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1. Introduction

In accordance with Regulation (EC) No 1466/97, amended by Regulation 1055/2005, Member
States are required to submit a stability programme (members of EMU) or a convergence
programme (non-members). Austria herewith submits its stability programme for the period
2008 to 2013. The programme's structure reflects the agreements reached by the ECOFIN
Council on 11 October 2005 (Code of Conduct).

The Austrian government is committed to pursuing a sustainable budgetary and financial
policy with a balanced budget over the business cycle, ensuring the possibility to react to
cyclical fluctuations in an appropriate manner. The central government pays attention to the
joint budgetary responsibility of all regional authorities within the terms of the Austrian
stability pact. Therefore the Austrian government continues to follow the successful

budgetary and financial three-pillar strategy:
¢ A balanced budget over the business cycle

e Investment in the fields of R&D, infrastructure, education and tertiary education for
more growth and employment as well as protection of the social system as a location and

productive factor
e Structural reforms in the field of public administration

The figures for public households presented in this stability programme are based on the
agreed measures with regard to the medium term expenditure framework law, the fiscal
equalization pact 2008 to 2013 enacted on 10 October 2007, as well as on a growth forecast until
the year 2013 based on the medium term outlook for growth by the Austrian Institute of
Economic Research (WIFO).

In order to avoid the threat of a longer-lasting excess over the 3% of GDP reference value —
especially in the light of the current economic forecasts — the Austrian government will take all

measures needed to achieve a correction until 2012.
This document can be retrieved from the website of the Austrian Federal Ministry of Finance at:

(http://www.bmf.gv.at).




2. The Austrian economy

The underlying baseline scenario of the stability programme is based on ESA-data until 2008
provided by Statistics Austria as well as on forecasts and estimates by the Austrian Ministry of

Finance and the Austrian Institute of Economic Research (WIFO).
2.1. Economic developments in 2008

Since 2005 Austria experienced annual GDP growth rates of slightly under 3%, but this period
ended in the 1st quarter of 2008. The weaker external dynamic triggered by the financial crisis
intensified at the end of 2008. After reaching a GDP growth rate of 3.1 % in 2007, in 2008 —
despite a strong first half — GDP-growth slowed down to 1.8 %. Notably the Austrian export

economy was hit severely by the deep global slowdown.

Figure 1: Openness of the Austrian economy Figure 2: Contribution to growth
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In addition, investment activity declined significantly as a result of the sharp weakening of new

orders, decreasing capacity utilisation and moderate credit supply by banks.

As was the case in the past years, in 2008 Austria was not only able to grow significantly above
euro area average but also faster than Germany, which is the most important trading partner.
During the period 2005 to 2008 the Austrian economy grew by 2.8% on average and thus %

percentage points above the euro area average.

With an inflation rate (HICP) of 3.2% the highest price increase since more than 15 years was

observed in 2008. Based on strong demand and commodity speculation (especially oil and




agricultural products) a notable inflation spike occurred until mid 2008, with the peak of 3.9%
in June 2009. As the financial crisis spilled-over to the real economy, this led to a reversal of the

trend and a significant slowdown of the inflation rate from October 2008 onwards.

Figure 3: Real GDP growth (Austria, Germany and Euro area) Figure 4: HICP (Austria and Euro area)
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In most parts of the past year the labour market performed well and the crisis was hardly felt.
After the number of registered unemployed persons having declined for 32 consecutive months
to the lowest level since 2001, this positive trend changed only in November 2008. While in the
3rd quarter of 2008 unemployment still decreased by 7% year-on-year, towards the rest of the
year this decline of unemployment vanished.

Figure 5: Employment (employed persons — total) Figure 6: Unemployment rate according to Eurostat (Austria

and Euro area)
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The number of (non-self)femployed persons has increased throughout the year 2008, but in
December 2008 the increase slowed down to +0.8%. During 2008 3.71 mill. persons were

employed on average, 162,300 persons were unemployed (according to Eurostat definition) and




50,509 persons were in training. In 2008 the Austrian unemployment rate was 3.8% according
to EUROSTAT (EU27: 7%, EA16: 7.5%) and 5.8% according to the national calculation method.
At the end of 2008 and the beginning of 2009 the situation on the labour market deteriorated

significantly.

