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This document is an unofficial translation of the German original version and can be

accessed at the web page of the Federal Ministry of Finance (http://www.bmf.gv.at).

EG 15/17 ADD 1 MCS/jmc 4
DGG1A EN/DE

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=158466&code1=RAT&code2=&gruppen=Link:15/17;Nr:15;Year:17&comp=15%7C2017%7C

Contents

1. INTRODUCTION ....uuiiiiiiiiiiiiiiii e 8
2. ECONOMIC SITUATION IN AUSTRIA ......ociiiiiiiiiiiiiiii e 9
2.1. Economic development (2016-2018).........cccoiviiiiiiiiiiiiiiiiiii e, 9
2.2. Financial sector developments ..............ooooiiiiiiiiiiiiinniicc e 13
3. ECONOMIC AND BUDGETARY POLICY TARGETS AND MEASURES........... 17
3.1. Budget execution in 2017 ...........coviiiiiiiiiiiiiiii 20
3.2. General Government Balance 2018 .............ccoiiiiiiiiiiiiiiinie 21
3.3. Restructuring of the banking sector...............cccoeeiiiiiiii 22
3.4. Migration and integration ............ccccooiiiiiiiiiiiiii s 24
3.5. Fight against terroriSm ..........cooiiiiiiiiiiiiiii 25
3.6. Comprehensive fiscal rules...............ooooiiiiiiiiiii 25
4. ANNEX .o e 27
EG 15/17 ADD 1 MCS/jmc Vv
DGGIA EN/DE

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=158466&code1=RAT&code2=&gruppen=Link:15/17;Nr:15;Year:17&comp=15%7C2017%7C

Tables

Table 1: Basic aSSUMPLIONS ....cocuierieniiiiiiniiiiiincsies et ae s s e s s besnen 27
Table 2: MacroeconOmMIC PIrOSPECES...cccierruriiiieesniiunsiiisesnsiiisiiisesesinssssssessessssssssesesssssssssessssssssssssessnssnsns 27
Table 3: Price devVelopments.......ccciviiiieieniiiiinniininiiiinieiniiissesesisssssesssssssessesssssssssessesssssssssessesssns 28
Table 4: Labour market develOpments ........ccccuiviiineeneiiiiinnenieniiiineniinsessesesssssssessessssssssses 28
Table 5: Sectoral Balances ........ccoeviiiiiniineniiiiinneniee e sae s 28
Table 6: Budgetary targets........ccoceeiiiiiiniineniiiiinniiieniiicnine e 29
Table 7: General Government debt developments..........cccvveevreerieeniicnicnicnniiniennenneneinnn, 29
Table 8: Contingent liabilities........ccccviinineeiiiiiiiiniiiiiici e 30
Table 9: Budgetary prospects (“no-policy change” - assumption).........ccccceerrciicininrsensnncnsscnsennnen, 30
Table 10: Budgetary prospects........cueeiiiiiiinnininiiinneniniiissesiiisssesnsssessesssssssessssssssssssessssssens 31
Table 11: Amounts to be excluded from the expenditure benchmark...........cccceevurenenieiiinnenecsncnnnnne 31
Table 12: Quarterly budgetary execution in accordance with ESA standards (in mn €) ..................... 32
Table 13: Divergence from latest Stability Programme (April 2017) ....cccvvevveeneniiniinseeninninnsessnessnninnnees 32
Table 14: Refugees - Impact on the headline balance - breakdown by functional categories............ 33
Table 15: Refugees - Impact on the headline balance - breakdown by ESA 2010 categories.............. 33
Table 16: Refugees - Country-specific information on costs........cecceiviieneveisiiinienecinninenesinenne, 34
Table 17: Fight against terrorism - Impact on the headline balance..........cccccoeveveirierierieniciicinnnnnen. 34
Table 18: Fight against terrorism - Impact on the headline balance - breakdown by ESA 2010 categories 34
Table 19: Country specific recommendations (CSR) .......cccvvnmneneiiiiiineniiniiineinineenseeen 35
Table 20: Targets set by the Union’s strategy for growth and jobs.........cceeeuiviiienennciinencsncinnnnene 39
EG 15/17 ADD 1 MCS/jmc

Vi
DGG1A EN/DE

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=158466&code1=RAT&code2=&gruppen=Link:15/17;Nr:15;Year:17&comp=15%7C2017%7C

Figures

Figure 1: Real GDP growth (Austria and the Euro area)..........ccecevvevviiiirneniiniinsinseeniniinsinsenisinnseessennen 10
Figure 2: Real and nominal GDP growth.........cccocuviiviiiiiiiniininiiiiiiiiiniiincinnnnnesnnnisesssnins 11
Figure 3: Contribution to real GDP growth.........cccvevueviiiineniiiiinenieniiieneesesseesssssnn 11
Figure 4: Employed and unemployed persons...........cucvieveniininsinneniininsnnninnsenssnsssesnssseses 12
Figure 5: Development of short- and long-term interest rate.........ccceeueveniiisircinneniisiisnnensisniccsennne 12
Figure 6: Long-term interest rates and spread .......cccocuvivieceiiisiiniininiininniseaees 14
Figure 7: Equity market performance .......cocoeciiininieneiiiiiineniniininnienensssssnssssessssssssessesssssseses 14
Figure 8: General government net lending/net borrowing and gross debt........c.cceeerverenerciiincnncnnnne 19
Figure 9: Divergence from latest Stability Programme (April 2017)........ccceveevimniensiiseesnnsnnsecsnecnsinnnnes 19
EG 15/17 ADD 1 MCS/jmc vii

DGG1A EN/DE

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=158466&code1=RAT&code2=&gruppen=Link:15/17;Nr:15;Year:17&comp=15%7C2017%7C

1. Introduction

In accordance with Article 4(2) of Regulation (EU) 473/2013, “draft budgetary plans” have
to be annually prepared by October 15%. These documents should contain the Central
Government’s draft budget for the forthcoming year as well as the main parameters of the
draft budget for all the other subsectors of the general government. They have to be made

public and submitted to the European Commission and the Eurogroup.

