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Recent developments and macroprudential policy
update

Austria emerges from recession, but growth remains tepid amid
persistent inflation?

The Austrian economy is on a fragile path of recovery. After seven quarters of recession, the longest
since 1945, during which real GDP contracted by 2.8%, signs of a mild rebound started to emerge in late
2024. The rebound has been driven by public sector activity, but key sectors, such as manufacturing,
construction and consumer-facing services, have remained subdued. Industrial output, particularly in
energy-intensive sectors like chemicals and metals, has fallen sharply due to elevated energy costs and
global headwinds, including US tariff hikes and geopolitical tensions. Exports have declined by 6.2% since
late 2022, signaling significant market share losses. Private consumption remains weak despite rising real
incomes in 2024, as households have adopted a cautious stance amid fiscal uncertainty and elevated
inflation. The saving rate has surged to 11.7%, reflecting consumer hesitancy. Residential construction
investment has been declining since mid-2022, though a recent uptick in building permits suggests a
potential turnaround. The recovery is fragile. According to the OeNB’s September interim forecast, GDP
growth is expected to reach a modest 0.3% in 2025, revised slightly upward from June’s projection of
0.2%. In 2026 and 2027, growth is forecast to accelerate to 0.8% and 1.1%, respectively, though down-
side risks like trade policy uncertainty or resurgent inflation persist.

Inflation is elevated and sticky. Driven by the expiration of energy subsidies and a spike in household
energy costs, inflation is projected to rise to 3.5% in Austria in 2025. The Harmonised Index of Consumer
Prices (HICP) is expected to ease to 2.4% in 2026 and 2.3% in 2027, but core inflation will remain
stubbornly high at 2.8% and 2.5%, respectively, due to persistent service sector price pressures. Energy
inflation surged following the rollback of government support measures, including the electricity price
cap, and CO2 tax hikes. Despite falling wholesale prices, consumer energy costs have remained elevated,
contributing significantly to headline inflation. Service inflation, forecast at 4.3% in 2025, remains the
primary driver of overall price growth, accounting for more than half of the HICP increase. Wage growth,
coupled with strong demand — particularly in tourism —, has kept prices high. Food inflation has also
accelerated once more, with prices of processed goods like chocolate and coffee surging by up to 20%. A
planned tobacco tax increase in 2026 will add further upward pressure. By contrast, fiscal consolidation
has not contributed much to inflation: In 2026, the measures announced so far will only add approximately
0.2 percentage points to inflation. Austria’s inflation rate is expected to exceed the euro area average by
1.4 percentage points in 2025, driven by higher service and energy inflation. Structural factors, including
faster wage growth and delayed subsidy phaseouts, also contribute to Austria’s higher inflation rate. The
gap is expected to narrow in 2026 and 2027 as base effects will be fading and EU-wide carbon pricing
will be introduced.

The labor market remains resilient. Despite economic headwinds, the unemployment rate is projected
to hold steady at 7.4% in 2025 and 2026, before declining to 7.2% in the following year. Employment
growth is expected to pick up gradually, though total hours worked will lag behind headcount gains.

Austria’s fiscal deficit is forecast at -4.2% of GDP in 2025 and will be narrowing only slightly in the
subsequent years. The positive impact of stronger economic growth and stable government revenues will
partly be offset by rising social expenditure and slower subsidy reductions. Therefore, additional consol-
idation measures will be required to meet EU deficit targets.

1 OeNB press release of September 12, 2025.
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The most important external risk to the Austrian economy is trade policy uncertainty, but Central,
Eastern and Southeastern European (CESEE) markets have a stabilizing effect. The July 2025 EU-US
tariff agreement failed to deliver lasting stability, with the USA expanding tariffs on steel, aluminum and
potentially pharmaceuticals and semiconductors. Meanwhile, CESEE economies continue to grow faster
than the euro area. As these markets are important for the Austrian economy and the banking sector, this
has a stabilizing effect.

Banking sector remains notably resilient against a volatile
macroeconomic backdrop

The Austrian banking sector continues to grow, with consolidated total assets having increased by EUR
25 billion to EUR 1,290 billion in H1 2025. On the liabilities side, this expansion was primarily financed
through customer deposits, retained earnings and bond issuance. In particular, customer deposits were
pushed to an all-time high, driven by increased real incomes and a high saving rate. Together with other
sources of funding, this supported a rise in lending activity as well as increased purchases of equities and
debt securities. Foreign exposures also continued to grow, accounting for approximately 44% of total
assets by mid-2025, driven largely by operations in Germany, Czechia and France.
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stronger performance in foreign exchange trading and payment services.

