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Declining inflation drives economic recovery

Economic Outlook for Austria from 2024 to 2026 (June 2024)

Friedrich Fritzer, Mathias Moser, Doris Prammer, Christian Ragacs, Lukas Reiss, Richard Sellner,
Alfred Stiglbauer and Klaus Vondra!

The Austrian economy was in recession in 2023. This was due to a combination of persistently
high inflation, a very weak external environment and the resulting poor overall sentiment. In
2024, the OeNB expects the economy to stabilize and grow at a very low rate of 0.3%. Private
consumption is recovering on the back of a significant increase in real wages, with exports also
making a positive contribution to economic growth. Gross fixed capital formation, by contrast,
will continue to shrink in 2024. High financing costs and a poor earnings outlook are weighing
particularly on residential construction investment and on — highly cyclical — investment in plant
and equipment. Looking further ahead, we expect the economy to grow by 1.8% in 2025 and by
1.5%in 2026, driven by an improvement in the external environment, and, in particular, by very
strong growth in real consumption. The labor market remains resilient, with the unemployment
rate, as per national definition, rising only slightly to 6.7% in 2024, and coming down to 6.3%
by 2026.

Austrian HICP inflation will fall to 3.4% in 2024, more than halving from 7.7% in 2023. In-
flation is expected to continue on its downward trajectory, falling to 2.7% in 2025 and dropping
to 2.5% in 2026. The inflation differential with the euro area has narrowed significantly during
recent months and, at around half a percentage point in 2025 and 2026, will return to the level
before the inflation shock. Core inflation will remain above HICP inflation throughout the forecast
period.

In 2024, the budget deficit will widen to 3.1% of GDP, from 2.7% in 2023, thus slightly
exceeding the Maastricht deficit threshold. This is mainly due to the delayed impact of the inflation
shock on public finances. The budget Table 1
deficit will widen further in 2025,
but drop back to 3.0% in 2026. Gov-

OeNB June 2024 outlook for Austria — main results
2023|2024 |2025  |2026 |

ernment debt will fall to 77.3% in Redl annual change in %

2024-, but rise in the fOHOWing years, Gross domestic product -0.7 0.3 18 1.5
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stronger recovery in domestic de-
mand is an upside risk. For the inflation forecast, all of these three factors are upside risks.
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| Export growth remains moderate

Austria’s external environment deteriorated markedly in late 2022 and in 2023. The global
economy was slowed down by the war in Ukraine, high inflation and the tightening of monetary
policy by major central banks. Economic growth in advanced economies halved in 2022, and al-
most halved in 2023 as well. However, growth varied across regions. While US economic growth
actually accelerated slightly in 2023, growth in the euro area almost came to a standstill. The euro
area was weighed down by Germany, where real economic output stagnated in 2023, and by
recessions in Ireland, Austria and Finland. Growth was also very moderate in CESEE EU member
states.

Sluggish global growth was also reflected in very weak global trade growth in 2023. After a
6.2% increase in 2022, global trade growth came almost to a halt in 2023 (0.4%). Austria’s trad-
ing partners suffered an even larger setback, with growth in Austrian export markets declining
from +7.3% in 2022 to —1.1%. As a result, Austria’s export growth almost stagnated in 2023
(+0.3%). Nevertheless, Austrian exporters were able to gain some market share.

The forecast is based on the assumption that global trade will recover. The global economy has
improved considerably since the end of last year. Growth in demand for Austrian exports will be
weak this year (1.2%), in 2025 and 2026, it Table 2
will accelerate to about 3.3%, just below the

3.5% average in 2012-2019, which was rec-

Foreign trade and current account

orded between the global financial crisis and 2023 2024|2025 |2026 |

the COVID-19 crisis. The sharp rise in unit Annual change in %

labor costs and the associated loss of price Exports of goods and services 03 1.5 26 29
titi i d H Imports of goods and services -14 15 32 33

competitiveness are acting as a drag. How- % of nominal GDP

ever, unit labor cost growth rates will decline ¢ rent account balance 27 28 29 29

over the forecast horizon and the differential ¢, cc. 2023 Statistics Austria:
with the euro area will narrow. 2024 to 2026: OeNB June 2024 outlook.
At 1.5% in 2024, 2.6% in 2025 and 2.9% in 2026, real export growth will be moderate, but

move toward the 3.2% average seen in 2012-2019 following the global financial crisis. Due to

the deterioration in price competitiveness, Austrian exporters face the risk of slight market share
declines from 2025 onward.

Despite a difficult international environment, the current account turned around from a deficit
of 0.3% in 2022 to a surplus of 2.7% of GDP in 2023, a high level even by historical standards. A
crucial factor in this regard was trade in goods, which was boosted by a decline in energy prices.
Travel also contributed to the improvement. We expect a stable and high current account surplus

over the forecast period.



Box |
Short-term forecast for Austrian economic growth

Following the 2023 recession, the Austrian economy started 2024 at a very modest pace. The economy is
bifurcated, with industry and construction still in recession, while the services sector is starting to make a positive
contribution to growth. Sentiment in industry remains below its long-term average in early 2024, but expectation
indicators are showing signs of improvement. Export orders are weak as the global economy is weighed down
by geopolitical tensions. However, in recent months, leading indicators have pointed to a stabilization and a
slight recovery. At the beginning of the year, sentiment in the construction sector continued to deteriorate as
construction and financing costs rose sharply and the volume of new housing loans contracted, weighing on
activity. The slow growth at the beginning of the year was driven by the recovery in the services sector. So far,
leading indicators for services, retail and consumer sentiment showed a steady improvement. Driven by strong
real income growth, private consumption was supporting growth at the start of the year.

An improvement in sentiment and growing demand in Austrian export markets are likely to contribute to a
recovery in industry over the rest of the year. Exports and investments should gradually recover. As the restrictive
impact of Chart B1
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Source: OeNB Economic Indicator. Data as at June 3, 2024.

dustry will con-
tribute to
growth, or that residential construction investment will recover. The output of the OeNB short-term forecast
model?2 remains strongly influenced by below-average sentiment in industry and a weak labor market, and
points to very subdued growth. However, a recovery in real net disposable household income is likely to provide
a significant boost to private consumption in 2024. To take into account these developments that are not
sufficiently reflected in the model, we use our expert judgment to increase our growth forecast by 0.25 per-
centage points for both the second and the third quarters. In total, we expect the Austrian economy to grow by
0.3% in the second quarter and by 0.4% in the third quarter (figures are on a quarter-on-quarter basis).