Due to the general election (“Nationalratswahl”) on October 15%, 2017 and without
prejudice to a future new government, the following draft budgetary plans were drawn up
under the assumption of a “no-policy change”. This should ease the coordination of the
economic and monetary policy within the EMU. The incoming government will likely
submit new and adapted draft budgetary plans (together with the Austrian Stability
Programme) by April 2018 at the latest. It is to be expected that this forthcoming
budgetary plans will be in accordance with EU budget rules as well as the national
stability pact.

The format and content of the present document are in line with the requirements of the
“Two Pack Code of Conduct”. This programme is based on the latest revision of national
accounts data (ESA2010) from Statistics Austria (STAT), own calculations and assessments
by the Federal Ministry of Finance (BMF) as well as the economic forecast by the Austrian
Institute of Economic Research (WIFO) of September 29%, 2017.
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2. Economic situation in Austria

2.1. Economic development (2016-2018)

Over the period 2008-2013, real growth rates of GDP were at least as high in Austria as in
the euro area. Until last year growth was lower than the average of the euro area, but
increased continuously and it will develop in parallel with the euro area from 2017
onwards. In 2016 the real growth rate of GDP was 1.5%, the strongest growth
contributions came from private consumption and equipment investment. 2016 was the
first year since 2012 when net exports contributions were negative. The tax reform

contributed a lot to the increase in private consumption.

On September 29th, 2017, WIFO published it latest economic forecast, which forms the
basis for this programme. According to WIFO, the short-term economic outlook is
tavourable. Leading indicators for Austria and consumer confidence are very positive.
Lively domestic demand is supported by strong growth in employment, while the better
international environment should provide an additional growth stimulus. In 2017 and
2018, the Austrian economy is expected to grow by 2.8%, respectively, in real terms. All
demand components should contribute positively to growth. Demand for investments will

lessen; this will be offset by private consumption and net exports.

In 2016, the number of persons in employment rose by 60,100 persons (1.6%), labour force
expanded by 63,100 persons (1.5%). Labour supply will expand further because of
immigration and the increase in the participation rate of older workers, women and
foreign workers. In 2017, the number of persons in employment is expected to grow by
76,000 (2%) and the labour force to expand by 60,000 (1.4%). As a result, the
unemployment rate as defined by Eurostat increased by 0.3pp to 6.0% in 2016 and will
decrease to 5.7% in 2017.

The number of employed persons should also show strong growth in 2018. At the same
time the expansion of the labour force continues. Demographic developments will further
lift the participation rate of older workers and also the number of foreign workers will
continue to increase. The unemployment rate as defined by Eurostat will decrease to 5.4%
in 2018.
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In 2016 the inflation rate in Austria was 0.9%, with services of restaurants, hotels and
housing rents being the main price drivers. The inflation rate is expected to be 1.9% in 2017
and 1.8% in 2018.

Short- and long-term interest rates in Austria have decreased since 2008. This is due to the
measures by the European Central Bank (ECB) and the good creditworthiness of the
Republic of Austria. Long-term rates of Austria (10-year government bond yield) reached
a record low of 0.11% in August 2016 and have increased since then. Against the
background of the rate increase by the US Federal Reserve, the expectation of a
normalisation of interest rates by the ECB and stronger economic growth, economic

analysts expect a moderate increase in interest rates.

The Institute for Advanced Studies (IHS) published an economic forecast on September
29th, 2017. It expects real GDP growth rates of 2.6% in 2017 and 2.1% in 2018. The forecast
is more pessimistic than that of the WIFO. In May 2017 the European Commission (EC)
published its Spring Forecast, where it also expected a more moderate growth. For the
public budget a nominal growth difference of 0.1pp implies a worsening of the nominal

budget balance by 0.058pp on average.

Figure 1: Real GDP growth (Austria and the Euro area)
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Figure 2: Real and nominal GDP growth
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Figure 3: Contribution to real GDP growth
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Figure 4: Employed and unemployed persons
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Figure 5: Development of short- and long-term interest rate
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2.2. Financial sector developments

The global economic climate in 2016 and the first half of 2017 has evolved better than
expected as potential risks have not emerged. Those risks were rapid US policy rate
increases, uncertainties about the economic and financial situation in China as well as
possible deflationary risks in the Euro area. The gradual US policy rate increases are
having only minor effects on the global economy up to now, the economic and financial
environment in China is still stable and deflationary risks in the Euro zone have been

averted.

For the second half of 2017 and 2018 there are also positive expectations due to a solid
global upturn as well as possible expansive US economic policy measures. In 2018
monetary policy actions should still play an essential role for the financial market
developments as gradual steps by the most important global Central banks have to be

expected.
Long-term interest rates

Austria’s long-term interest rate (10-year government benchmark bond yield) showed a
relatively volatile development since the beginning of 2017 and fluctuated between 0.4%
and 0.8% whereas a definite upward trend was observed at the end of 2016/beginning of
2017. From July 2017 to the beginning of September 2017 a slight downward trend started
as an abrupt change in the ECB’s monetary policy become more unlikely because of the
ongoing low inflation rates. These developments were influenced by expectations with
regard to inflation and economic growth as well as a possible decrease of the ECB’s public
sector purchase programme. The spread of 10-year yields over similar-maturity German

Bund yields has remained relatively stable since spring 2017, at 15-30 basis points.
Equity market

The Austrian equity market (ATX) showed a significant upward trend since summer 2016
and the increase was more dynamic than the increase of the Euro-Stoxx-50-Index. In
September 2017 the ATX reached the highest value since September 2008. A better than
expected development in Austrian economic and corporate data as well as ongoing
positive economic dynamics in Central and Eastern Europe were responsible for the

significant improvement in the equity market climate.
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Figure 6: Long-term interest rates and spread
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Figure 7: Equity market performance
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Banking sector

The consolidated balance sheet of Austrian credit institutions continued to decline in 2017.
As of end-March 2017, total assets amounted to 968.6 bn €, about 9.3% lower compared to
March 2016. The decline was due to banks’ efforts to improve their capital ratios.

