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1 Executive Summary

Austria’s economy is recovering, with
both domestic and foreign demand
driving the rebound. Having acceler-
ated by 1.4% in 2016, real GDP is pro-
jected to grow by 2.2% in 2017, 1.7%
in 2018 and 1.6% in 2019. These fig-
ures represent upward revisions of 0.7
and 0.2 and 0.1 percentage points, res-
pectively, versus the OeNB’s December
2016 outlook. The unemployment rate
is forecast to decline to 5.4% by 2019

from the historic peak of 6.0% seen in
2016. The inflation rate is expected to
rise to 2.0% in 2017 and to reach 1.8%
in both 2018 and 2019.

The global economy, and especially
world trade, gained strong momentum
in late 2016 and early 2017. Nine years
after the global financial and economic
crisis hit, which was followed by a sover-
eign debt crisis in several euro area
countries and by economic recessions in
a range of commodity-exporting econo-
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mies, conditions were gradually nor-
malizing in 2016, both in advanced and
emerging economies. Lingering uncer-
tainty about the economic repercus-
sions of the United Kingdom’s vote to
leave the EU or the future course of
U.S. economic policy following the
unexpected presidential election out-
come remained without negative effects
on the economy in the short run. The
United States will also be among the
key drivers of global growth in the
years ahead, as will be the euro area.
Austria’s export industries stand to
benefit from these developments — as
well as from the good growth perfor-
mance of the CESEE economies. In
2017, domestic exports are projected
to grow by 4.2% (2016: 1.8%).

The key driver of domestic growth
in 2017, in addition to net exports, is
the ongoing strength of domestic
demand. Private consumption contin-
ues to benefit from the income tax
reform that took effect in January 2016
and from the high level of employment
growth. While these two factors con-
tinue to boost real disposable income
growth in 2017, higher inflation has a
dampening effect. Real consumption is
projected to grow by 1.6% in 2017,
accompanied by a slight decline of the
saving ratio, to be followed by still
fairly robust real consumption growth
rates of 1.2% in both 2018 and 2019.
Hence, private consumption remains a
major pillar of growth throughout the
forecast horizon. The investment cycle
will peak in 2017. The cycle is driven
above all by investment in plant and
equipment, with extension investment
gradually becoming more relevant than
replacement investment. The invest-
ment ratio’ is expected to inch up to
23.2% in 2017 (2016: 22.9%) and to
level off thereafter.

2017 marked by accelerated economic growth and declining unemployment
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The economic recovery fed through
to the labor market already in 2016.
Businesses were hiring not only in the
services sector — like in previous years
— but also in the industrial sector, and
there was also a significant increase in
the number of hours worked. With
employment growth having continued
in the early months of this year, employ-
ment is expected to grow further
during 2017, both in terms of jobs and
hours worked. As the recovery subsides
in 2018 and 2019, the pace of employ-
ment growth is projected to decline
somewhat, while continuing to be
robust by historical standards. Given
the high level of labor demand on
account of the economic recovery as
well as one-off labor market measures,
the unemployment rate will go down
again despite the continued strong labor
supply growth rate. Following 6.0%
seen in 2016, the unemployment rate is
estimated to stand at 5.7% in 2017,
5.5% in 2018 and 5.4% in 2019.

Inflation as measured by the Har-
monised Index of Consumer Inflation
(HICP) is projected to rise to 2.0% in
2017 — driven above all by commodity
price changes — compared with 1.0% in
2016. The projections for 2018 indicate
a slight decline, to 1.8%. Despite the
considerable economic recovery, the
domestic drivers of inflation will gen-
erate only moderate inflation pressures.

The general government budget
balance is projected to improve in 2017,
to —0.9% of GDP, following a tempo-
rary deterioration in 2016 (—1.6% of
GDP). This improvement essentially
reflects the enhanced economic condi-
tions and ongoing refinancing at low
interest rates. However, the reduction
of the deficit is being slowed down by
the cuts in employer contributions to
the family burden equalization fund,

? Nominal gross fixed capital formation as a percentage of nominal GDP.
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effective from January 1, 2017, and the
lagged tax relief effect. The budget bal-
ance is expected to continue to improve
in 2018 and 2019 given the favorable
framework conditions. At the same time,
a number of measures listed in the gov-
ernment’s work program for 2017 will
drive up the deficit. These measures
include bonus payments for employers
creating additional jobs, the creation of
20,000 subsidized jobs for long-term
unemployed people over 50 and addi-
tional investment subsidies.

Having peaked at 85.5% of GDP in
2015, the general government debt ratio
declined in 2016, for the first time
since the global economic crisis hit. The
debt ratio is expected to decrease fur-
ther and drop below 80% of GDP by
2019. The decline reflects a marked
increase in the level of nominal GDP as
well as the progressive divestment of
impaired assets by the government-run
bad banks.

Following a significant decline of
the structural budget balance in 2016,
to —1.0% of GDP, reflecting the tax
reform among other things, 2017 is
expected to see improvements. Thanks
to the continued strong decline in inter-
est payments, the Austrian budget defi-
cit stands to become realigned with the
domestic medium-term objective for
Austria’s budgetary position to be in
balance or surplus (structural balance

of —0.45% of GDP) in 2019.

2 Technical assumptions

This forecast for the Austrian economy
is the OeNB’s contribution to the June
2017 Eurosystem staff macroeconomic
projections. The forecast horizon
ranges from the first quarter of 2017 to
the fourth quarter of 2019. The cutoff
date for all assumptions on the perfor-
mance of the global economy as well as

on interest rates, exchange rates and
crude oil prices was May 17, 2017. To
prepare these projections, the OeNB
used its macroeconomic quarterly model
and national accounts data, adjusted for
seasonal and  working-day effects
(trend-cycle component), provided by
the Austrian Institute of Economic
Research (WIFO). These data differ
from the quarterly series published by
Eurostat since the changeover to the
European System of Accounts (ESA)
2010 in fall 2014 in that the latter,
while being seasonally and working-day
adjusted like the data used by the
OeNB, also include irregular fluctua-
tions that cannot be fully mapped to
specific economic fundamentals. The
historical annual data deviate also from
the seasonally unadjusted data released
by Statistics Austria. National accounts
data were fully available up to the
fourth quarter of 2016. The data for the
first quarter of 2017 are based on the
GDP flash estimate, which does not
cover all national accounts aggregates,
however. The short-term interest rate
used for the forecast horizon is based
on market expectations for the three-
month EURIBOR: namely —0.3% for
2017, —0.2% for 2018 and 0.0% for
2019. Long-term interest rates, which
reflect market expectations for ten-
year government bonds, have been set
to rise from 0.7% in 2017 to 1.2% by
2019. The exchange rate of the euro
vis-a-vis the U.S. dollar is assumed to
remain at a constant USD/EUR 1.09.
The projected path of crude oil prices is
based on futures prices, which imply
very little changes in oil prices per bar-
rel Brent from 2017 (USD 51.6) to
2019 (USD 51.5). The prices of com-
modities excluding energy are also based
on futures prices over the forecast
horizon.
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Table 1
OeNB June 2017 outlook for Austria — main results'
2016 ‘ 2017 ‘ 2018 ‘ 2019
Economic activity Annual change in % (real)
Gross domestic product (GDP) +14 +2.2 +1.7 +1.6
Private consumption +14 +1.6 +1.2 +1.2
Government consumption +1.9 +0.9 +1.8 +0.8
Gross fixed capital formation +3.1 +3.3 +2.0 +1.7
Exports of goods and services +1.8 +4.2 +4.0 +39
Imports of goods and services +3.5 +3.7 +3.8 +3.4
% of nominal GDP
Current account balance 17 ‘ 21 ‘ 24 ‘ 2.8
Contribution to real GDP growth Percentage points
Private consumption +0.7 +0.8 +0.6 +0.6
Government consumption +04 +0.2 +04 +0.2
Gross fixed capital formation +0.7 +0.8 +0.5 +04
Domestic demand (excluding changes in inventories) +1.8 +1.8 +14 +1.2
Net exports -0.8 +04 +0.3 +04
Changes in inventories (including statistical discrepancy) +04 +0.0 +0.0 +0.0
Prices Annual change in %
Harmonised Index of Consumer Prices (HICP) +1.0 +2.0 +1.8 +1.8
Private consumption expenditure (PCE) deflator +1.3 +19 +1.7 +1.7
GDP deflator +14 +1.6 +19 +1.8
Unit labor costs (whole economy) +1.2 +04 +1.8 +14
Compensation per employee (at current prices) +1.3 +1.3 +2.2 +19
Compensation per hour worked (at current prices) +1.8 +1.5 +2.5 +2.3
Import prices .2 +2.6 +19 +1.8
Export prices -0.5 +2.7 +2.1 +19
Terms of trade +0.7 +0.1 +0.2 +0.2
Income and savings
Real disposable household income 23 | +1.0 | +14 | +1.2
% of nominal disposable household income
Saving ratio 82 | 79 | 79 | 79
Labor market Annual change in 9%
Payroll employment +1.5 +1.5 +1.5 +1.2
Hours worked (payroll employment) +1.0 +1.3 +1.1 +0.8
9 of labor supply
Unemployment rate (Eurostat definition) 6.0 | 57 | 5.5 | 54
Public finances % of nominal GDP
Budget balance -1.6 -09 -09 -0.5
Government debt 84.6 80.2 78.0 75.8

Source: 2016: WIFO, Eurostat, Statistics Austria; 2017 to 2019: OeNB June 2017 outlook.

