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Summary
Austria's (Aa1 stable) 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. In addition, the coronavirus shock will result in a recession in
2020 and an at least temporary weakening of fiscal metrics.
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Credit strengths
» Austria's wealthy and diversified economy
» Its very low funding costs
» Austria's strong institutions and governance

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. We expect that the
deterioration in economic and fiscal metrics due to the coronavirus pandemic will be at least temporary. That said, the generally
improving trend in key credit metrics is expected to continue once the spread of the coronavirus shock abates.

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 permanently reverse.

Key indicators
Exhibit 2
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Detailed credit considerations
We assign Austria an economic strength score of “a2” reflecting its relatively large and wealthy 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. The Austrian economy is also highly competitive. Austrian private households and non-financial
corporations are only moderately leveraged, which we regard as credit positive.
We expect the coronavirus outbreak to push the Austrian economy with a GDP growth of -5.7% into a deep recession in 2020. We
forecast the economy to recover in the second half of 2020 and GDP growth of 3.7% for 2021, but risks to our forecasts are elevated
given high uncertainty around speed and scale of the conoravirus transmission.
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 score for institutions and governance strength of “aa2” is based on our assessment of the quality of the country's
institutions and policy effectiveness. We assess the quality of Austria's legislative and executive institutions as well as the strength
of civil society and the judiciary at “aa”, reflecting among others Austria's effective public administration and strong rule of law. Our
assessment is further supported by Austria's strong scores on several dimensions of the Worldwide Governance Indicators (WGI). That
said, we also take into account the federal government’s handling of the resolution of the financially distressed, government-owned
Hypo-Alpe-Adria-Bank (now Heta Asset Resolution AG (HETA)) which created considerable uncertainties for investors at that time.

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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We assign a score of “aa” for both, fiscal policy effectiveness as well as monetary and macroeconomic policy effectiveness. Austria’s
institutions and governance 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.
Low and stable inflation expectations underpin the ECB's monetary-policy credibility. Austria enjoys strong banking supervision and
regulation, which is centered on the Single Supervisory Mechanism.
We assess Austria’s fiscal strength at “a2” reflecting a debt-to-GDP ratio of 70.3% at the end of 2019, down from a peak of 84.9%
at the end of 2015. The decline has been supported by favorable stock-flow adjustments related to the wind-down of bad banks and
strong nominal GDP growth. We expect as sizeable fiscal deficit in 2020 resulting in a temporary increase of the debt burden to 81.2%
of GDP in 2020 because of the expected recession in 2020 and the authorities policy actions. We expect the recovery in GDP growth
will support a fall of the debt-to-GDP ratio to 78.7% in 2021 and 73.7% by 2023.
As the government’s debt burden remains elevated, Austria remains more exposed to adverse economic and financial shocks than
most of its peers. Over the medium to long term, the ageing of the population will put pressure on the public finances as it dampens
economic growth and increases social spending through health care and the pension system.
In spite of Austria’s elevated indebtedness compared to its peers, debt affordability as measured by interest payments as a percentage
of either GDP or government revenue remains high.
We score Austria's susceptibility to event risk at “a” being driven by political risk and banking sector risks. Our assessment of political
risk balances Austria's high scores in terms of voice and accountability (one of the WGIs) with political uncertainty surrounding the
short duration of previous government terms with, for example, early elections in 2017 and 2019. We view the continuation of Austria's
reform agenda by the ÖVP-led coalition with the Greens as credit positive.
The economic disruption triggered by the spread of coronavirus will challenge Austria's banking sector. We expect that problem loans
will increase moderately from low levels as worsening economic conditions undermine borrowers’ repayment capacity. Support
measures put in place by the Austrian government and the European Central Bank (ECB) will balance our expectation of a moderate
deterioration in banks’ credit profiles. While rising loan-loss provisions and declining revenues will weigh on profitability metrics, capital
as well as funding and liquidity ratios are expected to remain broadly stable.
We assess government liquidity risk as “aaa” and external vulnerability risk as “aa”.