> The short-term forecast is based on a dynamic factor model. A short documentation of the model methodology can be

found here (in German).


https://www.oenb.at/dam/jcr:06b3eed9-3836-416c-8284-38b11a4e9355/OeNB_Konjunkturindikator_Modelldokumentation.pdf

2 Slow recovery in investment

In 2023, business sentiment deteriorated due to increased financing costs, high energy costs,
lower demand and a high level of overall uncertainty. Total gross fixed capital formation fell by
2.2%. Looking at the various components of gross fixed capital formation, there is wide variance
in growth rates, a pattern that is expected to continue throughout the forecast period.

Investment in plant and equipment, which is particularly sensitive to the business cycle, has
been shrinking since 2022. That component is particularly affected by the economic environment
that is weighing on investment. After a further decline of more than 2% in 2024, we expect in-
vestment in plant and equipment to grow by 2.3% in 2025 and by 2.6% in 2026, in line with a
recovery in the wider economy.

Residential construction investment is weighed down by a number of negative factors. In-
creased financing costs and tighter financing conditions have been compounded by the end of the

residential construction boom and falling demand due a decline in real income. In 2022, 77,000

dwellings (new  builds Table 3

and ConVerSionS) Wwere |nve$tment

completed, an all-time 2023|2024 2025 2026 |

high. At the same time, Annual change in %

however, building per- Total gross fixed capital formation (real) =22 =19 3.0 2.7

mits Slumped by as much Investment ln plant and equipment —2.1 =23 2.3 2.6
0% d th Investment in research and development 3.8 0.6 34 3.8

as o, a trend that con- Residential construction investment -88 =56 50 2.9

tinued in 2023. This Nonresidential construction and other investment =23 -1.9 2.5 1.5

means that a further Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.
sharp decline in comple-

tions is to be expected as the median time required for completion, once a permit has been
granted, is two years. In 2023, residential construction investment fell by 8.8%. This was the
largest decline since the introduction of the current national accounts in 1995. We expect resi-
dential construction investment to shrink by another 5.6% in 2024, but to return to relatively
strong growth in 2025 and 2026. Growth in residential construction investment is supported by
the federal government’s housing stimulus package, which primarily includes subsidies for resi-
dential construction and renovation, more favorable depreciation rules and affordable loans. In
total, these factors will boost economic growth over the forecast period by a cumulative 0.2 per-
centage points.

Nonresidential construction investment and other investment peaked in 2019 and has been in
decline ever since. We expect investment in this subcategory to stabilize somewhat in 2025 and
2026.

Research and development investment was relatively robust, expanding by 5.2% in 2022 and
3.8% in 2023. Growth in this category is forecast to be weak in 2024 at 0.6%, but is expected to
pick up significantly in 2025 and 2026.

Opverall, the OeNB expects total gross fixed capital formation to shrink by a further 1.9% in
2024, and to recover in 2025 and 2026, growing at a rate of 3.0% and 2.7%, respectively. Growth
will therefore return to the long-term average following the global financial crisis (2012-2019:
2.8%). The investment ratio rose steadily from a low of 21.6% of GDP in 2010 to as much as
25.8% in 2021. In 2023, the ratio declined and it will take until 2025 for the ratio to rebound.
The forecast for 2026 is 23.9%.



3 Decline in wage growth and slight increase in unemployment

Growth in collectively agreed wages can be forecast with relative certainty for 2024 as the vast

majority of collective wage agreements come into force between January and May. It will amount

to 8.3% in 2024, up slightly from an elevated 7.6% in the previous year. The OeNB Wage Tracker

(chart 1) for col-
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trend is driven by a decline in inflation as wage increases under Austrian collective agreements are

effectively indexed to the average inflation of the past twelve months (“rolling inflation”).

The chart also shows a euro area comparison, with growth in collectively agreed wages accel-

erating particularly in
Germany and in the
Netherlands.

ever, Austria will

How-

continue to record
the highest growth
rates this year. This
has implications for
private consumption
(section 4) and infla-
tion (section 5). The
sharp rise in unit la-
bor costs (table Al in
the annex of tables)
also reduces price
competitiveness. In
the export-oriented
metal industry, this
negative impact on

Table 4
Labor market and wage growth
2023]  2024| 2025|2026
Annual change in %
Total employment (persons) 0.9 04 10 0.9
Total hours worked 1.0 0.3 0.7 0.7
Compensation per employee Annual change in %
Collectively agreed wages and salaries’ 7.6 8.3 4.0 2.8
Woage drift 02 -07 0.2 01
Gross’ compensation (nominal) 7.7 7.7 42 29
HICP inflation rate 7.7 34 2.7 25
Gross’ compensation, real (HICP) 0.0 4.2 1.4 0.3
Net® compensation, real (HICP) 0.7 4.8 1.5 0.2
Unemployment rate % of labor supply
Eurostat definition 5.1 53 5.1 5.0
National definition 6.4 6.7 6.5 6.3

Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook

" Overall economy ! Including employers’ social security contributions.

? After tax and social security contributions.

competitiveness is rnitigated by an agreement under which collectively agreed minimum wages

go up by 8.5%, below the rolling inflation rate of 9.5%.

In addition, the collective agreement for this industry contains a provision that allows compa-

nies with a high share of labor costs to reduce the effective wage increase by up to three percentage



points. It should also be noted that in 2024, wage growth in the public sector will be significantly
higher than in the private sector. This is because the public sector negotiated a collective agree-
ment that will see wages go up by 9.3%, i.e. at a high rate relative to other sectors, and because
of a negative wage drift in the private sector caused by the economic situation. In 2024, the dif-
ferential in compensation between public and private sector employees will be 2.3 percentage
points.

