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Government of Austria – Aa1 stable
Update following rating affirmation, outlook unchanged

Summary
Austria's credit profile reflects its wealthy and diversified economy, strong institutions and
strong debt affordability. These credit features balance relatively weak trend growth and an
elevated government debt burden. Russia's invasion of Ukraine (Ca stable) has significantly
increased Austria's susceptibility to geopolitical event risk, given its still high dependence on
Russian energy imports. We expect that the Austrian government will continue to effectively
address the effects of the energy crisis, and that the economy faces limited risk of deep and
permanent scarring.

Exhibit 1
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Credit strengths

» High wealth levels and a diversified economy

» A strong institutional framework, notwithstanding high-level corruption allegations

» Strong government debt affordability metrics

This publication provides an update on the sovereign credit profile and may also discuss the likely credit implications of a
new development or trend for the sovereign. It does not announce a credit rating action.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1358021
https://www.moodys.com/credit-ratings/Austria-Government-of-credit-rating-76100/summary
https://www.moodys.com/credit-ratings/Ukraine-Government-of-credit-rating-600037040/summary
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Credit challenges

» Elevated government debt compared to peers and relatively weak trend growth

» Increased exposure to geopolitical event risk

» Population ageing poses a long-term risk to potential growth and government finances

Rating outlook
The stable outlook reflects our view that the Austrian government will continue to effectively address the effects of the energy crisis,
and that the economy faces limited risk of permanent scarring. Austria’s strong debt affordability will largely be preserved, as the
increase in government financing costs as a result of the ECB’s monetary tightening is mitigated by Austria’s favourable debt structure,
which is marked by a comparatively long average term to maturity. In addition, Austria faces limited susceptibility to event risk.

Factors that could lead to an upgrade
Austria's rating could come under upward pressure in case of a successful implementation of economic reforms that would increase
potential growth via addressing the structural constraints resulting from an ageing population. Fiscal measures that would increase the
prospects of a faster decline in Austria's elevated government debt burden, sustainably narrowing the gap to the peer group median,
would also be positive for the rating. The implementation of structural reforms addressing constraints related to certain aspects of
Austria's governance and institutions would be credit positive, too.

Factors that could lead to a downgrade
Austria's rating could come under downward pressure if the medium-term growth prospects would weaken materially and particularly
if this would also translate in significantly weaker fiscal metrics including an additional sizable and sustained increase of the
government's debt burden over the next three to five years, accompanied by worsening debt affordability. An escalation in the
geopolitical situation in Europe would also likely lead to a negative rating action. Although Austria is not a NATO member, such a very
low probability – very high impact scenario would severely affect Austria’s economy, fiscal metrics and further increase event risk.

Key indicators

Exhibit 2

Austria        2017 2018 2019 2020 2021 2022E 2023F 2024F

Real GDP (% change) 2.3 2.4 1.5 -6.5 4.6 5.0 0.6 1.7

Inflation (CPI, % change, Dec/Dec)[1] 2.3 1.7 1.8 1.0 3.8 10.5 4.2 3.2

Gen. gov. financial balance/GDP (%) -0.8 0.2 0.6 -8.0 -5.9 -3.2 -2.3 -1.9

Gen. gov. primary balance/GDP (%) 1.0 1.8 2.0 -6.7 -4.8 -2.1 -1.0 -0.5

Gen. gov. debt/GDP (%) 78.5 74.1 70.6 82.9 82.3 77.3 74.8 72.8

Gen. gov. debt/revenues (%) 161.9 151.4 143.4 170.2 165.6 157.1 152.7 149.0

Gen. gov. interest payment/revenues (%) 3.7 3.3 2.8 2.7 2.2 2.3 2.7 2.9

Current Account Balance/GDP (%) 1.4 0.9 2.4 3.0 0.4 0.4 0.2 0.9

[1] Harmonized Index of Consumer Prices (HICP)

Source: Moody's Investors Service

Detailed credit considerations
Austria's economic strength score of “a2” reflects the relatively large and wealthy economy, and limited GDP growth volatility. With
nominal GDP of $480 billion in 2021, the size of the Austrian economy is in the top 20% among all rated sovereigns, and Austria
ranks in the top 15% globally with a GDP per capita in purchasing power parity (PPP) terms of $59,759 in 2021. The Austrian economy
benefits from a significant high-value-added industrial base, its location at the heart of Europe and integration into the German and

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Central European supply chains, and a competitive tourism sector. Austria performs favourably with respect to indicators measuring
productivity, economic diversification and complexity.

