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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, 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 weaker trend growth
compared to Aaa-rated sovereigns, which leaves the country more exposed to adverse
economic and financial shocks.

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, which weighs on the country's resilience to
economic and financial shocks

» Its elevated government debt burden compared to peers

» Relatively slow progress in implementing structural reforms to tackle increasing costs
related to the population ageing

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1124720
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Rating outlook
The stable outlook on Austria’s Aa1 rating reflects Moody’s view that risks to Austria’s credit profile are balanced, with favourable trends
in key credit metrics that relate to economic and fiscal strength, balanced by lower trend growth and higher debt levels compared to
the respective Aaa-medians.

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 higher-than-expected 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-ratings; particularly if that
should lead Moody’s to conclude that the downward trajectory in the government’s debt burden was likely to reverse.

Key indicators

Exhibit 2

Austria 2012 2013 2014 2015 2016 2017 2018F 2019F

Real GDP (% change) 0.7 0.0 0.8 1.1 1.5 3.0 3.0 2.5

Inflation (CPI, % change, Dec/Dec) 2.8 1.9 0.7 1.0 1.5 2.3 2.0 2.2

Gen. gov. financial balance/GDP (%) -2.2 -2.0 -2.7 -1.0 -1.6 -0.7 -0.5 -0.2

Gen. gov. primary balance/GDP (%) 0.5 0.6 -0.3 1.3 0.5 1.1 1.0 1.2

Gen. gov. debt/GDP (%) 81.9 81.3 84.0 84.6 83.6 78.4 74.2 71.0

Gen. gov. debt/revenues (%) 167.1 163.5 169.4 169.3 170.4 162.1 155.0 149.1

Gen. gov. interest payment/revenues (%) 5.5 5.2 4.8 4.6 4.3 3.7 3.1 2.9

Current Account Balance/GDP (%) 1.5 1.9 2.5 1.9 2.1 1.9 2.2 2.6

Sources: Statistics Austria, Eurostat, Moody's Investors Service

Detailed credit considerations
On 25 May 2018, Moody's affirmed Austria's Aa1 ratings and maintained the stable outlook. The affirmation of Austria’s Aa1 ratings
is based on the following key rating drivers: (1) Austria’s very high economic strength, supported by a wealthy and highly competitive
economy, although its trend growth is lower than the respective median of Aaa-rated sovereigns; (2) Austria’s high fiscal strength,
underpinned by favourable debt affordability metrics, despite a still elevated level of general government debt relative to GDP; (3)
Austria’s very high institutional strength, supported by significant policy credibility and very high policy effectiveness.

We assign Austria an economic strength score of “High (+)” reflecting its relatively large, wealthy and highly competitive economy
as well as very 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 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 3.0% in 2017 (from
1.5% in 2016 and an average of 0.6% in the period 2012-2015). Going forward, however, Moody’s expects GDP growth to moderate to
1.7% in 2021/2022, which is our estimate of Austria’s potential growth rate.

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. The announced tax reform of the OeVP-FPOe
coalition government which foresees a structural tax reform that could be implemented alongside a reprogramming of the income tax

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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law scheduled for 2020 provides some upside risk to our medium-term forecast. However, the details on the reform are outstanding,
including how the reform will be funded.

Austria's institutional strength assessment of “Very High” 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).

That said, Austria’s institutional strength is underpinned by a strong fiscal framework which is expected to be further strengthened
by several initiatives. For example, the 2017 fiscal equalization 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. Under the new regulation, there is also a rule on the allowed
annual expenditure growth (which cannot exceed the inflation rate) and a rule on ceiling for 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 a strengthened banking supervision
and regulation which is centered in the Single Supervision Mechanism.

However, whilst Moody’s assessment of the quality of Austria's institutions is “Very High”, Moody’s does not believe that the country's
institutional strength is on a par with that of most Aaa-rated sovereigns. Notwithstanding the magnitude of Austria’s economic
and fiscal challenges, institutional responses have been slow and incremental. The responses have consisted essentially of a series of
small positive steps that have been insufficient to overcome comprehensively the country’s relatively weak trend growth and regain
the full fiscal space lost during the financial crisis. Austria’s envisaged policy initiatives – including the tax reform – could lead to an
acceleration of the reform momentum, although it will take time before the effects of those measures will eventually materialize.

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 quantitative
indicators, such as the Worldwide Governance Indicators, are overstating the extent of Austria's Institutional Strength, failing to take
account for example, the federal government’s overall handling of the resolution of financially distressed, government-owned Heta
Asset Resolution AG (Caa3 positive, previously Hypo-Alpe-Adria-Bank).