Growth in the number of persons employed will be weak in 2024 at 0.4%, reflecting the eco-
nomic situation, but will recover to 1.0% in 2025 and 0.9% in 2026. Throughout the forecast
period, growth in hours worked will be only slightly lower than that of the number of people
employed (table 4). This also implies sustained growth in hours worked during this period, fol-
lowing several years marked by weakness in hours worked (see box 2). The unemployment rate,
as per national definition, will rise to 6.7% in 2024, but will be lower in the following years. The
same patterns can be seen in the unemployment rate according to Eurostat, which will be at 5.3%
this year and then go down.



Trends in working hours in Austria and the euro area

Box 2

This box analyzes trends in working hours, broken down by the number of people employed and average hours
worked, for various periods for Austria, the euro area and selected euro area countries.

Column 3 of table B2 shows that growth in total hours worked in the euro area and in Austria, as well as in
most member states listed in the table, was high when the economy was strong, i.e. in the period leading up to

the Great Recession (2005-2008) and
in the economic upswing between 2014
and 2019. During these periods, both
average hours worked (column 4) and
the number of people employed (col-
umn 5) grew at a pace that exceeded
the long-term average rate. The oppo-
site happened from 2008 to 2014, a
period of stagnation in the euro area. In
Austria, we see that long-term average
growth was slightly below the euro area
average, while the decrease in average
hours worked, at —0.8% per year, was
relatively high compared to other coun-
tries.

In 20192023, the euro area saw a sig-
nificant 0.8% increase in annual hours
worked, a pace which was only slightly
below the 1.0% growth rate in the num-
ber of people employed. In many euro
area countries, the number of hours
worked increased significantly despite
the crises that occurred during this pe-
riod (COVID-19 pandemic and the war
in Ukraine), particularly in France, Italy
and the Netherlands. In Austria and
Germany, by contrast, the number of
hours worked in 2023 did not fully re-
cover to the level of 2019. Both coun-
tries saw a decline in average hours
worked, with the trend being particu-
larly pronounced in Austria at —1.3%.

What is behind this trend? Comple-
menting the national accounts figures
presented above, data from the EU la-
bour force survey make it possible to
break out growth in the number of peo-
ple employed by gender and by full-time
and part-time employment. The chart
K2 below shows that during periods of
high employment growth (2005—2008
and 2014-2019), there was an in-
crease in full-time and part-time em-
ployment for women and men almost
across the board. From 2008 to 2014,

Table B2
Average annual growth
of hours worked
Region/ |Period Hours | Of which: Of which:
country worked, |Average People
total hours worked employed
EA 2005—2008 1.6 00 1.7
20082014 -1.0 -0.5 -0.5
2014-2019 1.3 —0.2 1.5
2019-2023 0.8 -0.3 1.0
2005—-2023 0.5 —03 08
AT 2005—2008 12 -0.8 20
2008—-2014 —-0.3 —-1.0 08
2014-2019 14 00 1.4
2019-2023 —0.1 -1.3 1.1
2005-2023 0.4 —-08 12
DE 2005—2008 1.8 04 1.4
20082014 0.3 -0.5 08
2014-2019 09 —0.4 1.3
2019-2023 —02 —0.6 0.4
2005—-2023 0.5 —04 09
ES 2005—2008 24 -0.3 2.7
20082014 —3.1 —0.2 —2.9
2014-2019 2.6 —0.2 2.7
2019-2023 0.6 —0.6 1.1
2005—-2023 0.4 —03 07
FR 2005—2008 14 0.3 1.1
20082014 —02 -0.3 0.1
2014-2019 0.9 00 0.9
2019-2023 1.7 —0.2 1.8
2005—-2023 0.8 —071 09
T 2005-2008 1.1 —0.2 1.3
20082014 —1.6 —0.9 -0.7
2014-2019 0.9 —0.2 1.0
2019-2023 15 08 0.6
2005—-2023 0.3 —01 04
NL 2005—2008 2.4 00 2.4
2008—-2014 -04 00 —04
2014-2019 2.4 0.3 2.2
2019-2023 12 =07 2.0
2005—2023 1.2 =01 1.3

Source: Eurostat, OeNB.

Notes: The data refer to both dependent employment and self-
employment.
Totals and components may not add up due to rounding.

however, full-time employment declined in almost every member state.



In the most recent period (2019-2023), by contrast, there was relatively wide variation between countries.
While euro area employment increased across all categories, and the Netherlands, Spain and France recorded
strong employment growth with an increase in full-time employment, Austria and Germany only saw an increase
in part-time employment, for both women and men, while full-time employment actually declined slightly. So
far at least, the picture in both Austria and Germany is similar to that of the period of stagnation from 2008
to 2014.

The increase in part-time employment can be observed in both Germany and Austria among younger (up to
39 years) and older (40 years and above) workers. An analysis by level of education shows that the increase in
female part-time employment was mainly seen in women with tertiary education, while the increase in male
part-time employment is more evenly distributed across levels of education.

Chart B2
Contributions to average growth in employment by period
% 2005 to 2008 % 2008 to 2014
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Source: Eurostat, OeNB.




4 Private consumption, the most important driver of economic growth

In 2023, real disposable household income shrank by 0.2% as a result of the inflation shock.
Growth in real compensation of employees contributed little to household income growth. In line
with the Austrian wage-setting process, high inflation rates are reflected in collective wage in-
creases with a one-year delay. This delayed adjustment to inflation means that when people suffer
a decline in real incomes, they only recoup these losses when inflation is going down. Real net

compensation Of em- Chart 2

ployees will therefore Contributions to growth of real disposable net household income
X . o . Annual change in %, percentage points
increase significantly in e

2 O 24‘ and 2 O 2 5 . Their 30 Forecast

contribution to growth

in real disposable 12
2
household income will ﬁ
s
be 2.4 percentage ?%ff
-0.2

points in 2024, the
highest level since the -

introduction of the euro

. . -4
in 1999. Compensation 1999-2019 2023 2024 2025 2026
Of employees (1 e. Other Welfare benefits
mmmm |nvestment income and self-employment income w4 Employment
Wages per Capita and s Real net compensation of employees per capita —#— Real disposable household income

Source: Statistics Austria, OeNB.

number of people em-
ployed) will also make an above-average 1.5 percentage point contribution to household income
growth in 2025. In addition, real houschold income will be supported by welfare benefits, con-
tributing 1.4 percentage points to growth in 2024 and 1.0 percentage point in 2025. We can see,
again, that cost-of-living adjustments are made with a delay, for example for pension payments
and family benefits. By contrast, trends in self-employment and investment income will reduce
real disposable household income in 2024, with the decline primarily attributable to dividends,
withdrawals and rental income from companies. In 2025 and 2026, we do not expect any signifi-
cant contributions to real household income from self-employment and investment income.