Relatively low trend growth of 1.5% between 2017 and 2026 (median of Aaa- and Aa1-rated peers: 1.7%) is the result of the sharp
growth contraction in 2020. However, Austria’s real GDP will be 8% above its 2019 level by 2026, in line with peers like Canada (Aaa
stable), Finland (Aa1 stable), the Netherlands (Aaa stable) and Switzerland (Aaa stable), signaling only very limited economic scarring.
This is also reflected in stable potential growth projections by the Austrian National Bank, of around 1.3% per year until 2032, which
are above the European Commission’s projections for Germany (Aaa stable) and the Netherlands.

Population growth will moderate over the next two decades, reflecting a more rapid decrease in the national population and roughly
stable net migration growth. Population ageing will lead to a decline in the working-age population, which will constrain labour supply
and economic growth. Nevertheless, Austria faces less severe demographic challenges up to 2040 than the EU as a whole, as well
as other highly rated European countries such as Germany, as measured by the average change in the working-age population over
2020-40.

Austria's institutions and governance strength is “aa2”, based on our assessment of the quality of institutions and policy
effectiveness. Austria has an effective public administration and the quality of Austria’s legislative and executive institutions was
highlighted by the actions aimed at limiting the economic and social impact of the coronavirus pandemic and energy crisis. Strong rule
of law and civil society act as an effective check on the exercise of government power.

The strong fiscal framework is supported by the Austrian Fiscal Advisory Council which monitors the government's budgetary targets
and submits recommendations. Effective policies underpin the European Central Bank's monetary-policy credibility, which is tested by
high inflation. Austria enjoys strong banking supervision and regulation, which is centred on the Single Supervisory Mechanism.

However, addressing the high dependence on Russian gas remains a challenge for economic policy. In addition, corruption allegations
at the highest level of government underline some of Austria's governance issues, which is why the overall “aa2” score is slightly weaker
than for almost all of its Aa1- and Aaa-rated rated peers.

Austria's fiscal strength at “a1” reflects an elevated government debt burden but also strong debt affordability. Government debt
peaked at 82.9% of GDP in 2020 (up from 70.6% in 2019). While the debt ratio has since decreased and will decline further, Austria's
government debt burden remains elevated compared with Aaa- and Aa1-rated peers, with debt-to-GDP levels only higher in Canada
and the US (Aaa stable).

Strong debt affordability remains one of Austria's key fiscal strengths. Despite rising bond yields as a result of the ECB’s monetary
tightening, Austria's favourable debt structure (average term to maturity of more than 11 years) will keep funding costs low. We project
interest payments-to-revenue of 2.6% on average over 2022-24, compared with an average 4.4% between 2010 and 2020.

We do not see contingent liabilities related to non-financial public entities as having an impact on Austria’s fiscal strength. The total
outstanding liabilities of non-financial public sector entities amounted to around 13% of GDP in 2021. Because most of those entities
are profitable, the risks that contingent liabilities could materialise are very low.

Over the long term Austria's ageing population will put pressure on public finances. According to the Federal Ministry of Finance, the
total cost of ageing (taking into account pensions, healthcare, long-term care and other determinants such as education spending
and unemployment benefits) will increase to 33.6% of GDP by 2040 (and almost 35% of GDP by 2060) from 29.8% in 2019. This
is already one of the highest in the EU, but also reflects the fact that the public pension system in Austria covers a wider group of
employees than in many other countries. According to the official projections, if left unaddressed, this will lead to rising fiscal deficits
over the coming decades, which would increase to 4% of GDP by 2040, and a rise in the general government debt burden to above
80% of GDP by 2040 and 120% by 2060.

