Summary and Recommendations, June 2025

EXECUTIVE SUMMARY AND RECOMMENDATIONS OF THE FISCAL RULES
COMPLIANCE REPORT FOR AUSTRIA FOR 2024 TO 2029 (JUNE 2025)

e The forecast of the Fiscal Advisory Council expects the general government deficit to decrease only
slightly in 2025, to 4.3% of GDP, despite consolidation measures, following the high deficit of 4.7%
in 2024 (central government: 3.5%, regional government: 0.4%, local government: 0.5%, social
security institutions: 0.2%). The deficit is expected to shrink only marginally, to 4.2% of GDP by 2029,
even though additional consolidation will take place. Hence, the deficit will remain well above the
Maastricht threshold of 3%. The Fiscal Advisory Council only includes those measures in its forecast
that have been clearly specified in the government’s consolidation package.

e QOver the forecast horizon, the high budget deficits will sharply drive up the debt ratio, to 91.1% by
2029, from 84.6% in 2025.

e The government has outlined the planned consolidation package in its 2025—-2029 strategy report.
For 2025 and 2026, the government targets EUR 6.4 billion and EUR 8.7 billion, respectively, in net
consolidation. By 2029, annual net consolidation should increase to EUR 14.6 billion. Based on these
figures, the Federal Ministry of Finance expects the general government deficit to amount to 4.5%
and 4.2% of GDP in 2025 and 2026, respectively. By 2028, the deficit is envisaged to drop just below
3% of GDP.

e The amount of consolidation the Fiscal Advisory Council has used in its forecast is significantly
smaller than the assumptions of the Federal Ministry of Finance. This is because the Fiscal Advisory
Council has included only those consolidation measures that have already been adopted by
parliament or specified in sufficient detail. For example, we have not included the anti-fraud
package and savings yet to be negotiated or identified by newly established task forces, e.g.
consolidation efforts by regional and local governments and social security institutions, or the
rescaling of subsidies. The consolidation effort set out in the strategy report but not included in the
Fiscal Advisory Council’s forecast is EUR 0.7 billion for 2025 and EUR 1.6 billion for 2026, and
increases to EUR 5.4 billion by 2029. Much of the differences in the budget deficit forecasts by the
Fiscal Advisory Council and the Ministry of Finance can be attributed to the no-policy-change
assumption applied.

e But even if one takes into account all consolidation measures planned by the government, our
forecast still puts the 2029 deficit at 3.2% of GDP. In fact, the Fiscal Advisory Council sees the need
for additional consolidation of EUR 2.2 billion until 2029 for the government’s targeted budget
deficit of 2.8% of GDP to be achieved.

e The fiscal trajectory described in the government’s strategy report meets the criteria of the net
expenditure benchmark and the excessive deficit procedure (bringing the deficit below 3%). While
our forecast sees noncompliance with the net expenditure benchmark, the deviations remain within
tolerance limits. As regards the necessary decrease in the deficit, we do not expect the deficit to be
reduced below the Maastricht threshold of 3%.
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RECOMMENDATIONS OF THE FISCAL ADVISORY COUNCIL FOR CURRENT
AND MEDIUM-TERM BUDGET POLICIES

Background: The Fiscal Advisory Council’s short-, medium- and long-term fiscal forecasts suggest that
large additional consolidation will be needed, on top of the measures that have already been launched.
Sustainable consolidation means that, first, the current gap between revenues and expenditure needs
to be closed. Second, the government must ensure that expenditure does not increase faster than
revenues in order to prevent a renewed widening of the revenue-expenditure gap. We can divide the
consolidation steps necessary to achieve sustainable public finances into three phases, depending on
when their budgetary effects become visible. Impact phases | and Il cover the short and medium term
until the end of the budget plan and the end of the current legislative term in 2029. Impact phase |lI
extends beyond 2029. When deciding on the necessary consolidation steps, it is crucial to not only take
into account the targeted amount but also the time when the measures will show effects. Structural
reforms usually start to have a budgetary impact long after they have been implemented. Even if Austria
complies with the net expenditure path, the medium- to long-term sustainability of public finances will
not be guaranteed given high permitted Maastricht deficits. The EU fiscal rules demand that after the
closure of the excessive deficit procedure (EDP), the debt ratio be reduced by at least 0.5% of GDP
annually; therefore, the Maastricht deficits must be well below the 3%-of-GDP threshold (at
approximately 1.5% of GDP on average).