Austrian banks’ H1 2025 net profit was EUR 5 billion, down 25% on the previous year. Despite the
sharp drop, this still represents the third-highest half-year result in the sector’s history. Adjusted for RBI’s
one-off effect, the decline in profits would have been around 10%. Operating expenses rose only marginally
in H1 2025, while administrative costs increased significantly due to higher personnel and IT costs
and taxes. However, this was nearly offset by lower impairment charges on equity holdings. Loan loss
provisions edged up to EUR 1.1 billion, slightly above the long-term average, amid concerns over under-
provisioning for nonperforming loans (NPLs).
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Box 1

EU-led simplification initiative aims at boosting competitiveness

The European Commission has launched an initiative aimed at significantly reducing the regulatory
burden and boosting competitiveness across the EU. The planned streamlining of regulation is to
reduce the administrative costs for all businesses by at least 25% and by at least 35% for small and
medium-sized enterprises by 2029. As a result, businesses will save, in total, EUR 37.5 billion, the
European Commission estimates. The initiative covers multiple sectors in all member states and is
being implemented through a series of legislative packages known as “Omnibus” regulations.

In sync with this EU-wide project, financial regulation and supervision are also set to become less
complicated and costly. The Governing Council of the European Central Bank (ECB), the Single Super-
visory Mechanism (SSM) and the institutions of the European System of Financial Supervision (ESFS)
have launched policy and supervisory initiatives to simplify prudential regulation and reporting and to
make supervisory processes in practice more efficient, effective and risk-based. From a supervisory
perspective, the overall goal should be to maintain the current level of resilience while making regulation
and supervision less complex and less costly for the supervised banks. This should apply not only to the
existing framework but also to new regulatory measures.

Banks have significantly strengthened their capital
buffers by increasing their common equity tier 1
(CET1) capital by approximately EUR 8 billion in
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Austrian banks’ capitalization 2021-Q2 2025
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increased to 9.0% over the same period. This figure stands at three times the EU minimum requirement,
underscoring the domestic sector’s robust balance sheet and its capacity to withstand external shocks.
Banks’ stronger capitalization has come amid the finalization of Basel lll, which concludes a critical chapter

in the reform of banking oversight in Europe.?

The annual evaluation of the buffer for systemically important banks (O-SlI buffer) did not lead to
changes in buffer levels in 2025. This exercise identifies those banks whose failure would lead to large

2 For more details on the finalization of Basel lll, see box 3.
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social costs (“too big to fail"). Compared to 2024, UniCredit Bank Austria and Erste Bank der oester-
reichischen Sparkassen crossed thresholds (both on the solo level) in 2025 that warrant a decrease in
their buffer requirements should the observed decrease in their EBA scores persist in the 2026 evaluation.
The practice to not adapt buffer requirements immediately is meant to prevent undue fluctuations in
buffer requirements. Also in the 2025 exercise, the systemic importance of Erste Group and BAWAG
increased. This might result in higher buffer levels in the next years if we see further material increases.
Overall, this would increase O-SlI buffer capital over time. The annual buffer evaluation follows guidelines
by the European Banking Authority (EBA), quantifying systemic importance with the “EBA score,” supple-
mented with national indicators. Banks deemed systemically important are required to hold additional
capital, the O-SII buffer.

Households’ credit demand picked up slightly again in H1 2025, underpinned chiefly by a resurgence
in new mortgage lending. This uptick contrasts with continued corporate caution in this period, as firms
remained reluctant to commit to new investments. In particular, the ongoing volatility of US trade policies,
particularly tariffs, have been dampening the ap-
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The amount of newly defaulted loans decreased
in H1 2025, with the overall NPL ratio hovering around 3%. Before that, the Austrian banking sector had
seen a few quarters of rising loan defaults, which had pushed up NPL ratios markedly, also compared to
other European countries. However, the differences between individual banks’ NPL ratios increased fur-
ther, as 50 institutions reported an NPL ratio above 5%. These banks represent slightly more than 10% of
the sector’s total assets. Net additions to NPLs fell markedly in the first six months of 2025 to just under
EUR 500 million, roughly one-third of the figure recorded in the same period one year earlier. Provisioning
activity remained subdued by historical standards, leaving the coverage ratio at 38%, well below its peak
of around 55%, but stable after a long downward trend. Whether these early signs of stabilization in NPLs
will turn into a sustained trend will crucially depend on the extent and speed of the economic recovery.