The sharp rise in disposable household income is driving stronger private consumer demand

that will be the main pillar of the Table 5
economic recovery. Growing at Real household income and private consumption

1.5% in 2024, 2.2% in 2025 and 2023 2024 J2025 o026 |

. ) Annual change in %

1.6% in 2026, private consump- Disposable household income (real) -02 30 24 11
tion growth is well above the Private consumption (real) -0.2 1.5 2.2 1.6
0.8% average growth rate seen % of disposable household income
before the COVID-19 pandemic Savingratio 9.0 103 105 101

(201 29201 9) ) Despite very StI'OIlg Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.

growth in private consumption, the saving ratio is expected to rise to 10.3% in 2024 due to pre-

cautionary motives, and confidence effects (2023: 9.0%). The saving ratio will stabilize in 2025
and inch down to 10.1% in 2026.



5 Inflation to drop by more than half in 2024, compared to 2023

In its current inflation forecast, the OeNB expects HICP inflation to fall by more than half,
from 7.7% in 2023 to 3.4% in 2024. In the two following years, disinflation will slow, with
inflation dropping to 2.7% in 2025 and to 2.5% in 2026. Core inflation (HICP inflation excluding
energy and food) will fall to 4.2% in 2024, partly driven by base effects, but will stay above HICP
inflation. Afterward, core inflation will remain above headline inflation, running at 2.9% in 2025
and 2.6% in 2026. Throughout the forecast period, both headline inflation and core inflation will
therefore remain well above their long-term averages (1.9% and 2.0%, respectively, from 2011
to 2019).

The decline in the inflation rate in 2024 is driven by all main components of the HICP, espe-
cially by industrial goods excluding energy as well as energy and food. This is mainly due to weak
demand and falling producer prices. In addition, household energy prices are expected to continue
their decline in the second half of 2024. In the services sector, strong growth in labor costs pre-
vents a steeper decline in the inflation rate.

Fiscal policy primarily influences energy and services inflation. At the beginning of 2025, the
phaseout of fiscal policy measures (electricity price cap, reinstatement of the electricity and natu-
ral gas levy, reinstatement of the renewables levy) and the increase in the CO2 price will raise the
HICP inflation rate Chart 3
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vices inflation in
2024 and in subsequent years.

Compared to March 2024, the OeNB forecast for headline inflation was revised downward by
0.2 percentage points for 2024, left unchanged for 2025 (table 6) and raised by 0.2 percentage
points for 2026. Major revisions have been made to main components of the HICP, particularly
for 2024. The 2024 HICP services inflation forecast was revised upward due to higher expected
wage growth, while the inflation forecast for industrial goods excluding energy as well as for food
and energy was revised downward. In industrial goods excluding energy, the revision was made
to reflect weaker demand compared to the March 2024 Interim Outlook. The food inflation fore-
cast was reduced due to a downward revision of agricultural commodity prices.

The inflation forecast is subject to upside risks. Both geopolitical tensions and Austria’s reliance
on Russian gas could lead to higher price pressures than forecast. A stronger and faster recovery

3 This calculation only includes direct effects.

10



in domestic demand would also put upward pressure on inflation.
The average inflation differential between Austria and the euro area average was 2.3 percentage
points in 2023. By April 2024, the inflation differential had narrowed to 1.0 percentage point.

This  de- Table 6
cline s Inflation

primarily June 2024 outlook |Revisions since Mar. 2024
attributa- 2023 | 2024 | 2025 | 2026 | 2024 | 2025 | 2026
ble to en- Annual change in 9% Percentage points

ergy with HICP inflation 7.7 34 2.7 25 02 00 0.2
) o Food 10.0 4.0 35 23 08 00 02
industrial of which: unprocessed food 7.6 2.3 2.7 X -1.0 X X
goods €X-  of which: processed food 10.6 4.4 37 X -0.7 X X
cluding Industrial goods excluding energy 64 1.6 13 x =07 X X
energy Enerlgy 69 47 05 26 —12 5.7 50
also  hav- Services 7.8 5.7 3.7 X 0.4 X X
] ) HICP excluding energy 7.8 42 3.0 25 =01 —05 -03
INg an Im- |CP excluding energy and food 7.3 4.2 29 2.6 0.0 -0.6 -03
pact. In

Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 and March 2024 outlooks.
2025 and

2026, the inflation differential will return to its long-term average of 0.6 percentage points (the

inflation differential from 2011 to 2019 was 0.6 percentage points). One reason for the normali-
zation of the inflation differential is the pass-through of lower wholesale prices for household en-
ergy to end consumers. This trend will continue to increase, particularly in the second half of
2024. Furthermore, services inflation will go down significantly in 2025 and contribute to nar-
rowing the inflation differential.
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6 Budget deficit exceeds Maastricht threshold in 2024

In 2024, the budget balance will deteriorate from —2.7% to —3.1% of GDP (black line in chart 4). This
is mainly due to the delayed negative impact of the inflation shock on public finances. In particular,
public sector pay and pensions were both raised by about 9.5%, a rate that is significantly higher
than private sector wage growth and the GDP deflator. These developments caused the budget
Chart 4

balance to deteriorate by

around 1% Of GDP (blue ‘E:InggD?’t balance and change by components
columns) in 2024. Thisis  *
compounded by the im- -

. 0.6
0

Forecast

pact of the weak labor

0.3
! -0.2

market on tax revenues 0.5

L 4

and unemployment bene-

fit outlays (orange col-
umns) as well as an in-
. . 3 _33/2'7\
crease 1n Interest ex- iy 30
. . e -33
penditure  (pink  col- -«

umns). These negative ef-
fects offset the phase-out

2022 2023

mmmm Fiscal policy measures

2024

Price changes

Other (mainly macro effects) et Budget balance

Source: Statistics Austria, OeNB.

