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¢ Domestic companies continued to assess the economic situation with confidence in October,
although the WIFO-Konjunkturampel (economic traffic light) — an early indicator of turning points —is
showing a weakening of momentum.

e The index of business expectations recently rose again month-on-month. Its level still points to a
confinuation of the recovery, albeit at a slower pace.

e The WIFO Business Climate Indices in manufacturing, construction and the service sector have already
returned to pre-crisis levels. In the retail sector, the economic climate continues to be slightly below
average.

e Capacity utilisation was higher in October than in June in almost all sectors. Only in manufacturing was
a slight decline recorded.

e Inthe economy as a whole, the "shortage of labour force" was again the most important obstacle to
business activity. The "shortage of materials and capacity" continued to gain in importance:
particularly in manufacturing and retail trade, supply bottlenecks recently hampered business activity.
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Since the beginning of 2021, the "insufficient demand" has noticeably lost weight, while the
importance of the shortage of labour force has noticeably increased — in October, it was the
most important obstacle for 30 percent of companies. For around 20 percent it was the
"shortage of materials or capacity”. This is the highest value since the survey began and
reflects the importance of the supply crisis (source: WIFO-Konjunkturtest, seasonally adjusted).
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Economic sentiment
changed only slightly
across all sectors in a
quarter-on-quarter com-
parison. Economic ex-
pectations improved
slightly following the
marked recovery in
spring 2021, but re-
mained optimistic in Oc-
tober.

2 WIFO-Konjunkturtest

The results of the WIFO-Konjunkturtest (busi-
ness cycle survey)! for October 2021 (begin-
ning of the fourth quarter) show a largely
stable development since the summer. The
WIFO Business Climate Index remained al-
most unchanged compared to July (To-

ble 1). At 19.4 points, it was around 29 points
higher than in October 2020. The situation
assessments deteriorated slightly compared
to July (-2.0 points), but the corresponding
index remained noticeably in positive terri-
tory at 20.9 points. The index of business ex-
pectations stood at 17.9 points in October
and was thus just above the value for July
2021 (+1.0 points). As the slight increase in
Octo-

T The WIFO-Konjunkturtest (business cycle survey) is a
monthly survey of Austrian companies on their current
economic situation and the development in the com-
ing months. Once a quarter, the questionnaire of the
WIFO-Konjunkturtest (business cycle survey) is extend-
ed by additional questions ("quarterly questions")
which provide relevant information on the business
cycle but are not included in the monthly indices of
the WIFO-Konjunkturtest (business cycle survey). The
current resulfs of the WIFO-Konjunkturtest (business cy-
cle survey) are available on the WIFO website

ber shows, Austrian companies did not ex-
pect the recent increase in COVID-19 infec-
tions to have a serious impact on their busi-
ness activities. The majority of domestic
companies expected an improvement in
their business situation.

There were only slight differences by indus-
fry: in manufacturing, the WIFO Business Cli-
mate Index remained unchanged com-
pared to the previous quarter and, at

20.7 points, was clearly above the zero line
separating positive from negative economic
assessments. The index of current situation
assessments deteriorated slightly

(https://www.wifo.ac.at/en/publications/wifo-
konjunkturtest) and on the Business Cycle Analyses
topic page at WIFO https://www.wifo.ac.at/en/
topics/business cycle or www.konjunkturtest.at). HolzI
and Schwarz (2014) provide an overview of the WIFO-
Konjunkturtest (business cycle survey). Detailed results
on the subsectors of manufacturing and services can
be downloaded as a graphical appendix (in German)
from the project homepage https://www.wifo.ac.at/
en/research priorities/wifo-konjunkturtest/

publications).
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(0.8 points) compared to July and stood at remained in the opfimistic range at
23.6 points. The index of business expecta- 17.7 points.
fions improved slightly (+0.9 points) and

