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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 postdoc) 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 expected
to collaborate with the OeNB’s research
staff on a prespecified topic and to par-
ticipate 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 timing 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 2017 should be

e-mailed to

eva.gehringer-wasserbauer(@oenb.at

by November 1, 2016.

Applicants will be notified of the
jury’s decision by mid-December. The
following round of applications will

close on May 1, 2017.
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Analyses



Christian Ragacs,
Klaus Vondra'

Economic recovery in 2016 after four years

of weak growth

Economic outlook for Austria from 2016 to 2018 (June 2016)

1 Executive summary

According to its economic outlook of
June 2016, the Oesterreichische Natio-
nalbank (OeNB) expects the Austrian
economy to stage a modest recovery,
with GDP growth accelerating to 1.6%
in 2016 after four years with growth
rates below 1%. The increase in growth
is driven in particular by two special
domestic factors which both generate
growth by stimulating demand: the
coming into force of the income tax re-

form in January 2016 and the deficit-
financed expenditure on asylum seek-
ers and recognized refugees. For both
2017 and 2018, GDP growth is cur-
rently projected to reach 1.5%. Com-
pared with its previous economic out-
look of December 2015, the OeNB has
thus revised downward its growth fore-
cast for 2016 and 2017 by 0.3 percent-
age points. HICP inflation is expected
to reach 1.0% in 2016, reflecting low
oil and commodity prices, but will

Chart 1

Main results of the forecast
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' Qesterreichische Nationalbank, Economic Analysis Division, christian.ragacs@oenb.at, klaus.vondra@oenb.at.
With contributions from Friedrich Fritzer, Ernest Gnan, Walpurga Kohler-Tiglhofer, Lukas Reiss,

Doris Ritzberger-Griinwald and Alfred Stiglbauer.
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climb thereafter, to 1.7% in 2017 and
1.9% in 2018. The unemployment rate
(Eurostat definition) will rise to 6.0%
in 2016 and peak at 6.1% in 2017, be-
fore easing back slightly to 6.0% in
2018.

In early 2016, growth in the world
economy was hit by the further decline
in oil and commodity prices and by the
turmoil in Chinese equity markets and
its fallout on global equity markets. The
widely anticipated further slowdown in
the pace of economic growth in China
and other emerging markets did not
occur, however. In the end, growth in
emerging markets — particularly in
China — in both the fourth quarter of
2015 and the first quarter of 2016 was
in line with expectations prevailing in
December 2015. By contrast, growth
in the major industrialized economies
of the U.S.A., Japan and the United
Kingdom in late 2015 and in early 2016
undershot expectations more or less
considerably. Despite the confluence of
a range of stimulating effects, global
GDP growth is projected to remain
below average at under 3% in 2016.

Austrian GDP growth will acceler-
ate to well above 1% for the first time
in four years. In view of the very mod-
est pace of growth in the world econ-
omy, the recovery of the Austrian econ-
omy is attributable to two special do-
mestic factors: the income tax reform
that took effect in early 2016 and the
additional (deficit-financed) public ex-
penditure on refugees. These two fac-
tors will support GDP growth in 2016
by stimulating private and government
consumption. The positive effects of
the income tax reform will materialize
gradually in the course of 2016. Com-
pared with the December 2015 out-
look, the assessment of the reform’s
impact remains fundamentally un-
changed, as does the fact that some of
the compensatory measures designed

Economic recovery in 2016 after four years of weak growth
Economic outlook for Austria from 2016 to 2018 (June 2016)

to finance the tax reform must not be
taken into account according to ESCB
rules, which means that the impact on
growth will tend to be overestimated.
By contrast, the extent of the impact of
additional public expenditure on refu-
gees was revised downward compared
with the December 2015 outlook. The
simulation calculations now reflect the
maximum intake of asylum applications
announced by the Austrian government
for the period from 2016 to 2018,
which is visibly lower than the assump-
tions of December 2015. In addition,
low inflation will contribute to a signif-
icant rise in real disposable income,
causing both private consumption and
the saving ratio to increase markedly in
2016.

In the area of investment in equip-
ment, whose cycle leads the business
cycle, growth had accelerated already
in the course of 2015. By early 2016,
investment in equipment was exceed-
ing the levels attained in early 2008 in
all subsegments. In other words, the
economic crisis was over in this area.
By contrast, investment in housing and,
particularly, civil engineering contin-
ues to remain below pre-crisis levels.
Housing investment should gather
momentum in both 2017 and 2018 in
view of the housing initiative an-
nounced by the government, whereas
growth in investment in equipment is
expected to taper off. As a result, the
investment cycle is therefore expected
to remain muted on the whole. The
contribution made by net exports to
GDP growth will even be negative in
2016, as import growth will exceed
export growth due to the high import
share of investment and private con-
sumption. Once the special economic
factors subside, causing growth in con-
sumer demand to soften again, and
once the investment cycle tapers off as
expected, import growth will slacken

MONETARY POLICY & THE ECONOMY Q2/16
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Economic outlook for Austria from 2016 to 2018 (June 2016)

in 2017, while export growth should 2017 and 2018, despite small losses in
continue to pick up until 2018. As a  export market shares.

result, the contribution of net exports As in recent years, labor market
to GDP growth will be positive in both  growth will be marked by a steep rise

Table 1
OeNB June 2016 outlook for Austria — key results'
2015 ‘ 2016 ‘ 2017 ‘ 2018
Economic activity Annual change in % (real)
Gross domestic product (GDP) +0.8 +1.6 +1.5 +1.5
Private consumption +0.3 +1.3 +1.1 +09
Government consumption +1.3 +14 +1.0 +1.1
Gross fixed capital formation +0.3 +2.1 +2.0 +1.8
Exports of goods and services +2.1 +34 +39 +4.2
Imports of goods and services +2.2 +4.3 +3.6 +39
% of nominal GDP
Current account balance +2.6 ‘ +2.8 ‘ +3.1 ‘ +34
Contribution to real GDP growth Percentage points
Private consumption +0.1 +0.7 +0.6 +0.5
Government consumption +0.3 +0.3 +0.2 +0.2
Gross fixed capital formation +0.1 +0.5 +0.5 +04
Domestic demand (excluding changes in inventories) +0.5 +14 +1.2 +1.1
Net exports +0.0 -0.3 +0.3 +0.3
Changes in inventories (including statistical discrepancy) +0.3 +04 +0.0 +0.0
Prices Annual change in %
Harmonised Index of Consumer Prices (HICP) +0.8 +1.0 +1.7 +1.9
Private consumption expenditure (PCE) deflator +1.1 +1.2 +1.8 +1.9
GDP deflator +1.0 +1.6 +1.7 +1.9
Unit labor costs in the total economy +1.5 +0.8 +09 +14
Compensation per employee (at current prices) +1.6 +1.3 +1.5 +2.0
Compensation per hour worked (at current prices) +1.8 +1.5 +1.7 +2.3
Import prices -04 -0.8 +1.6 +1.7
Export prices +1.0 +0.4 +1.6 +1.8
Terms of trade +14 +1.2 +0.0 +0.2
Income and savings
Real disposable household income -07 | +23 | +09 | +0.7
% of nominal disposable household income
Saving ratio 69 | 75 | 73 | 71
Labor market Annual change in 9%
Payroll employment +1.1 +1.5 +1.1 +1.0
Hours worked (payroll employees) +09 +1.3 +09 +0.7
% of labor supply
Unemployment rate (Eurostat definition) 57 | 6.0 | 6.1 | 6.0
Public finances % of nominal GDP
Budget balance (Maastricht definition) —1.2 -1.8 -1.5 11
Government debt 86.2 84.5 82.8 80.9

Source: 2015: WIFO, Eurostat, Statistics Austria; 2016 to 2018: OeNB June 2016 outlook.

" The outlook was drawn up on the basis of seasonally and working day-adjusted national accounts data (trend-cycle component: flash-estimate
Q1 16). The data differ, in the method of seasonal adjustment, from the quarterly data series published by Eurostat in 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 2015 deviate also from the nonadjusted data released by Statistics Austria.
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in labor supply over the entire forecast
horizon, reflecting the growing num-
ber of recognized asylum seekers and
other migrants as well as the rising
share of older and female labor force
participants. Despite persistently high
employment growth, unemployment,
will continue to climb in both 2016 and
2017 and only drop slightly in 2018.
Owing to the renewed fall in oil prices
in early 2016, inflation will continue to
case until mid-2016 before rebounding
slowly thereafter. Against this back-
drop, average HICP inflation is ex-
pected to be 1.0% in 2016 and to climb
to 1.9% by 2018. In view of the afore-
mentioned special factors, the general
government budget balance will deteri-
orate to —1.8% of GDP in 2016 and
subsequently improve to —1.1% of GDP
by 2018. The government debt ratio
will shrink to 80.9% of GDP by 2018.

2 Technical assumptions

This forecast is the OeNB’s contribu-
tion to the June 2016 Eurosystem staff
macroeconomic projections. The fore-
cast horizon ranges from the first quar-
ter of 2016 to the fourth quarter of
2018. The cutoff date for all assump-
tions on the performance of the global
economy, interest rates, exchange rates
and crude oil prices was May 18, 2016.
The OeNB used its macroeconomic
quarterly model to prepare these pro-
jections, which are based on national
accounts data (trend-cycle component,
adjusted for seasonal and working-day
effects) provided by the Austrian Insti-
tute of Economic Research (WIFO).
These data differ from the quarterly se-
ries published by Eurostat since the
changeover to the European System of
Accounts (2010) in fall 2014 in that the
latter are solely seasonal and work-
ing-day adjusted and therefore include
an irregular component, which may be

highly volatile. Annual growth for

Economic recovery in 2016 after four years of weak growth
Economic outlook for Austria from 2016 to 2018 (June 2016)

2015, which is calculated on the basis of
seasonally-adjusted quarterly data, de-
viates from the annual growth figure
released by Statistics Austria, as the
latter is prepared on the basis of non-
seasonally-adjusted data. National ac-
counts data were fully available up to
the fourth quarter of 2015. The data for
the first quarter of 2016 are based on
the GDP flash estimate, which does not
cover all national accounts aggregates.
The short-term interest rates used for
the forecast horizon are based on mar-
ket expectations for the three-month
EURIBOR: —0.3% for each of the years
2016 to 2018. Long-term interest rates
reflect market expectations for ten-
year government bonds, and have been
set at 0.5% (2016), 0.7% (2017) and
0.9% (2018). The exchange rate of the
euro vis-a-vis the U.S. dollar is as-
sumed to remain at a constant USD/
EUR 1.14. The projected path of crude
oil prices is based on futures prices. An
oil price of USD 43.4, 49.1 and 51.3 per
barrel Brent is assumed for the years
2016 to 2018, respectively. The prices
of commodities excluding energy are
also based on futures prices over the
forecast horizon.

3 Forecasts for the global
economy downgraded again

The global economic outlook continued
to deteriorate in early 2016. While
emerging market prospects had deteri-
orated already in late 2015, the growth
forecasts for the major developed econ-
omies had to be downgraded as well in
carly 2016. Persistent geopolitical con-
flicts such as those in Syria or Ukraine,
and the fear of terrorism in Europe, are
giving rise to a high degree of uncer-
tainty that is being further heightened
by two factors: first, the imminent
U.S. presidential election and its out-
come and, second, a related possible
reorientation in U.S. foreign trade

MONETARY POLICY & THE ECONOMY Q2/16
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policy. “Brexit”, or the potential with-
drawal of the United Kingdom from
the EU, also adds to uncertainty. The
gradual exit of the U.S.A from its ex-
pansionary monetary policies is also in-
ducing global uncertainty particularly
as regards future exchange rate devel-
opments between the U.S. dollar and
the euro or Japanese yen and in respect
of further capital outflows from emerg-
ing markets. Moreover, the lifting of
global economic sanctions against Iran
and its resumption of oil exports will
weigh on global oil prices, increasing
economic pressures on oil-producing
countries the economic and political
consequences of which are hard to pre-
dict. In addition, the transformation of
China into a service economy will shift
global trade flows and result in further
migrations of both production capacity
and value chains. Global GDP growth
in the fourth quarter of 2015 and in
the first quarter of 2016, which contin-
ued to lag behind expectations, and
the bleaker growth outlook — owing
to heightened global uncertainty —
prompted a downward revision in
global GDP growth and global trade.
Compared with the December 2015
outlook, global GDP growth is not ex-
pected to pick up in 2016, while global
export growth is even expected to go
down slightly.

The recovery of the U.S. economy
has been stagnating. Growth was lag-
ging behind expectations in late 2015
and early 2016, reflecting primarily
weaker growth in gross fixed capital
formation and exports. Growing mo-
mentum in housing investment could
not offset shrinking investment in both
equipment and commercial construc-

tion. The strong U.S. dollar is continu-
ing to dampen export grovvth.2 Given
its poor start to the new year, GDP
growth is expected to be more sluggish
in 2016 than in 2015 and although it is
projected to accelerate in 2017 and
2018 compared with 2016, real GDP
growth will remain well below 3%.
Japanese GDP growth likewise lags be-
hind the projections of the December
2015 outlook, having contracted in the
fourth quarter of 2015 against expecta-
Following an unexpectedly
strong increase of 0.4% in the first
three months of 2016, Japanese output
growth is projected to be very weak
during the rest of 2016. In 2016 as a
whole, real GDP growth will prove to
be marginally positive provided that
growth in the first quarter of 2016 is
confirmed. For 2017 and 2018, the
projections indicate only modest GDP
growth. Finally, the growth forecasts
had to be revised downward also for
United Kingdom, for both 2016 and
2017, compared with the December
2015 outlook. In this connection, a
potential “Brexit” is casting shadows
that are reflected primarily in invest-
ment restraint. In sum, the growth
outlook for developed economies for
2016 was slashed by 0.6% percentage
points, to a mere 1.5%, compared with
the assumptions in the OeNB’s Decem-
ber 2015 economic outlook.

As for emerging markets, their
growth prospects were downgraded by
just 0.4 percentage points, to 3.8%.
Turmoil in Chind’s equity markets gave
rise to pronounced pressures to devalue
the Chinese renminbi. Serious jitters
about China’s future economic growth
and the resulting impact on the global

tions.

2 Overall, however, the slowdown in growth momentum should be interpreted with caution, as it could be distorted
downward due to the insufficient seasonal adjustment of official figures. Similar problems occurred in recent years

primarily in the first quarter.

> Unlike developments in the U.S.A., however, seasonal adjustment is likely to be distorted upward in Japan.
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economy were reflected in huge losses
on Japanese, U.S. and European stock
exchanges. The central bank of the
People’s Republic of China intervened
in favor of the Chinese currency,
thereby calming market turmoil.
Although growth expectations were
cut, they were only lowered to a real
GDP growth rate of 6%, i.e. the
Chinese economy still appears to be set
for a soft landing. By contrast, the eco-
nomic outlook for India was barely re-
vised, with growth predicted to reach
some 7 Y2 % over the forecast horizon.
In other words, India’s growth advan-
tage over China will widen. In Russia,
the recession which commenced in
2015 will continue in 2016 (—1.4%),
but a modest upturn in the economy is
expected for 2017 and 2018. Thus, the
forecast remained almost unchanged on
December 2015. By contrast, the re-
cession in Brazil is projected to deepen
to —3.5% in 2016, rather than —2.1% as
anticipated in December 2015, despite
the country hosting the Olympic
Games this year. The growth outlook
for 2017 remains unchanged, however.
For Central and Eastern European coun-
tries, however, the economic outlook
was revised upward. These countries
are currently on track to robust growth
with annual expansion rates of around
3"2%. Each and every demand compo-
nent — particularly, private consump-
tion — is sustaining growth in this
region.

In the euro area, a number of factors
fueling growth benefited the economy
and will continue to do so. These fac-
tors include historically low key inter-
est rates, the Eurosystem’s expanded
asset purchase program (APP), a fur-
ther decrease of already low oil and
commodity prices and short-term eco-
nomic impetus from the intake of refu-
gees. While the economic recovery in
the euro area gathered momentum in

Economic recovery in 2016 after four years of weak growth
Economic outlook for Austria from 2016 to 2018 (June 2016)

the first quarter of 2016, with GDP in-
creasing by as much as 0.6% compared
with the fourth quarter of 2015, the re-
newed slump in oil prices again led to
negative HICP inflation of —0.2% year
on year in both February and April
2016 for the euro area as a whole. As a
result, the inflation forecast for 2016
was revised down from 1.0% (Eurosys-
tem staff projections of December
2015) to 0.1% in March 2016 (ECB
staff projections). This in turn in-
creased concerns that inflation expec-
tations might drop or become dean-
chored over the medium to long term.
In view of this situation, the ECB ad-
opted additional monetary policy mea-
sures to safeguard price stability in
March 2016. These measures include a
further cut in key interest rates and the
decision to expand the monthly pur-
chases under the APP to a volume of
EUR 80 billion (from previously EUR
60 billion), to include euro-denomi-
nated, investment-grade, euro area
(nonbank) corporate bonds in the APP
and to conduct a new round of targeted
longer—term refinancing operations
(TLTROs II). These steps taken by the
ECB are intended to increase bank
lending to the nonfinancial private sec-
tor in order to strengthen the momen-
tum of economic recovery in the euro
area and to accelerate the return of in-
flation to levels below, but close to 2%.

In terms of output growth develop-
ments, a long-term stabilization is
emerging in the euro area eight years
after the outbreak of the financial and
economic crisis. Except for Greece,
which will continue to struggle with a
mild recession in 2016 as in the previ-
ous year, all other euro area countries
will register positive real GDP growth
for a second year in a row. That said,
the strength of economic growth dif-
fers between the individual euro area
countries. The economic output of

MONETARY POLICY & THE ECONOMY Q2/16
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Economic outlook for Austria from 2016 to 2018 (June 2016)

Ireland, Malta, Luxembourg, Slovakia
and Spain is currently growing at an
above-average rate. As before, unre-
solved structural problems are curbing
GDP growth in Finland and Italy. In
France and Belgium, economic recov-
ery is suffering from the repercussions
of the terrorist attacks, which are re-
flected in lower consumer spending

owing to two factors: first, restrained
investment demand (postponed invest-
ment plans due to heightened uncer-
tainty) and, second, less revenue from
tourism for both Paris and Brussels. Fi-
nally, Finland as well as the Baltic states
are suffering from the protracted reces-
sion in Russia and the EU’s export sanc-
tions against Russia.

Table 2

Underlying global economic conditions

2015 ‘ 2016 ‘ 2017 ‘ 2018
Gross domestic product Annual change in % (real)
World excluding the euro area +3.1 +3.1 +3.7 +3.8
USA. 24 +1.9 +2.5 +2.3
Japan +0.5 -01 +0.4 +0.4
Asia excluding Japan +6.0 +5.9 +5.9 +5.9
Latin America -0.2 +0.2 +2.2 +2.8
United Kingdom +2.3 +2.0 +2.2 +2.3
CESEE EU Member States' +3.5 +34 +3.2 +31
Switzerland +0.9 +1.2 +1.6 +1.8
Euro area’ +1.6 | +1.6 | +1.7 | +1.7
World trade (imports of goods and services)
World .9 H25 +4.0 413
World excluding the euro area +0.7 +1.8 +3.5 +4.0
Growth of euro area export markets (real) +0.6 +2.0 +3.5 +4.0
Growth of Austrian export markets (real) +33 +31 +4.2 +4.5
Prices Price level
Oil price in USD/barrel (Brent) 524 434 491 51.3
Three-month interest rate in % 0.0 -0.3 -0.3 -0.3
Long-term interest rate in % 0.7 0.5 0.7 0.9
USD/EUR exchange rate 111 113 114 114
Nominal effective exchange rate (euro area index) 92.34 94.98 95.31 95.31

Source: Eurosystem.

" Bulgaria, Croatia, Czech Republic, Hungary, Poland and Romania.
22016 to 2018: Results of the Eurosystem’s June 2016 projections.

4 Austria: Growth in 2016 driven
by domestic demand
4.1 Special factors supporting
increase in private consumption
In Austria, real disposable housechold
income shrank in five out of the seven
previous years, falling by 2.1% between
2012 and 2015 alone. Real private
consumption grew by 0.3% in this
period — albeit accompanied by a fall in
the saving ratio from 9.2% to 6.9%.

The weakness of consumer demand and
the underlying slowdown in real dis-
posable income growth were caused by
a confluence of factors. First, inflation
was relatively high compared with the
business cycle. Second, robust employ-
ment growth in per-capita terms masks
the creation of many part-time jobs.
Third, the employment of Austrian na-
tionals fell from end-2012 to mid-2015.
Buoyant growth in employment was

12
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Chart 2
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driven solely by foreign labor, which
comprises a significant share of com-
muters whose consumer propensity in
Austria is marginal.

Owing to continued robust em-
ployment growth, which has been in-
creasingly based on domestic em-
full time, and to
higher wage settlements for 2018, nom-
inal compensation of employees will
grow robustly over the forecast hori-
zon. Investment income and mixed in-
come accruing to self-employed house-
holds will continue to make positive
contributions to growth in household
income in line with the economic cycle.
Yet above all the expected steep rise in
nominal disposable household income
will be driven by two domestic special
effects. First, the income tax reform
that took effect in early 2016 offers sig-
nificant tax relief for households and,
second, public expenditure on asylum
seeckers and recognized refugees is
sustaining nominal household income

ployees working

(both directly via the income of both
refugees and persons active in refugee
care provision in Austria such as addi-
tional teaching staff, and indirectly via
macroeconomic multiplier effects).

In addition to these special effects,
relatively low inflation will favor
growth in real disposable household in-
come in 2016, which will increase at a
faster-than-average rate of 2.3%. Fairly
robust growth in real disposable house-
hold income of almost 1% is also antici-
pated for both 2017 and 2018. The sav-
ing ratio, which has long exhibited a
falling trend, is expected to increase
temporarily in 2016 since people are
going to save some of the additional in-
come generated by the tax reform. In
2017 and 2018, however, the savings
ratio is expected to resume its decline.
Private consumption will nevertheless
soar in 2016 and make a significant
contribution to GDP growth in all
three years of the forecast period. With
annual growth of 1.3% (2016), 1.1%

MONETARY POLICY & THE ECONOMY Q2/16
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(2017) and 0.9% (2018), growth in real
private consumption is likely to well
exceed the levels seen in recent years.4

4.2 Investment growth in 2016
sustained by investment in
equipment

Growth in gross fixed capital formation
was very sluggish at 0.3% in 2015 as a
whole, but the intrayear momentum
was promising: On a quarterly basis,
gross fixed capital formation has been
advancing since the first quarter of
2015. Growth has been sustained pri-
marily by investment in equipment. In
a more detailed analysis, we find
growth in investment in “information
and communications technology” and

“other machines” to have picked up as
carly as 2014, while growth in invest-
ment in the “vehicles segment” was
back in positive territory in early 2015.
By the first quarter of 2016, growth in
all three segments for the first time ex-
ceeded the levels of quarterly growth
prevailing in the first quarter of 2008
(prior to the outbreak of the economic
crisis). In 2016 as a whole, investment
in equipment stands to grow by as much
as 3.9%. By contrast, positive growth
stimuli from housing and civil engi-
neering investment were absent in
2015. While the persistent stagnation
in civil engineering does not come as a
surprise, since it is largely financed via
the public sector and hence suffers from

Table 3
Determinants of Austrian households’ nominal income and development
of private consumption in Austria
2015 ‘ 2016 ‘ 2017 ‘ 2018
Annual change in %
Payroll employment +1.1 +1.5 +1.1 +1.0
Wages and salaries per employee +1.6 +1.3 +1.5 +2.0
Compensation of employees +2.7 +2.8 +2.6 +3.0
Property income +0.2 +1.3 +24 +2.8
Self-employment income and operating surpluses (net) -0.5 +2.7 +2.5 +2.8
Contribution to households’ disposable income
in percentage points
Compensation of employees +2.2 +24 +2.2 +2.6
Property income +0.0 +0.2 +0.3 +0.3
Self-employment income and operating surpluses (net) -0 +04 +04 +0.5
Net transfers less direct taxes' =14 +1.8 -0 -0.6
Annual change in %
Disposable household income (nominal) +04 +3.6 +2.8 +2.6
Consumption deflator +1.1 +1.2 +1.8 +19
Disposable household income (real) -0.7 +2.3 +09 +0.7
Private consumption (real) +0.3 +1.3 +1.1 +0.9
% of nominal disposable household income
Saving ratio 69 | 75 | 73 | VA
% of nominal GDP
Consumption ratio 532 | 528 | 527 | 524

Source: 2015: WIFO. Statistics Austria; 2016 to 2018: OeNB June 2016 outlook.

! Negative figures indicate an increase in (negative) net transfers less direct taxes. while positive figures indicate a decrease.