2025 2026
Interest expenditure

#  Change in budget balance

(and reduction) of nu-
merous expansionary fiscal policy measures in the energy sector (red columns).

In 2025 and 2026, the budget deficit will remain roughly unchanged from 2024. Expansionary
fiscal policy measures will continue to be phased out. Particularly in 2025, however, there will
be offsetting effects from an increase in interest expenditure and the delayed impact of very unfa-
vorable macro and inflation trends in recent years. The budget outlook is not compatible with the
reactivation of the European fiscal rules in 2024: We expect budget deficits in excess of 3% of

GDP in 2024 and 2025. Chart 5
.. Public debt ratio and change by components

In addition, the forecast xorcop ge by comp

. . 10 784 r 80
for budget consolidation . = 778 73 Forecast 776 78.‘2 |
in 2025 and 2026 is be- ® .
low the requirements | 74
that are expected to ap- 2 | | . ’ -7
ply following a reform of ~ ° & L 0‘3 o5 70

. 2 0 ; . - 68
the debt rule. Additional e s

-4 - 66
fiscal consolidation »
therefore appears to be e
necessary in the next two -0 Y
2022 2023 2024 2025 2026
years; hOWCVer, addl— Primary deficit mmm |nterest expenditure Denominator effect real GDP
. . . Denominator effect GDP deflator Stock-flow adjustment ¢ Change in the debt ratio

thIlal COIlSOhdatlon «=8=— Debrt ratio (right-hand scale)

measures have not been

Source: OeNB, Statistics Austria.

included in this economic outlook as it is based on an assumption of no policy change.

Government debt will fall slightly to 77.3% of GDP in 2024 (after 77.8% in 2023; black line)
due to high GDP deflator growth (hatched blue columns in chart 5). In the following years, the
ratio will inch back up because of an overall decline in nominal GDP growth (sum of solid blue

and hatched blue columns).
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Box 3
New Fiscal Impact Measure: Fiscal policy to weigh on economic growth in 2024

The public sector influences the economy directly by means of its own demand (government consumption and
investment), and indirectly by stimulating private demand (private consumption and investment) and/or private
production. The OeNB’s newly developed Fiscal Impact Measure (FIM) aims to provide an in-depth analysis of
the fiscal stance and its impact on real GDP growth. Specifically, the FIM makes it possible to analyze over time
when government policies had an expansionary effect (i.e. stimulating economic growth) and when budget
consolidation resulted in a restrictive fiscal stance (i.e. slowing down economic growth).

Assessing the fiscal stance requires a baseline scenario in which we assume that the government has a “neutral”
effect on growth.# This baseline scenario refers to deviations from applicable indexation rules and other discre-
tionary measures Chart 1 B3

for taxes, social se-
curity contributions

Extent of discretionary fiscal policy

d I b Policy measures, annual change, from 2017 Policy measures, cumulative, since 2020
and welfare bene- % of GDP % of GDP

fits. For example, ,
income tax cuts Expansionary fiscal policy Forecast Forecast

are only considered 4 6
5

as expansionary if
—
) il

they go beyond off- 3
setting bracket
creep.> For other
expenditure, in
particular  govern-
ment consumption
and  investment,

the trend growth in -1
GDP serves as a

LLER
12" |

Restrictive fiscal policy

-2 -1
neutral bench- 2017 2019 2021 2023 2025 2020 2022 2024 2026
mark‘ Government = Households (taxes*, transfer payments) u Price policy measures
consumption Government consumption and investment m Businesses (taxes, subsidies)
u GDP neutral (mainly natural gas reserves) - Total

gr owth above ( be-  source: OeNB, Statistics Austria.
IOW) GDP tren d * Income tax: net effect of tax rate cuts less bracket creep.

growth results in an expansionary (restrictive) effect on growth.

The new Fiscal Impact Measure focuses on the effects of fiscal policy on year-on-year GDP growth. Crucial in
this regard are year-on-year changes in fiscal policy tools. From this perspective, fiscal policy was very expan-
sionary from 2020 to 2022 and has been slightly restrictive since 2023 (left-hand panel of chart | B3). The
extent of the stimulus measures was exceptionally large in 2020 and 202 |. This is why it is instructive to carry
out an analysis of the cumulative stimulus. In total, expansionary fiscal policy measures equivalent to about
3.6% of GDP will remain in place in 2026, compared to 2019 (right-hand panel of chart | B3). However, the
structure of the measures has changed significantly over time. In 2020 and 2021, a large proportion of the
expansionary fiscal policy measures were targeted at businesses (in particular subsidies provided by Austrian
COVID-19 funding agency COFAG). Subsequently, expansionary policy mainly boosted household incomes, es-
pecially in the form of above-inflation pension increases and a significant reduction in the taxation of labor.

In assessing the impact on GDP growth, it is crucially important to take into account these structural shifts, as
different policy measures have a different impact on growth. While policies targeted at households have

However, a neutral growth position does not necessarily imply a constant cyclically adjusted primary balance as the neutral
growth rates for revenues and expenditure may differ.

Income tax brackets and tax credits as well as the most important family benefits have only been automatically indexed for
inflation since 2023 (and the care allowance since 2020). To increase comparability, bracket creep and inflation-induced
declines in the real value of welfare benefits that occurred prior to the introduction of indexation were therefore deducted
from the discretionary measures.

13



significant growth effects through consumption, changes to business taxation and subsidies have a smaller
impact. Direct changes in demand (i.e. government consumption and investment) have the largest impact.