The increase in lending to households and enterprises in Austria remained stable and
overall positive. New lending to private households was increasingly driven by housing

loans. The decline in foreign currency loans continued.

Credit exposure to the CESEE region is highly diversified. The restructuring process in the
region is nearly finished. Austrian banks are now concentrating their activities on the
attractive countries. After UniCredit Bank Austria AG has transferred all CESEE activities
to UniCredit S.P.A,, Italy, the CESEE exposure amounts to roughly 236 bn €.

Credit quality continued to improve in Austria as well as in the CESEE region. In the

CESEE region it is, however, notably weaker.

The profitability of the Austrian banking sector improved in 2017 due to declining credit

risk provisions.

The consolidated capital base of the banks improved further. The core capital ratio stood
at 14.8%. The strengthening of the capital base pursued during the past few years will be
continued.

Insurance sector

The domestic insurance sector performed weaker than in 2016 in terms of premiums
earned. Domestic premium income was only up by 0.1% to 9.23 bn €, driven by negative

impacts from the life insurance sector.

The technical account balance totalled 327.8 m € (-22.5%). The financial result amounted to
1.61 bn €. The result from ordinary activities decreased to 0.93 bn €, down by 21.1%.

Investment funds, pensions funds und corporate provident funds

The investment volume of Austrian investment funds rose compared to the past year from

about 173.0 bn € (December 2016) to about 178.0 bn €. The average performance of pension
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funds (“Pensionskassen”) stood at 3.3%. Total assets of pension funds increased slightly to
21.645 bn €. The number of prospective beneficiaries rose to 915,000 persons, a 1.33%
increase. Assets held by corporate provident funds (“Betriebliche Vorsorgekassen™) rose
by 6.97% to about 10.0 bn €, primarily due to inflows as a result of legal requirements. The
performance stood at 1.09%.

EG 15/17 ADD 1 MCS/jmc 16
DGGIA EN/DE

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=158466&code1=RAT&code2=&gruppen=Link:15/17;Nr:15;Year:17&comp=15%7C2017%7C

3. Economic and budgetary policy targets and measures

In the XXV legislative period, the main objectives of the Austrian Federal Government
have been to promote economic growth and employment, support companies, provide
security to citizens, and to make Austria more competitive and sustainable. The
sustainable budgetary policies of all Austrian governmental authorities give space to

e Dbe prepared for the future,

e tackle new challenges without cutting expenditure of important policy areas, and

e focus the political agenda and foster economic growth.

A solid budgetary policy in accordance with existing EU budgetary rules will be
continued. Taking into account additional expenditure related to migration and anti-
terrorism measures the structural deficit target shall be reached over the coming years.
The medium-term objective is a structural balance of -0.5% of GDP. Reaching the

structural balance ensures a proper reduction of the debt ratio to reach the reference value
of 60% of GDP.

The Austrian Federal Government already introduced major measures to foster economic
growth and employment in the XXV legislative period. Policies included measures to
increase private consumption, to support SMEs, to invest in infrastructure, craft trades and
employment as well as structural reforms. Opportunities may arise through digitalization
and issues related to energy, climate and the protection of the ecological environment. The

rural development shall be strengthened as well.

The Austrian Federal Government aimed at developing a new, task-oriented financial
equalization scheme. Negotiations with the States and representatives of the
municipalities were finished successfully on 14% November 2016. The new financial
equalization act focuses on task-orientation, transparency, simplifications and tax

autonomy of the States.

Starting mid-year 2016 many policy decisions were taken in areas like deregulation,
spending reviews, support of start-up companies, infrastructure, research, education,
security, integration, and lowering the non-wage related labour costs and levies. In
January 2017 the Austrian Federal Government updated its work programme. Most of the
policy measures of the work programme were enacted in Parliament before summer. The

most important policy measures are:
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e Employment bonus: beginning in July 2017 for every additional employee
companies are reimbursed half of the non-wage related labour costs up to 3 years.

e Strengthening research and development: Research ratio shall be increased to 3.76%
of GDP. The research bonus to companies will be raised from 12% to 14% beginning
in January 2018. Expenditure to the National Foundation for Research, Technology
and Development will be raised substantially. Budgets of the universities will be
increased from 2019 onwards. A new funding scheme for student support shall be
established that is attached to certain procedures for application and access to
academic studies.

e Investment bonus for big companies (“Investitionszuwachspramie”): In addition to
the infrastructure investment programme for municipalities and a bonus to SMEs
for stepped-up investments, a bonus, restricted to 2017, is paid to companies with
more than 250 employees as well.

e 20,000 new jobs: Community and regular work will be financially supported to give
meaningful work to long-term unemployed people older than 50 years.

e Tax on flight tickets halved: Beginning in January 2018 the tax on flight tickets will
be halved

e Compulsory “year of integration”: As of September 2017 recognized refugees and
people granted subsidiary protection have to attend a standardized integration
programme which aims at learning German, to receive job guidance and training.
Starting in 2018, asylum seekers who likely will be granted asylum are also allowed
to participate in this programme.

e Education: schools benefit from a better hierarchical structure of school authorities,
school autonomy and the possibility of school clusters. Early child care will be
strengthened (second compulsory year of kindergarten). IT-infrastructure will be

extended. Study grants will be raised starting 2017/18.

The expenditures related to these policy measures will be financed within the next
medium-term expenditure framework which will be enacted in spring 2018 by the newly

elected Federal Government.
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Figure 8: General government net lending/net borrowing and gross debt
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Figure 9: Divergence from latest Stability Programme (April 2017)
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3.1. Budget execution in 2017

In 2017, the general government deficit according to Maastricht will decrease to -0.9% of
GDP, slightly better than projected in spring. The positive economic development
improves both revenues and expenditures. On the other hand the discretionary fiscal
measures, which were approved by the Federal Government after the presentation in
Parliament of the Austrian Stability Programme in spring, lead to higher expenditures in
2017. The debt-to-GDP ratio will decrease to 78.3%, whilst the debt-to-GDP ratio was
expected to be 80.8% in spring. The structural deficit without considering the additional
expenditure for refugees and the fight against terrorism is estimated to be -0.7% of GDP,
considering the extra cost the structural deficit is estimated to decrease to less than -0.5%
of GDP.