Rising NPL provisioning requirements already caused EUR 600 million to be deducted from Austrian
banks’ CET1 capital as at end-June 2025. This was the direct result of the so-called NPL backstop, a Euro-
pean banking law that compels banks to increase coverage ratios over time, i.e. the longer a loan has been

3 Details can be found in recommendation (FMSG/3/2025). The dashboard of indicators of systemic cyclical risks is
also published on the OeNB's website.
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nonperforming, the higher the provision should be. More precisely, the backstop mandates full provisioning
of NPLs within defined timeframes: three years for unsecured exposures, and seven to nine years for
secured loans. This is applicable to loans classified as nonperforming since April 2019. Hence, the sharp
rise in NPLs observed in Austria since 2023 is now going to translate into a significant increase in provi-
sioning requirements over the coming years if banks are unable to implement workouts in time. Banks
must then either meet these additional requirements through their profit and loss accounts, or the
relevant amounts will automatically be deducted from their CET1 capital. Forward simulations suggest
that, without corrective action like additional provisioning, write-offs or the realization of collateral,
Austrian banks could face a profit impact in the high single-digit EUR billion range.

The dynamics in loan forbearance are fading. Loan forbearance has emerged as a key instrument in
mitigating credit deterioration. Both lenders and borrowers have increasingly resorted to restructuring
arrangements to stave off defaults. While the pace of new forbearance agreements has slowed since the
end of 2024, with roughly 2.7% of outstanding loans subject to such measures as of mid-2025, the overall
share remains close to the historical peak of 3.3%. One-third of loans with forbearance measures are
considered nonperforming. This ratio is relatively constant, speaking for the effectiveness of the forbear-
ance measures taken.

Box 2

Central, Eastern and Southeastern Europe (CESEE): resilient growth amid growing downside risks

The CESEE EU member states continued to grow faster, at 2%, than the euro area in H1 2025.
However, they are also facing macroeconomic risks and vulnerabilities associated with external shocks,
domestic imbalances and structural constraints. Geopolitical and geoeconomic fragmentation, partic-
ularly Russia’s war against Ukraine, continues to threaten regional security, trade relationships and
global supply chains. Slovakia and Hungary are among the CESEE economies most vulnerable to
potential US tariffs on European car exports. Another important source of vulnerability is feeble
economic growth and subdued external demand. Several economies, including Romania, Hungary and
Slovakia, have seen disappointing GDP growth in 2024-25. Net exports have turned negative across
much of the region as the German industry falters, with spillovers hitting Czechia, Slovakia and Poland
especially hard. The automotive sector — a backbone of CESEE manufacturing — is under acute strain.
The transition to electric vehicles has proven slower than anticipated, competition from China is rising,
and European carmakers are facing falling margins. On top of that, competitiveness has been eroding,
and cost pressures have been increasing. Rapid wage growth is driving up unit labor cost, particularly
in Poland, Romania, Bulgaria and Hungary, thus weakening competitiveness.

Significant internal and - in some cases - external imbalances have reduced political room for
maneuver. Romania, Poland, Hungary and Slovakia are subject to EU Excessive Deficit Procedures.
Furthermore, Romania’s current account deficit remains among the highest in the EU, making it espe-
cially dependent on external financing. As a result, elevated borrowing costs across the region add
further strain, with Hungary carrying one of the heaviest debt-service burdens.

On a positive note, the financial sectors in CESEE are largely in good shape, as banks remain
well-capitalized and liquid, and asset quality is generally good. This is also true for Austrian banking
subsidiaries, which have maintained robust asset quality, with the proportion of defaulted loans lingering
at a low 1.9%. Risks may potentially arise from the real economy rather than from the banking sector
itself. There are also political risks as demonstrated by past interventions - e.g. in the form of bank
taxes or interest caps - and their impact on banks’ business and profitability.
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Residential real estate prices in Austria have decreased by 5% in nominal terms from their peak in 2022.
Adjusted for inflation, the drop has been even more pronounced. The OeNB'’s residential property price
index provides detailed information about the evolution of prices and serves as a key indicator for devel-
opments in the residential real estate market. Another topic relevant for the Austrian residential real
estate market in recent years has been the regulation for sustainable lending standards for residential real
estate financing (“KIM-V"). The regulation - a set of borrower-based measures - expired in June 2025 in
line with the legal framework, because banks’ lending standards and capitalization levels had markedly
improved. This notwithstanding, the FMSB expects banks to continue to comply with lending standards

Chart 4
Residential real estate price indices in Austria
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established by the KIM-V.%> Also, the FMA communicated its supervisory expectation regarding mortgage
lending standards. The OeNB will closely monitor the development of these lending standards and
publish data regarding compliance with the FMSB guideline on its residential real estate dashboard from
December 2025 on.

