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Summary
Austria's credit profile reflects its wealthy and diversified economy, very strong institutions
and very high debt affordability compared to peers. Those credit features mitigate Austria's
key credit challenge related to the elevated debt burden coupled with a relatively weak trend
growth.
Exhibit 1

Austria's credit profile is determined by four factors
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Credit strengths
» Austria's wealthy and diversified economy
» Its very low funding costs
» Austria's strong institutions

Credit challenges
» Austria's relatively weak trend growth
» Its elevated government debt burden compared to peers
» Relatively slow progress in implementing structural reforms to tackle increasing costs
related to population ageing
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Rating outlook
The stable outlook on Austria’s rating reflects our view that risks to Austria’s credit profile are balanced at Aa1, with favourable trends in
key credit metrics that relate to economic and fiscal strength balanced by relatively low trend growth and elevated debt levels.

Factors that could lead to an upgrade
Austria's Aa1 government bond rating might come under upward pressure in the context of a successful implementation of economic
reforms that address the structural constraints identified. Fiscal measures that increase the prospects of a significant decline in Austria's
debt burden over the medium-term would also be positive for the rating.

Factors that could lead to a downgrade
A material weakening of the medium-term growth prospects could cause downward pressure on the Aa1-rating; particularly if that
should lead us to conclude that the downward trajectory in the government’s debt burden was likely to reverse.

Key indicators
Exhibit 2
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Source: Statistics Austria, Eurostat, Moody's Investors Service

Detailed credit considerations
We assign Austria an economic strength score of “High (+)” reflecting its relatively large, wealthy and highly competitive economy as
well as limited volatility in respect of real GDP growth. The Austrian economy benefits from a significant, high-value-added industrial
base and an expanding, competitive tourism sector. Austrian private households and non-financial corporations are only moderately
leveraged, which we regard as credit positive.
That said, Austria’s trend growth is weaker than the median trend growth of Aaa-rated sovereigns, and the Austrian economy is
exposed to external shocks as a consequence of its openness. Moody’s acknowledges the strong acceleration of GDP growth to an
average 2.4% in the period 2016-2018 from an average of 0.6% in the period 2012-2015. Going forward, however, we expect GDP
growth to moderate to 1.5% in 2019 and 1.3% in 2020.
Austria’s medium-term growth prospects are constrained by structural impediments, including a high tax burden on labour, a relatively
low labour participation rate, a moderation of net migration and population ageing.
Austria's institutional strength assessment of “Very High”, including its quality of governance, is based on the institutions’ very high
credibility and policy effectiveness. Austria performs above the median for Aa-rated peers with respect to the Worldwide Governance
Effectiveness Indicators (WGIs), in particular for rule of law. However, its WGI scores for government effectiveness and control of
corruption are lower than the median of Aaa-rated peers as well as the respective scores of its euro area rating peer at the same rating
level, Finland (Aa1 stable).

