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Call for applications: 
Visiting Research Program

The Oesterreichische Nationalbank 
(OeNB) invites applications from 
 external  researchers (EU or Swiss 
 nationals) for participation in a Visiting 
Research Program established by the 
OeNB’s Economic Analysis and 
 Research Department. The purpose of 
this program is to enhance cooperation 
with members of academic and research 
institutions (preferably postdoc) who 
work in the fields of macroeconomics, 
international economics or financial 
economics and/or pursue a regional 
 focus on Central, Eastern and South-
eastern Europe.

The OeNB offers a stimulating and 
professional research environment in 
close proximity to the policymaking 
process. Visiting researchers are 
 expected to  collaborate with the 
OeNB’s research staff on a prespecified 
topic and to participate actively in the 
department’s internal seminars and 
other research activities. They will be 
provided with accommodation on 

 demand and will, as a rule, have access to 
the department’s computer resources. 
Their research output may be published 
in one of the department’s publication 
outlets or as an OeNB Working Paper. 
Research visits should ideally last 
 between three and six months, but 
 timing is flexible.

Applications (in English) should 
 include
•  a curriculum vitae,
•   a research proposal that motivates 

and clearly describes the envisaged 
research project,

•   an indication of the period envisaged 
for the research visit, and

•   information on previous scientific 
work.

Applications for 2017 should be e-mailed 
to eva.gehringer-wasserbauer@oenb.at by 
November 1, 2016.

Applicants will be notified of the 
jury’s decision by mid-December. The 
 following round of applications will 
close on May 1, 2017.



Financial stability means that the financial system – financial 
 intermediaries, financial markets and financial infrastructures – is 
capable of ensuring the efficient allocation of financial resources 
and fulfilling its key macroeconomic functions even if financial 
 imbalances and shocks occur. Under conditions of financial  stability, 
economic agents have confidence in the banking system and 
have ready access to financial services, such as payments, lending, 
deposits and hedging.





Reports

The reports were prepared jointly by the Foreign Research Division, the Economic 
Analysis Division as well as the Financial Stability and Macroprudential Supervision Division 
together with the Supervision Policy, Regulation and Strategy Division, the Off-Site 
Supervision Division – Less Significant Institutions and the Financial Market Authority, 
with contributions by Christian Beer, Alexander Benkwitz, Andreas Breitenfellner,  
Gernot Ebner, Eleonora Endlich, Pirmin Fessler, Manuel Gruber, Andreas Greiner,  
Stefan Kavan, Stefan Kerbl, David Liebeg, Christian Ragacs, Konrad Richter, Benedict 
Schimka, Josef Schreiner, Katharina Steiner, Paul Stockert, Andreas Timel, Eva Ubl, 
Walter Waschiczek, Daniela Widhalm and Tina Wittenberger (all OeNB) as well as 
Martin Erhold and Thomas Füreder (FMA).
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Increased volatility in inter­
national financial markets amid 
high economic uncertainties 
In early 2016, economic dynamics in 
many advanced and emerging market 
economies were weaker than expected. 
Forecasts were adjusted downward, 
confirming the continued fragility of 
the global growth momentum. Trade 
growth slowed down, reflecting rebal-
ancing in China as well as the sharp 
downscaling of investment in com-
modity-exporting countries. Bouts of 
financial market volatility were ob-
served in late 2015 and early 2016 amid 
rising global risk aversion, sagging 
global  equity prices, widening credit 
spreads and historically low yields for 
safe-haven government bonds. Regard-
less of some more recent improve-
ments, these phenomena underline the 
high degree of uncertainty in the world 
economy. In Europe, notwithstanding 
a strong first quarter, uncertainties 
have been amplified by a series of polit-
ical events, including the Brexit refer-
endum and the influx of refugees. 

Meanwhile, Central, Eastern and 
Southeastern European (CESEE) coun-
tries performed comparatively well. 
While the risk assessment for the  region 
deteriorated somewhat in early 2016, 
this development was less pronounced 
than in other emerging market regions, 
and growth and the general macro-
financial environment remained broadly 
solid. Asset quality continued to im-
prove in many CESEE banking sectors, 
as the resolution of nonperforming 
loans progressed, and profitability ben-
efited from the lower net creation of 
reserves and provisions. At the same 
time, banking sectors in Russia and 
Ukraine are still burdened by the lin-
gering recession, but signs of macro-
economic stabilization have become 
 apparent.

Financing of corporate and house­
hold sectors in Austria started to 
rebound
In Austria, economic growth picked 
up in the second half of 2015, driven 
by domestic demand, in particular 
 cyclically sensitive investment in equip-
ment. The recovery in economic 
growth supported the profitability and 
thus the internal financing potential of 
the corporate sector. At the same time, 
the recovery of investment was accom-
panied by an increase in external 
 financing, to which equity and debt 
contributed in roughly equal measure.

Lending by Austrian banks to 
 nonfinancial corporations rebounded 
somewhat, increasing by 1.2% year on 
year in March 2016. Austrian banks 
continued their cautious lending poli-
cies, but this is unlikely to have consti-
tuted an effective constraint for the 
 financing of Austrian enterprises, as 
loan demand was still weak. Bank lend-
ing to households has gained some 
 momentum since mid-2015, relating in 
particular to housing loans, which grew 
by 4.8% year on year in March 2016. 
Despite this acceleration, loan growth 
remained below the increase of resi-
dential property prices in Austria. The 
latter accelerated notably in the second 
half of 2015, to reach 7.6% year on year 
in the fourth quarter. In light of rising 
valuation levels (as shown by the 
OeNB fundamentals indicator), the 
 financing of residential real estate in 
Austria warrants increased attention. 

The low interest rate environment 
continued to support firms’ and house-
holds’ debt-servicing capacities. But 
while Austrian companies and house-
holds currently face lower interest 
 expenses than their euro area peers, 
their exposure to interest rate risk is 
higher due to the large share of variable 
rate loans (even if this share has 

Management summary
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 retreated somewhat lately, especially in 
the case of household loans). A rebound 
of interest rates could thus prove bur-
densome, especially for highly indebted 
companies and households. 

Austrian banks’ profitability 
improved as adaptation process 
continues

The Austrian banking sector is still 
adapting to evolving challenges. Its 
profitability recovered strongly in 2015, 
but was driven by nonstructural  factors, 
such as reduced provisioning and lower 
write-downs. However, net interest 
 income, which is the cornerstone of 
Austrian banks’ business model, re-
mains under pressure. Domestic net in-
terest income was especially affected 
by  decreasing business volumes, while 
margins decreased in CESEE. In addi-
tion, Austrian banks are not only facing 
 traditionally stiff domestic competi-
tion, but also have to ready themselves 
for new digital competitors known as 
fintech companies.

Austrian banks’ subsidiaries in 
 CESEE considerably stepped up their 
profitability in 2015, but are still faced 
with legacy issues related to nonperform-
ing loans and country-specific – legisla-
tive as well as macroeconomic – risks. 
As to another legacy issue, the out-
standing volume of foreign currency 
loans in CESEE (as well as in Austria) 
declined and related provisioning im-
proved markedly. With regard to for-
eign currency loans, communication 
between banks and their customers is 
of utmost importance.

In this environment, Austrian banks 
managed to raise their capital levels and 
reduce the respective gap vis-à-vis their 
international peers. A first assessment 
of the potential impact of new mini-
mum requirements on own funds and 
eligible liabilities (MREL) shows that 
there is still considerable uncertainty 

about the potential effects. A baseline 
scenario suggests no massive shortfalls 
for the Austrian banking sector, but 
this assessment is highly sensitive to the 
assumptions. Moreover, the definition 
of MREL is still in flux because the 
 European Commission is striving to 
harmonize it with total loss-absorbing 
capacity (TLAC), which might funda-
mentally change both target MREL 
levels and MREL-eligible liabilities. 
Austrian banks’ refinancing  situation 
remains strong in general. In CESEE, 
Austrian subsidiaries’ funding has be-
come much more sustainable over the 
years, with subsidiaries reducing their 
loan-to-deposit ratios (mostly on the 
funding side) while avoiding disorderly 
deleveraging.

The key risks facing the insurance 
sector remain the low interest rates and 
weak macroeconomic growth. The in-
troduction of Solvency  II, which en-
tered into force in 2016, and the  related 
higher capital requirement for long-
term guarantees are additional chal-
lenges and will also influence invest-
ment allocations. Over the last years, 
Austria’s mutual fund industry has 
 developed in line with the European 
market. Risks may arise from a combi-
nation of elevated leverage and lack of 
liquidity; such a combination would 
amplify potential vulnerabilities that 
may surface when significant fund 
withdrawals were to be attempted 
 simultaneously.

Recommendations by the OeNB

Against this background, the OeNB 
recommends that the following mea-
sures be taken:
• Banks should continue their struc-

tural reforms and further adapt their 
business models to a longer period of 
very low interest rates to ensure sus-
tainable profitability. This includes 
an improvement in operational effi-
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ciency as well as the resolution of 
nonperforming loans – especially in 
CESEE – to facilitate new lending in 
order to support the (recovery of the) 
real economy.

• Banks should further strengthen 
their capital levels to become more 
resilient.

• Banks should continue to fulfill the 
minimum standards for foreign cur-
rency loans and repayment vehicle 
loans as well as adhere to the super-
visory guidance provided by the 
 Sustainability Package.

• Banks should adapt to new regulatory 
requirements such as the systemic 
risk buffer (SRB), the liquidity cover-
age ratio (LCR) and the minimum 
requirement on own funds and eligi-
ble liabilities (MREL).

• The OeNB supports the Austrian 
 Financial Market Stability Board’s 
advice to the Minister of Finance for 
the creation of a legal basis for new 
macroprudential supervisory instru-
ments to mitigate systemic risks aris-
ing from a potential credit-driven 
real estate price boom.
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Fragile financial conditions amid 
lost growth momentum
Macroeconomic dynamics at the turn 
of the year were weaker than expected 
in many advanced and emerging market 
economies around the world. Forecasts 
have been revised downward, which 
confirms the continued fragility of the 
global growth momentum. Trade 
growth slowed down, reflecting eco-
nomic rebalancing in China as well as 
the sharp downscaling of investment in 
commodity-exporting countries. Bouts 
of financial market volatility were ob-
served in late 2015 and early 2016 amid 
rising global risk aversion, sagging 
global equity prices, widening credit 
spreads and historically low yields for 
safe-haven government bonds. Despite 
some recent improvement, these phe-
nomena underline the high degree of 
uncertainty in the world economy. In 
Europe, notwithstanding a strong first 
quarter, uncertainty was amplified by a 
series of political events, including the 
upcoming Brexit referendum and the 
refugee influx related to geopolitical 
conflicts. Meanwhile, the economies in 
Central, Eastern and Southeastern 
 Europe (CESEE), with the exception of 
Russia and Ukraine, continue to catch 
up to the EU average. 

Emerging market spillovers dampen 
recovery in advanced economies

World economic growth remained 
weak and is projected to expand less in 
2016 and 2017 than previously ex-
pected. Latest data showed some decel-
eration in U.S. economic activity but 
moderately increasing inflation con-
firmed that monetary policy tightening 
is likely to continue, albeit at a slow 
pace. Economic recovery in the euro 

area has solidified, driven by domestic 
demand that benefited from Eurosys-
tem monetary policy measures, low 
 energy prices and increased expendi-
tures for refugee accommodation. Even 
so, major uncertainties remain due to 
elevated debt levels and slow bank 
 balance sheet repair. The low interest 
rate environment, caused by very low 
inflation and the central bank action in 
reaction to the latter, promotes invest-
ment and growth; however, it also 
poses challenges to the profitability of 
banks and insurers. 

Global financial stability risks have 
increased since last fall, given a deteri-
orated outlook in the advanced econ-
omies and lost momentum or even 
sharp declines in many emerging mar-
ket economies, especially those that are 
commodity producers. Global trade 
growth remains well below pre-crisis 
standards, partly due to lower com-
modity and producer prices. Declin-
ing export revenues together with sub-
stantial capital outflows have called the 
resilience of some emerging markets’ 
 liquidity into question. These devel-
opments reduced investors’ risk ap-
petite, raised credit risks and stalled 
balance sheet repair almost every-
where. Financial conditions tightened 
earlier this year and only partially re-
versed more recently. While advanced 
economies still have to cope with cri-
sis legacy  issues, financial spillovers 
from emerging market economies have 
risen in terms of heightened volatility. 
U.S. stock markets recovered from the 
sharp decline in January, while their 
European and Asian counterparts have 
still lost some ground. 

In the U.S.A., real GDP grew by 
0.2% in the first quarter of 2016 at the 

International macroeconomic environment:  
global financial stability risks are  rising 
amid weaker world economy
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slowest quarterly pace of change in two 
years. This figure, however, might in-
clude some residual seasonality subject 
to future upward revision. The only 
growth driver was personal consump-
tion while nonresidential investment 
acted as a major drag. Sluggish growth 
translated into unemployment stag-
nating at 5% – close to its pre-crisis 
level – and low participation rates, not-
withstanding the comparatively high 
job intensity of the current recovery, 
mirrored by weak productivity devel-
opments. Forecasters still expect gains 
in employment and income to boost 
growth in 2016 and 2017. U.S. con-
sumer price inflation increased to above 
1%. Core inflation declined slightly to 
above 2% and house prices are on an 
upward trend, which mainly reflects 
low investment levels. The Federal Re-
serve (Fed) has started to exit from 
its accommodative monetary policy 
by raising the federal funds rate from 
0.25% to 0.5% in December 2015. The 
pace of U.S. monetary tightening de-
pends on further progress toward the 
objectives of maximum employment 
and 2% inflation. The term premium 
for ten-year Treasuries has reached its 
lowest level in half a century, signaling 
global demand for comparatively higher 
yielding U.S. debt.

Japan’s GDP was up 0.5% in the 
first quarter of 2016 (first estimate), 
thus avoiding a technical recession, fol-
lowing a contraction in the last quarter 
of the previous year. Growth was 
driven by buoyant consumption due 
to increasing wages and net exports 
 despite market turbulences in China. 
Headline CPI inflation has dropped be-
low 0%, but core inflation is clearly 
positive, albeit declining. Long-term 
inflation expectations weakened over 
the first quarter, even though the Bank 
of Japan (BoJ) adopted negative interest 
rates in January. The BoJ has applied its 

policy of “quantitative and qualitative 
monetary easing” (QQE) for six con-
secutive quarters, with the aim of “con-
verting people’s deflationary mindset.” 
Further fiscal stimulus is under discus-
sion, including the postponement of a 
VAT increase that had been planned for 
spring 2017. Meanwhile, the Japanese 
yen has appreciated in nominal effec-
tive terms due to increasing current 
 account surpluses (with lower com-
modity prices), safe-haven flows and 
the unwinding of carry trades.

In China, GDP growth continued 
its steady slowdown, reaching 6.7% 
in the first quarter, which is only mar-
ginally above the lower bound of this 
year’s only just reduced growth target. 
Until more recently, key economic in-
dicators were weaker than expected: 
exports dropped further and private 
sector  investment hardly grew in the 
first four months of the year. This con-
firms the ongoing transformation of the 
Chinese economy from export- and in-
vestment-led toward consumption-led 
growth. Chinese CPI fell to 2% in 
April and producer price deflation has 
softened since 2015. Still substantial 
excess capacity, increasing debt ratios 
and overheating housing markets are 
nourishing fears of a possible hard land-
ing. The People’s Bank of China (PBoC) 
cut its base interest rate six times until 
 October 2015 and reduced its reserve 
requirement ratio (RRR) for banks to 
a five-year low. Changes in the PBoC’s 
exchange rate policy in August and 
 December 2015, which were adopted 
to better reflect the renminbi-yuan’s 
market values, raised concerns about 
a possible sharp depreciation of the 
 Chinese currency. To stabilize the 
currency market, the PBoC tightened 
controls on capital outflow and inter-
vened in the offshore currency market. 
The ensuing rapid reduction of China’s 
 reserves (still the largest in the world) 

Weaker expansion 
of U.S. economy, 

recession avoided in 
Japan and slowdown 
in emerging markets 
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raised doubts about the sustainability 
of the PBoC’s monetary strategy. In 
January 2016, the depreciation of 
the renminbi-yuan caused a financial 
panic and capital outflows. Only since 
 February, when the PBoC signaled its 
readiness to postpone exchange rate 
liberalization, have Chinese financial 
markets calmed down. In March, the 
fiscal authorities announced that they 
would support short-term growth with 
a budget deficit of 3% and the restruc-
turing of the public sector.

In the United Kingdom, the pound 
sterling depreciated substantially against 
the euro, mainly reflecting fears with 
respect to the upcoming referendum at 
the end of June on Great Britain’s EU 
membership. In Switzerland, the cen-
tral bank continued to describe the 
Swiss franc as “significantly overval-
ued” and kept its deposit rate at its neg-
ative level in the face of consumer price 
deflation. In June, ahead of the Brexit 
referendum in the U.K., the Swiss 
franc appreciated further, reflecting 
safe-haven flows and increasing the 
likeliness of interventions by the Swiss 
National Bank.

Euro area recovery continues with 
very low inflation 

The recovery of euro area economic 
 activity continues. Real euro area GDP 
grew at a faster pace than forecasted, 
namely by 0.6% in the first quarter of 
2016 (quarter on quarter), driven by 
private consumption and investment, 
while net exports made a negative 
growth contribution. Euro area real 
output returned to its pre-crisis peak 
level. The latest data are consistent 
with a more moderate economic ex-
pansion in the second quarter. Among 
the larger euro area economies, Spain 
performed best, growing by 0.8%, 
 followed by Germany and France.

Euro area inflation dipped back into 
negative territory in April, after hav-
ing hovered around zero for the pre-
vious two quarters. Disinflation has 
mainly been attributable to low energy 
prices, which even had second-round 
effects on core inflation, which fell be-
low 1%. Most euro area countries, in-
cluding the four biggest ones, recorded 
negative  inflation rates in April, some 
even  reported deflation. Market-based 
long-term inflation expectations for 
the euro area declined to their record 
low earlier this year but stabilized 
more  recently. The unemployment rate 
has declined steadily, reaching 10.2% 
in the first quarter, and employment 
 creation continued. 

Euro area fiscal policy has turned 
slightly expansive, while monetary pol-
icy has become even more accommo-
dative, both in terms of standard and 
nonstandard measures. Given growing 
concerns that low inflation had become 
entrenched via second-round effects of 
low energy prices on wages and other 
price components, the Governing 
Council of the ECB further reduced 
the Eurosystem’s policy interest rates 
to 0% (main refinancing operations) 
and its deposit facility rate to –0.4%. 
At the same time, it expanded its 
monthly purchases of public and private 
sector securities to a volume of EUR 
80 billion, including euro-denominated 
bonds issued by nonfinancial corpora-
tions. Under the new corporate  sector 
purchase program (CSPP), six Eurosystem 
national central banks carry out asset 
purchases in both the primary and sec-
ondary markets. Purchases of Austrian 
corporate bonds are made by Suomen 
Pankki – Finlands Bank. Income and 
losses from these monetary policy op-
erations are shared by all members of 
the Eurosystem. When implementing 
the CSPP, the  Eurosystem is mindful 
of the  potential impact of its purchases 

ECB steps up its 
accommodative 
stance via standard 
and nonstandard 
monetary policy 
measures
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on market  liquidity. Taken together, all 
purchases of public and private sector 
securities are intended to be carried 
out at least until end-March 2017 and 
in any case until the Governing Coun-
cil sees a sustained adjustment in the 
path of inflation consistent with its aim 
of achieving inflation rates below, but 
close to, 2% over the medium term. 
Additionally, the Governing Council 
announced a new series of four targeted 
longer-term refinancing operations 
(TLTRO II), each with a maturity of 
four years, starting in June 2016. As a 
result of these and previous measures, 
central bank liquidity in the euro area 
has risen to above EUR 1,600 billion 
and is expected to rise further by half 
this amount until spring 2017.

After the exchange rate of the euro 
had reached a trough in late November 
2015 in reaction to the Eurosystem’s as-
set purchase program, it gradually ap-

preciated against the U.S. dollar and, 
in nominal effective terms, against a 
basket of 21 currencies until early May 
2016, amid increasing current account 
surpluses in the euro area. Having 
 depreciated again to roughly USD/
EUR 1.3 since then, the euro exchange 
rate has recently been determined by 
market expectations about the Fed’s 
continuation of monetary tightening, 
the extension of the Eurosystem’s asset 
purchase program and developments in 
Japan. By early June, the euro fell to its 
lowest level against the  Japanese yen 
since 2013.

By the beginning of June, the repre-
sentative stock index DJ Euro Stoxx 
rose by around 5.5% from its low in 
2016, but was still 8.13% below the 
value recorded at end-2015. During the 
Chinese equity slump in January 2016, 
all global stock markets suffered, 
 although implicit volatility has gener-
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ally come down since the turn of the 
year. Commodity and financial stocks 
were among the stocks with the great-
est losses. The U.S. Dow Jones index, 
however, recovered all its losses more 
recently. 

Euro area sovereign bonds have 
generally strengthened over the review 
period, against the background of the 
Eurosystem’s quantitative easing and a 
subdued inflation outlook. Yields of 
German ten-year government bonds 
most recently stood at just around 0%, 
reflecting safe-haven flows. At the 
same time, however, spreads of non-
core sovereign bond yields increased 
marginally to still very low levels, given 
concerns about Italian banks, Portu-
guese fiscal sustainability and negotia-
tions on a Greek debt relief. A deal 
struck on the latter issue between the 
Greek authorities and the country’s 
creditor institutions at the end of May 
narrowed spreads on benchmark bonds 
in the euro area to relatively low levels. 
In January 2016, Brent crude oil prices 
dropped to below USD 30 per barrel as 
a result of market oversupply and weak 
global economic data but recovered 
subsequently to around USD 50 per 
barrel.

CESEE: Improving asset quality 
and sound profitability in a 
broadly stable macrofinancial 
environment

Compared with other emerging market 
regions, the CESEE region managed to 
cope rather well with the difficult in-
ternational environment. Eurobond 
spreads remained stable in European 
emerging markets throughout 2015, 
while increasing strongly in other 
 regions. However, CESEE was not able 
to fully decouple from international 
trends. Especially Russia and Ukraine 
continued to be affected by the ongoing 
conflict in eastern Ukraine, but the 

risk assessment for Croatia, Poland and 
Romania also suffered some drawbacks 
especially in early 2016. This led to a 
spike in eurobond spreads in January 
2016.

In January 2016, Standard & Poor’s 
lowered Poland’s foreign currency rat-
ing to BBB+ with a negative outlook, 
citing the weakening of the indepen-
dence, credibility and effectiveness of 
key institutions as the reason for its 
move. At the same time, the President 
of the Republic of Poland submitted a 
proposal for the conversion of Swiss 
franc-denominated loans into national 
currency-denominated loans. The cen-
tral bank and supervisory authority 
 assessed this proposal as problematic 
for financial stability. In a similar vein, 
major international institutions raised 
concerns. According to estimates by the 
Polish Financial  Supervision Authority, 
the proposal might cost banks up to 
PLN 100 billion (some EUR 23 billion 
or 5.9% of total banking sector assets) 
in a worst case scenario. Against this 
background, the Polish złoti displayed a 
heightened  degree of volatility com-
pared to other Central European cur-
rencies. 

Also in Romania, legislative initia-
tives in the financial sector, such as the 
giving-in-payment law (allowing retail 
mortgage borrowers to return real 
 estate collateral to banks in exchange 
for writing off their loans) drew criti-
cism by the IMF, the European Com-
mission and the ECB, in particular due 
to its retroactive character.

In March 2016, Moody’s lowered 
Croatia’s long-term issuer rating to Ba2 
and maintained the negative outlook, 
citing the government’s large and in-
creasing debt burden and the weak 
 medium-term economic growth pros-
pects. 