4 Average annual growth in real private consumption was a mere 0.2% in the period from 2012 to 2015.
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the saving efforts made at all levels of  years, which was not fully in line with
government, the continued slump in fundamentals: Investment growth was
housing investment is hard to explain. distorted by negative sentiment, which
A high demand for accommodation, re- is expected to subside only gradually
lated steep increases in property prices  over the forecast horizon. Running
and — in historical terms — extremely counter to the trend in investment in
favorable refinancing conditions would  equipment, housing investment growth
have suggested significant growth in is likely to pick up over the forecast
housing investment. horizon. The housing initiative adopted
According to the OeNB’s June 2016 ~ by the government should have an
outlook, investment growth will be de-  impact over the next years, thus adding
termined by a different momentum in  further impetus to growth. However,
investment in equipment and construc-  the exact timing of the trend reversal in
tion investment. Growth in investment housing investment growth is hard to
in equipment is set to decline, from estimate due to the lengthy housing
3.9% (2016) to 1.7% (2018). Given ac-  investment cycle, which means this
celerating growth, improving leading  forecast for housing investment entails
indicators for investment, high levels of  a high degree of uncertainty. All things
corporate financial assets and favorable  considered, the investment cycle looks
external financing conditions, thisisin  very modest with annual growth
fact rather a cautious forecast. Yet, the ranging between 2.1% (2016) and
cautious forecast reflects the dispro- 1.8% (2018). The investment ratio will
portionately low growth rate recorded remain constant at around 22%.
for investment over the previous three
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Table 4
Investment activity in Austria
2015 ‘ 2016 ‘ 2017 ‘ 2018
Annual change in 9%
Total gross fixed capital formation (real) +03 | 21 | 20 | +1.8
of which: investment in plant and equipment +2.7 +3.9 +3.1 +1.7
residential construction investment 1.6 +0.0 +09 +1.8
nonresidential construction investment and other investment 1.1 +1.1 +0.8 +1.3
investment in research and development +0.2 +1.6 +2.4 +2.8
public sector investment +2.4 +1.3 +1.2 +0.8
private sector investment +0.0 +2.3 +2.2 +2.0
Contribution to the growth of gross fixed capital
formation in percentage points
Investment in plant and equipment +0.9 +1.4 +1.1 +0.6
Residential construction investment -03 +0.0 +0.2 +0.3
Nonresidential construction investment and other investment -0.3 +0.3 +0.2 +0.3
Investment in research and development +0.0 +0.3 +0.5 +0.6
Public sector investment +0.3 +0.2 +0.2 +0.1
Private sector investment +0.0 +2.0 +19 +1.7
Contribution to real GDP growth in percentage points
Total gross fixed capital formation +0.1 +0.5 +0.5 +0.4
Changes in inventories +0.0 +04 +0.0 +0.0
% of nominal GDP
Investment ratio 222 | 221 | 222 | 223

Source: 2015: WIFO; 2016 to 2018: OeNB June 2016 outlook.

4.3 Growth in goods exports

strengthens export performance
After fairly low average growth in total
real exports in both 2012 and 2013
(1.3%), average export growth steadily
accelerated to 2.1% in 2014 and 2015.
Driven by goods exports, export
growth gathered even more momen-
tum in the course of 2015, which will
continue in 2016 and 2017. Accordingly
in these years, average growth in total
real exports will accelerate to 3.6%. In
2018, export growth will reach 4.2%.
These figures imply a strong recovery
compared with recent years, while sug-
gesting a rather subdued recovery com-
pared with the latest economic boom in
the period from 2004 to 2007 when
average annual growth was 7.5% in real
terms.

Faster growth rates are unlikely be-
cause of the moderate growth outlook

of Austria’s trading partners. Switzer-
land, the United Kingdom and France
were Austria’s only trading partners
whose import forecasts — and thus
demand for Austrian exports — were
revised up compared with the Decem-
ber 2015 outlook. The import demand
of other major Austrian export markets
and thus the sales prospects of Austrian
exports to these markets have deterio-
rated. The bleaker outlooks for
Germany, the U.S.A, Romania, Russia,
Brazil and China will particularly
dampen demand for Austrian goods in
2016, and the outlook for Germany
will continue to do the same in 2017.
The trend in Austrian exports to
Europe regaining momentum — identi-
fiable for the past several months in
external trade statistics — is expected
to continue in both 2016 and 2017.
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Chart 4
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Following a loss of price competi-
tiveness accompanied by a loss of ex-
port market shares in recent years,
Austria will regain some market shares
in 2016. However, the slight gains of
market shares will be primarily a con-
sequence of robust export growth at
the end of 2015 exceeding import
growth on Austrian export markets.
Renewed minor losses in market shares
are anticipated for both 2017 and 2018.
Austrian exporters are increasingly
affected by competition from East
European suppliers within European
production chains: a phenomenon that
has been evident these past few years
due to losses in market shares of core
segments of Austrian industry (metal
goods and vehicles) in Germany,
Austria’s most important sales market.

The current account surplus nar-
rowed to 1.5% in 2012, the lowest level
seen since 2001. It has since improved
steadily, reaching an estimated surplus
of 2.6% of GDP in 2015. This steady
improvement is attributable to several
factors. First, the goods balance has
been strengthening considerably, re-
flecting above all the trend in crude oil
prices, which made energy imports
cheaper. The goods balance stood at
0.8% of GDP in 2015 — its highest level
since 2007. Excellent growth in tour-
ism is strongly driving the improve-
ment in the services balance, amid
lackluster growth in business-related
services. In line with the projected
pick-up in export growth, the current
account surplus will gradually continue
to widen until 2018.
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Table 5
Growth and price developments in Austria’s foreign trade
2015 ‘ 2016 ‘ 2017 ‘ 2018
Exports Annual change in %
Competitor prices in Austria’s export markets +2.1 2.6 +21 +2.0
Export deflator +1.0 +04 +1.6 +1.8
Changes in price competitiveness +1.1 29 +0.5 +0.1
Import demand on Austria’s export markets (real) +3.3 +3.1 +4.2 +4.5
Austrian exports of goods and services (real) +2.1 +34 +39 +4.2
Austrian market share 1.2 +0.3 -03 -03
Imports
International competitor prices on the Austrian market +24 2.0 +1.6 +1.6
Import deflator -04 -0.8 +1.6 +1.7
Austrian imports of goods and services (real) 2N 41,3 +3.6 +39
Terms of trade +14 | +1.2 | +00 | +0.2
Percentage points of real GDP
Contribution of net exports to GDP growth +0.0 | -03 | +03 | +0.3
% of nominal GDP
Export ratio 53.8 541 553 56.8
Import ratio 49.3 494 504 51.5
Source: 2015: WIFO. Eurosystem; 2016 to 2018: OeNB June 2016 outlook.
Table 6
Austria’s current account
2015 2016 2017 2018
% of nominal GDP
Balance of trade 4.2 44 4.6 5.0
Balance of goods 0.8 141 12 14
Balance of services 3.5 33 34 3.6
Balance of primary income -0.6 -0.6 -0.6 -0.6
Balance of secondary income 1.0 —1.0 —1.0 1.0
Current account 2.6 2.8 31 34
Source: 2015: OeNB; 2016 to 2018: OeNB June 2016 outlook.
Box 1

Development of public finances from 2015 to 2018

In 2015, the general government balance rose by some 12 percentage points to —1.2% of
GDP, reflecting above all a reduction in capital transfers from 1.6% of GDP (reorganization of
Hypo Alpe Adria Bank) to 0.5% of GDP (especially the repeal of the Act on Restructuring
Measures for Hypo Alpe Adria Bank) under the bank rescue package. In addition, public
finances benefited from relatively robust revenue growth, which was also supported by
announcement effects with a view to tax increases in 2016 (particularly, in respect of the in-
come tax on dividends). According to the European Commission, Austria “exceeded” its medi-
um-term budgetary target of a structural balance of —0.45% of GDP in 2015. However, the
government debt ratio rose to just above 86% of GDP owing to various different deficit-neutral
events in connection with bank restructurings (transfer of assets of Kommunalkredit Austria
to “bad bank® KA Finanz AG, reclassification of newly founded immigon portfolioabbau ag
under the public sector, advance payments by the government to Bavaria).

! Prepared by Lukas Reiss, Economic Analysis Division, lukas.reiss@oenb.at.
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For 2016, the budget balance is expected to deteriorate significantly to some —1.8% on
the back of the tax reform, in particular.? In addition, expenditure related to refugee migration
will rise in 2016 — albeit less steeply than projected in the OeNB’s December 2015 outlook,
as the figures have been realigned with the maximum intake of asylum applications
announced by the government. At the same time, the further decline in interest payments and
capital transfers to banks (and their creditors) will have a positive impact on the budget
balance.

For 2017 and 2018, a neutral fiscal policy stance is anticipated, as no major new consoli-
dation measures are forthcoming and as some minor reform measures (payroll tax cuts, etc.)
will start to deliver. Thanks to a further drop in interest payments and to growing revenues on
the back of the economy’s recovery, the nominal budget balance is expected to continue
improving.

The government debt ratio will start to shrink in 2016 and is expected to fall to some 81%
of GDP by the end of the forecast horizon, reflecting fairly low budget deficits and relatively
high nominal GDP growth as well as asset disposals by the “bad banks” immigon and KA
Finanz AG. As regards HETA Asset Resolution AG, however, its debt is expected to be constant
over the forecast horizon. A debt restructuring plan accepted by creditors would reduce the
debt significantly (among other things, via a possible reduction in HETA’s currently large cash
inventories).

2 According to ESCB rules, measures to combat tax and social security fraud were not included in the main scenario of
the OeNB's projections. Furthermore, the announcement effects for investment income tax from 2015 will cease in
2016.

5 Unemployment to rise further ~ Employment will continue to rise (pay-
in 2016 and 2017 roll employees: 1.5%, hours worked:

In 2015, total employment continued
to climb as in previous years despite the
weakness of the economy. The number
of employed persons grew by 0.7%,
and the number of hours worked in-
creased by 0.4%. Employment growth
for payroll employees was even more
striking. Their number rose by 1.1%
and that of their hours worked by 0.9%.
The difference between both employ-
ment parameters primarily reflects a
further increase in the share of part-
time employees, which reached a re-

cord historical high of 28.2% in 2015.°

1.3%), given the buoyant economic
recovery anticipated in 2016. Healthy
employment data and the fast-growing
number of job vacancies in the first
quarter of 2016 confirm this assess-
ment. Additional jobs will also be
created in 2017 (1.1%) and 2018
(1.0%). Total work in terms of hours
worked will increase significantly,
albeit at a slower pace (2017: +0.9%;
2018: +0.7%).

Labor supply will continue to ex-
pand markedly over the forecast hori-
zon (chart 5°) for a number of reasons.

* The share of male part-time employees stood at 9.8% and the female share at 47.8% (Statistics Austria). Both
male and female shares have risen in 2015. In 2004, the share of (both male and female) part-time payroll
employees stood at 20.5% (Statistics Austria; comparisons going backfurther in time are notjéasib]e owing to a
change in data collection).

® The dark blue and red bar in the right-hand figure of chart 5 represent the population forecast by Statistics
Austria of November 2015 and the extrapolated employment rates according to the Austrian microcensus, respec-
tively. The dark blue bar represents the forecast variant “excluding migration” and therefore indicates how the
resident population would develop in the absence of migration. The red bars show the main variant of the
population forecast that includes migration (but excludes refugees). The light blue bars stand for the impact of
employment growth for a given population. The impact on the labor supply by persons having the right of asylum
(represented by the orange bars) is based on the OeNB’s own calculations.
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First, net “traditional” migration of for-
eign labor is set to continue, attracting
above all some 40,000 additional work-
ers per year from the “new” EU Mem-
ber States, to whom the Austrian labor
market was opened up in 2011 and
2014. Second, the labor supply will be
boosted by the higher employment rate
of older workers, which is rising on the
back of previous pension reforms, and
as well as by the growing number of fe-
male labor force participants. This ef-
fect will initially amount to well over
10,000 employees per year but will
then weaken somewhat in 2017 and
2018. Third, persons granted the right
to asylum in Austria will also add to the

labor supply.” Their number is assumed
to be somewhat less than 10,000 per-
sons per year for 2016/17, which is well
below the number of employed and
registered unemployed persons granted
asylum who receive a means-tested
minimum income. The comparatively
low number of the latter group can be
attributed to the fact that the unem-
ployment statistics are based on the
Eurostat definition of unemployment,
as required. Accordingly, labor supply
is also calculated in line with Eurostat
definitions and is based on the expected
results of the household surveys carried
out by the Austrian microcensus. The
extent to which and the time from
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7 The December 2015 forecast projected 80,000, 85,000 and 50,000 asylum seekers for 2015, 2016 and 2017,
respectively. The number of asylum seekers was underestimated for 2015 (approximately 88,000). For the years
2016 to 2018, the OeNB’s June 2016 economic outlook bases its projections of asylum seeker numbers on the
maximum intake of new asylum applications announced by the government (2016: 37,500; 2017: 35,000 and

2018: 30,000).
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Table 7
Labor market development in Austria
2015 2016 2017 2018
Annual change in %
Total employment (no. of people) +0.7 il +0.8 +0.9
Payroll employees +1.1 +1.5 +1.1 +1.0
of which: Public sector employees +0.0 +04 +0.2 -0.1
Self-employed -19 =il 4 -08 -0.3
Total hours worked +0.4 +0.7 +0.5 +0.5
of which: Payroll employees +0.9 +1.3 +0.9 +0.7
Self-employed 2.1 -1.6 1.1 -0.5
Labor supply +0.8 +14 +1.0 +0.8
Registered unemployed +3.0 +3.7 +3.3 +0.9
% of labor supply
Unemployment rate (Eurostat definition) 5.7 ‘ 6.0 ‘ 6.1 ‘ 6.0

Source: 2015: WIFO, Statstics Austria; 2016 to 2018: OeNB June 2016 outlook.

when recognized asylum seekers are
officially covered by the Austrian
microcensus is subject a high degree of
uncertainty. At all events, however,
significant lag effects and distortions to
the downside can be expected.®

By contrast, the demographic trend
in Austria’s domestic population over
the forecast horizon as a whole will
dampen labor supply growth. Exclud-
ing migrations and with the given
propensity for gainful employment,
labor supply would contract annually
by between 10,000 and 20,000 per-
sons.

Although the recovery of the
Austrian economy is gaining consider-
able momentum, unemployment will
continue to rise in 2016 to 6.0%, owing
to healthy labor supply growth, in
particular. Unemployment will also
keep growing in 2017 (6.1%) before
falling back to its 2016 level in 2018
(6.0%).

6 External and domestic costs
factors to accelerate Austrian
inflation from 1.0% in 2016 to
1.9% in 2018

Inflation as measured by the Harmo-
nized Index of Consumer Prices
(HICP) has fallen from 1.4% to 0.6%
(April) since early 2016. This phenom-
enon is attributable to several develop-
ments. First, a fall in energy costs (pri-
marily, fuel and heating oil); second, a
significant price downtrend in nonen-
ergy industrial goods (primarily, cloth-
ing) in March and April 2016; and,
third, slowing price growth for services
since early 2016. Core inflation (ex-
cluding energy and unprocessed food)
cased from 2.1% in January 2016 to
1.4% in April 2016.

HICP inflation will tick up from
0.8% (2015) to 1.0% (2016), 1.7%
(2017) and 1.9% (2018) over the fore-
cast horizon. Until July 2016, however,
headline inflation is expected to trend

¥ The national unemployment rate is based on data provided by Public Employment Service Austria. The rise in the
national unemployment rate (not included in the OeNB’s June 2016 economic outlook) will in any case be much
higher than the rise in the unemployment rate as defined by Eurostat.
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Table 8
Price, cost, productivity and profit indicators for Austria
2015 2016 2017 2018
Annual change in %

Harmonised Index of Consumer Prices (HICP) +0.8 +1.0 +1.7 +19
HICP energy 7.5 -6.0 +1.6 +1.6
HICP excluding energy +1.7 +1.6 +1.7 +1.9
Private consumption expenditure deflator +1.1 +1.2 +1.8 +1.9
Investment deflator +0.9 +0.9 +1.6 +19
Import deflator —-04 -0.8 +1.6 +1.7
Export deflator +1.0 +0.4 +1.6 +1.8
Terms of trade +1.4 +1.2 +0.0 +0.2
GDP deflator at factor cost +1.6 +1.8 +1.7 +1.8
Collective wage and salary settlements +2.2 +1.6 +1.7 +2.2
Compensation per employee +1.6 +1.3 +1.5 +2.0
Hourly compensation per employee +1.8 +1.5 +1.7 +2.3
Labor productivity per employee +0.1 +0.5 +0.7 +0.6
Labor productivity per hour +04 +09 +1.0 +09
Unit labor costs +1.5 +0.8 +09 +14
Profit margins' +01 | +1.0 | +09 | +0.5

Source: 2015: WIFO, Statistics Austria; 2016 to 2018: OeNB June 2016 outlook.

! GDP deflator divided by unit labor costs.

down since prices in the energy sector
will slump substantially during these
months compared with 2015. From
August 2016, inflation — driven by
commodity price increases for energy
and metals — will accelerate consider-
ably. On the demand side, inflation will
be driven primarily by nonenergy in-
dustrial goods. The rise in inflation
over the remaining forecast horizon is
attributable to both external and do-
mestic factors. Both import prices of
commodities (primarily, energy) and
prices of imported goods are trending
up. Domestic factors for the uptrend in
inflation are the hike in VAT under the
tax reforms that took effect in 2016’
and buoyant consumption growth com-
pared with previous years. Although
the output gap will not close over the
forecast horizon, it will be narrower
than in 2015 (-0.7%) at —0.3% to
—0.2% (2016—2018), which means the

resulting price—dampening effect will

become increasingly less significant. At
1.7%, core inflation (excluding energy)
already well exceeded headline HICP
inflation in 2015. It will exhibit a flat
inflationary trend at 1.6% in 2016 and
at 1.7% in 2017 and only rise to 1.9%
in 2018.

Low inflation of 0.8% in 2015 was a
key criterion in the wage settlements
for 2016 that have been concluded to
date (e.g. public sector: +1.3%, trade
and metal workers: +1.5%). These fig-
ures imply an increase in collectively
bargained wages of 1.5%, which means
growth in wage settlements will be
much lower than in 2015 (2.2%). In
view of low inflation in 2016 and rising
unemployment, only a modest uptick in
inflation to 1.7% is expected for 2017.
Although the wage drift, which reflects
not only sectoral shifts in employment
to low wage sectors and a growing
share of part-time employees but also
the position in the economic cycle, will

* The increase in VAT on accommodation services was introduced in May 2016.
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Chart 6
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remain negative for the forecast hori-
zon as a whole, it will become weaker
due to relatively more robust GDP
growth compared with the previous
years. Gross compensation per em-
ployee will therefore increase in nomi-

nal terms by 1.3% (2016), 1.5% (2017)

and 2.0% (2018). In real terms, this
corresponds to near stagnation in both
2016 and 2018 (0.1% respectively) and
to a slight decline in 2017 (—0.3%).
However, when adjusted for the impact
of the tax reform, the net result for
2016 is actually a sharp rise. In real

Table 9

Compensation of employees

2015 ‘ 2016 2017 2018

Annual change in %
Gross wages and salaries’
In nominal terms +2.7 +2.8 +2.6 +3.0
Consumption deflator +1.1 +1.2 +1.8 +19
In real terms +1.6 +1.6 +0.8 +1.1
Per person employed (nominal)
Collectively agreed wages and salaries' +2.2 +1.6 +1.7 +2.2
Wage drift —0.6 -03 -0.2 -0.2
Compensation of employees? +1.6 +1.3 +1.5 +2.0
Per person employed (real) +0.5 +0.1 -03 +0.1
Per hour (gross, nominal) +1.8 +1.5 +1.7 +2.3
Per hour (gross, real) +0.7 +0.2 01 +0.3

% of nominal GDP
Wage ratio 484 | 482 | 479 | 478

Source: 2015: WIFO, Statistics Austria; 2016 to 2018: OeNB June 2016 outlook.

" Overall economy.
2 Including employers’ social security contributions.
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terms, compensation per employee
after taxes will climb by 2.7%. A
smaller increase is expected for 2017
(0.1%). Per capita net wages will edge
down slightly in 2018 (—0.2%).

Austrian HICP inflation stood at
0.8% in 2015 as a whole, which was
well below its level in 2014 (1.5%).
However, this means it also remained
well above inflation in the euro area
(0.0%) and in Germany (0.1%) in 2015.
This gap is primarily a result of price
increases in Austria’s services sector
and hikes in administered prices. Al-
though these inflation differentials will
gradually narrow over the remaining
forecast horizon, they will continue to
subsist until 2018, albeit to a smaller
extent.

7 Risks to growth are neutral

In 2016 and 2017, the primary domestic
downside risk to the Austrian economy
stems from the impact of the tax re-
form that came into force in early 2016.
According to ESCB rules for fiscal pro-
jections, some of the compensatory
measures designed to finance the tax
reform (in particular, administrative
savings and measures to combat tax and
social security fraud) must not be taken
into account in computing the eco-
nomic outlook. If the tax measures
should turn out to be fully effective,
GDP growth would be more than
0.2 percentage points weaker in 2016.
According to the OeNB’s June 2016
economic outlook, the tax reform will
also have specific repercussions on the
saving behavior of private households.
Specifically, the tax reform was
assumed to temporarily drive up the
saving ratio in 2016 — contrary to its
longer-term downtrend — through a
rise in household income triggered by
wage and income tax cuts. The risks to
this development are considered to be
neutral, however. Investment, by con-

trast, is subject to two major risk fac-
tors. The investment in equipment cy-
cle is expected to come to a gradual
end over the forecast horizon. Although
the strength of this cycle dovetails with
both historical experience and the fact
that investment in equipment leads the
business cycle, a more pronounced
cycle would have been expected owing
to the protracted sluggishness and now
broad-based recovery of the economy,
as a result of which the forecast entails
an “upside risk”. The development of
housing investment is subject to major
uncertainties. Property price increases
regained significant momentum during
2015, demand for accommodation con-
tinues to remain high and the housing
initiative should have an impact in the
forecast period. All these signs suggest
the possibility of a stronger housing
investment cycle.

The external risks to this forecast
continue to point to the downside. The
still unresolved conflicts in the Middle
East and in North Africa are having a
direct impact on Europe. The risks are
twofold: first, the danger of terrorist
attacks and, second, the risk of refu-
gees coming to Europe. The risk of
growth momentum in China slowing
more rapidly would not only affect the
closely related emerging markets in
Asia but also have a direct impact on
the world economy. By contrast, the
risks arising from a sudden increase in
the U.S. key interest rate have de-
creased after the weaker than expected
U.S. economy reduced the number of
anticipated hikes in the key interest
rate, thereby mitigating the fallout on
emerging economies. Although the po-
tential exit of the United Kingdom
from the EU depending on the out-
come of the June 2016 referendum rep-
resents a downside risk in the short
term, its direct impact on Austria is
considered to be minimal.
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8 GDP revised down on
December 2015 outlook

The underlying assumptions on the in-
ternational environment have changed
to some extent since December 2015.
In nominal terms, crude oil prices are
even lower than they were in Decem-
ber 2015. The projected market price
of crude went down by USD 8.8 per
barrel Brent for 2016, and by USD 8.4
for 2017. Short-term interest rates con-
tinued to fall slightly in the wake of
monetary policy measures in Decem-
ber 2015 and March 2016 (by 10 basis
points for 2016 and by 20 basis points
2017). Long-term interest rates specific
to Austria went down by 50 basis points
(2016) and 60 basis points (2017). The
nominal effective exchange rates in ex-
port markets deteriorated by 1.6 per-
centage points for 2016, while remain-

ing unchanged on the December 2015

Economic recovery in 2016 after four years of weak growth
Economic outlook for Austria from 2016 to 2018 (June 2016)

forecast for 2017. In real terms, how-
ever, the weaker development of the
world economy — particularly, that of
global trade — also dampens domestic
growth. Austrian export markets are
now expected to expand more slowly,
by 0.7 percentage points in 2016 and by
and 0.4 percentage points in 2017.
Compared with the December 2015
outlook, competitor prices in Austrian
export markets dropped visibly (by 3.4
percentage points) for 2016, while
remaining almost unchanged for 2017
(0.1 percentage point).

The effects of the revised external
assumptions were simulated using the
OeNB’s macroeconomic model. Table
11 lists the reasons for revising the out-
look in detail. Apart from the impact of
changed external assumptions, they are
attributable to the impact of new data
and to a residual. The influence of “new

Table 10

Change in the external economic conditions since the December 2015 outlook

June 2016 Dec. 2015 Difference
2016 ‘ 2017 ‘ 2018 2016 2017 2016 2017
Annual change in %

Growth of Austria’'s export markets +3.1 +4.2 +4.5 +3.8 +4.6 -07 -04

Competitor prices on Austria’s

export markets 2.6 +2.1 +2.0 +0.8 +2.2 —34 -0

Competitor prices on Austria’s

import markets 2.0 +1.6 +1.6 +0.8 +19 2.8 -0.3
USD per barrel (Brent)

Oil price 434 491 513 522 s575| -88 -84
Annual change in %

Nominal effective exchange rate (exports) -1.8 +0.0 +0.0 -0.2 +0.0 1.6 +0.0

Nominal effective exchange rate (imports) .1l -01 +0.0 -01 +0.0 -1.0 -01
%

Three-month interest rate -03 -03 -03 -0.2 -0 -01 -0.2

Long-term interest rate 0.5 0.7 09 1.0 13 -0.5 -0.6
Annual change in %

U.S. GDP (real) +19 425 23| 27  +26| -08 -0
USD/EUR

USD/EUR exchange rate 113 114 114 \ 1.09 1.09 \ +0.04  +0.05

Source: Eurosystem.
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data” includes the effects of the revi-
sions of both the historical data already
available at the time of the previous
economic outlook (i.e. data up to the
third quarter of 2015) and the forecast-
ing errors of the previous outlook for
the periods now published for the first
time (i.e. data for the fourth quarter of
2015 and the first quarter of 2016). The
residual includes revised expert judg-
ments about the development of do-
mestic variables, such as government
consumption or wage settlements, as
well as any changes to the model.
Compared with the December
2015 outlook, the growth prospects
have been revised down by 0.3 percent-
age points for both for 2016 and 2017.
The changes to the external economic
environment would result in a down-
ward mechanical revision of GDP
growth by 0.1 percentage point for

2016, and 0.2 percentage points for
2017. The revision of historical data
and the forecasting error of the previ-
ous outlook for quarterly periods now
published for the first time require a
modest downward revision for 2016.
The assumptions about the number of
asylum applications for the period from
2016 to 2018 were corrected down-
ward compared with the December
2015 outlook. As a result, additional
public expenditure is lower and posi-
tive multiplier effects on GDP growth
are correspondingly smaller than as-
sumed in the December 2015 outlook.
Finally, the delay of the housing initia-
tive announced by the Federal govern-
ment also signifies a slight downward
revision for 2016. The downward revi-
sion of inflation in 2016 essentially
reflects lower energy prices.