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Austria’s institutional strength is underpinned by a strong fiscal framework, which has been strengthened by several initiatives. For
example, the 2017 fiscal equalisation law has simplified the system of transfers between various layers of government. Also in 2017,
a new budget law limiting the federal structural deficit (including social insurance) to 0.35% of GDP, and 0.45% at the general
government level, has enhanced Austria's fiscal rules. In addition, under the new regulation, annual expenditure growth cannot exceed
the inflation rate and a ceiling has been set on public guarantees.
The fiscal framework is supported by the Austrian Fiscal Advisory Council, which has been tasked with monitoring the government's
budgetary targets and submitting recommendations to the government if necessary. Austria enjoys strong banking supervision and
regulation, which is centered on the Single Supervisory Mechanism.
However, given that a strict interpretation of the quantitative metrics in the scorecard does not fully reflect a country’s credit profile,
Austria’s score for Institutional Strength is set at “Very High”, below the indicative “Very High (+)”. This is because we believe that the
quantitative indicators, such as the Worldwide Governance Indicators, overstate the extent of Austria's Institutional Strength, failing to
take into account for example the federal government’s overall handling of the resolution of financially distressed, government-owned
Heta Asset Resolution AG (HETA, previously Hypo-Alpe-Adria-Bank).
We assess Austria’s fiscal strength as “High (+)” reflecting a debt-to-GDP ratio of 73.8% at the end of 2018, down from a peak of
84.7% at the end of 2015. The decrease was supported by favorable stock-flow adjustments related to the wind-down of bad banks, in
particular HETA, and strong nominal GDP growth. We expect Austria’s debt-to-GDP to continue falling, reaching at 64% by 2022. The
largest drivers for the decrease in the debt-to-GDP ratio will be solid nominal GDP growth, followed by primary fiscal surpluses, lower
interest payments to GDP and additional stock-flow adjustments related to the ongoing wind-down of bad banks.
However, the government’s debt burden remains elevated compared to peers, and we expect the debt-to-GDP ratio to remain above
the 60% Maastricht threshold until 2022. As a result, Austria remains more exposed to adverse economic and financial shocks than
most of its peers. Additionally, the ageing of the population will put pressure on the public finances as it dampens economic growth in
the medium term and increases social spending through health care and the pension system.
In spite of Austria’s elevated indebtedness, debt affordability as measured by interest payments as a percentage of either GDP or
government revenue remains high.
Austria's susceptibility to event risk is assessed as “Low” being driven by banking sector risks. Banking sector risks reflect diminished
risks in respect of the crystallisation of contingent liabilities from the country's banking system on the government’s balance sheet. The
banking sector's future prospects, particularly in terms of profit, continue to hinge on economic developments in Central and Eastern
European (CEE) economies, given Austrian banks' significant exposure to the region. We assess government liquidity risk as “Very Low
(-)”, external vulnerability risk as “Very Low”, and political risk as “Low (-)”.
Although the introduction of restrictions on foreign-currency lending activities by banks has resulted in a sharp decline in outstanding
foreign-currency loans to Austrian households, foreign-currency loans owed by Austrian households still amounted to 9% in the first
quarter of 2019 compared to 30% at end-2010. As of the first quarter of 2019, the bulk (96%) of foreign-currency loans owed by
Austrian households are denominated in Swiss francs. Because of this, there is a risk that the asset quality of Austrian banks might
come under downward pressure as a result of a strong Swiss franc. In addition, risk stem from the relatively high share of variable rate
loans (54% of new lending in euro to households in 2019 Q1 vs. 86% in 2015 Q1).
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ESG considerations
How environmental, social and governance risks inform our credit analysis of Austria
Moody's takes account of the impact of environmental (E), social (S) and governance (G) factors when assessing sovereign issuers’
economic, institutional and fiscal strength and their susceptibility to event risk. In the case of Austria, the materiality of ESG to the
credit profile is as follows:
Environmental considerations currently exert limited influence on Austria’s credit profile. This is highlighted by Austria being among the
list of sovereigns that we identify as least susceptible to physical climate change risk according to our assessment of the susceptibility
of sovereigns' credit quality to climate change risk. Moreover, in line with other advanced economies, we score overall environmental
risks for Austria's credit profile as low. In addition, the share of energy from renewable sources in gross final energy consumption was
32.6% in 2017, which is significantly above the EU average of 17.5%.
Social risks are a factor affecting Austria’s credit profile given that its ageing population and low birth rate pose risks to the country’s
growth potential, and therefore also to its fiscal flexibility and the sustainability of its social security systems. Austria benefits from
very low inequality of disposable income, which is conducive to social cohesion. Austria's fiscal system of taxes and transfers keeps
income inequality in limits, as reflected by Austria's Gini coefficient of 27 for equivalised disposable income in 2018 compared with a
Gini coefficient of equivalised disposable income before social transfers (with pensions included in social transfers) of 46.
Austria’s very sound framework of governance and its strong fiscal framework are key factors underpinning the Austrian government’s
high levels of investor confidence and very low funding costs.
All of these considerations are further discussed in the “Detailed credit considerations” section above. Our approach to ESG is
explained in our report on how ESG risks influence sovereign credit profiles and our cross-sector methodology General Principles for
Assessing ESG Risks.

