Austria’s Exports to Eastern Europe:
Facts and Forecasts

Likely Impact of Slowing Exports on
Growth in Austria

In 2008, 72.1% of all Austrian goods exports went to the EU-27; thereof, 17.6% went to the
Eastern European states that joined the EU in 2004 and 2007, and 24.6% to Eastern Europe
at large. While export demand for Austrian goods has declined markedly since the end of
2008, in the context of the international economic crisis, exports to the “new” Member States
declined somewhat less than those going to the “old EU.” This article offers a brief overview of
the extent and development of Austrian exports to Eastern Europe, the latest growth
forecasts for these countries, and their implications for Austria’s growth forecast. The latest
forecasts for Eastern Europe, while pessimistic and mixed in line with the global trend,
indicate that growth rates — especially in the “new” EU Member States — are still higher (or
that recessions are still weaker) on average than in Western Europe. Simulations with the
OeNB’s macro model show that the growth setbacks anticipated for Eastern Europe by
the latest forecasts are likely to push the decline in Austria’s real GDP growth another
0.7 percentage points below the rate implied by the OeNB’s December 2008 forecast.
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The current economic and political
debate has honed in on the exposure of

entire regions, for which definitions
tend to differ, rather than to individual

Austrian banks in Eastern Europe,
largely decoupled from the issue of how
important those Eastern European
countries have come to be for the real
economy. To refocus the debate, this
article therefore presents an overview
of the relative importance of Austrian
exports to Eastern Europe and their
development in recent decades, of cur-
rent GDP forecasts for these countries,
and of the resulting effects on growth
in Austria.’

What makes this exercise rather
complex is that there is no consistent
definition for the region generally re-
ferred to as Eastern Europe. Further-
more, the growth forecasts published
by various institutions often refer to

1

countries. This article uses the latest
growth forecasts for Eastern Europe of
the European Bank for Reconstruction and
Development (EBRD), The Vienna Insti-
tute for International Economic Studies
(wiiw), Consensus Economics, and the IMF.
For the purpose of our exercise, we
divide Eastern Europe into two groups
of countries:® into the EU-10 coun-
tries of Bulgaria, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania,
Poland, Romania, Slovakia and Slove-
nia; and into the 30 Central, Eastern
and Southeastern European (CESEE)
as well as Central Asian countries
(CESEE+CA) that the literature identi-
fies as Eastern Europe at large.* Exact
definitions are found in the annex, in
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which all regional definitions used in
this report are listed.

The importance of Eastern Europe
for the Austrian economy has been dis-
cussed extensively in economics publi-
cations. A broad range of studies have
provided evidence on the positive
growth and employment effects of the
transformation of Eastern Europe (e.g.
Breuss, 2006), the results of Austrian
direct investments (e.g. Altzinger and
Bellak, 2006; Hunya, 2008), and of the
expansion of exports in these regions
(e.g. Stankovsky, 1998; Fidrmuc,
2005).° The focus of this article is on
the longer-term development of goods
exports to Eastern Europe, the current
decline in exports, and the resulting ef-
fects on growth for Austria.

The article is structured as follows:
Section 1 offers a brief, descriptive
overview of the significance and devel-
opment of exports to Eastern Europe
and to individual Eastern European
countries, including the decline in ex-
ports at the end of 2008 caused by the
economic crisis. In section 2, after an
overview of current growth forecasts
for the CESEE countries we simulate
the effects of the predicted growth de-
cline on the Austrian economy with the
OeNB’s macro model; to establish,
among other things, the extent by
which the OeNB’s December forecast
would need to be revised. Section 3
provides a summary and draws conclu-
sions.

1 Significance and Development
of Exports to Eastern European
Countries

1.1 Available Data

The national statistical office (Statistics

Austria) publishes detailed nominal ex-

port data for domestic goods exports at

monthly intervals; the latest figures are
from December 2008. Services exports
are calculated by the OeNB on a quar-
terly basis; so far, the data have been
calculated up to the third quarter of
2008. Thus, the only data available for
the entire year of 2008 are those of
goods exports. Since no deflators for
exports to the various Eastern Euro-
pean countries or regions are available,
it is not possible to determine corre-
sponding real export figures. More-
over, the time series are too short to al-
low categorizing services exports to
target countries.®

1.2 Significance and Development of
Exports to Eastern Europe

The left panel in chart 1 shows the
nominal growth of overall goods ex-
ports and of exports to Eastern Europe,
according to the definition used by
Statistics Austria (27 countries). While
growth rates declined substantially in-
deed in 2008 for both total exports and
exports to Eastern Europe, they still
exceeded growth levels during the dot-
com crisis on account of the relatively
good performance during the first
quarter of 2008. Another striking
feature is that growth rates for goods
exports to Eastern Europe were greater
than those for overall exports from
1988 through, and including, 2008
(with the exception of 1998 and 1999).