" The outlook was drawn up on the basis of seasonally and working day-adjusted national accounts data (trend-cycle component: flash estimate for
Q1 17). The data differ, in the method of seasonal adjustment, from the quarterly data published by Eurostat following the switch to the ESA 2010
framework in fall 2014 (the data published by Eurostat are much more volatile and do not facilitate detailed economic interpretation). The values
for 2016 deviate also from the data released by Statistics Austria, which have not been seasonally adjusted.

3 World economy and world
trade buoyed by tailwinds in
early 2017

The global economy, and especially world

trade, gained strong momentum in late

2016 and early 2017. Nine years after
the global financial and economic crisis
hit, which was followed by a sovereign
debt crisis in several euro area coun-
tries and by economic recessions in a
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Chart 2

Upward trend in world GDP and world trade in early 2017
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range of commodity—exporting econo-
mies, suffering, above all, under the
setback of commodity prices, condi-
tions were gradually normalizing in
2016, both in advanced and emerging
economies. Following an agreement on
cutting crude oil production,’ oil prices
rose to a level of around EUR 50 per
barrel of Brent oil in late 2016. Rising
oil prices drove up inflation, thus eas-
ing the risk of deflation in advanced
economies.

The United Kingdom’s vote to leave
the EU and the unexpected outcome of
the U.S. presidential elections remained
without adverse short-term effects on
the economy; both U.S. growth and
U.K. growth exceeded the expecta-
tions serving as the basis for the OeNB’s
December 2016 outlook. This notwith-
standing, the implementation of the
Brexit vote as well as a potential rever-
sal of U.S. economic policy do consti-
tute a risk for the future development
of the world economy. So far, the con-
tinued tensions in the Middle and Far
East as well as the political upheaval in

Turkey have not affected global senti-
ment and world economic growth but
continue to pose a risk to the global
economy.

Central bank policies have been
mirroring the robust economic perfor-
mance. The United States abandoned
its quantitative easing policies already
in 2014. Since 2015, the U.S. Fed has
increased its policy rates in three steps,
to a level of between 0.75% and 1%,
and further interest rate hikes have
been signaled for 2017. The Bank of
Japan, in contrast, has so far not seen
any need for changing its monetary pol-
icy stance. The same holds true for the
Eurosystem at present. At its meeting
of April 27, 2017, the Governing Coun-
cil of the ECB continued to expect the
key policy rates to remain at present or
lower levels for an extended period of
time, and well past the horizon of the
net asset purchases.

Rising oil prices benefited the budgets
of commodity-exporting economies in 2016.
The recovery observed in advanced econ-
omies fueled demand for commodities,

3 At its Algiers meeting in September 2016, OPEC committed itse!fto reducing output to between 32.5 to 33 mil-
lion barrels per day. This ratio required OPEC members to cut production by some 1.3 million barrels per day but
also hinged on a self-commitment of Russia not to increase its own production.
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above all oil. Both of these factors have
helped commodity-exporting countries
— including Russia and Brazil — to
emerge from recession. The rebalanc-
ing of China’s economic policy to ensure
the long-term sustainability of growth
(which entails shifting from investment
to consumption on the demand side)
has not been a burden on commodity-
exporting economies and the global
economy at large.

The advanced economies returned
to accelerating growth in mid-2016 and
have since returned to a sustainable
growth path. Moreover, the global eco-
nomic recovery has been accompanied
by a recovery of global trade. Most
recently annual global trade growth
accelerated to exceed 5% — for the first
time since 2011. Leading indicators for
world trade, such as the RFI/ISL Con-
tainer Throughput Index, are also
indicative of increased momentum in
world trade.

2017 marked by accelerated economic growth and declining unemployment
Economic outlook for Austria from 2017 to 2019 (June 2017)

The United States will be among
the key drivers of global growth in the
years ahead, as will be the euro area. At
quarterly (quarter-on-quarter) growth
rates of 0.5% in late 2016 and early
2017, economic activity in the euro
area has surpassed potential output
growth. Consequently, the negative
output gap has been shrinking steadily.
Robust GDP growth has benefited
from the nonstandard monetary policy
measures, which had caused the inter-
est rate differential between the periph-
eral and core euro area countries to
contract to below 50 basis points by
end-2016. Lending to nonfinancial cor-
porations returned into positive terri-
tory already in early 2016, and growth
of housing loans likewise accelerated
throughout 2016. In the euro area,
domestic demand continues to be the
main driver of the economy. On the
back of strong employment growth and
real wages pushed up by low inflation,

Chart 3

Positive GDP growth but ongoing regional divergence in the euro area
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private  consumption  considerably
boosted growth already in 2016. In
contrast, gross fixed capital formation
has contributed only little to growth
even though financing conditions have
remained excellent in the euro area.
The acceleration of global economic
growth, and world trade in particular,
has, however, resulted in a positive con-
tribution from net exports. Labor mar-
ket conditions have seen a steady
improvement, with employment con-
tinuously increasing since mid-2015. At
about 9.5%, the unemployment rate
has declined by more than 2.5 percent-
age points from its mid-2013 record
high. This reduction has been driven
particularly by developments in Ire-
land, Spain and Portugal.

However, the positive growth cli-
mate in the euro area as a whole masks

the persistent strong heterogeneity of
GDP growth across the individual
member countries, as evidenced in
chart 3 with data from 2008 onward
for the twelve largest euro area econo-
mies which together account for over
96% of the euro area’s output.* Six of
these countries — namely Greece, Italy,
Finland, Portugal, Slovenia and Spain,—
were still short of their respective
pre-crisis GDP levels at the end of
2016. After four years of weak eco-
nomic growth of below 1% per year,
Austria’s GDP growth is almost on a
par with that of France and the Nether-
lands and not quite as strong as that of
Belgium and Germany. Slovakia recorded
a marked increase in economic output
until early 2017.

All euro area countries are forecast
to post positive annual growth rates in

Table 2

Underlying global economic conditions

2016 ‘ 2017 ‘ 2018 ‘ 2019
Gross domestic product Annual change in % (real)
World excluding the euro area +3.2 +3.5 +3.8 +3.8
USA. +1.6 +2.2 +2.5 +2.3
Japan +1.0 +1.3 +0.7 +0.6
Asia excluding Japan +6.1 +6.0 +6.0 +5.9
Latin America —1.3 +0.9 +24 +2.7
United Kingdom +1.8 +1.8 +1.5 +1.6
CESEE EU Member States' +3.1 +3.7 +31 +31
Switzerland +1.3 +1.6 +1.8 +1.9
Euro area’ 17 | 19 | 1.8 | 1.7
World trade (imports of goods and services)
World 1.8 SER +2.3 +2.7
World excluding the euro area -39 +2.3 +29 +34
Growth of euro area export markets (real) -19 +34 +3.0 +3.1
Growth of Austrian export markets (real) +2.9 +44 +4.2 +41
Prices
Oil price in USD/barrel (Brent) 44.0 51.6 514 51.5
Three-month interest rate in % -0.3 -0.3 -0.2 0.0
Long-term interest rate in % 04 0.7 09 1.2
USD/EUR exchange rate 111 1.08 1.09 1.09
Nominal effective exchange rate of the euro
(euro area index) 1104 1099 110.3 110.3

Source: Eurosystem.

! Bulgaria, Croatia, Czech Republic, Hungary, Poland and Romania.

22016: Eurostat; 2017 to 2019: Results of the Eurosystem’s June 2017 projections.

* Instead of Ireland, which is currently struggling with calculating its national accounts, this list includes Slovenia.
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2017 and 2018.°> While economic growth
will be buoyant in this period in Slova-
kia and Ireland, the recovery will be
subdued in Italy and France. Greece
managed to stabilize its economy in
recent years, but continues to lag
behind its euro area peers with regard
to the pace of economic recovery. The
new austerity measures currently under
discussion are set to dampen the recov-
ery again, but the current growth out-
look for Greece nevertheless remains
robust. Spain managed to return to rel-
atively solid GDP growth rates in
recent years, and is expected to repeat
its strong economic performance also
this and next year. The German econ-
omy, finally, exhibited strong growth
rates over the past three years but is
expected to be slightly less dynamic in
the years ahead.