Recent developments
GDP growth revised lower to 1.5% in 2019 and 1.3% in 2020
We have lowered Austria's GDP growth forecast for 2019 and 2020 to 1.5% and 1.3%, respectively, from our previous forecasts of 1.7%
and 1.6%. This was because of weaker than expected GDP growth in the second quarter of 2019 and a lowering of our growth forecasts
for Austria's major export markets. The Austrian economy will continue to grow more strongly than the euro area.
GDP growth in the second quarter of 2019 slowed stronger than expected to 0.2% quarter-on-quarter from 0.4% in the first quarter
and an average 0.5% over 2018. While the domestic economy contributed to GDP growth, net trade remained flat as both exports and
imports grew at a slower pace.
We lowered our forecasts for the euro area (to 1.1% in 2019 and 1.3% in 2020 from 1.3 and 1.4%, respectively), notably Germany (to
0.6% in 2019 and 1.0% in 2020 from 1.0% and 1.3%, respectively),1 weighing on Austria's exports and corporate investments. The
euro area accounted for 52.0% of Austria's goods exports with Germany (Aaa stable) being the most important export destination for
Austria's economy (30.1%) in 2018, followed by the US (Aaa stable) (7.1%) and Italy (Baa3 stable) (6.5%). The weakness in the euro area
and in particular in Germany is concentrated in the production side of the economy.
However, we expect Austria’s domestic economy to remain solid overall though we scaled back our forecast for investments in
machinery and equipment. We expect private consumption to remain the major driver of GDP growth being supported by the healthy
labour market and expansionary fiscal measures. Construction investment will probably remain strong, mainly reflecting continuing
supply-demand imbalances and the low interest rate environment.
Fiscal metrics improved over past years, but uncertain outlook related to early elections
Fiscal consolidation over the past years in combination with solid nominal GDP growth and an environment of persistently low interest
rates resulted in Austria recording its first fiscal surplus at end-2018 since 1974 which contrasts with the government’s record of fiscal
deficits between 1975 and 2017 and an average fiscal deficit of almost 3% of GDP between 1975 and 2018. Austria also posted fiscal
deficits during the boom years of 2006-07.
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The general government debt-to-GDP ratio continued its downward trend and decreased to 72.7% of GDP in the first quarter of 2019,
which was the ninth consecutive quarterly decrease. Debt-to-GDP from support for financial institutions, which peaked at 9.2% of GDP
or €31.3 billion in the third quarter of 2015, further fell to 2.0% of GDP or €7.8 billion in the first quarter of 2019 as a consequence of
the continuing wind-down of bad banks.
We forecast the fiscal balance to remain in surplus in 2019-20 and the debt-to-GDP ratio to decrease further to 68.7% by end-2020.
Note that wee see higher than usual uncertainty of our forecasts because the new governments that will be formed after the early
elections scheduled for September 29, 2019 could have different priorities compared to the past ÖVP-led coalition government.
End of ÖVP-led coalition government puts Austria’s reform agenda at risk
The People's Party of Austria (ÖVP)-led coalition government (coalition with the Freedom Party of Austria (FPÖ)) broke down in May
2019 after the publication of a compromising video of Heinz-Christian Strache, who back then was Vice-Chancellor and FPÖ head.
Early parliamentary elections are scheduled for September 29, 2019.
The end of the ÖVP-FPÖ coalition government puts the continuation of the reform agenda at risk, a credit negative. We considered the
coalition's fiscal consolidation measures and supply-side reforms credit positive because they support economic growth and improve
fiscal metrics. In particular, this puts the full implementation of the tax relief package presented at the end of April at risk.
That tax package foresees total tax relief of €8.3 billion or about 2% of GDP by 2022 and includes wage and income tax relief and
measures to make Austria a more attractive business location by reducing corporate income tax and raising the profit allowance
to €100,000. Around 20% of the overall tax relief package (i.e. Family Bonus Plus programme of €1.5 billion, a reduction in
unemployment insurance contributions of €140 million, a reduction of turnover tax in tourism of €120 million and reduction in
employer's contributions to accident insurance of €100 million) have already taken effect.
Based on current polls, the formation of a majority coalition government after the September elections will probably be difficult. Any
coalition needs to include two out of the three large parties – the ÖVP, the centre-left Social Democrats (SPÖ) and FPÖ –, pointing to
prolonged political uncertainty, which would be credit negative as it could weigh on business sentiment and investment (see Exhibit 4).
In the European parliamentary elections -- which took place in the wake of the breakdown of the ÖVP-FPÖ coalition -- the ÖVP's share
in the vote increased to 34.6% from 27% in 2014, and left its mark on the FPÖ. In addition, the ÖVP's share in the polls on the national
elections increased since the beginning of 2019, though the gap with the SPÖ and FPÖ has recently narrowed, and the Greens have
risen at the same time.
Exhibit 3

Exhibit 4

GDP growth slowed further in 2019 Q2; fiscal metrics significantly
improved over past years

ÖVP is leading in the polls
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Rating methodology and scorecard factors
Rating factors grid - Austria
Rating factors