On a more positive note, on May 
20, 2016, Fitch upgraded Hungary’s 

CESEE copes rather 
well with adverse 
international 
environment 
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long-term foreign currency rating from 
BB+ to BBB–, being the first rating 
agency to lift the country back into in-
vestment grade. The agency cited the 
sharp improvement in Hungary’s exter-
nal balance sheet and a reduction in ex-
ternal vulnerability, the gradual decline 
in government debt and in its external 
and foreign currency components, and 
an improvement in the banking sector’s 
overall situation with reduced risks to 
economic and financial stability as the 
major factors behind the upgrade.

In general, the economic situation 
in the CESEE EU Member States was 
positive in the second half of 2015, with 
robust growth rates, declining unem-
ployment and sound external positions. 
Furthermore, bond spreads and credit 
default swap (CDS) premiums remained 
on a comparatively low level, notwith-
standing some episodes of increased 
volatility in some countries. For 2016 
to 2018, we expect robust growth to 
continue in CESEE.1 Turkey’s eco-
nomic performance also proved broadly 
resilient despite domestic political risk 
and security risks. The country’s econ-
omy, however, remains vulnerable to 
external shocks, given its large (though 
slightly decreasing) current account 
deficit, and has to cope with an ongoing 
weakness of the  Turkish lira, high infla-
tion and decreasing capital inflows.

Russia and Ukraine remained stuck 
in recession and burdened with politi-
cal uncertainty but signs of economic 
stabilization emerged. In Russia, the 
slump in economic output in 2015 
(–3.7%) had been largely triggered by 
the near-halving of the oil price and to 
a minor degree by the impact of West-
ern sanctions in connection with the 
Ukrainian crisis. However, the con-
traction of the Russian economy has 

been moderating notably and seems to 
be bottoming out. In the first half of 
2016, the Russian ruble recovered some 
of its earlier losses (–37% against the 
U.S. dollar on average in 2015) in line 
with a recovery of the oil price in early 
2016. Nevertheless, the strong depreci-
ation had a profound impact on infla-
tion which, however, declined in recent 
months from levels of 15% – 16% in the 
summer of 2015 to 7.2% in April 2016 
due to a base effect, persisting weak de-
mand and a shrinking ratio of imports 
to GDP. Despite this development, in-
flationary pressures persist, prompting 
the Central Bank of the Russian Feder-
ation (Bank of Russia) to keep its main 
policy rate stable at 11% after a reduc-
tion in August 2015. Private net capital 
outflows from Russia sharply declined 
in 2015 to USD 57 billion (from the 
crisis-triggered height of USD 153 bil-
lion in 2014). This was largely because 
debt service and repayment decreased 
and Russian residents (banks and cor-
porations) had repatriated some assets. 
State-owned banks’ and firms’ forced 
external deleveraging in the context of 
Western sanctions played an important 
role in the further drop of Russia’s total 
external debt to 39% of GDP at end-
2015.

In Ukraine, seasonally adjusted 
GDP again expanded somewhat in the 
second half of 2015 (quarter on quar-
ter), despite a drop by 9.9% in 2015 as 
a whole. This was certainly aided by 
the improved observation of the cease-
fire from  September 2015 onward. Yet, 
the OSCE special monitoring mission 
has reported an increasing number of 
ceasefire violations since the beginning 
of 2016. Meanwhile, disinflation, fiscal 
and external adjustments underpin 
macroeconomic stabilization tenden-

Signs of economic 
stabilization in 

Russia and Ukraine

1  For further details, see www.oenb.at/en/Monetary-Policy/Central--Eastern-and-Southeastern-Europe--  
CESEE-/CESEE-Outlook.html.
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cies. Having peaked at 60.9% in April 
2015, inflation strongly trended down-
ward to reach 9.8% in April 2016. The 
 National Bank of Ukraine (NBU) cut 
its key policy rate by 300 basis points to 
19% in April 2016 and further to 18% 
in May 2016 as risks to price stability 
had subsided. The Ukrainian current 
account deficit fell to 0.3% of GDP in 
2015. Thanks to the current account 
adjustment and international financial 
support, official foreign currency re-
serves went up from USD 5.6 billion in 
February 2015 to USD 13.2 billion in 
April 2016.

However, the four-year USD 17.5 
billion IMF Extended Fund Facility 
(EFF, USD 6.7 billion have been dis-
bursed so far) has been on hold, as the 
second review, on which discussions 
started in September 2015, has not 
been finalized yet. The IMF has been 
waiting for more clarity about the 
 status of the government and for condi-
tions enabling further talks. In Kiev, 
new coalition arrangements were un-
der discussion following political shake-
ups that inter alia manifested them-
selves in the resignation of the Minister 
of Economy. In mid-April, a new 
 government team was finally approved 
by parliament. In May, a staff-level 
agreement was reached on policies 
needed to complete the second review 
under the EFF. The implementation of 
these policies will subsequently pave 
the way for the IMF Board’s consider-
ation of the review in July.

It is worth noting that Ukraine 
achieved progress on the subject of debt 
restructuring as agreed under the EFF. 
The restructuring of privately held 
 external sovereign debt was completed, 
although the dispute over the USD 3 
billion eurobonds held by the Russian 
 National Welfare Fund has continued. 
Russia was offered the same restructur-
ing terms as private creditors, but 

 rejected the offer. In February 2016, 
the Russian Ministry of Finance filed a 
lawsuit against Ukraine. Although the 
IMF categorized the eurobond as offi-
cial debt, Ukraine’s default on this in-
strument per se does not endanger the 
continuation of the IMF program due 
to a change in the IMF’s lending-in-
to-arrears policy.

Domestic credit developments across 
CESEE (nominal lending to the non-
bank private sector adjusted for ex-
change rate changes) were heteroge-
neous in the review period. A some-
what improving momentum, however, 
was observed for several of the CESEE 
EU Member States.

In Slovakia and the Czech Republic, 
for example, credit growth has been 
accelerating slowly but steadily since 
2013 and came in at 10.6% and 8.7%, 
respectively, in April 2016. In Slovakia, 
especially corporate credit accelerated 
swiftly, mirroring the strong increase 
of capital formation. Credit develop-
ments in both countries were fueled by 
more favorable expectations for general 
economic developments and a sound 
 liquidity position. Furthermore, bank-
ing sectors are in a healthy shape, with 
low nonperforming loan (NPL) ratios, 
sound profitability, deposit overhangs 
over credit, persistent competitive 
pressure as well as low stocks of foreign 
currency loans .

Credit growth was also rather swift 
in Poland. The key indicators of the 
country’s banking sector, however, 
are somewhat weaker than in Slovakia 
and the Czech Republic (e.g. loan-to-  
deposit ratio, profitability). Furthermore, 
 Poland still reports a substantial share 
of foreign currency loans (especially 
Swiss franc-denominated loans) in  total 
loans. 

Credit growth in Romania re-
bounded and came to 2.5% in April 
2016, reflecting strong consumption 

Credit 
developments 
remain 
heterogeneous…

…with some more 
positive momentum 
in several EU 
Member States…
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and wage growth, the surge of invest-
ments in the final quarter of 2015 as 
well as an ongoing NPL workout. Some 
more positive momentum was also 
 observed in Slovenia: The expansion 
of credit to households turned mildly 
 positive, which had a favorable impact 
on total credit to the private sector. 
But the overall credit stock contin-
ued to contract in the review period. 
Nevertheless, the country made some 
progress in cleaning up balance sheets, 
raising banking sector profitability and 
 improving capitalization. 

The contraction of the credit stock 
moderated noticeably in Bulgaria and 
Hungary. In both countries, base ef-
fects were responsible for a large part of 
this development. In Bulgaria, the ef-
fect of the exclusion of Corporate 
Commercial Bank’s assets from bank-
ing statistics in November 2014 
dropped out of the base. In Hungary, 
the strong credit contraction in the first 
quarter of 2015 was related to the con-
version of foreign currency loans to 
households at an exchange rate that was 

below the prevailing market exchange 
rate. Hungary continued this policy, 
and a  further tranche of loans was con-
verted in December 2015.

Credit markets in the other coun-
tries under observation did not show 
any positive signs. In Croatia, the pro-
cess of converting and partially writing 
off loans denominated in Swiss francs, 
which was initiated in the last quarter 
of 2015, added to the impact of the debt 
overhang and the lack of collateral, thus 
causing credit growth to decline fur-
ther in the review period.

Credit growth also moderated sub-
stantially in Turkey and Russia and 
 remained deep in the red in Ukraine. 
In Russia and Ukraine, this develop-
ment was clearly related to the ongoing 
economic recession. In Turkey, loan 
growth came down substantially from 
high levels against the background of 
macroprudential measures adopted in 
previous years. However, the Turkish 
central bank adjusted consumer loan 
risk weights to support this loan seg-
ment as the growth of consumer loans 

…and a continuing 
slump especially in 
Russia and Ukraine
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has fallen short of that of commercial 
loans since the start of 2014.

Lending surveys clearly indicated a 
pickup of credit demand in CESEE. 
The development of supply conditions, 
however, was less straightforward. The 
most recent  CESEE Bank Lending Sur-
vey of the European Investment Bank 
(EIB) found that demand for loans im-
proved across the board in the second 
half of 2015. This marked the fifth con-
secutive  semester of positive develop-
ments. All factors influencing demand 
made a positive contribution to loan de-
mand. At the same time, supply condi-
tions only relaxed somewhat, thus in-
creasing the demand-supply gap. NPLs, 
the regulatory environment and banks’ 
capital constraints were perceived as 
the main factors adversely affecting 
supply conditions. Access to funding 
continued to become easier, supported 
by ready access to retail and corporate 
deposits, while intragroup funding 
contracted somewhat. For the first half 
of 2016, banks anticipate a further 
broad-based pickup in credit demand. 
Loan supply conditions are also ex-
pected to become more flexible, but 
supply will continue to fall short of 
 demand.

Country-level bank lending surveys 
support this general picture. Demand 
rose more or less uniformly in all 
 CESEE countries and among all sectors 
over the  review period. In most cases, 
supply conditions also improved. The 
extent of easing supply conditions, 
however, was not uniform across the 
region. While some countries (e.g. the 
Czech Republic) reported a rather 
broad-based easing, the development 
tended to be confined to specific sec-
tors or loan classes in most other coun-
tries (e.g. Bulgaria, Hungary and Ro-
mania). Banks generally expected those 
trends to continue in the coming 
months. Interestingly, also the NBU 

lending  survey reported a more posi-
tive outlook for credit developments. 

Unlike banks in the rest of the 
 CESEE region, Turkish banks reported 
lower demand for household and espe-
cially for corporate loans (which was 
traceable to lower demand for invest-
ment financing). At the same time, 
credit standards for loans to enterprises 
were tightened, as the general percep-
tion of risk (i.e. the general and the 
 industry-specific risk outlook as well as 
the outlook for risk on collateral) dete-
riorated.

Analyzing the operation of inter-
national banking groups in CESEE, the 
EIB survey found that banking groups 
continue to selectively  reassess their 
country strategies and discriminate be-
tween countries of  operation. Never-
theless, more than two-thirds of bank-
ing groups describe profitability in CE-
SEE operations as outperforming the 
profitability of the group as a whole. 
This explains why a significant number 
of banking groups signal intentions to 
expand operations selectively. Market 
potential continues to differ signifi-
cantly across the CESEE countries.

NPL resolution progressed in the 
review period. Only Russia and 
Ukraine reported a strong increase in 
NPL ratios. In most other CESEE 
 countries, NPL ratios either remained 
largely unchanged at a comparatively 
low level (Czech Republic, Poland, Slo-
vakia, Turkey) or decreased. The de-
crease was most pronounced in Hun-
gary, where the compensation of house-
holds by banks for abusive terms in loan 
contracts had to be used for the settle-
ment of arrears in the case of NPLs. 
Furthermore, a large bank sold a sub-
stantial NPL portfolio at the end of 
2015. NPL ratios also declined substan-
tially in Bulgaria, Romania and Slove-
nia due to banks’ active portfolio 
cleansing. In Bulgaria, this happened 

Lending surveys 
indicate a clear rise 
in credit demand

NPL resolution 
progresses…
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against the background of an asset qual-
ity review and stress test based on finan-
cial data from end-2015. In Slovenia, 
the transfer of another tranche of NPLs 
to a bad bank further helped bring 
down bad loans. 

The lower net creation of reserves 
and provisions had a positive impact on 
banking sector profitability in many 
CESEE countries. The return on assets 
in Hungary, Romania and Slovenia im-
proved substantially in 2015 against 
2014. For the first time since 2009, the 
Slovenian banking sector even reported 
a positive annual result. At the same 
time, income (especially interest in-
come) was often somewhat lower than 
in 2015. In most other CESEE EU 
Member States, profitability remained 
broadly unchanged in the review 
 period; it declined moderately in 
 Poland and Turkey. 

A notable deterioration, however, 
was reported for Croatia, Russia and 
Ukraine. In Russia, the return on assets 
declined to close to zero as higher refi-
nancing costs related to Western finan-
cial sanctions weighed on interest in-
come. In Ukraine, the return on assets 

plunged to –5.5% as the creation of 
 reserves and provisions and write-offs 
increased strongly compared to a year 
earlier. In Croatia, the costs of the con-
version of loans indexed to the Swiss 
franc into euro-denominated loans 
considerably burdened the banking 
 sector.

Capital adequacy ratios remained 
high and broadly stable in most of the 
countries under review in 2015. In the 
CESEE EU Member States, they ranged 
between 16.3% in Poland and 20.9% 
in Croatia. In Turkey, capitalization 
 declined moderately to 15%. 

Notably lower capital adequacy 
 ratios were reported for Ukraine and 
Russia. In Ukraine, deteriorating credit 
quality and profitability pushed the 
capital adequacy ratio to only 7.1% in 
the third quarter of 2015, a level that 
no longer complied with the regulatory 
minimum level of 10% set by the 
NBU. Capitalization, however, im-
proved again in the fourth quarter (to 
12.3%) related to an increase in the 
regulatory capital of foreign-owned 
banks and a reduction in risk-weighted 
assets. In Russia, the capital adequacy 

… and profitability 
rises 
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ratio remained broadly stable at 12.7% 
at the end of 2015. The impact of a 
higher share of nonperforming assets 
and decreasing profitability was buff-
ered by a government-funded capital-
ization program.

The refinancing structure of CESEE 
banking sectors has increasingly shifted 
toward domestic deposits over the past 
few years. This is especially true for 
those CESEE EU Member States that 
recorded no substantial or a negative 
gap between total outstanding domes-
tic claims and total domestic deposits 
(relative to GDP) at the end of 2015. 
The funding gap was somewhat larger 
in Russia and substantially so in Ukraine 
and Turkey. 

In the second half of 2015, funding 
gaps decreased in all countries under 
observation. The decline was most sub-
stantial in Ukraine (–7.8% of GDP). 
Bulgaria, Croatia, Hungary and Russia 
also reported notable reductions (by 
more than –5% of GDP). The develop-
ment was driven by lower claims as 
well as by rising deposits in these four 
countries. In Ukraine, deposit dis-
played a downward trend, too. In the 
Czech Republic, Poland and Slovakia, 

deposits increased more strongly than 
claims, bringing the funding gap down 
by some 2% of GDP on average. The 
gap only declined very moderately in 
Turkey (–0.4% of GDP). 

The banking sectors of five of the 
eleven countries under observation 
 reported net external liabilities by the 

Funding gaps 
continue to be 
moderate in most 
CESEE countries
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end of 2015, mostly ranging between 
2% and 8% of GDP. Only Turkey 
 recorded substantially larger net exter-
nal liabilities. The Croatian banking 

sector became an international creditor 
in the review period, reflecting lower 
refinancing needs and rising domestic 
deposits.



FINANCIAL STABILITY REPORT 31 – JUNE 2016  23

Nonfinancial corporations’ debt 
service capacity slighty improved
Economic growth in Austria is 
gaining momentum 
In the second half of 2015, real GDP 
growth accelerated modestly from 
0.2% (quarter on quarter) in the third 
quarter to 0.3% in the fourth quarter. 
Economic growth picked up further 
in the first quarter of 2016 (0.5%). 
The demand-side composition of GDP 
growth reflects a muted economic re-
covery in Austria which is driven by do-
mestic demand. Investment was com-
paratively strong with quarter-on-quar-
ter growth of about 0.5% since the 
second quarter of 2015 and 0.6% in 
the first quarter of 2016. Investment 
activity was driven by cyclically sen-
sitive  investment in equipment, while 
construction investment shrank. Con-
sumption expenditure gained some mo-
mentum at the end of 2015 and further 
increased in the first quarter of 2016 
(0.3%). Expenditures related to the 

increased arrival of asylum seekers are 
likely to have fueled public and partly 
private consumption growth in the sec-
ond half of 2015. The contribution of 
net exports to economic growth was 
negative during all quarters of 2015 and 
zero in the first quarter of 2016 – not 
least due to the high import content of 
investment in equipment. In line with 
its June 2016 economic outlook, the 
OeNB expects the Austrian economy 
to pick up moderately. GDP growth 
will accelerate to 1.6% in 2016.1

Corporate profits recovered in 2015 

The moderate pick-up in economic 
growth last year and the resulting in-
crease in demand supported the profit-
ability of the corporate sector. After 
three years of decline, the gross operat-
ing surplus of nonfinancial corpora-
tions recovered in 2015, posting an 
 increase of 2.9% in real terms (see 
chart 6). In nominal terms, gross oper-
ating surplus was even up 4.5% year on 

Economic recovery 
after four years of 
weak growth

Corporate and household sectors in Austria: 
financing volumes start to rebound

1  The forecast will be published in English in Monetary Policy & the Economy Q2/16: https://www.oenb.at/en/
Publications/Economics/Monetary-Policy-and-the-Economy.html.
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year. On top of the support provided by 
economic activity, the cost side of firms 
was relieved by moderate wage growth 
as well as lower oil and other commod-
ity prices, even if at the same time sell-
ing prices declined in an environment 
of weak demand. Accordingly, the 
downward trend of profitability (as 
measured by gross operating surplus 
divided by gross value added) that had 
been observed since 2011 came to a 
halt. By the fourth quarter of 2015, the 
gross profit ratio had risen to 41.0%, 
up 0.3 percentage points compared to 
end-2014 – the first increase since 
2011. But this slight increase notwith-
standing, profitability is still well be-
low pre-crisis levels, despite the fact 
that the low interest rate environment 
has reduced the interest rate burden of 
 indebted nonfinancial corporations (see 
below). Nevertheless, increased profit-
ability has augmented the internal 
 financing potential of the corporate 
sector.

External financing of nonfinancial 
corporations increased in 20152

The recovery of investment in machin-
ery and equipment was accompanied by 
an increase of corporate demand for 
external financing. After three years of 
muted development, nonfinancial cor-
porations’ recourse to external financ-
ing picked up in 2015 and, at EUR 15.7 
billion, amounted to more than twice 
the 2014 figure. However, despite this 
upturn, financing volumes still re-
mained well below pre-crisis figures, 
possibly reflecting ample liquidity on 
the asset side of firms’ balance sheets.

Equity and debt contributed to total 
external financing in roughly equal 
measure in 2015. Their dynamics, how-

ever, were different. At EUR 7.6 bil-
lion, equity financing (issuance of both 
quoted and unquoted shares) was about 
7% lower in 2015 than in the year be-
fore. This slowdown was accounted for 
by the net issuance of listed shares, 
which – after some signs of expansion 
in 2014 – fell by more than three-quar-
ters to EUR 0.8 billion (see chart 7). In 
2015, there was only one new listing on 
the Vienna stock exchange, and there 
has been none this year so far. Other 
equity instruments (mainly sales to for-
eign strategic investors) amounted to 
EUR 6.8 billion in 2015, up by more 
than one-third compared to the year 
before, and thus accounted for the  lion’s 
share of equity financing. 

Equity accounts for 
close to half of 

external financing 

2  For an overview of corporate financing aspects of capital markets union, see: Elsinger, H., R. Köck, M. Kropp and 
W. Waschiczek. 2016. Corporate financing in the run-up to capital markets union. In this issue of the Financial 
Stability Report.
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Debt financing started to recover
Almost all of the increase in total ex-
ternal financing in 2015 was accounted 
for by debt financing, in line with what 
the pecking order theory of corporate 
finance would suggest. Debt financing, 
which had been negative in the previous 
year, amounted to EUR 8.1 billion, 
thus returning to the volumes regis-
tered in 2012 and 2013. 

The primary source of debt financ-
ing of the Austrian corporate sector in 
2015 were other nonfinancial corpora-
tions (both domestic and foreign), 
which thus proved to be a very stable 
source of funding – as in the previous 
 periods. On the one hand, this financ-
ing took the form of trade credit, which 
accounted for almost half of total debt 
financing – despite the fact that in a 
low interest rate environment, this 
form of finance becomes comparatively 

more expensive. One reason for the 
large share of trade credit might be that 
as a key element of firms’ working cap-
ital, trade credit develops broadly in 
line with the business cycle. On the 
other hand, one-quarter of debt financ-
ing came from loans from other enter-
prises, mostly transactions within cor-
porate groups. Overall, almost two-
thirds of debt financing in 2015 came 
from  domestic sources, which had 
made a negative contribution last year. 
Looking at maturities, debt financing 
continued to be primarily long-term 
(with a maturity of more than one 
year).

In total, bank loans contributed 
more than one-third to debt financing 
in 2015. More than 90% of net new 
bank loans were made up of borrow-
ings from foreign banks.3 However, 
these borrowings were largely com-

Debt dominated by 
long-term financing

3  Not adjusted for reclassifications, valuation changes and exchange rate effects.
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posed of a few high-volume transac-
tions, and accordingly a significant part 
of this increase can be attributed to a 
limited number of very large transac-
tions. In terms of outstanding amounts, 
loans from foreign banks contributed 
some 9% to total bank lending to the 
corporate sector at end-2015. 

Lending by Austrian banks to do-
mestic nonfinancial corporations re-
mained muted. In April 2016, the an-
nual growth rate (adjusted for reclassi-
fications, valuation changes and 
exchange rate effects) amounted to 
1.2% in nominal terms (see left-hand 
panel of chart 9). However, in real 
terms, the growth of bank loans re-
mained negative, as it had already done 
for more than three years. (Nominal) 
loan growth stemmed from loans with 
medium-term and longer maturities 
(over one year), which have accounted 
for most of the loan growth in the past 
years, while short-term loans (with 
 maturities of up to one year) have 
 decreased since early 2015.

In 2015, as well as in 2016 so far, 
Austrian banks continued their cau-
tious lending policies and tightened 
their credit standards for loans to en-
terprises somewhat, according to the 
euro area bank lending survey (BLS; 
see right-hand panel of chart 9). In the 
survey, banks attributed this tightening 
primarily to a reduced risk tolerance. 
Moreover, banks indicated factors re-
flecting their risk perception, such as 
their assessment of the general eco-
nomic situation and of borrowers’ cred-
itworthiness. In contrast, cost of funds 
and balance sheet constraints, which 
had been named frequently in the past, 
played a minor role in recent survey 
rounds. Large firms were affected more 
strongly by tightened credit standards 
than small and medium-sized enter-
prises. Banks also stated that the share 
of (completely) rejected applications for 
loans to enterprises rose slightly in 
2015 and the first quarter of 2016. Es-
pecially firms with poor credit ratings 
and higher insolvency probabilities may 
have experienced increased difficulties 
in obtaining a bank loan. 

Growth of bank 
loans remains frail
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At the same time, loan demand by 
enterprises remained weak, reflecting 
the current cyclical environment. In 
the first quarter of 2016, banks sur-
veyed in the BLS reported a slight de-
crease in corporate loan demand – as 
they have done in 22 out of 33 quarters 
since 2008. Whereas banks used to cite 
lower funding requirements for fixed 
investment as the main factor behind 
weak loan demand, they started to 
highlight the impact of internal financ-
ing as the major driver instead from the 
third quarter of 2015, thus corroborat-
ing the pick-up in investments and cor-
porate profits.