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, institutions and governance 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 33.4% in 2018, which is significantly above the European Union (EU, Aaa stable) average of 18.9%.
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. Moreover, Austria's fiscal system of taxes and transfers
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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.
We regard the coronavirus outbreak as a social risk under our ESG framework, given substantial implications for public health and
safety. The spread of the coronavirus, deteriorating global economic outlook, falling oil prices, and asset price declines are creating a
severe and extensive credit shock across many sectors, regions and markets. We believe that the combined negative effect of these
developments will lead to an at least temporary reversal of Austria's otherwise improving credit metrics. We discuss further details in
our recent developments section below.
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
Coronavirus shock causes severe recession in the first half of 2020
The coronavirus outbreak and the associated containment measures (including the country-wide lockdown that started on 16 March
2020) to slow down the spread of the virus have a significant impact on Austria's economy in 2020, particularly at the end of the first
quarter and in the second quarter. As a consequence of new coronavirus cases falling on relatively low levels, the gradual easing of
coronavirus restrictions started on 14 April and was extended in May 2020. For example, shops with large sales areas were allowed to
reopen at the beginning of May after smaller shops were allowed to reopen on 14 April, the catering businesses resumed full operation
under the necessary conditions on 15 May and accommodation will open on 29 May conditional on the further development of the
pandemic. The borders between Austria and Germany (Aaa stable) could be fully opened from 15 June if the number of infections
remain low in both countries.
In Austria, the total number of confirmed coronavirus cases stood at around 16,300 on 18 May with an average 55 new cases over the
past 7 days being significantly below the peak daily increases of 780 on 28 March (7-day average). Active cases stood at around 1,000
on 18 May compared to the peak of 9,334 on 3 April according to data from the Johns Hopkins University.
We have materially revised downward our GDP growth forecast for 2020 to -5.7%, compared to our previous forecast of -2.7% as of 8
April 2020 because of a weaker than expected GDP growth in the first quarter, the collapse of sentiment indicators pointing to a larger
contraction in the second quarter and weaker external demand caused by our forecast revisions of major Austrian export markets.
Austria's open economy is particularly exposed to a drop in demand from its key trading partners such as Germany – 29.4% of total
exports – and the United States (Aaa stable) – 6.7% of total exports, for which we recently cut our 2020 GDP growth forecasts to
-5.5% (from -3.0%) and -5.7 (from -2.0%), respectively.1
While we expect that the pandemic will materially disrupt economic activity in the second quarter of 2020 after a contraction of
economic activity by 2.5% quarter-on-quarter in the first quarter, economic activity will probably rebound in the second half of 2020
(see Exhibit 3). In combination with a normalization of GDP growth rates in 2021 this results in our GDP growth forecast of 3.7% in
2021. At the end of 2021, the level of GDP will still be 2% below the level seen before the coronavirus shock in the fourth quarter of
2019.
Risks to our forecasts remain elevated given high uncertainty around the speed and scale of the coronavirus transmission. The speed
of economic recovery will largely depend on the duration of the coronavirus shock and whether job losses and financial damages to
companies and banks will be temporary or more severe compared to our baseline expectations.
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Exhibit 3

Exhibit 4

Collapse of sentiment indicators in April point to unprecedented
decline in GDP in the second quarter of 2020

Austrian economy appears to have passed the worst of the crisis
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Sentiment and labour market indicators weakened significantly in April 2020
Sentiment indicators for April 2020 illustrate the significant deteriorating economic environment (see Exhibit 3). Austria's
Manufacturing PMI index collapsed to 31.6 in April 2020 from 45.8 in March, which was below the previous record low of 33.1 seen
during the great financial crisis. At the same time, the leading indicator of the Austrian Institute of Economic Research (WIFO) showed
an unprecedented monthly decline in April 2020 with most of its components falling to record lows.
According to the weekly GDP indicator calculated by the Austrian central bank (Oesterreichische Nationalbank, OeNB), economic
activity reached its low point at the end of March 2020 (see Exhibit 4). Since then, there has been a noticeable recovery, which has
accelerated in the first week of May with the easing of the lockdown and catch-up effects.
Severely weakening economic conditions have already translated into a weakening of the labour market (see Exhibit 5), but
unprecedented usage of short-time work scheme – a government subsidized scheme in which the working hours of employees are
reduced for companies in financial difficulties – softens the impact of the coronavirus shock on employment and incomes. The total
number of applications for short-time work amounted to 108,545 as of 8 May 2019 covering an estimated 1.4 million short-time
workers or 35% of all employees and having an estimated fiscal cost of around €10 billion or 2.6% of GDP. The weekly number of new
applications is, however, on a downward trend since mid-April 2020 (see Exhibit 6). We view the short-time work scheme as a very
efficient policy measure to stabilise the labour market when the economy is temporarily shocked.
Despite this significant usage of the short-time work scheme, the number of employees was down by 5.0% or 188,905 in April 2020
compared to April 2019. At the same time, the number of registered unemployed jumped by 76.3% or 225,978 in April 2020 compared
to April 2019. The total number of registered unemployed and the unemployment rate stood at 522,253 and 12.8% (+5.4 percentage
point compared to the previous year), respectively. The increase in unemployment was particularly strong in tourism (+149%), followed
by construction (112%), goods production (67%) and trade (63%).
The ratio of open positions sharply declined by around 33% in April 2020 compared to the previous year, meaning that the
unemployment-to-vacancy ratio increased to 9.7 in April 2020 compared to 3.7 in April 2019. The harmonized unemployment rate
stood at 4.5% in March 2020.
We forecast the harmonized unemployment rate to increase to an average 6.0% in 2020 from 4.5% in 2019. For 2021, we expect the
unemployment rate to decrease to 5.5% as a result of the recovery starting in the second half of 2020.
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Exhibit 5