4 Austrian economy back on
solid growth path
4.1 Europe’s economic recovery
underpins growth of Austrian
exports

Bogged down by weak international
demand, real growth of Austrian goods
and services exports came to less than
2% and that of nominal goods exports
alone (national accounts data) to 0.5%
in 2016. Nominal goods exports to
non-EU countries even shrank some-
what, largely on the back of decreasing
exports to the U.S.A. and to Asia
(especially to the Middle East). The
real expansion of services exports, by
contrast, contracted only minimally
over the previous years amid highly
dynamic tourism exports. Travel reve-

2017 marked by accelerated economic growth and declining unemployment
Economic outlook for Austria from 2017 to 2019 (June 2017)

nues increased by 6.2% in 2016, with
the income surplus running to EUR 8.8
billion. With countries and regions like
Turkey and North Africa faced with
political uncertainty, even more tour-
ists have flocked to Austria in recent
years. As a result, Austria’s tourist
industry increased its market share. In
contrast to travel receipts, the contri-
bution of business services to net
exports went down also in 2016. The
balance of business services exports
and imports came to a mere EUR 1.4
billion (compared with a record high of
EUR 5.2 billion in 2007). This decline
is above all attributable to increased
imports of (mainly transportation) ser-
vices from CESEE countries. Exports
of business services have traditionally
been closely aligned with exports of
goods. Given that goods exports are on
the rise, exports of business services
are expected to rebound in due course.

In contrast to exports, imports
jumped by 3.5% in real terms in 2016,
which was due to rising domestic
demand for consumer and capital
goods. Private consumption, which
grew by 1.4% in 2016, accounts for
31%° of imports — in other words,
about one-third of households’” demand
is met by imports. Changes in company
car taxation’ likewise boosted imports
in 2016. Car imports (SITC 781) surged
by 16% in 2016, thus accounting for
some two-thirds of total goods imports
growth last year and 5.1% of total Aus-
trian goods imports (Comext data®). In
light of the weak export and compara-
tively strong import growth, net
exports made a negative contribution

> In light of the cutoff date, this outlook reflects the OECD economic outlook released in June 2017 instead of the

June 2017 Eurosystem staff macroeconomic projections.

¢ Source: World Input-Output Table for 2014.

7

Following the tax reform, the monthly taxable value for the private use of company cars was raised from 1.5% of

acquisition costs (hitherto irrespective of the CO2 emission limit set by the EU) to 2% of the acquisition costs for
cars whose emission levels exceed the target of 130 grams of CO2 per kilometer.

Comext data are used to calculate national accounts data despite methodological differences. In 2016, goods

imports grew by 1.8% according to national accounts data and by 1.2% according to Comext data (in nominal

terms, )/ear on )/ECII‘).
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to GDP growth in 2016 (0.8 percent-
age points).

As import demand had increased
markedly in some of Austrian export-
ers’ major target markets (e.g. Ger-
many, the CESEE countries and coun-
tries in Eastern Asia) toward the end of
2016, Austrian exports strengthened
significantly in early 2017. The annual
growth rate of nominal goods exports
(as published by Statistics Austria)
surged by 18.3% — partly thanks to
one-off effects’ — in January 2017. Real
goods and services exports grew at
2.1% (quarter on quarter) in the first
three months of 2017.

With  world trade rebounding,
exports to both euro area and non-euro
area countries will increase further.
This is why real exports are projected
to accelerate sharply, by 4.2%, in 2017
and to keep growing largely in sync
with the growth rates expected for
export markets in 2018 (4.0%) and
2019 (3.9%). As to Austrian exporters’

price competitiveness, no substantial

change is on the horizon. This translates
into negligible losses of market shares
in the forecasting period. Import growth,
which is determined by the develop-
ment of demand components and their
import elasticities, will lag behind
export growth in this period. The con-
tribution of net exports to growth will
therefore turn positive again.

At 1.7% of GDP, Austria’s current
account balance in 2016 had deterio-
rated by 0.2 percentage points against
the previous year. This was due to a
special effect related to company car
purchases, which significantly boosted
car imports and weighed on the goods
balance. The balance of goods con-
tracted from 0.4% of GDP in 2015 to
—0.1% of GDP in 2016. The balance on
income, by contrast, improved slightly
in 2016. In 2017, the goods balance will
be back in positive territory. Together
with an improved balance on services,
this will have a favorable effect on the
current account, and this uptrend will
continue into 2018 and 2019.

Table 3

Growth and price developments in Austria’s foreign trade

2016 2017 ‘ 2018 ‘ 2019
Exports Annual change in %
Competitor prices on Austria’s export markets -29 +3.7 +19 +2.0
Export deflator -0.5 +2.7 +2.1 +19
Changes in price competitiveness Uy +1.0 -0.2 +0.1
Import demand on Austria’s export markets (real) +29 +44 +4.2 +4.1
Austrian exports of goods and services (real) +1.8 +4.2 +4.0 +39
Austrian market share 1.1l -0.2 -0.2 -0.2
Imports
International competitor prices on the Austrian market 22 +2.7 +1.7 +1.8
Import deflator .2 +2.6 +19 +1.8
Austrian imports of goods and services (real) +3.5 +3.7 +3.8 +34
Terms of Trade +0.7 | +01 | +0.2 | +0.2

Percentage points of real GDP
Contribution of net exports to GDP growth -0.8 ‘ +0.4 ‘ +0.3 ‘ +04

9% of nominal GDP
Export share 523 539 553 56.6
Import share 48.7 499 51.0 519

Source: 2016: WIFO, Eurosystem; 2017 to 2019: OeNB June 2017 outlook.

° For one thing, January 2017 had two working days more than January 2016, andfor another, a major shipment

of goods was made to France.
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Box 1

Public finances from 2016 to 2019’

In 2016, the general government deficit rose by 0.5 percentage points to 1.6% of GDP. The
higher deficit was above all due to revenue-side shortfalls: as a result of the tax reform, wage
tax receipts dropped significantly in 2016 and the envisaged funding measures fell short of
the targeted volume. Considerable shortfalls were also attributable to the fact that anticipa-
tory effects in the area of capital gains tax on dividends had run their course. These effects
were only partly offset by the surge in corporate income tax revenue. On the expenditure side,
additional expenses resulted in particular from refugee-related spending. On balance, the gov-
ernment expenditure ratio sank in light of ongoing refinancing at decreasing interest rates and
in the absence of capital transfers to ailing financial institutions. Austria’s structural budget
balance adjusted for the economic cycle and one-off effects amounted to around —1% of GDP
in 2016, hence falling considerably short of Austria’s medium-term objective of —0.45% of
GDP. Yet the European Commission gave special consideration in its assessment to net extra
costs originating directly from refugee migration and counter-terrorism measures, hence allow-
ing for a temporary deviation from the adjustment path toward the medium-term budgetary
objective. Austria’s general government debt ratio edged down by 0.9 percentage points, to
84.6% of GDP, in 2016.

The general government deficit ratio will improve considerably in 2017, namely to 0.9% of
GDP. This is attributable to the improved economic conditions, ongoing refinancing at low in-
terest rates and the measures taken to fund the 2016 tax reform.? However, the reduction of
the deficit is being slowed down by the cuts in employer contributions to the family burden
equalization fund, effective from January 1, 2017, and the lagged tax relief effect. Slowing
down somewhat in 2017, government consumption is set to contribute only marginally to the
economic expansion. By contrast, the lagged tax relief effect fuels real private consumption,
one of the pillars of economic recovery. The general government debt ratio is forecast to drop
noticeably, to just above 80% of GDP, on the back of a marked increase in the level of nominal
GDP as well as the progressive divestment of impaired assets by the government-run bad
banks.

The budget balance is expected to improve further also in 2018 and 2019 thanks to con-
tinued favorable cyclical developments and decreasing interest payments. At the same time, a
number of measures listed in the government’s work program for 2017 that have already been
agreed will dampen deficit reduction in the coming years.> These measures include bonus
payments for employers creating new jobs, additional investment subsidies and the creation of
20,000 subsidized jobs for long-term unemployed people over 50. As debt continues to be
refinanced at low interest rates, the structural budget balance will go down, too, however. At
present, Austria is expected to reach its domestic medium-term budgetary objective of —0.45%
of GDP in 2019. The general government debt ratio is set to shrink further, to about 76% of
GDP by 2019.

" Compiled by Paul Eckerstorfer, Economic Analysis Division, paul.eckerstorfer@oenb.at.

2Some of the funding measures (e.g. adjustments to the depreciation of real estate) will not be fully reflected in the
budget before 2017.

3 The forecast reflects all measures for which sufficient details were available by May 23, 2017.

4.2 Investment cycle to peak in 2017
The quarterly growth rates of the Aus-
trian economy have been accelerating
steadily since early 2015." This gradual
improvement was accompanied by an
investment cycle preceding the eco-

nomic recovery, as is typically the case.
In ecarly 2015, the quarterly growth
rate of gross fixed capital formation had
turned positive again and from then
onward, it gradually moved upward, to
reach 1.1% in the fourth quarter of

10 The second and third quarter of 2015 as well as the second quarter of 2016 represent temporary exceptions.
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Table 4

Austria’s current account

2016 2017 2018 2019

% of nominal GDP
Balance of trade 29 33 3.6 4.0
Balance of goods -0 0.2 0.3 0.5
Balance of services 29 31 3.3 3.5
Balance of primary income -0.2 -0.2 -0.2 -0.2
Balance of secondary income -1.0 -1.0 -1.0 -1.0
Current account balance 1.7 21 A4 2.8

Source: 2016: OeNB; 2017 to 2019: OeNB June 2017 outlook.