We assess Austria’s fiscal strength as “High (+)”, one notch above the indicative score of “High”, to reflect a reduction in its debt
to GDP ratio to 78.4% at the end of 2017 from a peak of 84.6% 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 Asset Resolution AG (Caa 3 positive), and strong nominal
GDP growth. We expect Austria’s debt-to-GDP to continue falling, reaching at around 63% by 2022. The largest drivers for the
decrease in the debt-to-GDP ratio will be solid nominal GDP growth, followed by the improving fiscal balance 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 -”. Austria’s external vulnerability risk score of
“Very Low” is above the indicative score of “Low (+)” because Austria’s foreign direct investment statistics were heavily affected by the
restructuring activities of UniCredit Bank Austria in 2016 and do not reflect the underlying strong development.
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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 15.7% of total
loans in 2017 compared to 31.7% in 2012. The bulk 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 the relatively high share of variable rate loans (52.2% of total new loans in 2017 vs. 78.3% in
2012).

Recent developments

Above-potential growth to continue in 2018-19, but economic momentum to moderate from the second half of 2018

The economy continues to perform well, driven by strong domestic demand and a favourable external environment, supported by
strong economic momentum in major export markets and Austrian companies' high level of competitiveness. It also benefits from the
European Central Bank's (ECB) supportive monetary policy stance and the government's expansionary fiscal policy, both of which are
procyclical. Although the coalition government formed in December 2017 has reduced the procyclicality of fiscal policy, for example by
significantly reducing labour market subsidies, fiscal policy is likely to remain expansionary.

The economy grew by 3.0% in 2017 compared with 1.5% in 2016, and just 0.6% per year between 2012 and 2015. Strong growth
momentum continued in the first quarter of 2018, when GDP grew by 3.1% year-on-year compared with 2.5% in the euro area
(seasonally and calendar-adjusted). Monthly business cycle indicators point to continued strong momentum in the second quarter of
2018.

We have revised our growth forecasts for 2018 and 2019 upwards, to 3.0% and 2.5% (Exhibit 3), respectively, compared with our
previous forecasts of 2.2% and 1.6% as of October 2017. Broad-based growth will continue to exceed potential growth, and average
growth of 2.9% in 2017-19 will be the highest since 2005-07 (3.3%). This will further widen the output gap, which turned positive in
2017 after four years in negative territory between 2013 and 2016.

Exhibit 3

Strong growth momentum to continue in 2018
GDP growth (%), contribution to GDP growth (percentage points)

Exhibit 4

Very strong corporate investment cycle will probably moderate
Index, peak of the cycle = 100, Investments in machinery and equipment
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Capacity utilization in the industrial sector leapt to 89% in 2017, and rose to 92% in the services sector in the first half of 2018,
respectively the highest level since 2000 and the highest level ever. The share of companies identifying factors limiting their
production/business rose to 40% in the industrial sector in the second quarter of 2018 from 30% at the start of 2017, and to 41% in
the services sector (37%), lower than the overall euro area (Q2 2018: 47% and 50% in the industrial and services sector, respectively).
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The increase in the industrial sector largely reflected more companies citing equipment (18%) and labour (15%) as limiting factors. In
the services sector, the increase was largely due more companies citing labour (20%) as limiting their business.

Continued strong growth in 2018 and 2019 will depend on domestic and external demand. We expect growth momentum to remain
solid, given the maturing cycle, but to moderate from the second half of 2018 onwards. Private consumption is benefiting from upbeat
consumer sentiment, strong employment growth supported by falling unemployment, higher net immigration and increased labour
market participation by older workers, as well as accelerating wage growth.

Older workers' participation in the labour market has risen in recent years because of measures to increase the effective retirement age
(curbing the pension settlement for the long-term insured), reduce invalidity pensions and phase out premature old-age pensions for a
longer insured term. However, employment rates among older workers remain far below the five European countries with the highest
employment rates. While the effects of a 2015-16 tax reform have faded, new measures that the coalition government has introduced
will be supportive. They include a non-payable tax credit of €1,500 per child (payable credit of €250 per child for single, low-wage
earners), a reduction in unemployment insurance contributions for low earners and lower VAT for hotel services.

Investments are supported by strong economic fundamentals, and high capacity utilization means that corporate investments are
likely to focus to a greater extent on expansion rather than replacement. This is in line with the results of the EIB Investment Survey
2017, which found that the priorities of 93% of Austrian companies planning to invest over the next three years were divided into the
following categories: capacity expansion, 27%; new products/services, 27%; and replacement investments, 38%. We expect the current
corporate investment cycle to continue but at a more moderate pace, given its strength so far compared with previous cycles (Exhibit
4).

Investments in machinery and equipment rose by 18.4% between Q1 2015 and Q4 2017. Construction investments, which picked up in
2017, are also likely to remain strong, mainly reflecting strong demand and the low interest rate environment.