The right panel (chart 1) shows the
percentage of nominal overall exports
and nominal exports to Eastern Europe
in nominal GDP, that is, “goods export
rates.” The rate for all goods exports
has risen markedly since the beginning
of 1995, i.e. since Austria joined the
EU. Access to the Single European
Market has facilitated foreign trade,
and the European Economic and Mone-

> For the growth of all Austrian exports, see Bayerl et al. (2008).

0 Regionally itemized services data are available up to the first quarter of 1995.
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Chart 1
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Source: Statistics Austria, OeNB; Eastern Europe as defined by Statistics Austria (see annex).

tary Union completed in 1999 has
stabilized Austria’s trade-weighted ex-
change rate, thereby creating favorable
conditions for exports. However, in
2008, as a result of the crisis, the over-
all goods export rate declined again for
the first time since 1993. The export
rate for goods going to Eastern Europe
has climbed steadily since 1997, con-
tinuing even in 2008.

In chart 2, goods exports are subdi-
vided according to the relative impor-
tance of the most important target
countries or target regions. Over time,
exports to Italy and Switzerland have
decrease relatively; those to the U.S.A.
have increased slightly. Since the trans-
formation of Eastern Europe, Germa-
ny’s relative importance has declined
markedly. The increase in the relative
importance of Eastern Europe since its
transformation is particularly striking.
In 2008, as much as 24.6% of all Aus-
trian goods exports were going to this
region (by way of comparison: goods
exports to Germany were just under
30%).

The expansion of goods exports to
Eastern Europe was in no way a linear
development. In the mid-1970s, the
percentage of exports was clearly higher
than before the Iron Curtain fell, and at
20.1% it had already reached a level
that would not be exceeded again until
2006 (20.4%). The historical expan-
sion of exports to Eastern Europe was
influenced not only by economic fac-
tors but also by myriad economic and
political factors. The development of
Austrian exports to Eastern Europe
since 1955 can be divided roughly into
four different phases:

— The time from the end of World
War II until the ratification of the
Austrian Independence Treaty was
influenced by reconstruction activi-
ties and, in part, by trade patterns
evolving between the two world
wars. While in 1937, 33.4% of Aus-
trian exports were still going to the
(Southeastern European) countries
of the former Austro-Hungarian
monarchy, this rate had declined to
19.6% by 1947 (Stankovsky, 1998,
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Chart 2
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Note: Steep rise in 1970 due to adjustment of data basis (EU-12 = all “old” EU countries excluding Germany and Italy).

p- 162). By 1955, the percentage
had decreased even further to only
11.3%, though the exports of the
Soviet-controlled businesses were
not cited in some cases (Stankovsky,
1998, p. 155, for an estimate of the
extent of those exports, see WIFO,
1955).

From the ratification of the Aus-
trian Independence Treaty until the
mid-1970s, Austrian exports to
Eastern Europe strengthened. Trade
relations during this time were in-
fluenced by the demand monopoly
of Eastern European governments
and, as a result, by the political and
economic environment. Due to the
lack of currency convertibility,
trade was essentially restricted to
compensation transactions (barter
trade), which were settled on a
clearing basis. In addition, Austria
benefited heavily from its position
as a bridgehead between Eastern
and Western European countries
(Stankovsky, 1967).

From 1975 until 1989, when the
transformation of Eastern European
economies started, the share of
Austrian exports to Eastern Europe
diminished markedly to just 9.9%.
The reason for this, more than any-
thing else, was the financial unsus-
tainability of the Eastern European
strategy to debt-finance access to
high-technology products (Fidrmuc
etal., 2008, p. 469). The debt cri-
sis of the Eastern European coun-
tries markedly decreased their de-
mand for imports above all from the
1980s onward (Stankovsky, 1998).
The transformation phase after
1989 was characterized by a mas-
sive expansion of trade relationships
with Eastern Europe, with Austrian
exporters quickly turning historical
ties and their geographic position
into competitive advantages and
benefiting from specific govern-
ment support on top (see the
program “Go International,” Bhat-
tacharya, 2007).
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Currently, Austrian exporters are
facing the strongest slump in demand
for Austrian exports since the end of
World War II — including demand for
exports to Eastern Europe, as will be
discussed in greater detail below. The
degree to which the decline in growth
will lead to a shift in the relative im-
portance of the export regions cannot
yet be determined.