Figure 1: WIFO Business Climate Indices
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Source: WIFO-Konjunkturtest (business cycle survey), seasonally adjusted.
Table 1: Indices of the WIFO-Konjunkturtest (business cycle survey)
2020 2021
October January April July August September  October October
Index points Change
compared
to July
(previous
quarter)
Total economy
WIFO Business Climate Index - 94 - 13.0 10.3 19.9 17.6 17.3 19.4 - 05
Index of current situation assessments - 72 - 134 8.7 22.9 20.5 20.3 20.9 - 20
Business Expectations Index - 117 - 125 12.0 16.9 14.7 14.3 17.9 + 1.0
Manufacturing
WIFO Business Climate Index - 108 - 79 14.8 20.6 19.0 19.6 20.7 + 0.0
Index of current situation assessments - 102 - 82 13.7 24.4 20.7 21.8 23.6 - 08
Business Expectations Index - 114 - 7.6 15.9 16.8 17.3 17.5 17.7 + 09
Construction
WIFO Business Climate Index 8.0 11.6 34.6 35.4 36.7 39.4 35.5 + 0.1
Index of current situation assessments 9.3 18.7 40.9 35.6 34.6 37.1 31.8 - 38
Business Expectations Index 6.8 4.5 28.7 35.3 39.0 41.8 39.4 + 4.1
Services sector
WIFO Business Climate Index - 138 - 20.4 54 20.0 16.6 15.1 20.0 + 0.1
Index of current situation assessments - 131 - 261 - 01 22.2 20.4 18.7 21.7 - 05
Business Expectations Index - 144 - 148 10.9 17.8 12.9 11.5 18.4 + 0.6
Retail trade
WIFO Business Climate Index - 13 - 152 - 26 1.6 - 13 - 07 - 37 - 53
Index of current situation assessments 14.5 2.2 5.4 9.0 6.0 6.7 - 17 - 10.7
Business Expectations Index - 170 - 3246 - 10.5 - 59 - 846 - 82 - 57 + 0.2

Source: WIFO-Konjunkturtest (business cycle survey).
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Indices of the WIFO-Konjunkturtest (business cycle survey)

The indices of the WIFO-Konjunkturtest (business cycle survey) are calculated monthly at the sector level for manufacturing,
construction, services and retail tfrade. The surveys are conducted monthly by WIFO (manufacturing, construction and ser-
vices) and Austrian Institute for SME Research (retail frade). The sector indices are weighted (services 0.5, manufacturing 0.3,
construction and retail frade 0.1 each) to calculate the "macroeconomic indices". The WIFO Business Climate Index aggre-
gates two sub-indices that are reported separately:

The current situation assessment index is based on the monthly surveys on the assessment of the current situation and the
development over the past three months. It is designed as a concurrent index that is ahead of the official short-term sta-

fistics simply because it is available at an early stage (around two months before the current data in the official statistics).
The business expectations index summarises those monthly questions that relate to developments in the months following
the survey. It is designed as a leading indicator.

Details on the indices are provided by Hélzl and Schwarz (2014).

4

WIFO-Konjunkturtest

Also In the construction industry the WIFO
Business Climate Index hardly changed
compared to July (+0.1 points to

35.5 points). While the index of current as-
sessments of the situation fell by 3.8 points to
31.8 points, the index of business expecta-
fions rose by 4.1 points to 39.4 points. Both in-
dices were thus once again clearly in posi-
tive territory. The favourable development of
the expectations index continues to be pri-
marily due to the fact that a large propor-
fion of construction companies expect a fur-
ther increase in construction prices.

In the service sector, which is more strongly
affected by official restrictions, there were
also only minor changes compared to July
2021: The WIFO Business Climate Index al-
most stagnated (+0.1 points) and was
clearly above the zero line at 20.0 points2.
The index of current situation assessments
deteriorated slightly compared to July

(0.5 points), but remained noticeably posi-
five at 21.7 points. The index of business ex-
pectations improved in October

(+0.6 points versus July) and was once again
clearly in positive territory at 18.4 points.

The business cycle indices for the retail sec-
tor, which are calculated by WIFO on the
basis of surveys by the Austrian Institute for
SME Research, show a deterioration com-
pared to the previous quarter: the business
climate index in October was 5.3 points be-
low the July value and slipped back below
the zero line with —3.7 points. The index of
current assessments of the economic situa-
tion dropped significantly (-10.7 points com-
pared to July) and was also negative

at —1.7 points. The index of business expec-
tations improved slightly (+0.2 points), but

at -5.7 points continues to signal a predomi-
nance of pessimistic assessments.