Sub-factor
weighting

Indicator

Scorecard-indicated
outcome

Final factor score

Factor 1: Economic strength
H+
H+
Growth Dynamics
50%
Average real GDP growth (2014-2023F)
1.7
Volatility in real GDP growth (standard deviation, 2009-2018)
2.0
WEF Global Competitiveness index (2017)
5.3
Scale of the economy
25%
Nominal GDP (US$ billion, 2018)
455.7
National income
25%
GDP per capita (PPP, US$, 2018)
52,137
Automatic adjustments
[-3; 0]
Scores applied
Credit boom
0
Factor 2: Institutional strength
VH+
VH
Institutional framework and effectiveness
75%
Worldwide Government Effectiveness index (2017)
1.5
Worldwide Rule of Law index (2017)
1.8
Worldwide Control of Corruption index (2017)
1.5
Policy credibility and effectiveness
25%
Inflation level (%, 2014-2023F)
1.7
Inflation volatility (standard deviation, 2009-2018)
0.9
Automatic adjustments
[-3; 0]
Scores applied
Track record of default
0
Economic Resiliency (F1xF2)
VH
VHFactor 3: Fiscal strength
H+
H+
Debt burden
50%
General government debt/GDP (2018)
73.8
General government debt/revenue (2018)
151.8
Debt affordability
50%
General government interest payments/revenue (2018)
3.5
General government interest payments/GDP (2018)
1.7
Automatic adjustments
[-6; +4]
Scores applied
Debt trend (2015-2020F)
0
Foreign currency debt/general government debt (2018)
0
Other non-financial public sector debt/GDP (2018)
0
Public sector assets/general government debt (2018)
0
Government financial strength (F1xF2xF3)
VH
VHFactor 4: Susceptibility to event risk
Max. function
L
L
LLPolitical risk
Worldwide voice & accountability index (2017)
1.3
VLVLGovernment liquidity risk
Gross borrowing requirements/GDP
7.8
Non-resident share of general government debt (%)
68.4
Market-Implied Ratings
Aa1
L
L
Banking sector risk
Average baseline credit assessment (BCA)
baa2
Total domestic bank assets/GDP
219
Banking system loan-to-deposit ratio
104
VL
VL
External vulnerability risk
(Current account balance + FDI Inflows)/GDP
4.8
External vulnerability indicator (EVI)
-Net international investment position/GDP
3.8
Government bond rating range (F1xF2xF3xF4)
Aa1 - Aa3
Aa2 - A1
Assigned foreign currency government bond rating
Aa1
Note: While information used to determine the grid mapping is mainly historical, our ratings incorporate expectations around future metrics and risk developments that may
differ from the ones implied by the rating range. Thus, the rating process is deliberative and not mechanical, meaning that it depends on peer comparisons and should
leave room for exceptional risk factors to be taken into account that may result in an assigned rating outside the Scorecard-indicated outcome rating range. For more
information please see our Sovereign Bond Rating Methodology.
Footnotes: (1) Scorecard-indicated outcome: rating sub-factors combine with the automatic adjustments to produce a Scorecard-indicated outcome for every rating
factor, as detailed in Moody’s Sovereign Bond Methodology. (2) Final factor score: where additional analytical considerations exist, Scorecard-indicated outcome are
augmented to produce a Final factor score. Guidance on additional factors typically considered can be found in Moody’s Sovereign Bond Methodology; details on countryspecific considerations are provided in Moody’s research. (3) Rating range: Factors 1: Economic strength, and Factor 2: Institutional strength, combine with equal weight
into a construct we designate as Economic Resiliency or ER. An aggregation function then combines ER and Factor 3: Fiscal strength (FS), following a non-linear pattern
where FS has higher weight for countries with moderate ER and lower weight for countries with high or low ER. As a final step, Factor 4, a country’s susceptibility to event
risk, is a constraint which can only lower the preliminary government financial strength rating range as given by combining the first three factors. (4) 15 Ranking
categories: VH+, VH, VH-, H+, H, H-, M+, M, M-, L+, L, L-, VL+, VL, VL- (5) Indicator value: if not explicitly stated otherwise, the indicator value corresponds to the latest
data available.
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Moody's related publications
» Issuer Comment: Government of Austria: End of ÖVP-led coalition government puts Austria’s reform agenda at risk, 22 May 2019
» Issuer Comment: Government of Austria: Austria’s first fiscal surplus since 1974 and significant debt-to-GDP decline are credit
positive, 1 April 2019
» Credit Analysis: Government of Austria, 1 April 2019
» Rating Action: Moody's affirms Austria's Aa1 ratings; maintains stable outlook, 25 May 2018
» Rating Methodology: Sovereign Bond Ratings, 27 November 2018

Endnotes
1 See Global Macro Outlook 2019-20 (August 2019 Update): Global growth slows even as central banks cut rates to offset impact of trade disputes, 22
August 2019.
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stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for ratings opinions and services rendered by it fees
ranging from JPY125,000 to approximately JPY250,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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