Table 11
Breakdown of revisions to the OeNB outlook
BIP HVPI
2016 2017 2016 2017
Annual change in %
Outlook of June 2016 +1.6 +1.5 +1.0 +1.7
Outlook of December 2015 +1.9 +1.8 +1.3 +1.7
Difference -03 -03 -0.3 +0.0
Caused by: Percentage points
External assumptions 01 -0.2 -0.2 +0.0
New data' 01 X 01 +0.0
of which: revisions to historical data up to Q3 15 +0.0 X +0.0 +0.0
projection errors for Q4 15 and Q1 16 -0.1 X -0.1 +0.0
Other changes? -0.2 01 +0.0 +0.0

Source: OeNB outlooks of June 2016 and December 2015.

! “New data” refer to data on GDP and/or inflation that have become available since the publication of the preceding OeNB outlook.
? Different assumptions with respect to trends in domestic variables such as wages and salaries, government consumption, effects of tax measures,

other changes in assessments and model changes.

Note: Due to rounding, the sum of growth contributions subject to individual revisions may differ from the total revision.
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Table 12
Comparison of the OeNB outlook of June 2016 with the OeNB outlook of December 2015
Actual Outlook of June 2016 Difference vis-a-vis
figures December 2015
outlook
2015 2016 ‘ 2017 ‘ 2018 2016 2017
Economic activity Annual change in % (real)
Gross domestic product (GDP) +0.8 +1.6 +1.5 +1.5 -03 -03
Private consumption +0.3 +1.3 +1.1 +0.9 -0.5 -0.5
Government consumption +1.3 +14 +1.0 +1.1 +0.5 -0
Gross fixed capital formation +0.3 +2.1 +2.0 +1.8 +04 -0.6
Exports of goods and services +2.1 +34 +39 +4.2 —14 -09
Imports of goods and services +2.2 +4.3 +3.6 +39 -04 1.5
% of nominal GDP
Current account balance +2.6 28 | +31 | +34 +00 | +0.0
Contribution to real GDP growth Percentage points
Private consumption +01 +0.7 +0.6 +0.5 -03 -02
Government consumption +0.3 +0.3 +0.2 +0.2 +0.1 +0.0
Gross fixed capital formation +0.1 +0.5 +0.5 +04 +0.1 +0.0
Domestic demand (excl. changes in inventories) +0.5 +14 +1.2 +1.1 —01 -04
Net exports +0.0 -03 +0.3 +0.3 -0.5 +0.2
Changes in inventories (incl. statistical discrepancies) +0.3 +04 +0.0 +0.0 +0.3 -0
Prices Annual change in %
Harmonised Index of Consumer Prices (HICP) +0.8 +1.0 +1.7 +1.9 -09 -0.3
Private consumption expenditure (PCE) deflator +1.1 +1.2 +1.8 +1.9 -0.6 -0
GDP deflator +1.0 +1.6 +1.7 +1.9 -0.2 -02
Unit labor costs in the overall economy +1.5 +0.8 +09 +1.4 —-04 -0.6
Compensation per employee (at current prices) +1.6 1.3 +1.5 +2.0 -0.7 -0.8
Compensation per hour worked (at current prices) +1.8 +1.5 +1.7 +2.3 -0.6 -0.7
Import prices -04 -0.8 +1.6 +1.7 -2.6 -0.3
Export prices +1.0 +0.4 +1.6 +1.8 1.5 -0.3
Terms of trade +14 +1.2 +0.0 +0.2 +1.2 +0.0
Income and savings
Real disposable household income -07 23| +09 | +0.7 -0.5 | -07
9 of households’ nominal disposable income
Saving ratio 69 75 | 73 | 71 =14 | 13
Labor market Annual change in %
Payroll employment +1.1 +1.5 +1.1 +1.0 +04 +0.1
Hours worked (payroll employees) +09 +1.3 +0.9 +0.7 +0.3 +0.0
% of labor supply
Unemployment rate (Eurostat definition)’ 57 6.0 | 61 | 6.0 +0.3 | +0.6
Public finances % of nominal GDP
Budget balance 1.2 -1.8 -1.5 11 +0.0 -0
Government debt 86.2 84.5 82.8 80.9 +0.7 +1.2

Source: 2015 (actual figures): WIFO, Statistics Austria, OeNB; OeNB outlooks of June 2016 and December 2015.
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Annex: detailed result tables

Table 13

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

2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018

EUR million | Annual change in %

Private consumption 161,703 | 163,787 | 165,608 | 167125 03 1.3 11 09
Government consumption 61,808 | 62,677 | 63,283 | 64,006 13 14 1.0 141
Gross fixed capital formation 68,883 70,356 71,789 | 73,092 0.3 21 2.0 1.8
of which: investment in plant and equipment 24175 | 25124 | 25901 | 26,331 2.7 39 3.1 1.7

residential construction investment 12640 | 12,644 | 12758 | 12987 -1.6 0.0 09 1.8

nonresidential construction investment and other investment 18,480 18,681 18,833 19077 —1.1 1.1 0.8 13
Changes in inventories (incl. statistical discrepancies) 3,425 4,814 4,777 4,846 X X X X
Domestic demand 295,819 | 301,635 | 305456 | 309,069 0.8 20 13 12
Exports of goods and services 170,369 | 176,171 | 182,987 | 190,652 21 34 39 42
Imports of goods and services 156,233 | 162,933 | 168,812 | 175413 2.2 4.3 3.6 39
Net exports 14136 | 13,238 | 14175 | 15239 X X X X
Gross domestic product 309955 | 314,872 | 319,631 | 324,309 | 08 | 16 | 1.5 | 15

Source: 2015: WIFO; 2016 to 2018: OeNB June 2016 outlook.

Table 14

Demand components (current prices)

2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018

EUR million | Annual change in %
Private consumption 179,671 | 184255 | 189,726 | 195169 +1.3 +2.6 +3.0 +2.9
Government consumption 67,687 69,562 70,831 72,465 +3.1 +2.8 +1.8 +2.3
Gross fixed capital formation 74,558 76,850 79,693 82,710 +1.2 +3.1 +3.7 +3.8
Changes in inventories (incl. statistical discrepancies) —563 301 539 526 X X X X
Domestic demand 321,353 | 330967 | 340,789 | 350,870 +1.1 +3.0 +3.0 +3.0
Exports of goods and services 181,015 | 187,857 | 198228 | 210,344 +3.1 +3.8 +5.5 +6.1
Imports of goods and services 165,821 171,546 | 180,570 | 190,785 +1.8 +3.5 +5.3 +5.7
Net exports 15194 16,311 17,658 19,559 X X X X
Gross domestic product 336,547 | 347278 | 358447 | 370429 | +18| 32| 32| 433

Source: 2015: WIFO; 2016 to 2018: OeNB June 2016 outlook.
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Table 15
Demand components (deflators)
2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018
2010 = 100 | Annual change in %
Private consumption 1111 112.5 114.6 116.8 +1.1 +1.2 +1.8 +19
Government consumption 109.5 111.0 M9 13.2 +1.8 +1.3 +0.8 +1.2
Gross fixed capital formation 108.2 109.2 111.0 132 +0.9 +0.9 +1.6 +1.9
Domestic demand (excl. changes in inventories) 11041 1114 113.2 115.2 +1.2 +1.2 +1.6 +1.8
Exports of goods and services 106.2 106.6 108.3 110.3 +1.0 +0.4 +1.6 +1.8
Imports of goods and services 1061 1053 107.0 108.8 -04 -0.8 +1.6 +1.7
Terms of trade 10011 101.3 1013 1014 il A +1.2 +0.0 +0.2
Gross domestic product 1086 | 1103 | M21| m42|  +o|  +e|  #7| +19
Source: 2015: Eurostat; 2016 to 2018: OeNB June 2016 outlook.
Table 16
Labor market
2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018
Thousands | Annual change in %
Total employment 4,296.7 4,345.0 4,380.9 4,418.3 +0.7 +1.1 +0.8 +0.9
of which: private sector 3,619.7 3,665.5 3,700.2 3,738.5 +0.8 +1.3 +0.9 +1.0
Payroll employment (national accounts definition) 3,737.0 3,7929 3,833.5 3,872.6 +1.1 +1.5 +11 +1.0
9 of the labor supply
Unemployment rate (Eurostat definition) 57 ‘ 6.0 ‘ 6.1 ‘ 6.0 ‘ x ‘ X ‘ X ‘ X
EUR per real unit of output x 100
Unit labor costs (economy as a whole)'! 604 | 609 | 614 | 623 | +1.5 | +0.8 | +09 | +1.4
EUR thousand per employee
Labor productivity (economy as a whole)? 721 | 725 | 73.0 | 734 | +01 | +0.5 | +07 | +0.6
EUR thousand
Compensation per employee (real)’ 39.2 | 392 | 391 | 391 | +0.5 | +01 | -03 | +0.1
At current prices in EUR thousand
Compensation per employee (gross) 436 | 441 | 448 | 457 | +1.6 | 13 | +1.5 | 420
At current prices in EUR million
Total gross compensation of employees 162,854 ‘ 167447 ‘ 171,838 ‘ 177,049 ‘ +2.7 ‘ +2.8 ‘ +2.6 ‘ +3.0
Source: 2015: WIFO, Statistics Austria; 2016 to 2018: OeNB June 2016 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.
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Table 17
Current account
2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018
in Mio EUR | % of nominal GDP
Balance of trade 14,265.0 15,3511 16,662.5 18,527.5 4.2 44 4.6 5.0
Balance of goods 2,636.0 3,781.2 4433.2 5272.7 0.8 11 12 14
Balance of services 11,629.0 11,570.0 12,2293 13,254.8 3.5 33 34 36
Balance on income —2,183.0 —2,200.0 —2,200.0 —2,200.0 -0.6 —-0.6 —-0.6 -0.6
Balance of transfer payments —3,446.0 —3,400.0 —3480.0 —3,600.0 1.0 -1.0 -1.0 -1.0
Balance on current account 8,636.0 9,7511 10982.5 12,7275 2.6 2.8 31 34
Source: 2015: OeNB; 2016 to 2018: OeNB June 2016 outlook.
Table 18

Quarterly outlook results

2016 | 2017 | 2018 | 2016 2017 2018

Q1 ‘ Q2 ‘ Q3 ‘ Q4 | Q1 ‘ Q2 ‘ Q3 ‘ Q4 |1 ‘ Q2 ‘ Q3 ‘ Q4

Prices, wages and costs Annual change in %
HICP HO | 7 | D | O | 06 | 08 | S | H | 7 | | LS | R0 | S | LS | LS
HICP (excluding energy) +1.6 +17 +19| +18 +15 +15 +17| +16 +18 +18 +18 | 20 +18 +19 +18
Private consumption expenditure
(PCE) deflator +12 +18 +19| 11 +12 +13 +14 | +16 +18 +20 +20 | 420 +19 +19 +19
Gross fixed capital formation
deflator HOP | FG | FHLED || 07 | 08 | SHO9 | F | AHLS | HLS | aFEE | LD S | 20 | LS LD
GDP deflator +.6 +17 +9| +17 +1.0 +1.7 +19| +.6 +5 +17 +19| 20 +20 +1.8 +1.7
Unit labor costs +08 +09 +14| +11 +10 +07 +05| +06 +06 +09 +12| +1.3 +14 +14 +14
Nominal wages per employee +13 +15 +20| +1.3 +14 +13 3| +15 +14 +15 +1.7| +1.8 +20 +20 +21
Productivity +05 +07 +06 | +02 +04 +05 +08 | +09 +07 +06 +05| +05 +05 +06 +0.7
Real wages per employee +01 -03 +01 | +02 +02 +00 -01| -01 -04 -04 -03| -01 +00 +01 +02
Import deflator -08 +16 +17| <13 14 -07 +03 | 11 +1.7 +17 +18 | +1.8 +1.7 +17 +1.6
Export deflator FHOA [ AFG | AFE || HB | 2 | 3 | SHO7 | AFL2 | LS | A7 | LS | S | LD | AELE | SELS
Terms of trade +12 +00 +02 | +16 +1.6 +11 +04| +01 -01 +00 +01 | +01 +02 +01 +0.2
Economic activity Annual andlor quarterly changes in % (real)
GDP +1.6 +1.5 +15| +04 +05 +04 +04 | +03 +03 +03 +03 | +04 +04 +04 +04
Private sector consumption +1.3 +11 +09 | +02 +07 +04 +03 | +02 +02 +02 +02 | +02 +03 +03 +03
Public sector consumption +14 +10 +11| +03 +03 +02 +02 | +03 +03 +03 +03 | +03 +03 +03 +03
Gross fixed capital formation +21 +20 +1.8| +04 +07 +07 +05 | +04 +04 +04 +05| +05 +05 +04 +04
Exports +34 +39 +42| +08 +07 +09 +10| +1.0 +1.0 +1.0 +1.0| +11  +1 +11  +14
Imports +43 +36 439 | +09 +07 +09 +07 | 1.0 +1.0 +1.0 +1.0| #1.0 +09 +1.0 +1.0

Contribution to real GDP growth in percentage points
Domestic demand +14 +12 +11 | +03 +06 +04 +03 | +03 +03 +02 +03 | +03 +03 +03 +03
Net exports -03 +03 +03| +0.0 +0.0 +01 +02 | +01 +01 +01 +01 | +01 +01 +01 +01
Changes in inventories +04 +0.0 +00| +01 +00 +00 +00 | +00 +00 +00 +00 | +00 +00 +00 +0.0
Labor market % of labor supply
Unemployment rate
(Eurostat definition) 6.0 6.1 6.0 59 59 6.0 6.0 6.1 6.1 6.1 6.1 6.0 60 60 59

Annual and/or quarterly changes in %
Total employment +11 +08 +09 | +04 +03 +02 +02 | +02 +02 +02 +02 | +02 +02 +02 +0.2

of which: private sector +1.3 +09 +1.0| +04 +03 +02 +02| +02 +02 +03 +03| +03 +02 +02 +02

Payroll employment +.5 +11 +1.0| +05 +03 +03 +03| +02 +02 +03 +03 | +03 +02 +02 +02
Additional variables Annual and/or quarterly changes in % (real)
Real disposable household income ~ +2.3  +09 +0.7 ‘ +01  +13 +07 +03 ‘ +00 +00 +00 +01 ‘ +02 +02 +02 +02

% of real GDP
Output gap -03 -02 -02| -06 -04 -02 -01|-01 -01 -02 -02]|-02 -02 -02 -02

Source: OeNB June 2016 outlook.

Note: Quarterly figures adjusted for seasonal and working-day variations.

30

OESTERREICHISCHE NATIONALBANK



Economic recovery in 2016 after four years of weak growth
Economic outlook for Austria from 2016 to 2018 (June 2016)

Table 19

Comparison of current economic forecasts for Austria

OeNB WIFO IHS OECD IMF European
Commission
June 2016 March 2016 March 2016 June 2016 April 2016 May 2016
2016 ‘ 2017 ‘ 2018 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017
Key results Annual change in 9%
GDP (real) +1.6 +1.5 +1.5 +1.6 +1.6 .5 +1.5 .3 +1.6 +1.2 +14 +1.5 +1.6
Private consumption
(real) +1.3 +1.1 +0.9 +1.8 +1.4 +14 +1.2 +1.8 +1.2 X X +1.5 +14
Government
consumption (real) +14 +1.0 +1.1 +0.8 +0.7 +0.8 +0.5 +1.2 +0.8 X X +0.9 +0.7
Gross fixed capital
formation (real) +2.1 +2.0 +1.8 +1.7 +1.8 +1.8 +2.0 +2.0 +3.6 X X +1.8 +1.9
Exports (real) +34 +39 +4.2 +2.7 +4.0 +2.8 +3.5 +34 +4.7 +29 +3.6 +2.6 +3.6
Imports (real) +4.3 +3.6 +39 +2.9 +3.8 +3.0 SER +4.3 +5.2 +3.0 +37 +2.7 +3.2
GDP per employee' +0.5 +0.7 +0.6 +0.7 +0.7 +0.3 +0.3 -01 +04 X X +0.6 +0.7
GDP deflator +1.6 +1.7 +19 +2.0 +1.6 +14 +1.6 +1.9 +1.8 +1.5 +1.7 +1.3 +1.7
CPI X X X +1.2 +1.8 +14 +1.9 X X X X X X
HICP +1.0 .7 +19 +1.2 +1.8 .5 +1.9 +1.0 20 +14 +1.8 +0.9 .7
Unit labor costs +0.8 +09 +1.4 +09 +1.2 +1.1 +14 +0.9 +1.0 X X +0.8 +0.9
Payroll employment +1  +08 +09| +2  +12| +2 #2| +5  #2] 4 10| 409 +09
% of labor supply
Unemployment rate
(Eurostat definition) 6.0 6.1 6.0 59 6.1 6.0 6.2 5.8 5.6 +6.2 +6.4 +5.9 +6.1
9% of nominal GDP
Current account 2.8 31 34 31 32 X X 2.0 2.0 3.6 35 31 33
Budget balance
(Maastricht definition) 1.8 1.5 =11 —1.7 1.5 —2 1.6 —1.6 —1.3 1.8 —14 1.5 —14
External assumptions
Oil price in USD/barrel
(Brent) 434 491 513 35.0 42.0 40.0 43.0 41.8 45.0 34.8 41.0 411 46.0
Short-term interest
rate in % -0.3 -0.3 -03 -0.2 -0 -0.2 -0 -0.2 -0.3 -03 -04 -02 -03
USD/EUR exchange
rate 113 114 114 110 110 1.07 1.08 113 114 111 112 113 113
Annual change in %
Euro area GDP (real) +1.6 +1.7 +1.7 WA +1.6 +1.5 +1.6 +1.6 +1.7 +1.5 +1.6 +1.6 +1.8
U.S. GDP (real) .9 2.5 2.3 +2.0 D4 2.3 +2.3 +1.8 +2.2 A4 F25 2.3 AN
World GDP (real) +29 +34 +3.5 +3.1 +34 X X +3.0 +3.3 +3.2 +3.5 +3.1 +34
World trade +2.5 +4.0 +4.3 +2.0 +2.5 +3.0 +3.5 +21 +3.2 +3.1 +3.8 +2.7 +3.8

Source: OeNB, WIFO, IHS, OECD, IMF, European Commission.
" WIFO: Productivity per hour.
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In 2006, two years before the global
financial and economic crisis unfolded,
the European Central Bank (ECB) ini-
tiated the Household Finance and Con-
sumption Network (HFCN) compris-
ing survey specialists, statisticians and
economists from the ECB, the national
central banks of the Eurosystem and a
number of national statistical institutes.
The HFCN was tasked with collecting
harmonized household balance sheet
data for the euro area. Until the HFCN
embraced this task, microdata on euro
area household wealth and debt had
been lacking — which matters because
the available national accounts aggre-
gates for the household sector are ill
suited to analyze the monetary policy
transmission mechanism and financial
stability.

The HFCN modeled its Household
Finance and Consumption Survey
(HFCS) on existing household wealth
surveys like the Survey of Consumer
Finances (SCF) conducted by the
Federal Reserve (Fed), the Encuesta
Financiera de las Familias (EFF) of the

Banco de Espana and the Survey on
Household Income and Wealth (SHIW)
operated by the Banca d’Italia.> Before
the HFCS was launched, the data on
household wealth and debt were inade-
quate in most euro area countries. In
Austria, the OeNB had conducted sur-
veys on Austrian households’ financial
wealth in 2004 and on their housing
wealth in 2008, which facilitated the
introduction of the HFCS.

One great challenge facing the
HFCN was to devise a survey that in-
troduced new features while building
on existing surveys and that collected
harmonized data while taking into
account national differences, with a
view to providing comparable data on
household balance sheets in the euro
area. Considering the range of institu-
tions involved and the range of assets
and social circumstances to be explored
and judging from previous experience
with collecting houschold-level financial
data, numerous practical obstacles had
to be overcome.

Oesterreichische Nationalbank, Economic Analysis Division, pirmin._fessler@oenb.at, peter.lindner@oenb.at,
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The outbreak of the financial crisis
in the U.S.A. in 2008 patently showed
that even a small share of the popula-
tion could have a significant influence
on market developments when highly
indebted and lacking sufficient risk-
bearing capacity. The global economic
and financial crisis that ensued height-
ened the need for disaggregated euro
area data, especially on the indebted-
ness and risk-bearing capacity of house-
holds. Furthermore, household-level
data were also found to be indispens-
able when analyzing the effects of non-
standard monetary policy measures on
the finances of households.

Consequently, the HFCS became a
key resource for analyzing households’
debt as well as their saving and invest-
ment behavior, reaching far beyond the
areas for which it had been designed
(see ECB, 2009). The rapid transfor-
mation of the financial sector and the
ongoing economic crisis signal that the
importance of the HFCS will in fact
grow.

The results from the first wave of
the Austrian HFCS country survey
(Fessler et al., 2012a) and the related
methodological notes (Albacete et al.,
2012) were published in late 2012.
Shortly thereafter, the ECB released
the first results from all country sur-
veys and the results for the euro area as
a whole, as well as a methodological
report (ECB, 2013a and 2013b). The
publication of the euro area HFCS
results was met with considerable me-
dia attention and triggered numerous
economic policy debates. The common
denominator of all public debates was
the issue of wealth concentration in
national economies. Ever since the
groundbreaking studies of Kennickell
(2006), Alvaredo et al. (2013), Atkinson
(2015), Piketty (2014), Zucman (2015),
Saez and Zucman (2016) and others,
these issues have reemerged as a topic
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of interest for academic researchers.
Statistical initiatives are working on re-
introducing a distribution dimension to
the national accounts, returning to the
national accounts’ historical roots. Af-
ter all, Simon Kuznets argued already
in his 1933 article for the Encyclopedia
of Social Sciences that what mattered
more than generating the mere total in
measuring the national income was the
analytical work of allocating national
income to housecholds, regions and
industries (Halsmayer, 2016, p. 73f).

Moreover, many commentators on
the first-wave results focused on national
wealth comparisons. An allegedly rich
“south” was contrasted with a suppos-
edly poorer “north.” The difficulties
inherent in such country comparisons
are evident. In particular because of insti-
tutional differences, Fessler and Schiirz
(2013) argued against a focus on country
rankings. This line of reasoning was
also taken up by the German Council
of Economic Experts in its annual eco-
nomic report for 2014/15 (see also
Andreasch et al., 2013; Fessler et al.,
2014, German Council of Economic
Experts, 2014/15).

The Austrian HFCS (both in 2010
and 2014) did not manage to oversam-
ple the wealthy. Hence the precision of
estimates based on HFCS data for
Austria has remained weak at the top
end of the wealth distribution. Wealth
is likely to be considerably underre-
ported, and the top tail of the distribu-
tion is likely to be affected by an
unknown degree of undercoverage. Yet
reliable estimates of the top tail would
be crucial in order to examine many
wealth distribution-related research
issues. Furthermore, inadequate top
tail estimates make it harder to conduct
comparisons with those countries that
succeeded in effectively oversampling
the wealthy, owing to adequate sampling
frames. Especially Spain, France and
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Box 1

Coverage and underreporting problems in the Austrian HFCS country survey

Effectively capturing both the entire target population and all wealth components is a major
problem in voluntary wealth surveys.

The coverage problem results from the fact that specific fractions of the wealth distribu-
tion are insufficiently represented because some households are not easily accessible or refuse
to participate in the survey. This problem arises especially at the top and bottom ends of the
distribution. Whereas the impact of undercoverage on the measures of distribution may be
negligible at the lower end of the wealth distribution, it is crucial at the upper end, given the
extreme positive skewness of the distribution. The wealthiest household surveyed in the HFCS
for Austria holds far less wealth than people on rich lists (as published by Forbes, Credit Suisse
or Trend). According to the Austrian business magazine Trend, the wealth of Austria’s richest
people totaled some EUR 145 billion in 2016, with about EUR 78.2 billion being concentrated
in the hands of the ten richest individuals/families. Wealthy households at the upper tail of the
wealth distribution are lacking in the Austrian HFCS results. Moreover, one can safely assume
that the upper half of the distribution is subject to a nonresponse bias — a problem that can
be addressed, to some extent, by means of nonresponse weights.

The problem of underreporting denotes the fact that some assets will not be reflected in
the survey, to some degree because of insufficient survey coverage. Additionally, though, it
must be assumed that households fail to identify some wealth components and/or their values,
be it through oversight, misunderstanding or on purpose. If households simply report the exis-
tence of an asset without stating its value, this omission can be addressed through multiple
imputation. But if specific assets are very rare, imputations may not be a reliable option.

For reasons of both undercoverage and underreporting, estimates of aggregate wealth
and wealth inequality are downward biased, especially at the upper end of the distribution.
This is compounded by the great uncertainty attached to some estimates. Estimates — specif-
ically estimates of inequality indicators that include the top tail, like the Gini coefficient — or
percentile ratios such as P99/P1 are also subject to high uncertainty. In particular, the scope
of such problems may differ between two HFCS waves or among countries, making compari-
sons difficult. We cannot determine how large the lack of coverage and the degree of under-
reporting actually are, but there are clear signs that they have increased as nonresponse rose
in the second wave (see chart 20). The response rate declined from 55.7% in the HFCS
Austria 2010 to 49.8% in the HFCS Austria 2014. The extent of the problem can be gauged
only roughly, even when consulting the few other available data sources on wealth aggregates.