Moreover, firms have built up sub-
stantial liquidity in recent years (see 
chart 10). According to the OeNB’s 
statistics on new lending business, the 
total amount of undrawn credit lines 
available to enterprises rose by roughly 
EUR 8 billion, or 45%, from end-2012 
to April 2016, much more strongly 
than the overall volume of credit lines, 
implying a significant drop in the rate 
of credit line utilization. Additionally, 

firms’ overnight deposits, which had 
 already increased markedly in 2012 
and 2013, began to rise again in 2015. 
These liquidity buffers may reflect both 
precautionary motives and a lack of in-
vestment opportunities. Thus, at least 
in the current environment of weak 
demand for loans, the more restrictive 
policies of Austrian banks probably did 
not constitute an effective constraint for 
the financing of Austrian enterprises. 

The tighter credit standards were 
reflected in the terms and conditions of 
bank loans. Thus, wider margins, espe-
cially on riskier loans, as well as higher 
non-interest rate charges, as reported 
by banks in the BLS, partially damp-
ened the effects of monetary policy eas-
ing on financing costs. Yet, interest 
rates on loans to nonfinancial corpora-
tions declined somewhat further. Be-
tween end-2014 and April 2016, corpo-
rate lending rates sank by 19 basis 
points (see middle panel of chart 9). 
The decrease was more marked for 
loans with an interest rate fixation pe-
riod of more than five years than for 
shorter periods. The spread between 
interest rates on larger loans and those 
on loans of lesser amounts, which – 
given the lack of other data – is com-
monly used as an indicator of the rela-
tive cost of financing for SMEs, aver-
aged 43 basis points in the first four 
months of 2016, one of the lowest lev-
els recorded in the euro area. Because 
of their very low level, bank lending 
rates on new business are likely to have 
supported domestic lending to the cor-
porate sector.

The upturn in debt financing was 
also mirrored in a slight increase in debt 
securities issuance, which contributed 
close to 6% to total external  financing. 
While the exceptionally low levels of 
corporate bond yields may have been 
supportive for this form of  finance, the 
recovery in bank lending may have re-
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duced the recourse to corporate bond 
issuance somewhat. According to financial 
accounts data, corporate bond issuance 
rose by 6% in the second half of 2015 
in net terms (measured against the out-
standing volume one year earlier), af-
ter a drop by 3.9% in the first half of 
the year. In the first months of 2016, 
this pace was maintained, as indicated 
by data from securities issues statistics.4 
In April 2016, corporate bond issuance 
was up 6.0% year on year in nominal 
terms. 

Although mainly available to larger 
companies, bonds play a relatively 
 important role in Austrian corporate 
 finance. In the first quarter of 2016, 
the outstanding amount of long-term 
bonds issued by the corporate sector 
amounted to 11.6% of GDP, roughly on 
a par with the euro area.5 The share of 
floating rate issues rose to 14.8% in 
April 2016, thus reversing the decrease 
of the year before. At 1.5%, the foreign 
currency share in the outstanding 
 volume of corporate bonds was consid-
erably lower in Austria than in the 
whole euro area, in contrast to the for-
eign currency share in bank loans. 
Commercial paper only plays a minor 
role in corporate finance. The share of 
short-term debt securities issued (with 
a  maturity of less than one year) 
amounted to 1.2% of the total out-
standing volume of securities issued by 
the Austrian enterprise sector.

Interest rate risk of the corporate 
sector remains elevated

While corporate debt rebounded in 
2015, its growth rate (1.8% compared 

to the year before, measured in terms 
of total loans raised and bonds issued) 
remained below the nominal expansion 
rate of the gross operating surplus. As a 
result, the debt-to-income ratio of the 
corporate sector decreased by more 
than 10 percentage points to 418% in 
2015 (see upper-left hand panel of 
chart  11). However, while this im-
provement contributed to debt sustain-
ability, the debt-to-income ratio re-
mained considerably above pre-crisis 
levels, implying that the increase in the 
corporate sector’s vulnerability that 
 occurred in the period from 2007 to 
2009 has not yet been reversed. 
Whereas the debt-to-income ratio is 
lower in Austria than in the euro area 
as a whole, the debt-to-equity ratio, in 
spite of a small improvement last year, 
is currently higher in Austria than in 
the euro area, reflecting the impor-
tance of debt financing in Austria. 

The low interest rate environment 
continued to support firms’ debt-ser-
vicing capacity. In 2015, the proportion 
of gross operating surplus spent on in-
terest payments for (domestic) bank 
loans continued to decline slightly. This 
reflected the still very high share of 
variable rate loans in total new loans, 
which has come down only 4 percent-
age points to 92% over the past three 
years. While Austrian companies 
therefore currently face lower interest 
expenses than their euro area peers, 
their exposure to interest rate risk is 
higher. A rebound of interest rates 
could become a burden, especially for 
highly indebted companies, even if ris-
ing debt servicing costs may eventually 

Share of variable 
rate loans remains 

high

4  At the cutoff date, financial accounts data were available up to the fourth quarter of 2015. More recent develop-
ments of financing flows are discussed on the basis of data from the MFI balance sheet statistics and the securities 
issues statistics.

5  Due to the implementation of ESA 2010 in the securities issues statistics as of end-2012, there is a considerable 
break in the time series (mainly reflecting the fact that a considerable part of the enterprises that issue bonds have 
been reclassified to the government sector).
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be partially offset by the positive im-
pact an economic recovery would have 
on firms’ earnings.

The corporate sector’s exposure to 
foreign exchange risk has continued to 
decrease, amounting to 3.8% in the 
first quarter of 2016. Since the second 
quarter of 2014, the share of foreign 
currency loans in Austria has been 
 below the figure for the euro area as a 
whole.

The insolvency ratio (number of 
corporate insolvencies in relation to the 
number of existing companies) contin-
ued to decline until the first quarter of 
2016 (based on a moving four-quarter 
sum to account for seasonality). On 
 the one hand, this development may be 
attributed to the moderate increase of 
debt financing and the low interest rate 
level, which makes debt servicing eas-
ier even for highly indebted companies. 

Dipping number of 
insolvencies
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On the other hand, insolvencies usually 
are a lagging indicator so that the mod-
erate dynamics of economic activity in 
the past years may not yet have fed 
through to insolvencies. 

Household indebtedness still low
Austrian households’ savings rate 
will temporarily increase in 2016

After a strong decline in 2013 (–2.0%) 
and a very moderate increase in 2014 
(0.5%), real disposable household in-
come shrank again in the year 2015 
(–0.7%). In 2015, both the private con-
sumption deflator and the growth rate 
of nominal disposable household in-
come lost momentum, with the slow-
down being stronger for nominal dis-
posable household income. Looking at 
the structure of disposable income, the 
rise in nominal compensation per em-
ployee at 1.6% was slightly weaker in 
2015 than in 2014 due to the fact that 
the growth of property income clearly 
lost momentum (0.2% after 4.7% in 
2014), and that self-employment in-
come and operation surpluses (net) 
shrank (–0.5%). Despite the econo-
my’s persistent weakness, employment 
continued to expand. At the same time, 
unemployment continued to climb as 
well. Private consumption grew only 
slightly.

The savings rate of the household 
sector has exhibited a decreasing trend 
since 2007 (when it stood at 12.1%), 
which was prolonged in 2015 (6.9%). 
As a result of sinking real disposable in-
come, an increasing share of private 
consumption has been financed out of 
savings. Furthermore, the composition 
of disposable household income also 
may have reduced households’ propen-
sity to save as property income usually 
has a higher marginal saving ratio than 
earned income. Moreover, the cur-
rently low interest rates may have re-
duced the attractiveness of saving. In its 

June 2016 economic outlook, the 
OeNB predicts an increase of the sav-
ings rate in the year 2016. This reflects 
a strong increase of disposable house-
hold income on the back of the tax 
 reform that entered into force in 2016.

Strong preference for liquid assets

Financial investments by households re-
mained flat in 2015. At EUR 10.6 bil-
lion, they were 2% below the previous 
year’s level, and amounted to less than 
half of the values seen before the onset 
of the crisis (see upper left-hand panel 
of chart 12). The structure of house-
holds’ financial investments showed 
roughly the same pattern as in the years 
before. Given the low opportunity 
costs resulting from the low nominal 
interest rate environment, households 
continued to display a strong prefer-
ence for highly liquid assets and shifted 
almost EUR 15 billion into cash hold-
ings and overnight deposits with banks, 
while bank deposits with agreed matu-
rity continued to decline. Between 
2009 and 2015, households’ overnight 
deposits increased by EUR 58 billion, 
while deposits with agreed maturity 
fell by almost EUR 29 billion. As a re-
sult, the share of overnight deposits in 
total financial assets rose from 10.1% 
to 17.4% since end-2008 while the 
share of deposits with agreed maturity 
fell from 31.6% to 19.7%.

Similarly, households reduced their 
direct holdings of long-term debt secu-
rities by EUR 3.4 billion, shunning 
 investments with longer interest rate 
fixation, but also cut back their direct 
holdings of quoted stocks by EUR 45 
million. Mutual funds were the only 
other category of financial assets that 
showed an increase in 2015, with 
households investing EUR 3.9 billion 
(in roughly equal measure in domestic 
and foreign funds); over the past three 
years, they invested almost EUR 10 bil-

Disposable house-
hold income set to 

rise in 2016

Slight reduction of 
financial investment 

Households 
 continue to invest in 

mutual funds
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lion in total. Again, the same picture 
emerged: Households reduced their 
holdings of bond funds, as the biggest 
share of investment into mutual funds 
in 2015 went into mixed funds. In to-
tal, households’ net financial invest-
ment in capital market instruments, 
which had been negative in the year 
 before, amounted to less than EUR 0.5 
billion in 2015 or a mere 4.3% of total 
financial investments. Looking at out-
standing amounts, capital market in-
vestments accounted for 17.8% of total 
financial investments by end-2015. 
Thus, there are few indications that 
households made up for low interest 
rates by investing in riskier assets.

As a result of rising share prices, 
the Austrian household sector, on ag-
gregate, recorded unrealized valuation 
gains of EUR 0.4 billion on its securi-

ties portfolios in 2015; this amount was 
equivalent to 0.4% of households’ secu-
rities holdings one year earlier. While 
quoted stocks registered valuation 
gains, holdings of both debt securities 
and mutual fund shares registered 
(equally unrealized) losses. On balance, 
households benefited from a notional 
increase in financial wealth from secu-
rities holdings for the fourth consecu-
tive year.

Investment in life insurance and 
pension entitlements continued to slow 
down in 2015, and at EUR 0.7 billion, 
did not even reach one-third of the 
 previous year’s value. Based on out-
standing amounts, they accounted for 
20.5% of total financial assets. This 
 decrease was driven mainly by life in-
surance policies, where net investments 
turned negative in 2015, amounting to 
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–EUR 0.2 billion against +EUR 0.6 
billion a year earlier. This reduction is 
all the more remarkable as a large pro-
portion of the gross inflows into these 
instruments were not an outcome of 
current investment decisions, but 
rather reflected past decisions – given 
the long maturities and commitment 
periods involved; moreover, life insur-
ance policies often serve as repayment 
vehicles for foreign currency bullet 
loans (even if these are converted into 
euro loans). Investments in pension en-
titlements (including both claims on 
pension funds and direct pension bene-
fits granted by private employers) by 
contrast expanded briskly in 2015 (by 
two-thirds).

Growth of household loans increased

More than 85% of the financial liabili-
ties of Austria’s households are made up 
of loans by (domestic) banks. The ex-
pansion of bank lending to households 
has gained some momentum since late 
2015. In April 2016, bank loans to 
households (adjusted for reclassifica-
tions, valuation changes and exchange 
rate effects) increased by 2.7% year on 
year in nominal terms. A breakdown 
by currency shows that euro-denomi-
nated loans continued to grow briskly 
(by 5.9%), while foreign currency 
loans continued to contract at dou-
ble-digit rates – by April 2016, they 
had fallen by 11.3% year on year. Bro-
ken down by loan purpose (see chart 
13), consumer loans and other loans 
shrank by 1.9% and 0.9% year on year, 
respectively, whereas housing loans 
grew by 4.9% year on year. Despite 
this most recent acceleration, housing 
loan growth remained rather moderate 
if compared e.g. to property price de-
velopments or to pre-crisis growth 
rates (see top-left panel of chart 13).

Housing loans are the most import-
ant loan category for households: they 

accounted for almost two-thirds 
(65.1%) of all their bank loans in 2015.
Their growth was driven  primarily by 
long-term loans (with a  maturity of 
more than 5 years), which were up 
5.0% in the 12 months to April 2016. 
Housing loans with a maturity between 
1 and 5 years expanded at an even faster 
pace (+10.2%), but as they account for 
only a small share in terms of volume, 
their contribution to overall housing 
loan growth was low. 

New housing loans exhibited even 
greater dynamics than net transactions, 
implying rising redemptions of out-
standing loans. On the one hand, the 
relevant regulatory and contractual ar-
rangements in Austria probably do not 
conflict with an early redemption of 
loans. On the other hand, the falling 
interest rates offered an incentive for 
prepaying an existing loan. The bene-
fits of early redemptions depend on the 
difference between historical and cur-
rent interest rates (which is of course 
higher for fixed rate loans). While the 
share of variable rate loans (with a rate 
fixation period of up to one year) in 
new loans has risen considerably (from 
about 60% in 2007 to close to 90% in 
2014) there is still a sizable amount of 
loans for which early repayment may 
yield benefits. 

The conditions for taking out hous-
ing loans remained favorable. Accord-
ing to the results of the euro area bank 
lending survey, banks’ credit standards 
for housing loans to households were 
stable in the first quarter of 2016, after 
some tightening in the previous quar-
ter. Overall, there has been little 
change in lending standards in this seg-
ment over the past three years.

Credit terms have also remained 
 favorable. At 1.94%, average interest 
rates on euro-denominated housing 
loans to households were virtually un-
changed in April 2016 compared to one 

Loan growth driven 
by housing loans 
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year earlier (+1 basis point), when the 
lowest value since the start of the MIR 
statistics in 2003 had been recorded. 
The interest rate on variable rate loans 
(with a rate fixation period of up to one 
year) decreased by 3 basis points to 
1.83%. The effective annual rate of in-
terest on housing loans, which reflects 
total borrowing costs (interest rate 
component and related charges) 
dropped by 2 basis points year on year 
to reach 2.38% in April 2016. 

At the same time, banks have been 
reporting a slight increase in the de-
mand by households for housing loans 
since last year in the BLS. Since the 
first quarter of 2015 (when this factor 
was included in the BLS questionnaire), 
they have attributed this to a large part 
to the general level of interest rates. 
Another factor that consistently has af-
fected the increasing demand for hous-
ing loans has been housing market pros-
pects, including expectations of rising 

Annual change in %1 Annual change in %1 Annual change in %1 
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house prices. The strong increase in 
house prices registered over the past 
years (see below) may have boosted the 
funding needs for real estate invest-
ment. In 2015, the transaction volume 
on the residential property market in 
Austria increased by roughly 20% year 
on year in nominal terms, according 
to data published by RE/MAX and 
compiled from the land register by 
 IMMOunited, which also implied an 
increase in financing needs. However, 
to a large extent this increase in real es-
tate transactions is likely to reflect a 
frontloading of transactions, especially 
of transfers in kind that do not require 
 financing, as property tax increases 
took effect in 2016. Thus, despite the 
recent increase, housing loan growth 
most likely still does not surpass the 
rate of expansion of the volume of 
 residential property transactions in 
Austria.

Households’ currency and interest 
rate risks

By the end of 2015, the household sec-
tor’s total liabilities amounted to EUR 
175.3 billion, according to financial ac-
counts data, 3.3% up in nominal terms 
on the previous year’s figure. Expressed 
as a percentage of net disposable in-
come, household debt rose by 2.6 per-
centage points to 91.6% during 2015 
(see chart 14). Despite this increase, 
the debt ratio of households in Austria 
thus remained lower than in the euro 
area as a whole. Moreover, it should be 
taken into account that, according to 
data from the Household Finance and 
Consumption Survey (HFCS), only 
about one-third (34%) of Austrian 
households have an outstanding loan, 
one of the lowest shares observed in all 

euro area countries. Thus, it is not the 
absolute level of Austrian households’ 
indebtedness that is the primary con-
cern, but rather the high shares of vari-
able rate and foreign currency loans.

In the first quarter of 2016, loans 
with an initial rate fixation period of up 
to one year accounted for 77% of new 
lending (in euro) to households com-
pared to almost 85% in the same  period 
of the previous year. This reduction can 
be associated with the fact that interest 
rates no longer fell in 2015 and that the 
spread between the interest rates on 
long and short interest rate fixation 
 periods continued to contract. But even 
if the share of variable rate loans has 
been falling recently, it is still very high 
by international comparison. House-
holds’ interest expenses equaled 1.8% 
of aggregate disposable income in the 
fourth quarter of 2015, about 2 per-
centage points less than in 2008, the 
year before interest rates had begun to 
fall. Lower current interest expenses 
result from the fact that the pass-
through of the ECB’s lower key interest 
rates to lending rates was faster in 
Austria than in the euro area as a whole. 
Loan quality may have also played a role 
in view of the comparatively low level 
of indebtedness of Austrian households. 
However, the high share of variable rate 
loans in total lending implies consider-
able interest rate risks in the household 
sector. 

The still very high share of foreign 
currency loans in total lending remains 
a major risk factor for households, de-
spite a noticeable decrease in past 
years.6 In the first quarter of 2016, the 
share of foreign currency loans fell to 
16.0%, almost half the maximum value 
reached about ten years ago. The for-

Household indebt-
edness low despite 

slight increase

Share of  variable 
rate loans  begins 

to recede

Foreign currency 
loans remain a 

concern

6  This risk had been highlighted in January 2015 when, as a result of the strong appreciation of the Swiss franc 
following the decision of the Swiss National Bank to discontinue the minimum exchange rate of CHF 1.20 per 
euro, the foreign currency share rose from 18.0% to 19.5% within one month.
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eign currency share varies considerably 
depending on loan purpose: For hous-
ing loans, it was 19.5%, for consumer 
loans 5.4% and for other loans 11.7%. 
Almost all outstanding foreign cur- 
rency-denominated loans are denom-
inated in Swiss francs (close to 97%). 
In those cases where households have 
not hedged their foreign currency ex-
posures, shifts in exchange rates  affect 
both the euro-denominated value of 
the foreign currency liabilities and the 

 interest to be paid on the outstanding 
loans. Exchange rate movements not 
only feed through to interest expenses 
but also affect the euro equivalent of 
the prin cipal at maturity – even if they 
may be considered unrealized valuation 
changes in bullet loans; they may well 
affect current payments into a repay-
ment vehicle intended to ensure repay-
ment when the exchange rate risk even-
tually materializes at maturity date. 
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Box 1

How do Austrian households perceive the current ultra­low interest rate 
environment and how do they react?

Are Austrians fully aware of the prevailing ultra-low interest rates? Do they expect these low 
interest rates to persist for a protracted period? Are Austrian households adapting their 
 savings and loan decisions to ultra-low interest rates? To answer these questions, the OeNB 
conducted a survey on the interest rate perceptions and expectations of Austrian households 
and on the impact of recent and expected interest rate developments on households’ savings, 
portfolio allocation and borrowing decisions. The survey was conducted in spring 2015 and 
included questions about interest rate perceptions at the time of the survey as well as interest 
rate expectations for the year 2020. Regarding changes in households’ portfolios, participants 
were asked to compare their current savings and investment products as well as their 
 outstanding loans with the status three years before the survey and to state their plans in this 
area for the year following the survey. As the survey explores decisions at the household level, 
survey results complement findings from financial accounts data, which are regularly analyzed 
in the OeNB’s Financial Stability Report.

With regard to interest rate perceptions at the time of the survey, we find that people are 
largely aware that interest rates are extremely low. But we also find that the knowledge of 
interest rates is limited, as a large share of respondents do not know the levels of various types 
of interest rates and as people tend to overestimate interest rates both on savings accounts 
and mortgage loans. The majority of respondents expect interest rates to stay at about the 
same level or rise somewhat by the year 2020. Only few respondents expect lower monetary 
policy rates or lower interest rates on mortgage loans, while one-fifth of respondents expect 
interest rates on savings accounts to be even lower in five years. By contrast, almost  two-thirds 
expect somewhat or considerably higher mortgage rates. Quite a large fraction of survey 
 participants have not formed any expectations about interest rates in 2020. Whereas aware-
ness of interest rate developments is correlated with socioeconomic factors and the personal 
relevance of information, these factors appear to only weakly affect perceptions and expecta-
tions concerning the level of interest rates.
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corresponds to about 22% for both the monetary policy rate and the 
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We find that low interest rates 
were only one of several determi-
nants guiding savings decisions, 
and that they had only a small ef-
fect. Almost 60% of households did 
not change their savings behavior 
in the three years before the sur-
vey. 26% of households stated that 
they were saving less than three 
years before, with 45% among 
them stating that they were doing 
so because of low interest rates. By 
contrast, 9% of households re-
ported that they were saving more 
than three years earlier; 14% of 
these households cited low interest 
rates as a reason for this. Overall, 
11% of households stated that they 
preferred other savings and invest-
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Residential property price growth in 
Austria gathered pace in 2015
The growth of residential property 
prices in Austria accelerated notably in 
the second half of 2015, reaching 7.6% 
year on year in the fourth quarter, 
which ended a period of falling growth 
rates as witnessed since 2013. More-
over, contrary to the years before, 
when price increases had been signifi-
cantly more pronounced in Vienna than 
in the rest of Austria, it had been the 
“Austria excluding Vienna” aggregate 
which displayed particularly strong res-
idential property price growth, reach-
ing 9.6% year on year in the fourth 
quarter of 2015. Since the first quarter 
of 2010, residential property prices in 

Vienna have advanced by a total of 
54%, whereas prices outside Vienna 
have increased by 30%.

According to the OeNB fundamen-
tals indicator for residential property 
prices, residential property in Vienna 
was overvalued by 21% in the fourth 
quarter of 2015. For Austria as a whole, 
the indicator shows a slight increase in 
the level of overvaluation to 3.5%, 
which was attributable primarily to 
residential property price growth 
clearly outpacing the growth rates of 
household income, rents, construction 
costs and consumer prices. Despite 
these recent upticks, this value can be 
seen as still signaling that residential 
property prices are justified by funda-

Price dynamics 
differ across regions

ment products because of low interest rates. High-income households were more likely to 
 adjust their portfolios.1 Households that adapted their portfolios often showed a stronger 
 preference for savings with savings and loan associations than for other options. Furthermore, 
we observe a shift to real assets. By contrast, portfolio rebalancing into riskier assets is not 
widespread. Furthermore, only 8% of households confirmed that the low current interest rates 
would prompt them to change savings and investment products in the 12 months following the 
survey.

Many households at the time of the survey considered circumstances relatively favorable 
for taking out loans. However, this does not imply that loan demand increased strongly, as 
borrowing decisions are also affected by other, potentially more important determinants. If 
they were to be faced with higher loan installments, most loan holders would rather cut 
 consumption expenditures.

The survey results suggest that policymakers cannot simply take for granted that people 
are well-informed about actual interest rates. One needs to take into account perception lim-
itations and biases. The modest impact of recent interest rate levels on savings and portfolio 
rebalancing into riskier assets suggests that ultra-low interest rates have a limited ability to 
stimulate aggregate demand through the risk-taking and portfolio rebalancing channels, at 
least in the case of households in Austria. People’s limited knowledge of interest rates may be 
seen as yet another argument for central banks to pursue an active communication policy and 
financial literacy activities.

For detailed survey results see the studies “Interest rate perceptions and expectations 
when interest rates are low – survey evidence on Austrian households” and “Saving, portfolio 
and loan decisions of households when interest rates are very low – survey evidence for 
 Austrian households” that were published in Monetary Policy & the Economy Q4/2015 and 
Q1/2016, respectively (https://www.oenb.at/en/Publications/Economics/Monetary-Policy-and- 
the-Economy.html).

