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Construction loses shares of economic output in the long term: price-ad-
justed construction investments have increased by 14% in the last thirty
years, output by 67%.

® |n the future, construction investments will flow more into refurbishment
measures and less into new construction projects, in residential construc-
tion as well as in commercial and civil engineering.

® Household growth and the demand for housing will decrease: The number
of newly established households is expected to fall from an average of
38,000 in the last ten years to 26,000 per year by 2030.

® After 2025, residential construction in Austria is expected to fall below
50,000 apartments per year.

® The decarbonization of the building stock requires a substantial increase in
the renovation rate, which is prevented in the short term by high construc- Author: Ginter Wolf
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Construction investments are losing their macroeconomic importance

Investments in construction were already decoupled from economic growth in the 1990s.
Adjusted for prices, construction investments in Austria have risen by 14% in the last thirty
years, in residential construction by 19% and in commercial and civil engineering by 10%; at
the same time, economic output increased by 67%. The sector's contribution to GDP has
also fallen slightly in nominal terms, from around 8% to 7.6%.

In the long term, construction will become less important than other economic sectors in
Austria. On the one hand, the large number of buildings with very good substance is slowing
down the (new) construction demand. On the other hand, despite increasing automation and
the use of prefabricated components, the sector, especially in the personnel-intensive seg-
ments, can only achieve small productivity gains in an overall economic comparison. For ex-
ample, labor productivity in the construction industry, measured in terms of nominal value
added per hour worked, is around 20% below the industry average.

Construction investment is expected to slowly pick up again from 2025, driven by the
stronger recovery in economic growth and catch-up effects in residential and commercial
construction. In the longer term, however, growth above that of the economy is not to be ex-
pected (chart 1).

Investments flow more into refurbishment measures and less into new construction
projects

The demand for affordable housing and the necessary investments in adapting the building
stock, the transport infrastructure and the energy supply to climate policy goals will con-
tinue to secure orders for the construction industry in the future.

By contrast, demand for new factories, retail stores and office buildings will remain sub-
dued in the medium to long term. In the retail and office sectors in particular, the utiliza-
tion concepts of the buildings are increasingly being called into question by online plat-
forms and a new ordanization of work. In public building construction, the investment
plans of the Bundesimmaobiliengesellschaft indicate slight growth in new construction for
schools and universities after 2023. However, building renovations are also a priority for
public clients, who contribute around 20% to building construction production.

In addition, there are no new larde-scale road construction projects in sight and a decline in
infrastructure investments by OBB is to be expected. According to the 2023 budget report,
expenditure will fall from €3.2 billion to €3.1 billion by 2028, mainly because the main con-
struction phase for the major tunnel projects has already passed. However, the continuing
increase in passender and freight traffic makes it necessary to expand and modernize the
rail network and further road renovations.

Chart 1: Construction has decoupled from GDP Chart 2: Production values of the construction divisions
(Price adjusted data; 1977=100) (2008=100, nominally, in brackets 2022, total 67,9 bn. €)
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Growth in the number of households and the need for new living space are becoming
weaker

The above-average residential construction activity in recent years, which ended in a record
completion of almost 75,000 apartments in 2021, even led to a national average housing
oversupply of around 30,000 units in 2022 (Q.: 0eNB). In this respect, the sharp rise in de-
mand for housing was considered. The housing boom of recent years was primarily regis-
tered in multi-storey buildings. The particularly strong increase in investments in buildings
with three or more apartments is also documented by the doubling of the production value
of the property developers in building construction since 2015 (Chart 2).

In 2023 and 2024, residential construction in Austria will shrink considerably, slowed down
above all by the uncertain development of real estate prices and the high construction (fi-
nancing) costs. By 2025, the number of residential completions in Austria is expected to fall
to around 50,000 units (Q.: Euroconstruct, June 2023).

The high construction prices are currently dampening not only the demand for home owner-
ship, but also the effect of public support measures in the field of building renovation. Order
cancellations in the building renovation segment have risen from an average of 1% of the
order volume before 2022, to 5% in the previous year and to 14% by April 2023.

The oversupply on the housing market will quickly decrease because of the decline in new
construction and the sharp rise in household numbers caused by the flight from Ukraine in
2022. This means that the need for new living space will also increase adain, although the
latest household forecasts do not indicate any stronger growth in demand for housing in the
next few years. The number of newly established households, which has risen from an aver-
age of 29,000 per year in the period 2003 to 2012 to an average of 38,000 from 2012 to
2022, is expected to decrease to 26,000 households per year by 2030. At the same time,
the number of residential completions, from an average of 49,000 per year between 2003
and 2012 and 66,000 units from 2012 to 2022, is likely to fall below 50,000 units adain
from 2025 (Chart 3).