Impact phase | (2025 and 2026): The high 2024 budget deficit of 4.7% of GDP must be reduced or
prevented from increasing further. Without consolidation, the deficit would rise to 5.3% and 5.4% of
GDP in 2025 and 2026, respectively, according to the Fiscal Advisory Council. We find that the envisaged
spending cuts and revenue increases with a short-term impact as set out in the two-year budget (in the
amount of EUR 6.4 billion and EUR 8.7 billion in 2025 and 2026, respectively) will not be achieved in full.
However, the measures will suffice to ensure a slight reduction of the budget deficit, to 4.3% and 4.1%
of GDP, in 2025 and 2026, respectively. These outcomes would even be slightly better than the Ministry
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of Finance’s short-term budget targets (2025 budget deficit: 4.5% of GDP, 2026: 4.2% of GDP). This is
because the Fiscal Advisory Council is a bit more optimistic than the Ministry of Finance as far as the
budgetary starting position in 2025 is concerned; at the same time, the Fiscal Advisory Council expects
the budgetary impact of the consolidation measures to be smaller than anticipated by the Ministry of
Finance.

Impact phase Il (2027 to 2029): The Ministry of Finance’s budget plan assumes that the budget deficit
will decrease every year, falling to just below the 3% threshold in 2028 (budget deficit: 3.0% of GDP).
According to the budget plan, this is to be achieved through consolidation measures with short-term
effects and, in addition, structural reforms that also start to show effects early on. However, the latter
still need to be negotiated between ministries and with regional and local governments. This means that
important parts of medium-term consolidation have not yet been adopted or specified in detail. In
addition, we have to assume that not all short-term measures like cuts in expenditure on services and
goods in public administration will have a permanent effect. Consequently, such measures will not
contribute to consolidation in impact phase Il. The Fiscal Advisory Council therefore considers that the
consolidation measures already adopted and specified in detail will not be sufficient to achieve the
targeted budget path. Our forecast based on the no-policy-change assumption puts the 2028 budget
deficit at 4.2% of GDP. This means that Austria will fail to reduce its deficit to below 3% of GDP by 2028.
However, as long as Austria complies with its net expenditure path, its consolidation efforts will be
considered to be sufficient (“effective action”), and the deadline for meeting the Maastricht deficit
criterion and, as a result, the EDP will be extended. After the closure of the EDP, Austria will have to
fulfill the fiscal rules under the preventive arm of the Stability and Growth Pact (SGP). This means that
the debt safeguard will again become binding. This will likely imply stricter minimum requirements for
Austria.

Impact phase Il (from 2029): Demographic change leads to a further sharp rise in demography-related
expenditure in health care, long-term care and pensions. In addition, climate-related budget effects
contribute to a significant widening of the primary deficit. Such effects will be mainly caused by
purchases of emission certificates and falling revenues from energy taxes. According to the Fiscal
Advisory Council’s sustainability report, there is a big long-term funding gap in all scenarios analyzed (at
least 7% of GDP until 2070 in the baseline scenario). Even if the government successfully implements
the short- and medium-term consolidation path, significant additional consolidation measures will be
needed to safeguard sustainable public finances over the long term. As early as in the first years after
the end of the current legislative term, new consolidation measures with a more or less immediate
budgetary impact will be needed. The deficit should be no higher than 2% of GDP, and thus well below
the 3% deficit threshold prescribed by the EU fiscal framework, to stabilize the debt ratio in the long
term.

Based on this assessment, the Fiscal Advisory Council has identified the following short-term policy
recommendations that should be implemented immediately:

e Rigorous implementation of the measures listed in the budget plan (in all federal ministries,
regional and local government authorities and off-budget entities like the Austrian federal
railways OBB), supported by effective budget execution and improved, timely reporting at the
regional and local level. If there are signs that the 2025 and 2026 consolidation targets may not
be met, additional measures need to be adopted. Measures that potentially do not deliver the
expected results concern expenditure cuts in ministries, the anti-fraud package and reforms
that affect multiple levels of government.

e The consolidation targets at the regional and local government levels set out in the budget plan
must be achieved.
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Putting into practice the national budgetary framework, which ensures the implementation of
the general government requirements under the EU fiscal rules, and integration by way of a
follow-up framework to the 2012 Austrian Stability Pact (OStP). Such a framework must be put
in place by end-2025, as required by Council Directive (EU) 2024/1265, and resolve the question
of how to handle legacy issues (reducing control account balances — which had built up due to
deviations from structural budget targets up to the year 2019, potential breaches in the 2024
fiscal year).