1.3 Clear Shift of Austrian Exports
toward Eastern Europe

In 2007, the growth of nominal services
exports (overall) accelerated to 11%,
compared to the previous year (table 1).
At 19.7%, nominal services exports to
the EU-10 grew at an above-average
rate. Austria experienced double-digit
growth rates across the board, exclud-
ing less robust exports to Latvia and
Slovakia. Current account develop-
ments over time reflect a structural
shift in services exports toward trans-
portation services, knowledge-inten-
sive services, as well as other services.
During the last ten years, the impor-
tance of knowledge-intensive services
doubled from 9% of overall exports
(1997) to 18% (2007). The key drivers
of growth were architectural, engi-
neering, and other technical services;
research and development; electronic
data processing and information tech-
nologies; as well as legal consultation,
auditing, and sales consulting. At the
same time, patent-related cross-border
trade is severely in deficit. This is bad
news insofar that this position is often
used as a benchmark for technological
progress. In a regional comparison be-
tween the EU-15 and the remaining 12
EU countries, strong regional differ-
ences in exports become evident: to
the EU-15, Austria exports mainly

Austria’s Exports to Eastern Europe: Facts and Forecasts
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transportation and tourism services,
whereas the EU-10 attract mainly other
business services. In the first three
quarters of 2008, the growth of Aus-
trian services exports remained posi-
tive; however, compared to the entire
year of 2007, it declined markedly.
Altogether, services grew by 5.6% in
the first three quarters of 2008. Over-
all growth was sustained primarily by
the growth of exports to the EU-10,
which still amounted to arobust 12.6%.
In seven of the ten countries, growth
rates were still in the double-digit
range. In contrast, growth of exports
to the EU-15 slowed to 2.9%. The
higher EU-10-related growth rates con-
sequently led to a further shift of the
export percentages from the EU-15 to
the CESEE+CA countries.

As for Austrian goods exports, 72.1%
went to the EU in 2008. In this area,
the focus has been shifting for years
from the “old” EU Member States to
those states that became EU members
in 2004 and 2007. Since Austria joined
the EU, the export share to the “old”
EU decreased by 10 percentage points
to 54.5% (2008) whereas that of the
12 EU countries rose from 11.3% in
1995 to 17.6% in 2008. For the entire
year of 2008, the following countries
were among the top 10 target countries
for Austrian goods exports: the Czech
Republic (nominal export share of 3.7%;
rank 5), Hungary (3.6%; rank 6) and
Poland (2.8%, rank 8). In the ranking
of the foreign trade report, the Czech
Republic has advanced strongly in
recent years (2007: 3.6%, rank 6;
2006: rank 8). Finally, the share of the
Commonwealth of Independent States
(CIS) which has grown particularly
strongly over the last five years, dou-