2016. Investment in equipment largely
carried the investment cycle in 2015
and 2016, with investment in motor
vehicles (see footnote 7) being a deter-
mining factor. Over the course of 2016,
investment in machinery was gaining
importance as well. Yet, the new rules
on company car taxation will positively
impact on investment growth also in
2017. According to the statistics on
new vehicle registrations, the number
of new registrations increased once

again in early 2017.1

Gross fixed capital formation is
expected to expand at a rapid pace also
in 2017. The latest quarterly survey
published by the European Commis-
sion bodes well for Austria: (1) capacity
utilization in manufacturing outper-
forms the long-term average, as last
seen in late 2011; (2) a marked decrease
in unused production capacity goes
hand in hand with an increase in the
number of months’ production assured
by orders on hand and continued high
orders (from abroad); (3) rising demand

Chart 4
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T The registration of new passenger cars increased by 14.3% against the fourth quarter of 2016 and by 12.8% year

on )/6(11‘.

16

OESTERREICHISCHE NATIONALBANK



was indicated as the main driver influ-
encing industrial investment; and (4)
investment is now mainly aimed at
increasing output rather than at replac-
ing existing machinery, which was still
the case in 2016.

These favorable developments have
already fed through to the economy
(e.g. strong industrial output growth in
the area of intermediate and capital
goods) and to the confidence indicators
(e.g. manufacturing purchasing manag-
ers’ index, business outlooks of the
Austrian  Institute of Economic
Research and the Federation of Aus-
trian Industries). This notwithstand-
ing, growth in equipment investment is
expected to slow down over the fore-
cast horizon. Historical data show that
equipment investment cycles are typi-
cally short, yet very dynamic.

In light of the rising demand for res-
idential housing and continued favor-
able financing conditions, growth of
residential construction investment is
forecast to increase from 0.4% in 2016
to 2.0% in 2018. Signs of a modest
recovery in residential construction
investment were already evident in late
2016, early 2017. In addition, the resi-
dential housing initiative launched by
the government in 2015 is expected to
have positive effects on residential con-
struction investment in the years
ahead.”

To buttress the upturn, the federal
government, introduced an investment
stimulus package in late October 2016,
to be implemented in 2017 and 2018.

2017 marked by accelerated economic growth and declining unemployment
Economic outlook for Austria from 2017 to 2019 (June 2017)

This package comprises additional invest-
ment subsidies” and investment incen-
tives for municipalities." The OeNB
expects the investment package to boost
GDP growth by some 0.1 percentage
point each in both 2017 and 2018. R&D
investment has developed in sync with
equipment investment in recent years,
albeit at lower growth levels. A similar
pattern is expected for the 2017-2019
period.

In sum, the OeNB projects overall
gross fixed capital formation to expand
by 3.3% in 2017, by 2.0% in 2018 and
by 1.7% in 2019. The investment ratio
is thus expected to climb slightly from
22.9% in 2016 to 23.2% in 2017.

4.3 Private consumption is driving
growth

In the period of low real growth (2012
to 2015), the development of house-
holds’ real disposable income was very
volatile. Real disposable income grew
in 2012 (1.3%), shrank in 2013 (-1.9%)
and thereafter stagnated in 2014
(—0.1%) and 2015 (0.2%). A noticeable
increase (2.3%) was recorded in 2016,
as a result of the income tax reform.
Real disposable income growth is influ-
enced by a combination of factors,
including the changes in the inflation
rate, wages, employment and property
income (mixed income of the self-em-
ployed, interest and dividend income)
as well as income tax design and public
transfers to households. 2013 and 2014
were characterized by relatively weak
growth of households’ nominal dispos-

" Funding is organized by the Residential Investment Bank (WBIB), which was established in September 2016.

3 The subsidies are made available for investment in excess of the average of the past three years. Large companies
(with a staff of over 250) are eligible for 10% of the eligible investment volume, and small and medium-sized
enterprises (SMEs) for 15%, subject to a cap of EUR 70,000 for medium-sized companies and EUR 67,000 for
small companies. The total volume (jthis measure, which is meant to provide an incentivefor investments worth
EUR 1.2 billion, equals EUR 175 million. The 2017 subsidy program for SMEs has already been exhausted, but
new applications will be accepted under the 2018 program. The subsidy program for large companies is limited to
2017 and will be opened for applications once the funding guidelines have been finalized. The fiscal impact of
these programs is unlikely to materialize before 2018, because the subsidies will be rewarded retroactively.

the investment stimulus package.

For municipalities, investment incentives amounting to EUR 175 million have been appropriated for 2017 under
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Table 5
Investment activity in Austria
2016 ‘ 2017 ‘ 2018 ‘ 2019
Annual change in %
Total gross fixed capital formation (real) +3.1 \ +33 \ +2.0 \ +1.7
of which: investment in plant and equipment +6.6 +5.8 +2.1 +2.0
residential construction investment +04 +1.2 +2.0 +2.0
nonresidential construction investment and other investment +1.7 +1.5 +2.1 +1.5
investment in research and development +1.9 +3.2 +1.6 +1.3
public sector investment +2.0 +1.5 +1.0 +1.0
private sector investment +3.3 +3.6 +2.2 +1.8

Investment in plant and equipment
Residential construction investment

Nonresidential construction investment and other investment

Investment in research and development

Public sector investment
Private sector investment

Total gross fixed capital formation
Changes in inventories

Investment ratio

Source: 2016: WIFO; 2017 to 2019: OeNB June 2017 outlook.

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

+2.3 +2.1 +0.8 +0.7
+0:1 +0.2 +04 +04
+0.5 +04 +0.5 +04
+04 +0.6 +0.3 +0.3
+0.3 +0.2 +0.1 +0.1
+2.9 +3.1 +19 +1.6
Contribution to real GDP growth in percentage points
+0.7 +0.8 +0.5 +04
+0,3 +0.0 +0.0 +0.0
% of nominal GDP
229 | 232 | 232 | 232

able income and relatively high HICP
inflation, causing the real disposable
income of households to contract. The
modest increase in nominal disposable
income was attributable to (1) the pat-
tern of employment growth, which was
largely driven by part-time work and by
job growth in areas characterized by
low productivity, (2) falling property
income as well as (3) bracket creep
dampening income. Growth in real dis-
posable household income in 2016 ben-
efited from the income tax reform
effective from 2016, low inflation, an
increase of the number of full-time jobs
and increased hiring in the manufac-
turing industry.

Given the sluggish development of
real disposable household income, real
private consumption contracted in 2013

and 2014, and stagnated in 2015, before
starting to accelerate in 2016.

In 2017, nominal household income
growth is set to be somewhat weaker
than in 2016, yet still comparatively
robust. The full impact of the income
tax reform is going to manifest itself in
2017, thus benefiting household income
growth this year. Employment growth
will stay high, too, with the increase in
the compensation of employees match-
ing that of last year. At the same time,
the HICP inflation rate will accelerate
to 2%, thus clearly dampening the
increase in real household income
(1.0%). 2018 will bring a comparatively
strong rise in the compensation of
employees, as the higher inflation rates
recorded in 2017 and productivity gains
will translate into higher collective

5 In 2016, the tax reform reduced taxes by some EUR 4.2 billion. Ultimately, the tax burden will be lowered by
around EUR 5 billion (some of the effects will not materialize until 2017).
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wage and salary settlements for 2018.
Growth in income of the self-employed
will, by contrast, slow down in 2018.
At the same time, the slight decelera-
tion of inflation year on year will bene-
fit real disposable household income.
Likewise, property income will rebound
somewhat in 2018—2019 on the back of
more dynamic economic growth.

The saving ratio edged up slightly in
2016 on account of the income tax
reform, as households did not spend all
the money they saved in taxes in the
same year. The forecast is based on the
assumption that households faced with
strong income gains step up consump-
tion only with a certain lag. For this
reason, the saving ratio is expected to
edge down in 2017 and remain
unchanged in the next few years.

The income gains fueled private
consumption already in 2016. The
quarterly growth rates of private con-
sumption, ranging from 0.4% to 0.5%,
were well above the long-term average
(2000-2016: 0.3%). Growth remained
at a high 0.4% quarter on quarter also

2017 marked by accelerated economic growth and declining unemployment
Economic outlook for Austria from 2017 to 2019 (June 2017)

in the first three months of 2017. For
2017 as a whole, private consumption
growth is pegged at 1.6% (2016: 1.4%).
In the two subsequent years, house-
holds’ demand will slow down some-
what to 1.2% per annum. Private con-
sumption is therefore a major pillar of
growth throughout the forecast horizon.