1 A similar result was obtained by the Deutsche Bundesbank (see Monthly Report, October 2015) for German house-
holds. Additionally, data from the German Panel on Household Finances (PHF) show that wealthy households (i.e. 
­households­that­tend­to­own­diversified­portfolios­and­have­a­greater­appetite­for­risk)­have­been­more­likely­to­change­
their portfolio allocation because of the low interest rate environment.
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mentals, in view of the uncertainties 
inherent in the method of calculation. 
However, a renewed increase in the in-

dicator could be considered a warning 
sign of a potential overheating of the 
Austrian residential property market.7

7  For more analyses and data on the Austrian real estate market see https://www.oenb.at/en/Monetary-Policy/ 
real-estate-market-analysis.html.
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Box 2

Household indebtedness in Austria1

In this box we present some descriptive statistics on household indebtedness in Austria based 
on newly available data of the Eurosystem Household Finance and Consumption Survey 
(HFCS). The chart below shows the distribution of debt across Austrian households repre-
sented by its quantile function. Approximately two-thirds of Austrian households (65.6%) have 
no debt. The unconditional average of debt is roughly EUR 17,000. The conditional mean, 
calculated for those households with positive debt, lies at roughly EUR 50,000. Smaller debt 
amounts primarily represent uncollateralized loans as well as collateralized ones, which 
are close to being paid off. The larger amounts reflect different levels of mortgage debt at 
different stages of repayment.

All in all, few Austrian households hold debt, and even fewer hold substantial amounts of 
debt. This is mainly due to the large share of tenants (about half of all households) and the 
relatively low share of mortgage holders (roughly one-third of all owner occupiers). Most 
low-income, low-wealth households (actually almost all below median wealth levels) resort to 
the highly subsidized and regulated rental market, which prevents these households from 
 engaging in highly leveraged real estate investments and allows them to consume more. Rental 
housing, which is especially widespread in Vienna, also leads to a large number of single house-
holds among young persons who could not afford to buy a home at such an early stage in life.

1 See also Albacete, N., P. Fessler and P. Lindner. The distribution of residential property price changes across home-
owners­and­its­implications­for­financial­stability­in­Austria.­In­this­issue­of­the­Financial­Stability­Report.



Corporate and household sectors in Austria: financing volumes start to rebound

FINANCIAL STABILITY REPORT 31 – JUNE 2016  39

Approximately 16% of households have debt collateralized by the household’s main 
 residence. The median of debt collateralized by a household’s main residence lies at around 
EUR 60,000 and the mean at around EUR 90,000; this difference reflects not only differ-
ences in initial loan amounts but also the current state in the repayment of the loan. Only 
about 2% of households hold debt collateralized with other real estate properties. 

Approximately 21% of households have uncollateralized debt. The outstanding volume is 
by far smaller than that of collateralized debt. About 12% of households have overdraft debt 
(median­value:­EUR­1,000).­With­a­mean­amount­of­EUR 17,000,­unsecured­loans­are­the­
most relevant category of uncollateralized debt. Debt on credit cards is fairly irrelevant in 
Austria. Credit cards are still mostly used like debit cards and accumulated debt is fully paid 
every month.

Between 2010 and 2014 the proportion of households with collateralized as well as 
 uncollateralized debt decreased slightly although the debt participation pattern as a whole 
has been very stable. However, while the outstanding values   in collateralized debt and its 
 subcomponents in 2014 were significantly higher than in 2010, uncollateralized debt and its 
subcomponents have remained largely stable in terms of their median values. 

Note that the increases in collateralized debt not only arise because new and higher loans 
are taken out but also because of the phenomenon of bullet loans, which usually are foreign 
currency loans. On the one hand, outstanding amounts for bullet loans are fully outstanding 
until the point of repayment, which in most cases is still to come, as such loans were hardly in 
place 20 years ago. On the other hand, because of the unfavorable development of the Swiss 
franc, the outstanding amount in euro also increased between 2010 and 2014.
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Looking at the coverage of debt at the household level helps us understand the potential 
risk associated with the outstanding debt (see below). Once financial assets are subtracted 
from debt, the share in total debt is down to 65.6%. Almost 35% of the debt is therefore 
 covered by relatively liquid assets. Many households hold substantial financial assets alongside 
their debt. If real estate and other tangible assets are deducted, only 5.6% of all households 
have positive debt that is not covered by some assets. This debt makes up 6.9% of total debt. 
This means a priori risks stemming from households defaulting on their debt are rather lim-
ited. And most likely only a small share of these households might even be vulnerable under 
adverse economic developments.

Results from the second wave of the HFCS are also presented in the study on “The distri-
bution of residential property price changes across homeowners and its implications for finan-
cial stability in Austria” (Albacete et al., 2016) in this Financial Stability Report. An overview of 
first results of the second wave of the HFCS in Austria can be found in Fessler et al. (2016). An 
accompanying methodological report is provided by Albacete et al. (2016).2

2 Albacete, N., P. Lindner and K. Wagner. 2016. Eurosystem Household Finance and Consumption Survey 2014: 
methodological notes for Austria (second wave). Addendum to Monetary Policy & the Economy Q2/16. 
Fessler,­P.,­P.­Lindner­and­M.­Schürz.­2016.­Eurosystem­Household­Finance­and­Consumption­Survey­2014:­first­results­
for Austria (second wave). In: Monetary Policy & the Economy Q2/16.

Table 1

Extensive and intensive margins of debt

2010 2014

Have item Conditio-
nal median

Conditio-
nal mean

Have item Conditio-
nal median

Conditio-
nal mean

% EUR thousand % EUR thousand

Collateralized debt 18.4 37.5 76.3 16.7 60.4 89.5
main residence 16.6 37.3 72.7 15.5 59.9 89.0
other real estate property 2.4 36.4 80.2 1.5 53.0 75.7

Uncollateralized debt 21.4 3.0 12.7 20.6 2.9 11.1
overdrafts 13.6 1.2 2.3 12.3 1.0 2.3
uncollateralized loan 11.1 8.0 21.5 11.7 6.2 16.8

granted by family or friends 0.9 3.2 10.1 4.8 2.9 7.8
outstanding balance on credit cards 1.5 0.5 1.0 1.4 1.3 2.7

Source: HFCS Austria 2010, HFCS Austria 2014, OeNB.

Table 2

Debt covered by assets

Have debt (not 
covered)

Share in total debt

%

Debt 34.4 100.0
Debt minus current accounts 31.5 96.6
Debt minus current and savings accounts 21.4 73.4
Debt minus financial wealth 19.0 65.6
Debt minus financial wealth and other real estate 17.2 55.3
Debt minus financial wealth, other real estate and main residence 7.4 8.9
Debt minus all wealth 5.6 6.9

Source: HFCS Austria 2014, OeNB.
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Austrian banks’ financial 
performance has improved, but 
its sustainability remains to be 
proven
Euro area banks’ profitability improved 
moderately in 2015, while remaining at 
low levels. The annual increase in prof-
its was mainly driven by higher non- 
interest income and lower loan loss pro-
visions. Despite these improvements, 
impairments still account for more than 
half of pre-impairment operating prof-
its. The current weak economic growth 
outlook, low interest rates and flat yield 
curves remain a key challenge to Euro-
pean banks’ profitability.

This equally applies to Austrian 
banks, which are additionally undergo-
ing an adaptation process. Reducing 
structural costs further is meant to 
pave the way for more sustainable busi-
ness models, and some banks have 
 already started to take action along 
those lines. Nevertheless, the competi-
tive Austrian market calls for further 
efficiency enhancements, as technolog-
ical change is in full swing and has a 
major impact on banks’ traditional 
business and distribution channels.

Austrian banks’ consolidated net 
profit amounted to EUR 5.2 billion in 
2015, up significantly from the 2014 
figure, which had been compressed by 
write-downs and losses from restruc-
turing. The return on average assets in-
creased to 0.6%. This was to a large 
extent attributable to lower credit risk 
provisions and one-off effects that re-
duced operating expenses. But even 
when adjusted for one-off effects, 
which occurred in both 2014 and 2015, 
the increase in profits in 2015 was 
slightly above 50% year on year.

Austrian banks’ consolidated oper-
ating profit increased by 17.7% to 
EUR  10.5 billion, although their un-

derlying operating income (before risk) 
in 2015 lagged behind the correspond-
ing 2014 figure. The decrease in income 
was driven by net interest income drop-
ping 5.2% year on year. In addition, 
dividend income went down by one-
third, to run to EUR 0.6 billion at end-
2015. Fee and commission income 
 remained relatively stable, while trad-
ing income turned negative for the first 
time since 2008.

In terms of expenses, Austrian 
banks cut their costs by 11.2% in 2015, 
but mainly on account of a one-off 
 effect in pension provisions, which was 
again partially offset in early 2016. Ad-
ministrative costs grew by 4% year on 
year. Goodwill write-downs, which 
had proved material in 2014, more than 
halved in 2015. Having peaked in 2009 
at EUR 11 billion, until 2014, Austrian 
banks’ provisions to cover credit risks 
in the loan portfolios remained at levels 
between approximately EUR  6 billion 

Reduction in 
personnel expenses 
based on one-off 
effects

Austrian financial intermediaries: adaptation 
process continues in the financial sector
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and EUR 7 billion. In 2015, this figure 
plunged by more than one-third to 
EUR 4.0 billion.

Thanks to declining operating costs, 
the Austrian banking sector managed 
to slightly raise its operating efficiency. 
The cost-to-income ratio improved 
from 69% in 2014 to 63% at end-2015. 
However, as banks were not able to 
compensate for the drop in net interest 
income by considerably strengthening 
other sources of operating income, they 
need to take further efficiency-enhanc-
ing measures. In addition, the substan-
tial costs banks incur on account of the 
still high branch density in the domestic 
market weigh on operational efficiency.

In 2015, European banks started to 
make regular contributions to new 
funds. The Single Resolution Mecha-
nism (SRM) was established to facili-
tate the effective and efficient resolu-
tion of failing credit institutions or 
credit institutions that are likely to fail. 
In Austria, banks’ initial contributions 
to a national resolution fund were esti-

mated to have amounted to approxi-
mately EUR 198 million in 2015. Start-
ing with 2016, banks are also required 
to contribute to the Single Resolution 
Fund (SRF). The level of banks’ indi-
vidual contributions will depend on 
their size and risk profile in comparison 
with other euro area banks. Moreover, 
in 2015, Austrian banks also had to 
provide their share of initial funding 
(an estimated EUR 90 million) for the 
Deposit Guarantee Scheme.

Profitability in domestic business 
back in positive territory

After having registered a loss in the 
 domestic market in 2014, which was 
mainly due to one-off effects (i.e. ac-
counting and restructuring effects), 
Austrian banks improved their net 
 result significantly in 2015. At EUR 3.7 
billion, this figure was back in positive 
territory. Operating expenses came 
down slightly to EUR  13.8 billion. 
Likewise, administrative costs decreased 
by EUR 0.3 billion, which was mainly 
attributable to reduced staff costs.

Even though net interest income as 
well as securities and investment in-
come contracted, operating income 
rose by 4.4% against the previous year. 
Credit for this is due mainly to a 
EUR 1.0 billion improvement in other 
operating income and a slight increase 
in fee and commission income. Risk 
provisioning decreased by nearly two-
thirds to EUR  2.1 billion in 2015. 
However, it should be noted in this 
context that restructuring within the 
Volksbanken sector had driven up net 
risk costs in 2014.

In early 2016, operating income de-
creased as net interest income contin-
ued to decline and fee and commission 
income was falling for the first time 
since 2012. Furthermore, financial 
market turmoil in the first quarter bur-
dened Austrian banks’ trading income.

Structural indicators 
of the Austrian 
banking sector 
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Structural indicators of the Aus-
trian banking sector (“population per 
branch” and “population per bank em-
ployee) increased, which points to an 
improved utilization of resources over 
recent years. Since this development 
was influenced by a rise in the Austrian 
population, banks should continue their 
structural reforms to further improve 
their efficiency.

New competitors as well as finan-
cial technology start-ups are entering 
the market with innovative, technolo-
gy-driven products and services that 
differ from the traditional banking 
model. Besides, customers are getting 
more confident in using the full range 
of digital services. Banks should there-
fore analyze what digitalization means 
for both their customers and processes 
and explore and pursue new service 
 opportunities (see also box 3 in this re-
port).

The negative impact of the low in-
terest rate environment is manifesting 
itself only gradually (as higher-yielding 
assets and liabilities mature). In the 
 Financial Stability Report 30, an econo-
metric study examined the impact of 
the low interest rate environment on 
Austrian banks’ interest margin. Given 
that Austrian banks’ net interest in-
come eroded by 3.6% in 2015, we took 
a closer look at the causes of this devel-
opment. The reduction was mainly 
driven by contracted volumes rather 
than a slightly lower margin. This was 
true especially for banks with total as-
sets of more than EUR 2 billion, while 
smaller banks experienced compara-
tively more pressure from lower mar-
gins.

Before the onset of the financial cri-
sis, the increase in net interest income 
in Austria was basically driven by 
higher volumes, but burdened by com-
pressed margins; a trend that was re-
versed after 2008.

Profitability of Austrian subsidiaries 
in CESEE improved
Austrian banks’ operations in CESEE 
remain a key source of profits and con-
tinue to compensate for the relatively 
weak performance in the domestic 
market. The profitability of Austrian 
banks’ subsidiaries in CESEE improved 
considerably in 2015, as the aggregated 
net profit almost tripled to EUR  2.0 
billion from EUR 0.7 billion a year be-
fore.

Like in previous years, the Czech 
Republic and Slovakia provided stable 
and substantial profit contributions 
(EUR 0.8 billion and EUR 0.3 billion, 
respectively) in 2015. In Russia, which 
is still a crucial market for Austrian 
banks’ subsidiaries, profits continued 
to decline (–23%), though. In Croatia, 
Austrian subsidiaries reported a net loss 
of EUR 0.5 billion in 2015, after having 
recorded a steady string of profits also 
during the recession that had lasted 
from 2009 until 2014. In Romania, the 
latest net result turned positive again 
(EUR  0.4 billion), following a period 
marked by strong earnings volatility. 
Also on the upside, Austrian subsidiar-
ies were profitable in Hungary for the 
first time since 2010. They had posted 
extraordinary high losses particularly 

Asset reduction as 
the main driver for 
reduced net interest 
income in Austria 
in 2015
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in 2011 (–EUR  1.0 billion) and 2014 
(–EUR 0.7 billion) partly due to state 
interventions in banks’ loan books. 
Losses in Ukraine decreased to 
EUR  0.2 billion in 2015, down from 
EUR 0.5 billion the year before.

Drivers behind the improved 
 CESEE profits are manifold and con-
firm the heterogeneity of the develop-
ments in the region, including political 
risk and macrofinancial developments. 
In general, the profit and loss account 
of Austrian CESEE-based subsidiaries 
shows that changes were registered in 
income rather than in expenses. Net in-
terest income, the main component of 
Austrian banking subsidiaries’ profits, 
declined by EUR 0.6 billion in 2015. At 
1.7% in 2015, the increase in average 
interest-earning assets was not high 
enough to compensate for a noticeable 
reduction in the total spread from 3.3% 
(2014) to 3.1% (2015). Fee and com-
mission income, which likewise con-
tracted (–EUR 0.1 billion) did not bal-
ance out the lower net interest income. 
Trading income, on the other hand, in-
creased by EUR 0.9 billion, driven by 
operations in Russia and Turkey, after 
having plummeted in 2014.

Other operating expenses – which 
are part of the other operating result – 
shrank by EUR  0.7 billion. This im-
provement can be traced back to 2014 
legislative measures in Hungary tack-
ling particularly foreign currency loans 
and the sale of an Austrian subsidiary in 
Romania. In 2015, Austrian subsidiar-
ies in Croatia were also confronted 

with governmental measures related to 
foreign currency loans.

Risk provisions had a crucial impact 
on the aggregated net profit, as they 
shrank by EUR 1.0 billion, which was 
mostly attributable to subsidiaries in 
Romania and Hungary. In Romania, 
the reduction of nonperforming loans 
and the sale of an Austrian subsidiary 
led to a decrease in loan loss provisions. 
In Hungary, the need for credit risk 
provisioning declined in the wake of le-
gal interventions to convert outstand-
ing foreign currency loans into forint 
and loan loss provisions created earlier. 
In numerous CESEE countries, the 
macroeconomic environment also con-
tributed to the reduction of loan loss 
provisions. At the same time, risk pro-
visioning increased fairly strongly in 
Croatia and Russia, albeit from low lev-
els (especially in Russia). In Croatia, 
the rise followed foreign currency loan 
conversions mandated by law, while in 
Russia it was due to the country’s still 
ongoing recession.

Austrian banks’ business models 
and activities in CESEE are also adapt-
ing to a changing environment. There 
is selective growth in markets that are 
perceived as being stable, such as the 
Czech Republic and Slovakia. By con-
trast, business is downsized, for in-
stance, in Russia and Ukraine. The out-
look for growth continues to be more 
favorable for CESEE than for Western 
Europe, with an expected GDP growth 
differential between CESEE EU coun-
tries and the euro area of about 1.5%.

Credit risk 
 provisions 
in CESEE 

decline
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Cleanup of nonperforming loan 
(NPL) portfolios remains sluggish in 
Europe

Euro area banks’ weak profitability and 
their subsequent reduced ability to 
build capital buffers hinder the resolu-

tion of NPLs in several national bank-
ing systems, where elevated NPL vol-
umes have become a major structural 
weakness. At end-June 2015, euro area 
banks still had EUR  900 billion of 
NPLs on their books.

Box 3

The impact of fintech companies on banks and payment systems

Over the last decade, several industries (e.g. music, travel, taxi) have been disrupted by the 
advent of new Internet competitors. This has put incumbents in these sectors under serious 
pressure – the question is whether this will also happen in the financial sector. The term 
 fintech (an acronym for financial technology) comprises both several thousand small Inter-
net-based enterprises/start-ups and big Internet incumbents (e.g. Apple, Google and Amazon) 
that are aiming to enter the market for financial services. Fintechs focus in particular on those 
market segments that are prone to standardization: in terms of services, they have a strong 
focus on payments/transactions and to a lesser extent on (peer-to-peer) lending/investments. 
In terms of customer segments, they concentrate on retail customers (in particular young 
 “digital natives”) and small and medium-sized enterprises. In terms of business processes, 
they try to eliminate the middleman by bridging the gap between providers and customers. 

Global investments in fintechs grew exponentially over the last couple of years, to reach 
more­than­EUR 10­billion­in­2014.­This­increase­has­accelerated­further­recently.­In­January­
2016­alone,­EUR 7­billion­were­ invested­ in­ fintechs.­ In­Germany,­Austria­and­Switzerland,­
such­investments­stood­at­around­EUR 125­million­in­2014,­which­suggests­that­the­develop-
ment of fintechs in this region lags somewhat behind compared with the United States and 
that a “big wave” of fintech market entries is yet to come. Until 2025, selected bank  segments 
are estimated to shrink by up to 40% due to the market entry of new fintech players; among 
the most commonly known are Kickstarter (crowd investment), Lending Club (peer-to-peer 
lending), Apple Pay and Google Wallet (payments) or Number 26 (free current account with a 
strong focus on user experience). Besides being a threat to established banks, fintechs might 
also act as a catalyst for the former to improve their profitability, e.g. by cooperating with and/
or taking over new players to increase efficiency, improve (segment-specific) customer services 
or generate new business. 

With the rise of fintechs, supervisors will also need to integrate them into their scope and 
ensure a level playing field between new and established financial service providers. Besides 
its responsibilities in banking supervision, the OeNB is responsible for the smooth functioning 
as well as the oversight of payment and securities settlement systems. The payments market, 
traditionally dominated by banks, is particularly driven by (technological) innovations. Fintechs, 
which are able to react more quickly to market developments given their size and structure, 
are increasingly challenging the existent market players by promoting fast and convenient 
 payment methods. This trend is facilitated by decreasing customer loyalty and an increasing 
affinity for technical gadgets. In this area, currently favored fintech activities relate for exam-
ple to mobile payments, near field communication, customer authentication, blockchain tech-
nology or cryptocurrencies. Payment system overseers closely monitor these new trends and 
face the challenge of managing the balancing act between fostering innovation and ensuring a 
level playing field. While the current supervisory regime is focused on traditional payment 
 system operators (which often hold a banking license), new market players also have to be 
adequately overseen. This necessitates harmonized regulatory efforts. Here, the new Payment 
Services Directive (PSD2) may be considered to be one piece of the puzzle: it enables new 
market players to enter the regulated payments market, while at the same time ensuring 
 basic requirements in the area of consumer and data protection, authentication and safe-
guarding.
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The asset quality of Austrian banks’ 
domestic loan portfolio remained stable 
in 2015 due to improvements especially 
in the second half of the year. The qual-
ity of retail loans increased continu-
ously, while the quality of domestic 
corporate loans deteriorated only 
slightly. Asset quality on a consolidated 
level improved due to a modest reduc-
tion of NPLs at Austrian subsidiaries in 
 CESEE.

Nevertheless, elevated NPL levels 
need to be tackled urgently, especially 
in some CESEE markets, by using a 
comprehensive strategy combining 
 assertive supervision, reforms of insol-
vency regimes, the development of dis-
tressed debt markets and the involve-
ment of asset management companies.

The NPL ratio of Austrian banking 
subsidiaries in CESEE improved slightly, 
dropping to 11.5% at end-2015 (end-
2014: 11.8%), while the NPL ratio for 
foreign currency (FX) loans increased 
marginally to 16% at end-2015 (end-
2014: 15.7%). However, based on 
 heterogeneous economic and foreign 
exchange rate developments, the cross- 

country differences in Austrian sub- 
sidiaries’ NPL ratios remain substan-
tial: while the ratio remained below or 
close to 5% in Slovakia and the Czech 
Republic, other countries like Romania, 
Croatia, Hungary and Serbia – although 
having recorded (slight) declines in 
their NPL ratios in recent years – still 
attained levels between 16.5% and 
19.5%.

The NPL coverage ratio of Austrian 
subsidiaries in CESEE improved fur-
ther: the NPL coverage ratio I (ratio of 
loan loss provisions on NPLs to NPLs) 
improved from 56.7% at end-2014 to 
59.0% at end-2015, while the respec-
tive figure for FX loans increased from 
55.6% to 58.2% over the same period.

Foreign currency loan volumes 
continue to decline

Stepped-up supervisory efforts aimed 
at curbing FX lending have proven to 
be effective – outstanding FX loan 
 volumes in Austria continued their 
year-long downward trend. Between 
October 2008 and March 2016, FX 
loans to domestic nonfinancial borrow-
ers declined by almost 43.5%. The 
 associated exchange rate-adjusted re-
duction amounted to 56%. Last year 
alone, the volume shrank by 12% on an 
exchange rate-adjusted basis. In March 
2016, FX loans to domestic nonfinan-
cial borrowers equaled EUR  32.8 bil-
lion, of which around EUR 23.5 billion 
corresponded to FX loans to house-
holds and EUR 5 billion to FX loans to 
nonfinancial corporations. 

The share of FX loans to households 
in total loans to households came to 
16%, which is markedly below the all-
time high of 31.7% registered in May 
2006. Loans to households in Swiss 
franc are by far the most common, 
 accounting for more than 96% of all FX 
loans to households.
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While the volume of domestic FX 
loans has been declining steadily, legacy 
issues continue to be relevant for the 
Austrian banking system. As at March 
2016, nearly 80% of outstanding FX 
loans to households were set to mature 
from 2021 onward, which entails sig-
nificant redemption risks to Austrian 
banks, as three out of four FX loans to 
households are bullet loans linked to a 
repayment vehicle. Besides exchange 
rate risks, these loans and their bor-
rowers are also vulnerable to adverse 
capital market developments reducing 
the value of the repayment vehicle. In 
order to assess borrowers’ funding 
gaps, the OeNB together with the FMA 
will conduct a survey in 2016, along 
the lines of surveys that had been 
 carried out in 2009, 2011 and 2015.