bled to almost 3.9% in 2008.
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Table 1
Austrian Exports to Selected Regions in 2007 and 2008
2007 Q1to Q308 2008 November 2008 | December 2008
Goods | Services| Goods | Goods | Services| Goods | Goods
and and
Services Services
Annual change Share Annual change Share Annual | Share of | Annual | Share of | Annual | Share of
in % of in % of change | overall | change | overall | change | overall
overall overall | in % exports | in % exports | in % exports
exports exports in % in % in %
in % in %
Total exports 10.5 11.0 X 6.3 5.6 x 2.3 x| —14.3 X -9.0 X
Europe, total 11.0 10.5 84.8 6.7 6.3 85.3 2.3 835 | -15.8 827 | —104 79.8
EU-27 11.0 10.0 733 6.2 44 734 1.8 724 —16.5 712 | 124 68.1
EU-15 8.9 8.5 57.7 37 29 56.9 =03 54.5 =174 534 | -129 51.0
New EU Member States 189 18.1 15.7 15.0 12.0 16.5 8.8 17.6 | —13.5 17.8 =94 171
EU-10 20.2 19.7 15.5 15.0 12.6 164 8.8 175 | —13.6 17.7 -94 17.0
Bulgaria 299 19.6 0.6 30.5 18.2 0.7 24.5 0.8 7.0 0.9 13.2 1.0
Estonia 36.3 124.2 0.1 9.2 1.8 0.1 14 01| —-484 0.1 —36.1 0.1
Latvia 1.7 8.8 0.2 -179 6.3 0.1 =191 0.1 —32.5 0.1 -14.6 0.1
Lithuania 12.5 34.6 0.1 2.1 111 0.1 —4.6 0.1 —28.3 0.1 —16.6 0.1
Poland 259 28.0 24 12.3 7.5 2.5 8.0 2.8 -8.0 3.0 —74 2.6
Romania 17.6 20.3 1.8 23.7 1341 2.0 13.6 21 —19.7 2.0 -9.5 2.0
Slovakia 16.3 6.6 1.7 219 17.3 19 15.3 20| —15.6 2.0 6.2 21
Slovenia 26.9 101 19 121 4.2 19 74 2.2 —11.4 22| -10.0 2.2
Czech Republic 20.8 14.8 3.2 164 144 34 7.5 37| —180 3.7 | 201 33
Hungary 14.2 27.3 35 9.2 151 3.6 5.0 36 | —11.5 37 | —106 33
Malta —78.2 —6.3 0.1 -10.5 306 0.0 -89 0.0 7.3 00| —135 0.0
Cyprus 231 -19.3 0.1 224 4.5 0.1 19.6 0.1 26.8 0.1 —229 0.1
Albania 43.7 174 0.0 17.6 10.5 0.1 19.3 0.0 35.8 0.0 771 0.1
Croatia 12.0 0.5 12 5.8 —47 12 3.2 13 —134 13 -1.9 1.3
Bosnia-Herzegovina 33.0 5.8 0.3 16.9 6.7 0.3 91 03| —187 0.3 —19.8 0.3
Macedonia 17.2 0.0 0.1 41.3 75.0 0.1 261 0.1 -2.3 0.1 4041 0.1
Serbia 18.5 X X 12.5 X X 7.6 05| —129 0.4 4.6 0.7
Montenegro 91 X X 75.5 X X 61.2 0.1 521 0.1 15.2 041
Belarus 32.5 —4.8 0.1 24.8 20.0 0.1 34.6 0.1 70.3 0.1 39.0 0.2
Russia 14.7 299 2.1 229 559 2.5 15.0 2.5 —69 2.8 —121 2.3
Ukraine 131 353 0.6 32.7 42.5 0.8 219 0.8 -3.2 0.7 | -358 0.6
CIS-Europe 19.5 319 29 25.0 48.7 34 169 35 —4.7 3.6 | —16.2 31
CIS-Asia 63.6 45.8 0.3 29.5 16.0 0.4 20.9 05| —159 0.4 13 0.5
Turkey 1.7 23.0 0.8 10.6 8.5 0.8 24 08| —20.6 0.7 | —261 0.7
Mongolia 397 0.0 0.0 1034 0.0 0.0 974 0.0 3375 0.0 | 2.616.0 0.0
CESEE+CA! 194 14.7 21.7 161 16.0 23.2 9.7 246 | —12.5 24.7 —9.7 24.0

Source: Statistics Austria, OeNB.

Note: For relation of countries to regions, see annex.

! Services, excluding Serbia and Montenegro. EU-15: “old” EU, excluding Austria.

Nominal goods export data are
available monthly with a delay of
roughly 2% months. In December
2008, the latest month for which data
were available at the time of writing,
overall nominal exports were 9.0% be-

low their comparative value in Decem-
ber 2007. Exports had even declined
by 14.3% in November 2008. This
monthly stream of data, however, is not
working day-adjusted and is therefore
distorted by the different numbers of
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working days in these two months.” If
one adjusts the data for this calendar
effect, then a different trend is seen.
Accordingly, nominal goods exports
declined by 10% in November 2008
and by as much as 13.4% in December
2008. On this basis, the data tell a sim-
ilar story for Austria as they do for most
of Austria’s trading partner countries:
growth of exports slumped at the end
of 2008. At the same time, the EU
Member States that acceded in 2004
and 2007 continued to retain a — mod-
erate —relative “growth advantage,” even
during the downturn: Overall, nomi-
nal exports to the EU-27 declined in
December 2008 by —12.1% (compared
to December 2007). Yet while the growth
of exports to the “old” EU (EU-15)
declined by —12.9%, the growth of
exports to the EU-10 declined by just
—9.4%. The situation was much the same
for exports to Eastern Europe at large,
and for data based on November 2008.

2 Effects of Updated Growth
Forecasts for Eastern Europe
on the OeNB December
Forecast for Austria

2.1 Significant Revisions in Recent
Growth Forecasts

Until the end of 2008 — based on strong
domestic demand — the growth pros-
pects of the Eastern European region,
with the exception of Estonia, Lithua-
nia, and Hungary, were considered to
be relatively robust, compared to the
global downturn. However, rising spill-
overs of the financial and economic cri-
sis to Eastern Europe since December
2008 have moved the topic closer to
the top of the economic and political
agenda; and since then, national and in-
ternational forecasters (EBRD, IMF,

Austria’s Exports to Eastern Europe: Facts and Forecasts
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wiiw) have been revising their growth
forecasts downward sharply.