Even if the stock of financial assets as shown in the national accounts is not identical to
financial wealth as identified in the HFCS, neither with respect to the target population nor
with respect to the exact definition of the components, the huge differences observed in indi-
vidual components indicate a clear underreporting (see Andreasch and Lindner, 2016; and
Vermeulen, 2016). Various wealth reports by private insurance companies and other enter-
prises suggest far higher financial wealth values for affluent people than reported in the
HFCS. Austria’s estimated 3,200 private foundations alone hold wealth (including real estate)
of about EUR 55 billion (see Andreasch et al., 2015). Assuming that individual households do
not have multiple foundations, this means that 5% of total privately held wealth in Austria is
in the hands of fewer than one in 1,000 Austrian households. Again, the HFCS data far from
reflect such measures. In addition to these individual examples, a body of literature attempts
to approximate the actual wealth concentration by using statistical methods (see Eckerstorfer
et al., 2015; Vermeulen, 2014 and 2016). This research reinforces the notable downward bias
of survey-based estimates of wealth inequality.

At the same time, the HFCS succeeds in capturing the predominant share of the wealth
distribution in Austria, in particular the important segment of debt. For most of the more com-
plex statistical applications, underreporting at the upper tail plays a subordinate role. What
remains is that descriptive observations of inequality at the upper tail based on random sam-
ples with voluntary participation are problematic.
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Germany recorded oversampling rates
exceeding 100% for the top 10%, but
also the Netherlands, Finland, Cyprus
and Luxembourg managed to reach
oversampling rates exceeding 50%.
The first publication of results from the
first wave in Austria (Fessler et al.,
2012a; 2013)
already drew attention to the problems
resulting from a lack of oversampling.
The continued criticism of the eco-
nomic research community regarding
this aspect of the Austrian HFCS country
survey remains justified, even more so
as no other data sources are available
for Austria that would permit reliably
estimating the top end of the wealth

Fessler and Schiirz,

distribution in line with international
standards. Box 1 broadly summarizes
the implications of the undercoverage
and underreporting of wealth.

The HECS is the first and only set
of household-level data for the joint
analysis of wealth (real and financial
assets) and debt in Austria. Moreover,
the HFCS provides information on
income, consumption and numerous
related socioeconomic and sociodemo-
graphic variables. The HFCS data for
Austria are cross-sectional rather than
panel data, which means that new rep-
resentative samples of households are
selected for every survey.

The OeNB’s primary objective as
the producer of Austrian HFCS data is
to ensure high data quality. Therefore,
our goal consists of three parts: an ex-
tensive documentation of the HFCS
methodology (Albacete et al., 2016b),
adequate support of data users in the
economic research community, and
transparent communication of the
strengths and above all the weaknesses
of the survey. With regard to the latter,
the problem of estimating the upper
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tail of the wealth distribution based on
surveys has been extensively docu-
mented for the HFCS. Surveys on dis-
tributional questions come with a fun-
damental “problem of confidentiality,” as
Nowotny already stated in 1979. “In
practice, in many important aredas that
would basically be accessible for empirical
researchers, such as many areas of income
distribution, ‘market power’ and the like,
empirical work is not viable or involves very
difficult and risky research, representing a
restriction whose eminent importance for
the development of national economy re-
search has to my mind definitely not been
recognized sufficiently” (Nowotny, 1979,
p. 32; translation). The household sur-
veys that have gained recognition since
the 1980s deal with this issue by ensur-
ing strict anonymity of personal data,
providing extensive data protection,
and making participation voluntary.
The logical consequence of such an ap-
proach, however, is a middle-class bias
in such surveys.

The focus of our report is to provide
robust statistical indicators,’ like medians
and percentiles, and information on the
relations between them. As the HFCS
is a random sample survey, considerable
uncertainty is attached to nonrobust
measures such as means®* or Gini coeffi-
cients. Nevertheless, we report such
nonrobust measures as well. Mean val-
ues provide information about overall
volumes and, in combination with
medians, indicate inequality; and they
also show areas affected by marked un-
derreporting. Last but not least, the
first second-wave results from the HFCS
presented here permit us to review the
orders of magnitude and correlations
observed during the first wave.

In our report, chapter 1 deals with
the importance of the HFCS for various

’ Robust measures are measures whose influence function is bounded (see Huber and Ronchetti, 2009).

* In our report, mean is synonymous with the arithmetic average.
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economic agents and topics. Section 1.1
explores the significance of the HFCS
for the OeNB and the Eurosystem.
Section 1.2 addresses the usefulness of
the HFCS for empirical economic re-
search in Austria. Section 1.3 discusses
the HFCS with regard to cross-country
comparisons. Section 1.4 provides an
assessment of the future standing of the
HFCS, given imminent changes in the
financial sector. Chapter 2 presents the
first results from the second wave for
net wealth and its components in house-
hold balance sheets. Chapter 3 analyzes
net wealth with regard to its socioeco-
nomic household context. Chapter 4
examines the risk-bearing capacity of
indebted households, an issue moni-
tored closely by central banks. Chapter 5
draws comparisons between the first
wave (2010) and the second wave (2014).
Chapter 6 provides a concise summary.

Methodological issues and, in parti-
cular, changes between the two waves are
addressed wherever appropriate in the
report and in detail in the respective
methodological notes (Albacete et al,,
2016b).

1 The HFCS and its significance
for scientific research

Data on the key economic aggregates,
such as income, wealth and consump-
tion are the basis for empirical research
in economics. The recommendations of
the Stiglitz-Sen-Fitoussi Commission
(2009) on the Measurement of Eco-
nomic Performance and Social Prog-
ress encourage emphasizing the house-
hold perspective and assessing income,
wealth and consumption in tandem
with each other as well as their distri-
bution: “Income and consumption are cru-
cial for assessing living standards, but in
the end they can only be gauged in con-
junction with information on wealth.” The
HEFCS is the only data pool in Austria
that permits a joint analysis of these

three variables at the household level.
Also, thanks to the second-wave HFCS
Austria 2014, it is possible to compare
household assets and liabilities from
2010 and 2014.

The availability of income and
wealth data in Austria remains inade-
quate, though. For example, no data
source adequately reflects the distribu-
tion of income and/or wealth at the in-
dividual and household level. The avail-
able register data, such as social security
or tax register data, lack key income
data components as well as information
on socioeconomic and sociodemo-
graphic variables that is frequently
needed for analyses at the household
level. Relevant register data on wealth
are not available for the simple reason
that wealth is not taxed or that other
reporting methods are used. The avail-
able random sample surveys, such as
the EU Statistics on Income and Living
Conditions (EU SILC) for income data
and the HFCS for wealth data, all suffer
the weaknesses typical of such surveys:
nonreporting or underreporting of in-
dividual population segments and of
some income and wealth components.
These flaws make it difficult to provide
empirical facts. As Thomas Piketty
wrote, “Indeed, the distribution of wealth
is too important an issue to be left to econ-
omists, sociologists, historians, and philoso-
phers. It is gf interest to everyone, and that is
a good thing” (Piketty, 2014, p. 2). A
central bank cannot fulfill such broad
demands with its microdata, but re-
searchers may use the HFCS data freely
available from the ECB to explore a
number of important issues. While
answering specific central banking ques-
tions may not require full coverage of
the wealth distribution as the most
important objective, inadequate stock-
taking of the wealth distribution does
not allow for a fully informed social and
economic policy debate.
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1.1 The importance of the HFCS for
the Eurosystem

The crisis has really driven home the
importance of a micro perspective at
the household level to financial supervi-
sors and central banks. In its handbook
(ESRB, 2014), the European Systemic
Risk Board repeatedly underlines the
importance of an individual debtor
perspective. The key targets for macro-
prudential risk management are debt-
or-level indicators: debt service-to-in-
come ratios, debt-to-income ratios,
debt-to-asset ratios, loan-to-value ratios
and loss given default. Most of the rele-
vant risk indicators have to be available
at the debtor level to allow supervisors
to perform financial stability analyses at
the houscehold level and to take targeted
macroprudential measures (Albacete
and Lindner, 2013 and 2015; Albacete
etal., 2014).

Generally, it is not enough to look
at aggregate levels of liabilities and
assets, which often serve to collateralize
debt; identifying specific risks and ad-
dressing adverse developments in due
time requires analyzing the joint distri-
bution of assets and liabilities. As the
crisis has manifestly shown, more ex-
tensive data need to be collected for
this purpose, especially from banks.
Many pertinent data pools are cur-
rently under development,” and the
HFCS dataset, relevant as it may be,
will need to be developed further as
well. Whereas the HFCS contains an
abundance of information suited to
analyzing general financial = stability
issues, a purpose for which it was
designed, relatively small random sample
surveys are unsuitable as a basis for the
work of financial supervisors and for
microprudential and macroprudential
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management. Here, larger datasets,
e.g. on individual banks and their cus-
tomers, are required.

Private sector wealth is influenced
by public sector activities and public
institutions. After all, public institu-
tions affect the saving ratio of the pri-
vate sector, their choice of financial
products and who takes out how much
debt. In other words, both the volume
and the distribution of private wealth
are subject to public sector influence.

Households mainly save out of pre-
caution, for old age, or to finance
expensive purchases of homes, con-
sumer goods (see section 3.3), educa-
tion or vacations. In Austria, the bulk
of old-age provision, unemployment
provision and health care, but also edu-
cation, is managed by the government.
The larger the role of government in
welfare provision, the lower the impor-
tance of private wealth is for broad seg-
ments of the population. The different
scope of welfare systems hence influ-
ences both the levels and the distribu-
tion of household wealth (Deutsche
Bundesbank, 2015; Fessler and Schiirz,
2015; Pham-Dao, 2015). For the Aus-
trian financial system, this means that
most households have fewer financial
assets and are more risk averse in in-
vesting than households in countries
where the government plays a lesser
role in welfare provision.

In Austria, sight and savings ac-
counts, life insurance policies and sav-
ings plans with building and loan asso-
ciations are held by households across
the wealth distribution. Instruments on
which households in other countries
lean heavily to fund retirement, such as
stocks, bonds and mutual funds, play a
lesser role. In Austria, it is much rather

> See e.g. AnaCredit www.ecb.europa.eu/stats/money/aggregates/anacredit/html/index.en.html.
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the wealthy households which use such
investment vehicles in addition to clas-
sical forms of saving.

The link between government activ-
ities and risks to financial stability is
also apparent on the debt side. Govern-
ment-subsidized housing  (municipal
and  provincial ~ housing,  govern-
ment-subsidized cooperative housing,
etc.) and sweeping tenant protection
represent substitutes for household
wealth accumulation. Given that house-
holds in the lower half of the wealth
distribution in Austria tend to rent
their main residence, the share of
households holding mortgages and the
risk to financial stability arising from
household debt is relatively low.

Households that invest in home
ownership assume considerable risk;
most of them put nearly their entire
financial wealth in a single investment
and frequently also take out high debt
to finance this investment. This ap-
proach is diametrically opposed to the
diversification concept of portfolio risk
management. Nonetheless, investing in
an own home may be a good strategy
for many households in the long term,
above all because of the preferential tax
treatment of owner-occupied homes.
Whereas all capital gains in Austria are
subject to taxation, income from
owner-occupied real estate — imputed
rent — is not taxed. In addition, all
rental payments are also subject to
value added tax (from the tenant’s per-
spective) and income tax (from the
landlord’s perspective). Consequently,
households that own their residence
have a clear tax advantage. If the de-
mand for rental property surpasses sup-
ply, households are forced to incur debt
to acquire real estate property, which
can become a problem if the repayment
and debt-bearing capacity of these
households is too low, as was the case
with the real estate crisis in the U.S.A.

or in Spain. Such a crisis may lead to
the mutualization of previously indi-
vidualized risks. What matters ulti-
mately is the risk-bearing capacity of
individual households, not the size of
debt (see Albacete et al., 2016a).

The purpose of deposit insurance is
to insure savings deposits, to foster
trust in the banking system and, ulti-
mately, if this trust is at risk of being
compromised, to prevent bank runs.
Given the lack of data on the distribu-
tion of financial wealth among house-
holds, it is very difficult to determine
the economically and politically pru-
dent extent of deposit insurance, which
will vary from country to country.

Evaluations of the recoverability of
debt and of asset impairment, but also
of the possible impact on the real econ-
omy, will be needed in connection with
insolvencies or bank resolutions. Such
evaluations also require knowledge of
the composition of financial wealth and
of its distribution among households.

The HFCS data can be used to show
the differences in the size, composition
and distribution of household wealth.
The data facilitate comparisons within
Austria and with other euro area coun-
tries, among specific household groups
and over time (2010 to 2014), thus
allowing for an analysis of the poten-
tially different impact of various mone-
tary and financial policy measures on
households. For example, the influence
of monetary policy measures on partic-
ular asset prices has specific effects not
just on various countries, but also on
different households (Deutsche Bundes-
bank, 2016; Adam and Zhu, 2015;
Adam and Tzamourani, 2015; Lindner,
2015). The impact of monetary policy
measures on real estate prices plays a
special role and is analyzed in depth on
the basis of HFCS data in the OeNB’s
July 2016 Financial Stability Report
(Albacete et al., 2016a).
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1.2 Significance of the HFCS for the
public debate and empirical
social research

The initial publication of the first-wave
HECS results (see Fessler et al., 2012a;
Fessler and Schiirz, 2013; ECB, 2013a
and 2013b) was followed by an intense
media and public debate. This debate
centered above all on the inequality of
net wealth and on international com-
parisons, i.e. country rankings using
means or medians of net wealth or
using inequality indicators. In Austria,
the debate on the wealth distribution
was especially intense, as the 2010
HEFCS data pool for Austria was the
very first set of data for Austria to per-
mit wealth distribution analyses. Other
countries had well-established surveys
allowing for the analysis of house-
hold-level wealth distribution before
the HFCS was launched. In Germany,
for instance, the Panel on Household
Finances (PHF) — the German part of
the HFCS — came on top of the
Socio-Economic Panel (SOEP) of the
German Institute for Economic Re-
search and the Income and Consump-
tion Survey (EVS) of the German Fed-
eral Statistical Office, both of which
are conducted at the household level.
In Austria, the HFCS has been
repeatedly criticized for being merely a
household survey. This criticism is not
warranted, as household surveys do not
profess to offer more than they do or to
replace full reporting of household
wealth. In the case of the HFCS, the
multitude of survey problems has
always been transparently communi-
cated. However, there is no other way
to collect such an abundance of house-
hold-level information, including data
on personal expectations and assess-
ments. Besides, random sample surveys
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form the basis for many other official
statistics. For instance, the inflation
rate is derived from a combination of
two kinds of samples: Inflation mea-
sures are based on a standardized basket
of goods and services, which is updated
at five-year intervals through consumer
surveys based on random samples. To
calculate current inflation rates, the
prices of these goods and services are
then established at regular intervals
with a sample of prices that is not prob-
abilistic. Similarly, household-level sur-
veys are used to collect statistical data
on the labor market, housing, unem-
ployment and education (microcensus),
on income, poverty, living conditions
(EU SILC), on the situation of older
people (Survey of Health, Ageing and
Retirement), on the population’s state
of health, health behavior and health
care, but also on tourism and even elec-
tricity and gas consumption. Even out-
side of the household sector, question-
naires are used to collect data from
companies, agricultural businesses,
and educational and health institu-
tions.°

The big advantage of such surveys is
that the statistical survey process can
be controlled very well. Therefore, it is
possible to make an informed judgment
on the uncertainty attached to the esti-
mates derived by calculating standard
errors. The national accounts frame-
work does not offer the option of calcu-
lating uncertainty based on such statis-
tical methods. For example, it is not
possible to determine a confidence
interval for GDP growth.

Nevertheless, analyses must take
account of the problems inherent in
random sample surveys. For this reason,
it is particularly important to adopt a
cautious and especially a transparent

® See www.statistik.at/web_de/frageboegen/index.html (German only).
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approach that openly shows the limits
and uncertainties of statements made
on the basis of the data pool.

Wealth held by households is not to
be equated with “riches” or “affluence.”
In his 1900 work “The Philosophy of
Money,” Georg Simmel states that
wealth itself holds out the promise of
“being a means to an end,” offering innu-
merable possibilities for use, and that
“a rich man has an influence not only by
what he does but also by what he could do”
(Simmel, 2011, p. 234). In contrast,
the concept of wealth used in the
HEFCS refers only to quantifiable wealth
components.

Yet knowing the extent of inequality
of household wealth in itself does not
allow for any conclusions to be drawn
about the distribution of “affluence” or
the degree of “fairness” in a society.
Legitimizing wealth inequality is also a
crucial social policy issue, as personal
achievement can play only a minimal
role in inherited and gifted wealth
compared with labor income (see
Piketty, 2014). Information on the im-
portance of inheritances is thus eminently
important (see Fessler and Schiirz, 2015).

1.3 Cross-country comparisons of
HFCS data

To continue the inequality argumenta-
tion, differences among countries in
the size and distribution of household
wealth do not show “richer” or “poorer”
countries or their households, nor do
they indicate countries with a “fair” or
“unfair” distribution of wealth. Such
analyses may be misleading, in particu-
lar if only parts of wealth or arbitrary
indicators are compared rather than the
entire distribution.

In the same vein, ad hoc explana-
tions of wealth discrepancies, such as
portfolio allocation differences or ad
hoc estimates of “missing” components,

such as pension wealth (see box 2), are

unsuited to understanding differences

observed between various countries. A

multitude of factors determines the

wealth differences between households

even within one country. Yet, in a

cross-country comparison, additional

influences, like institutional and histor-
ical differences, also play a role. Many
of these influences cannot be derived
from the HFCS data pool itself, as the

HFCS is a cross-sectional survey; more-

over, much of the information required,

e.g. about institutions, is not available

at the household level.

In detail, the following influences
on the differences between net wealth
and its distribution must be taken into
consideration:

* Methodological ~ differences:  Despite
broad harmonization, essential ele-
ments of the data production process
(such as the sample design, the degree
of coverage, reporting, data editing,
weighting and imputation) cause the
process and the results to differ
across countries. Above all, non-
robust measures may be affected
comparatively strongly by the meth-
odological differences.

* Historical differences: Wars, currency
reforms, phases of high inflation,
fundamental changes like German
reunification or transition after the
collapse of the Eastern Bloc have left
a mark on privately held wealth felt
by several generations. One example
is the very low main residence own-
ership ratio in (East) Germany versus
the particularly high ratio in Slovakia.

* Institutional differences: The pension,
tax, legal, educational and unem-
ployment insurance systems, housing
market subsidies and in general gov-
ernment welfare measures determine
the function and importance of wealth

for households.
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* Structural differences in the reference
unit (households): The size and (multi-
generational) composition of house-
holds vary considerably from country
to country. As a case in point, average
household size is larger in southern
euro area countries than in northern
ones.

In this study, we describe household

finances in Austria, answering ques-

tions like “What differences can be ob-
served in the net wealth of owners of
main residences and tenants?”; “How
many tenants or owners have received
inheritances in the respective age cate-
gory of household reference persons?”

This does not, however, indicate that

households have more or less wealth

than other households because they
own their main residence, nor can

Eurosystem Household Finance and Consumption Survey 2014
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household age be construed to indicate
whether a household has received an
inheritance or not. Rather than estab-
lishing cause-and-effect relationships,
the HFCS reflects observations. Even
complex statistical methods would
barely enable us to adequately identify
causality within such a dataset.’
Despite these qualifications, the
HEFCS has been instrumental in facili-
tating empirical social research in
Austria for several years. Accordingly,
the Austrian research community’s in-
terest in the HFCS data is keen. Most of
the euro area requests to use the ano-
nymized HFCS micro dataset that the
ECB makes available to researchers
worldwide have come from Germany,
directly followed by Austria. Apart
from the OeNB, the Financial Market

Box 2

Pension wealth in the Austrian HFCS

The ECB’s definition of household wealth does not include future entitlements under public/
social security pension plans, because accrued benefits cannot be turned into liquid assets, are
not eligible as collateral and are not transferable. Still, the HFCS does include information
about pension wealth, namely data on public, occupational and private pension provisioning
for retirement. With regard to occupational pension plans, the HFCS data contain information
on the number of plans, account balances as well as payout modalities. With regard to public/
social security pension plans, the data contain information on the number of contribution
years and on the expected future pension payments.” With regard to private pension plans,
the data contain information on the current value of those plans; this wealth component is
included in the ECB’s net wealth definition.

The approach used in the HFCS to measure wealth is based on international standards as
defined by Davies and Shorrocks (2000) and the OECD (2013, p. 71):

“The exclusion of entitlements in social security schemes, as recommended here for micro
statistics on household wealth, is primarily for practical reasons and to maintain consistency
with the SNA’s definition of financial assets. ... It may be argued that, even where estimates
of pension entitlements in social security schemes can be derived for individual households,
they would be of limited use in cases where a government can change the basis on which the
entitlements are determined in order to keep them within the bounds of what is feasible from
a budget perspective.”

In particular for cross-country comparisons, it is important to adequately reflect the
possible impact of public pension provisioning substituting for private wealth. For details, see
also Fessler and Schiirz (2013 and 2015).

! The variables with this information are not part of the internationally accessible user database, as they are not suited
to international comparisons.

For an explanation of the problem, see Morgan and Winship (2007) or Angrist and Pischke (2009). For more
detailed information, see Pearl (2000) or Imbens and Rubin (2015).
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Box 3

The HFCS user perspective

See below verbatim feedback from researchers on the significance of the HFCS for their work
and their “wish lists” for the HFCS.

On the significance of the HFCS

“The HFCS data represent an important addition to social reporting in Austria and provide
very useful insights into wealth distribution in Austria. At Statistics Austria, the key user of the
HFCS data is the Expert Group on Disparities in National Accounts (EG DNA).” (Richard
Heuberger, Statistics Austria)

“I am using the HFCS data for a research project financed by the Vienna municipal
government. The HFCS data allow me to examine the connection between real estate owner-
ship and income, which is important for drawing conclusions. Moreover, the dataset is so com-
prehensive that it provides motivation to research further issues in the future. As we do not
collect data at the university ourselves, data such as the HFCS are essential for applied
research at the university.” (Ulrich Morawetz, Vienna University of Natural Resources and Life
Sciences)

“We used the data to compile so-called national transfer accounts. In this context,
national accounts data are classified by age, with the intention in particular of capturing the
redistribution of resources across age categories and generations.” (Bernhard Hammer,
Austrian Academy of Sciences and TU Wien)

“As an analyst for a policy-oriented, independent expert institution, | consider high-quality
data very important, as they support us in doing our job. The data are very well edited and
documented, making them easy to work with.” (Paul Eckerstorfer, Parliamentary Budget Office)

“Great significance for wiiw research on wealth, debt and economic inequality in euro
area country comparisons.” (Mario Holzner, Stefan Jestl and Sebastian Leitner, wiiw)

“For sociologists, the HFCS is a key data source for conducting research in inequality. The
broad range of data provided by the HFCS on family forms, debt, income, jobs and inheri-
tances enables us to test a wide variety of sociological theories and — what is of eminent
importance — to undertake international comparisons, because the national datasets have
been harmonized.” (Philipp Korom, Department of Sociology, University of Graz)

Challenges, criticism and requests

“I see a wide gap between the meticulous methodology of the dataset (especially the multiple
imputations) and user-friendliness, which is a stumbling block above all for young researchers.
It would be crucial for research purposes to make participation in the HFCS survey mandatory
for those households that are being drawn into the sample to reduce asymmetric nonresponse
behavior.” (Matthias Schnetzer, Vienna Chamber of Labour)

“There is great interest in using HFCS data also for writing seminar papers and graduate
theses. Especially compared to the simple access to the Fed’s SCF, the formal application to
the ECB for data use and the resulting waiting periods are often a disincentive, though.”
(Wilfried Altzinger, Stefan Humer and Matthias Moser, Vienna University of Economics and
Business)

“Of course a larger sample size would be desirable, considering the policy relevance of
wealth data and the fact that such data are generally difficult to compile and valuate.”
(Johannes Berger and Ludwig Strohner, EcoAustria)

“While we are aware of the challenges resulting from the existing institutional and legal
framework and of the need for additional financing, oversampling of very wealthy households
and a panel component (perhaps also in the form of a special survey every three years, like in
the case of the SCF) would enormously support our research projects.” (Wilfried Altzinger,
Stefan Humer and Matthias Moser, Vienna University of Economics and Business)
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Authority, numerous universities (e.g.
Johannes Kepler University Linz; TU
Wien; Vienna University of Economics
and Business; Vienna University of
Natural Resources and Life Sciences),
and the Austrian Academy of Sciences
and Statistics Austria, Austrian users of
the comprehensive dataset include
above all economic research institutes
(e.g. the Austrian Institute of Economic
Research (WIFO); EcoAustria; The
Vienna Institute for International Eco-
nomic Studies (wiiw); the Institute for
Advanced Studies (IHS)).

Austrian HFCS data have also fed
into many analyses compiled outside of
Austria. In addition to international or-
ganizations like the OECD or the IMF,
mainly universities, such as Harvard
University or Oxford University, have
used the data.

Box 3 presents statements by users
of first-wave HFCS data at research in-
stitutions relevant for Austria. To sum
up, the HFCS data are helpful for ex-
amining a number of research issues,
which is considered positive. At the
same time, users view correct use of
the data as a methodological challenge,
and the relatively small sample size
alongside the lack of oversampling as
well as the restrictive handling of access
are regarded as problematic.