Loan loss provision ratios in Austria 
improved steadily in the course of 
2015, driven by lower provisioning for 
euro-denominated loans to nonbank 
retail customers and cross-border 
loans. At the same time, provisioning 
for FX loans has been increasing. This 
trend continued into early 2016, which 
is especially important as most domes-
tic FX loans are bullet loans approach-
ing maturity.

Austrian banks also continued to 
reduce their FX exposure in CESEE. 
At year-end 2015, the total FX expo-
sure (including direct and indirect 
lending via subsidiaries as well as leas-
ing) of Austrian banks in CESEE had 
decreased by 7.6% year on year to 
EUR 106.8 billion. This reduction was 
largely driven by the conversion of FX 
loans in Hungary and Croatia, where 
Austrian subsidiaries saw their FX loan 
volumes drop by 9.7% to EUR 69.3 bil-
lion (see chart 22). As a result, the ag-
gregate share of FX loans – the bulk 
(62%) of which is denominated in euro – 
in total loans declined from 41.9% at 
end-2014 to 38.2% at end-2015.

The strong appreciation of the Swiss 
franc in recent years triggered a series 
of legislative action in several CESEE 
countries forcing FX loan conversions. 
All known measures, whether already 
implemented or still under discussion, 
are expected to increase the financial 
burden on Austrian banks operating in 
these countries. 

Provisioning for 
foreign currency 
loans in Austria has 
been increasing
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Austrian banks further strengthened 
their capital position
The recovery process of the EU bank-
ing system continues to go hand in hand 
with a major strengthening of banks’ 
capital position. During the first half of 
2015, the amount of CET1 capital grew 
by 6.1%, while risk-weighted assets 
(RWAs) increased by approximately 
2.5%. This goes to show that EU banks’ 
strengthening capital position contin-
ues to be driven by increases in capital 
rather than by reduced RWAs.1

This EU trend does not fully corre-
spond with that of Austrian banks, 
however. Although CET1 capital in-
creased by 3.3% against 2014, RWAs 
have been falling as well. As a conse-
quence, the capital ratio of the Austrian 
banking system improved to 12.7% 
(CET1 ratio as well as tier 1 ratio). An 
adjustment of capital ratios driven by 
RWAs is often seen as particularly crit-
ical, because – rather than sustainably 
increasing their capital base – banks 
could have been “optimizing” their risk 
weights and/or could have reduced 
lending to customers with higher capi-
tal charges while total lending in-
creased.

The regulatory overhaul of the 
banking sector is nearing its comple-
tion, as the outstanding elements of the 
Basel  III framework related to the re-
duction of the variability in risk-
weighted assets and the calibration of 
the leverage ratio are about to be final-
ized in 2016. Under the current defini-
tion, the leverage ratio of Austrian 
banks further increased to 6.3% in the 
year 2015.

In the same vein, both the CESEE 
and European peer groups2 of Austrian 
banks increased their capital ratios in 

Austrian banks have 
increased their 

capital ratios …

… but still lag 
behind the level of 
their peer groups

1   Source: EBA Risk Assessment of the European Banking Sector, December 2015.
2  The CESEE peer group consists of 12 European banks with relevant CESEE exposure, while the European peer 

group consists of 29 European banks with similar business models.
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the course of 2015. And even though 
the CET1 ratios of the top 3 Austrian 
banks have been growing faster than 
the respective figures of their peer 
groups, banks in both peer groups still 
display a noticeably higher capitaliza-
tion.

In May 2016, the Austrian Financial 
Market Authority, after having duly no-
tified the EBA, the ESRB and the ECB, 
published the decision on the imple-
mentation of a capital buffer for other 
systemically important institutions in 
Austria (O-SII buffer). The O-SII buf-
fer aims to raise the risk-bearing capac-
ity of these banks and mitigate the too-

big-to-fail issue. The decision followed 
a recommendation of the Austrian 
 Financial Market Stability Board from 
June 2015. To identify the affected 
banks, the Austrian authorities applied 
the respective EBA Guideline (EBA/
GL/2014/10). As can be seen from 
 table  1, there is a gradual phase-in of 
the buffer requirement, which cumu-
lates to 2% for Erste Group Bank, Raif-
feisen Zentralbank, Raiffeisen Bank 
 International and UniCredit Bank 
Austria and 1% for other banks by 
2019. The decision on the O-SII buffer 
levels is scheduled to be reviewed in 
November 2016.

It is worth noting though that a sys-
temic risk buffer was implemented in 
Austria at the beginning of 2016 and 
only the higher of a bank’s systemic risk 
buffer and O-SII buffer shall be applied 
(in line with Article 131 paragraph 14 
CRD). Since the O-SII capital buffer 
decision lists neither additional banks 
nor higher requirements, there is no 
additional capital effect due to the 
O-SII buffer. 

The minimum requirement for own 
funds and eligible liabilities (MREL) is 
one of the key elements in resolution 
planning. It is a major tool to remove 
impediments to the effective resolution 
of banks, as its purpose is to ensure that 

Capital buffer for 
other systemically 
important 
institutions (O-SIIs) 
implemented in 
Austria

Table 1

List of Austrian banks subject to the O­SII buffer

Applicable O-SII buffer

June 2016 Jan. 2017 Jan. 2018 Jan. 2019

% of risk-weighted assets

Erste Group Bank 0.25 0.50 1.00 2.00
Raiffeisen Zentralbank 0.25 0.50 1.00 2.00
Raiffeisen Bank International 0.25 0.50 1.00 2.00
UniCredit Bank Austria 0.25 0.50 1.00 2.00
Raiffeisenlandesbank Oberösterreich 0.125 0.25 0.50 1.00
Raiffeisenlandesbank Niederösterreich Wien 0.125 0.25 0.50 1.00
BAWAG P.S.K. 0.125 0.25 0.50 1.00

Source: OeNB.
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banks have an adequate loss absorption 
and recapitalization capacity in case of 
resolution. Additionally, it can have 
 direct effects on the going concern sit-
uation of banks, since banks may need 
to adjust their funding structure to 
some extent to comply with this new 
requirement. 

A first survey indicates that there is 
great uncertainty about the potential 
impact, which is amplified by the cur-
rent international discussion of harmo-
nizing MREL and total loss-absorbing 
capacity (TLAC). Challenges might oc-
cur in some cases in CESEE EU Mem-
ber States, where funding is predomi-
nantly based on customer  deposits. For 
a more detailed analysis of the impact 
of MREL on Austrian banks, see the 
special topics section in this  issue.

The Texas ratio is a measure to as-
sess banks’ credit risk-bearing capacity 
by comparing the volume of (gross) 
nonperforming loans to the stock of 
built-up provisions and capital. In this 
context, the IMF’s financial soundness 

indicator “nonperforming loans net of 
provisions to [tier 1] capital” is used in 
order to compare international figures 
(on a consolidated basis, as at end-2015 
or latest available data). The lower this 
ratio, the better the bank should be able 
to absorb credit losses it has not yet 
provisioned for. In this international 
perspective, Austrian banks’ Texas 
 ratio of 17% compares favorably with 
that of peers (e.g. 22% for Belgium or 
35% for the Netherlands), while Italy 
displays a very high ratio of close to 
90%. 

Austrian banks’ Texas ratio im-
proved markedly (from 27% to 17%) 
from mid-2014 to end-2015, as the vol-
ume of tier  1 capital remained stable 
and the volume of nonperforming loans 
net of provisions dropped substantially, 
driven by a drop in nonperforming 
loans and an improving coverage ratio. 
Assuming that tier 1 capital can only be 
used up to the regulatory minimum of 

High NPL coverage 
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6% of risk-weighted assets in a going 
concern scenario, an adjusted Texas 
 ratio3 was calculated: it improves from 
55% to 32% over the same period. This 
implies that if all nonperforming loans 
were to default at once, banks would 
still keep 68% of their current “excess” 
tier  1 capital after absorbing all losses 
(the impact on the volume of risk-
weighted assets was ignored).

Deposits gain importance in the 
context of bank funding

The unconsolidated loan-to-deposit 
ratio in Austria stood at 112% at end-
2015. Compared with 2008, this rep-
resents a significant decline of more 
than 20 percentage points. As a direct 
consequence of the economic down-
turn, credit growth dwindled while 
deposits rose, although at a slower pace 
in 2015 than in previous years. Reduced 
or even negative cross-border lending 
to countries in the CESEE region also 
contributed to the decline in the un-
consolidated loan-to-deposit ratio of 
Austrian banks between 2008 and 
2015. On the other hand, provisioning 
had a minor impact as the loan quality 
in Austria was quite stable during those 
years.

The Austrian supervisory Sustain-
ability Package adopted by the OeNB 
and the FMA in 20124 stipulates that 
the stock and flow loan-to-local stable 
funding ratios (LLSFRs) of the foreign 
subsidiaries of Austria’s three largest 
banks be monitored.

In 2015, most monitored subsidiar-
ies’ stock LLSFR remained stable or it 

declined, which points to an improved 
local stable funding position. At the 
end of 2015, all 35 subsidiaries in the 
sample had a sustainable business model 
(compliant with the supervisory guid-
ance). Only one smaller subsidiary ex-
hibited an elevated stock LLSFR, albeit 
with a positive trend in its new business 
(driven by strongly increased local sta-
ble funding). In a year-on-year compar-
ison, the aggregate stock LLSFR of all 
35 banking subsidiaries fell from 87% 
(end-2014) to 81% (end-2015), as the 
local stable funding base rose substan-
tially, while the volume of loans (after 
provisioning) increased only slightly.

When analyzing changes in the bal-
ance sheet composition of those subsid-
iaries that have been continuously mon-
itored since end-2011, major develop-
ments improving the LLSFR occurred 
on the funding side, where a marked 
reduction in deposits from credit insti-
tutions (often intra-group liquidity 
transfers by the parent bank) was (more 
than) balanced out by a strong rise in 
deposits from nonbanks.

Bank funding markets in Europe 
have been adversely affected by the 
heightened volatility in financial mar-
kets in early 2016. But funding condi-
tions improved following the ECB’s 
 announcement of additional measures. 
The three-month EURIBOR continued 
to move deeper into negative territory. 
This will allow banks with high credit-
worthiness to refinance themselves at 
cheaper rates than banks mainly relying 
on deposit taking. 

Loan-to-deposit 
ratio in Austria has 
been declining since 
2008

Austrian banks’ 
foreign subsidiaries 
continue to improve 
the sustainability of 
their funding 
position

3  The adjusted Texas ratio was calculated as NPLs net of provisions to tier 1 capital above the minimum 6% 
threshold.

4  For more details, see http://www.oenb.at/en/Financial-Stability/Systemic-Risk-Analysis/Sustainability-of- 
Large-Austrian-Banks--Business-Models.html.



Austrian financial intermediaries: adaptation process continues in the financial sector

52  OESTERREICHISCHE NATIONALBANK

Also, an increasing number of gov-
ernment bonds are trading at negative 
yields. Looking back one year, the 
yields of bonds with negative yields 
 decreased further, while those of bonds 

with positive yields approached zero. At 
the one-year maturity, Spain, Italy and 
Slovakia now entered the list of coun-
tries with negative yields, while bonds 
of the Czech Republic, Slovenia and the 
Baltic countries are very close to zero. 
In the CESEE region, we observe coun-
tries with still relatively high yields like 
Hungary and Poland, while negative 
yields are spreading especially to the 
euro area countries in Central and East-
ern Europe.

Given that Austrian banks and their 
subsidiaries have large holdings of 
Czech government bonds, the latter’s 
approaching zero yields (0.05% for a 
maturity of one year) is of particular in-
terest from Austria’s financial market 
perspective, as this puts pressure on in-
terest income. 

Growth in mortgage 
loans is picking up 

against the 
backdrop of buoyant 

property prices
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Box 4

Have Austrian CESEE subsidiaries’ loan­to­deposit ratios at the onset of the 
financial crisis affected subsequent lending and deposit gathering?

After the aggregate loan-to-deposit ratio (LDR) of Austrian CESEE subsidiaries peaked at the 
beginning of 2009, it experienced a sharp and continuous fall. This trend, however, masks 
major variations in the subsidiaries’ underlying lending to and deposit gathering from custom-
ers. This box examines whether a subsidiary’s initial LDR helps explain these variations. More-
over, it looks at the loan and deposit developments at the host country level at the height of 
the crisis and during a transition phase, when intra-group liquidity transfers were substituted 
by local deposits (as envisaged by the Austrian supervisory Sustainability Package).

First, the change in each subsidiary’s gross loan volume since the start of the financial 
crisis­(Q4/2008)­is­plotted­against­its­initial­LDR­(chart 1).1 The line of best fit shows a nega-
tive relationship between these two variables. In addition, the unweighted average change in 
loans among subsidiaries with LDRs below 150% was +48% (Q4/2008–Q4/2015), while it 
was negative for subsidiaries with LDRs above 150% (–11%). This is of particular interest for 
high-LDR subsidiaries, as many of them reined in their lending (or reduced their NPL portfo-
lios). They did so partly to adjust their business models and reduce large local funding gaps, 
which were seen as a vulnerability following the outbreak of the crisis. Meanwhile, subsidiaries 
with low LDRs and sustainable funding levels seem to have been more willing and able to lend. 

Second, banks can also lower their LDR by strengthening their deposit base, but this 
 additional lever is less directly controlled by financial intermediaries. In analogy to the above, 
chart 2­shows­a­positive­relationship­between­subsidiaries’­initial­LDR­and­their­subsequent­
deposit growth. Again, high-LDR subsidiaries made a particular effort to close their local fund-
ing gap and reduce their often high dependence on parent funding, while low-LDR subsidiaries 
seem to have felt less pressure to collect further deposits. The unweighted average growth in 
deposits (over the entire period under review) was 90% for high-LDR versus 51% for low-LDR 
subsidiaries. 

1 The sample of 53 Austrian CESEE banking subsidiaries in this box comprises only those that operated continuously 
from 2009 to 2015. In order to estimate lending behavior, changes in gross retail loans are analyzed (i.e. before 
 provisioning, which is considered to be exogenously driven).
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These two findings are mutually reinforcing, since a subsidiary’s initial LDR bears similar 
impact strength on its lending as well as on its deposit gathering: high LDRs at the outbreak 
of the financial crisis made affected subsidiaries proactively close local funding gaps by both 
limiting lending and strengthening the deposit base. Lower LDR levels, in contrast, allowed 
subsidiaries to meet re-emerging credit demand more freely and hence to support nascent 
economic recoveries.

Finally, the drop of the aggregate LDR of 
Austrian CESEE subsidiaries can be analyzed 
over two distinct periods: the height of the 
crisis in 2009/2010 and the subsequent tran-
sition to a new post-crisis equilibrium with 
lower­LDRs­and­higher­local­funding­(chart 3).­
At first glance, aggregate net loan growth2 
was low and almost zero for the latter years, 
but aggregate deposit growth was strong and 
gained in momentum. The regional rebalanc-
ing of business models therefore occurred 
mostly on the funding side, while disorderly 
deleveraging was avoided. A more granular 
analysis at the CESEE country level reveals 
that while deposit growth was broad based, 
growth in net loans was more heterogeneous. 
This was caused by diverging macroeconomic 
developments affecting loan demand and 
provisioning needs, as well as  idiosyncratic 
shocks (e.g. national policy actions).

2 This analysis looks at net loans (after provisioning) given that it is not so much the lending behavior, as the factors 
­aff­ecting­the­LDR­(which­is­calculated­as­net­loans­to­deposits­from­customers)­that­are­in­focus.­

Change in deposits in % (2009–2015)

350

300

250

200

150

100

50

0

–50

–100

Change in deposits versus initial loan-to-deposit ratio

Chart 2

Source: OeNB. 

Note: The regression coefficient is significant at the 0.05 level.

Each dot represents one Austrian banking subsidiary in CESEE Line of best fit

0 200 400 600 800

Loan-to-deposit ratio, % (Q4 08)

EUR billion

8

6

4

2

0

–2

–4

Net loan and deposit growth periods
of Austrian subsidiaries in CESEE

Chart 3

Source: OeNB. 

CZ HR RO SK
SI HU Rest Aggregate

2009–2010 2011–2015 2009–2010 2011–2015
Average annual
change in loans

 Average annual
change in deposits



Austrian financial intermediaries: adaptation process continues in the financial sector

FINANCIAL STABILITY REPORT 31 – JUNE 2016  55

Risks in mortgage lending need to be 
monitored
The financing of residential real  estate 
exhibits increasing risks in the face of 
rising property prices, housing de-
mand and mortgage lending, while 
the level of risks remains by and large 
muted. As mentioned in the previ-
ous section, growth rates of prop-
erty prices picked up again in the sec-
ond half of 2015. The acceleration was 
more pronounced in the rest of Austria 
than in Vienna. Such buoyant prop-
erty prices should however be seen 
against the backdrop of anemic prop-
erty markets before the  financial crisis. 

Demand for real estate as a form 
of saving and investment has remained 
strong compared to demand for other 
products, such as bank deposits and 
life insurance policies, particularly in 
light of low and constantly decreas-
ing interest rates. Debt financing has 
become more important, too, as indi-
cated by increasing mortgage growth 
rates. While yearly growth of hous-
ing loans averaged 3.0% from 2009 to 
2015, housing loans expanded by 4.9% 
year on year in April 2016. This is the 
strongest growth rate since the end of 
2008. Nominal pre-crisis growth rates 
of housing loans were considerably 
higher than recent ones; average yearly 
growth amounted to 8.1% from 2005 
to 2008.5

All in all, the recent developments 
of key indicators warrant heightened 
caution. Against this backdrop, the 
 Financial Market Stability Board has, 
upon the OeNB’s initiative, issued the 
advice to the Minister of Finance to 
 initiate the extension of the macro-

prudential toolkit by providing for the 
 possibility of imposing limits on the 
LTV ratio, the DTI ratio and the DSTI 
ratio in new real estate lending.

External assessments confirm 
banks’ resilience, but further 
 enhancements are needed

The most recent international reviews 
(the IMF’s 2015 Article IV consultation 
and an in-depth review under the Euro-
pean Commission’s Macroeconomic 
Imbalance Procedure in 2016) broadly 
coincide in their assessment of the 
 Austrian banking system regarding its 
comparatively low capitalization by 
 international standards, its subdued 
profit outlook and the risks related to 
its CESEE exposure and foreign cur-
rency lending. Besides, it is noted that 
the low interest rate environment is 
putting pressure on banks’ interest 
margins. Moreover, market intelli-
gence reveals that developments around 
HETA have led to investor uncertainty, 
in particular about some Austrian 
banks. This contributed to elevated 
funding spreads, which are detrimental 
to banks’ profitability and capital gen-
eration capacity. 

In early 2016, Austria was subject 
to its first ever in-depth review under 
the Macroeconomic Imbalance Pro-
cedure of the European Commission. 
The review focused inter alia on the 
risks emanating from the Austrian fi-
nancial sector’s large foreign expo-
sure and the potential impact on credit 
 supply. The results of the country re-
port6 were published as a Commission 
staff working document. Based on this 
report, the Commission concluded that 

5  However, if the upward bias due to the strong growth of ( foreign currency) bullet loans and inflation rates are 
taken into account, pre-crisis growth rates are at the level of current growth rates.

6  See http://ec.europa.eu/europe2020/pdf/csr2016/cr2016_austria_en.pdf.
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Austria was not experiencing macro-
economic imbalances.7 While finding 
the domestic banking sector to be re-
silient, the report highlighted some key 
challenges, in particular the below- 
average capitalization, the low prof-

itability and the weak loan portfolio 
quality of the subsidiaries in CESEE. 
In addition, foreign currency lending 
in Austria and CESEE continues to be 
a risk factor. According to the report, 
credit demand rather than supply has 

Box 5

Single Resolution Board fully operational since January 1, 2016

In response to the financial crisis that had started in 2008, the European Commission called 
for a European banking union to improve the soundness of and confidence in the banking 
sector. One of its three pillars is the Single Resolution Mechanism, which divides tasks and 
responsibilities between the competent institutions at the European and at the national level. 

At the European level, the Single Resolution Board (SRB) is responsible for those banks 
that are directly supervised by the ECB, operate as cross-border banking groups within the 
euro­area­or­draw­funds­from­the­Single­Resolution­Fund­(SRF).­On­January­1,­2016,­the­SRB­
took direct responsibility for resolution matters related to ten Austrian banks: Erste Group 
Bank  AG,­ Raiffeisen­ Zentralbank­ Österreich­ AG,­ Raiffeisenlandesbank­ Niederösterreich-­
Wien  AG,­ Raiffeisenlandesbank­ Oberösterreich­ AG,­ Volksbank­ Wien­ AG,­ BAWAG  P.S.K.,­
Sberbank­Europe AG,­VTB­Bank­(Austria)­AG,­HYPO­Group­Alpe­Adria­AG­and­Bausparkasse­
Wüstenrot AG.­In­addition,­UniCredit­Bank­Austria­AG­is­covered­by­the­SRB­via­its­Italian­
parent company. The new resolution regime has a strong precautionary character, as it 
 includes the preparation of resolution plans, the definition of common rules designed to 
 prepare banks for their potential resolution and the provision of a common framework to 
manage the process of winding down banks. To be precise, resolution plans will be prepared 
by internal resolution teams that include representatives of the SRB and the competent 
 national resolution authority (NRA). In Austria, the Financial Market Authority (FMA) fulfills 
the role of NRA, and all Austrian non-SRB banks will remain under its full responsibility. 

The purpose of the SRB is to ensure the orderly resolution of failing banks, while minimiz-
ing the impact on public finances and on the real economy. The SRB’s key tasks include the 
establishment of a credible and feasible resolution regime, the adoption and implementation 
of resolution schemes and the management of the SRF. Importantly, the SRB triggers the 
 resolution of a failing bank in its direct responsibility, i.e. it decides whether and when to place 
a bank into resolution, decides about restructuring measures and sets out the resolution 
scheme. The latter is a framework for the use of resolution tools and the SRF, when a failing 
bank is being wound down. Under the supervision of the SRB, the FMA will be in charge of 
executing the resolution scheme. The SRB will monitor the execution at the national level 
and – should an NRA not comply with its decision – directly address executive orders to the 
 troubled bank.

Finally, the SRF, which has been set up under the control of the SRB, can make funding 
support available during a bank’s resolution on the condition that at least 8% of that bank’s 
total liabilities have been bailed in. The resolution of banks which are not under the SRB’s 
 direct responsibility, but have requested funding from the SRF will be transferred from the 
national to the European level. Starting in 2016, the SRF will be built up over an eight-year 
period with contributions from the banking sector. At the end of this transition period, the 
 total target size of the SRF will be at least 1% of the amount of covered deposits of all credit 
institutions in the Member States participating in banking union (the target is currently 
­estimated­at­EUR 55­billion).­

7  See http://europa.eu/rapid/press-release_IP-16-591_en.htm.
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been the major driver of low credit 
growth in Austria. Another key finding 
was that the restructuring of the Aus-
trian banking sector has reached a point 
where it can advance without additional 
public support. Regulatory and macro-
prudential requirements at the EU and 
national level have reduced the risk of 
negative spillovers to public finances. 
In this respect, the macroprudential 
measures – the systemic risk buffer, the 
Sustainability Package as well as several 
measures addressing foreign currency 
lending in Austria and CESEE – have 
strengthened the risk-bearing capacity 
and resilience of the Austrian banking 
sector and improved the local funding 
base and asset quality of operations in 
CESEE. 