Eastern Europe is anything but a
unified economic zone. The economic
fundamentals, the degree of involve-
ment in international economic coop-
eration, as well as the economic inter-
dependencies and impact of the inter-
national economic crisis are very
different, depending on the country.
What is common to most countries,
however, is that they show similar
symptoms of the economic downturn
as Western Europe, such as lending re-
strictions, a significant drop in indus-
trial output, and a sharp decline in ex-
ports. But depending on the fundamen-
tal situation (such as public and private
debt, current account deficit, credit
structure, currency reserves, and ex-
change rate regime) of the individual
countries, the symptoms of the crisis
have different consequences or become
more intensified, through country-
specific factors.

The wiiw emphasizes these differ-
ences in its latest forecast of March 5,
20009. In the forecast, the wiiw focuses
on the EU Member States that acceded
in 2004 and 2007 (differentiating
between NMS-5 and NMS-10) and on
actual and potential EU candidate states
(see annex). Table 2 shows an overview
of the current forecasts and forecast
revisions for Eastern Europe. The wiiw’s
forecast revisions are fairly substantial
for 2009 compared to the November
forecast, particularly for the EU candi-
date countries (—4.5 percentage points)
and for the potential candidate coun-
tries (—4.1 percentage points). The
forecast revisions for those EU Member
States that acceded in 2004 and 2007
are relatively weaker (—2.5 (NMS-5)

7 In December 2008, there was one more working day than in December 2007, whereas in November 2008, there

was one less working day than in November 2007.
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Table 2
Key Results of Current Forecasts for Eastern Europe for 2009
Designation of country group Number | Forecast Diffe-
of rence
countries | Feb. 09 | Jan. 09 ‘ Dec. 08 ‘ Nov. 08
EBRD Central Europe and the Baltic states 9 04 21 1.7
South-eastern Europe 7 1.5 34 -19
Eastern Europe and Caucasus 6 -0.8 4.8 —5.6
Central Asia 6 2.3 4.6 -23
EU-10 10 0.5 2.3 -1.8
CESEE+CA 29 2.5
CESEE+CA' 30 0.1
IMF Central and eastern Europe 14 -04 2.2 —2.6
Commonwealth of Independent
States 13 -04 32 -3.6
wiiw NMS-5 s| o6 31| =25
EU-10 10 | 0.0 27| 27
Candidate countries 3 24 2.1 —4.5
Potential candidate countries 4 -09 3.2 —41
Consensus Central Europe 5 0.2 09 2.0 2.7 -2.5
Economics? South-East Europe 7 0.2 1.3 2.5 3.5 -3.3
Eastern Europe 27| -04 1.0 2.6 38| -42

Source: EBRD, IMF, wiiw, Consensus Economics; for region definitions, see annex.

" For the January forecast including Turkey.

2 Column difference: Difference between February 2009 and November 2008.

and —2.7 (NMS-10) respectively), but
they will nonetheless cause economic
activity to stagnate in the EU-10 in
2009. The wiiw stressed that the fore-
casts for many countries could still be
revised downward by 1 to 2 percentage
points (Der Standard, 2009).

Consensus Economics publishes monthly
forecasts for a large number of coun-
tries and groups of countries that are
calculated as an average of other insti-
tutions’ forecasts. The 2009 GDP
growth rate forecast for “Eastern
Europe” (27 CESEE+CA countries) has
declined sharply over the course of re-
cent months. From a growth rate of
+3.8% forecast in November 2008, the
growth forecasts declined by 1.4 per-
centage points on average, even turning
negative, for the first time, in February
2009 (—0.4%). For the NMS-5 (Cen-
tral Europe), Consensus Economics has
cut its forecast to just a slight positive
GDP growth (0.2%).