Commercial real estate (CRE) companies have become much less resilient, which has led to a further
deterioration in credit quality in this segment. According to data from the Bureau van Dijk SABINA
database, the equity and liquidity positions of CRE companies deteriorated significantly between 2021
and 2023. The number of companies with low or negative equity has increased, and the liquidity buffers
(cash and bank reserves) of companies have therefore declined. Consequently, defaults of CRE loans have
increased since then.” As of mid-2025, the NPL ratio in this segment stood at 7.9% (compared to 6.3% at
the end of 2024).

4 FMSG - 43rd meeting of Austria’s Financial Market Stability Board
> FMSG - 44th meeting of the Financial Market Stability Board
¢ FMA Circulars - FMA Austria

7 We define CRE loans taking a sectoral perspective, i.e. domestic CRE loans to companies in construction (excluding
civil engineering) and the real estate sector (ONACE F41, F43 and Mé8). Loans to limited profit housing cooper-
atives are excluded.
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The update of the relevant assessment of CRE loans has shown no decline in systemic risks. In 2025,
the OeNB updated its systemic risk assessment for CRE loans, using a model that was described in detail
in its Financial Stability Report 48.2 We simulated bank losses based on an adverse macroeconomic
scenario provided by the EBA’ for GDP as well as residential and CRE prices. The results show that
systemic risks in the CRE segment did not decrease compared to our assessment one year earlier.

Chart 5
NPL ratio for commercial real estate (CRE) loans H2 2021-H1 2025
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1 CRE loans to companies in the construction and real estate activities sectors (excluding limited-profit housing cooperatives).
Source: OeNB (granular credit data).

The FMSB is evaluating the systemic risk buffer for CRE loans (1%) that came into effect in July 2025
in response to elevated systemic risks in the CRE segment. In particular, the FMSB will decide in December
2025 whether an increase of the buffer rate is warranted, based on an updated systemic risk assessment
as well as the impact of the introduction of the EU Capital Requirements Regulation (CRR Ill) on capital
requirements for CRE loans. In fact, the introduction of the CRR Il did not lead to significant changes for
banks in Austria: The risk-weighted assets for loans secured with CRE increased (+3.6%), but this increase
was almost completely compensated for by a decrease in the risk-weighted assets for unsecured loans
(-3.6%) and loans secured with residential real estate (-2%). Furthermore, under the CRR lll, banks using
the standardized approach to calculate their capital requirements saw an increase in risk-weighted assets
of 2%, while the risk-weighted assets of banks relying on the internal ratings-based approach decreased
by 3.8%.

With liquidity buffers standing at 20% of total assets at mid-2025, the banking sector remains resilient
to liquidity risks. In response to the ongoing reduction of excess reserves in the Eurosystem, banks
continued to substitute cash and reserve holdings with government and covered bonds in H1 2025. As a
result, Austrian banks have consistently met regulatory liquidity requirements with comfortable margins.
The liquidity coverage ratio (LCR), which compares high-quality liquid assets to expected short-term

8 Barmeier, M., D. Liebeg, and S. Rotzer. 2024. Systemic risks from commercial real estate lending of Austrian banks.
Financial Stability Report 48. OeNB. 31-39.

? The macroeconomic scenarios are developed by the EBA. The information on the methodology can be found on
the EBA website.
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outflows under stress, reached 176% on a consolidated basis at mid-2025, an increase of more than
2 percentage points compared to one year earlier and well above the 100% regulatory minimum. On the
funding side, the relative importance of sight and term deposits, bonds and equity funding has remained
broadly stable in 2025.

Box 3

Basel Ill implementation improves comparability and strengthens the resilience of Austrian banks?®

Starting in 2025 and taking full effect by 2033, the finalization of Basel Il harmonizes the way banks
calculate capital requirements, ensuring that banks with similar risk profiles are subject to comparable
rules. Specifically, the framework reduces the differences in how risk-weighted assets (RWAs) are
computed; RWAs are an essential metric that determine the amount of capital banks must hold. Also,
the new framework aims to enhance the sensitivity of capital rules to actual risk exposures, without
triggering a substantial increase in overall capital requirements.