We score Austria's susceptibility to event risk at “baa”. In light of the Russia-Ukraine military conflict and in line with most other
European sovereigns, we have increased Austria's susceptibility to political event risk score to “baa” from “aa” in April 2022. Austria
is not a NATO member, shielding it from the obligation to provide collective defence in case of an attack on a NATO country, and
neutrality remains a cornerstone of foreign policy. However, the EU's Mutual Defence Clause (Article 42.7 of the Lisbon Treaty) would
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https://www.moodys.com/credit-ratings/Canada-Government-of-credit-rating-137160/summary
https://www.moodys.com/credit-ratings/Finland-Government-of-credit-rating-278070/summary
https://www.moodys.com/credit-ratings/Netherlands-Government-of-credit-rating-543005/summary
https://www.moodys.com/credit-ratings/Switzerland-Government-of-credit-rating-731810/summary
https://www.moodys.com/credit-ratings/Germany-Government-of-credit-rating-333700/summary
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1306445
https://www.moodys.com/credit-ratings/United-States-of-America-Government-of-credit-rating-790575/summary
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apply if the conflict involved an EU country. While this is not our base case because of the deterrent effect of the clause, there is
a heightened risk that this treaty obligation could ultimately result in Austria needing to use armed force to restore and maintain
stability in Europe. The probability of such risks materializing have increased in light of the ongoing military conflict between Russia and
Ukraine.

The Austrian government announced to gradually increase defence spending to €4.7 billion in 2026 (0.9% of GDP) from €2.7 billion (or
0.6% of GDP) budgeted in 2022.1 The conflict has also increased risks to Austria's energy security given its still high reliance on Russian
natural gas; trade and financial linkages are relatively limited.

Regarding domestic political risk, like other highly developed democracies, Austria will face challenges in reaching a political consensus
on economic and social security reforms that would adequately address the country's significant demographic challenges.

Our assessment of banking sector related event risk is “baa”, reflecting moderate risks stemming from the potential crystallisation
of contingent liabilities from the banking system on the government’s balance sheet. Our outlook for the Austria's banking sector
remains stable, as we expect resilience to remain in place over the next 12 to 18 months despite high energy prices, uncertainties
caused by the military conflict in Ukraine and rising interest rates weighing on the banks' business prospects. The impact will show up
first in deteriorating loan performance, albeit from a strong starting point. The banks' solid capital and profitability will provide a shield.
Continued loan growth will increase banks' risk-weighted assets, diluting capital ratios, but banks can preserve their capital strength by
retaining the bulk of their profits. Earnings from Eastern Europe will decline moderately, and higher provisions and operating costs will
pressure domestic profits. Widening interest income as interest rates rise will mostly balance the effect.

Regarding other event risk categories, we assess government liquidity risk as “aaa” and external vulnerability risk as “aaa”.
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https://www.moodys.com/research/Banking-System-Outlook-Austria-Austrian-banks-are-well-positioned-to--PBC_1342149
https://www.moodys.com/research/Banking-System-Outlook-Austria-Austrian-banks-are-well-positioned-to--PBC_1342149
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ESG considerations
Austria's ESG Credit Impact Score is Positive CIS-1

Exhibit 3

ESG Credit Impact Score

Source: Moody's Investors Service

Austria's ESG Credit Impact Score is positive (CIS-1) reflecting low exposure to environmental and social risks as well as very strong
governance. Moreover, Austria's capacity to respond to costly environmental hazards or social demands is very high. This is based
on the country's high resilience score based on the country's high-income levels, its large fiscal capacity and very high quality of
governance.

Exhibit 4

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
The E issuer profile score is neutral to low (E-2). Exposure to climate risks is low overall, but rising average temperatures are affecting
winter tourism particularly in lower-lying ski resorts. However, potential benefits for the tourism sector include an extended summer
season and relatively cooler temperatures than in parts of key source countries. Warmer and dryer weather conditions also affect
hydropower generation, which forms a significant part of Austria’s energy mix, requiring changes to energy supply and demand.

Social
We assess Austria's S issuer profile score as neutral to low (S-2) reflecting low exposure to social risks across most categories and
with particularly strong scorings in health & safety and access to basic service. Like many advanced economies, Austria faces long-
term economic and fiscal pressures from unfavorable demographic trends as highlighted by a decreasing working-age population and
a relatively high dependency ratio. However, labor immigration and a further increase of the participation rate of older workers will
soften the negative impact of demographic trends on Austria's credit profile. Incentives of the government aim at leveling the actual
retirement age to the statutory one. Currently, the statutory pension entry age for men is 65 years and 60 years for women. The latter
will be gradually increased by six months per year to 65 years over 2024-33.