A longer-term view of the WIFO Business Cli-
mate Indices shows the extent of the de-
cline as a result of the COVID-19 crisis, but
also the significant increase since the begin-
ning of 2021. Likewise, the slight differences
in the sectoral development compared to
the previous quarter become visible (Fig-
ure 1).

1. Economic traffic light shows red - dynamics of the upswing weakening

Using a Markov regime switching model, the
WIFO-Konjunkturampel (economic traffic
light) calculates the probability with which
the current values of the indicators of the
WIFO-Konjunkturtest (business cycle survey)
correspond to an improvement or deteriora-
tion of the business cycle estimates com-
pared to the previous period (Glocker and
Hoélzl, 2015)3. The calculated probability can
fall into one of three categories, which are
collectively referred to as the "WIFO-
Konjunkturampel™:

e Inthe"green area" (improvement), the
probability is over two-thirds that the
change in the current index values

2 In August 2021, the business activity indices in the
services sector declined. As the detailed results by
sector show, this decline was driven in particular by
the accommodation and food services and transport
sectors, which were particularly restricted in winter
and spring 2021. In September and October, the

compared with the previous measuring
point reflects an improvement in eco-
nomic assessments.

e Inthe "red area" (deterioration), the
probability is less than one third that the
current index value represents an im-
provement over the previous measure-
ment point.

e The indifference area lies between the
"green" and "red" areas. In this case, the
development of the economic assess-
ments cannot be clearly assigned.

The probability of being in an improvement
regime was assessed by the model as very
low at 0.01 in October 2021. As a result, the

indices in these sectors, and thus in services as a
whole, recovered again.

3 Deterioration is defined as the opposite state of the
"improvement” state: the probability of being in the
"improvement” state (g) is 1 minus the probability of
being in the "deterioration" state (p=1-g¢).
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WIFO-Konjunkturampel (economic traffic
light) remained on red, as in the previous
month. During the deep slump in April and
May 2020, the traffic light jumped to red; in
the subsequent catch-up process in summer
and autumn, it showed green, and in No-
vember, in the course of the second COVID-
19 wave, it showed red again. From March

to July 2021, it once again turned green (Fig-
ure 2). Although the majority of domestic
companies still expect the economic situa-
fion to improve, the traffic light turned red in
September 2021 as the momentum of the
upswing weakened recently. Growth rates
are expected to decline somewhat in the
coming months, but to remain positive.

Figure 2: WIFO-Konjunkturampel (economic traffic light)
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Source: WIFO-Konjunkturtest (business cycle survey). The WIFO-Konjunkturampel (economic fraffic light) for
Austria shows the monthly probability for the phases "improvement of business cycle assessments" ("green
ared") and "deterioration of business cycle assessments” (‘'red area"). In the indifference range, the develop-
ment of business cycle assessments cannot be clearly classified.

2. Uncertainty remains above average

Since the 1980s, the WIFO-Konjunkturtest
(business cycle survey) has been asking
companies to assess the uncertainty of their
future business situation, which has an im-
pact on their investment and employment
decisions (Glocker and Hdlzl, 2019). In May
2021, the wording of the question on uncer-
tainty was changed in the course of its inclu-
sion in the Joint Harmonised EU Programme
of Business and Consumer Surveys. In addi-
fion, since May, the uncertainty question has
been asked monthly instead of quarterly as
before. Due to these changes, only very lim-
ited comparisons over time are possible to
date.

The indicator of uncertainty regarding the
future business situation has a value range
from O (no uncertainty) fo 100 (highest un-
certainty). For the economy as a whole, the
value in October 2021 (fourth quarter) was
56.0 points. Uncertainty was above average
in manufacturing (60.6 points), slightly below
average in services (54.4 points) and signifi-
cantly below average in construction

(49.9 points). In retail trade it was slightly
above average with 58.6 points. According
to the available monthly data, uncertainty
in October was slightly higher in manufactur-
ing than in July 2021, while in the other sec-
tors (construction, services and retail) it stag-
nated or even declined compared with the
summer.