5 Unemployment goes down for
the first time since 2011

In the past few years, both the number
of employed individuals'® and the num-
ber of registered unemployed individu-
als increased in tandem. Payroll employ-
ment grew at an annual 1.1% between
2012 and 2016, subdued economic
activity notwithstanding. In compari-
son, the number of hours worked rose
by a mere 0.4% per annum. Employ-
ment growth came mainly on the back
of new part-time jobs, which explains
this discrepancy. From 2012 to 2016,
the share of part-time workers in pay-
roll employment advanced by close to 3
percentage points to 28.9%.

Chart 5
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6 In terms (_)femp]oyment growth, the national accounts refer to the number of jobs rather than the number of em-

ployed individuals.
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Table 6

Determinants of nominal household income and private consumption growth

in Austria

Payroll employment

Wages and salaries per employee

Compensation of employees

Property income

Self-employment income and operating surpluses (net)

Compensation of employees

Property income

Self-employment income and operating surpluses (net)
Net transfers less direct taxes'

Disposable household income (nominal)
Consumption deflator

Disposable household income (real)
Private consumption (real)

Saving ratio

Consumption ratio

2016 ‘ 2017 ‘ 2018 ‘ 2019

Annual change in %

+1.5 +1.5 +1.5 +1.2
+1.3 +1.3 +2.2 +19
+2.8 +2.8 +3.7 +3.2
—11.0 +1.4 +3.1 +3.2
+6.0 +6.0 +34 +3.5

Contribution to households’ disposable income growth in
percentage points

+24 +24 +31 +2.7

1.3 +0.1 +0.3 +0.3

+1.0 +1.0 +0.6 +0.6

+1.3 -0.8 1.0 -0.8
Annual change in %

+3.6 +2.9 +31 +2.9

.3 9 .7 .7

+2.3 +1.0 +14 +1.2

+14 +1.6 +1.2 +1.2
% of disposable income growth

82 | 79 | 79 | 79
% of nominal GDP

526 | 525 | 521 | 519

Source: 2016: WIFO. Statistics Austria: 2017 to 2019: OeNB lune 2017 outlook.

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

As economic growth picked up
speed in 2016, employment rose not
only in the services, but also in the
industrial sector. Moreover, the num-
ber of hours worked also accelerated,
leading to a trend reversal. This posi-
tive momentum will continue in 2017:
The number of payroll employees is
projected to rise at a rate of 1.5%, and
the number of hours worked is set to
accelerate by 1.3%, even more vividly
than in 2016 (1.0%). In 2018, employ-
ment growth will be buttressed not
only by economic activity, but also by
special labor market measures laid
down in the government’s 2017 work
program (above all the 50+ employ-

ment initiative helping 20,000 long-
term unemployed individuals back to
work). As the recovery subsides in 2018
and 2019, the pace of job growth is pro-
jected to decline somewhat, while con-
tinuing to be robust by historical stan-
dards.

At 1.6%, labor supply expanded in
2016 at a rate last seen in 2004. Its
growth will slide somewhat from 2017
(1.1%) onward, but still amount to
0.9% in 2019. According to the OeNB
outlook (based on the national accounts
framework), a total of 142,000 individ-
uals will newly enter the Austrian job
market from 2017 to 2019." Labor migra-
tion (i.e. immigrants excluding refugees)

'” The change in labor supply may be broken down into a population effect (change in population at unchanged
participation rates) and a participation effect (change in participation rates at unchanged population figures).
The population effect, in turn, may be decomposed into a change in population excluding immigration (based on
population statistics underlying the Statistics Austria forecast excluding migrations) and a change in population

including immigration (Statistics Austria — baseline forecast minus forecast excluding migration effects). As to

immigration, a distinction may be made between labor migration (i.e. traditional immigration) and immigration

motivated by a search for refuge.
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Table 7
Labor market development in Austria
2016 2017 2018 2019
Annual change in 9%
Total employment (heads) +1.3 +1.3 +1.3 +1.1
Payroll employment +1.5 +1.5 +1.5 +1.2
of which: public sector employment +04 +0.3 +2.3 -08
Self-employment +0.0 +0.1 +0.2 +0.0
Total hours worked +09 +1.1 +1.0 +0.6
of which: Payroll employment +1.0 +1.3 +1.1 +0.8
Self-employment +0.2 +0.0 +0.1 -03
Labor supply +1.6 +1.1 +1.1 +09
Registered unemployment +7.2 23 3.7 2.5
% of labor supply
Unemployment rate (Eurostat definition) 6.0 ‘ 5.7 ‘ 5.5 ‘ 54
Source: 2016: WIFQ, Statstics Austria; 2017 to 2019: OeNB June 2017 outlook.
Chart 6
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" Resident population: Domestic households according to microcensus data; forecast extrapolated from projected labor force participation rates and
the population forecast of Statistics Austria (baseline scenario, October 2016). The labor supply data used in the forecast (national accounts
definition) may differ from the microcensus-based equivalent.

in particular accounts for the rising 2019, the influx of refugees will also
labor supply. Between 2017 and 2019, have contributed to labor supply
the number of labor migrants is pegged ~ growth, namely on a scale of some

at some 94,000 individuals. By end- 29,000 individuals."” On the other

IS The OeNB forecast is based on the assumption that the political benchmarks for the intake of asylum applications
set by the government for the years 2017 (35,000), 2018 (30,000) and 2019 (25,000) are met. Not all asylum

seekers will enter into the labor supp])/ﬁgures, however.
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hand, domestic demographic change
will result in a labor supply reduction,
with the working-age population in
Austria (excluding migration) set to
decline by almost 50,000 individuals
over the forecast horizon. This negative
demographic effect will be balanced
out by the rising labor force participa-
tion of older people — an extra 54,000
individuals will push up labor supply in
cumulative terms during this period.
This effect is due to subside with time,
however, and in 2019 the higher partic-
ipation rate will fail to compensate for
the shrinking domestic labor force.
2016 saw a turnaround in season-
ally adjusted unemployment (Eurostat
definition), which has declined since
the closing quarter of that year. The
national unemployment rate is likewise

on the decline, having shrunk from
9.1% (2016, seasonally adjusted) to
8.6% in April 2017. The OeNB expects
unemployment (Eurostat definition) to
go down further over the forecast hori-
zon by dropping from 6.0% (2016) to
5.7% (2017). Supported by labor mar-
ket measures, it will decline further to

5.5% (2018) and 5.4% (2019)."

6 Inflation to rise to 2.0% in 2017

Austrian HICP inflation accelerated
markedly between September 2016 and
February 2017 (2.4%) and stood at
2.3% in April. The price growth was
driven by energy, unprocessed food and
industrial goods excluding energy.
Moreover, unexpected one-off effects
(e.g. weather-linked price hikes of
unprocessed food) came into play. In

Table 8
Price, cost, productivity and profit indicators for Austria
2016 2017 2018 2019
Annual change in 9%

Harmonised Index of Consumer Prices (HICP) +1.0 +2.0 +1.8 +1.8
HICP energy —4.6 +1.9 -0.8 +0.0
HICP excluding energy +1.5 +2.0 +2.0 +1.9
Private consumption expenditure (PCE) deflator +1.3 +1.9 +1.7 +1.7
Investment deflator +1.0 +1.6 +1.7 +1.7
Import deflator 1.2 +2.6 +19 +1.8
Export deflator -0.5 +2.7 +2.1 +19
Terms of trade +0.7 +0.1 +0.2 +0.2
GDP deflator at factor cost +1.3 +1.6 +1.8 +1.8
Collective wage and salary settlements +1.6 +1.5 +2.6 +2.2
Compensation per employee +1.3 +1.3 +2.2 +19
Hourly compensation per employee +1.8 +1.5 +2.5 +2.3
Labor productivity per employee +0.1 +0.8 +0.3 +0.5
Labor productivity per hour +0.6 +1.1 +0.7 +0.9
Unit labor costs +1.2 +04 +1.8 +14
Profit margins' +01 | +11 | +0.0 | +04

Source: 2016: WIFO, Statistics Austria; 2017 to 2019: OeNB June 2017 outlook.

! GDP deflator divided by unit labor costs.