The EBRD had lowered its GDP
forecasts for the CESEE+CA countries
significantly already when publishing
its latest Transition Report in Novem-
ber 2008 (EBRD, 2008). On January
27, 2009, the forecast was revised con-
siderably downward yet again, how-
ever. After having predicted an average
growth of 2.5% for the CESEE+CA
countries in November 2008, the
EBRD now expects GDP in the area to
grow by just 0.1% in 2009. The “...
EBRD region is feeling the full impact
of the global slowdown, mainly because
of the region’s increased integration
within the global economy” (EBRD,
2009). At the same time, the EBRD
emphasizes that the situation is mixed;
some countries in the region will still
show positive GDP growth rates
whereas other countries (Ukraine,
Hungary, Estonia, and Lithuania) are
already experiencing recession at the
present time.
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In the IMF’s latest forecast update of
January 28, 2009, growth prospects
were revised markedly downward
(IMF, 2009a). The IMF now forecasts
an economic contraction of 0.4% for
both the CIS and Central and Eastern
European countries (14 states) for
2009. This necessitates a downward re-
vision of the forecast for Central and
Eastern Europe by 2.6 percentage
points; and also for the CIS, by 3.6 per-
centage points. The IMF determined
that a “sustained economic recovery
will not be possible until the financial
sector’s functionality is restored and
credit markets are unclogged. For this
purpose, new policy initiatives are
needed to produce credible loan loss
recognition” (IMF, 2009b).

Altogether, all institutions forecast a
much less severe economic downturn
(and in some cases, still positive growth
rates) for the EU-10 countries, which
attract the bulk of Austrian exports to
Eastern Europe, than forall CESEE+CA
countries.

2.2 How Growth Forecast Revisions
Affect the OeNB December
2008 Forecast

In the Austrian Quarterly Model
(AQM)® that the OeNB uses to prepare
its forecast,” the growth of real exports
is determined by the trend of (price)
competitiveness indicators and espe-
cially by the trend of foreign demand
for Austrian products.'® With the bene-
fit of hindsight, it has become clear that
the OeNB’s December 2008 forecast
(anticipating GDP growth of —0.3% for
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Austria in 2009) was based on too opti-
mistic a forecast of the growth trends
of Austrian export destinations and,
and therefore of the rise in export
demand (+1.4% for 2009).

Based on current growth estimates
for Eastern Europe and associated lower
demand for Austrian exports, the an-
ticipated effects on Austrian export and
GDP growth for 2009 were simulated
for this article with the aid of the AQM,
distinguishing between two scenarios.
First, we simulate the effects on Aus-
trian GDP growth of the forecast
revisions only for the EU-10. For this
purpose, we had to produce a corre-
sponding country sample'' enabling us
to compare the effects of the different
growth forecasts of the Eurosystem
(staff projections of December 2008),
the EBRD, and the wiiw. Second, we
simulated the effects of the modified
forecasts for Eastern Europe at large
(CESEE+CA), allowing us to compare
the growth forecasts of the Eurosys-
tem, the EBRD, and Consensus Eco-
nomics. The IMF forecast can unfortu-
nately not be used for a simulation, be-
cause no compatible country sample is
available.

Based on the average goods export
data for 2008, an export share of 17%
to the EU-10 and of 25% to the
CESEE+CA countries is assumed for
the simulation. The real GDP growth
rates forecast by the different institu-
tions for the respective region are al-
ready given in table 2. The simulations
are based on the declines in growth
from the underlying assumptions of the

% Schneider and Leibrecht (2006). The AQM is used for medium-term forecasts and simulation for a timeframe of

one to 2V years.

’ As arule, the euro area NCBs produce macroeconomic growth projections for their respective countries in June and
December. These projections, which are based on common assumptions that are agreed on with the European

Central Bank (ECB), are aggregated and yield the projections for the euro area as a whole.

!9 Foreign direct investment is not modeled in the AQM.

"' The weighted GDP growth rates of Slovenia and Slovakia were taken from the ESCB staff projections of December
2008 and added to the GDP growth rate of the region “new EU Member States.”
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OeNB’s December 2008 forecast to the
most recent forecast for the respective
region. For the EU-10, this is the fore-
cast of the wiiw (0.0%), and for the
CESEE+CA countries, that of Consen-
sus Economics (—0.4%). Given that the
forecasts for these regions have been
steadily revised downward in recent
months, we lowered the latest growth
forecasts by an extra 1.0 percentage
point. Thus, the simulation is based on
the assumption of a decline in growth from
2.8% (own calculation, based on the
OeNB’s December forecast) to —1.0%
for the EU-10, and from 3.3% to —1.4%
for the CESEE+CA countries. Based on
this decline in growth, we calculated
the effect on the growth of foreign
demand for Austrian products for the
entire year (the individual quarters,
respectively) of 2009, and simulated
the effects on export and GDP growth
in Austria.