1.4 Outlook for the HFCS

In the future, the importance of the
HFCS is bound to increase further for
several reasons. Changes in the finan-
cial sector are resulting in a steady rise
of disintermediation, diminishing the
role of banks. This process has been un-
der way for quite some time; it has ac-
celerated in recent years and is very
likely to gain further momentum (see
Andreasch et al., 2015). Disintermedi-
ation goes hand in hand with a wider
distribution of financial wealth and
household debt among a growing num-
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ber of economic agents and notably
more and more nonbanks. These devel-
opments must be taken into account in
analyses of financial stability and mone-
tary policy transmission. So far, the
HEFCS represents the only data source
that allows for an analysis of the distri-
bution of household debt while factor-
ing in real and financial assets as well as
income. Register data, for example
from taxation of wealth or inheri-
tances, are not expected to become
available for Austria in the next few
years. As HFCS data are collected di-
rectly from households, it does not play
a role which institutions extend loans
or accept investments and if they are
required to report any data. Austria
does not have a credit register that
would allow for large-scale analyses of
bank lending, as banks are obligated to
report only retail loans of EUR 350,000
or more to a central credit register.
What is more, even such large credits
cannot be matched with the respective
household-level wealth or income.
Hence, the credit register dataset is un-
suited for use in analyses of house-
hold-level risk-bearing capacity.

Additionally, the faster disinterme-
diation proceeds, the smaller the share
of debt and financial assets becomes
that is captured by the reporting frame-
work for banks. A recent Financial Sta-
bility Review of the Banque de France
(2016) discusses new risks arising from
financial sector innovations. A key con-
clusion is that the development of the
financial sector and the availability of
granular data will have to go hand in
hand. Data requirements will grow as
financial products become more com-
plex, have a wider range and are more
strongly digitized.

The importance of wealth and debt
will also change at the household level.
As indicated in section 1.1, households
appear mainly to follow precautionary
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motives in saving. Savings are tapped to
finance e.g. dental surgery, a new wash-
ing machine or car repairs. Other im-
portant saving motives include old-age
provision or a home purchase. These
saving motives are codetermined by the
wealth substituting functions covered
by the welfare state. The functions of
wealth include provision, use, transfer,
status and power (see Fessler et al.,
2012b). Welfare benefits in the event of
unemployment, an inability to work,
sickness or for similar reasons partly
replace private wealth accumulation.
Much the same applies to public pen-
sion provision and the public education
and child care systems. Additionally,
subsidized housing, municipal and pro-
vincial housing, rent control and many
other direct and indirect state (welfare)
benefits are to be considered substitutes
for the accumulation of private wealth.

The more the state pulls out of
these welfare state activities, the more
important private wealth becomes for
households and the more important the
extent of inequality in the wealth dis-
tribution becomes. The more wealth
households must save to provide for old
age, health care, unemployment and
education, the more important it will
be to keep invested wealth safe and
secure. Losing one’s savings would be
painful even for households living in
municipal apartments, benefiting from
public health insurance, public pensions
and statutory jobless benefits. But if the
level of pension and health care depends
on how well a household has saved, the
loss of private wealth may jeopardize its
existence. As long as voluntary private
pension provision remains a hallmark
of the middle class and the wealthy,
who need to top up their public pen-
sions to sustain their lifestyle, poor

investment performance is not devas-
tating. The relationship between risk
and yield sometimes develops to inves-
tors’ advantage and sometimes to their
disadvantage, reflecting normal market
mechanisms. However, if the lower
half of households is at risk of poverty
in old age if its private wealth is lost,
private wealth acquires a greater im-
portance for them and for society at large.

As a result, protection of privately
held assets becomes more important
and the functions of the state are sub-
ject to change. Governmental efforts to
promote financial literacy and deposit
insurance are also to be seen against
this backdrop.

The HFCS is conducted regularly
every three years, which makes it possible
to observe the composition of house-
hold wealth over time and to flag prob-
lems in a timely manner.® The abun-
dance of socioeconomic and sociode-
mographic variables in the dataset in
addition to household balance sheet
data paves the way for comprehensive
analyses of potential risks to the finan-
cial system, but also of hazards to soci-
ety and to particular household seg-
ments, like excessive debt or poverty in
old age.

The international HFCS dataset
may also serve to examine the link
between welfare state activities and
(the distribution of) private wealth. It
can be shown that an effective, highly
evolved welfare state coincides with
lower levels of privately held financial
assets. However, measured private
wealth inequality is frequently found to
be higher in countries with a relatively
stronger welfare system, because the
wealth substitution effect is (relative to
the level of wealth) more pronounced
in the lower range of the distribution.

8 Starting with the third wave in 2017, the timing of the survey should be broadly harmonized across all euro area

countries.
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A scenario of declining welfare ben-
efits hence calls for more stringent reg-
ulation and more powerful consumer
protection. Financial literacy measures
are unable to sufficiently prepare
households for the transfer of risk from
governments to individuals and for
the assumption of greater responsi-
bility (Campbell, 2016).

In summary, the absolute size and
the relative distribution of private
wealth must always be analyzed against
the backdrop of the social system.
“Who owns how much?” is a decep-
tively simple question that leads to a
string of sweeping inquiries. Seeking to
answer the question “Why?” leads to
the examination of institutional influ-
ences such as the tax system, the labor
market and the welfare state. To put
the HFCS data into the right context, it
is particularly important to account for
the extent of the substitution effect of
state activities for private wealth accu-
mulation. This applies both to the field
of financial stability analysis, which is
specifically relevant to central banking,
and to the broader context of social
and economic policy questions on the
wealth distribution. In light of current
developments and as yet missing alter-
natives, the importance of the HFCS
will increase further in this context.

2 Net wealth and its components

The primary units of analysis of the
HFCS are the individual households. A
household is defined as one person
living alone, with no one to split the
cost of life’s essentials; or a group of
people who live together in the same
private dwelling and share expendi-
tures, including the joint provision of
the essentials of living. For a detailed
definition of households, see the report

? For details, see Albacete et al. (2016b).

Eurosystem Household Finance and Consumption Survey 2014
First results for Austria (second wave)

on the results from the first wave in
Austria (Fessler et al., 2012a, p. 10)
and the most recent methodological
notes (Albacete et al.,, 2016b). The
target population excludes households
or individuals in institutions, i.e. hospi-
tals, nursing homes, old persons’ homes,
student residences, boarding schools,
convents, correctional facilities, bar-
racks or the like. A key difference
between the HFCS and other surveys in
Austria, in particular the microcensus
or the EU SILC conducted by Statistics
Austria, is that the HFCS definition of
households is not limited to households
living at a property registered as their
main residence in the centralized resi-
dence registry; it also comprises house-
holds in dwellings for which there is no
main residence record. At 55,000 (or
1.4% of all households), the estimated
number of such households is quite
large and partly explains the gap be-
tween the number of households cov-
ered by the HFCS (3.86 million) and
identified by Statistics Austria records
for 2014 (3.77 million). The gap is
made up of households that are part of
the houschold population according to
the HFCS definition, but live at a prop-
erty registered as their second home or
not registered at all. Part of the gap
may also be explained by short delays in
processing new records in the central-
ized residence registry. By 2015, the
household population measure of Statis-
tics Austria had reached 3.827 million.
The household-related questions of
the survey were put to the person
deemed to be most familiar with the
household’s finances and referred to as
the financially knowledgeable person
(FKP).” Focusing on the financially
knowledgeable person increases the
probability of receiving detailed and
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qualitatively valuable information about
the respective household’s finances.

In a survey on private wealth, the
interviewers’ role cannot be overstated.
Arthur B. Kennickell, the authority on
wealth-related research, has consis-
tently emphasized that interviewers are
key to eliciting truthful answers from
respondents  (see e.g.  Kennickell,

2006). Hence, his research has also had
a great impact on the design of the
HFCS.

In its dataset, the HFCS does not
define a reference person, as individual
attributes can be directly associated
with the household only if that house-
hold is a one-person household. There-
fore, the FKP’s personal characteristics

Infographic 1

HOUSEHOLDS’ BALANCE SHEET

ASSETS

Real assets:

* Main residence

* Other real estate property

* Investments in self-employment
businesses

* Vehicles

* Valuables

+

Financial assets:

* Sight accounts

* Savings deposits

* Savings plans with building
and loan associations

* Life insurance policies

* Mutual funds

* Debt securities

* Publicly traded stocks

* Money owned to household

e Other

GROSS WEALTH

LIABILITIES

Collateralized debt:
* by main residence
* by other real estate property

+

Uncollateralized debt:

* Bank overdrafts

* Credit card debt

e Other uncollateralized loans

DEBT

GROSS WEALTH minus DEBT = NET WEALTH
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are truly representative of the house-
hold in the case of one-person house-
holds only. If several people live in a
household, determining a single refer-
ence person for the household or calcu-
lating measures based on the attributes
of several household members (e.g.
average age) remains unsatisfactory,
failing to adequately represent the
diversity of household structures. Taking
all socioeconomic characteristics of all
household members into account at the
same time would call for the appli-
cation of different types of regression
analysis or (re)weighting (see Fessler et
al., 2014). For this report, we use the
FKP as the reference person.

The definition of household wealth
in the Eurosystem HFCS is not theory-
based but rather oriented on the infor-
mation houscholds can reasonably be
expected to supply in a voluntary survey.
The main aggregates are real assets,
financial assets and debt. Gross wealth
is the sum of real assets and financial
assets; net wealth is gross wealth minus
debt. Infographic 1 provides an over-
view of the key components of this
household balance sheet. For detailed
definitions, see the report on the results
from the first wave in Austria (Fessler
etal., 2012a) and the most recent meth-
odological notes (Albacete et al., 2016b).

A first approach to the issue of
wealth distribution in Austria is to look
at wealth from the household perspec-
tive. One HFCS question on house-
holds’ perception of their wealth posi-
tion was:

“Looking at your household’s entire net
wealth, where in the distribution would
you classify your household on a scale from
I to 10 (1 denotes the bottom 10% cate-
gory with the lowest wealth and 10 the top
10% with the highest wealth in Austria)?”

As this question was posed at the
end of the interview and followed a
number of detailed questions on all

Eurosystem Household Finance and Consumption Survey 2014
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wealth items of the household, the FKP
may be expected to have kept in mind
all wealth components mentioned
during the survey. Thus, misestima-
tions are unlikely to result from a lack
of awareness of respondents’ own fi-
nances; much rather they will reflect a
lack of knowledge about other peoples’
finances.

Chart 1 compares respondents’
self-assessment of their net wealth posi-
tion in the distribution with their ac-
tual allocation to deciles as identified
by the red horizontal line (i.e. each
wealth class comprises 10% of all
households). As is evident from the
chart, respondents’ awareness of the
distribution of wealth in Austria re-
mains limited, notwithstanding exten-
sive media debates. Correctly ranking
one’s own household within the overall
wealth distribution continues to be a
challenge.

Table 1 shows the ratio of correct
self-assessment as well as the extent of
average misestimation. Only about
one-third of respondents in the lowest
net wealth decile correctly estimate
their classification in that decile. The
degree of correct self-assessment de-
clines further in successively higher net
wealth deciles. From the 7" net wealth
decile, we observe a marked drop in

Chart 1

Self-assessment of household's position in net wealth
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Table 1

Self-assessment by net wealth deciles

All households

Households with incorrect self-assessment

Correct self-assessment

Actual decile %
1 327
2 23.5
3 261
4 221
5 184
6 121
7 3.2
8 1.2
9 0.2
10 0.0

Source: HFCS Austria 2014, OeNB.

Average misestimation Average estimated decile

\ Deciles

1.6

141

0.5
-0
-1.0
—2.0
2.8
=3}
—42
4.7

Ul AN D DWW

the already low self-assessment accu-
racy. Only 3.2% of respondents in the
7" net wealth decile make a correct
assessment. In the highest net wealth
decile, not a single respondent is able to
correctly assess his or her own rank.
This result corroborates the sheer
relevance of transparency about house-
hold wealth data to enable an informed
economic policy debate about this
topic. Economic policymaking is fo-
cused on the so-called middle (class) of
society, which matches people’s mostly
incorrect self-assessment, as many peo-
ple see themselves belonging to the
“middle (class).” The self-assessed
wealth inequality in Austria lies far be-
low actually measured inequality, and
inequality as measured by the HFCS
underestimates actual inequality con-
siderably (see box 1; Vermeulen, 2014
and 2016). However, if people’s per-
ception of reality is distorted, so are
their preferences with regard to eco-
nomic and fiscal policy, in particular
wherever taxation issues are involved.
We present the main components
of net wealth in charts below. Charts 2
through 5 show the distribution of
household real assets, financial assets,
debt and net wealth. Household net

wealth is calculated by summing up
real assets and financial assets and sub-
tracting debt from the total.

Chart 2 shows the distribution of
real assets from the 5" to the 95" per-
centile. The calculation covers all
households, with households that do
not own any real assets having been as-
signed a real asset value of zero. We se-
lect the interval from the 5" to the 95
percentile for the chart to largely ex-
clude coverage problems at the upper
and lower tails of the distribution and
uncertainties arising from the stron
positive skewness of the distribution
(see chapter 5 and especially chart 20
for an illustration of this issue).

Zero ownership of real assets re-
ported by a fairly large share of house-
holds (15.5%) may reflect the underre-
porting of lesser items. In particular,
the low rate of reported valuables may
reflect a growing anxiousness to dis-
close information about valuables kept
e.g. at respondents’ main residences,
i.e. the place of the interview (see chap-
ter 5). Not until the middle of the dis-
tribution do real asset holdings begin to
increase markedly. 47.7% of house-
holds own their main residence. The
conditional mean of real assets, which
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Chart 2

Distribution of real assets from the 5% to the 95" percentile
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is calculated on the basis of households
with real assets only, comes to about
EUR 280,000. This value lies substan-
tially above the unconditional median,
which shows a mid-distribution value
of about EUR 60,000. Real asset hold-
ings rise fairly evenly between the mid-
dle and the 90" percentile, reflecting
the relatively evenly distributed cur-
rent values of households’ main resi-
dences. Real asset values rise noticeably
more from the 90" percentile, espe-
cially the values above the 95th percen-
tile, which the chart does not show. In
this range of the distribution, other real
estate property and investments in
self-employment businesses begin to
play a key role in addition to main resi-
dences. Ownership of woodland and
agricultural property of farmers is

also recorded in this segment of the
distribution. To sum up in broad terms,
about half of all households own only
low amounts, if any, of real assets. An
additional 40% share owns its main
residence and little else. Some 10%
have real assets totaling about EUR
470,000 that — besides household main
residences — consist mainly of other real
estate property and investments in
self-employment businesses.

Chart 3 shows the distribution of
financial assets. Only very few house-
holds (0.2%) own no financial assets at
all. For this reason, the conditional and
unconditional means are nearly identical
at around EUR 38,000. Once again,
both these values are far higher than
the (unconditional) median (some EUR
15,000), which indicates a pronounced
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Chart 3

Distribution of financial assets from the 5" to the 95 percentile
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positive skewness of the distribution.
The financial wealth of roughly
three-quarters of all households falls
short of the mean, and fewer than 10%
have financial assets of more than EUR
100,000. Underreporting is especially
high for financial wealth in general and
is likely to be most pronounced in the
upper range of the distribution (see also
chapter 5, Andreasch and Lindner,
2016; Vermeulen, 2016).

Chart 4 shows the distribution of
debt from the 1" to the 99" percentile.
While debt tends to be positively cor-
related with wealth, top-wealth house-
holds in particular, which are under-
represented in the HFCS, rarely have
particularly severe debt. Therefore, ob-
servations at the upper tail of the debt
distribution of the HFCS are less prob-
lematic. Nearly two-thirds of Austrian

households (65.6%) do not have any
debt. The unconditional mean of debt
comes to approximately EUR 17,000,
the conditional mean to about EUR
50,000. Small liabilities are primarily
unsecured loans or, in a few instances,
secured loans that have been almost
paid off. Large debt amounts mainly re-
flect mortgage loans at various stages of
repayment.

Chart 5 shows the distribution of
net wealth. By definition, a household’s
net wealth is either negative, zero or
positive, which is why the conditional
measures coincide with the uncondi-
tional measures. Some 6.3% of house-
holds have negative or no net wealth.
As real assets predominate among net
wealth, the result is similar to that in
chart 2. At about EUR 258,000, the

mean is considerably higher than the

52

OESTERREICHISCHE NATIONALBANK



Eurosystem Household Finance and Consumption Survey 2014
First results for Austria (second wave)

Chart 4

Distribution of debt from the 1 to the 99 percentile
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median of around EUR 86,000. Only
10% of households have net wealth in
excess of some EUR 518,000. Net wealth
of over EUR 1 million is observed only
in the top 5% of households, which are
not shown in the chart. In this fraction
of the distribution, skewness com-
pounded by reporting problems (see
box 1 and Vermeulen, 2016) results in
pronounced data uncertainty (see chap-
ter 5 and in particular chart 20 for an
illustration of this problem).

The three components of net wealth
(real assets, financial assets and debt)
can be analyzed in detail at the level of
their subcomponents. We perform this
analysis in two steps: First, we deter-

mine household participation in a spe-
cific wealth component, i.e. we estab-
lish how many households have a given
asset or liability. Second, we compute
the median and the mean for the house-
holds with this component. Thus, these
values are conditional. The median di-
vides the conditional distribution into
two halves. The arithmetic mean is the
value that would result for every house-
hold if the entire volume of wealth
were equally distributed. The median
is a robust statistical measure; the mean
is not. Additionally, the mean-to-me-
dian ratio is computed as an indicator of
the skewness of the distribution within
the wealth class under review.'

1 For reasons of simplicity, we state the mean-to-median ratio here as a simple division of the estimated mean by the
estimated median. The underlying means and medians were estimated on the basis of the five multiply imputed

datasets. In line with Rubin’s rule, the mean-to-median ratio does not have to exactly correspond to the division

result of both estimated values.
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Chart 5

Distribution of net wealth from the 5% to the 95t percentile
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Table 2 provides an overview of the
key components of net wealth. The fur-
ther the mean is from the median, the
more skewed the distribution is. All
wealth components have a positively
skewed distribution. Accordingly, the
mean is higher than the median.

2.1 Real assets

Vehicles are by far the most common
real asset among Austrian households.
More than three-quarters of Austrian
households own at least one vehicle.
The average value of such vehicles is

about EUR 11,000. The mean-to-median
ratio of 1.4 indicates a relatively equal
distribution of wealth.

Some 48% of households have at
least partial ownership of their main
residence.'" In this component of wealth,
the median value of the main residence of
owner households is around EUR
250,000, and the average wealth of
owner households amounts to about
EUR 289,000. Main residence owner-
ship represents the most important real
asset in terms of volume.

" Partial ownership of one’s main residence may result from inheritance of a home, where one of the heirs lives in

this home but is not (yet) its sole owner.
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About 16% of households also own
other, lesser valuables, such as gold,
works of art, jewelry, collections, etc,
with a median value of around EUR
4,000.

About 12% of households own
other real estate assets in addition to
the household main residence, above all
houses, apartments and undeveloped
land. In the HFCS, real estate property
of farming houscholds that is part of
their agricultural business is, as a rule,
recorded under investments in self-
employment businesses rather than
under other real estate property. How-
ever, as other real estate property may
also be identified as being used for busi-
ness, some real estate assets also qualify
as property for business use. This share
should be considered when analyzing
businesses-related assets. With a mean
of some EUR 331,000 — more than
two-and-a-half times the median — this
component of wealth exhibits a rela-
tively unequal wealth distribution com-
pared to that of main residences.

Around 7% of households have in-
vestments in self-employment busi-
nesses  (including agricultural busi-
nesses), i.e. businesses in which at least
one household member has an active
function. Both the median (around
EUR 163,000) and the mean (around
EUR 688,000) of this component of
wealth are relatively high. Silent part-
nerships, i.e. ownership of part of a
business in which no household mem-
ber has an active function, qualify as fi-
nancial assets.

2.2 Financial assets

Sight accounts are the most common fi-
nancial asset and the one with the low-
est values. Almost all households (99%)
say they have at least one sight account.
The median of this component of finan-

Eurosystem Household Finance and Consumption Survey 2014
First results for Austria (second wave)

cial wealth is no more than around
EUR 1,000, the mean value is around
EUR 2,600.

Savings accounts, which in the
HFCS Austria include savings plans
with building and loan associations and
life insurance contracts, are by far the
most common savings variant. About
85% of households have at least one
savings account, 49% have at least one
savings plan with a building and loan
association, and 38% have at least one
life insurance contract. The median of
savings accounts comes to around EUR
14,000 and the mean to some EUR
27,000.

Roughly 15% of houscholds have
made voluntary private pension provi-
sions. This component of wealth con-
tains state—sponsored retirement provi-
sion plans and other dedicated private
savings plans for retirement, identified
as such by households. The median runs
to roughly EUR 9,000, the mean to
about EUR 25,000, values that are
quite similar to those of savings ac-
counts.

Some 10% of households have in-
vested in mutual funds. The median of
this component of wealth is around
EUR 15,000, the mean value about
EUR 44,000.

Debts owed to households repre-
sent another component of financial
wealth and are therefore recorded as
such in the HFCS."” About 8% of house-
holds state that they have lent money to
others. The sums involved (median:
about EUR 2,100; mean about EUR
12,900) are not negligible.

Stocks are held by some 5% of
households, bonds by around 4%. The
medians run to about EUR 10,000
(stocks) and around EUR 12,000
(bonds). The respective means run to

about EUR 25,000 (stocks) and around

2 However, money owed to households is not recorded as financial assets in the financial accounts.
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EUR 34,000 (bonds). The residual
measure “other financial assets,” for
which about 1.5% of households
reported values, comprises financial
assets that are not recorded in any other
category. This includes, for instance,
silent partnerships, deferred compensa-
tion, trademark rights and accounts
managed by trustees. The median
amounts to about EUR 10,000, the
mean to some EUR 72,000.

2.3 Debt

About 16% of houscholds (some 32% of
households that have at least partial
ownership of their main residence) have
debt for which they use their home as
collateral. The difference between the
median of about EUR 60,000 and the
mean of around EUR 90,000 in part

of mortgages taken out to finance
homes and not only the differences in
original mortgage values.

Only about 2% of households have
loans using other real estate property as
collateral; in terms of their values, how-
ever, these loans are similar to loans
using the main residence as collateral.

About 21% of households have un-
secured debt, which has a significantly
more skewed distribution but whose
total value is far smaller than that of
collateralized debt. For instance, about
12% of households have overdrawn at
least one of their accounts by a median
of about EUR 1,000; the average value
of this component is EUR 2,300. Un-
collateralized loans, amounting to an
average of about EUR 17,000, repre-
sent the largest component of unse-
cured debt.

reflects the current status of repayment

Table 2

Components of net wealth

Participation

%

vehicles

main residence

other valuables

other real estate property

investment in self-employment business (incl. farms)

Real assets

Financial assets sight accounts

savings accounts
savings plan with building and loan associations
life insurance contracts

voluntary private pension plans

mutual funds

money owed to household

stocks

bonds

other financial assets'

Debt collateralized debt
main residence
other real estate property
uncollateralized debt
overdrafts
uncollateralized loans
loans from family and friends

outstanding balance on credit cards

Source: HFCS Austria 2014, OeNB.

Conditional Conditional Mean-to-median
median mean ratio
| EUR thousand | EUR thousand |

76.6 7.5 109 14
47.7 250.0 288.7 12
16.2 3.8 19.0 5.0
121 1244 330.5 2.7
7.0 163.0 6884 4.2
99.3 1.0 2.6 2.6
85.3 13.5 269 2.0
49.2 4.0 6.7 17
38.3 124 224 1.8
14.5 91 247 2.7
10.0 151 441 29
8.3 21 129 6.3
54 104 24.5 24
4.0 1.7 34.0 29
1.5 10.0 71.6 72
16.7 604 89.5 1.5
15.5 599 89.0 1.5
1.5 53.0 75.7 14
20.6 29 11 39
12.3 1.0 2.3 24
1.7 6.2 16.8 2.7
4.8 29 7.8 2.7
14 1.3 2.7 2.1

" The presentation has been slightly altered compared with the report on the results from the first wave. For details, see table 20 in this report.
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Outstanding credit card balances
play a minor role in Austria, with only
about 1% of households holding such
debt and with the median and the mean
coming to a comparatively low level of
around EUR 1,300 and EUR 2,700, re-
spectively. Austrians generally continue
to use credit cards rather like debit
cards, settling their bills in full every
month.

2.4 Net wealth

Chart 6 presents means and medians by
net wealth deciles. While the means
are consistently above the medians ex-
cept in the first decile, net wealth obvi-
ously does not rise sharply until the 10
decile. The median doubles from the
9" to the 10" decile (i.e. from the 85
to the 95" percentile; see also chart 5).
At the same time, a marked skewness
of the distribution does not occur until
the 10" decile.

The components of net wealth can
also be shown in deciles. The means of
net wealth depicted in chart 7 are in-
dicative of average portfolios. We see
the pattern of charts 2 and 5 repeated:

Eurosystem Household Finance and Consumption Survey 2014
First results for Austria (second wave)

real assets predominate. Whereas
households in the bottom half of the
distribution hold comparatively low
volumes of real assets, more or less
valuable main residences predominate
from the 6% through the 9t decile. In
the 10™ decile, large volumes of other
assets are increasingly relevant, too.
Financial assets and debt develop
along similar lines, meaning that as real
assets expand, debt and financial assets
tend to grow as well. However, calcu-
lating averages of debt, and of real as-
sets and financial assets, is fraught with
problems. Prior to the purchase of a
main residence, households will hold
relatively large financial assets but
hardly any real assets or debt. Follow-
ing the purchase of real estate property,
real assets in the form of a household’s
main residence and debt incurred to fi-
nance ownership will be the predomi-
nant components of wealth. Accumu-
lating new financial assets takes time.
Mean values across wealth deciles mask
the fact that the net wealth composition
may differ strongly among households
within deciles. At the same time, aver-

Chart 6

Median and mean net wealth by net wealth deciles
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ages have the benefit of yielding the
total average net wealth of Austrian
households once they are added up and
correctly weighted. What is more, the
relations also show the composition of
the total net wealth of the respective
decile.