The good economic situation has a particularly favourable impact on tax revenues in 2017.
Current taxes on income and wealth have increased so far by 6.3% compared to the
previous year. As of end of August revenues of capital yields taxes are 17.2% higher
compared to the same period last year. Also the corporate income tax is developing
dynamically (as of end of August +13.0% compared to last year’s period). The banking
levy turned out to be higher than last year due to the reform of 2016. VAT revenue
increased by 4.9% in the first eight months of the year. Overall tax revenue increased by
5.3% from January to August compared to the same period last year. An increase of 4.1%
was planned in the 2017 budget. Due to the ongoing growth in employment,
unemployment insurance contributions and employer contributions to the family

equalization fund are developing better than expected.

On the expenditure side, the economic recovery leads to an undershooting of budget
estimates especially regarding the federal grant to the public pension scheme and the
unemployment benefits. In 2017, the federal budget benefits also from the exceptionally

low interest rates of the last years.

Discretionary measures that were approved by Parliament before the summer break, cost
an additional 0.4 bn € in the year 2017. The new employment bonus, introduced on 1 July
2017, affects the national accounts in 2017 even though it is going to be paid in 2018.
According to national account rules, subsidies need to be included in the year of the
decision that leads to the transfer. Further measures increasing the deficit are the increase
in study grants that started in September 2017, the introduction of the obligatory year of

integration for recognized refugees and people granted subsidiary protection, the
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employment programme “Aktion 20.000” for older long-term unemployed, the
introduction of an investment growth premium for small and medium-sized enterprises

and a special grant for new municipal investments.

State and local budgets are expected to be balanced in 2017 after a deficit of 1.5 bn € in
2016. This is supported by the new fiscal equalisation scheme approved in the fall of 2016,
which increases the central government’s transfers by 425 m €. In addition, the payment
by Carinthia for the liquidation of HETA (1.2 bn € in 2016) was a one-off transaction.

The mandatory pension insurance system also benefits from positive revenue
developments; the federal transfer to the pension insurance system in 2017 will be notably
lower than planned. The financial situation of the public health insurance scheme is also

solid; in 2017 it should achieve a positive balance as well.

In 2017, one-off payments for banks are expected to account for 140 Mio. €. These are
drawn guarantees for the HETA. The debt level will decrease from 83.6% of GDP in 2016
to 78.3% of GDP in 2017. There are several reasons for this shift: Pre-payments for the
HETA liquidation of about 3.6 bn € (1% of GDP), which temporarily increased the debt
level in 2016. This increase will be neutralized in 2017. Furthermore, in July HETA
transferred 4.4 bn € of its assets to the general government and to the “Karntner
Ausgleichszahlungs-Fonds”, respectively, which were used to reduce public debt. In
addition the liabilities of the other bad banks (Immigon, KA-Finanz) are being reduced.
Finally, the high growth of GDP contributes to a quicker decline in the debt-to-GDP ratio.

3.2. General Government Balance 2018

The existing Federal Government did not prepare a budget statement for 2018 due to
federal elections. After the elections the next government will be responsible for
negotiating a federal budget for 2018 that will be enacted by Parliament. In case that no
budget will be enacted until the end of 2017, a provisional budget will come into force
automatically. If so, the legislation stipulates that the provisions of the federal finance act
for 2017 have to be applied in 2018 as well. Specific budgetary rules have to be followed
that limit cash inflows from financial debt to half of its annual ceiling and short-term cash

obligations to its annual ceiling.
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In 2017 the medium-term expenditure framework has not been updated for the years 2018-
2021. The medium-term expenditure framework will also be elaborated by the newly

appointed federal government.

The general government Maastricht deficit will be -0.8% of GDP in 2018. The structural
deficit though will, also in light of the effects of the cycle, rise to -1.1% of GDP. By taking
into account costs for refugees and security measures, the structural deficit is expected to
be -0.8% of GDP. The debt ratio will further decrease to 75.2% of GDP. The main reasons
for its decline are the gradual reduction of the liabilities of the state-owned “bad banks”

and higher economic growth.

For 2018 and following years the EU requires of Austria to maintain a structural balance of
at least -0.5% of GDP per year. The “Work Programme of the Austrian Government
2017/18” states that the all measures and programmes have to be funded through a

reciprocal reduction of expenditure or increase in revenue in line with the EU-rules.
3.3. Restructuring of the banking sector

Based on the Austrian Financial Market Stability Act (FinStaG), Austrian Banks have been
granted capital and liquidity-supporting funds totalling 29.5 bn € since 2008, including
participation capital subscribed by the Republic of Austria. Taking into account all
repayments to date, the net amount was 18.3 bn €. In 2016, the legal limit for measures
aimed at strengthening the Austrian financial market pursuant to FinStaG has been
increased by 1.5 bn € to 23.5 bn € in order to fund the purchase of statutorily-guaranteed
debt instruments of Heta Asset Resolution AG (HETA) by the Karntner
Ausgleichszahlungs-Fonds (KAF) (see below).

Out of FinStaG funds, 7.4 bn € have been used for the subscription of share capital,
shareholder contributions and other capital measures. As at 30 June 2017, Austria still held
participation capital amounting to 10 m € issued by immigon portfolioabbau ag (immigon,
the legal successor of Osterreichische Volksbanken AG - OVAG). The general agreement
between Austria and the Free State of Bavaria for settling legal disputes related to HETA
included a payment of 1.23 bn €. Federal guarantees issued under FinStaG summed up to

7.2 bn € as of end-2016. Claims under guarantees amounted to 1.5 bn €.