Additionally, we simulated the
overall effect of the downturn in East-
ern Europe caused by the economic
crisis on the Austrian GDP-growth.
For this purpose, we used the average
growth of Eastern European countries
since the turn of the millennium rather
than the growth assumptions of the
OeNB’s December 2008 forecast for
Eastern Europe, which had already pre-
dicted a downturn. In other words, this
scenario represents a benchmark sce-
nario that simulates the overall export-
induced negative growth effect of the
financial and economic crisis on Aus-
tria. The ceteris paribus simulation re-
sults are shown in table 3. Here it is to
be emphasized again that the calcula-
tions cover only the trade channel ef-
fects; effects transmitted via the bank-
ing sector or through direct investment
are not taken into account.

Table 3

Simulating the Effects of Deteriorating Growth Prospects for Eastern Europe
for 2009, Compared to OeNB Forecast of December 2008 and to Average
Eastern European Growth Rates from 2000 to 2007

Region EU-10 ‘ CESEE+CA'

Share of overall goods

exports in %’ Uz ‘ =

Baseline for regional growth ~ OeNB forecast Average growth OeNB forecast Average growth

in 2009 based on Dec. 08 2000-2007 Dec. 08 2000-2007
(= Baseline 1) (= Baseline 2) (= Baseline 1) (= Baseline 2)

(1) Real GDP growth? 2.8 43 | 33 5.8

Simulation assumptions for Eastern Europe

(2) Assumed real GDP

growth for 2009 in % -1.0 —14

(3) = (2) — (1) Difference

in percentage points -3.8 =53 —4.7 =72

Simulation results: Effects on Austria in 2009

Difference in growth Effects based on:

compared to baseline in

percentage points Baseline 1 Baseline 2 ‘ Baseline 1 Baseline 2

Real GDP growth -04 —-0.6 ‘ =07 =11

Source: OeNB.

" For region definitions see annex.
2 Authors’ calculations.
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Compared with the OeNB December
2008 forecast, real GDP growth had to
be revised downward by 3.8 percentage
points for the EU-10, and by 4.7 per-
centage points for the CESEE+CA
countries, according to the simulation
with the AQM. Depending on the scena-
rio, the growth of real GDP for Austria in
2009 thus stands to decline by 0.4 percen-
tage points (when taking into account only
the EU-10 countries) or by 0.7 percentage
points (when taking into account all of the
CESEE+CA countries). Likewise, the
growth of Austria’s real exports stands
to decline by either 0.8 percentage
points or 1.4 percentage points. Com-
pared with the average growth of Eastern
European countries, the negative effect
on Austrian GDP growth might amount
to —1.1 percentage points.

The assumed decline in growth is
based on the current pessimistic fore-
casts for Eastern Europe, further low-
ered on the basis of expert judgment by
another —1.0 percentage point. At the
same time, it cannot be ruled out at
present that economic performance
might weaken even more. Thus, the
simulation results establish, rather, a
baseline for the anticipated effects.
Finally, it is important to understand
that the simulation occurred ceteris
paribus; any other changes, such as the
steep economic downturn in Germany
and Italy, as well as all other modified
general conditions (such as the decline
in oil prices and interest rates) were not
considered.

In order to put the impact of the
economic decline in the Eastern Euro-
pean region on Austrian exports into
perspective, we compared the above
results with the effects of the economic
decline anticipated for Germany. With
an export share of roughly 30%, Ger-
many is Austria’s most important trad-
ing partner. Thus, we calculated the
growth differential between the cur-

Austria’s Exports to Eastern Europe: Facts and Forecasts
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rent forecast (IWH, 2009) and the De-
cember 2008 forecast of the Deutsche
Bundesbank (simulation 1), as well as
the average growth between 2000 until
2007 (simulation 2), and the resulting
effect on export demand, and thus on
the real GDP growth of Austria. The
simulations indicate that real GDP
growth in Austria is likely to decline by
0.8 percentage points (simulation 1)
and 1.1 percentage points (simulation 2)
as a result of the economic downturn in
Germany; in other words, those results
are broadly similar to the downward
revisions triggered by the economic
downturn in the CESEE+CA coun-
tries.

3 Summary and Conclusions

The focus of Austrian exporters on
Central, Eastern, and Southeastern Eu-
rope has been instrumental in increas-
ing total exports, enabling Austria to
profit substantially from Eastern Eu-
rope’s strong, above-average growth as
it turned much-cited historical ties into
a first-mover advantage. At the end of
2008, however, Austrian exporters
suddenly faced a marked decline in ex-
ports to Eastern Europe, against the
backdrop of an even larger decline of
exports to Western Europe, though.