Governance
Austria's very strong institutions and governance profile support its rating, as captured by a positive G issuer profile score (G-1). This is
underpinned by the government's high credibility, transparency and consensus on key fiscal policy goals and macroeconomic policies. It
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also reflects the professional and well-staffed public administration and the country's very strong scores in global surveys assessing rule
of law, voice and accountability, and the control of corruption. Coupled with its comparatively strong public finances and sound fiscal
framework this supports a high degree of resilience.

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 the scores depict varied and largely credit-negative impact of ESG factors and our cross-sector
methodology General Principles for Assessing Environmental, Social and Governance Risks Methodology.

Recent developments
Strong growth in 2022 and improved outlook for 2023
After very strong momentum in the first half of 2022, Austria's quarterly real GDP growth slowed to 0.1% in the third quarter, followed
by a stagnation in the fourth quarter of 2022. Full-year growth likely reached 5.0%, further up from 4.6% in 2021. For 2023, we
forecast growth of 0.6%, followed by a modest rebound to 1.7% in 2024 (Exhibit 5).

We do not expect gas rationing during the current winter because of high storage levels and continued consumption savings. We also
think that the risk of gas rationing in the coming winter has been reduced – albeit not entirely eliminated – given the diversification of
import sources.

Nevertheless, economic activity in Austria remains affected by high energy prices. Domestic demand will continue to be affected by
fragile confidence as well as decline in purchasing power because of high inflation, notwithstanding government support measures.
Sluggish growth in the euro area as a whole and key trading partners like Germany will weigh on Austria's industrial production
and exports. While sentiment and business confidence are improving, tighter financial conditions do have a dampening effect on
investment growth.

Monthly inflation rates initially seemed to have peaked at 11.6% year-on-year (yoy) in October 2022, and have declined over
November and December, but again rose to 11.5% in January, remaining above the euro area average. Inflation rates will start to
gradually ease from March 2023 as the impact of the steep increase in energy costs since February 2022 drops out of year-over-year
inflation data. However, secondary round effects (inflation indexed rent increases, etc.) will keep rates elevated throughout the year.
We expect an average annual inflation rate of 6.9% in 2023 and 3.5% in 2024.

Exhibit 5

Sluggish growth and high inflation
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Energy crisis-related support adds to fiscal spending, but debt burden will fall on the back of strong nominal GDP growth
The federal budget deficit increased to €20.8 billion (4.6% of GDP) in 2022 from €17.9 billion (4.4% of GDP) in 2021 due to
expenditure growth of 7.1% outpacing revenue increases of 5.3%. The federal government recorded strong increases in value added tax
(+15.5%), corporate tax (+38.7%) and income tax (+31.2%), reflecting the positive short-term impact on revenues through inflation.
On the expenditure side, lower coronavirus-related spending was balanced by energy relief measures, the procurement of strategic gas
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reserves (€3.8 billion vs. €1.6 billion budgeted) and higher expenditure for interest payments. Energy expenditure-side relief measures
cost €5.7 billion, revenue-side measures were budgeted at €1.1 billion and the procurement of the strategic gas reserve another €3.8
billion, overall 2.3% of GDP.

For the general government, the 2023 budget shows a deficit of 2.9% of GDP, driven by higher revenues and significantly decreased
coronavirus-related spending, which will help offset expenditure increases like higher defence spending, energy-crisis support measures
and government spending for the green transition of the economy. We forecast the general government deficit to reach 2.3% of GDP
in 2023, before further declining to 1.9% of GDP in 2024, with the difference mainly due to our slightly higher growth forecasts.

Energy support measures have been extended in 2023, but are planned to be partly offset by energy crisis solidarity contribution
from energy companies, and the bracket creep abolition starting this year will increasingly weigh on revenues, with the government
budgeting relief measures to cost 2.1% and 1.3%-1.7% of 2022 GDP in 2023 and 2024-2026, respectively. The government indicated
that a supplementary budget (Novelle) could be adopted later this year if necessary.

Helped by strong nominal GDP growth, the government debt ratio likely decreased to 77.3% of GDP in 2022 from 82.3% in 2021. The
debt-to-GDP ratio is likely to continue to decline in 2023 to around 75%, and we expect it to fall to 70% by 2026, back to its pre-
pandemic low (Exhibit 6).