In 2016, revenues from guarantee fees relating to the banking sector amounted to nearly

67 m €. Since the Austrian Financial Market Authority (FMA) in its capacity as the
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designated Resolution Authority ordered a haircut on due fees of HETA and deferred the
remaining liabilities until end of 2023 (see below), guarantee fees were only paid by Hypo
Group Alpe Adria (the former SEE network of Hypo International), KA Finanz AG and
immigon in 2016. As at 31 August 2016, immigon terminated the guarantee of 100 m €
provided by Austria without calling.

On 10 April 2016, FMA in its capacity as the designated Resolution Authority ordered
immediate resolution measures on HETA by administrative decision in accordance with §
3 (1) Federal Act on the Recovery and Resolution of Banks (BaSAG). Among other
measures, core Tier 1 capital and subordinated liabilities including interest due on 28
February 2015 were reduced to zero, and senior debt was reduced to 46.02 per cent.
Moreover, interest from 1 March 2015 was cancelled and the maturity date of all eligible
liabilities was harmonised to 31 December 2023. Though the wind-down of HETA shall be
completed by 2020, the termination of legal claims will take until end of 2023, according to
FMA.

On 2 May 2017, the FMA issued a new administrative decision reducing the write-off of

non-subordinated liabilities to 35.6%; the distribution rate thus rises to 64.4%.

The Republic of Austria as owner of HETA has been affected manifold by the FMA
administrative decision: the reduction of core and participation capital to zero, the
reduction of guarantee fees due as of 1 March 2015 to 64.4 per cent, and the calling under

the guarantee of the 1 bn € HETA subordinated notes 2012-2022 plus interest payments.

Following intense negotiations with major creditor groups and the conclusion of a
Memorandum of Understanding between the Republic of Austria and creditors in May
2016, KAF launched a second tender offer on 6 September 2016, which was accepted by
98.7 per cent of the creditors. Carinthia contributed 1.2 bn € to the funding; 6.4 bn € were
granted as loans pursuant to § 81 Federal Budget Act (BHG) 2013 via ABBAG-
Abbaumanagementgesellschaft des Bundes; the remaining amount of up to 1.28 bn € were

covered by FinStaG funds.

On 30 June 2017, a resolution was passed at the extraordinary general meeting of HETA
on an interim distribution payment to the creditors before maturity. On this basis, around
58bn¢€, i.e. 69% of the 64.4 per cent-quota fixed as of 2 May 2017 were paid to the
creditors of eligible liabilities in the second half of July. This interim distribution payment
was made possible by high cash inflows generated by successful asset sales in 2016 and
the first quarter of 2017.
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In accordance with the Federal Ministry of Finance, KA Finanz has submitted the request
for surrendering its banking license and continuation as a wind-down entity pursuant to §
162 BaSAG to the FMA on 9 June 2017; this request was approved on 6 September 2017.
The changing regulatory framework and the related requirements (such as Net Stable
Funding Ratio, Liquidity Coverage Ratio), which could have only been met at significantly
higher costs, were the main reasons for the conversion into a wind-down entity. Finally,
the review of the risk-bearing capacity of KF conducted by Oesterreichische Nationalbank
(OeNB) in autumn of 2016 contributed to the exacerbation of the situation. The result was
that in a liquidation scenario the high hidden burdens would exceed the equity. Therefore,
the Republic of Austria was particularly interested in adapting the refinancing structure of
KA Finanz to the new circumstances as good as possible. In addition to the granting of
federal loans pursuant to § 81 Federal Budget Act (BHG) 2013 via ABBAG-
Abbaumanagementgesellschaft des Bundes, the existing guarantee for the commercial
paper programme of 3.5 bn € will be replaced in three steps by loans pursuant to § 2
FinStaG. Existing bonds, loans and private placements will be honoured and redeemed at

their full nominal values upon maturity.

Immigon is operated as an asset management company pursuant to § 162 BaSAG. In 2016,
assets were again reduced according to plan (-1.4 bn €).The balance sheet total as of 30
June 2017 amounted to 1.7 bn €.

In 2016, the restructuring of Volksbankenverbund (Volksbanken association) has
progressed as expected. By 2017, the originally more than 40 local banks shall be merged
into 8 regional banks until October 2017. The gratuitous transfer of 25%+1 shares of
Volksbank Wien to the Republic of Austria in January 2016 serves as collateral for the
300 m € profit participation right, as compensation for the haircut of the state-held
participation capital of OVAG in 2015. To date, Volksbankenverbund already paid 67 m €
to the Republic of Austria. After servicing of the profit participation right is completed (by
spring 2024 at the latest), the shares will be re-transferred to the Volksbankenverbund.

3.4. Migration and integration

In 2015, 88,000 applications for international protection were registered in Austria. In
autumn of the same year, Austria has applied for consideration of related costs in the
evaluation of the budget by the EC. In turn the EC has agreed to consider some of the
confirmed costs ex-post within the framework of the Stability and Growth Pact (SGP). This
means that the change of costs from 2014 to 2015 is applicable and furthermore, that this
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exceptionality is limited to the years 2015 and 2016. For 2015 the EC has considered 0.09%
of GDP and for 2016 an additional 0.34% of GDP in its budget evaluation. The EC will also

consider the costs in 2017. Therefore the after-effect of this exceptionality will be felt until
2019.

The EU and Austria have reacted to the influx of refugees. Since May of 2016 the number
of asylum seekers is below its reference value from 2015. About 42,000 applications for
asylum were filed in 2016, of which less than 37,500 were admitted to trial. The federal
government has significantly increased personnel in order to tackle the stock pile of
asylum trials. In 2017 the number asylum applications is expected further decrease. The
costs for basic services will stabilise at a high level, since they do incur during appeals
procedures against asylum decisions. In total, related costs in 2017 are expected to be
higher than in 2016.