Chart 2 B3 (left-hand panel) shows the effect of discretionary fiscal policy measures, as calculated for the Fiscal
Impact Measure, and real economic growth. From 2017 to 2019, when economic growth was strong, the fiscal
impulse was close to zero and therefore largely neutral. In 2020, the first year of the COVID-19 pandemic, a
sharp contraction in economic output (—6.7%) was accompanied by a strong countercyclical expansion of fiscal

policy measures to support household incomes, especially in the form of subsidies for short-time work. Despite
the economic re-

Chart 2B3
covery in 2021,
the ﬁscal stimulus 'mpact of discretionary fiscal policy

remained positive Impact on real GDP growth Impact on real GDP, cumulative, since 2020
as COVID-19 Percentage points Percentage points
tests and vaccina- ¢ 3.0

. . el Forecast
tions contributed Expansionary fiscal peicyy - .
1
T

to a strong in- 4
2.0 - —

Forecast

crease in public
consumption. The 3

fiscal stance re-
turned to neutral > \
in 2022 and
2023, resulting 4
from a reduction

in COVID-19 aid |
(restrictive) and a
simultaneous ex-
pansion in energy
and inflation aid i
for  households 2017 2019 2021 2023 2025
(expansionary). In -
2024, we expect e Covamrmec ooy s eredmerk il mes P b3
the phase-out of - Totmlimpact = =eee- Real GDP growth

sizable fiscal POI' Source: OeNB, Statistics Austria.

icy measures to

slow down GDP growth by a significant 0.4 percentage points (restrictive fiscal policy). However, the cumulative
effect of the fiscal policy measures that have been put in place since 2020 will remain deep in positive territory

in 2024 (right-hand panel of chart 2 B3). Assuming no policy changes, fiscal policy will be only slightly restrictive
in 2025 and 2026.
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7 Annex of tables

Table A1

Main results of the forecast

Economic activity

Gross domestic product (GDP)
Private consumption
Government consumption
Gross fixed capital formation
Exports of goods and services
Imports of goods and services

Current account balance

Import-adjusted contributions to GDP grovvth1
Private consumption

Government consumption

Gross fixed capital formation

Domestic demand (excluding changes in
inventories)

Exports

Changes in inventories (including statistical
discrepancy)

Prices

Harmonised Index of Consumer Prices (HICP)
Private consumption expenditure deflator
GDP deflator

Unit labor costs (whole economy)
Compensation per employee

Compensation per hour worked

Import prices

Export prices

Terms of trade

Income and savings
Real disposable household income

Saving ratio

Labor market
Payroll employment
Hours worked (payroll employment)

Unemployment rate (Eurostat definition)
Unemployment rate (national definition)
Public finances

Budget balance (Maastricht definition)
Government debt

June 2024 Revisions since Dec. 2023

2023|2024 [2025 [2026  |2024 2025 2026
Real annual change in % (real)
-07 03 1.8 15 -03 0.1 03
~02 1.5 22 1.6 0.0 0.4 03
-04 01 1.0 11 —04 0.1 0.0
23 18 3.0 27 17 02 05
03 1.5 26 29 0.0 04 03
-14 1.5 32 33 -07 0.6 03
% of nominal GDP

2.7 2.8 2.9 2.9 0.8 0.6 0.7

Percentage points
0.0 0.4 0.7 0.4 0.0 0.1 0.1
—0.1 0.0 0.2 02 =01 0.0 0.0
—03 —03 0.4 0.3 —0.3 0.0 0.1

-04 0.1 1.3 0.9 -0.3 0.2 0.2
0.2 0.2 0.7 0.6 0.0 0.1 0.1

-04 0.0 0.0 0.0 —0.1 0.0 0.0

Annual change in %
77 34 2.7 2.5 -0.6 =02 0.0
8.1 3.8 2.4 2.3 —0.1 -0.5 -02
7.6 55 3.0 2.5 1.5 -0.5 -0.3
9.6 7.8 3.3 2.2 0.3 -04 -04
77 77 42 29 0.1 =02 0.0
7.5 7.6 44 3.0 04 -0.3 -02
0.0 —0.1 2.3 22 -1.8 —01 0.0
2.4 2.4 2.7 2.3 -02 -02 —0.1
2.5 2.4 0.5 0.1 1.6 —01 —0.1

Annual change in %
-02 30 24 1.1 -0.8 -02 -02
% of disposable household income
9.0 10.3 10.5 1041 2.1 1.6 1.1

Annual change in %
1.2 0.4 10 10 —-0.3 —0.1 —0.1
14 0.5 0.8 0.9 —0.6 0.0 0.1
% of labor supply
51 53 51 50 —02 —02 —02
6.4 6.7 6.5 6.3 —0.1 —0.1 -02
% of nominal GDP
-27 —3.1 —33 -30 -04 -04 -02
77.8 77.3 77.6 782 0.9 20 2.6

Source: 2023: Statistics Austria; 2024 to 2026: OeNB'’s June 2024 and December 2023 outlooks.

1 The import-adjusted growth contributions were calculated by offsetting each final demand component with
corresponding imports, which were obtained from input-output tables.

15



Table A2

Underlying global economic conditions
2023 2024|2025 2026 |

Gross domestic product (GDP) Annual change in % (real)

World excluding the euro area 35 33 33 32
USA 25 25 1.8 1.8
China 52 4.6 4.0 38
India 7.7 7.0 6.6 6.6
Japan 19 0.4 12 08
Latin America 2.2 1.6 2.5 2.6
United Kingdom 0.1 0.7 1.2 1.6
CESEE EU member states' 39 29 22 17
Switzerland 0.8 15 1.3 1.6
Euro area? 0.6 0.9 14 1.6
World trade (imports of goods and services) Annual change in % (real)

World economy 0.4 2.1 3.3 32
World excluding the euro area 1.0 2.6 3.3 33
Growth of euro area export markets (real) 0.8 21 34 33
Growth of Austrian export markets (real) =11 1.2 34 33
Prices

Oil price in USD/barrel (Brent) 83.7 83.8 78.0 74.5
Three-month interest rate in % 34 3.6 2.8 2.5
Long-term interest rate in % 31 2.9 2.9 30
USD/EUR exchange rate 1.08 1.08 1.08 1.08
Nominal effective exchange rate of the euro (euro area

. 1218 1240 1242 1242
index)

Source: Eurosystem.
1 Bulgaria, Croatia, Czechia, Hungary, Poland and Romania.

7 2023: Eurostat; 2024 to 2026: Results of the Eurosystem staff macroeconomic projections for
the euro area of June 2024.