19 Given that Eurostat’s compilation of unemployment figures is survey-based and migrants might hence be underrep-

resented, it is difficult to predict how quickly and to what extent unemployment among recognized asylum-seekers

will actually be reflected in Eurostat’s unemployment rate. The national unemployment rate is based on data

provided by the Austrian Public Employment Service (AMS), reflecting the number of registered unemployed indi-

viduals. On account qfthe methodological dg'fference, the reduction in the unemployment rate according to the

national definition (which is not taken into account in this outlook) might be smaller than the reduction in the

unemployment rate as defined by Eurostat.
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2017 as a whole, HICP inflation will
run to 2.0%.%° This translates into a
significant increase over 2016 (1.0%).
Compared with the OeNB’s December
2016 outlook, the inflation forecast has
been revised upward by 0.5 percentage
points. This revision is ascribable to the
increase in Commodity prices, espe-
cially oil prices, in early 2017, and a
considerably better economic perfor-
mance. In 2018, the HICP inflation
rate is expected to come in at 1.8%.
The decline of inflation in 2018 pri-
marily reflects constant assumptions
regarding the development of oil prices
and thus a shrinking contribution to
inflation growth from energy.
Domestic factors only play a subor-
dinate role in determining inflationary
developments in 2017. The output gap
will contract until 2019, but continue
to be negative. The wage settlements
concluded in late 2016 and early 2017
are set to influence wage developments
in 2017. According to these settle-

2017 marked by accelerated economic growth and declining unemployment
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ments, collectively agreed wages and
salaries in the metal industry will be
raised by 1.7%, in trade by an average
1.4%, in the public sector by 1.3% and
in most other industries by 1.3% to
1.4%. The economic recovery of 2017
is therefore hardly reflected in wage
developments. At 1.5%, the average
collectively agreed wages and salaries
will even increase slightly less in 2017
than in 2016 (1.6%). Wage settlements
are likely to be higher in 2018 and 2019,
reflecting increased inflation as well as
productivity gains. In particular, the
high level of inflation in 2017 will result
in comparatively high wage settlements
in 2018. Unit labor costs are expected
to rise markedly in 2018, without,
however, surpassing average ULC
growth measured in the period from
2012 to 2015. The wage drift — the dif-
ference between the collectively agreed
increase in wages and the increase in
actual wages — is essentially the result
of structural factors and will remain

Table 9

Compensation of employees

2016 2017 2018 2019

Annual change in %
Gross wages and salaries'
In nominal terms +2.8 +2.8 +3.7 +3.2
Consumption deflator +1.3 +19 +1.7 +1.7
In real terms +1.5 +0.9 +2.1 +1.5
Per person employed (nominal)
Collectively agreed wages and salaries' +1.6 +1.5 +2.6 +2.2
Wage drift -0.2 -0.2 -04 -0.3
Per person employed (gross)* +1.3 +1.3 +2.2 +19
Per person employed (gross, real) +0.1 -0.6 +0.5 +0.3
Per hour (gross, nominal) +1.8 +1.5 +2.5 +2.3
Per hour (gross, real) +0.5 -04 +09 +0.7

% of nominal GDP
Wage ratio 481 | 476 | 477 | 476

Source: 2016: WIFQ, Statistics Austria; 2017 to 2019: OeNB June 2017 outlook.

! Overall economy.
2 Including employers’ social security contributions.

20 In early 2017, the OeNB had pegged the 2017 annual inflation rate at well above 2%. As oil prices have gone
down again and the oil price is expected to remain at about USD 51.5 per barrel over the forecast horizon, the

inflation rate projected for 2017 has been revised downward.
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Chart7

Austrian HICP inflation rate and contributions of subcomponents

Annual change in % (HICP and core inflation) and percentage points (contributions to inflation)

Forecast May 2017 to December 2018

Source: Statistics Austria, OeNB.
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== Core inflation (excluding energy and unprocessed food)

negative throughout the forecast hori-
zon. The wage share’' was countercy-
clical in recent years, rising to 48.1% in
2015, i.e. against the backdrop of GDP
growth rates of below 1% in the period
from 2012 to 2015. In 2017, the wage
share is expected to drop to 47.6%;
thereafter, it should remain broadly
unchanged.

7 Forecast risks broadly balanced

The external risks to the forecast are bal-
anced. Neither the Brexit vote in the
U.K. nor the unexpected presidential
election outcome in the U.S.A. had a
negative impact on the economy in the
short run. Much to the contrary, eco-
nomic growth exceeded expectations
in both the United States and the
United Kingdom. Regarding Austria,
risks to the upside stem from an expan-
sionary shift in U.S. fiscal policies, and
risks to the downside from a potential
protectionist turn in U.S. trade poli—
cies. A further intensification of exist-
ing geopolitical tensions (tensions with
and in Turkey, ISIS terrorism, the Syria
conflict and related refugee migration)

2l Gross compensation cyremplolvees as a share l?fGDP.

continue to represent a serious risk to
the performance of the world economy.
In contrast, the risk of a disorderly cor-
rection of imbalances in China’s lend-
ing and housing markets is now lower
than it was in 2016.

The balance of domestic risks to the
economy is likewise on the upside.
Based on the results of the OeNB’s
export indicator for May 2017, contin-
ued vivid export growth would appear
to be likely in the second quarter of
2017.  This notwithstanding, the
OeNB’s spring forecast is based on
more conservative expectations. Our
forecast anticipates a sharp drop in
investment in plant and equipment,
even though a lengthier cycle of invest-
ment is not be ruled out according to
survey results (the European Commis-
sion’s quarterly survey). Given contin-
ued high housing demand and contin-
ued favorable financing conditions,
housing investment is also subject to
upside risks. The saving ratio of house-
holds increased temporarily in 2016 on
the back of economic recovery and the
income tax reform. Should households
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dissave at a stronger rate than expected
— for instance if consumer sentiment
were to rise more strongly than antici-
pated due to the economic recovery —
the growth of private consumption
could accelerate as well.

8 Major upward revision of GDP
growth and inflation compared
with December 2016 forecast

Since the OeNB’s December 2016 out-
look, the forecast’s underlying assump-
tions about the expected growth of
Austrian export markets in 2017 have
increased markedly, namely by almost 1
percentage point. the
assumptions for interest rates have

In contrast,

remained broadly unchanged, and the
assumptions for oil prices were revised
upward slightly for 2017 but revised
downward somewhat for 2018 and
2019. Compared with the December
2016 outlook, the current assumptions
with regard to the euro area exchange

2017 marked by accelerated economic growth and declining unemployment
Economic outlook for Austria from 2017 to 2019 (June 2017)

rate reflect a slight appreciation. All in
all, these revised assumptions for the
period from 2017 to 2019 did not have
a major impact on economic growth.

The revisions to the outlook reflect
changed external assumptions, new
historical data and a residual. The influ-
ence of new data includes the effects of
the revisions of both the historical data
already available at the time of the pre-
vious economic outlook (i.e. data up to
the third quarter of 2016) and the fore-
casting errors of the previous outlook
for the periods now published for the
first time (i.e. data for the fourth quar-
ter of 2016 and the first quarter of
2017). The residual includes revised
expert judgment regarding domestic
variables, such as government consump-
tion, wage settlements as well as any
changes to the model.

For 2017, GDP growth has been
revised up by close to 0.7 percentage
points. The upward revision essentially

Table 10

Change in external economic conditions since the OeNB December 2016 outlook

June 2017 Dec. 2016 Difference
2017 ‘ 2018 ‘ 2019 | 2017 ‘ 2018 ‘ 2019 | 2017 | 2018 ‘ 2019
Annual change in 9%

Growth of Austria’'s export markets +44 +42 +41 | £35 +40 +40| +09 +02 +01

Competitor prices on Austria’s export markets +37 +19 +20| +22 +20 19| +1.5 -01 +01

Competitor prices on Austria’s import markets +27 +1.7 +18| +1.7 +18 +18| +1.0 -01 +0.0
USD per barrel (Brent)

Oil price 516 514 515 493 526 546 | 423 12 31
Annual change in 9%

Nominal effective exchange rate (exports) +0.7 -02 +00 ‘ +02 +0.0 +00 ‘ +0.5 -02 +00

Nominal effective exchange rate (imports) +02 -01 +00| +00 +00 +00 | +02 -01 +00
%

Three-month interest rate -03 -02 0.0 ‘ -03 -02 00| +0.0 +00 +0.0

Long-term interest rate 07 09 12| 07 09 11| £0.0 +0.0 +01
Annual change in %

U.S. GDP (real) 422 425 423|420 +20 +20| +02 +05 +03
USD/EUR

USD/EUR exchange rate 108 109 109 | 109 109 109 |-001 +0.00 +0.00

Source: Eurosystem.
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reflects a stronger increase in economic
activity in the fourth quarter of 2016
and the first quarter of 2017 (0.4 per-
centage points). Moreover, the leading
indicators have improved significantly,
as has the general assessment of the

ongoing economic recovery. This
caused an additional upward revision.
The upward revisions of 0.2 percentage
points for 2018 and of 0.1 percentage
point for 2019 reflect the reassessment
of the economic cycle.

Table 11

Breakdown of revisions to the OeNB outlook

GDP HICP

2017 ‘ 2018 ‘ 2019 2017 ‘ 2018 ‘ 2019

Annual change in %
June 2017 outlook +2.2 +1.7 +1.6 +2.0 +1.8 +1.8
December 2016 outlook +1.5 +1.5 +1.5 +1.5 +1.7 +1.8
Difference +0,7 +0.2 +0.1 +0.5 +0.1 +0.0
Caused by: Percentage points
External assumptions +0.0 +0.0 +0.0 +0.3 -0 -01
New data’ +04 +0.0 +0.0 +0.0 +0.1 X
of which: revision to historical data up to Q3 16 +0.0 X X +0.0 X X

projection errors for Q4 16 and Q1 17 +04 X X +0.2 +0.1 +0.0

Other changes? +0.2 +0.2 +0.1 +0.0 +0.1 +0.1

Source: OeNB June 2017 and December 2016 outlooks. Due to rounding, the sum of growth contributions subject to individual revisions may differ

from the total revision.