Tables 14, 15 and 16 in the Appendix show the corresponding data regarding asylum

expenditures.
3.5. Fight against terrorism

The number and brutality of terrorist attacks in Europe has drastically increased since
2015. Therefore, the European Commission in spring 2016 decided to treat security-related
costs for the years 2016 and 2017 as exceptional expenditure in the assessment of
budgetary developments. Though Austria has largely escaped open terrorist attacks until
now, proper preparation and defensive measures are needed. In particular, the protection
of public institutions, better equipment and the extension of security personnel, as well as
higher expenses on the fight against cyber-crime, are needed.

Tables 17 and 18 in the annex show respective data on incremental expenditure items in
the areas home affairs and national defence for the years 2016 and 2017 (estimated data)
compared to 2015. These data remain unchanged compared to the Stability Programme as
of April 2017.

3.6. Comprehensive fiscal rules

One of the key elements to safeguard the pace of fiscal consolidation is the system of fiscal
rules enshrined in Austrian law (Public Law Gazette I No. 30/2013). Following a transition

period, these rules require the central government, the state governments and the
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municipalities to achieve from 2017 on structurally balanced budgets as a basic principle.
The agreement covers the following key issues:

e Rule on a structurally balanced general government budget (“debt brake”) from
2017 onwards, with the structurally balanced budget defined as a structural general
government deficit not exceeding -0.45% of GDP

e Rule on the allowed annual expenditure growth (expenditure brake)

e Rule on public debt reduction as defined in ESA terms (adjustment of the debt
ratio)

e Rule on ceilings for public guarantees (BGBlL. 1 Nr. 134/2017), whose
implementation was harmonised in the course of the negotiations on the
intergovernmental fiscal relations law 2017. From 2019, the maximum amount of
guarantees by the central government and the states is limited to 175% of the
revenues of the entity, while for municipalities it is limited to 75% of revenues.

e Rules to strengthen budgetary coordination between the central government, the
states and municipalities, and to improve medium-term budgetary planning,

mutual exchange of information and transparency.

Compliance with the fiscal rules will be ensured by adequate regulation regarding

sanctions.

In Austria, the former Government Debt Committee has been legally assigned the role of
monitoring compliance with EU fiscal requirements. Under the name “Fiscal Council”, the
committee monitors the achievement of the budgetary objectives according to European
regulations, issues recommendations and — if deemed necessary — indicates adjustment
paths. The Fiscal Council is independent and became operational on November 1¢, 2013.
Adequately skilled and autonomous members are delegated by the Federal Government,
social partners, parties involved in the tax sharing, the Austrian National Bank and the
Parliament’s budget office. With regard to fiscal surveillance, the Fiscal Council's central
role is to strengthen budgetary discipline at the levels of the general, state and local

governments.

EG 15/17 ADD 1 MCS/jmc 26
DGGIA EN/DE

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=158466&code1=RAT&code2=&gruppen=Link:15/17;Nr:15;Year:17&comp=15%7C2017%7C

4. Annex

Table 1: Basic assumptions

2016 2017 2018

Short-term interest rate (annual average) -0.3 -0.3 -0.1
Long-term interest rate (annual average) 0.4 0.7 1.0
USD/€ exchange rate (annual average) 1.1 1.1 1.2
Nominal effective exchange rate 1.2 0.7 0.6
Real GDP growth (World excluding EU) 3.5 3.8 37
Real GDP growth (EU) 1.9 2.5 24
Growth of relevant Austrian foreign markets 3.1 6.0 5.0

Import volumes (World excluding EU) - - -
Qil prices (Brent, USD/barrel) 43.7 52.5 52.5

Positions may not sum up due to rounding errors.

Sources: BMF, WIFO

Table 2: Macroeconomic prospects

2016 2016 2017 2018

ESA Code in bn € rate of change

1. Real GDP Bl*g 317.1 1.5 2.8 2.8

2. Potential GDP - 1.5 1.8 2.0

3. Nominal GDP Bl*g 353.3 2.6 4.8 4.8

Components of real GDP

4. Private final consumption expenditure P.3 164.9 1.5 1.5 1.7

5. Government final consumption expenditure P.3 63.9 2.1 1.1 0.9

6. Gross fixed capital formation P.5lg 72.8 3.7 4.2 3.0

7. Changes in inventories and net acquisition of valuables (in % P52+ D53 ) 1.0 16 22
of GDP)

8. Exports of goods and services P.6 177.4 1.9 5.5 4.8

9. Imports of goods and services p.7 166.6 3.1 5.1 3.9

Contributions to real GDP growth

10. Final domestic demand 2.0 2.0 1.8

11. Changes in inventories' P.52 +P.53 0.1 0.4 0.4

12. External balance of goods and services B.11 -0.5 0.4 0.6

1) incl. net acquisition of valuables and statistical discrepancy
Positions may not sum up due to rounding errors.

Sources: BMF, STAT, WIFO
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Table 3: Price developments

2016 2017 2018
rate of change
1. GDP deflator 1.1 1.9 2.0
2. Private consumption deflator 1.2 2.0 1.8
3.CPI 0.9 1.9 1.8
4. Public consumption deflator 1.1 1.2 2.0
5. Investment deflator 14 1.6 1.6
6. Export price deflator (goods and services) -0.6 1.9 1.6
7. Import price deflator (goods and services) -1.2 2.0 1.6
Positions may not sum up due to rounding errors.
Sources: BMF, STAT, WIFO
Table 4: Labour market developments
2016 2016 2017 2018
ESA Code Level rate of change
1. Employment, persons 3,989,031 1.5 1.9 1.8
2. Employment, hours worked (in m) 6,980.3 1.9 1.7 1.6
3. Unemployment rate, EUROSTAT definition - 6.0 5.6 54
4. Labour productivity, persons 79,505.4 -0.1 0.9 0.9
5. Labour productivity, hours worked 45.4 -0.4 1.1 1.1
6. Compensation of employees (in m €) D.1 170,089.7 3.8 3.8 43
7. Compensation per employee 42,639.4 23 1.8 24
Positions may not sum up due to roundingerrors.
Sources: BMF, EUROSTAT, STAT, WIFO
Table 5: Sectoral balances
2016 2017 2018
ESA Code in % of GDP
1. Net lending/borrowing vis-a-vis the rest of the world B.9 2.1 2.7 29
2. Net lending/borrowing of the private sector B.9 3.8 35 3.7
3. Net lending/borrowing of the general government B.9 -1.6 -0.9 -0.8
4. Statistical discrepancy -0.2 -0.2 -0.2
Positions may not sum up due to rounding errors.
Sources: BMF, STAT, WIFO
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Table 6: Budgetary targets