Over the course of the past several
months, economic forecasts for 2009
have been revised downward consider-
ably for all countries and also for East-
ern Europe. However, growth in indi-
vidual Eastern European countries is
very diverse. Whereas, in the mean-
time, deep recessions are expected in
some countries, such as the Baltics,
Ukraine, and Hungary, the various
forecasting institutions anticipate stag-
nation for other countries (Slovenia,
the Czech Republic, among others),
while yet other countries (Slovakia, Po-
land, among others) still have positive
growth prospects.
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Due to the sharp decline in growth
in Eastern Europe and the resulting de-
creased demand for Austrian exports,
simulation calculations made with the
OeNB’s macroeconomic model show
that GDP growth in Austria is likely to
decline between 0.4 and 1.1 percentage
points in 2009, depending on the sce-
nario. What we did in the scenarios
was replace (ceteris paribus) the as-
sumptions underlying the OeNB’s De-
cember 2008 forecast or the historical
average growth rates from 2000
through 2007, as appropriate, with the
latest growth forecasts for either the
EU-10 countries alone or the entire
CESEE+CA region, adjusted down-
ward by an additional 1 percentage
point for the ongoing recession in East-
ern Europe. In comparison, the effects
on Austrian GDP growth generated
solely by the economic downturn in
Germany, are very similar (—0.8% per-
centage points based on current fore-
cast revisions, and —1.1 percentage
points compared to average growth).

The negative effect on GDP growth
in Austria, generated by the recession
in Eastern Europe, is to be seen in a
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Annex

Regional Allocation of Countries

Term Definitions Statistics| ECB EBRD
Austria
Designation Central | New EU| Central, | Com- Central, | Eastern | Acced- | CIS + Listed | Central | South- | Eastern | Central | Listed
of country and Member| Eastern | mon- Eastern, | Europe | ing other separ- | Europe | eastern | Europe | Asia separ-
group Eastern | States and wealth | South- EU CEES ately and the | Europe | and ately
Europe | (EU-10) | South- | of Inde- | eastern coun- Baltic Cauca- and
(CEE) eastern | pendent| Europe tries states sus aggre-
Europe | States and aggre- gate
(CESEE) | (CIS) Central gate
Asia
(CESEE+
CA)
Number of
countries 8 10 20 12 30 27 8 18 8 9 8 6 6 30
Bulgaria X X X X X X X
Estonia X X X X X X X X
Latvia X X X X X X X X
Lithuania X X X X X X X X
Poland X X X X X X X X X
Romania X X X X X X X X
Slovakia X X X X X X X X
Slovenia X X X X X X X X
Czech
Republic X X X X X X X
Hungary X X X X X X X X X
Cyprus
Albania X X X X X X
Bosnia-
Herzegovina X X X X
Croatia X X X X X
Macedonia X X X X
Montenegro X X X X X
Serbia X X X X X X
Armenia X X X X X X
Azerbaijan X X X X X X
Georgia X X X X X X
Kazakhstan X X X X X X
Kirghizistan X X X X X X
Moldova X X X X X X X
Russia X X X X X X X
Tajikistan X X X X X X
Turkmenistan X X X X X X
Ukraine X X X X X X X
Uzbekistan X X X X X X
Belarus X X X X X X X
Mongolia X X X X
Turkey X X X

Source: Compiled according to the current forecast definitions of Statistics Austria, the ECB and the EBRD.
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(Continuation)
Regional Allocation of Countries
IMF wiiw Consensus Economics
Designation Central | Com- Listed New New Candi- | Potential| Listed | Central | South- | CIS Eastern
of country group and mon- separ- | Member| Member| date candi- | separ- | Europe | East Europe
eastern | wealth | ately States States coun- date ately Europe and
Europe | of NMS-5 | NMS-10] tries coun- separ-
Indepen- tries ately
dent listed
States
Number of
countries 14 13 1 5 10 3 4 20 5 7 10 27
Bulgaria X X X X X
Estonia X X X X
Latvia X X X X
Lithuania X X X X
Poland X X X X X X
Romania X X X X X
Slovakia X X X X X X
Slovenia X X X X X
Czech
Republic X X X X
Hungary X X X X X
Cyprus X
Albania X X X X X
Bosnia-
Herzegovina X X X
Croatia X X X X X
Macedonia X X X X
Montenegro X X
Serbia X X X X X
Armenia X X X
Azerbaijan X X X
Georgia X X X
Kazakhstan X X X X
Kirghizistan X
Moldova X X X
Russia X X X X X
Tajikistan X
Turkmenistan X X X
Ukraine X X X X
Uzbekistan X X X
Belarus X X X
Mongolia X
Turkey X X X X

Source: Compiled according to the current forecast definitions of the IMF, wiiw and Consensus Economics.
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