The financial crisis was further exacerbated in September 2008 by the insolvency of the US
investment bank Lehman Brothers and market liquidity dried up. The interest rate spread of
long-term benchmark bonds of Austria against Germany increased during 2008, which was
partly due to the fact that in times of high uncertainty a flight into very liquid bonds (e.g.
German government bonds) can be observed, leading to a wider spread with respect to less
liquid bonds (Austrian government bonds), the so-called "liquidity premium”. After the
Lehman insolvency the financial markets increasingly became sensitive as regards the
engagement of Austrian enterprises in Central- and South-Eastern Europe, leading to a further
rise of the interest rate spread against Germany (currently around 90 basis points, as of mid-

April 2009).

Figure 7: Long-term interest rates Figure 8: Performance of the financial markets
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After reaching an all-time-high in July 2007 the Austrian stock exchange (ATX-Index) showed
relatively strong equity price declines since the beginning of 2008 and the market capitalisation
fell back to the level of 2004. The ATX-Index decreased by around 60% in 2008, the volume of

sales of domestic equities declined by 20% and volatility was exceptionally high.
2.2. Economic developments in 2009 and 2010

In 2009, the Austrian economy will, like most European countries, stay in recession. A negative

real GDP growth rate of -2.2% is projected. The economic slump will especially be driven by a




noticeable decline of exports (total trade according to Statistics Austria). The export volume will
decline by -5.6 % in 2009 (according to WIFO), the first slump since the year 1993 (-2.4%).
Moreover, a significant decrease of investment has to be expected (-5.1% in real terms) —
especially in plant, machinery, equipment (-10% in volume terms), which arises from tightened
credit supply and decreasing capacity utilisation. Moreover, a pessimistic sentiment on the
economic outlook will dampen investment activity of domestic enterprises. By means of the tax
reform, which took effect retroactively in January 2009, the anti-inflation measures of 2008 and
the two stimulus packages the Austrian government sets the necessary impulses to revive the
economy. In addition, the 2009 wage round and the inflation slowdown will increase real
disposable income and thus domestic demand. WIFO expects that the stimulus measures of
around 2% of GDP could support growth by 0.75 percentage points. For 2010 a slow recovery of
the Austrian economy with a real GDP growth rate of +0.5% is expected, assuming that the
comprehensive, globally coordinated stimulus packages will be effective and that trust in the
financial markets as well as between banks will be restored. Moreover, the developments in
Germany will be of special importance for the Austrian economy (especially for the automotive

industry).

Notwithstanding this unfavourable economic circumstances, Austria will maintain its growth
and competitiveness advantage. Numerous reforms in the economic, fiscal and social sphere in
the last years have increased the attractiveness of the Austrian economy and have improved
price competitiveness significantly (as measured by unit labour costs). Moreover the R&D-ratio

has been increased and the labour supply will continue to grow.

Especially in the year 2009 short-shift-labour and unemployment will increase. At the beginning
of April 2009 47,158 employed persons were covered by short-shift-labour schemes and
probably additional 5,180 persons will enter short-shift-schemes until end of April/beginning of
May. In March 2009 the number of unemployed persons increased by 60,671 persons year on
year (+28.8%) to 271,172 persons (data according to the Labour Market Service statistics). The

main causes were the very weak global economic environment and bad weather conditions in

10




comparison with last year. WIFO expects an unemployment rate (Eurostat definition) of 5% in

2009 and 5.8% in 2010.

Due to the strong global downturn and the declining prices of o0il and commodities inflation
(HICP) will slow down significantly to 0.6% in 2009, well below the level of 2008 and below the
inflation target of the ECB. According to latest projections inflation will not accelerate strongly

in 2010 (1.1%) and a deflation scenario seems unlikely.
2.3. Economic developments and strategy until 2013

According to the baseline projections, real GDP growth will on average amount to only 0.8%
per year from 2009-2013. The export sector should regain strength after 2010 and investment
will recover, also due to public infrastructure projects. Positive growth contributions can also be
expected from private consumption, assuming that precautionary savings will not go up on a

broader scale.

The inflation rate will accelerate gradually from 2009 and should approach the ECB-inflation

target of below but close to 2% at the end of the programme horizon.

The unemployment rate (Eurostat definition) will increase to around 6.3% until 2012. In
absolute numbers around 269,000 persons, i.e. +107,000 persons (Eurostat definition) compared
to 2008 will be without work in 2012. A trend reversal can only be expected in 2013.

Employment should, however, start to increase already in 2012, albeit modestly.
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