2016 2017 2018

ESA Code in % of GDP

Net lending/net borrowing by sub-sector

1. General government S.13 -1.6 -0.9 -0.8
2. Central government S.1311 -1.3 -0.9 -0.9
3. State governments (excl. Vienna) S.1312 -0.4 0.0 0.0
4. Local governments (incl. Vienna) S.1313 -0.1 0.0 0.0
5. Social security funds S.1314 0.1 0.1 0.1
6. Interest expenditure D.41 2.1 1.8 1.6
7. Primary balance 0.5 0.9 0.8
8. One-off and other temporary measures -0.1 0.0 0.0
9. Real GDP growth 1.5 2.8 2.8
10. Potential GDP growth 1.5 1.8 2.0
11. Output gap -1.1 -0.2 0.6
12. Cyclical budgetary component -0.6 -0.1 0.3
13. Cyclically-adjusted balance -1.0 -0.8 -1.1
14. Cyclically-adjusted primary balance 1.1 1.0 0.5
15. Structural balance -0.9 -0.7 -1.1

Positions may not sum up due to rounding errors.

Sources: BMF, STAT, WIFO

Table 7: General Government debt developments

2016 2017 2018

ESA Code in % of GDP
1. Gross debt 83.6 78.3 75.2
2. Change in gross debt ratio (in %) -0.9 -6.3 -4.0

Contributions to changes in gross debt

3. Primary balance 0.5 0.9 0.8
4. Interest expenditure D.41 2.1 1.8 1.6
5. Stock-flow adjustment -0.3 2.4 -0.3
p-m.: Implicit interest rate on debt 25 2.3 2.1

Positions may not sum up due to rounding errors.

Sources: BMF, STAT, WIFO
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Table 8: Contingent liabilities

2016 2017 2018

in % of GDP

Public guarantees 20.5 17.6 16.2
of which: Central govemmentl) 12.0 12.2 11.5
of which: linked to the financial sector® 0.7 0.7 0.2

of which: State and Local governments 8.4 53 48
of which: linked to the financial sector® 5.2 24 2.2

1) Guarantees for exports without double count of funding guarantees.
Without liabilities for EFSF as well as without liabilities for euro coins towards Austrian Mint.

According to ESA 2010 liabilities for SchiG, OBB according to BFG as well as those of OBB Infrastruktur AG and OBB Personenverkehr AG according to EurofimaG are included in the public sector and
will here not be included in order to avoid double count.

Forecasts are based mainly on statistical values resulting from percentage change in history and are not based on political decisions.
2) Without double count of liabilities for KA Finanz AG, HETA immigion and Kartner Ausgleichszahlungsfonds.
Positions may not sum up due to rounding errors.

Sources: BMF, STAT, WIFO

Table 9: Budgetary prospects (“no-policy change” - assumption)

2016 2017 2018

ESA Code in % of GDP

General government

1. Total revenue TR 49.1 48.7 48.1
1.1. Taxes on production and imports D.2 14.4 14.2 13.8
1.2. Current taxes on income, wealth etc. D.5 13.0 13.1 13.1
1.3. Capital taxes D.I1 0.2 0.2 0.2
1.4. Social contributions D.61 15.3 15.2 15.1
1.5. Property income D4 0.9 0.8 0.8
1.6. Other 53 52 5.1

p-m.: Tax burden - - -

2. Total expenditure TE 50.7 49.4 48.4
2.1. Compensation of employees D.1 10.7 10.5 10.4
2.2. Intermediate consumption P2 6.4 6.3 6.1
2.3. Social payments D.62, D.632 23.1 22.6 22.3

of which: Unemployment benefits - - -

2.4. Interest expenditure D.41 2.1 1.8 1.6
2.5. Subsidies D3 1.4 14 1.3
2.6. Gross fixed capital formation P.51g 3.0 3.0 3.0
2.7. Capital transfers D.9 0.8 0.8 0.8
2.8. Other 3.2 3.0 3.0

Positions may not sum up due to rounding errors.

Sources: BMF, STAT, WIFO
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Table 10: Budgetary prospects

2016 2017 2018
ESA Code in % of GDP
General government
1. Total revenue TR 49.1 48.7 48.1
1.1. Taxes on production and imports D.2 14.4 14.2 13.8
1.2. Current taxes on income, wealth etc. D.5 13.0 13.1 13.1
1.3. Capital taxes D91 0.2 0.2 0.2
1.4. Social contributions D.61 15.3 15.2 15.1
1.5. Property income D4 0.9 0.8 0.8
1.6. Other 53 52 5.1
p-m.: Tax burden 42.3 42.0 41.6
2. Total expenditure TE 50.7 49.6 48.9
2.1. Compensation of employees D.1 10.7 10.5 10.4
2.2. Intermediate consumption pP.2 6.4 6.3 6.1
2.3. Social payments D.62, D.632 23.1 22.6 224
of which: Unemployment benefits 0.1 0.0 0.0
2.4. Interest expenditure D.41 2.1 1.8 1.6
2.5. Subsidies D3 14 15 1.6
2.6. Gross fixed capital formation P.5l1g 3.0 3.0 3.0
2.7. Capital transfers D.9 0.8 0.8 0.8
2.8. Other 3.2 3.0 3.0
Positions may not sum up due to rounding errors.
Sources: BMF, STAT, WIFO
Table 11: Amounts to be excluded from the expenditure benchmark
2016 2016 2017 2018
in bn € in % of GDP
1.E ditu EU full tched by EU fund:
xpenditure on EU programmes fully matched by s 03 041 01 01
revenue
of which investments fully matched by EU funds revenue 0.0 0.0 0.0 0.0
2. Cyclical 1 t benefit diture at unch d
.y.c cal unemployment benefit expenditure at unchange 05 041 0.0 0.0
policies
3. Effects of discretionary revenue measures -3.3 -0.9 -0.2 -0.1
4. Revenue increases mandated by law 0.0 0.0 0.0 0.0
Cyclical expenditure defined as actual expenditure (COFOG 10.5) minus expenditure for NAWRU-unemployed.
Positions may not sum up due to rounding errors.
Sources: BMF, STAT, WIFO
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Table 12: Quarterly budgetary execution in accordance with ESA standards (in mn €)