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

assessments and model changes.
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Table 12

Comparison of the OeNB June 2017 outlook and the December 2016 outlook

Actual June 2017 outlook Revision since

figures June 2016 outlook

2016 2017 ‘ 2018 ‘ 2019 2017 2018 2019
Economic activity Annual change in % (real)
Gross domestic product (GDP) +14 +2.2 +1.7 +1.6 +0.7 +0.2 +0.1
Private consumption A +1.6 +1.2 +1.2 +0.5 +0.1 +0.1
Government consumption .9 +0.9 +1.8 +0.8 +0.0 +0.5 -0.3
Gross fixed capital formation +3.1 +3.3 +2.0 +1.7 +1.5 +0.5 +0.1
Exports of goods and services +1.8 +4.2 +4.0 +3.9 +0.7 +0.1 -0.2
Imports of goods and services +3.5 +37 +3.8 +34 +0.6 +0.2 -0.2

9% of nominal GDP
Current account balance +1.7 21 | 24 | +2.8 —04 | -0.3 -0.2
Contribution to real GDP growth Percentage points
Private consumption +0.7 +0.8 +0.6 +0.6 +0.2 +0.1 +0.1
Government consumption +04 +0.2 +04 +0.2 +0.0 +0.1 +0.0
Gross fixed capital formation +0.7 +0.8 +0.5 +0.4 +0.4 +0.1 +0.0
Domestic demand (excluding changes in inventories) +1.8 +1.8 +14 +1.2 +0.6 +0.2 +0.1
Net exports -0.8 +04 +0.3 +04 +0.1 +0.0 +0.0
Changes in inventories (including statistical discrepancy) +0.4 +0.0 +0.0 +0.0 01 +0.0 +0.0
Prices Annual change in 9%
Harmonised Index of Consumer Prices (HICP) +1.0 +2.0 +1.8 +1.8 +0.5 +0.1 +0.0
Private consumption expenditure (PCE) deflator +1.3 +1.9 +1.7 +1.7 +0.3 +0.0 -01
GDP deflator 14 +1.6 +1.9 +1.8 +0.2 +0.3 +0.1
Unit labor costs (whole economy) +1.2 +04 +1.8 +14 -04 +0.7 +0.3
Compensation per employee (at current prices) +1.3 +1.3 +2.2 +1.9 -01 +04 +0.0
Compensation per hour worked (at current prices) +1.8 +1.5 +2.5 +2.3 -01 +04 +0.2
Import prices —1.2 +2.6 +19 +1.8 +0.8 +0.2 +0.1
Export prices -0.5 +2.7 +2.1 +1.9 +1.2 +0.5 +0.2
Terms of trade +0.7 +0.1 +0.2 +0.2 +0.4 +0.3 +0.2
Income and savings
Real disposable household income +2.3 +1.0 | +14 | +1.2 +0.0 | +0.5 +04

9% of nominal disposable household income
Saving ratio 8.2 79 | 79 | 79 10| -08 -0.5
Labor market Annual change in %
Payroll employment .5 .5 .5 .2 +0.4 +0.5 +0.3
Hours worked (payroll employment) +1.0 +1.3 +1.1 +0.8 +04 +04 +0.1

% of labor supply
Unemployment rate (Eurostat definition) 6.0 57 | 55 | 54 06| -08 -08
Public finances % of nominal GDP
Budget balance 1.6 -0.9 -09 -0.5 +0.3 +0.0 +0.1
Government debt 84.6 80.2 78.0 75.8 =14 1.7 1.7
Source: 2016 (actual figures): WIFO, Statistics Austria, OeNB; OeNB outlooks of June 2017 and December 2016.
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Annex: detailed result tables

Table 13

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

2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019

EUR million | Annual change in %

Private consumption 162,568 | 165203 | 167169 | 169163 14 1.6 1.2 1.2
Government consumption 63,485 64,053 65183 65,721 19 09 1.8 0.8
Gross fixed capital formation 72617 | 75028 | 76566 | 77887 31 33 2.0 17
of which: investment in plant and equipment 26,068 27,571 28,157 28,713 6.6 5.8 2.1 2.0

residential construction investment 13,085 13,246 13,514 13,785 04 1.2 2.0 2.0

nonresidential construction investment and other investment 19149 19435 19,845 20,139 1.7 15 2.1 15
Changes in inventories (including statistical discrepancy) 5,376 5,328 5,338 5271 X X X X
Domestic demand 304,046 | 309,613 | 314,255 | 318,042 23 1.8 1.5 12
Exports of goods and services 175,628 | 183,045 | 190,322 | 197,675 1.8 4.2 4.0 39
Imports of goods and services 164,421 | 170,577 | 177,037 | 183,017 3.5 3.7 3.8 34
Net exports 11,207 | 12468 | 13285 | 14,658 X X X X
Gross domestic product 315,253 | 322,081 | 327,540 | 332,700 | 14 | 22| 17 | 1.6

Source: 2016: Eurostat; 2017 to 2019: OeNB June 2017 economic outlook.

Table 14

Demand components (nominal)

2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019

EUR million | Annual change in %
Private consumption 183977 | 190499 | 195961 | 201,571 +2.7 +3.5 +2.9 +29
Government consumption 70,076 71,576 74,038 75,878 3.5 +2.1 B4 +2.5
Gross fixed capital formation 80,093 84,077 87,296 90,347 +4.1 +5.0 +3.8 +3.5
Changes in inventories (including statistical discrepancy) 2,898 2,279 2,531 2,613 X X X X
Domestic demand 337,044 | 348432 | 359,827 | 370,409 A3 3 3.3 29
Exports of goods and services 182,857 | 195710 | 207,832 | 220,030 +1.3 +7.0 +6.2 +5.9
Imports of goods and services 170,325 | 181,254 | 191,753 | 201,731 +2.3 +64 +5.8 +5.2
Net exports 12,532 14,456 | 16,080 18,299 X X X X
Gross domestic product 349576 | 362,888 | 375906 | 388708 |  +28| 438| 36| 434

Source: 2016: Eurostat; 2017 to 2019: OeNB June 2017 economic outlook.

Table 15

Demand components (deflators)

2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019

2010 = 100 | Annual change in %
Private consumption 1132 115.3 17.2 119.2 +1.3 +1.9 +1.7 +1.7
Government consumption 1104 111.7 113.6 115.5 +1.6 +1.2 +1.6 +1.6
Gross fixed capital formation 110.3 1121 114.0 116.0 1.0 +1.6 .7 .7
Domestic demand (excluding changes in inventories) 1119 113.8 115.7 17.6 +1.3 +1.7 +1.7 +1.7
Exports of goods and services 1041 106.9 109.2 111.3 -0.5 +2.7 +2.1 +19
Imports of goods and services 103.6 106.3 108.3 110.2 .2 +2.6 +1.9 +1.8
Terms of trade 100.5 100.6 100.8 101.0 +0.7 +0.1 +0.2 +0.2
Gross domestic product 109 | 1127 |  m48| 1mes| +4|  +6|  +19| +18

Source: 2016: Eurostat; 2017 to 2019: OeNB June 2017 economic outlook.
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Table 16
Labor market
2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019
Thousands | Annual change in %
Total employment 4,3459 4,402.7 4,462.1 4,5101 .3 +1.3 1.3 +1.1
of which: private sector 3,659.2 3,714.0 3,7574 3,810.8 +14 +1.5 +1.2 +14
Payroll employment (national accounts definition) 3,7921 3,848.3 3,906.5 39544 +1.5 +1.5 +1.5 +1.2
% of labor supply
Unemployment rate (Eurostat definition) 6.0 ‘ 57 ‘ 55 ‘ 54 ‘ X ‘ X ‘ X ‘ X
EUR per real unit of output x 100
Unit labor costs (whole economy)’ 611 ‘ 614 ‘ 62.5 ‘ 634 ‘ .2 ‘ +0.4 ‘ +1.8 ‘ +1.4
EUR thousand per employee
Labor productivity (whole economy)? 725 | 732 | 734 | 738 | +041 | +0.8 | +03 | +0.5
EUR thousand
Compensation per employee (real)® 39.2 | 389 | 391 | 39.2 | +01 | —06 | +0.5 | +0.3
At current prices in EUR thousand
Compensation per employee (gross) 443 | 449 | 459 | 46.7 | 13 | 13 | 22 | +19
At current prices in EUR million
Total gross compensation of employees 168,040 | 172743 | 179168 | 184,849 | 428 | 428 | +37 | 432
Source: 2016: Eurostat; 2017 to 2019: OeNB June 2017 economic outlook.
! Gross wages and salaries divided by real GDP.
? Real GDP divided by total employment.
7 Gross wages and salaries per employee divided by private consumption expenditure deflator.
Table 17
Current account
2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019
EUR million | % of nominal GDP
Balance of trade 10,085.0 11902.8 13,4311 15,5604 29 33 3.6 4.0
Balance of goods —185.0 645.9 1,070.5 2,016.0 01 0.2 0.3 0.5
Balance of services 10,270.0 11,2569 12,360.5 13,544.5 29 31 33 3.5
Balance of primary income —610.0 —716.3 —650.3 —625.6 -0.2 -0.2 -0.2 -0.2
Balance of secondary income —3/473.0 —3,6184 -3,872.7 —3924.7 -1.0 -1.0 -1.0 -1.0
Balance on current account 6,002.0 7,568.1 8,908.1 11,010.2 1.7 2.1 24 2.8