3. Capacity utilisation and order backlogs remain high

3.1 Slight decline in capacity utilisation
in manufacturing

Especially in sectors with high capital inten-

sity, high adjustment costs and long adjust-
ment periods, capacity utilisation is an

WIFO M Reports on Austria

important business cycle indicator. It is there-
fore surveyed in all sectors as part of the
WIFO-Konjunkturtest (business cycle survey;
Holzl et al., 2019). Macroeconomic capacity
utilisation increased by 1.1 percentage
points to 88.1 percent in October 2021

Uncertainty was higher
in October 2021 than in
the summer only in
manufacturing.

WIFO-Konjunkturtest
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Compared to July, ca-
pacity utilisation in-
creased in all sectors
except manufacturing.
In the service industries,
capacity utilisation
reached the level seen
before the COVID-19
crisis.

WIFO-Konjunkturtest

compared to July. By sector, capacity utili-
sation improved in all sectors except manu-
facturing, where it fell slightly by 0.3 percent-
age points due to supply constraints, but re-
mained above average atf 85.5 percent. In
the construction industry, it was also above
average at 86.0 percent (+0.2 percentage
points). A significant increase was recorded

Figure 3: Capacity utilisation by sectors

in the service sectors (+2.0 percentage
points), with capacity utilisation here return-
ing to 90.1 points, roughly the long-term av-
erage before the COVID-19 crisis. This shows
that economic activity in the service indus-
tries has broadly stabilised again over the
summer in the wake of the easing of the
COVID-19 measures.

Total economy — — = Manufacturing Construction Services

95 4

90 4
—/—\/—/\——-\

85 —_— Tl Y=

-

g — —

0 80 -

)

o

75

70 ~

5  —r———— — T T
NV NN NN O O O O o~ oo o0 60 O O O O @ — @ — @ —  —
= = = = = = = = = — — — — & d d d o o o
©O O © © O © © O © © O © O O O O O o o ©o o
N N AN NN NN N NN NN N NN N NN N
5> 3 3 5 3 3 5 3 3 5 3 33 5 3 3 S 3 3 3 3 3
o6 o o 0 0 0o 0O 0O 0 0o o 0o o o o o o o O O
> = = 2 ¥ - 2 2 ¥y = = 2 3 < =2 2 y = 2 2 3

Source: WIFO-Konjunkturtest (business cycle survey), seasonally adjusted.

3.2 Secured production time remains high

The secured production fime — measured
in months —is surveyed as part of the quar-
terly WIFO-Konjunkturtest (business cycle

survey) in manufacturing and construction
(Figure 4). In October, the average values in
the two sectors developed slightly differ-
ently.

Figure 4: Average secured production time in manufacturing and construction
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Figure 5: Development of overall orders and expected export orders in manufacturing
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Source: WIFO-Konjunkturtest (business cycle survey).

In the construction industry, companies re-
ported that their production activity is as-
sured for the next 5.7 months. Although this
Figure represents a slight decrease of

0.05 months compared with July 2021, it is
only marginally below the long-term peak of
5.8 months. In manufacturing, the average
secured production fime rose slightly to

4.5 months (+0.08 months compared with
July 2021).

3.3 Order situation in manufacturing
remains favourable, but has recently lost
momentum

In manufacturing, new orders and expecta-
tions for new orders from abroad are asked
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as relevant indicators once a quarter. The
answers to these questions are aggregated
into balances between the share of positive
and the share of negative answers. As Fig-
ure 5 shows, although the development of
order books in October (fourth quarter) was
not as dynamic as in the previous quarter,
the corresponding indicator remained
clearly in positive territory. Expected foreign
order books also remained in positive terri-
tory: the share of optimistic voices expecting
an increase in foreign orders in the coming
months rose compared with July, and the
positive reports outweighed the negative
ones by 10.3 percentage poinfs.

4. Barriers to business activity: labour shortages and material shortages

continue to gain importance

In the WIFO-Konjunkturtest (business cycle
survey), obstacles to firms' business activities
are also surveyed on a quarterly basis. The
surveyed companies have the option to re-
port no obstacle to their economic activities
or to choose the most important obstacle
from a predefined list:

e insufficient demand (services and manu-
facturing) or lack of orders (construc-
tion),

e shortage of labour force,

e shortage of space or capacity (services)
or shortage of materials and/or capacity
(manufacturing and construction),

e financing constraints and

4 In the calculation of macroeconomic barriers, "ad-
verse weather" is classified under "other barriers".

WIFO M Reports on Austria

e otherreasons — this category mainly re-
flects the impact of the COVID-19 crisis
and the public health measures to con-
tain it, in addition to the weather impact.