This should largely cover the demand for new living space in terms of quantity. It remains
to be seen whether the expected level of new construction will also meet demand in all
segments, and above all whether there is a sufficiently high supply of affordable living

space.
Chart 3: Housing and Household Numbers Chart 4: Labor Shortages
(Completed dw.. in 1,000, annual chg. of households, in 1,000) (Registered unemployed persons per 100 vacancies)
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Climate protection with positive and nedative effects for the construction industry

In total, the production of building materials, the construction and operation of buildings
and infrastructure are responsible for about a quarter of Austria's greenhouse gas emissions
(not including fuel consumption in the sector; in 2021 that was about 19 of 78 million tons
of CO2 equivalents). Almost two thirds of this are used for the operation and heating, cool-
ing and hot water preparation in the buildings and the rest to produce building materials.

The climate protection measures in the building sector are essentially aimed at the thermal
renovation of the existing building. The aim is to increase the renovation rate for residential
buildings from the current 0.7% to 2% per year by 2030 or, according to the government
program, to 3% by 2040. In the short term, the high construction costs and the high short-
age of skilled workers prevent a substantial increase in renovation services. While the em-
ployment bottleneck in construction trades in the narrower sense is even below the level of
the economy, there has been a shortage of electricians and plumbers for years (Chart 4). As
recently as July 2023, almost 40% of companies in the finishing trades rated the lack of
employees as the greatest obstacle to production (Chart 5). A quick solution to the shortage
of skilled workers is not in sight. In addition, the increase in construction costs has slowed
down. However, the energy-intensive building materials have remained expensive (in mid-
2023, material costs in residential construction were still an average of 30% above the
2019 level). In addition, the climate protection measures result in persistently high energy
prices and expected increases in CO2 certificate prices.

To achieve the long-term refurbishment doals, there is a need for an increase in funding
(measured adainst the expenditure for residential refurbishment in 2019 from around €500
million to at least €1.5 billion per year by 2030, at prices of 2019).

Savings in resource consumption will dampen demand for new construction

Construction is one of the largest resource consumers of all sectors and causes almost two
thirds of the waste generated in Austria. An essential contribution to the conservation of re-
sources in the construction industry will be the extension of the service life and the conver-
sion of existing buildings.

Another aspect that is likely to lead to a reduction in the volume of new construction is the
fact that the construction contributes significantly to the sealing of the land. It is true that
the containment of land use in Austria from around 10 hectares per day to 2.5 hectares by
2030, the target in the current government program, will still need time. However, the pres-
sure to implement is growing and will dampen the demand for new building construction
and civil engineering.

Chart 5: Labor Shortage in Construction Chart 6: Record rise in construction costs and prices cools
(as a major production obstacle for .. percent of companies) (Annual changes in housing costs and prices)
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We invite you to visit the economic analyses on Bank Austria’s website: www.bankaustria.at under "Direct access — Markets & Re-
search - Analyses & Research" in the section "Economic Research Austria" or directly at http://www.bankaustria.at/en/about-us-
publications-economic-research-austria.jsp .

If you would like to receive information on our most recent publications by e-mail, please subscribe to the newsletter Bank Austria
Economic News by sending an email to econresearch.austria@unicreditgroup.at

If you have further questions, please send an e-mail to econresearch.austria@unicreditdroup.at

Disclaimer of liability:

This publication is neither a marketing communication nor a financial analysis. It contains information on general economic data.
Despite careful research and the use of reliable sources, we cannot assume any responsibility for the completeness, correctness,
up-to-dateness and accuracy of information contained in this publication.

The opinions of the authors do not necessarily reflect those of Bank Austria and those of the companies which have engaged the
services of the authors. The information contained in this publication is not to be interpreted as an offer or invitation for the sale or
purchase of securities of any kind. We reserve the right to modify the views expressed in this publication at any time without prior
notification. This information should not be interpreted as a recommendation to buy or sell financial instruments, or as a solicita-
tion of an offer to buy or sell financial instruments. This publication serves information purposes only and does not replace specific
advice taking into account the investor’s individual personal circumstances (e.g. risk tolerance, knowledge and experience, invest-
ment objectives and financial circumstances). Past performance is not a quide to future performance.

The information in this publication contains assessments of short-term market developments. We have obtained value data and
other information from sources which we deem reliable. Our information and assessments may change without notice."
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