Source: 2016: Eurostat; 2017 to 2019: OeNB June 2017 economic outlook.
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Table 18

Quarterly outlook results

2017 | 2018 | 2019 | 2017 2018 2019

Q1 ‘QZ ‘Q3 ‘Q‘* Q1 ‘QZ ‘Q3 ‘Q4 Q1 ‘QZ ‘Q3 ‘Q4

in 9
Prices, wages and costs Annual change in %

HICP 200 || AHE || S | 22| A2 | HE | FE || HL | 7 | S | S | S | H | aFELS [ AELS
HICP excluding energy +20 | +20 | +19 | +1.8 +22 +20 +22 | 20 +20 +20 +20| +19 +19 +20 +19
Private consumption expenditure
deflator +19 | +1.7 | +1.7 | +20 +20 +19 +1.7| +l6 +l6 +1.7 +17| +1.7 +1.7 +16 +16
Gross fixed capital formation
deflator +1.6| +1.7 | +1.7 | +1.3 +15 +1.7 +18 | +1.7 +8 +1.7 +17 | +1.7 +17 +17 +18
GDP deflator e | S | SHES | 20 | SFLG | aFELS | A | aFELD | SERS | 200 | 2 | S| S | SELE | AL
Unit labor costs +04 | +18 | +14 | +06 +05 +04 +04 | +1.0 +1.6 +22 +25| +23 +17 +11 +0.6
Nominal wages per employee +13 | 22| +19 | +114  +13 +14 +15| +19 +21 +23  +24 | +23 +20 +1.8 +1.6
Productivity +08 | +03 | +0.5 | +0.5 +08 +1.0 +11 | +09 +05 +01 -01 | +00 +03 +07 +1.0
Real wages per employee -06 | +05 | +03 | -09 -08 -05 -02 | +03 +04 +06 +07 | +0.6 +03 +01 +01
Import deflator +26 | 19 | #1.8 | +23 +25 +27 +28 | +22 +20 +19 +1.7 | +1.7 +1.8 +18 +1.8
Export deflator 7 | 24 | HD | 2L | 28 | B0 | 7| 0 | 240 | 22 | 22 | =24 | H9 | HE |
Terms of trade +01 | +02 | +02 | =01 +02 +04 -01| -02 +01 +04 +05| +03 +02 +01 +01
Economic activity Annual andlor quarterly changes in % (real)
GDP +22 | 17| +1.6 | +0.6 +06 +05 +05| +04 +04 +04 +04 | +04 +04 +04 +04
Private consumption +1.6| +1.2 | +1.2 | +04 +03 +03 +03 | +03 +03 +03 +03 | +03 +03 +03 +03
Government consumption +09 | +1.8 | +0.8 | +0.5 -08 +06 +07 | +05 +05 +04 +03 | +0.0 +01 +02 +02
Gross fixed capital formation +33 | +20 | +1.7 | +09 +06 +06 +05 | +05 +04 +05 +05 | +05 +04 +03 +04
Exports +42 | +40 | 39 | +21 +14 +12 +10| +09 +09 +09 +09| +1.0 +1.0 +1.0 +1.0
Imports +37| 38| +34| +1.8 +07 +1.0 +10| +09 +09 +09 +09 | +08 +08 +08 +0.8
Contribution to real GDP growth in percentage points
Domestic demand +1.8 | +14 | +12 | +05 +02 +04 +04 | +04 +04 +03 +03 | +03 +03 +03 +03
Net exports +04 | +03 | +04 | +02 +04 +01 +01 | +00 +00 +00 +01 | +01 +01 +02 +01
Changes in inventories +00 | +00 | +00 | =01 +00 +00 +00 | +00 +00 +00 +00 | +00 +00 +00 +0.0
Labor market % of labor supply

Unemployment rate

(Eurostat definition) 57| 55| 54| 58 57 57 57| 57 56 54 54| 54 54 54 54
Annual and/or quarterly changes in 9%

Total employment .3 | S | AE || 04 | 03 | 02 | 02 || 04 | A | 04 | aHR4 || AHeLS | SHO2 | 4HO | 4HO

of which: private sector +15| +12 | +14 | +04 +02 +01 +01 | +03 +04 +05 +05| +04 +03 +02 +01

Payroll employment +1.5| +15| +1.2 | 405 +03 +03 +03 | +04 +05 +05 +04 | +03 +02 +02 +01

Additional variables Annual and/or quarterly changes in % (real)

Disposable household income 0| +14 | +12 | +07 +03 +01 401 | 403 +06 +0.6 +06| +03 +00 +00 +0.0
% of real GDP

Output gap 03| —02| 01| =05 -03 -02 -01]| -01 -01 -02 -02|-02 -01 -01 -01

Source: OeNB June 2017 outlook. Quarterly values based on seasonally and working day-adjusted data.
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Table 19
Comparison of current economic forecasts for Austria
OeNB WIFO IHS OECD IWF European
Commission
June 2017 Mar. 2017 Mar. 2017 June 2017 April 2017 May 2017
2017 ‘ 2018 | 2019 | 2017 | 2018 | 2017 | 2018 | 2017 | 2018 |2016 | 2017 |2017 | 2018
Main results Annual change in 9%
GDP (real) +22  +7  +6| 20 H8| +7 H5| 22 HT7| +14 13 +1.7 +1.7
Private consumption (r‘ea|) +1.6 +1.2 +1.2 +1.3 .2 +1.2 +09 +2.0 +1.3 X X +1.3 +1.2
Government consumption (real) ~ +09 ~ +1.8  +0.8 | +11 +10| +08 +06| +15 +16 X x| +10 409
Gross fixed capital formation
(real) B3| 20| H7 | 26| 24| 29| H2| 22| 80 X x| +2.5 +2.1
Exports (real) L[ 0| B9 Be | 84| 35 WA AEG | e | 422 [ 423 | 432 +31
Imports (real) +3.7  +38 +34 | 433 +3.0 | +34 +31 | +62  +50 | +21 +22| 30 +27
GDP per employee' +0.8 +0.3 +0.5 +0.8 +08 | +03 +0.3 +0.5 +0.1 X x| +07 +0.8
GDP deflator +6 +19  +1.8| +14  +15 +14  +16| +20 +20| +19 +22| +14  +15
CPI X X X +1.7 +1.7 +19 +1.9 X X X X X X
HICP +20 +18 +1.8| +18 +17 | 420 +19 +2.1 +1.8 | 421 +1.8 | +1.8 +1.6
Unit labor costs +04 +1.8 +14 | +1.2 +14 +11 +1.5 +14 425 X X +1.1 +11
Payroll employment 3 3 Ha1| He 3| +4 #H2| +7 #5| 407 +06| +10  +09
% of labor supply
Unemployment rate
(Eurostat definition) 57 55 54 59 59 59 6.0 57 55| 489 459 #59 [ 459
% of nominal GDP
Current account balance 21 A 2.8 1.6 1.6 X X 19 19 A 2.2 20 2.2
Budget balance
(Maastricht definition) =09 =09 | —05 1.2 =07 1.4 =1 .00 =07 | =10 07 [ =13 —1.0

External assumptions
Oil price in USD/barrel (Brent) 51.6 514 51.5 570 59.0 570 60.0 513 50.0 55.2 551 55.5 559

Short-term interest rate in % -03 02 00| -03 01 -0.3 -01 | -030 -030| -03 02| -03 -0.2

USD/EUR exchange rate 1.08 1.09 1.09 1.05 1.05 1.06 1.06 1.09 1.09 1.06 1.06 1.06 1.06
Annual change in %

Euro area GDP (real) X X X +19 +1.7 +1.6 +1.6 +1.8 +1.8 +1.7 +1.6 +1.7 +1.8

U.S. GDP (real) +22  +25 423 | +22 +2.1 +2.5 A7 +2.1 A A | RS | A | S

World GDP (real) +3.3 +3.6 +3.5 X x| +33 +3.5 +3.5 +3.6 +3.5 +3.6 +34 +3.6

World trade +34 423 +2.7 X x| 433 +35| +46  +38 | +38 +3.9 +34  +38

Source: OeNB, WIFO, IHS, OECD, IMF, European Commission.
" GDP per hour worked.
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