Table 3 presents the respective
wealth figures underlying chart 7.
Noticeable differences between deciles
are recognizable at the lower end. The
I decile is striking for the fact that
households have higher real assets than
in the 2™ and 3" deciles, and higher
debt than in the 2™ through 5% decile.
The lowest decile is therefore suited to
showcasing the limits to analyses of
averages. The composition of this decile
is heterogeneous, on the one hand con-
taining households that income is too

low for them to take out debt and that
have hardly any real or financial assets.
These households’ net wealth is close to
zero. At the same time, this decile also
contains households with high debt pri-
marily resulting from the acquisition of
real estate property; the related debt is
higher than the current value of the
property. Finally, the lowest net wealth
decile also contains consumer debtors
with a low level of wealth but sufficient
income to obtain a corresponding
amount of consumer loans. This com-
bination of households produces a
somewhat higher level of average real
assets and a noticeably higher level of
average debt in the 1** decile than in the
next highest deciles.

Another discernible finding in
table 3 is the absolute rise in debt

Chart7

Mean net wealth components by net wealth deciles
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from the 2™ through the 10" decile. fable 3

Wealth and debt are thus usually Mean values across net wealth deciles

correlated — very wealthy houscholds . o B _

A eal assets + Financial Debt Net wealth

frequently have more and higher debts. assets

These data provide vital information EUR thousond

for financial stability analysis (see __. | o o o s

chapter 4). Decile 2 21 28 14 36
Decile 3 52 79 24 10.7

2.5 Measures of wealth inequality Decile 4 14 16.7 a5 237
Decile 5 40.2 311 14.8 56.5

The most common inequality measure — Decile 6 116.1 324 243 124.2

used in the literature is the Gini coeffi-  Peclle’ 2004 336 270 2069

. ... . Decile 8 2811 45.8 20.8 3061

cient. By definition, it assumes a value  5_jcg 3881 632 231 D8

on the inequality scale between O and  Decile 10 1,321.5 148.5 317 14384

1, with O indicating perfect equality 014 0o

and 1 expressing maximum inequality,

where one individual or one household

holds all wealth and all others have center, but not the full range, of the net

nothing, The closer the Gini coefficient ~ wealth distribution.

is to 1, the higher the inequality of the The P75/P25 ratio measures the

distribution. range between the 75" percentile (25%

But the Gini coefficient displays a  of households have more wealth) and

number of drawbacks in describing the 25" percentile (25% have less

wealth distribution. For instance, an  wealth) of the distribution.

indebted household may have negative The P90/P50 ratio measures the

net wealth, so in theory, the Gini coef-  range between the 90" percentile (10%

ficient could exceed 1. A wealth distri-  have more wealth) and the 50" percen-

bution curve often displays different tile (50% have less wealth) of the distri-

patterns in different parts of the curve:  bution. This narrow definition of the

wealth may be more equally distributed  upper middle spans a group with a

at the bottom and less equally at the top  fairly homogeneous wealth profile.

of the distribution, or vice versa. A The P90/P10 ratio measures the

given Gini coefficient may reflect an  range between the 90" percentile (10%

infinite number of patterns. Further-  of houscholds have more wealth) and

more, the Gini coefficient is not a ro-  the 10" percentile (10% have less wealth)

bust statistical measure. The generalized  of the distribution.

entropy index with an alpha of 2, Piketty (2014) advocates the use of

GE(2), puts more weight on the tails of ~ shares to describe distributions, with

the distribution. The GE(2) index lies  the top shares drawing attention to the

between zero and infinity. The higher ~groups that were long neglected in

the value is, the greater the inequality  inequality analyses for a lack of available

is. In general, we prefer robust statis- data and for economic policy reasons

tics — such as percentile ratios — and  (see Atkinson, 2015). While the avail-

analyses across the entire distribution ability of data for this group has hardly

(see charts 2 through 5 and chapter 5).  improved, since Piketty’s work, Pareto

Moreover, the three ratios chosen (see  distributions and other estimates of top

table 4) exclude the tails of the distri-  wealth shares, e.g. on the basis of income

bution, which are difficult to measure. taxes or inheritances, have become an

Yet they only provide insights into the integral part of the literature.
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Table 4
Inequality measures and top shares
Gross wealth Net wealth
Inequality measures Gini coefficient! 0.71 0.73
GE(2)? 10.2 11.5
P75/P25 27.0 28.6
P90/Median 54 6.0
P90/P10 251.8 521.2
%
Top shares Top 1 239 254
Top 5 41.6 434
Top 10 53.5 55.5
Top 20 70.0 721
Lower half 4.0 3.2

Source: HFCS Austria 2014, OeNB.

" The Gini coefficient may take a value greater than 1 if the data contain negative values.
2 GE(2) is a generdlized entropy index where a = 2.

Table 4 shows all common statistical
measures currently used in the litera-
ture to present gross and net wealth
figures for Austria. Note that the Gini
coefficient, GE(2) and the top shares
are not robust measures, though, and
that these measures are particularly af-
fected by insufficient coverage of the
tails. What is also relevant is that wealth
distribution measures based on house-
hold surveys tend to underestimate in-
equality. This applies above all to the
right tail of the distribution, which is
not effectively covered by the survey at
all (i.e. it is covered in principle but not
in effect), but also to the top in particu-
lar, which can be measured only in very
crude terms without substantial over-
sampling, not just because of undercov-
erage,13 but also because of its actual
skewness (see chapter 5, chart 20).

The Gini coefficient for gross wealth
distribution in Austria comes to 0.71,
that for net wealth distribution to 0.73.
The P75/P25 ratio is 28.6 for net
wealth. The spread in the upper middle
section of the observed distribution is
less pronounced. The P90/P50 ratio
comes to only 6.0 for net wealth. This
result again reflects the issue of owner-
ship of the main residence. In the upper
middle segment of the distribution,
between P50 and P90, the main resi-
dence is the single biggest asset. The
values for the main residence are pre-
dominantly spread in a range from
EUR 100,000 to EUR 400,000 (see
chart 2) and confirm a relatively equal
distribution of wealth in the upper mid-
dle section.

With a value of 521, the P90/P10
ratio shows a considerable spread of net
wealth. The household at the boundary
to the wealthiest 10% of households
thus holds 521 times the net wealth of
the houschold at the lower boundary.

Households observed in the HFCS
in the top 1% hold 25.4% of net wealth,
the top 5% households have 43.4%, and
the top 10% have a share of 55.5%. By
contrast, households in the lower half
hold only 3.2% of all Austrian house-
holds’ net wealth.

To illustrate the regional wealth
differences between and within coun-
tries, box 4 compares selected HFCS
results for Germany and for Austria
and box 5 examines selected results for
Vienna and Austria excluding Vienna.

B For a detailed discussion of the undercoverage of wealth in the HFCS compared with the national accounts data,
see Andreasch and Lindner (2016), a study published in the Journal of Official Statistics.
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Box 4

A comparison of household net wealth in Germany and in Austria'

Both the composition and the distribution of wealth in Germany and in Austria exhibit consid-
erable similarities. During the first wave of the HFCS, Germany? and Austria featured as the
countries with the highest wealth inequality in the euro area: in terms of net wealth, they both
had a Gini coefficient of 0.76. They had the lowest main residence ownership ratios of all euro
area countries, low levels of stock ownership and relatively low levels of household debt.

During both waves, Austrian and German central bank staff experts cooperated closely.
This notwithstanding, some methodological differences between the two surveys need to be
taken into account: The HFCS for Germany uses panel data for some households whereas the
HFCS for Austria uses cross-sectional data only. Furthermore, the HFCS for Germany per-
forms oversampling of households more likely to be wealthy, whereas the HFCS for Austria
does not. At the same time, the survey response rate in Germany is markedly lower (19%)
than in Austria (50%).

Overall, the net wealth percentiles identified for Austria and Germany are broadly similar
from the 5™ to the 95" percentile, except for the following differences. The slope of the distri-
bution is somewhat steeper for Austria from the 40" percentile, remaining stable until the
higher percentiles. The gap between the two distributions widens slowly, peaking at around
the 80" percentile, where it corresponds to close to EUR 90,000, and then narrows again. At
the 80t percentile, the net wealth of an Austrian household is about EUR 365,000, that of a
German one around EUR 275,000. Between the median and the 90 percentile, the slope of
the Austrian quantile function is perceptibly flatter, reflecting a higher equality of wealth
distribution in Austria than in Germany. In turn, wealth is more unequally distributed in Austria
than in Germany between the 90" and the 95 percentile. In general, Austrian households are
found to have higher wealth levels from the 5% to the 95" percentile than their German coun-
terparts across the wealth distribution. This comparison is subject to uncertainty, though, as
coverage and reporting may differ in the two countries, which is a problem above all at the
tails of the distribution. However, the more equal distribution in the upper middle section
appears to be fairly characteristic for Austria compared with Germany.

Austria versus Germany: distribution of net wealth from the 5% to 95" percentile

EUR thousand

1,000
950
900
850
800
750
700
650
600
550
500

450 /
400

o LA

250 Sl
200 Households with zero or negative net wealth: =
150 : LT L
100 Austria: 6.3% ///
50 Germany: 10.1% =
0
-50 ‘
P5 P10 P15 P20 P25 P30 P35 P40 P45 P50 P55 P60 P65 P70 P75 P80 P85 P90 P95
== Percentiles Austria == Mean Austria == Percentiles Germany == Mean Germany

Source: HFCS Germany 2014 (PHF), HFCS Austria 2014, OeNB.
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The following table shows selected participation rates of various net wealth components
along with their conditional medians, means and mean-to-median ratios.

Except with regard to debt, the participation rates are very similar in both countries. In
Germany, roughly 44% of households own their main residence, compared to 48% in Austria,
but about 20% of households in Germany hold collateralized debt compared to some 17% in
Austria. Apart from the somewhat higher share of debt using the main residence as collateral
(about 39% of households that own their main residence in Germany compared to 32% in
Austria), this higher figure for Germany also reflects the perceptibly higher share of house-
holds with debt using other real estate property as collateral (about 6% of all households in
Germany, 2% in Austria).

In Germany, nearly one in three households has unsecured debt against about one in five
households in Austria. Looking at the size of wealth components, above all real assets holdings
are higher in Austria. The median value of a main residence owned by an Austrian household
is about EUR 250,000, some EUR 90,000 above the corresponding German figure. As fewer
than half of all households in both countries own their main residence, and as owner house-
holds are predominantly to be found in the upper half of the net wealth distribution, above all
these differences in the values of main residences account for the gap between the two coun-
tries’ net wealth distributions. With a median of about EUR 15,000 in Austria and some EUR
17,000 in Germany, financial asset holdings of households are fairly closely aligned in both
countries. The differences between the respective mean values indicate a more unequal distri-
bution of financial assets in Germany, but could also result from a coverage or reporting prob-
lem in this area as well. Debt contributes to the lower net wealth of German households, not
just in terms of participation, but also size; both the median and the mean are higher in
Germany, especially in the more substantive category of collateralized debt.

Austria versus Germany: components of net wealth

Partici- Conditional Conditional Mean-to-
pation median mean median
ratio
% | EUR thousand | EUR thousand |
Austria
Real assets 84.5 139.7 280.9 2.0
main residence 477 250.0 288.7 1.2
Financial assets 99.8 154 38.5 2.5
Debt 344 124 501 4.0
secured debt 16.7 604 89.5 1.5
unsecured debt 20.6 29 111 39
Net wealth 100.0 859 2584 3.0
Germany
Real assets 81.0 90.7 231.5 2.6
main residence 443 160.0 2314 14
Financial assets 994 16.7 54.2 32
Debt 451 15.0 57.0 3.8
secured debt 204 76.6 111.0 14
unsecured debt 32.8 3.5 9.5 2.7
Net wealth 100.0 60.4 215.7 3.6

Source: HFCS Germany 2014 (PHF), HFCS Austria 2014, OeNB.

! This box was compiled in cooperation with Tobias Schmidt (Deutsche Bundesbank).
2 In Germany, the HFCS study is conducted under the label “Panel on Household Finances (PHF).”
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Box 5

A comparison of household wealth in Vienna and in Austria excluding Vienna

Household net wealth is found to be different in urban and rural areas. Households in cities
have a different structure; above all, the number of one-person households is higher in cities.
Personal attributes like occupation or education are also dissimilar, as are institutional aspects
like the supply of rental apartments or the cost of real estate assets.

To illustrate the urban-rural divide in Austria, we compare the wealth distribution of
households in Vienna and in Austria excluding Vienna.

Examining the respective net wealth distribution from the 5" through the 95 percentile,
we note a distinct divergence from the 20 percentile upward. In the lower part of the distri-
bution, this widening gap may be attributed, inter alia, to the higher number of one-person
households in Vienna (some 51%) than in Austria excluding Vienna (35%).

The median household in Vienna has a net wealth of about EUR 24,000, but that of a
household living somewhere else in Austria is much higher, namely about EUR 129,000. The
two net wealth values do not begin to converge until the upper range. In the middle, Austria
excluding Vienna shows a relatively equal distribution of household net wealth, which is attrib-
utable to the high share of owner households. Among these households, the main residence is
by far the largest asset. In this part of the distribution, wealth differences stem mainly from
the contrasting values of the respective main residences.

Vienna versus Austria excluding Vienna: distribution of net wealth
from the 5 to the 95 percentile
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The table below shows selected participation rates of various net wealth components as
well as their conditional medians, means and mean-to-median ratios.

While about 57% of all households in Austria excluding Vienna own their main residence,
the comparable share in Vienna lies below 18%. The conditional medians and means show
that main residences in Vienna are considerably more expensive than in Austria without
Vienna. The relatively large supply of municipal apartments for rent in Vienna gives most
households an attractive alternative to owning their main residence. Consequently, the share of
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households in Vienna that holds collateralized debt is below 6%. Moreover, the share of
indebted households among main residence owners is substantially lower in Vienna, and their
debt, whose median of about EUR 60,000 corresponds to that of households in Austria
excluding Vienna, is collateralized by higher-value main residences. Therefore, the financial
stability risk arising from households in Vienna is especially low. Even though households in
Vienna are noticeably smaller than households outside Vienna, annual gross income is roughly
the same for both groups (about EUR 35,000 for Viennese households, about EUR 36,000 for
households in Austria excluding Vienna). Also, the respective financial asset medians and
means are highly similar. Both results imply that the net wealth differences between both
groups are primarily attributable to the larger share of renting households in Vienna and their
lower share of mortgage debt. Households that take out a loan to finance the purchase of
their main residence must save to pay off debt. At the same time, the large supply of afford-
able rental housing has a direct impact on household size, because it makes it easier to run a
one-person household.

Vienna versus Austria excluding Vienna: components of net wealth

Partici- Conditional Conditional Mean-to-
pation median mean median
ratio
% | EUR thousand | EUR thousand |
Vienna
Real assets 69.7 134 170.5 12.7
main residence 17.8 300.0 4091 14
Financial assets 999 14.7 391 2.7
Debt 33.5 41 27.5 6.7
secured debt 5.5 60.3 979 1.6
unsecured debt 30.5 2.8 12.6 4.6
Net wealth 100.0 23.8 148.6 6.2
Austria excluding Vienna
Real assets 88.9 164.4 306.9 19
main residence 56.6 246.9 2773 11
Financial assets 99.7 15.6 38.3 2.5
Debt 347 16.7 56.7 34
secured debt 201 604 88.8 1.5
unsecured debt 17.7 29 10.3 3.6
Net wealth 100.0 128.8 291.3 2.3

Source: HFCS Austria 2014, OeNB.

The upshot is that the regional net wealth differences within a single country are large,
often larger than between countries (see box 4). Moreover, also within a country, historical
and institutional differences are a key aspect in explaining the differences in net wealth distri-
bution among households. Municipal housing in Vienna and the large number of subsidized
and rent-controlled apartments in Vienna are illustrative of such key institutional differences.
The institutional factors influencing the net wealth distribution have to be analyzed in greater
depth, as they represent the framework within which individual differences in savings and
investment behavior (e.g. risk orientation) arise in the first place. If differences in behavior are
analyzed out of context, their importance is easily overrated.
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3 Wealth in the household
context

In addition to analyzing the size of
wealth and its distribution and compo-
nents, wealth may also be analyzed in
terms of the socioeconomic character-
istics of household members. While the
sources of wealth — income and inter-
generational transfers — relate to indi-
viduals, the HFCS gathers information
on assets almost exclusively at the
household level, mainly for practical
reasons. One of the exceptions is private
old-age provision.

Therefore, households, the units of
analysis, need to be examined closely
when comparing wealth between
households. Households made up of
several people usually have several
sources of income. Older households
will have received inheritances more
often. In addition to household size,
households are characterized by the
age, gender, education and occupation
of the individuals living in a household.
Two-dimensional measures are inade-
quate when it comes to capturing the
characteristics of all household mem-
bers; this requires more complex statis-
tical methods. For reasons of simplicity,
we therefore exclusively focus on the
financially ~ knowledgeable  person
(FKP) with regard to personal charac-
teristics in this report. This constitutes
a gross simplification. Scientifically, it
would be necessary to take account of

Eurosystem Household Finance and Consumption Survey 2014
First results for Austria (second wave)

— take the expansion of education that
started in the 1960s, which allows
younger people today to attain compar-
atively higher levels of education.
Hence, the correlation of education
with wealth is difficult to distinguish
from age in this report.

A merely descriptive analysis con-
siders the joint distribution of the mea-
sures observed, leaving the question
about the causes of the shape of the
wealth distribution aside. Nevertheless,
section 3.1 below provides a first over-
view of the information generated by
the HFCS to document the fundamental
aspects, leaving in-depth analyses for
future research.

3.1 Household structure and net
wealth

Table 5 shows a breakdown of house-
hold net wealth by household size, indi-
cating that net wealth rises sharply with
household size. For one-person house-
holds (the most common household size
at around 38%), the median wealth is
approximately EUR 18,000. This con-
trasts with a median wealth of about
EUR 144,000 for two-person house-
holds, reflecting the fact that two-
person houscholds are more likely to
own their main residence. Mean net
wealth does not rise steadily with
household size. This is related to the
different age structures of household

all the characteristics of all household Table 5
rnefm.bers as well as the correlations ot wealth by household size

existing between them (see Fessler et

al., 2015). The advantage of a simpli- Share Median Mean-to-

: . : dian rati
fied analysis consequently entails the medlan fete
disadvantage of potential misinter- % | EUR thousand | EUR thousand |
pretation because these relations are 1 person 383 176 179 67
not sufficiently revealed in this report. 2 persons 336 1444 3340 23

. . I . 3 persons 11.6 157.9 276.8 1.8
As a case in point, 1t‘1s not possible to 4 persons "y ey B e
see whether wealth increases because 5 ormore persons 61 2489 5257 21
of age or education. Moreover, some
. . . . . . Source: HFCS Austria 2014, OeNB.
relationships run in opposite directions
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Table 6

Net wealth by age of reference person

16-29 years
30-39 years
40-49 years
50—-64 years
65—74 years
75 years and over

Source: HFCS Austria 2014, OeNB.

Share

%

Median Mean-to-

median ratio

Mean

| EUR thousand | EUR thousand |

1.3 13.3 89.1 6.7
14.0 299 1321 44
17.0 1290 2761 21
28.2 168.3 410.2 24
17.6 119.2 227.6 19
1.9 82.8 2274 2.7

types. The group of two-person house-
holds is dominated by young couples
and relatively older couples, whereas
frequently
consist of middle-age couples with one
child. This raises heterogeneity with
regard to net wealth. In the breakdown
of households by household size, the
distribution of net wealth is especially
unequal among one-person households.
In this group, mean houschold net
wealth is 6.7 times higher than the
median value, whereas for bigger
households the mean-to-median ratio is
less than half as high. This is, among
other things, due to the specific age

three-person  households

distribution of one-person households,
among which the share of younger (un-
der 30 years of age) and older (over 60)

persons is above average. Middle—aged

Table 7

Net wealth by education level of reference person

Share Median Mean Mean-to-

median ratio

% | EUR thousand| EUR thousand|
Compulsory education or
below 16.6 24.5 128.6 53
Apprenticeship, vocational
school 371 471 160.0 34
Upper secondary,
school-leaving certificate 31.8 147.6 293.6 2.0
University, technical college 144 228.6 5843 2.6

Source: HFCS Austria 2014, OeNB.

persons are underrepresented in this
household type.

Table 6 is a breakdown of household
net wealth by age. Net wealth tends to
be lower for households with a younger
reference person. Both the median and
mean values rise considerably up until
the 50- to 64-year age group, whereas
they are markedly lower for households
with an older reference person. This
result cannot be interpreted as indica-
tive of typical changes in net wealth
over the life cycle. On the one hand,
these patterns reflect different house-
hold sizes. On the other hand, different
age cohorts are faced with different eco-
nomic developments, volumes of inher-
itances and diverging social contexts
that have an impact on the wealth they
accumulate.

Inequality within the different age
groups tends to decline with age. The
mean-to-median ratio drops from 6.7
among those aged 16 to 29, to just 1.9
among people aged 65 to 74.

Table 7 is a breakdown of household
net wealth by the reference person’s ed-
ucational level. It shows that net wealth
increases sharply with the reference
person’s educational attainment. When
the reference person has only com-
pleted compulsory education (or less),
the household’s median net wealth is
about EUR 25,000, whereas it is
around EUR 228,000 when the refer-
ence person holds a tertiary education
degree (university or technical college).
The mean-to-median ratio falls with
increasing education levels, halving
from 5.3 to 2.6.

The variation in net wealth is com-
paratively low in the group of people
who completed upper secondary educa-
tion. With regard to education, cor-
relations with other important charac-
teristics have to be considered as well:
Wealth tends to rise with age, and
younger reference persons account for a
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disproportionately large share of higher
education degrees due to the expansion
of education.

Comparisons between the net
wealth of men and women can only be
made for one-person houscholds. The
share of one-person households is 38%,
with around 23% female and around
15% male households being one-person
households in Austria (see table 8). Due
to household formation and life expec-
tancy, the gender-specific differences
of one-person households are very small
in terms of median and mean net
wealth, but considerable with regard to
characteristics like age or education.
Studies that investigate these relations
in greater detail using appropriate sta-
tistical methods find a significant dis-
parity to the detriment of women
(Schneebaum et al., 2014).

Ownership of the main residence
marks a distinct divide when it comes
to the size of household net wealth.'
Table 9 shows that households owning
their main residence hold substantially
larger assets than home renters. At
around EUR 483,000, the mean net
wealth of homeowners is almost ten
times that of households that rent their
home. The median net wealth of ten-
ants is as low as approximately EUR
11,000, whereas it is EUR 300,000
among homeowners, i.e. more than 27
times as high.

The mean-to-median ratio is mark-
edly higher for tenants than it is for
homeowners, as the former are a highly
heterogeneous group with regard to
wealth. The group of housecholds that
do not pay for the use of their main
residence is not uniform either. Apart
from young people using homes owned
by somebody else for free as their main
residence, this group also includes

wealthy households that have already

* See also the explanations provided on chart 2.
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Table 8

Net wealth of one-person households by gender

Share Median

Mean

% | EUR thousand | EUR thousand |

Men

151
Women

18.8
232

16.9

Source: HFCS Austria 2014, OeNB.

1157
1194

Mean-to-

median ratio

6.2
7

transferred ownership of their main
residence to their children. This is why
the spread is considerable in this group
as well (table 9).

Table 10 is a breakdown of net
wealth by the reference person’s occu-
pation. Self-employed people hold the
second-highest median wealth and the
highest mean wealth. In part, this may
reflect their need to invest more in pri-
vate old-age provision than employed
people to sustain their lifestyle in old age.

Because this breakdown results in
relatively small subpopulations  for
some groups, mean values have to be
treated with special caution, while
median values are clearly more reliable
for obtaining an indication of relative
differences in wealth by occupation.
The breakdown by occupation identifies
farming houscholds as the wealthiest
occupational group in Austria, with a
median net wealth of around EUR
659,000. The richest households, how-
ever, are among the self-employed,

Table 9

Net wealth by main residence

Share Median

% | EUR thousand

477
454
70

300.6
11.3
17.0

(Partly) owned
Rented
Free use

Source: HFCS Austria 2014, OeNB.

Mean

| EUR thousand

483.3
49.7
79.3

Mean-to-
median ratio

16
44
47
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Table 10
Net wealth by occupation of reference person
Share Median Mean Mean-to-
median ratio
% | EUR thousand| EUR thousand|
Self-employed 4.5 365.6 1,3203 3.6
(Skilled) blue-collar worker 12.2 257 123.0 4.8
White-collar worker 284 79.2 2071 2.6
Civil servant 3.6 1714 318.2 19
Farmer 12 659.2 8971 14
Pensioner 40.0 110.0 226.5 21
Unemployed 3.7 2.2 401 18.5
Other 64 973 1781 1.8

Source: HFCS Austria 2014, OeNB.

whose mean net wealth totals EUR
1,320,000. The group with the lowest
wealth is that of the unemployed. With
a median net wealth of around EUR
2,000, they hardly have any reserves
(left), and their mean net wealth (EUR
40,000) is not even one-third of that of
blue-collar workers (EUR 123,000).
However, the median net wealth of
blue-collar workers is around EUR
26,000, which reveals a considerable
inequality within this occupational
group. Retirees, who are the largest
group, and white-collar workers, who
are the second-largest occupational
group, are rather close to the overall
HEFCS results with their median wealth
positions (EUR 110,000 and EUR
79,000) and mean values (EUR
227,000 and EUR 207,000). The cate-
gory “Others” includes, for example,
pupils and students, people incapaci-
tated for work, homemakers and other
nonactive individuals.