2017 Q1 Q2
ESA Code General government
1. Net lending/net borrowing S.13 -1,684 -749
2. Total revenue TR 40,689 44,786
3. Total expenditure TE 42,373 45,535
Positions may not sum up due to rounding errors.
Source: STAT
Table 13: Divergence from latest Stability Programme (April 2017)
2016 2017 2018
ESA Code in % of GDP
General government net lending/net borrowing B.9
SP April 2017 -1.6 -1.0 -0.8
DBP October 2017 -1.6 -0.9 -0.8
Difference ™ -0.1 0.2 0.1
Structural balance B.9
SP April 2017 -1.0 -0.9 -0.8
DBP October 2017 -0.9 -0.7 -1.1
Difference " 0.1 0.1 0.3
Gross debt
SP April 2017 84.6 80.8 78.5
DBP October 2017 83.6 78.3 75.2
Difference ” -1.0 25 3.4

Positions may not sum up due to rounding errors.

Sources: BMF, STAT, WIFO

1 This difference can refer to both deviations from changes in the macroeconomic scenario and those stemming from the effect of policy

measures.
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Table 14: Refugees - Impact on the headline balance - breakdown by functional
categories
2016 2017
inm €
1. Initial reception costs 782.3 798.4
2. Transport (incl. rescue operations) 119.3 49.4
3. Health-care " 0.0 0.0
4. Administrative costs (incl. processing applications for asylum) 79.3 96.4
5. Contributions to Turkey Facility (excl. through EU Budget) and other int. aids 44.0 21.3
6. Other costs and measures 646.4 871.5
7. Total impact on headline balance 1,671.3 1,836.9

1)included in 1.and 6.
Values for 2016 as adopted by the European Commission in May 2017.
Positions may not sum up due to rounding errors.

Source: BMF

Table 15: Refugees - Impact on the headline balance

- breakdown by

ESA

categories
2016 2017
inm €
1. Compensation of employees 95.5 104.6
2. Intermediate consumption 118.2 1294
3. Social payments 1,210.8 1,325.7
4. Subsidies 5.4 59
5. Gross fixed capital formation 9.9 10.8
6. Capital transfers 8.0 8.8
7. Other 248.2 271.7
8. Total impact on headline balance 1,696.0 1,856.9
9. Compensation from EU ! 24.7 20.0
10. Total impact on headline balance (net of EU compensation) 1,671.3 1,836.9
11. Total impact on headline balance (net of EU compensation) in % of GDP 0.47 0.50

1) In some instances net expenditures are stated in other positions.
Positions may not sum up due to rounding errors.

Sources: BMF, STAT, WIFO
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Table 16: Refugees - Country-specific information on costs

2016 2017
1. Arrivals (incl. transiting refugees, in persons) - -
2. Arrivals who are transiting refugees (in persons) - -
3. First time applicants (in persons) 41,950 -
4. Positive decisions (in persons) 26,517 -
Positions may not sum up due to rounding errors.
Source: BMF
Table 17: Fight against terrorism - Impact on the headline balance
2015 2016 2017
inm €
1. Internal security 0.0 26.9 63.2
2. Defense 0.0 105.8 127.1
3. Total impact on headline balance 0.0 1327 190.3

Positions may not sum up due to rounding errors.

Source: BMF

Table 18: Fight against terrorism - Impact on the headline balance - breakdown by ESA

2010 categories

2015 2016 2017

inm €

1. Compensation of employees 0.0 15.9 32.3
2. Intermediate consumption 0.0 8.0 13.3
3. Social payments 0.0 0.0 0.0
4. Subsidies 0.0 0.7 1.0
5. Gross fixed capital formation 0.0 95.5 133.2
6. Capital transfers 0.0 0.0 0.0
7. Other 0.0 12.6 10.5
8. Total impact on headline balance 0.0 132.7 190.3
9. Compensation from EU 0.0 0.0 0.0
10. Total impact on headline balance (net of EU compensations) 0.0 132.7 190.3
11. Total impact on headline balance (net of EU compensations) in % of GDP 0.00 0.04 0.05
Positions may not sum up due to rounding errors.
Sources: BMF, STAT, WIFO
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Sources/Links

Public Employment Service Austria (AMS)

http://www.ams.at/english

Federal Chancellery (BKA)

http://archiv.bka.gv.at/site/3327/Default.aspx

Federal Ministry of Finance (BMF)

https://english.bmf.gv.at/

European Commission

https://ec.europa.eu/commission/index_en
EUROSTAT

http://ec.europa.eu/eurostat/home

Austrian Fiscal Advisory Council

http://www. fiskalrat.at/en/

Institute for Advanced Studies (IHS)

https://www.ihs.ac.at/

Macrobond

http://www.macrobondfinancial.com/

Austrian Treasury (OeBFA)
http://www.oebfa.at/en/Pages/default.aspx

Financial Market Authority (FMA)

https://www.fma.gv.at/en/

Austrian National Bank (OeNB)

http://www.oenb.at/en/

Austrian Institute of Economic Research (WIFO)

http://www.wifo.ac.at/jart/prj3/wifo/main.jart?rel=en

Austrian Parliament
http://www.parlament.gv.at/ENGL

Austrian Court of Audit (RH)

http://www.rechnungshof.gv.at/en/home.html
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Statistics Austria (STAT)

http://www.statistik.at/web_en/
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