The IMF acknowledged in its 2015 
Article  IV consultation8 the progress 
made by Austria in revamping the 
 regulatory and supervisory framework 
in line with the implementation of the 
EU banking union. Furthermore, the 
considerable progress which has been 
made in the resolution of nationalized 
banks was noted. While large Aus-
trian banks are changing their business 
model by focusing more on core mar-
kets and improving efficiency, the IMF 
nevertheless underlined the need for 
additional measures. A case in point 
are banks’ capital cushions, which have 
been strengthened but remain low 
relative to their peers. Furthermore, 
cross-border exposures to CESEE and 
loans denominated in Swiss franc re-
main a source of risks for Austrian 
banks. This means that the supervisory 
authorities will have to monitor and 
reassess large banks’ capitalization and 

to stand ready to implement additional 
measures if needed. Moreover, extend-
ing the macroeconomic toolkit by real 
estate-specific instruments would limit 
risks to banks’ asset portfolios if real 
estate price bubbles were to emerge.

Investment performance poses a 
challenge to the insurance sector 
in a prolonged period of low 
 interest rates
Low interest rates and weak macroeco-
nomic growth remain the key risks for 
the insurance sector: while in 2015 the 
aggregate return on investment of 
 Austrian insurance companies was 
3.7%, today an increased reinvestment 
risk can be observed, as assets with a 
long duration are now generating much 
lower returns than in the past. The  
 introduction of Solvency  II, which en-
tered into force this year, and the re-
lated higher capital requirement for 
long-term guarantees are a further 
challenge for the insurance sector and 
will also influence its investment allo-
cation. There is a high incentive for in-
surance companies to switch new busi-
ness away from “classical” life insurance 
policies to unit-linked9 and fee-based 
products; a move some Austrian com-
panies have already made. But given the 
transition period of up to 16 years 
 under Solvency  II, it will take some 
time to observe the full impact of such 
a shift.

Chart  30 displays investment re-
turns at the (solo) life insurance level, 
which are rather heterogeneous. A re-
markable overall decrease can be ob-
served since 2004, although the me-
dian rate of return in 2014 was still 

8  The IMF carries out bilateral consultations with member countries regarding economic and financial develop-
ments as required under Article IV of its Articles of Agreement, usually on an annual basis.  
See http://www.imf.org/external/np/sec/pr/2016/pr1658.htm.

9  A unit-linked insurance plan combines insurance with investment. A part of the premium paid is utilized to 
 provide insurance coverage to the policyholder, while the remaining portion is invested in mutual funds; typically 
no interest rate guarantee is given by the insurance company.
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Box 6

Prevention of money laundering and terror financing in Austria

In Austria, the Financial Market Authority (FMA) is responsible for the (micro)prudential and 
conduct supervision of financial institutions and their compliance with the relevant regulatory 
laws and regulations. These include provisions for the prevention of money laundering (i.e. 
 anti-money laundering – AML) and combating the financing of terrorism (CFT). As a follow-up 
to the Financial Action Task Force’s (FATF) mutual evaluation of Austria in 2008, a compre-
hensive package of measures was agreed in 2010. Among other things, a specialist AML/CFT 
division­was­established­at­the­FMA­with­effect­from­January 1,­2011.­Austria­thus­strength-
ened its commitment to effectively monitoring and enforcing financial institutions’ AML/CFT 
efforts and to helping enhance the Austrian financial market’s capacity to ward off money 
laundering and the financing of terrorism.

The AML/CFT division’s core tasks include implementing on-site measures, conducting 
investigation proceedings and administrative proceedings to restore legal compliance as well 
as processing legal requests. The division is involved in policy formulation at the national and 
European level and represents Austria in various international bodies.

In its AML/CFT supervision, the FMA applies a risk-based approach to account for the 
money laundering and terrorist financing risks present in individual sectors and firms. In the 
past two years, the AML/CFT division has extended its on-site measures to include foreign 
subsidiaries and branches of Austrian financial institutions. On-site supervision entails testing 
and assessing the quality of the AML/CFT systems in place as well as their adequate applica-
tion and efficiency in light of the institution’s money laundering and terrorist financing risks. In 
the event of violations, the FMA instructs the institution to remedy the deficiencies. It may 
subsequently impose sanctions, which in the past ranged from the reorganization of banks’ 
executive boards to the imposition of fines against directors.

In April 2016, the leak of the so-called Panama Papers triggered immediate on-site 
 measures. In addition, off-site investigation proceedings were initiated to increase market 
transparency and thus contribute to further strengthening financial stability in Austria.
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slightly above the average guaranteed 
interest rate for the stock of life insur-
ance policies. Nevertheless, insurance 
companies need to further adjust to 
this challenging environment and re-
consider their investment strategies. 
From a macroprudential perspective, it 
is crucial to closely monitor investment 
portfolios to detect a potential shift to 
riskier assets at an early stage.

The net asset value of Austrian mu-
tual funds reached EUR  168 billion 
at the end of 2015, which is as high as 
the value recorded at the end of 2006. 
The Austrian mutual fund industry has 
 developed in line with the European 

market, where considerable growth 
was observable over the last years. 
Risks related to mutual funds may 
arise from their combined leverage and 
 liquidity risk; leverage amplifies po-
tential vulnerabilities that may surface 
when many investors simultaneously at-
tempt to withdraw their money. Funds 
would then be forced to sell their as-
sets, which may lead to a deterioration 
in prices and start a downward spiral. 
To address such risks, additional mac-
roprudential instruments could be con-
sidered and become part of the macro-
prudential toolbox.

Austrian mutual 
funds have reached 
their pre-crisis 
volume
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Monitoring asset prices and evaluating 
associated risks that may arise are a 
core concern of central banks world-
wide, including the OeNB, since finan-
cial crises that involve real estate booms 
and busts have been shown to be partic-
ularly severe. 

In this study, we employ newly 
available microdata of the second wave 
of the Eurosystem Household Finance 
and Consumption Survey (HFCS) for 
Austria to construct a house price in-
dex to analyze households’ financial 
 resilience to possible price shocks in 
real estate markets. 

Real estate holdings are by far the 
most important asset of Austrian house-
holds. The largest part of real estate 
holdings in households’ portfolios are 

their main residences. In 2014, about 
47.7% of households were owner-occu-
piers, and the value of their main resi-
dences amounted to more than half of 
their total gross wealth. About 15% of 
households hold mortgage debt, using 
their main residence as collateral. 

The two available house price indi-
ces for Austria suggest that the change 
in real estate prices has been very 
strong in some segments of the real 
 estate market. In the period from 2010 
to 2014, the joint house price index of 
the Technische Universität Wien (TU) 
and the OeNB increased by 26.7% and 
the one recently published by Statistics 
Austria climbed by 24.1%.

A number of recent OeNB studies 
have discussed the importance of hous-
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ing wealth and house price develop-
ments for the transmission of monetary 
policy, financial stability, consumption 
and the economy as a whole (see e.g. 
Fessler et al., 2009; Albacete and 
 Wagner, 2009; Fessler et al., 2010; 
 Albacete and Fessler 2010; Albacete 
et al., 2012a; Albacete et al., 2014; 
 Albacete and Lindner, 2013). The con-
tribution of this study is that we exam-
ine house price developments at the mi-
cro level to investigate the direct link 
between such developments and finan-
cial stability and assess the possible 
risks to the Austrian banking system 
stemming from the house price in-
creases observed recently.

For households that finance their 
house purchases by loans or mortgages, 
adverse price shocks may be especially 
critical if they buy their house during a 
price boom that turns out to be unsus-
tainable. If house prices decrease 
sharply, the mortgages of such house-
holds might easily become “under-
water,” i.e. the households’ mortgage 
debt exceeds the value of the property. 
However, only once a large share of in-
debted households is unable to service 
their debt, this translates into risks to 
financial stability. If households default 
and real estate needs to be (fire) sold to 
pay back debt, the resulting loss given 
default (LGD) might turn out to be 
substantial if the debt exceeds the sell-
ing price of the collateral. LGD is the 
amount in percent of total debt which 
cannot be recovered by the bank in case 
of a borrower’s default. Similar devel-
opments had dramatic consequences in 
the U.S.A. and Spain in the late 2000s.

The remainder of this study is orga-
nized as follows. In section 1, we dis-
cuss the theoretical background of 
house price indices in a comprehensible 
way. Section 2 presents data back-
ground and our contribution in terms 
of the analysis of property price devel-

opments. It includes a short data de-
scription (2.1) and the main definitions 
of our micro-based house price index as 
well as comparisons with other prop-
erty price indices (2.2). Subsection 2.3 
deals with the distribution of property 
price changes and subsection 2.4 with 
house prices in the long run. Section 3 
delivers the assessment of risks to finan-
cial stability stemming from possible 
house price shocks. In section 4, we 
conclude and provide a general assess-
ment, including policy advice with 
 regard to the Austrian housing market.

1  Theoretical background on 
house price indices

A transacted price is a quantity of pay-
ment per unit of a good. The payment 
is delivered by a person or another en-
tity in exchange for a good or a service. 
Usually, prices are measured in some 
monetary unit representing a quantity 
of goods and services that could be 
bought at a specific moment in time. 
Without a payment, i.e. a transaction, 
such a price does not exist and there-
fore it can neither be observed nor mea-
sured. Note that we restrict our discus-
sion to prices which directly relate to 
an exchange of goods and/or services as 
well as their change over time. We do 
not talk about offering or any other 
prices which do not directly relate to an 
exchange of goods and/or services. In 
short, the number on a price tag in a 
supermarket is not a price; rather, the 
amount that you actually pay at the 
counter is the price.

In classical general equilibrium the-
ory, the pricing problem is solved by 
the “auctioneer paradigm,” which pro-
vides economic theory with a so-called 
market-clearing price vector which 
equilibrates supply and demand. All 
goods are priced in a way that markets 
are cleared. Trade and payments only 
occur given these prices and are by 
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definition always related to an exchange 
of goods and services. 

In reality we do not observe such a 
price vector for all goods and services 
at any point in time. Many goods and 
services are not traded for a long time, 
some are never traded at all, and with-
out an exchange of a good and a corre-
sponding payment, we do not observe 
a price. Some goods and services are 
traded at the same time but at differ-
ent prices. One famous example from 
the stock market is the so-called Royal 
Dutch Shell puzzle. See Lamont and 
Thaler (2003) for a number of such 
 violations of the law of one price in 
 financial markets. In general, the law of 
one price only holds under very specific 
circumstances as products are often 
spatially differentiated (Rogoff, 1996). 

Nevertheless, fictional prices play 
an important role in our daily life and 
the economy as a whole. If we cannot 
observe a transaction, we wonder 
“what would be the price if I paid some-
body to repair my car?” or “what would 
be the price if I sold my old stereo set?” 
Quite often, decisions in our daily life 
are based on guessing possible prices 
and costs. This problem of “measuring” 
a price which does not exist in reality 
cumulates once we try to measure 
price developments over time to con-
struct price indices.

A price index is constructed by ob-
serving a series of prices (transactions) 
referring to a basket of the same set of 
goods or services over time. However, 
in reality, neither will transactions 
 occur for all goods and services in such 
a basket at all points in time nor will the 
goods and services stay the same. Some 
may change, some may cease to exist, 
some new ones may emerge.  Often a 
good or service consists of a bundle of 
circumstances directly and indirectly 
connected to the possible  occurrence 
and value of a transaction payment.

Real attempts to construct price in-
dices have to deal with such problems 
and try to account for such changes 
over time using a variety of statistical 
methods. There must be adjustments 
for quality improvements to existing 
products, product attrition and new 
products as well as for prices not 
 observable by proxying such missing 
observations by “similar” observed 
transactions in the time-good contin-
uum – quite similarly to “guessing” 
non-existent, non-observable prices in 
real life. 

When it comes to devising house 
price indices, these problems are quite 
substantial. Houses are traded rather 
rarely; sometimes it takes years, de-
cades or even generations until a house 
is sold again. A house may be demol-
ished and rebuilt or changed in a way 
that it cannot be considered the same 
object when it is sold again and a price 
change can be observed. In an interna-
tional comparison the share of own-
er-occupiers is rather low. People often 
live their whole lives in the house they 
have built; houses are also passed on to 
the next generation without the occur-
rence of an observable price. Actually, 
almost one-third of owner-occupiers in 
Austria live in houses they have inher-
ited (Fessler et al., 2016). We do not 
observe this phenomenon to that extent 
in many other  countries. In the U.S.A., 
for instance, people tend to move more 
often and therefore far more transac-
tion prices are observable. That is the 
reason why the Case-Shiller house 
price index is able to sample all avail-
able and relevant transaction data to 
create matched sale pairs for pre-exist-
ing houses. It explicitly does not sample 
sale prices of new constructions, as, ob-
viously, no price change is observed 
(see S&P/Case-Shiller, 2015). In Austria, 
such a purist approach is not feasible, as 
the share of overall houses that have 
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been the object of transactions and the 
share of observable prices are too small. 
In addition, no data source exists which 
would  accurately track such prices. 
Therefore, methods are used to observe 
prices of “similar” objects in the time-
good continuum and use them as prox-
ies for  unobserved real price changes. 
Such an approach is complex and comes 
with serious caveats: finding objects 
“similar” to homes is difficult, as all ob-
jects are differentiated by location – 
and  location matters. See Hill (2013) 
for an extensive survey on hedonic 
price  indices.

Also, the variety of objects is rather 
large in Austria. If an object is not 
traded, no transaction will take place 
and therefore no price will exist; in 
such cases, it is difficult to find similar 
objects in terms of location, size, neigh-
borhood and all the other characteris-
tics which may influence transaction 
prices. In the end, one has to work with 
rather crude estimates trying to guess 
unobserved price changes using sophis-
ticated statistical methods. 

To summarize, if no repeated trans-
actions of the same house is observed 
(exists) to construct a price index, it is 
necessary to observe prices of existing 
transactions of different houses at dif-
ferent points in time and to try to iden-
tify similar houses to construct a price 
index. 

In the case of our micro-based ap-
proach we do not have the problem of 
finding similar houses as we always 
have information on the same house at 
two points in time. Our primary objec-

tive is however not the construction of 
a house price index but a micro-based 
analysis of household vulnerability. 

2  A survey­based residential 
property price index

2.1 Data
We use the second wave of the Austrian 
HFCS, which was conducted in 2014 
and 2015. The HFCS is a euro area- 
wide project coordinated by the Euro-
pean Central Bank (ECB).2 The OeNB 
is responsible for conducting the survey 
in Austria. HFCS data provide detailed 
information on the entire balance sheet 
as well as several socioeconomic and 
sociodemographic characteristics of 
households in the euro area. In particu-
lar, the survey provides information on 
the wealth held in various forms of real 
estate property (households’ main resi-
dence, other real estate). Additionally 
to the estimated (fictional3) market 
price of a particular property at the 
time of the interview, the survey also 
collects information about the value of 
each property at the time of the trans-
action, i.e. at the time the household 
became the owner of this property. 

Homeowners within the represen-
tative sample of Austrian households 
(in 2014) were asked what the price of 
their house or apartment (henceforth 
house) was at the time of acquisition. 
This information can be expected to be 
of good quality as most owners know 
quite accurately what they paid. More-
over a transaction  really took place.4 
Homeowners tend to know best what 
the true costs were, especially if many 

2  The first wave of the HFCS in Austria was conducted in 2010 and 2011. It is envisaged that this survey is 
 conducted about every three years. The HFCS in Austria has no panel component.

3  “Fictional” in that no transaction takes place and therefore no price exists; not “ fictional” in that it is self- 
assessed, i.e. estimated by the respondent.

4  Also in the case of an inheritance the person who inherited may be best informed about the actual price (in this 
case fictional market price), even though no market transaction takes place.
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different contractors were involved in 
building the house, if the household 
partly built it on their own instead of 
just purchasing a finished house. Of 
course, the price information will 
likely be more precise for recent years 
than for transactions which took place a 
very long time ago; but given that such 
large transactions take place rather 
rarely in most owners’ lives, they tend 
to remember them well. As long as 
the house price is unbiased in expec-
tation over all households, households’ 
problems recalling the  exact price will 
only increase variance but will not af-
fect the value itself. Additionally, as the 
price of a property  depends heavily on 
its location, changes to a property may 
in a lot of cases have little impact on 
the overall valuation in the long term. 
The second point in time for which 
we have information on the value is 
the time of the interview (2014). We 
asked the owner to estimate the price 
they could sell the house for. This is a 
fictional price as no transaction takes 
place and no trans action price exists. 
We also have a large amount of other 
information on the house, which allows 
us to estimate  values using actual trans-
action prices of similar houses, simi-
larly to the way price indices are cal-
culated. Such plausibility checks lead 
to very similar  results for house price 
distributions. However, the literature 
shows that houses are very different 
from each other and that even within 
a small neighborhood price differences 
can be very large for numerous differ-
ent reasons; therefore, if the goal is to 
estimate prices at the object level, di-
rect information from owners is more 
reliable than residential house price es-
timates using statistical models. That is 
especially obvious in cases like Austria, 
where transaction price data are rather 
scarce. 

Bucks and Pence (2006) assess the 
ability of respondents to report the 
value of real estate and find (page 1)

“… that most homeowners appear 
to report their house values and broad 
mortgage terms reasonably accurately.”

Also Bucchianeri and Miron-Shatz 
(2010, page 11) conclude that there is a 
“significant association” between re-
ported values and market prices. Fur-
thermore, Kiel and Zabel (1999, 
page 1) show that although the average 
owner overvalues their house by about 
5%, the use of owners’ valuations “will 
result in accurate estimates of house 
price indexes and will provide reliable 
estimates of the prices of house and 
neighborhood characteristics” because 
differences between sale prices and 
owners’ valuations are not related to 
particular characteristics of the house 
or the occupants. Benítez-Silva et al. 
(2009) also show reasonable slightly 
overestimated self-assessed values and 
find them to be especially accurate for 
difficult economic times.

Furthermore, as our primary objec-
tive is to analyze vulnerability at the 
household level, our focus is on obtain-
ing reliable estimates of house price 
changes at the level of the individual 
house and household. 

Therefore we use the information 
on the transaction price and the self-as-
sessed fictional market prices provided 
by the owner at the time of the inter-
view to calculate the change of the 
house price. Put simply, compared to 
hedonic price indices that means that 
instead of guessing which houses of a 
number of different houses are similar 
(by controlling for a potentially large 
set of characteristics of the property) to 
combine two prices, we use the same 
house and ask the owner to estimate its 
current market price. In the case of 
 hedonic models, by contrast, the 
matching of similar houses does not 
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take place explicitly but rather implic-
itly through the functional form of the 
regression, where in the simplest case 
of a time-dummy method all houses are 
implicitly assumed to stay the same 
over the years. Both matching and re-
gression with controls are valid under 
the same identifying assumption of 
conditional independence. 

In section 3 of this study, we com-
bine the past behavior of property 
prices with Austrian households’ debt 
levels and debt sustainability. In the 
HFCS, various different forms of debt, 
i.e. mortgage and nonmortgage as well 
as debt from family and friends, are 
 recorded. Nonmortgage debt includes 
all possible forms of consumer loans as 
well as credit card debt and overdrafts 
in sight accounts. We define the house-
hold’s total stock of debt as the out-
standing amount of all liabilities held at 
the time of the interview. To assess the 
risk stemming from household debt, 
the asset side and income also need to 
be taken into account appropriately. 
The HFCS provides detailed informa-
tion on each of these aspects (for a com-
plete account of the entire balance sheet 
of a household see Fessler et al., 2016). 
The results reported in the present 
 paper pertain only to households resi-
dent in Austria. All estimates are calcu-
lated using the final household weights 
and taking into account the survey’s 
multiple imputations provided by the 
data producer (see chapter 5 in  Albacete 
et al. (2016) for a detailed description 
of the multiple imputation procedure in 
Austria). Of the total of 2,997 house-
holds in the net sample, 891 are home-
owners without any outstanding mort-
gages5 taken out for the acquisition of 

their home and 393 are homeowners 
with at least one outstanding mortgage 
taken out for the acquisition of their 
home. Concerning other-than-main 
residence real estate, 284 are owners of 
other properties without any outstand-
ing mortgage taken out for the acquisi-
tion of these properties and 42 are 
owners of other properties with at least 
one outstanding mortgage taken out for 
the acquisition of at least one other 
property.

The overall methodology of the 
 second HFCS wave 2014 follows – with 
some improvements – that of the first 
HFCS wave (2010) and is documented 
in Albacete et al. (2016).6

2.2  Construction of the indicator for 
residential property price 
changes

We analyze the housing market in two 
subsets. First, we focus on the set of 
household main residences (HMRs), 
which are by far the most important 
 asset class and represent all main res-
idences of households in Austria. Sec-
ond, we focus on the set of most im-
portant other properties (HMOPs). 
This set consists of the most valuable 
property that households own apart 
from their main residence. Note that 
the set of owners is therefore differ-
ent from the first subset. While the 
first subset includes all households that 
own their main residence, the second 
set includes all households that own any 
other real estate regardless of whether 
they own their main residence. The 
second subset is quantitatively less im-
portant in households’ asset portfolio 
structure, but provides some account 
of the behavior of property prices of 

5  The HFCS collects only information on outstanding liabilities but not information on mortgages that were used to 
finance real estate and have already been fully repaid.

6  An extensive methodological documentation of the first wave of the euro area HFCS can be found in ECB (2013). 
Additionally, similar documentation is planned to be published for the second wave.
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objects which are used by their owners 
for purposes other than as their main 
residence (most notably for investment 
and income-generation purposes but 
also for recreational purposes). Note 
that we exclude business ownership- 
related commercial uses of real estate 
that arise when a household owns busi-
nesses which own real estate. These are 
subsumed under business assets and not 
under real estate property of house-
holds. Most prominently, this catego-
rization excludes farmers’ real estate, 
which is by definition also counted as 
business assets. 

Let us denote owner households by  
i = 1,2, … I and years by t. The (esti-
mated) prices of the owners’ main resi-
dence or, analogously, of the most im-
portant other property of owner i at 
time t are denoted by Pit. We observe a 
price for each property of owner i at 
two points in time: at the point it was 
acquired (Pit ) and in 2014 (PiT). While 
the first term is the reported transac-
tion price, the second term is the self- 
assessed (fictional) market price. As a 
first step, we can construct the average 
of reported transaction prices over 
time, which we call the HFCS average 
transaction index:

ATIt = it∑ Pit
nt

,

  

(1)

where nt is the number of houses for 
which transaction prices are actu-
ally observed in year t, which are all 
the  values homeowners report for the 
time they acquired their main resi-
dence.  Using appropriate weighting, 
this implies that overall, the resulting 
time  series is representative of the dy-
namics of the prices of all houses in 
Austria currently in use as a household 
main residence. This approach does not 
use any self-assessed (fictional) market 
prices but relies exclusively on the in-

formation reported about actual past 
transactions. At the same time, once 
regarded as a “price index,” the ATI is 
closer to indices using transaction in-
formation without being able to match 
houses, as it does not refer to changes 
in the price of the same objects but re-
ports only changes in the transaction 
price level over time. 

In a next step, we exploit the price 
information on the same houses over 
time and use the estimated market 
value in 2014. The easiest and most 
straightforward way to construct a 
price index is to use a simple ratio be-
tween the mean of the prices of houses 
acquired at a specific point in time in 
the past and the mean of the estimated 
market value of the same houses in 
2014. This method is also applied in 
Mathä et al. (2014), who use the first 
wave of the HFCS and data for all euro 
area countries. The resulting index is 
then given as

HVAt = ATIt
i∈Nt
∑ PiT
nt

⎛

⎝

⎜⎜⎜⎜⎜⎜

⎞

⎠

⎟⎟⎟⎟⎟⎟⎟

−1

,

  

(2)

where Nt is the set of houses for which 
transactions actually took place in year 
t. We call this index the HFCS housing 
value appreciation (HVA) index. 