3.2 Income and wealth

While income is one of the most im-
portant sources of wealth, there is no
direct link between current household
income and household wealth. Income
itself is subject to variations and rup-
tures over time, and career histories
have become more fragmented. Factors

like age, household composition and
expected future income will influence
households’ saving behavior and their
ability to save. Moreover, there are
other sources of wealth, notably inheri-
tances and gifts, that have a substantial
influence on household net wealth.

In the following, we first look at
households’ gross annual income (chart
8) and its composition (see table 11 and
chart 9) and then at income and wealth
together (table 12 and chart 10 through
chart 14).

Chart 8 shows the distribution of
households’ gross annual income (per-
centiles and mean). We see that income
is distributed much less unequally than
wealth. Around one-half of Austrian
households have an income of less than
some EUR 36,000, and 90% have less
than around EUR 80,000. Just over
60% of households earn less than the
average of around EUR 43,000.

To better understand the impor-
tance of gross wages across the income
distribution, it is important to differen-
tiate by the different sources of income,
such as labor, government transfers and
wealth (table 11). The broad definition
of income related to labor used here
covers income from employment and
self-employment, statutory and private
old-age provision, other private sources
(such as private transfers) and unem-
ployment benefits. Income from gov-
ernment transfers includes assistance to
the long-term jobless who have become
ineligible for unemployment assistance,
means-tested benefits, childcare bene-
fits, family
allowances, rent subsidies and other so-
cial benefits. Investment income com-
prises income from renting and leasing
as well as from financial assets and
private businesses. Imputed rents are
not included here.

While labor income continuously
rises across income deciles, govern-

education allowances,
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Chart 8

Gross annual income of households from the 15 to the 99" percentile
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ment transfers decline from the 1% to
the 5" decile. Investment income tends
to increase up to the 9" decile, eventu-

ally reaching as much as EUR 6,400 in

(as opposed to observed here) income dis-
tribution, it likely accounts for the major-
ity of income (see Piketty, 2014).

. . Table 11
the top decile. It is only among the top

10% that investment income Pla}’S a Mean values across gross income deciles
SIgnlﬁcant rOIC' Labor income + Government | + Investment = Gross

Chart 9 gives a more detailed view of transfers income income
o5 L .
the top 10% %n which investment income EUR thousand
plays a more important role. The compo- ‘

. f h hold . . h Decile 1 101 1.0 0.1 11.2
sition ot househo gross Income In the  pegie2 165 07 02 174
top decile shows that investment income  Decile 3 222 0.6 0.2 229
remains concentrated in the top percen- Decile 4 271 0.7 0.3 281

. K Decile 5 31.6 1.0 0.5 33.0
tiles. Hence, the top decile represents a  pegie ¢ 372 11 07 390
mixed picture, and the significance of in- ~ Decile 7 44.6 11 1.0 46.6
vestment income in relation to labor in-  2¢'®® e IS 27 e

-t _ Decile 9 66.3 14 11 68.8
come is likely to increase further among  pecie 10 102.8 21 64 1112
the super-rich who are not included in the
Source: HFCS Austria 2014, OeNB,
HFCS sample. At the very top of the true ouree - :
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Chart 9

Composition of gross income in the 10 percentiles of the highest gross
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Next, we take a look at income in

conjunction with wealth. Table 12
shows the mean values of individual
wealth components across deciles of
ross household incomes. In analogy
with table 3, we focus on average val-
ues, which allow for adding up weighted
wealth components at the decile level
to entire net wealth. Again, it is im-
portant to remember that averages
mask the joint distribution of compo-
nents. In each decile, one household
could, in theory, own all real assets,
another household all financial assets
and yet another household the entire
debt. The mean values would be just
the same in this hypothetical case.”

We find wealth and income to be
strongly correlated. Real assets increase
across all deciles and in particular from
the 9" to the 10" decile, where they
more than double. This cannot be ex-
plained by investment income alone, as
we have seen in chart 9.

> See also the explanations on table 3.

Financial assets also tend to rise
across deciles, but the increase is mark-
edly flatter. Especially in the middle
deciles this also has to do with the ac-
quisition of real estate property. House-
holds with similar income and net
wealth have often accumulated fairly
large financial assets before they buy
their main residence, while displaying a
sharp decrease in financial assets
shortly afterwards. Before the pur-
chase, they had to save money and
owned very little real assets, while re-
porting very little financial assets but
relatively large real assets and substan-
tial debt thereafter.

Debt also tends to rise with income,
however at a lower rate. Compared
with the 1* decile, the 10" decile holds
18.0 times the real assets, 14.5 times
the financial assets but only 8.4 times
the debt of the 1st decile. Overall, this
results in slightly more than 18.5 times
the net wealth. This is because debt in
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relation to wealth in the 1* decile (10% feble
of gross wealth) is twice as high as in  Mean values across deciles of household gross income
the 10 decile (5% of gross wealth). _—
. Real assets + Financial — Debt = Net wealth
Chart 10 illustrates the data from assets
table 12 and again clearly shows the
. . EUR thousand
dominance of real assets across income
decil .16 Decile 1 49.7 7.6 5.6 51.8
eeres. Decile 2 645 145 32 758
A “typical” household can be re-  pege3 944 16.0 45 105.9
flected neither by mean values (which — Decile4 1329 339 90 1578
do not constitute robust statistics) nor <> 134 242 102 177
. Decile 6 181.7 349 1.6 2051
by median values. Charts 11 to 14 serve  Decile 7 2319 4.5 182 2563
to illustrate the enormous heterogene- ~ Decile8 2370 46.3 311 2521
. f l l k d b h Decile 9 344.0 534 324 365.0
1ty of asset levels masked by the mea- .19 895.7 110.5 469 9594
sures of table 12 and chart 10. They
show that, when it comes to wealth, a  ource: HFCS Austria 2074, OeNE.
“typical” household does not exist even
across incomes. In those charts, we in-  incomes. In those charts, we take into
dicate the mean values of the individual  account all the households of all income
wealth components from table 12 and  deciles, i.e. also households with zero
chart 10 and add three items from the —ownership of a given asset. This mat-
conditional (in terms of income deciles)  ters above all when we analyze the debt
distribution of the relevant component situation, as around two-thirds of all
within the deciles of gross household households do not have any debt. We
Chart 10
Mean net wealth components by household gross income deciles
EUR thousand
1,000
900
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700
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500
400
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200
100 -
01—
~100
Decile 1 Decile 2 Decile 3 Decile 4 Decile 5 Decile 6 Decile 7 Decile 8 Decile 9 Decile 10
== Real assets == [inancial assets = Debt == Net wealth
Source: HFCS Austria 2014, OeNB.
16 See chapter 2 on the underreporting (yffinancial assets and chapter 1 on links to the welfare state.
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Chart 11

Real assets by household gross income deciles

EUR thousand
1,400

1300
1,200
1,100
1,000
900
800
700
600
500
400
300
200

100

0

Decile 1 Decile 2 Decile 3 Decile 4 Decile 5

= P10 = Median = Mean = P90

Source: HFCS Austria 2014, OeNB.

Decile 6 Decile 7 Decile 8 Decile 9 Decile 10

show the 10", 50" (median) and 90"
percentile, i.e. the values indicating the
thresholds surpassed by 90% (10" per-
centile), 50% (50" percentile, median
value) and 10% (90™ percentile) of
households.

Chart 11 presents the real assets of
households. The 10" percentile of real
assets is close to zero up to the highest
income decile. The sample also includes
households with very high incomes but
very little real property. The median
rises markedly from the 5% decile
onward, quadrupling from the 5" to
the 7 decile. This reflects the growing
share of households owning their main
residence. Real estate owners are also
responsible for pushing the P90 ratio to
a real asset level of almost EUR
200,000 even in the lowest income
decile. If we compare this value with
the median for the 8" decile, we see

that at least 10% of the lowest-income
households hold more real assets than
around one-half of the households in
the 8" decile. Among high-income
households, the strong increase of the
mean value from the 9% to the 10"
income decile that was apparent already
in table 12 is driven by relatively few
households. The P90 ratio rises even
more steeply than the mean across the
two top deciles. The median grows at a
clearly lower rate.

Chart 12 shows the change of finan-
cial asset distributions across income
deciles, which differs visibly from the
change of real asset distributions, which
was characterized by increasing medians
from the middle deciles upward, re-
flecting ownership of the main resi-
dence. Financial assets increase rela-
tively steadily up to the 9" income
decile, with the gap between the
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Chart 12

Financial assets by household gross income deciles
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median and the mean — which nar-
rowed visibly for real assets from the
middle deciles onward — remaining rel-
atively stable until the 10" decile,
where the gap widens, as it did with
real assets. Even more so than for real
assets, the strong increase of the mean
is driven by relatively few households in
the case of financial assets. The median
of financial assets is only slightly higher
than EUR 50,000 even in the 10%™
income decile. When we compare the
P90 ratio in the 1** decile with the rise
of the medians, we find at least 10% of
the lowest-income households to hold
more financial assets than around one-
half of the households in the 6" decile,
which is again different from the real
asset patterns.

Chart 13 presents the debt percen-
tiles across deciles of gross household
incomes. Both the P10 ratio and the
median of debt are zero across all
income deciles, i.e. regardless of their
income decile, more than one-half of
households do not have any debt. Up to
the 4 decile, the mean and P90 values
are closely aligned at a very low level of
less than EUR 10,000. In the 4" decile,

the mean is even above the 90" percen-
tile, which implies that the mean is
driven by a few heavily indebted house-
holds. Typically, it takes a certain in-
come level to be eligible for larger mort-
gages, while lower-income families
mainly live in rented homes. While the
mean debt values rise slowly from the
6" decile, the P90 ratios already in-
crease from the 4™ decile. In this me-
dium income bracket, we find a mix of
smaller consumer loans and larger
mortgages. The P90 ratio markedly
rises from the 6% decile upwards as
mortgages crowd out consumer loans.
The mean values remain well below the
P90 ratio because up to the top income
decile more than one-half of households
do not (or no longer) have outstanding
loans, so they enter the calculation with
a value of zero. In the top half of the
income distribution, the spread mainly
results from the current repayment
levels for mortgages taken out to finance
the main residence. The smaller the
amounts borrowed and the further
the purchase of the main residence
dates back, the lower the outstanding
amounts tend to be.
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Chart 13

Debt by household gross income deciles
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Summarizing the individual wealth
components, chart 14 illustrates the
heterogeneity of net wealth across gross
household income deciles. Again, real
assets dominate the picture, with
financial assets dampening the rise of
the medians to some extent.

A key finding is that while income
and wealth are positively correlated,
low-income households with relatively
great wealth coexist with high-income
households with relatively little wealth.
For example, 10% of households in the
1** decile of the income distribution
have more net wealth than 50% of
households in the 8" decile, while 10%
of households in the 10" decile of the
income distribution are less wealthy
than 50% in the 5" decile. There are
high-income, low-wealth houscholds,
and there are high-wealth, low-income

houscholds. In other words, the distri-
bution of net wealth is highly uneven
also within income deciles.

3.3 Saving and consumption

Private consumption is a variable that is
difficult to capture in household sur-
veys as it is very complex both concep-
tually and in terms of measurement.
While the analysis of wealth is fraught
with valuation problems, consumption
can only be measured adequately when
the relevant questions are answered
completely. The problem with con-
sumption expenditures is that they are
casily forgotten or overlooked, that
consumption varies a lot, and that reg-
ular expenses (food, energy, etc.) must
be differentiated from irregular pur-
chases. Most consumer purchases are
for small amounts, but every now and
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Chart 14

Net wealth by household gross income deciles
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then consumers will also buy big-ticket
items, such as a car or a washing machine.
Lower-income households will spend
almost their entire income on nondurable
consumer goods (food, energy, housing,
etc.), which account for a comparatively
small share of higher-income households’
consumption expenses.

The HFCS gathers data on con-
sumption expenses in the 12 months
preceding the survey. Therefore, the
likelihood that respondents may forget
to mention purchases made long ago, a
typical problem with questions on in-
heritances and gifts, is rather limited.
Nonresponse is much less common
with consumption-related ~questions
than with wealth/income-related ques-
tions. Households will typically be less
sensitive about disclosing consumption

habits than about sharing information
on income and, in particular, wealth.
Chart 15 shows monthly consump-
tion expenses as estimated by house-
holds, excluding housing costs, loan
repayments, insurance premiums and
one-off payments such as vehicle pur-
chases. Accordingly, 20% of house-
holds spend less than some EUR 600
per month on consumption, and 65%
of households spend less than about
EUR 1,000. Consumption expenses
very much depend on the number of
people living in a household. What
becomes clear is that monthly con-
sumption is less unequally distributed
than income and wealth. This shows
that lower-income and less wealthy
households tend to spend more on con-
sumption relative to their income
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Chart 15

Distribution of monthly consumption expenditure from the 1t to the 99*" percentile
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Note: Consumption expenditure of a typical month, excluding rent, taxes, financial payments (e.g. loan repayments, insurance premiums, payments
into pension plans) and one-off payments (for purchasing, e.g, valuables, cars, major household appliances or furniture).

(and wealth) than higher-income and
wealthier households, even though they
are comparatively older.

Apart from surveying household port-
folios, the HFCS also identifies the
range of purposes for which households
save. Identifying saving motives is help-
ful in assessing how much money people
save and how regularly they put money
aside.

Table 13 provides a breakdown of
the saving motives that respondents
identified as their main motive.

More than half of respondents
(52.2%) mentioned precautionary sav-
ing as their main reason to save. Those
respondents typically have little wealth
and lower incomes than other respon-
dents. They put money by with a view
to building an emergency buffer, in
case they were to lose their job, etc.
The second-largest group of respon-

dents (around 10%0) mainly saves for re-
tirement. This group is wealthier and
has higher incomes.

The cornparatively youngest group
saves to buy real estate and has rela-
tively little wealth as yet, but high in-
comes. In contrast, those saving to sup-
port their children or to finance their
education are comparatively well off
and also relatively young. The high-
est-income, high-wealth group must
save to be able to pay off debt at a later
stage. Those are typically borrowers
who have taken out bullet loans and
save toward a repayment vehicle. The
next-to-youngest and least wealthy
group with relatively low incomes saves
to buy a car. Finally, a small (2%) and
relatively old group (around 68 years)
of households saves to leave money for
their heirs.
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Table 13

Households’ main saving motives

Median
Saving motives Net wealth Gross annual Age of reference
Income person
Share in % ‘ EUR thousand ‘ EUR thousand ‘ Years
Provision for unexpected events 52.2 104.3 335 59.0
Old-age provision 9.8 13441 396 56.0
Purchase of house/apartment as main residence 7.0 724 50.2 40.0
Education of/support for children and grandchildren 6.7 120.0 422 46.6
Major purchases except vehicles 4.8 309 319 46.0
Purchase of vehicles 4.5 219 321 40.2
Travel/holidays 39 274 335 51.6
Repayment of loans/debt (e.g. repayment vehicles) 3.5 210.8 524 452
Bequests 2.0 41.0 334 67.6
Renovation/maintenance of a property 1.6 238.2 34.0 60.8
Other 4.0 48.3 30.7 58.6
Source: HFCS Austria 2014, OeNB.
Hence, saving motives depend on  bereavement, which causes ambivalence
what a household has: Different levels and may create unwillingness to dis-
of wealth, income and age result in dif-  close things which may appear too per-
ferent motives for saving. sonal to share. Nonresponse is espe-
cially high with regard to questions
3.4 Inheritances about the size of inheritances. In addi-
There are two ways in which people may  tion, surveys on inheritances typically
acquire wealth: They either save from come with a number of difficulties
their income or they receive gifts or in-  which need to be taken into account
heritances from other people. Inheri- when interpreting the results. As a case
tances and gifts play a key part in creating  in point, people may fail to recall the
wealth (e.g. financing the main residence, — absolute size of gifts or inheritances.
businesses or other investments), and ac-  The recall bias increases for inheri-
cumulated wealth, in turn, provides the tances received a long time ago.
basis for future gifts and inheritances (see ~ Respondents may have forgotten the
Fessler and Schiirz, 2005). value of inheritances or the year when
Inheritances are usually intergener-  they received them. Furthermore, not
ational transfers within a family. Larger ~ all respondents can be expected to
gifts are less common and usually of a  neatly differentiate between inheri-
lower value than inheritances. Inheri-  tances and gifts.
tances and gifts are positively cor- Wealthier households, which have a
related: people whose parents were able  higher incidence of inheritances, are
to support them financially already generally underrepresented in household
during their lifetime are also more likely ~ surveys and are more likely to decline to
to inherit. Usually people receive gifts respond if they do participate. There-
much earlier in life than inheritances. fore it is safe to assume that household
Survey questions about inheritances ~ survey-based estimates of inheritances,
touch upon a number of taboos. By like wealth itself, are downward biased
definition, people who have received and that inheritances indeed play an
inheritances have also suffered a even more important role in the accu-
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Table 14

Share of households that have received inheritances by

household size

1 person

2 persons

3 persons

4 persons

5 or more persons

Source: HFCS Austria 2014, OeNB.

Inherited main | Other Overall

residence inheritances

Share in %

8.5 24.8 322

144 293 391
19.8 31.0 43.3
18.6 294 39.0
259 36.0 50.0

mulation of wealth than the observed
data suggest.

For the sake of simplicity, we limit
the analysis of inheritance data in this
report to household-related inheri-
tances. Moreover, we look at the com-
bined sum of inheritances and gifts and
neglect their sources. Since calculating
the present value of past inheritances
would also require numerous assump-
tions, we confine ourselves to the ques-
tion whether households have received
inheritances or not and to related descrip-
tive statistics.

As inheritances are typically made
by individuals rather than households
(see also chapter 3.1), it is important to
take household size into account in par-
ticular. The share of households that
have inherited tends to increase with
houschold size. Moreover, the main

Table 15

Share of households that have received inheritances by age

of reference person

16-29 years
30-39 years
40-49 years
50—64 years
65-74 years
75 years and over

Source: HFCS Austria 2014, OeNB.

Inherited main | Other Overall
residence inheritances
Share in %
9.9 18.7 25.8
Dt 22.5 284
14.7 28.2 373
18.5 311 43.0
1.7 352 441
141 26.5 379

residence plays a significant role:
one-quarter to one-half of all inheri-
tances relate to the main residence.

Another factor that plays a major
role is age, because the likelihood of
having received an inheritance from
one’s parents or grandparents by defini-
tion increases with age.

Table 14 shows the share of house-
holds that have received inheritances by
household size broken down by main
residence and other inheritances (such
as the home of one’s parents in case
respondents do not use it as their main
residence). As throughout this study,
the main residence refers to the house-
hold’s main residence at the time of the
survey.

Table 15
households that have received inheri-
tances by the age of the reference per-
son. The older the reference person is,
the higher the likelihood that the
household has received inheritances —
except for the oldest age group. Here, it
remains unclear whether respondents
“forgot” to report inheritances or
whether it is a post-war phenomenon.

indicates the share of

While it is obvious that inheritance
values should have increased sharply as
people were able to build up wealth af-
ter World War 11, it is not clear whether
the
have risen as well. In any event, a sub-
stantial share of inheritances reaches the
recipients at a relatively advanced age.

Table 16 shows the share of house-
holds that have received inheritances
by the educational attainment of the
reference person. The higher the edu-
cation of this person, the higher the
share of households that received inher-
itances. Again, it is important to
remember that this relationship has
weakened markedly given the expan-
sion of education. People with a higher

incidence of inheritance should

level of educational attainment are
mainly found among younger reference
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persons who have lower inheritance
ratios than in households with older
reference persons (see table 15).

Table 17 identifies the share of
households that have received inheri-
tances, by tenure status of their main
residence (homeowners and others).
Here we find only around 22% of ten-
ants, more than one-half of homeown-
ers (53.1%) and 34.3% of respondents
who do not pay for the use of their main
residence to have received inheritances.
Moreover, the data show that almost
one out of three households (29.1%)
living at and owning their main resi-
dence have inherited it. This also goes
toward explaining the relatively low
debt ratio in Austria that we already
discussed in chapter 2 and will examine
in greater detail in chapter 4.

When we analyze the share of
households that have received inheri-
tances by age of reference person and
tenure status of main residence (i.e. a
combination of tables 16 and 17), we
find young people who own their main
residence to have the highest incidence
of inheritances. Almost two-thirds of
households with reference persons aged

Eurosystem Household Finance and Consumption Survey 2014
First results for Austria (second wave)

4 Risk-bearing capacity of
indebted households
According to table 2, 34.4% of all
households are indebted and about 16%
of households (some 32% of all house-
holds that have at least partial owner-
ship of their main residence) have in-
curred debt for which they use their
main residence as collateral. The me-
dian of about EUR 60,000 and the
mean of around EUR 90,000 mainly
reflect the current status of repayment
of loans taken out to finance homes.
Some 21% of households have unse-
cured debt. For instance, around 12%
of households have overdrawn at least
one of their accounts by a median of
EUR 1,000 (in total). In the segment of
unsecured debt, uncollateralized loans
account for the highest share, about
EUR 17,000 on average (see chapter 2).
Heavily indebted households are not
necessarily those that pose a risk to

financial stability. They are typically

Table 16

Share of households that have received inheritances by

level of education

Inherited main | Other Overall
16 to 29 years have inherited their main residence inheritances
residence. This suggests that reference Share in %
persons who have come to own their Compulsory education or below 12.0 232 312
main residence at a Vvery young age have  Apprenticeship, vocational school 134 229 323
: : : : Upper secondary, school-leaving
done so prlmarlly th.rou?gh 1nher1.tance. oo e 331 453
Among tenants, the incidence of inher-  University, technical college 147 370 463
itance is consistently below the inheri-
. Source: HFCS Austria 2014, OeNB.
tance share of homeowners in all age
groups. Table 17
Inheritan | k role in . . .
heth ¢ ‘}cla Cesh ]{)day a e)}fl . ole . Share of households that have received inheritances by
whether households own their main  ¢enyre status of main residence
residence or not. Beyond the share of
households (29.1%) who were observed Inherited main | Other Overall
. ; . ) ] residence inheritances
to have inherited their main residence,
in O
table 18 implies that inheritances are share n %
instrumental in financing ownership of {2 owned 291 333 >3
: . g 1P Rented 00 219 219
the main residence for the remaining  Free use 0.0 343 343
households.
Source: HFCS Austria 2014, OeNB.
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well able to service their debt or have
sufficient financial assets to clear their
debt. In fact, the households that are
most likely to have difficulties in meet-
ing payments are usually those with
very small consumer loans — and for
this very reason they do not constitute
a high risk to financial stability. How-
ever, it is the perspective that matters.
From a household perspective, even a
small amount of debt may be a very
heavy burden or even constitute an
existential threat.

Risks to financial stability arise
from households only if their risk-bear-
ing capacity is not ensured, causing
them to default on their loans. The
lower the recoverability of the out-
standing amounts — for example, by
selling collateral —, the more costly
such defaults are for creditor banks.
For financial stability to be jeopardized,
the size and the number of defaults
would need to reach a critical mass.
Austrian law is very strict in this re-
spect. The cost of defaulting on a loan
is very high. Hence, creditors are in a
comparably strong position. Home-
owners defaulting on, say, a mortgage,
cannot simply hand over the key to the
home they use as collateral to their
creditor — as they would be able to do
in many states of the U.S.A. The liabil-
ity of defaulting debtors is not limited

to the collateral involved, i.e. the home
in question, but extends to their entire
wealth and income, including future
income up to the protected earnings
limit in the case of wage execution.
This is one of the reasons why loan
defaults are very rare in Austria.
Overall, household debt is in gen-
eral relatively low in Austria. This is
true both for the share of indebted
households and the level of debt, re-
flecting the high share of rental housing
in the country. The high share of rental
housing results from the high share of
public housing as well as cooperative
housing and the relatively large seg-
ment of homes subject to stringent rent
control. Only 47.7% of households own
their main residence. Almost one-third
of these has inherited their property
and only another third continues to
have outstanding mortgages, taken out
to finance the property. Beyond those
mortgages, it is very rare for Austrians
to use their home as collateral for other
loans — the only exception being mort-
gages on other real estate property. The
loan-to-value ratios are also fairly mod-
erate in Austria, i.e. only very few
households have more debt than their
main residence is worth at present.
Furthermore, domestic banks seem to
be rather restrictive when it comes to
setting loan instalments in relation to

Table 19

Debt covered by assets

With debt Share in total debt

(not covered)

%
Debt 344 100.0
Debt minus sight account balance 315 96.6
Debt minus sight and savings accounts balance 214 734
Debt minus financial assets 19.0 65.6
Debt minus financial assets and other real estate property 17.2 553
Debt minus financial assets, other real estate property and main residence 74 89
Debt minus total gross wealth 56 6.9

Source: HFCS Austria 2014, OeNB.
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Chart 16

Debt and debt coverage by selected wealth components
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prospective income — at least for
Austrian consumers.

Table 19 compares the debt of in-
debted households with the individual
components of their gross wealth. Step
by step, asset components are deducted
from household debt, carrying forward
only those households with outstandin
debts that are not secured by the rele-
vant assets.

Many indebted households have
considerable financial assets. Almost
35% of debt is already covered by rela-
tively liquid funds, leaving only 65.6%
of total debt not secured by financial as-
sets. When real estate property and
other real assets are deducted as well,

the share of indebted households goes
down to 5.6%, accounting for 6.9% of
total debt.