Negotiations across different levels of government about structural reforms with a medium-
term budgetary impact must be launched without delay. Some measures need to be adopted
now or in the near future to generate the necessary planned budgetary impact.

Work in task forces on subsidies and anti-fraud measures needs to progress on an ambitious
timeline with clear, transparent milestones. The relevant measures must have a budgetary
impact from 2027 on.

In order to achieve the consolidation target in the amount of EUR 5.9 billion envisaged for 2027
to 2029, a number of measures need to be developed and specified now, with due
consideration to be given to balanced distributive effects.

Structural reforms in public administration, health care and long-term care need to be
negotiated, specified and implemented.

Growth-enhancing programs need to be developed and negotiated. Such programs could
require additional government spending or cause a decrease in revenues; if this is the case,
consolidation in addition to the amounts discussed so far needs to be pursued to guarantee
funding.

Medium-term policy recommendations (from 2027 on):

The measures planned by the government must be rigorously implemented, some still require
specification.

As short-term measures expire, additional consolidation measures will be needed to make up
for the fading effects of these short-term measures. Here, it will be key to implement measures,
both on the revenue and the expenditure side, whose growth-inhibiting effect will be as low as
possible.

According to the Fiscal Advisory Council’s forecast, Austria will not be able to meet the target
of remaining below the 3% deficit threshold in 2028 as agreed with the European Commission.
We expect that the deficit will be slightly above the threshold even if Austria fully complies with
the planned consolidation path as set out in the strategy report. Therefore, additional
consolidation measures are unavoidable. Prudent planning and creating budget buffers will be
needed to ensure compliance with EU fiscal rules.

Growth-enhancing, environmentally sustainable programs need to be implemented.

Long-term structural reforms with an impact beyond 2029 must be negotiated and, given long
lead times, implemented as soon as possible. As the Fiscal Advisory Council has repeatedly
stressed, such reforms should include:

o Raising the efficiency of financing and spending arrangements across all levels of
government in Austria, in particular by front-loading a reform of task sharing
(especially in education and health care), which is a prerequisite for an effective
implementation of principles of public finance; this includes aligning government tasks
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with the power to tax and the power to spend, promoting a more task-based
allocation of funding and tax autonomy when it comes to financing tasks, as well as
disentangling and reducing financing flows across the different levels of government.

o Enhancing the Austrian health system with the aim of establishing prevention
programs and integrated health care services with better coordination in needs
assessment, process planning, steering and funding.

o Improving coordination between central, regional and local authorities to put
together adequate needs assessments and development plans for long-term care
services and to ensure consistent service performance and quality standards; an
increase in expenditure is unavoidable, therefore a model for orderly and sustainable
funding is needed.

o Further increasing the effective retirement age through targeted measures aimed at
keeping people in employment longer and implementing measures to maximize the
employment potential.

Long-term policy recommendations (from 2029 on):

e Growth-enhancing measures need to be rigorously pursued and refined. In this context, it is
crucial to agree beforehand how any additional measures with a budgetary impact will be
funded.

e |long-term structural reforms must be given time to have an effect; then they need to be
evaluated and, if necessary, refined.

e For Austria to comply with the EU fiscal rules over the long term, its general government deficit
should be around 1.5% of GDP on average.l Achieving this objective is only possible with
consolidation measures in addition to those of the budget plan.

e Mechanisms to ensure the sustainability of public finances in the long term should be
implemented.

e The budget path must ensure a reduction in the debt ratio to create the budgetary leeway
needed for coping with potential future crises. At the moment, the debt ratio is significantly
higher than at the beginning of the pandemic and the inflation crisis.

e |n addition, budgetary leeway needs to be created to facilitate strategic long-term investment
and secure Austria’s competitiveness as a business location.

1 The debt ratio is driven by the interest-growth differential, which determines the change in government debt (as a

percentage of GDP), and the current primary balance (as a percentage of GDP), which reflects “new debt” (“Domar
formula”).