Chart 1 shows both resulting time 
series based on our data as well as the 
residential property price indices avail-
able in Austria. Note that the levels 
shown in chart 1 are not comparable. 
The ATI delivers a simple average of 
 reported transaction prices in euro 
(right-hand scale). The HVA is a mea-
sure of past average transaction prices 
as a share of the estimated current mar-
ket price, which we show directly as a 
percentage in chart 1. The micro-based 
indices are plotted as five-year moving 
averages, as on average only about 30 
observations (for recent decades, i.e. 
since 1980) underlie each single year. 
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For interpretational reasons we did not 
rescale it to be 100 in 2014 like all the 
other property price indices shown.

The TU/OeNB index shows an 
 increase of about 27% for the period 
2010 to 2014, followed by the Sta-
tistics Austria HPI (24%), the HFCS 
ATI (16%) and the Statistics Austria 
OOH PI (13%), while the HFCS HVA 
is rather flat at 3%. Note again that by 
construction of the HVA, that implies a 
very steep price increase of about 16% 
for its last observation (HVA roughly 
equals 86%). The fact that it remains 
rather flat at the end of the time series 
reflects owners who purchased their 
house in the last few years all estimat-
ing current prices, which are on aver-
age 16% to 20% higher than the value 
at purchase, no matter if the purchase 
happened only one year or a few years 
ago (see caveats at the end of the para-
graph). As expected, the HFCS ATI 
 index matches the available property 
price indices quite well. Its path is close 
to the steep increase measured by the 
property price indices available for 
Austria (see box 1), of which the index 
best comparable to the HFCS ATI  index 

might be Statistics Austria’s OOH PI. 
The latter also covers only owner-oc-
cupied housing (OOH PI) similar to 
our indices, which are based on main 
residences only.

The increase in the prices of own-
er-occupied housing was less pro-
nounced than the overall increase in 
the prices of private properties. Fur-
thermore, the HFCS average transac-
tion index also matches the increases in 
the TU/OeNB property price index 
fairly well in the period from 2000 to 
2010. For more recent years, the HFCS 
average transaction index is slightly be-
low the TU/OeNB property index, 
which may reflect the fact that it covers 
only households’ main residences. The 
TU/OeNB index also includes all other 
noncommercial real estate not used as 
main residence, specifically also those 
belonging to owners living outside 
Austria. This matters especially for 
 Vienna, as the index also includes trans-
actions related to very wealthy nonresi-
dents buying real estate for investment 
reasons. The flight to safety witnessed 
since the economic and financial crisis 
of 2008–09 has led to a strong increase 
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in demand at the high end of the real 
estate market, which has driven up the 
mean considerably. 

Note some caveats of the self-re-
porting approach with regard to cur-
rent prices. Firstly, households might 
give too much weight to the actual 
building compared to the land it is 
 attached to. That might explain part of 
the overestimation generally observed 
in the literature. Secondly, self-report-
ing might be especially problematic for 

houses purchased very recently as own-
ers might severely underestimate the 
speed of devaluation once a house is 
used. Thirdly, owners may at the same 
time overestimate the universality of 
their own taste and preferences. The 
latter two points might lead to an 
 additional overvaluation of current 
prices for houses recently purchased. 
Fourthly, the intensity of observing the 
market might also affect subjective esti-
mates of current prices. 

Box

Residential property price indices for Austria

TU/OeNB 
The TU/OeNB residential property price indices use data provided by a private real estate 
company which cover roughly 80,000 transaction prices for each year. State-of-the-art  hedonic 
regressions to adjust for quality changes are applied. There are different models for different 
object categories (e.g. new and resale apartments, single-family houses). Some of the data 
series start in 1986. Semi-parametric models take into account nonlinearity and spatial 
 heterogeneity. It is a state-of-the-art approach given limited data availability.
A detailed documentation can be found here: 
https://www.oenb.at/dam/jcr:c2fb0be8-5a1a-4e58-94dc-175b8984ca56/stat_2012_q3_
analyse_brunauer_tcm14-249405.pdf (retrieved on April 4, 2016).

Statistics Austria
In 2014, Statistics Austria also started publishing property price indices (covering the years 
from 2010 onward). Unfortunately, Statistics Austria has not made available any detailed 
 documentation so far. Therefore it is not possible to comment on the methods used.
http://www.statistik.at/web_de/statistiken/wirtschaft/preise/haeuserpreisindex/index.html 
(retrieved on April 4, 2016).

To illustrate why classical mean-ori-
ented property price indices might not 
be the ideal tools for financial stability 
analysis, we plot also indices of percen-
tiles, analogously to our ATI index 
(chart 2). It suggests that recent in-
creases in property price indices might 
mainly reflect developments in the up-
per part of the distribution. While the 
TU/OeNB property price index aligns 
with rather steep increases at the ATI 
mean and P75, it seems that transaction 
price increases at P50 and P25 were less 
pronounced. In times of rather hetero-

geneous price developments such as 
those triggered by the flight to safety 
and the accompanying rise in demand 
for real estate as investment vehicles, 
classical property price indices might 
provide less useful information for 
 financial stability analysis. Mortgage 
holders investing in real estate for rea-
sons of owner-occupation are very rele-
vant for financial stability analyses. 
High-end real estate market segments 
in large cities like Vienna and other 
market segments characterized mainly 
by house purchases for investment pur-
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poses by less vulnerable households 
may influence overall property price 
indices in a way that they are deemed 
less representative of ordinary mort-
gage-based financing of households’ 
main residences. That is why analyzing 
real estate price developments beyond 
the mean is crucial in interpreting re-
sults with a view to financial stability.

For our financial stability analysis at 
the household level as well as a disag-
gregated analysis of implicit price de-
velopments beyond the mean, we addi-
tionally need a measure of house price 
developments at the micro level. There-
fore, we construct for each property 
unit an average annual price change in-
dex and call it the unit average change, 
denoted by UACi. For this calculation 
we make use of the compound interest 
formula. The average yearly rate of 
 return of a given household’s real estate 
can be calculated by

UACi =
PiT
Pit

⎛

⎝
⎜⎜⎜⎜

⎞

⎠
⎟⎟⎟⎟⎟

1
T−t
⎛

⎝
⎜⎜⎜⎜

⎞

⎠
⎟⎟⎟⎟⎟

−1.

  

(3)

Thus, the formulation yields an average 
yearly rate of return for a property 
from the time of ownership transfer 
until T =2014. Combined with the  values 
PiT and Pit this estimate of a price change 
at the individual property level allows 
us to analyze possible loss given default 
under different scenarios. Note the 
 important difference in the indices 
 presented. While the ATI refers to the 
 average price of houses bought in a cer-
tain year and the HVA refers to the 
price change using the average of the 
set of houses acquired in a certain year 
and the average of the same set in 2014, 
the UAC gives the average price change 
on the individual level implied by the 
price change between the two years 
(year of acquisition and 2014).

2.3  Distribution of residential 
property price changes

Chart 3 shows the UAC over all hous-
ing units (HMR and HMOP), regard-
less of when they were acquired. The 
majority of households experienced a 
yearly UAC of about 0% to 5%. The 
structure of this price behavior seems 
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to be similar for both the HMR and the 
other real estate or mortgage holders 
and non-mortgage holders. Less than 
around 10% of homeowners (with and 
without a mortgage) have experienced 
negative UACs on average.

Some households have experienced 
a relatively high increase in the value of 

their house as can be seen by the bars 
furthest to the right of both diagrams 
of chart 3. These high increases are 
mostly related to parts of the proper-
ties recently acquired, which have ex-
perienced more pronounced price 
changes than the rest (see also charts 4 
and 5). 
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Chart 4 shows quantile functions of 
the UAC, again divided into HMR and 
HMOP as well as mortgage holders and 
households without mortgages.

A relatively large majority (i.e. about 
80% of properties used for the HMR 
and about 70% of main other proper-
ties) saw a yearly increase in value of 
5% at most. The mean is always above 
the median, pointing to a small fraction 
of houses whose prices have increased 
relatively strongly. This small fraction 
seems to belong to a great extent to 
households that became homeowners 
since 2008 (see blue line in chart 4). 
Note that the distribution of unit aver-
age price changes is more right-skewed 
in the case of households’ main other 
properties and even more so in the case 
of the subsample of owners since 2008. 
This suggests that recent increases 
measured in property price indices are 
mainly driven (1) by the upper tail of 
the market and (2) by properties not 
considered main residences. This im-
plies that these increases are driven by 
acquisitions of households which are ei-
ther fairly rich and/or using real estate 
purely for investment purposes and are 
therefore usually less vulnerable. 

However, it cannot be excluded 
that some recent mortgage-based 
homeowners who bought their home 
during the recent period of steep price 
increases in the upper part of the main 
residence price distribution may en-
counter difficulties in case of negative 
price shocks. In section 3 we analyze 
the potential vulnerability of house-
holds stemming from such detrimental 
house price developments.

2.4  Residential property prices in 
the long run

We now plot the UAC for different sub-
groups of households depending on the 
year when they purchased their house. 
To do so we construct two types of time 

series. First, we show the yearly aver-
age of the UAC of all owners who pur-
chased their property in a specific year, 
i.e. the mean of the average yearly price 
change that the buyers faced until 2014 
(top panels in chart 5 labeled “housing 
transactions”). This gives us an idea of 
the periods in which properties may 
have been comparably expensive or 
cheap; i.e. we can find out whether cer-
tain years were a particularly good time 
to enter the market compared to 2014. 
We find that this was not the case – at 
least until recently. According to our 
data, average price developments were 
remarkably stable. In general, prices for 
main residences tend to increase be-
tween about 3.5% and 4.5% annually. 
Only since 2008 have the rates of in-
crease been higher. In the case of main 
other properties the rates are somewhat 
higher, and the increase larger since the 
2000s and even more since 2008. The 
pattern resembles the part of the TU/
OeNB property price index that covers 
 Vienna.

In the annex (chart A1), we plot a 
similar chart using the median instead 
of the mean average yearly price 
change. It confirms the long-run stabil-
ity and is very similar to the mean in-
dex, which points to the robustness of 
our approach. It also confirms the find-
ing that prices behaved differently in 
the upper part of the price distribution. 
While the mean index, which is highly 
influenced by this segment, shows a 
strong increase for all homeowners in 
recent years, it shows no increase in the 
median index for all homeowners and 
homeowners with a mortgage. Only 
those few homeowners who bought 
 recently without a mortgage show in-
creases also in the median index. Such 
homeowners are fairly wealthy house-
holds in the upper market segment. For 
main other properties, the index based 
on the median even shows a declining 
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price increase in recent years, which is 
especially pronounced for those with a 
mortgage. Again, this index resembles 
the overall pattern described by the 
TU/OeNB index for Vienna. As less 
than 20% of households in Vienna are 
owner-occupiers, and those who buy in 
such a market are comparably wealthy, 
Vienna can be considered a market that 
is driven more by investment-based 
motives than the rest of Austria.

These long-term averages for all 
years point to a remarkable stabil-
ity of long-term price developments. 
 Secondly, we look at the average of the 
UAC of all owners who acquired their 
properties up to a certain year in the 
past so that the number of  observations 

increases from left to right (bottom 
panels in chart 5 labeled “housing 
stock”). The second method provides 
an estimate of the long-term average 
price change. Whereas the estimate 
for the long run hardly changes over 
time for household main residences, 
the long-run estimate for other main 
properties increases slightly. However, 
keeping in mind that properties used 
for investment purposes may be sold 
more often than main residences, such 
a long-term perspective may be prob-
lematic; we can only measure the unit 
price developments since its last trans-
action (change of ownership).
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3  Loss given default of vulnerable 
mortgage holders under an 
adverse house price scenario 

We now turn to the risk-bearing ca-
pacity of indebted households, focusing 
on developments in the real estate mar-
ket. In order to do so we focus only on 
mortgage holders and restrict the dis-
cussion to households’ main residences 
(HMRs), as this combination is most 
characteristic of households which are 
indebted and own real estate.7 We use 
standard risk measures extensively dis-
cussed in Albacete and Fessler (2010) 
and Albacete and Lindner (2013).

We first look at some risk indicators 
and then define vulnerable households, 
their exposure at default (EAD) and 
loss given default (LGD) by the year of 
HMR acquisition.

Table 1 shows some owner char-
acteristics of mortgage holders by 
three different periods in which they 

bought their HMR. All groups show 
gross income and net wealth levels far 
above the median, which is typical for 
Austria, as most households with lower 
income and wealth are tenants benefit-
ing from a largely subsidized and highly 
regulated rental market. The share of 
households among the top 5% wealth 
class households is disproportionately 
high for households having acquired the 
HMR prior to 2008 and almost pro-
portional for younger mortgage hold-
ers. This reflects the fact that relative 
to other households, many households 
who have mortgages also hold large 
amounts of wealth other than their 
HMR. Maturities and outstanding 
amounts are – as expected – lower for 
households who acquired their HMR 
earlier. Note, however, that the share 
of foreign currency mortgage hold-
ers drives up outstanding amounts, as 
many foreign currency loans are bullet 

7  Less than 2% have an outstanding mortgage for real estate other than their HMR.

Table 1

Risk indicators for homeowners with HMR mortgage by year of HMR acquisition

HMR acquisition

before 2000 2000 to 2007 after 2007

Household characteristics
Gross income (median), EUR thousand  52  57  55 
Net wealth (median), EUR thousand  281  246  229 
Share of households in top 5% wealth class, % 10.6 9.1 4.7

Characteristics of highest HMR mortgage
Remaining maturity (median), years 13 19 24
Share of outstanding amount (median), % 49.9 67.0 84.5

Subjective risk measures
Households whose expenses exceed income, % 14.3 10.7 12.5
Households with above-average expenses, % 41.0 35.8 37.5
Households able to borrow EUR 5,000 from friends, % 58.3 58.5 65.7

Debt ratios
Initial LTV ratio for main residence (median), %  50.2  72.1  62.2 
LTV ratio for main residence (median), %  9.6  34.1  43.9 
Debt-to-assets ratio (median), %  7.9  23.6  33.8 
Debt-to-gross income ratio (median), %  49.8  155.4  230.3 
Debt service-to-gross income ratio (median), %  5.0  10.1  10.5 

Source: HFCS Austria 2014, OeNB.

Note: HMR=household main residence; LTV ratio=loan-to-value ratio.
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loans. Subjective risk measures show no 
clear patterns across time, and debt-re-
lated median ratios show – as expected 
– increasing actual loan-to-value, debt-
to-assets and debt-to-income ratios. 
Debt service-to-gross income ratios are 
lower for households that purchased 
their home prior to 2000 and rather 
stable (at about 10% to 11%) for those 
who bought their home after 2000. 

Table 2 shows the results for EADs 
and LGDs when using the DSI>40% 
vulnerability measure. This can be re-
garded as a baseline describing the sta-
tus quo and characterizing the types of 
vulnerable households across time. 
There are more vulnerable households 
among those homeowners who bought 
their house in 2000 or later. The group 
of homeowners who bought their house 
in 2008 or later, who – as we have seen 
in the previous section – experienced 
an extraordinary high increase of the 
value of their HMR, has average EAD 
and above-average LGD ratios; this 
means that those who are vulnerable 
have as much debt as the others in rela-
tive terms but less gross wealth to cover 
their debt. However, we can see that 
the estimated LGDs are generally very 
low, especially as the LGDs presented 
here must be seen as an upper bound of 
the actual LGD because our estimates 
are based on the DSTI>40% vulnera-
bility measure, which is not equal to 

default (see Albacete and Lindner, 
2013). Therefore, the crucial part of 
the analysis are the observed differ-
ences between resulting LGDs of dif-
ferent scenarios and not the level of the 
LGDs per se. Note, however, that these 
analyses are all static and do not include 
any second- or higher-order effects, but 
are designed to descriptively illustrate 
approximate relative differences in 
LGDs.

We now concentrate on the impact 
of possible adverse house price develop-
ments on the LGD of the group of vul-
nerable households. We use different 
definitions of vulnerable households, 
such as a current debt service-to-gross 
income (DSTI) ratio higher than 40%, 
a current debt-to-income (DTI) ratio 
higher than 300%, a current debt-to- 
assets (DTA) ratio higher than 100%, 
as well as a combination (the intersect-
ing set) of all three to get an idea of the 
robustness of the results.

To explore the impact of adverse 
real estate price developments on our 
measure of LGD, we simulate various 
scenarios. Table 3 reports these changes 
of LGD related to a decrease in the 
value of HMRs and HMOPs. The first 
scenario takes into account the extraor-
dinary high increase in the value of 
HMRs and HMOPs purchased since 
2008 and simulates a price shock of the 
house of those homeowners that leads 

Table 2

Share of vulnerable households, EAD and LGD for homeowners with HMR 
mortgages by year of HMR acquisition

Household group DSTI>40% 
% of households

EAD 
% of debt

LGD 
% of debt

Homeowners before 2000 1.5 3.7 0.0
Homeowners between 2000 and 2007 3.1 8.9 0.6
Homeowners since 2008 4.4 6.5 1.2
All homeowners 2.7 6.5 0.7

Source: HFCS Austria 2014, OeNB.

Note: EAD=exposure at default; LGD=loss given default; HMR=household main residence; DSTI=debt service-to-income ratio.
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to a decrease in value to the level of 
2007 depending on their position in the 
house acquisition value distribution. 
This is useful as it is a scenario which 
returns house prices to lower levels 
than those considered by banks when 
deciding on LTVs. In the next two sce-
narios, a decrease by 20% and 30% in 
the value of all HMRs and HMOPs is 
simulated. The last and more severe 
scenario simulates a decrease by 30% 
in the value of the HMRs and HMOPs 
below the mean current house price 
value and a decrease by 50% in the 
value of the HMRs and HMOPs above 
the mean current house price value to 
reflect the fact that recent house price 
increases were mainly driven by the 
upper tail of the distribution (see charts 
4 and 5).

The last and most severe scenario 
increases households’ LGD by 26%, 
from 0.66% to 0.84% according to the 
DSTI vulnerability measure. This im-
pact is even higher according to the 
other vulnerability measures (accord-
ing to the DTI vulnerability measure, 
the LGD doubles, and according to the 
DTA measure, it increases by 60%).

However, when combining all three 
definitions of vulnerability and there-
fore coming closer to a measure of 
 default even for the last and most severe 
adverse scenario, LGD stays well below 

1% of debt. So even a fall in the house 
value by between 30% and 50% yields 
an increase in the potential LGD by 
only about 0.17 percentage points from 
0.66% to 0.83%. These results point 
toward relatively small risks for finan-
cial stability stemming from recent 
house price increases. 

4  Concluding remarks
Findings

The two available house price indices in 
Austria – the TU/OeNB index and 
 Statistics Austria’s – show strong house 
price increases in recent years. We used 
HFCS data to construct a set of house 
price indices and find that the most 
comparable one yields similar increases 
like the existing indices. The TU/
OeNB index shows an increase of about 
27%, followed by Statistics Austria’s 
HPI (24%) and the HFCS ATI (16%) 
and Statistics Austria’s OOH PI (13%). 
The HFCS ATI index matches the avail-
able property price indices rather well; 
the index best comparable with the 
HFCS ATI index is most likely the in-
dex of Statistics Austria, which, like 
the HFCS ATI, also covers only own-
er-occupied housing (OOH PI).

Analyzing the distribution of house 
price changes beyond the mean, we 
then show that:

Table 3

Loss given default for homeowners with HMR mortgages by house price decrease scenarios

House price decrease scenario (1) 
DSTI>40% 
of debt

(2) 
DTI>300% 
of debt

(3) 
DTA>100% 
of debt

(4) 
All combined

Baseline (status quo) 0.66 3.24 3.25 0.66
Decrease of the current value of all HMRs and HMOPs acquired in 2008 or 
later to a value corresponding to the same acquisition value quintile in 2008

 
0.77

 
6.01

 
3.99

 
0.67

Decrease of the current value of all HMRs and HMOPs by 20% 0.74 4.27 4.12 0.74
Decrease of the current value of all HMRs and HMOPs by 30% 0.79 5.21 4.56 0.78
Decrease of the current value of all below-the-mean HMRs and HMOPs by 
30% and of those above the mean by 50%

 
0.84

 
6.56

 
5.22

 
0.83

Source: HFCS Austria 2014, OeNB.

Note: DSTI=debt service-to-income ratio; DTI=debt-to-income ratio; DTA=debt-to-assets ratio.
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1.  House prices and house price 
changes are very heterogeneous, 
and mean indices alone do not ad-
equately represent the market. 
Strong increases in available house 
price indices are likely driven by the 
upper part of the house price distri-
bution (see charts 2, 3 and 4).

2.  The upper part of the house price 
distribution is also the part with the 
highest price increases, leading to 
house price indices which do not 
represent median house prices well 
(see chart 2).

3.  The average as well as the median 
long-term increases of owner-occu-
pied housing were remarkably sta-
ble – between 3.5% and 4.5% per 
year in nominal terms – over the 
past decades and measured by the 
existing stock of owner-occupied 
housing (see chart 5 and chart A1 in 
the annex). 

4.  Recent increases in average housing 
prices are also driven by home pur-
chases without a mortgage and es-
pecially by the acquisitions of prop-
erties other than the household 
main residence, which are likely to 
be attributable also to buyers living 
abroad (see chart 5 and chart A1).

5.  Roughly 80% of the average yearly 
price increases of individual proper-
ties are below the mean price in-
creases (see chart 4). The distribu-
tion of house price changes of prop-
erties bought since 2008 is more 
skewed to the right. However, it al-
most resembles the long-term dis-
tribution up to the 60th percentile.

6.  Even in adverse scenarios assuming 
house price decreases, we find that 
the effects on the losses given de-
fault of vulnerable households are 
rather limited (see table 3). This is 
mainly due to the fact that the over-
lap of the set of those who experi-

enced high price increases, i.e. 
bought in the upper market seg-
ment, and the set of those who are 
vulnerable is fairly limited.

These findings underline that indices 
trimmed toward representing devel-
opments at the mean (average or total) 
are of limited use for assessing underly-
ing risks to financial stability. Instead, 
the full distribution of price changes, 
debt, assets, income or any other rele-
vant criteria, and combinations thereof, 
have to be considered. Those risk indi-
cators that are defined at the borrower 
level are relevant (ESRB, 2014).

General interpretation

The connection of real estate price de-
velopments and household debt sus-
tainability is of particular relevance 
for  financial stability. Developments in 
the U.S.A. and Spain have shown that 
trend reversals in the real estate mar-
ket may adversely affect risks stemming 
from the household sector. It is cru-
cial to understand that only once the 
debt-servicing capacity of households 
is endangered and households default, 
house price developments will become 
a risk to financial stability. As long as 
households are able to service their 
debt, actual (fictional) house prices do 
not matter for financial stability. They 
do matter, however, to buyers who 
purchase houses in a booming market. 
They may get higher mortgage loans 
in absolute terms because the value of 
the house they purchase is considered 
higher, even though these buyers’ LTVs 
might be similar to other periods. In a 
crisis, when vulnerability may increase 
due to increased unemployment, stag-
nating wages and other adverse eco-
nomic developments, the share of vul-
nerable households is also likely to in-
crease. However, this is not the result 
of changing house prices, which mainly 
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affect financial stability with regard 
to the EADs and LGDs of vulnerable 
households.