Chart 16 presents these observa-
tions broken down by the level of debt
across the distribution of debt. In this
view, 70% of indebted households
(remember that 34.4% of houscholds
are indebted) have debts amounting to
less than EUR 50,000. In other words,
only around 10% of all households have
debts exceeding EUR 50,000. When
adjusted for financial assets, this value
decreases to 7%. All distributions refer
to those households that continue to
have outstanding liabilities following

the netting of debt (see table 19).
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Overall, the debt of households
therefore poses only a low risk to finan-
cial stability. The OeNB plans to carry
out several analyses and studies on this
issue, as has been the case in the past
(Albacete and Lindner, 2013 and 2015;
Albacete et al., 2014). Most recently,
we addressed the implications of changes
in housing prices for financial stability in
the OeNB’s July 2016 Financial Stability
Report (Albacete et al., 2016).

5 Comparison of wealth levels
2010/2014

This chapter compares the key wealth
components as identified by the HFCS
2010 and the HFCS 2014. It is crucial
to note that the response rate of the
second wave was almost 6 percentage
points lower (49.8%, versus 55.7% in
the first wave). Given selective nonpar-
ticipation, nonresponse weights served
to offset the lower response rate only to
some extent. Differences in measures
may also arise at random, especially with
measures that are influenced strongly
by individual observations. Hence, com-
parisons over time must be treated
with caution."” Again, robust statistics
(e.g. medians or percentiles) will be
more reliable than nonrobust measures
(e.g. mean values), because they are less
sensitive to problems that are typical of
houschold surveys. Furthermore, the
meaningfulness of comparisons at the
top end of the distribution is limited
because, given the skewness of the dis-
tribution in that range, even small changes
in the coverage of the household popula-
tion or in the under- reporting of high-
value assets could improve or deterio-
rate results considerably (see chart 20).
Finally, potential sampling errors as a
result of a lack of oversampling of the
top tail should not be underestimated.

The literature and the scientific
community diverge on the question of
whether net wealth should be adjusted
for inflation. Such adjustments are reg-
ularly performed for incomes, but they
are problematic even in the case of in-
come microdata. Inflation is measured
on the basis of a standardized basket of
goods and services. By definition, this
basket does not cover the entire distri-
bution of different inflation rates actu-
ally faced by individual households
(Fessler and Fritzer, 2013).

Transferring this consumption-
oriented concept to wealth is even more
problematic (see box 6). For example,
it could be argued that past real estate
prices should be adjusted with a real
estate price index and that stock prices
should be adjusted with a stock ex-
change index rather than with the con-
sumer price index. Therefore we do not
apply any adjustments in this chapter at
all and only report the values observed
as they were collected at the given time.
As a result, this comparison focuses on
the data structure in 2010 and 2014 and
on a rough description of major changes.
As discussed in chapter 1.2, changes may
be due to a variety of reasons, which need
to be evidenced by research.

Given the complex survey design,
multiple imputations and the use of
replicate weights, variance estimation
constitutes a particular challenge. In
general, it was possible to considerably
increase precision through various im-
provements to the survey design of the
second wave. For details, see the re-
spective methodological notes (Albacete
et al, 2016b). Here, we report variance
estimates for a few selected statistics in
appendix A2'" to document the uncer-
tainty linked with the estimates.

17 See also box lfor problems that may arise when comparing datafrom two HFCS waves.

I8 Variance estimates were calculated | for all statistics in this report and considered accordingly when interpreting the data.
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Box 6

Household balance sheets and inflation'

Real and nominal changes in economic data differ because of price developments. An increase
in nominal household income by, say, EUR 100 does not necessarily imply that households
actually had an extra EUR 100 to spend. Changes in household purchasing power depend on
the rise and fall of prices that are relevant for the household’s basket of good and services. If
these prices rise by more than EUR 100 in total, households suffer a drop in real income. In
some finance and consumption surveys, the results from previous waves are adjusted for com-
parison over time, to get a rough idea of the goods and services a household’s finances would
buy.

Apart from permitting future consumption, however, wealth also fulfills other important
functions for which the distinction between nominal and real values is of lesser importance
than for the income from which households largely finance current consumption. These func-
tions include ownership of homes, improvement of social status and transfer of wealth. Infla-
tion adjustment would be conceptually consistent only where a wealth component is sold and
the money received is used for consumption corresponding to the standardized basket of
goods and services. It makes little sense to use a standardized basket of goods and services to
adjust the value of real estate property that is usually held for a long time and accounts for
the majority of household wealth in Austria. Furthermore it is unclear which index should be
used for adjustments. Inflation rates differ depending on the spending behavior of households
(see Fessler and Fritzer, 2013). Thus, different inflation rates could be used for different
groups of households. But how to define those groups when there is an infinite number of op-
tions? As the HFCS essentially deals with components of the household balance sheet, it would
make sense to use different indexes to adjust individual household wealth components for
changes over time. This implies, however, a different understanding of inflation, i.e. among
other things, the use of asset price inflation instead of consumer price inflation, thus breaking
the usual link to consumption.

In this publication of first results from the second HFCS wave in Austria, the focus is on
presenting the data collected. Hence, we compare nominal values as reported.

" In analogy with the inflation rate, adjustments for purchasing power parities or exchange rates may be discussed for
different countries.

Table 20 shows participation rates
at the level of wealth components.
These rates hardly changed against the
HFCS 2010. Interestingly, the value re-
ported for other valuables under real as-
sets — which constitute a relatively minor
wealth component, though — has gone
down. It remains an open question
whether the decline in the participation
rate, from 23.6% to 16.2%, may reflect a
growing anxiousness to disclose informa-
tion about valuables kept e.g. at respon-
dents’ main residences, i.e. the place of
the interview.

There has also been a decline in the
reported levels of investments in self-em-
ployment businesses. Here, the participa-

tion rate, including agricultural busi-
nesses, decreased from 9.4% to 7.0%.
This component does not cover all direct
investments in self-employment busi-
nesses, though; silent participations in
which no household member has an active
function are included under “other finan-
cial assets.” Other real estate property,
for which participation also slightly de-
creased, covers assets that are not held via
a company but nevertheless used for busi-
ness purposes. Especially for these less
common components, differences may
also arise from sampling errors and prob-
lems related to the coverage of the popu-
lation. Overall, participation rates seem
to be very stable for real assets.
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Participation rates have also remained
stable for the components of financial
wealth, with two exceptions: The share
of households with saving plans with
building and loan associations appears
to have gone down somewhat, from
54.7% to 49.2% — a decline that has
also been reflected in the total for
savings accounts. The share of volun-
tary savings plans for retirement has
also dropped, from 17.7% to 14.5%.
However, these figures also very much
depend on which savings instruments
respondents actually identify as retire-
ment savings plans other than state-
sponsored retirement provision plans.

There has been a slight decline in
the shares of households with secured
debt and unsecured debt. Overall, we
found the patterns to be highly stable,
though. What stands out is the substantial
increase in participation for loans from
family and friends (from 0.9% to 4.8%).
This may be a crisis phenomenon, yet the
increase is also likely to reflect that
loans from family and friends were a
separate question in the second wave.
The questionnaire was adjusted to this
effect because loans from family and
friends were found to be a relevant debt
component in the first wave.

Table 20 also compares conditional
medians. Under real assets, the condi-
tional median increased distinctly
for real estate property. For the
main residence, the conditional median
increased by 25%, from around
EUR 200,000 to some EUR 250,000.
For other real estate property, the con-
ditional median rose even more sub-
stantially, by about 32%. The median
for direct investments in self-employ-
ment businesses fell from around EUR
181,000 to around EUR 163,000. This
may reflect a more pessimistic senti-
ment among owners of private busi-
nesses, which may have prompted them
to report lower market values for their

businesses. However, when we add real
estate property directly owned by
households but used for business, the
overall value of investments in self-em-
ployment businesses reported in the
second wave was actually slightly above
the value reported in the first wave.

The median values for financial
assets tended to increase slightly. For
savings accounts, the median value rose
from around EUR 12,000 to around
EUR 14,000. For higher-risk invest-
ments, such as mutual funds and shares,
the median values grew somewhat more.
Only publicly traded shares saw a slight
decrease. Even robust median values,
however, have to be interpreted with
caution for less common components,
not least because higher-risk assets are
mainly held by wealthier households for
which coverage and underreporting
problems are of special relevance.

With regard to debt, developments
diverged in different directions be-
tween secured and unsecured debt.
While outstanding amounts of secured
debt and its components were substan-
tially higher in the HFCS 2014, the
median values for unsecured debt and
its components remained broadly
stable. For example, the median value
for outstanding loans using the main
residence as collateral increased from
around EUR 37,000 to around EUR
60,000 and for loans secured by other
real estate from around EUR 36,000 to
around EUR 53,000. Yet these in-
creases may result not only from addi-
tional new loans; they may also be
related to the phenomenon of bullet
loans, which are very often foreign cur-
rency loans. Here, the amounts bor-
rowed remain outstanding until the
loans are cleared in full upon maturity.
However, the euro equivalent of those
outstanding amounts has since in-
creased given the unfavorable develop-
ment of the Swiss franc.
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Under unsecured debt, the two
most important components in relative
terms — unsecured (consumer) loans
and overdrafts (sight account credits) —
decreased slightly. The median of unse-
cured debt fell from around EUR 8,000
to some EUR 6,000. Overdrafts only
saw a minor decline, from around
EUR 1,200 to EUR 1,000.

The mean values are strongly influ-
enced by the values recorded at the
upper tail of the distribution. This
also becomes evident in the variance
estimations (see table A2 in the annex).
This effect is stronger for wealth com-
ponents that are held by just a few
households and typically households at
the top of the wealth distribution, such
as bonds. Their mean value dropped
sharply from about EUR 103,000 to
about EUR 34,000, probably due to a
combination of the two aforementioned
phenomena. Only very few households
are invested in bonds. As a result, the
conditional mean value can be pushed
up sharply by a few randomly sampled
households with particularly high hold-
ings. At the same time, bonds are
mainly held by wealthy households.
Lower coverage of this group will not
only affect the mean value; at the right
tail of the distribution even robust sta-
tistics might be affected quite strongly
given the skewness of the distribution.
We illustrate this problem in chart 20.

In general, the lower response rate
(around 6 percentage points) in the sec-
ond wave of 2014, its selectivity and
necessarily imperfect corrections using
weights would imply that the top end of
the distribution is subject to lower
coverage and higher underreporting
(especially for financial assets) than in
the first wave of 2010. For this reason,
the comparability of the respective
means or totals is limited.

In the case of real assets, the condi-
tional means of real estate property

Eurosystem Household Finance and Consumption Survey 2014
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have risen sharply. In particular, the
mean value of main residences — albeit
strongly influenced by very high values
— is based on almost the entire upper
half of the net wealth distribution and
therefore is less problematic than the
mean value of other real estate prop-
erty. The latter is characterized by a
low participation rate and is mainly
held by very wealthy households. The
mean value of investments in self-
employment businesses is slightly lower
in the HFCS 2014 than in the HFCS
2010. This may reflect a more pessi-
mistic economic sentiment among
business owners, or a comparatively
larger allocation of businesses to other
real estate property used for business
than in 2010. Again, this is a particu-
larly sensitive measure since invest-
ments in self-employment businesses
have been made by only a few, but
especially wealthy households.

In the case of financial wealth, the
mean values are lower in the HFCS
2014 than in the HFCS 2010 almost
across the board. This must mainly be
due to HFCS survey problems because
we know from the national accounts
data that the total stock of financial as-
sets held by the household sector in fact
increased in the reference period (namely
to EUR 604.7 billion by the end of 2015).
It has to be assumed that the problem of
underreporting of financial assets (espe-
cially at the right tail of the distribution) is
even higher in the HFCS 2014 than it was
in the HFCS 2010.

In the case of sight and saving
accounts, the medians rose while the
mean values fell. These wealth compo-
nents are held by almost all the popula-
tion, and valuation problems were very
rare during the survey. The data thus
point to underreporting, especially at
the top end of the distribution.

This type of uncertainty does
not constitute a major problem for
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Table 20
2010 versus 2014: components of net wealth
2010 2014
Partici- Conditional | Condi- Partici- Conditional | Condi-
pation median tional pation median tional
mean mean
% | EUR thousand | % | EUR thousand
Real assets vehicles 749 8.0 1341 76.6 7.5 109
main residence 47.7 200.0 2581 47.7 250.0 288.7
other valuables 23.6 39 12.8 16.2 3.8 19.0
other real estate property 134 94.0 2279 1241 1244 330.5
investment in self-employment business (incl. farms) 94 180.6 7314 7.0 163.0 6884
Financial assets sight accounts 99.0 0.7 3.2 99.3 1.0 2.6
saving accounts 871 11.7 3041 85.3 13.5 269
savings plans with building and loans associations 547 34 53 49.2 4.0 6.7
life insurance contracts 38.0 111 269 383 124 224
voluntary private pension plans 177 8.1 234 14.5 91 247
mutual funds 10.0 11.2 554 10.0 151 441
money owed to household 103 2.6 15.8 8.3 2.1 129
stocks 53 VAl 269 54 104 24.5
bonds 3.5 13.8 1029 4.0 1.7 34.0
other financial assets’ 1.6 7.7 64.5 1.5 10.0 71.6
Debt collateralized debt 184 375 76.3 16.7 60.4 89.5
main residence 16.6 37.3 727 15.5 599 89.0
other real estate property 24 364 80.2 1.5 53.0 75.7
uncollateralized debt 214 3.0 12.7 20.6 29 11
overdrafts 13.6 12 2.3 12.3 1.0 23
noncollateralized loans 111 8.0 21.5 1.7 6.2 16.8
loans from family and friends 0.9 3.2 1041 4.8 29 7.8
outstanding balance on credit cards 1.5 0.5 1.0 14 13 2.7

Source: HFCS Austria 2010, HFCS Austria 2014, OeNB.

! The presentation has been slightly altered compared with the report on the results from the first wave. The values reported under “other financial assets” in the first wave were 2.3%
for participation, EUR 4,722 for the conditional median and EUR 45,846 for the conditional mean. The differences between these values and those published in this report are due to a
change in definition. In the first wave, households with trust accounts who said that they had reported the values under other individual positions were included in “participation,” but
their values were set to zero to avoid double counting; in this report, by contrast, these households are set to zero already under “participation,” i.e. they are treated like households
without trust accounts. Using the old definition would yield the following values: participation: 2.3%; conditional median: EUR 4,157; conditional mean: EUR 47,138.

economic models in which a high number
of variables is used in parallel. It is how-
ever a serious problem for estimating
mean values and other nonrobust statis-
tics and population parameters, such as
the Gini coefficient and top shares.
This problem could only be remedied
with oversampling on the basis of a
priori information on the actual distri-
bution of wealth in combination with a
mandatory survey.

In the following, we compare con-
ditional medians for selected socioeco-
nomic household characteristics.

Chart 17 shows that households
with older reference persons have rela-

tively higher net wealth than house-
holds with younger reference persons
in the HFCS 2014 compared with the
HFCS 2010.

Chart 18 presents the medians of
net wealth by tenure status of the
household main residence for the HFCS
2010 and the HFCS 2014. While the
median net wealth was around EUR
241,000 for homeowners in the HFCS
2010, it reached around EUR 301,000
in the HFCS 2014. This increase of
about 25% roughly corresponds to the
increase in the value of the main resi-
dence. In contrast, tenants had a median
net wealth of around EUR 11,500 in
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Chart 17

2010 versus 2014: median values of net wealth by age of reference person
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the HFCS 2010, which remained
broadly unchanged in the HFCS 2014
(EUR 11,300). When interpreting this
result, it has to be borne in mind that
the HFCS samples of 2010 and 2014 do
not include the same tenants and that
the population has changed, given
deaths and household fluctuations (new
households and changes in household
members). Nevertheless, both samples
are representative of Austrian tenant
households at the relevant time.

When it comes to wealth, we must
think of two worlds: the world of main
residence owners and the world of ten-
ants. The latter have some financial
assets but very little real assets. Their
wealth has not increased since the
HFCS 2010 and they cannot keep up
with homeowners in a comparison of
wealth. The group of nonowners is
among the losers of the financial and
economic crisis, whereas the group of
homeowners is among the winners.
The absence of wealth increases among
tenants shows that building ownership
cannot provide short-term economic
policy solutions in a world polarized

with regard to wealth. The assets of
tenants are too low to build ownership,
and such low assets are needed to offset
short-term income fluctuations.

A comparison of wealth inequality
based on the HFCS 2010 and the HFCS
2014 evidences the need for differenti-
ated statistical analyses. It would be
wrong to give a simple answer to the
question as to whether inequality in

Chart 18

2010 versus 2014: median values
of net wealth by main residence
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Table 21
2010 versus 2014: inequality measures
2010 2014
Gross wealth Net wealth Gross wealth Net wealth
Inequality measures  Gini coefficient! 0.73 0.76 0.71 0.73
GE(2)? 4.0 4.5 10.2 11.5
P75/P25 224 243 27.0 28.6
P90/Median 6.2 7. 54 6.0
P90/P10 233.7 5811 251.8 521.2
%
Top shares Top 1 217 229 239 254
Top 5 45.5 47.6 41.6 434
Top 10 58.8 611 53.5 55.5
Top 20 744 76.6 70.0 721
Lower half 39 2.8 4.0 3.2

Source: HFCS Austria 2010, HFCS Austria 2014, OeNB.

" The Gini coefficient may take a value greater than 1 if the data contain negative values.

2 GE(2) is a generalized entropy index where o = 2.

wealth has increased or decreased in
Austria since 2010. The Gini coeffi-
cient of net wealth shows a reduction
(statistically not significant at a 5% level
of significance') from 0.76 in 2010 to
0.73 in 2014. At the same time, though,
there has been a significant increase in
the GE(2) measure, which is more sen-
sitive to development at the tails.
When we compare HFCS 2010 and
2014 data, we find the top shares in
wealth —top 1, top 5, top 10 and top 20
— to have developed in different direc-
tions. While most top shares in overall
wealth have declined, pointing to a
more equal distribution, the top 1%
share has increased, pointing to an
increasing concentration of wealth. Es-
pecially with such small shares (top 1 =
some 30 houscholds surveyed), the risk
of sampling errors must be considered.
Moreover, there is the problem of cov-
ering the population at the right tail, as
discussed above, which appears to have

worsened in the HFCS 2014.

Charts 19 and 20 illustrate the signi-
ficance of the coverage problem at the
right tail. As discussed, the nonre-
sponse rate increased by 6 percentage
points in the second wave of 2014, and
this increase is likely to have affected
mainly the upper half of the distribu-
tion.”® Charts 19 and 20, which com-
pare the wealth distributions as identified
by the 2010 and 2014 HFCS surveys,
also show the impact of a hypothetical
1-percentile shift in the 2014 distribution.
This is to illustrate how nonresponse by
a small percentage of households
changes the distribution when occur-
ring at the upper tail.

The wealth distributions of 2010
and 2014, shown from P5 to P95, in-
tersect several times. This means that
certain parts of the distributions be-
came more unequal and others more
equal. The slope of the curve percepti-
bly flattens in the upper middle sec-
tion, reflecting above all the rising
value of main residences. However, at

o Testing whether the difference of the two statistics significantly differs from zero is questionable anyway, given the
likelihood (jdgﬁrerences in coverage and reporting (see Manski, 2003, and American Statistical Association,

2016).
20 See explanations for table 20.
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Chart 19

2010 versus 2014: distribution of net wealth from the 5t to the 95 percentile
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the very top of the distribution (not
shown in the chart), the distribution
curve for 2014 steepens again, inter-
secting the distribution curve for 2010
once more in the top percentile. In the
case of such diverging developments
reflected by intersecting quantile func-
tions (or Lorenz curves), the Gini coef-
ficient is of little use. Shifting the dis-
tribution curve for 2014 to the left by a
mere 1 or 2 percentiles to illustrate
uncertainty — assuming, say, more non-
responses and therefore poorer cover-
age at the top tail of the distribution’ —
puts the 2014 curve clearly above the
2010 curve at the top end.

Chart 20 shows the absolute differ-
ences between the percentiles of 2010
and 2014, indicating the distances
between the lines shown in chart 19.
Again, the chart does not depict the
final reversal of the differences mea-
sured at the top of the distribution,
causing the blue curve (distribution
observed in 2014) to return to a level
above zero. Likewise, the intersections
occurring at the bottom tail cannot be
made out because the differences are
too small. What the chart clearly

shows, though, is that the impact of a
shift of the 2014 distribution by 1 or 2
percentiles to the left, i.e. slightly
poorer coverage at the top tail, remains
highly limited up to the 85" or 87" per-
centile or so. By the 95" percentile,
though, the distribution is so skewed
that this shift would result in a consid-
erable increase, by around EUR
150,000, rather than the actual decline
by roughly EUR 150,000. In other
words, the picture would be reversed.
Essentially, this hypothetical shift un-
derlines the uncertainty to which the
estimates are subject with regard to
coverage and underrepresentation.
However, conditional on coverage, the
replicate weights (see table A2 in the
appendix) provided for the HFCS data-
set allow for the correct estimation of
the variance for all estimators, taking
into account the realized complex
sample and multiple imputations.
Having analyzed the data generated
in the HFCS for Austria, we do not
conclude that it is impossible to make
any judgments about the wealth distri-
bution, but rather that the data primar-
ily warrant middle-range analyses, and

2l The simple shift applied here implies that the coverage of the population included in the top 5% share of the

actual distribution is lower by 1.01% or 2.04%.
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Chart 20

Difference in net wealth between 2010 and 2014 from the 5% to the 95" percentile
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that better data are needed to analyze
the top tail of the distribution. While
estimations for the top tail (see Ver-
meulen, 2016) may provide indications
of actual inequality, they are no substi-
tute for the combined distributions of
various characteristics existing for other
ranges of the distribution and do not
permit analyses of wealth in a socioeco-
nomic context. See Manski (2003) for a
detailed theoretical overview of the
issue of coverage and its consequences
for estimating population parameters.

6 Concluding remarks

This report gives a first overview of the
results from the second wave of the Eu-
rosystem HFCS in Austria. The HFCS
has essentially been designed to provide
insights into the balance sheets of
households, i.e. into their wealth and
debt situation. The HFCS generates an
extensive set of data which enable the
analysis of a broad range of issues re-
lated to the maintenance of monetary
and financial stability as well as general
economic policymaking. This first re-
port, together with the methodological
notes (Albacete et al., 2016b), presents
key findings and offers an introduction
to research based on HFCS data.

The main HFCS results for Austria
are as follows:

The distribution of the individual
components of net wealth varies con-
siderably. While almost all households
hold financial assets, less than one-half
of Austrian households own their main
residence or have partial ownership
thereof (about 48%). Only about 34%
of households have debt, most com-
monly in the form of mortgages taken
on the household main residence or
other property. The size of real assets
exceeds the size of financial assets.
Among real assets, investments in
self-employment businesses are partic-
ularly unequally distributed. Among fi-
nancial assets, riskier investments with
lower participation rates are less equally
distributed.

Household wealth tends to increase
with age, income and education. Debt
is positively correlated with wealth and
high income. Households with unse-
cured and comparatively low small
loans tend to struggle most with their
finances. Therefore, the risks arising
from household debt to financial stabil-
ity are low in sum.
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All in all, the distribution of net
wealth is very unequal in Austria. Amid
the financial and economic crisis, the
distribution has remained stable.

Eurosystem Household Finance and Consumption Survey 2014
First results for Austria (second wave)

equate statistical coverage of wealth
persist because of coverage and under-
reporting problems. For economic mea-
sures of such importance for society at

HFCS-based estimates of the in-
equality of wealth distribution in Austria
are downward biased. Problems of inad-

large, like wealth, data availability is inad-
equate. Improving data availability must
therefore become a policy objective.
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Table A1

Wealth and debt percentiles

Real assets Financial assets Debt Net wealth

EUR thousand
P5 0.0 0.0 0.0 -03
P10 0.0 0.5 0.0 1.0
P20 1.0 2.8 0.0 6.4
P30 43 6.0 0.0 15.8
P40 1.2 9.9 0.0 344
P50 60.0 15.3 0.0 85.9
P60 155.0 222 0.0 162.5
P70 250.8 335 0.8 252.5
P80 332.5 50.9 74 363.8
P90 4654 86.6 529 5181
P95 715.0 139.5 10941 800.6

Source: HFCS Austria 2014, OeNB.

Table A2
Variance estimation: participation, median and mean of selected wealth components
2010 2014
Participation | Conditional Conditional Participation | Conditional Conditional
median mean median mean
% | EUR thousand | EUR thousand | % | EUR thousand | EUR thousand
Real assets 84.8 107.0 2774 84.5 1397 2809
(1.02) (746) (60.52) 0.64) (718) (37.55)
main residence 477 200.0 2581 477 250.0 288.7
(1.33) (394) (11.93) (0.58) (8.38) (11.37)
Financial assets 99.5 13.5 469 99.8 154 38.5
(014) (0.86) (6.68) (012) 0.64) (197)
Debt 35.6 13.8 47.0 344 124 501
(1.36) (315) (11.31) (1.06) (1.57) (3.23)
secured debt 184 37.5 76.3 16.7 60.4 89.5
(1.05) (11.36) (21.71) 0.73) (5.82) (6.16)
unsecured debt 214 30 12.7 20.6 29 11
147) (0.37) (2.07) 094) (045) (146)
Net wealth 100.0 764 265.0 100.0 859 2584
) (10.96) (47.85) ) (5.59) (32.06)
Source: HFCS Austria 2014, OeNB.
Note: Standard errors are based on 1,000 replicate weights.
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