Table A3

Foreign trade
2023 2024|2025 2026 |

Exports Annual change in %
Competitor prices in Austria’s export markets -22 0.4 2.6 2.3
Export deflator 2.4 2.4 2.7 2.3
Changes in price competitiveness —-46 20 02 0.0
Import demand in Austria’s export markets =11 1.2 34 33
Austrian exports of goods and services (real) 0.3 15 2.6 29
Austrian market share 1.3 03 -038 -04
Imports Annual change in %
Competitor prices in Austria’s export markets -0.7 05 2.6 2.3
Import deflator 0.0 —01 2.3 2.2
Austrian imports of goods and services (real) -14 15 32 33
Terms of trade 2.5 24 0.5 01
Percentage points of real GDP
Contribution of net exports to GDP growth 10 0.1 -0.2 —-01
% of nominal GDP
Export ratio 59.8 58.7 59.0 59.7
Import ratio 56.8 544 54.8 55.6

Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.
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Table A4

Current account

2023 2024|2025 2026 |
% of nominal GDP

Balance of trade 3.6 3.6 3.8 39
Balance of goods 19 1.6 1.6 1.6
Balance of services 1.6 2.1 2.2 23
Ralance of primary income’ -0.3 —03 -03 -03
Balance of secondary income” -06 06 06 06
Current account balance 2.7 2.8 29 29
Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024
outlook.

1 . . . .
Balance of income (e.g. compensation of labor, investment income).

2
Balance of current transfers.

Table A5

Household income and private consumption

2023|2024 |2025 2026 |
Annual change in %

Payroll employment 1.2 04 1.0 10
Wages and salaries per employee 7.7 7.7 4.2 2.9
Compensation of employees 9.0 8.2 52 39
Investment income 72 =105 2.1 1.7

Self-employment income and operating

surpluses (net) 1.5 18 18 25

Contribution to household disposable
income growth in percentage points

Compensation of employees 7.8 72 4.6 35

Investment income 0.7 -10 0.2 01

Self-employment income and operating 02 03 03 03

surpluses (net)

Net transfers less direct taxes' =07 0.1 00 -04
Annual change in %

Disposable household income (nominal) 79 6.9 4.9 35
Consumption deflator 8.1 3.8 24 2.3
Disposable household income (real) -0.2 30 2.4 1.1
Private consumption (real) —02 15 2.2 1.6

% of disposable household income
Saving ratio 9.0 10.3 10.5 101
Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.

Negative values indicate an increase in (negative) net transfers less direct taxes;
positive values indicate a decrease.
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Table A6

Investment
2023 2004 2025|2026 |
Annual change in %
Gross fixed capital formation (real) -22 -19 30 2.7
of which
investment in plant and equipment =21 -2.3 2.3 2.6
residential construction investment —-88 —5.6 50 2.9
nonresidential construction and other investment =23 =19 2.5 1.5
investment in research and development 3.8 0.6 34 3.8
public sector investment 4.9 1.0 1.0 1.0
private investment =34 —2.3 34 3.0
Contribution to real gross fixed capital formation growth Percentage points
Investment in plant and equipment -07 =07 0.7 0.8
Residential construction investment -1.8 -1.0 0.9 0.5
Nonresidential construction and other investment -0.5 -04 0.6 0.3
Investment in research and development 1.0 0.2 1.0 11
Contribution to real GDP growth Percentage points
Total gross fixed capital formation -0.6 -04 0.7 0.7
Changes in inventories -0.8 0.0 0.0 0.0
% of nominal GDP
Investment ratio 24.4 234 23.6 239

Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.

Table A7

Labor market
2023 2024|2025 2026 |

Employment Annual change in %
Total employment (persons) 0.9 0.4 1.0 0.9
Payroll employment (persons) 1.2 04 1.0 10
of which: public sector employees 1.0 1.0 04 04
Self-employment (persons) -09 03 0.6 0.3
Total hours worked 1.0 03 0.7 0.7
Payroll employment (hours) 14 0.5 0.8 0.9
Self-employment (hours) -09 -1.0 0.0 0.0
Labor supply 1.3 0.8 0.8 0.8
Registered unemployment 9.0 72 -2.0 -1.9
Unemployment rate % of labor supply
Eurostat definition 5.1 53 5.1 50
National definition 6.4 6.7 6.5 6.3

Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.
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Table A8

Compensation of employees
2023 2024|2025 2026 |

Gross wages and salaries’ Annual change in %

In nominal terms 9.0 8.2 52 39
Consumption deflator 8.1 38 24 2.3
In real terms 09 44 2.8 1.6
Collectively agreed wages and salaries' 7.6 8.3 4.0 2.8
Woage drift 0.2 -0.7 0.2 0.1

Compensation per employee

Gross” compensation (nominal) 7.7 7.7 4.2 29
Gross cpmpensa’uon (real, private consumption _04 37 17 06
expenditure deflator)
3 . . .

Net cgmpensaﬂon (real, private consumption 03 44 19 04
expenditure deflator)

Compensation per hour worked

Gross compensation (nominal) 7.5 7.6 44 30
Gross compensation (real, private consumption 05 36 20 06

expenditure deflator)

% of nominal GDP
Wage share 49.6 50.7 50.8 50.7
Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.

" Overall economy. : Including employers’ social security contributions.
’ After tax and social security contributions.

Table A9
Prices
2023|2024 |2025 2026 |
HICP and subcomponents Annual change in %
Harmonised Index of Consumer Prices
(HICP) 7.7 34 2.7 2.5
Food 100 4.0 35 2.3
Unprocessed food 7.6 2.3 2.7 X
Processed food 10.6 4.4 3.7 X
Industrial goods excluding energy 6.4 1.6 13 X
Energy 6.9 —4.7 -0.5 2.6
Electricity -35 22 184 08
Natural gas 542 —121 -0.8 4.0
Liquid fuels —9.2 —24 -83 =30
Services 7.8 57 3.7 X
HICP excluding energy 7.8 4.2 30 2.5
HICP excluding energy and food 7.3 42 29 2.6
Deflators (national accounts)
Private consumption expenditure deflator 8.1 38 2.4 2.3
Investment deflator 5.6 33 2.7 2.3
Import deflator 00  -01 2.3 2.2
Export deflator 2.4 24 2.7 2.3
Terms of trade 2.5 24 0.5 0.1
GDP deflator at factor cost 8.2 4.8 31 2.4

Source: 2023: Statistics Austria; 2024 to 2026: OeNB June 2024 outlook.
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Table A10

Breakdown of forecast revisions since Dember 2023

GDP |HICP
2024|2025 |2026  [2024 [2025 2026

Annual change in %, percentage points

June 2024 outlook 0.3 1.8 1.5 34 2.7 2.5
December 2023 outlook 0.6 1.7 1.3 4.0 30 2.5
Difference -03 01 03 -0.6 -02 0.0
Caused by: Percentage points
External assumptions —-0.1 0.1 02 -03 -02 0.0
New data’ 0.1 00 00 -01 00 00
of which: revisions to historical data up to Q3 23 0.1 0.0 0.0 0.0 00 00
forecast errors for Q4 23 and Q1 24 0.0 0.0 0.0 -0.1 0.0 0.0
Other reasons” -03 01 01 -0.2 0.0 0.0

Source: OeNB December 2023 and June 2024 outlooks. The difference and the sum of growth contributions
subject to individual revisions may differ from the overall revision due to rounding.