Exhibit 6

Labour market weakened significantly in April 2020

Short-time work applications cover an estimated 1.4 million
workers or about 35% of total employment
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Policy measures will help to soften economic downturn but temporarily deteriorate fiscal metrics
The ultimate fiscal impact of the crisis remains uncertain and will depend on the utilization of newly announced measures and existing
automatic stabilizers. Contingent liabilities in the form of credit guarantees and tax deferrals might crystallize on the government's
budget balance this year or in the years ahead.
As a consequence of the deep recession in 2020 and the government's support package amounting to €38 billion or about 10% of
GDP2, we forecast that Austria's fiscal balance will turn negative, resulting in a large deficit of 7.2% of GDP in 2020. For 2021, we expect
the fiscal deficit to narrow to 1.7% because of the recovery.
As a result, debt of the general government will shoot up to 81.2% of GDP by the end of 2020, and we expect it to fall to 78.7% in
2021 and 73.7 in 2023.

6

19 May 2020

Government of Austria – Aa1 stable: Regular update

SOVEREIGN AND SUPRANATIONAL

MOODY'S INVESTORS SERVICE

Moody's rating methodology and scorecard factors: Austria – Aa1 stable
Initial

Final
Weights

Factor score

Factor 1: Economic strength
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Factor 3: Fiscal strength
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0
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aa3

aa3

a2

a2

Debt burden
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2018
2018

74.0
151.4

ba2
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25%
25%
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2018
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3.3
1.6

aa1
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25%
25%
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Total of specified adjustment (# notches)
Debt trend
Foreign currency debt/general government debt
Other non-financial public sector debt/GDP
Public sector assets/general government debt

2015-2020F
2018
2018
2018

-3.7
0.0
11.8
0.0

0
0
0
0
0

Other adjustment to factor 3

# notches

F1 x F2 x F3: Government financial strength

aa3

Factor 4: Susceptibility to event risk
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a
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aaa
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0
a
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Total domestic bank assets/GDP
# notches

External vulnerability risk

Latest available
2018

baa2
217.7

External vulnerability risk
# notches

Overall adjustment to F4

# notches

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

max -2

a

baa2
180-230
0
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Adjustment to F4 EVR

aaa

aaa

Banking sector risk

Adjustment to F4 BSR

max ±6

aa3

a

Political risk
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0
0
0
0
0

max ±2

aa

aa

Aa2 - A1

0

max ±2

0

max -2

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.
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Moody's related publications
» Rating Action: Moody's affirms Austria's Aa1 ratings; maintains stable outlook, 25 May 2018
» Issuer Comment: Government of Austria: New ÖVP-led coalition with the Greens will continue Austria's reform agenda, a credit
positive, 7 January 2020
» Credit Analysis: Government of Austria, 1 April 2019
» Rating Methodology: Sovereign Ratings Methodology, 25 November 2019
To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this report and that more recent reports may be available. All
research may not be available to all clients.

Endnotes

1 See our Global Macro Outlook 2020-21 (April 2020 Update): Global recession is deepening rapidly as restrictions exact high economic cost restrictions
exact high economic cost, 28 April 2020.
2 Government of Austria – Aa1 stable: Update after forecast changes, 8 April 2020.
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