Externally, Austria benefits from its expanding tourism-related services trade, as well as strong demand for its goods given positive
momentum in the global economy, particularly as a result of strong trade growth in European value chains. Around 70% of all Austrian
goods are exported to EU member states. Germany is its most important trading partner, accounting for 30% of total goods exports,
followed by the US (6.8%), Italy (6.4%) and France (5.0%).

Exports of high-technology goods accounted for 12.6% of total exports in 2017. We expect net trade of goods and services to make a
significant contribution to GDP growth in 2018 and 2019 despite strong import growth driven by domestic demand.

Risks to our 2018 and 2019 GDP forecasts are balanced between upside risk stemming from the domestic economy, particularly
investments, and external risks related to Brexit and potential trade restrictions.

Fiscal deficit to narrow and debt-to-GDP to fall further in 2018 and 2019 mainly due to the strong economic cycle

As a consequence of the stronger than expected cycle, a further decline of interest payments and taking account of the measures of
the OeVP-FPOe coalition government, we revise our fiscal balance forecast to -0.5% of GDP in 2018 and -0.2% in 2019 (from our prior
forecast of -0.9 in both year).

Austria's debt burden fell by 5.2 percentage points in 2017 to 78.4% of GDP and we expect it to continue to fall, reaching 63.1% by
2022. Solid nominal GDP growth will be the main driver of declining debt to GDP out to 2022, followed by an improving fiscal balance,
with small fiscal surpluses in 2021-22 and stock-flow adjustment.

Uncertainty over the recovery rate for bad bank assets means that there is an upside risk to our debt to GDP ratio forecast. In July
2017, Heta Asset Resolution AG (Caa3 positive) announced interim distribution payments amounting to €5.8 billion, which already
corresponds to a 44.4% recovery rate, up from the initially expected €4 billion. Heta's speedy wind-down could continue in 2018 with
a possible second interim distribution payment.
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Rating methodology and scorecard factors

Rating factors
Sub-factor 

weighting
Indicator

Indicative factor 

score
Final factor score

Factor 1: Economic strength H+ H+

Growth Dynamics 50%

Average real GDP growth (2012-2021F) 1.6

Volatility in real GDP growth (standard deviation, 2007-2016) 2.0

WEF Global Competitiveness index (2017) 5.3

Scale of the economy 25%

Nominal GDP (US$ billion, 2016) 390.8

National income 25%

GDP per capita (PPP, US$, 2016) 48,014

Automatic adjustments [-3; 0] Scores applied

Credit boom 0

Factor 2: Institutional strength VH+ VH

Institutional framework and effectiveness 75%

Worldwide Government Effectiveness index (2016) 1.5

Worldwide Rule of Law index (2016) 1.8

Worldwide Control of Corruption index (2016) 1.5

Policy credibility and effectiveness 25%

Inflation level (%, 2012-2021F) 1.8

Inflation volatility (standard deviation, 2007-2016) 0.9

Automatic adjustments [-3; 0] Scores applied

Track record of default 0

Economic Resiliency  (F1xF2) VH VH-

Factor 3: Fiscal strength H H+

Debt burden 50%

General government debt/GDP (2016) 83.6

General government debt/revenue (2016) 170.4

Debt affordability 50%

General government interest payments/revenue (2016) 4.3

General government interest payments/GDP (2016) 2.1

Automatic adjustments [-6; +4] Scores applied

Debt trend (2013-2018F) 0

Foreign currency debt/general government debt (2016) 0

Other non-financial public sector debt/GDP (2016) 0

Public sector assets/general government debt (2016) 0

Government financial strength (F1xF2xF3) VH- VH-

Factor 4: Susceptibility to event risk Max. function L+ L+

Political risk L- L-

Worldwide voice & accountability index (2016) 1.3

Government liquidity risk VL- VL-

Gross borrowing requirements/GDP 10.6

Non-resident share of general government debt (%) 70.7

Market-Implied Ratings Aaa

Banking sector risk L+ L+

Average baseline credit assessment (BCA) baa2

Total domestic bank assets/GDP 171

Banking system loan-to-deposit ratio 132

External vulnerability risk L+ VL

(Current account balance + FDI Inflows)/GDP -5.5

External vulnerability indicator (EVI) --

Net international investment position/GDP 5.7

Government bond rating range (F1xF2xF3xF4) Aa2 - A1 Aa2 - A1

Assigned foreign currency government bond rating Aa1

Rating factors grid - Austria

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 indicative rating range. For more 

information please see our Sovereign Bond Rating Methodology.

Footnotes: (1) Indicative factor score: rating sub-factors combine with the automatic adjustments to produce an Indicative factor score for every rating factor, as 

detailed in Moody’s Sovereign Bond Methodology. (2) Final factor score: where additional analytical considerations exist, Indicative factor scores 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 country-specific 

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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