In the construction industry, the additional
obstacle "unfavourable weather" is raiseds4.

In October 2021, only about 25 percent of
firms in manufacturing (-12 percentage
points from July), about 21 percent of con-
struction firms (-3 percentage points), about
35 percent of firms in services (-4 percent-
age points), and about 37 percent of retail
firms (=5 percentage points) reported that
their operations were unaffected.

In the manufacturing in-
dustry, incoming orders
continued to develop
positively. The majority
of companies also re-
mained confident with
regard to expected in-
coming orders from
abroad.

WIFO-Konjunkturtest



Figure 6: Factors limiting economic activity
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Source: WIFO-Konjunkturtest (business cycle survey), seasonally adjusted

. In order to ensure the comparability of the time series during the year, sea-

sonally adjusted values are shown. Negative values cannot be excluded due to the seasonal adjustment procedure "Dainties". These are statistical

artefacts.

As was the case in April
and July, "shortage of
materials or capacity"
was the most important
obstacle to the produc-
tion of manufacturing in
October 2021. Supply
bottlenecks also af-
fected business activity
in the construction and
retail sectors.

8 WIFO-Konjunkturtest

In October 2021, for the third tfime since the
surveys began, "shortage of materials or co-
pacity" was the most frequently cited most
important obstacle to production activity in
manufacturing (around 42.7 percent of alll
companies), ahead of "shortage of labour
force" (around 21.6 percent). Only about
8.5 percent of manufacturing firms reported
"insufficient demand" as the most important
obstacle anymore, about 2.5 percent "other
obstacles" and less than 1 percent "financ-
ing problems" (Figure 6). Since the July sur-
vey, the proportion of manufacturing firms
facing obstacles to production has in-
creased significantly, with "shortage of ma-
terials or capacity" in particular gaining
enormously in importance. The reason for

this is the continuing shortage of industrial in-
termediate products and raw materials. This,
in turn, is due to logistical problems — such as
capacity bottlenecks in the international
transport of goods due to the closure of
ports, among other things - and a backlog
of orders. In addition to the "shortage of ma-
terials and capacity", the "shortage of lo-
bour force" also remained a relevant obsta-
cle fo business activity in manufacturing.

In the construction industry, about 34.9 per-
cent of surveyed firms reported "shortage of
labour force" as the most important con-
straint on construction activity in October,
ahead of "shortage of materials or capacity”
(about 30.4 percent), "adverse weather"

WIFO B Reports on Austria



(about 5.9 percent) and "insufficient de-
mand" (about 3.4 percent). Thus, in the con-
struction industry, the importance of the
shortage of materials remained virtually un-
changed since the last report in July.

In the services sectors, "shortage of labour
force" (34.9 percent) was the most important
constraint on business activity in October,
ahead of "insufficient demand" (around

15 percent) and "other obstacles" (around
7.2 percent). The latter have become no-
ticeably less important since the spring, re-
flecting the widespread withdrawal of
COVID-19 measures by the authorities over
the summer. "Shortages of materials or ca-
pacity" (5.6 percent) and "financing con-
straints" (1.7 percent) play only a minor role
in the services sector.

Retailers have been surveyed about barriers
to doing business since July 2021. Some

36.1 percent of retailers surveyed in October
reported "supply bottlenecks" as the most
important constraint to their business, some

5. Summary

The indices of the WIFO-Konjunkturtest (busi-
ness cycle survey) of October 2021 point to
a stable development of the economy in al-
most all sectors. Only in the retail sector did
the economic outlook deteriorate. Capacity
utilisation increased in most sectors com-
pared to July. While it increased significantly
in the service sector and reached the aver-
age of the pre-crisis years, it declined slightly
in manufacturing due to supply bottlenecks,
but still exceeded the pre-crisis average. In
the construction industry, capacity utilisation
recently stagnated. Despite a slowdown in
momentum, new orders in manufacturing
remained well within the growth range. Ex-
pectations regarding the future develop-
ment of orders improved slightly.
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