Basel lll makes it possible to use more nuanced credit risk weights in the standardized approach
and tightens the constraints for internal models. Especially smaller and less systemically important
banks use the standardized approach for measuring credit risk. The new methodology introduces more
granular risk weights particularly for exposures to unrated banks and corporates as well as for real
estate-backed positions. Definitions and classifications have been thoroughly revised to improve
clarity and consistency. As regards internal models, which are mostly used by larger institutions under
the internal ratings-based (IRB) approach, some constraints on their use have been tightened. In
particular, internal models may no longer be used to calculate the credit risk of equity exposures. The
advanced IRB approach for exposures to banks and large corporates has been eliminated altogether.
New minimum thresholds (known as input floors) have been introduced for key modeling parameters,
effectively raising RWAs. To counterbalance this tightening, regulators have lowered certain risk
parameters and removed a previously applied scaling factor. Banks are also granted the flexibility to
apply the standardized approach (instead of the IRB approach) selectively across different asset classes.

Basel lll furthermore introduces an output floor to ensure that RWAs based on internal models
cannot be lower than 72.5% of RWAs based on the standardized approaches. Designed to curb
excessive model-driven optimization, the output floor will be phased in gradually, starting at 50% in
2025 and reaching its final threshold of 72.5% by 2030.

In Austria, the impact of the final implementation of Basel Il has so far been modest. Between the
end of 2024 and the first quarter of 2025, the decline in the CET1 ratio of Austrian banks attributable
to the new framework was some 10 basis points. RWAs rose by nearly 1%, with smaller institutions
seeing a more pronounced increase. The shift in RWA composition reflects a reallocation rather than a
genuine rise in risk, as exposures previously assessed under the IRB approach are now subject to
the standardized approach. Credit risk RWAs rose marginally, driven by changes in classification and
methodology. RWAs of residential real estate exposures dropped slightly, while RWAs of commercial
real estate exposures increased. Austrian banks using IRB models were not much affected by the new
input and output floors. Adjustments such as the reduction of the regulatory loss given default (LGD)
values for corporate exposures and the removal of the scaling factor contributed to a net reduction in
RWAs for these institutions. Operational risk RWAs increased by nearly 10% or 1% of total RWAs,
largely due to the shift to the new standardized approach. Banks that previously relied on advanced
IRB models saw the most significant increases, while others benefited from reductions. The output

19 This is a summary of an OeNB Blog published in September 2025 (Basel-11l-Umsetzung bringt bessere Vergleich-
barkeit und starkt die Resilienz der 6sterreichischen Banken - Oesterreichische Nationalbank (OeNB)).
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floor has not yet led to a rise in RWAs for Austrian banks at the consolidated level, and neither do we
expect a major impact once transitional arrangements expire.

The final implementation of Basel Il through the Capital Requirements Regulation (CRR Ill) and the
Capital Requirements Directive (CRD VI) will conclude a critical chapter in the reform of banking
oversight in Europe. The reform will strengthen the resilience of the financial system and enhance the
transparency of capital metrics, particularly in areas where data limitations used to undermine the
reliability of internal models.

Starting in autumn 2025, the International Monetary Fund (IMF) is carrying out a Financial Sector
Assessment Program (FSAP) in Austria. In this comprehensive analysis, the IMF aims to identify the
strengths and weaknesses of the financial sector and assess vulnerabilities. Austria’s banking sector is
entering this exercise showing remarkable resilience, as discussed above, in a complex and increasingly
volatile macroeconomic environment.

Recommendations by the OeNB

It is paramount that the Austrian banks preserve their resilience to continue to be able to serve the evolving
needs of households and enterprises. This is all the more important given the recent increase in NPLs
among domestic banks to levels above European averages. In view of ongoing geopolitical tensions and
to keep systemic risks at bay, the OeNB maintains its advice that banks:
e prepare for potentially stricter regulatory requirements for commercial real estate (CRE) financing
and stay committed to sustainable lending standards for real estate financing;
e ensure adequate credit risk management, including the active management of NPLs, higher provi-
sioning (especially for the unsecured part of loans) and conservative collateral valuations;
¢ sustain adequate capital levels, if necessary by limiting profit distributions; and
e ensure sustainable profitability (as a risk buffer), especially by
- maintaining cost discipline and
- investing in digitalization and cybersecurity.
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