Exhibit 6

General government debt burden will decline despite continued fiscal deficits
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Moody's rating methodology and scorecard factors: Austria – Aa1 stable
Factor / Sub-Factor Metric Indicator Year Indicator Initial Factor 

Score

Final Factor 

Score
Weights

Factor 1: Economic strength a2 a2 50%

Growth dynamics Average real GDP growth (%) 2017-2026F 1.5 b1 25%

MAD Volatility in Real GDP Growth (%) 2012-2021 0.9 baa1 10%

Scale of the economy Nominal GDP ($ billion) 2021 480.4 aa3 30%

National income GDP per capita (PPP, Intl$) 2021 59,758.8 aaa 35%

Adjustment to factor 1 # notches 0 max ±9

Factor 2: Institutions and governance strength aa2 aa2 50%

Quality of institutions Quality of legislative and executive institutions aa 20%

Strength of civil society and the judiciary aaa 20%

Policy effectiveness Fiscal policy effectiveness aa 30%

Monetary and macroeconomic policy effectiveness aa 30%

Specified adjustment Government default history and track record of arrears 0 max -3

Other adjustment to factor 2 # notches 0 max ±3

F1 x F2: Economic resiliency  aa3 aa3

Factor 3: Fiscal strength a1 a1

Debt burden General government debt/GDP (%) 2021 82.3 b1 25%

General government debt/revenue (%) 2021 165.6 a2 25%

Debt affordability General government interest payments/revenue (%) 2021 2.2 aa1 25%

General government interest payments/GDP (%) 2021 1.1 aa2 25%

Specified adjustments Total of specified adjustment (# notches) 1 1 max ±6

Debt Trend - Historical Change in Debt Burden 2013-2021 1.0 0 0

Debt Trend - Expected Change in Debt Burden 2021-2023F -7.5 1 1

General Government Foreign Currency Debt/ GDP 2021 0.0 0 0

Other non-financial public sector debt/GDP 2021 13.1 0 0

Government Financial Assets including Sovereign Wealth Funds / GDP 2021 3.0 0 0

Other adjustment to factor 3 # notches 0 max ±3

F1 x F2 x F3: Government financial strength aa3 aa3

Factor 4: Susceptibility to event risk baa baa Min

Political risk

Domestic political risk and geopolitical risk baa

Government liquidity risk aaa aaa

Ease of access to funding aaa

Specified adjustment High refinancing risk 0 max -2

Banking sector risk baa baa

Risk of banking sector credit event (BSCE) Latest available baa2 baa2

Total domestic bank assets/GDP 2021 246.2 230-400

Adjustment to F4 BSR # notches 0 max ±2

External vulnerability risk aaa aaa

External vulnerability risk aaa

Adjustment to F4 EVR # notches 0 max ±2

Overall adjustment to F4 # notches 0 max -2

 F1 x F2 x F3 x F4: Scorecard-indicated outcome Aa2 - A1 Aa2 - A1

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 scorecard-indicated 

outcome. 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. For more information please see our Sovereign Ratings Methodology.

Footnotes: (1) Initial factor score: scorecard indicators combine with the automatic adjustments to produce an initial factor score for every rating factor, as detailed in Moody's Sovereign Ratings Methodology. (2) Final factor 

score: where additional analytical considerations exist, initial factor scores are augmented to produce a final factor score. Guidance on additional factors typically considered can be found in Moody's Sovereign Ratings Methodology; 

details on country-specific considerations are provided in Moody's research. (3) Scorecard-indicated outcome: Factor 1: Economic Strength, and Factor 2: Institutions and Governance Strength, combine with equal weight into a 

construct we designate as Economic Resiliency (ER). An aggregation function then combines ER and Factor 3: Fiscal Strength, following a non-linear pattern where Fiscal Strength 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 government financial strength as given by combining the first three factors. 

(4) There are 20 ranking categories for quantitative sub-factors: aaa, aa1, aa2, aa3, a1, a2, a3, baa1, baa2, baa3, ba1, ba2, ba3, b1, b2, b3, caa1, caa2, caa3, ca and 8 ranking categories for qualitative sub-factors: aaa, aa, a, 

baa, ba, b, caa, ca (5) Indicator value: if not explicitly stated otherwise, the indicator value corresponds to the latest data available.

baa

Endnotes
1 See Strategiebericht 2023 bis 2026, Oktober 2022
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