" “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 A11

Comparison of recent economic forecasts for Austria

Main results

GDRP (real)

Private consumption (real)
Government consumption (real)
Gross fixed capital formation (real)
Exports (real)

Imports (real)

Labor productivity’

GDP deflator
CPI

HICP

Unit labor costs

Payroll emp\oyment2

Unemployment rate’ (Eurostat defini

Current account balance

Budget balance (Maastricht definition’

External assumptions

Oil price in USD/barrel (Brent)
Short-term interest rate in %
USD/EUR exchange rate

Euro area GDP (real)
US GDP (real)
World GDP (real)
World trade’

Source: OeNB, WIFO, IHS, OECD, IMF, European Commission. Note: x = no data available.
" 0eNB, WIFO: GDP per hour worked IHS, OECD, European Commission: GDP per employee.

? WIFO, IHS: based on active payroll.

7 IHS: goods according to CPB

OeNB WIFO (Austrian |IHS OECD IMF European
Institute of Commission
Economic
Research)
June 2024 Mar. 2024 Mar. 2024 May 2024 Apr. 2024 May 2024
[2024 2025 [2026 2024 [2025 2024 [2025 [2024 [2025 [2024 2025 [2024 [2025
Annual change in %
03 18 15 0.2 18 0.5 15 02 15 04 1.6 03 1.6
15 22 1.6 12 2.1 14 1.6 09 19 X X 13 20
—0.1 1.0 11 03 0.8 0.0 03 0.1 0.8 X X 01 0.5
-19 30 27 -20 22, -08 19 -04 12 X x| =22 23
15 26 29 12 33 1.6 23 26 27 18 3.0 12 24
15 32 33 1.6 35 19 25 35 28 1.8 35 1.0 27
—0.1 0.8 0.6 0.6 0.6 02 1.0 03 13 X x| —01 09
55 30 25 A 26 4.0 25 43 2.8 39 2.7 4.1 26
X X X 38 2.7 35 26 X X X X X X
34 27 25 3.8 27 3.6 26 37 29 39 28 3.6 28
7.8 33 22 8.0 33 73 28 6.7 25 X X 72 23
04 1.0 09 04 11 03 05 01 03 0.0 05 04 07
% of labor supply
53 51 50 55 54 53 52 55 54 54 52 53 51
% of nominal GDP
28 29 29 24 24 X X 23 2.1 21 21 19 17
—31 -33 30, -29 27| 22 21 -28 -27 26 -23 31 -29
83.8 78.0 745 80.0 75.0 81.2 75.7 84.6 85.0 78.6 737 85.4 80.0
3.6 28 25 3.8 3.1 3.7 28 3.7 28 35 26 3.6 28
1.08 1.08 1.08 1.08 1.08 1.08 1.08 1.08 1.08 1.08 1.07 1.07 1.07
09 14 1.6 0.7 17 0.7 14 0.7 15 08 15 08 14
25 1.8 18 23 15 20 17 26 1.8 27 19 24 2.1
3.0 30 30 X X 27 29 31 32 32 32 32 33
21 33 32 X X 13 25 23 33 30 33 27 34
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Table A12

Quarterly outlook results

Prices, wages and costs
HICP
HICP excluding energy

Private consumption expenditure deflator

Gross fixed capital formation deflator
GDP deflator

Unit labor costs

Nominal wages per employee
Productivity

Real wages per employee

Import deflator

Export deflator

Terms of trade

Economic activity

GDP

Private consumption
Government consumption
Gross fixed capital formation
Exports

Imports

Domestic demand
Net exports

Changes in inventories

Labor market
Unemployment rate (Eurostat definition)

Total employment

of which: private sector.
Payroll employment
Additional variables
Disposable household income

Output gap

Source: Statistics Austria and OeNB June 2024 outlook. Quarterly values based on seasonally and working day-adjusted data.

2024 2025 2026 |2024

|2025

|2oze

o @
Annual change in %
34 27 25 4.1 3.6 32
42 30 25 49 41 4.0
38 24 23 53 42 29
33 2.7 23 37 29 32
55 30 25 50 57 57
78 33 22 93 84 72
77 42 29 75 82 78
0.1 0.8 06 —-17 -01 0.6
37 17 0.6 20 38 a7
=01 23 22 -17 05 0.8
24 27 23 14 18 29
24 05 01 31 23 21

Annual or quarterly changes in % (real)
03 1.8 15 02 03 04
15 22 1.6 13 05 05
—-0.1 1.0 1.1 =12 09 09
-19 30 27 27 13 03
15 26 29 -03 02 04
15 32 33| =15 11 0.6
Contribution to real GDP growth in percentage points
0.1 13 09 0.0 0.6 04
02 0.7 06 02 0.1 02
0.0 0.0 00 -03 0.0 0.0

% of labor supply
53 51 50 48 54 55
Annual or quarterly changes in %
04 1.0 09 02 01 01
03 1.1 1.0 0.2 0.1 0.1
04 10 10 01 0.0 02
Annual or quarterly changes in % (real)
30 24 11 12 12 1.0
% of real GDP
-09 -03 00 -10 -1 =09

@4

26
3.7
28
3.6
57
63
73
09
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11
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05
0.6
09
04
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0.7

04

02
0.0
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02

02
03

0.7

-07
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38
4.5
55
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0.7

05
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-03
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