Due to the large share of tenants 
(about half of all households) and the 
relatively low share of mortgage holders 
(roughly one-third of all owner-occupi-
ers) in Austria, the risks to financial 
stability in the household sector that 
are related to recent house price devel-
opments are rather limited in Austria. 
Most low-wealth, low-income house-
holds (actually almost all households 
below median wealth levels) benefit 
from the highly subsidized and regu-
lated rental market, which prevents 
these households from engaging in 
highly leveraged real estate investments 
in owner-occupied housing. This  allows 
them to consume more. At the same 
time, it remains rather difficult for low-
er-income households to build the nec-
essary capital needed to invest in own-
er-occupied housing. Furthermore, 
owner-occupied housing is also subsi-
dized directly (“Wohnbauförderung”) 
and indirectly (through the non-taxa-
tion of imputed rents) in Austria. The 
large rental market, especially in 
 Vienna, also leads to a large number of 
young single-person households who 
could not afford to buy a home at an 
early stage in life. Austria has almost 
double the share of one-person house-
holds than – for instance – Spain. In Vi-
enna owner-occupied housing among 
households is below 20%, and own-
er-occupiers are predominantly high-
er-income and higher-wealth house-
holds. Therefore, the risks from possi-
ble trend reversals in house prices are 
rather low in Austria and especially in 
the rallying Viennese real estate mar-
ket. The low share of owner-occupied 

housing and the low share of mortgage 
holders in Austria and Germany can be 
regarded as one important reason for 
the resilience of these two countries in 
the economic and financial crisis (see 
Deutsche Bundesbank, 2016; Fessler et 
al., 2016). Countries with a booming 
housing market driven by mortgages 
 allocate risks to households in the lower 
part of the income and wealth distribu-
tion that these households may not be 
able to bear. At the same time, these 
households are also more likely to be 
affected by negative shocks such as ill-
ness or unemployment. 

Future research

Further topics deserving additional 
 research include the extension of the 
simulation with a stronger focus on the 
differences in volatility of real estate 
prices across regions or subgroups of 
households. It would also be interesting 
to analyze regional differences in more 
depth and to put a special focus on for-
eign currency loan holders. In this con-
text it is also relevant to investigate the 
potential impact of macroprudential 
policy measures on house price changes 
and potential indirect implication for 
the risk-bearing capacity of households. 
Furthermore, besides taking into 
 account potential LGDs resulting from 
the default of households, banks have to 
adjust collateral values on a regular ba-
sis. They mostly do so by using simple 
models instead of object-based evalua-
tions. Nevertheless, banks’ risk-taking 
behavior will likely be influenced well 
before defaults and regardless of their 
number. An evaluation of such collat-
eral pricing behavior could also provide 
insights into future credit supply and 
banks’ risk-taking behavior.
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When Lehman Brothers had to file for 
bankruptcy in September 2008, finan-
cial markets worldwide were hit by 
plunging asset prices that spread conta-
gion throughout the financial industry. 
To prevent more banks from failing, 
significant use was made of public funds 
to rescue struggling institutions that 
were deemed “too big to fail” – a phrase 
that, while ubiquitous since then, has 
actually been around since the mid-
1970s (Farber, 2012). After all those 

years, the authorities were still lacking 
effective tools for the orderly resolution 
of systemically important banks. Yet, a 
lot of efforts have been undertaken 
since then, both at a national and at an 
international level, to develop a toolkit 
to address these problems.

One of the main objectives of the 
new regulatory regime was to develop a 
comprehensive recovery and resolution 
regime in order to provide strategies 
and tools for handling national and 
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cross-border bank failures. In October 
2011, the Financial Stability Board 
(FSB) published a paper on “Key Attri-
butes of Effective Resolution Regimes 
for Financial Institutions” to define in-
ternational standards for recovery and 
resolution frameworks (FSB, 2014). In 
November 2015, the FSB (2015) issued 
an international standard for total 
loss-absorbing capacity (TLAC) re-
quirements for global systemically im-
portant banks (G-SIBs).2 This standard 
is to ensure sufficient loss-absorbing 
and recapitalization capacity in resolu-
tion to minimize impacts on financial 
stability, maintain the continuity of 
critical functions, and avoid exposing 
public funds to loss. As will be shown 
below, the EU concept of a minimum 
requirement for own funds and eligible 
liabilities (MREL) – though ultimately 
having the same goal as TLAC – differs 
somewhat from TLAC in its details so 
that discussions on the implementation 
of TLAC in the EU are currently ongo-
ing, which might result in a unification 
of these two concepts. In other words, 
the definition of MREL may change in 
future years, which might alter the 
 results and conclusions of this study. 

As for the regulatory and legal back-
ground of MREL in its current defini-
tion: In June 2014, the Bank Recovery 
and Resolution Directive (BRRD) was 
finalized and published in the Official 
Journal of the EU, creating a harmo-
nized framework across the EU Mem-
ber States for dealing with the problem 
of “too big to fail.” One key element of 
this directive is the “bail-in” tool that 
gives the competent resolution authori-
ties the power to impose losses on 

 equity holders and bondholders instead 
of using public funds. 

In order to ensure that banks hold 
sufficient funds to absorb losses in case 
of a failure, the BRRD introduced 
MREL as a new requirement for insti-
tutions. The BRRD had to be imple-
mented by national legislation by Janu-
ary 20153 – in Austria, it was imple-
mented by the Bank Recovery and Reso- 
lution Act (Bundesgesetz über die Sanie- 
rung und Abwicklung von Banken – 
BaSAG). The BRRD mandated the 
Euro pean Banking Authority (EBA) to 
develop regulatory technical standards 
to further specify the criteria on the 
basis of which the national resolution 
authorities should determine bank-spe-
cific MREL. The draft regulatory tech-
nical standards (EBA, 2015), which the 
EBA published in July 2015 for adop-
tion by the European Commission, de-
fine five main criteria for this purpose:
1.  Loss absorption amount (LAA): Reso-

lution authorities must determine 
the amount of capital an institution 
is likely to need to absorb  occurring 
losses. The basis for calibrating this 
amount are the own funds require-
ments set by the supervisors. 

2.  Recapitalization amount (RA): Reso-
lution authorities must determine 
the amount of capital an institution 
is likely to need after resolution to 
meet the own funds requirements 
for it to be authorized to continue 
business. The calibration of this 
amount is based on the underlying 
resolution plan. The sum of these 
two amounts constitutes an institu-
tion’s MREL.

2  TLAC is not legally binding by itself but G-20 member states which are home to G-SIBs are bound to adopt 
its rules into domestic legislation. Of the banks covered by TLAC, 13 are domiciled in the EU, among them 
 UniCredit (Stiefmüller, 2016).

3  Except for the bail-in tool, which had to be implemented by January 2016.
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3.  Sufficiency: Resolution authorities 
need to ensure that MREL levels 
are sufficient even if certain liabili-
ties are excluded from bail-in under 
the resolution plan. 

4.  Deposit guarantee scheme (DGS) con-
tributions: Resolution authorities 
may reduce an institution’s MREL, 
taking into account funds that  deposit 
guarantee schemes are expected to 
contribute in case of resolution. 

5.  Other bank-specific factors: In setting 
MREL, resolution authorities have 
to take into account the size, busi-
ness model, funding model and risk 
profile of the bank.

MREL is expressed as a percentage of 
the total liabilities and own funds of an 
institution.4 This is a similar figure to 
balance sheet size, but own funds are 
considered according to their regula-
tory – not their accounting – defini-
tion.5

MREL levels are set individually for 
each bank in banks’ resolution plans 
and therefore differ across banks. Re-
quiring banks to meet, as a minimum, 
MREL targets aims to ensure that 
enough bail-in volume is available in the 
case of resolution. 

In order to be MREL-eligible, lia-
bility instruments have to satisfy spe-
cific criteria. In particular, liabilities 
with a remaining maturity of less than 

one year may not be counted toward 
MREL (so that it is ensured that the 
 instrument is available for bail-in should 
a crisis happen before the next yearly 
update of the resolution plan). The 
same holds true for preferred deposits, 
i.e. deposits from natural persons, mi-
cro and small and medium-sized enter-
prises (SMEs).6 Moreover, liabilities 
that are explicitly excluded from bail-in 
may not be counted toward MREL 
 either. These exemptions aim to pre-
serve customer confidence and market 
stability and comprise in particular de-
posits with a remaining maturity of less 
than seven days and covered deposits.7

Note that bail-in-able liabilities 
comprise not just liabilities eligible for 
MREL but also other instruments such 
as senior unsecured and subordinated 
debt with remaining maturities of less 
than one year and preferred deposits 
and liabilities arising from derivatives. 
Thus, in case of resolution, the volume 
of liabilities available for bail-in will in 
general exceed the volume of liabilities 
that count toward fulfilling the MREL 
target.8

Once TLAC is in place, the differ-
ences between TLAC and MREL would 
imply that European global systemically 
important institutions (G-SIIs) have to 
follow two similar loss absorption 
 metrics at the same time. Therefore, 

4  See recital 80 and Article 45 (1) BRRD and Article 100 BaSAG.
5  E.g. treatment of minorities, off balance sheet exposures, phase-in requirements.
6  More specifically, according to Article 45 (4) BRRD and Article 100 para. 2 BaSAG these criteria are (i) the 

 instrument is issued and fully paid in; (ii) the liability is not owed to, secured by or guaranteed by the institution 
itself; (iii) the purchase of the instrument was not funded directly or indirectly by the institution; (iv) the liability 
has a remaining maturity of at least one year; (v) the liability does not arise from a derivative; (vi) the liability 
does not arise from a deposit which is preferred in case of insolvency. Preferred deposits refer in particular to those 
from natural persons, micro, small and medium-sized enterprises (SMEs) exceeding the amount guaranteed by 
deposit guarantee schemes. For more details, see Article 108 (2) BRRD and Article 131 para. 1 BaSAG.

7  More specifically, according to Article 44 BRRD and Article 86 para. 2 BaSAG the following liabilities are 
 excluded from bail-in: (i) covered deposits; (ii) secured liabilities and instruments held for hedging purposes; (iii) 
liabilities arising from fund management activities; (iv) liabilities arising from fiduciary activities; (v) liabilities 
to institutions and corporations with an original or a remaining maturity of less than seven days; (vi) selected 
 liabilities to employees, trade creditors and tax and social authorities.

8  However, it should be noted that under certain conditions the national regulatory authority may exclude some 
liabilities from bail-in; for details refer to Article 86 para. 4 BaSAG and Article 44 (3) BRRD.
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there are preliminary discussions at the 
EU level on how to harmonize these 
two different approaches. In this re-
gard, integrating both concepts would 
be desirable. The above table is a sim-
plified presentation of the main charac-
teristics of the two concepts.

1  MREL implementation in 
Austria

The BRRD established a common reso-
lution regime within the EU that  allows 
resolution authorities to deal with fail-
ing institutions. This new regime 
 allows also for the resolution of 
cross-border banking groups by clearly 
defining the necessary cooperation 
agreements between home and host 
 authorities. 

On January 1, 2015, the Austrian 
Financial Market Authority (FMA) 
took over the additional role of national 
resolution authority for Austria, on top 
of its mandate as the integrated super-
visory authority for Austria. 

In accordance with BaSAG, the 
FMA received far-reaching powers in 
the case of a failure or impending fail-
ure of an institution to carry out an 
 orderly resolution and to safeguard 
 financial stability. Moreover, the FMA 
can elicit expert opinions on predefined 
specific economic topics from the 
OeNB. By orderly winding down an 
institution, the national resolution 
 authorities strive to ensure that the 
continuity of critical functions of the 
institution is guaranteed, that signifi-
cant adverse effects on financial stabil-

Table 1

MREL and TLAC – an overview

MREL TLAC

Objective 
 

The objective is to ensure a sufficient level of loss-absorbing and recapitalization capacity at the entities covered to guarantee 
that, in and immediately following resolution, critical functions can be continued without taxpayer (public) funding and without 
the risk of jeopardizing financial stability.

Scope Credit institutions and investment firms Global systemically important banks (G-SIBs)1 

Eligible instruments 
 
 
 
 

Equity, junior, subordinated debt and senior unsecured debt, 
other unsecured liabilities with a residual maturity > 1 year; 
exemptions according to Article 86 para. 2 BaSAG; 
Article 44 (2) BRRD, see footnote 7. 
 

Equity, junior debt, subordinated debt and part of senior uns-
ecured debt which is pari passu with excluded liabilities (to be 
determined in consultation with the Crisis Management Group 
of the FSB; limited to a range of 2.5% to 3.5% of risk-weighted 
assets (RWA), depending on minimum TLAC requirement).

Calculation MREL = eligible instruments as a percentage of total liabilities 
and own funds.

TLAC = eligible instruments as a percentage of RWA or of 
leverage ratio denominator.

Methodological 
approach 

Case-by-case approach (Pillar 2) for each institution, based 
on specific criteria like size, business model, funding structure, 
complexity and risk profile. 

Minimum TLAC set by the FSB (Pillar 1); additional TLAC 
requirements (Pillar 2) can be applied by the resolution 
authorities.

Calibration  
 
 

MREL is calculated based on capital requirements including 
capital buffers and the recapitalization amount.

Minimum requirement of 16% of RWA, rising to 18% by 2022. 

Additionally, adjustments may be applied, taking into account, 
risk profile, resolution strategy, etc.

6% of the Basel III leverage ratio denominator, rising to 6.75% 
by 2022. 

Time schedule 
 
 
 

MREL is anchored in the BRRD. On May 23, 2016, the 
European Commission adopted a Delegated Regulation based 
on (amended) EBA draft regulatory technical standards. The 
European Council and the European Parliament have three 
months for potential objections.

To take effect on January 1, 2019, with a phase-in period until 
2022. G-SIBs in emerging markets will be granted a longer 
phase-in period, until 2028. 
 

Source: Authors’ compilation.
1 The equivalent of global systemically important institutions (G-SIIs) under the Basel III framework.

Note:  MREL may be regarded as the European version of TLAC; it was established by the Financial Stability Board (FSB). MREL extended the scope from global systemically important 
institutions (G-SIIs) to all f inancial institutions within the EU. Yet, despite having the same purpose, MREL and TLAC differ in their details.
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ity are avoided, and that public funds 
and consumers’ secured deposits are 
protected, whenever these objectives 
could not be met by normal regular 
 insolvency proceedings.

At the same time, the newly estab-
lished Single Resolution Board (SRB) in 
Brussels – the decision-making body of 
the Single Resolution Mechanism 
(SRM), the second pillar of the banking 
union within the euro area – became 
fully operational on January 1, 2016. 

The SRB is responsible for banks 
that are (1) subject to direct supervision 
by the ECB under the Single Supervi-
sory Mechanism (SSM) – the so-called 
significant institutions (SIs) – and (2) 
all cross-border banking groups within 
the euro area. According to this defini-
tion, a total of 10 banking groups in 
Austria fall under the direct responsi-
bility of the SRB.9 

In Austria, resolution planning 
started already in 2012/13 for the top 
3  banks. In 2014, the scope was ex-
tended, under the predecessor of 
BaSAG, the Bankeninterventions- und 
Restrukturierungsgesetz (BIRG), to 
include the top 6 banks. Banks were re-
quired to develop resolution plans and 
to discuss them with the authorities. To 
this end, the FMA and the OeNB  issued 
an explanatory note that ensured that 
banks’ resolution plans have a harmo-
nized structure and follow a common 
approach. In the course of 2015, both 
the FMA and the SRB began to draw up 
first transitional resolution plans for 
 selected priority banking groups. 

According to BRRD/BaSAG provi-
sions, MREL must be fulfilled individ-
ually by each banking group and each 
individual bank based on individual res-
olution plans. Hence, within a banking 
group, MREL has to be fulfilled at the 

group level as well as at the solo level by 
each individual institution within the 
group. The national resolution authori-
ties may waive the solo level MREL for 
individual group members, but only if 
group members are located within the 
same Member State and if it can be 
 ensured that funds are adequately dis-
tributed among the parent and the sub-
sidiary (i.e. if there is already an own 
funds waiver in place, according to 
 Article 7 CRR10).

MREL must be set and updated as 
part of the resolution planning process 
by the national resolution authority, 
following a consultation of the compe-
tent authority (supervisor) for each in-
stitution individually. Resolution plans 
must be updated at least annually, tak-
ing into account the principle of pro-
portionality. By the end of 2015, none 
of the resolution authorities in the EU, 
including the FMA and the SRB, had 
yet set MREL.

As communicated earlier this year 
(SRB, 2016), the SRB intends to pre-
scribe MREL in 2016 only at the con-
solidated level for all major banking 
groups established in the banking 
union. The SRB plans to interact closely 
with banking groups on the basis of a 
detailed implementation timeline and 
to monitor their progress toward 
reaching their MREL targets. The SRB 
also indicated that these decisions may 
include requirements on the quality of 
the entire or part of the MREL (e.g. a 
subordination requirement). MREL 
 decisions for subsidiaries will be taken 
at a later stage. They will be based on 
the MREL determined at the consoli-
dated level, individual characteristics of 
the respective institution, and the con-
sideration of certain waiver options. 

9  Compared with 8 institutions under direct supervision by the ECB.
10  Regulation (EU) No 575/2013 (Capital Requirements Regulation).
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When an institution enters resolu-
tion, under Article 44 (5a) BRRD, it 
can only access funds from the resolu-
tion fund after at least 8% of its total 
liabilities including own funds have 
been used for loss absorption and re-
capitalization. In that respect the SRB 
announcement includes the commit-
ment that the MREL decisions will as a 
general rule require not less than 8% of 
total assets (as a proxy for total liabili-
ties and own funds) under the remit of 
the SRB. 

2  Assessment of Austrian banks 
and their subsidiaries in 
 Central, Eastern and South­
eastern European EU Member 
States (EU CESEE)

2.1 Scope of the study
In the fourth quarter of 2015, the SRB, 
the FMA and the OeNB conducted a 
survey among a sample of Austrian 
credit institutions in order to assess 
MREL-eligible resources. The institu-
tions were asked to provide data on 
their year-end composition of liabilities 
and own funds for 2014. The data 
 request was sent to two groups of 
 Austrian banks: the significant insti-
tutions excluding UniCredit Bank 
Austria11 and a sample of less significant 
institutions (LSIs).12

The objective of the survey was to 
receive answers to the following three 
main questions:

 – How high is the current amount of 
MREL-eligible resources and bail-in 
instruments Austrian banks hold on 
their balance sheets?

 – What is the current composition of 
Austrian banks’ MREL-eligible re-
sources?

 – Are the available MREL resources 
sufficient or are there any shortfalls? 
If yes, in which subsegments of the 
banking sector do they show up?

2.2  Data description and assump­
tions

The survey covered data at the consoli-
dated level and also at the solo level for 
Austrian credit institutions and mate-
rial subsidiaries as per year-end 2014. 
Templates were collected for institu-
tions on a consolidated basis (cbd-
logic13) and for their material subsidiar-
ies at a solo level. The sample represents 
the bulk of total assets of the Austrian 
banking sector. In 2016, there will be a 
follow-up survey based on a revised 
template; at the time of writing, data 
collection was still in progress. To our 
knowledge, so far no comparable study 
has been conducted in Europe for one 
particular EU country that investigates 
the effects of MREL on such a broad 
sample comprising international bank-
ing groups as well as local institutions.

Since it was the first exercise and 
the goal was to get an overall picture 
for the Austrian banking sector, the 
templates were not granular enough to 
answer each and every aspect related to 
MREL. Moreover, some banks seem to 
have faced challenges in providing the 
requested information. 

In particular, the data reported on 
total liabilities and own funds showed 
severe inconsistencies. Therefore, total 
assets were used as a proxy for total 
 liabilities and own funds throughout 
the sample.

The calculations of own funds are 
done on a “fully loaded” basis, i.e. based 
on the rules that will apply at the end of 

11  Bank Austria is part of UniCredit Group (Italy) and therefore under the responsibility of the SRB together with 
the Italian Resolution Authority (Banca d’Italia).

12  Representing the larger share of less significant institutions in Austria in terms of total assets.
13  According to “cbd-logic,” consolidated banking data (cbd) refers to a dataset that consists of consolidated data for 

all banks that are part of a banking group and data at a solo level for those which are not.
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the transition periods that apply under 
the CRR. Overall capital requirements 
comprise Pillar 1, Pillar 214 and the 
fully phased-in capital buffers as pub-
lished by competent authorities by the 
first quarter of 2016.

2.3  Assessment of institutions’ 
current MREL­eligible resources

The composition of MREL-eligible re-
sources available within banks varies 
significantly within the sample. In the 
following, liabilities that are eligible for 
MREL are subsumed in the categories 
(1) own funds (common equity tier 1 
(CET1), additional tier 1 (AT1) and 
tier  2 (T2) capital), (2) subordinated 
debt securities with a remaining matu-
rity of over one year, (3) senior unse-
cured debt securities with a remaining 
maturity of over one year, and (4) any 
other MREL-eligible liabilities, such as 
certain corporate deposits with a re-
maining maturity of over one year, 
which may be excluded by the resolu-
tion authority.

On a consolidated basis, the median 
Austrian institution was found to re-
cord an MREL ratio of 17.9% of total 
 liabilities and own funds (chart  1). 
Roughly two-thirds (66%) of all MREL 
resources held by a typical Austrian 
bank15 are own funds, followed by se-
nior unsecured debt securities (20%), 
while only minor amounts stem from 
other MREL-eligible liabilities (13%) 
and subordinated debt securities (2%). 

On a solo basis, the MREL ratio of 
the median Austrian institution is 
slightly lower, namely 17.6%, with only 
minor differences in composition com-
pared with the consolidated view. The 
median significant Austrian institution 
reaches a substantially higher MREL 
ratio (21.6%) than less significant insti-
tutions (17.7%). Most interestingly, 
also the composition of MREL re-
sources varies substantially between 
significant and less significant institu-
tions: around one-third (30%) of 
MREL resources in significant institu-
tions is CET1, whereas CET1 consti-
tutes almost two-thirds (65%) of the 
MREL resources of less significant in-
stitutions. The share of T2 capital is 
higher in significant institutions (10%) 
than in less significant institutions 
(4%). Also the share of senior unse-
cured debt in MREL resources is sub-
stantially higher for significant institu-
tions (27%) than for less significant in-
stitutions (19%). 

The median subsidiary of an Aus-
trian banking group in EU CESEE16 
shows an MREL ratio of 14.9% on a solo 
basis, which is approximately 3 per-
centage points lower than the compara-
ble MREL ratio of Austrian credit insti-
tutions on a solo basis (17.6%).

14  Based on Supervisory Review and Evaluation Process (SREP) 2015 decisions for 2016 requirements.
15  Chart 1 shows the median of the MREL-eligible resources. The individual components are split according to 

 unweighted average resources.
16  Only at the solo level.
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Also, the composition of MREL- 
eligible liabilities diverges significantly 
between Austrian banks and their EU 
CESEE subsidiaries. For the latter, debt 
market instruments (senior unsecured 
or subordinated debt securities) consti-
tute on average only 4% of the MREL 
resources within the sample, compared 
with 19% for Austrian credit institu-
tions on a solo basis. Indeed, most of 
the Austrian banks’ subsidiaries in EU 
CESEE are not active on capital mar-
kets and hence do not issue debt market 
instruments that would be eligible for 
MREL. Instead, they rely on debt mar-
ket funding by the parent institution in 
Austria rather than in the respective 
EU CESEE country, which has a direct 
negative effect on the amount of 
MREL-eligible liabilities available at 
these banks. EU CESEE subsidiaries 
are strongly reliant on funding via local 
deposits or, at least in some cases, direct 
funding lines from the parent institu-
tion in Austria. In particular, this is 
also reflected by the high proportion of 
“other MREL-eligible liabilities” that 
include deposits above EUR 100,000 of 
corporates and financial institutions 
(31% for EU CESEE compared with 
15% for Austrian solo institutions). 
Any exclusion of these liabilities from 
MREL by the respective resolution 
 authorities in charge could therefore 
significantly impact the ability of these 
banks to meet a future MREL.

As noted above, the volume of bail-
in-able liabilities17 will in general ex-
ceed the volume of MREL-eligible lia-
bilities. Rough back-of-the-envelope 
calculations suggest that at a consoli-
dated level, for the median bank, the 
amount of bail-in-able liabilities is sig-
nificantly higher than the amount of 
MREL-eligible liabilities – assuming 

that no instruments are excluded from 
bail-in by the national resolution au-
thorities. The ratio between bail-in-
able and MREL-eligible liabilities is 
similar for the median consolidated 
bank, solo institutions as well as for EU 
CESEE subsidiaries. However, there is 
a notable difference between significant 
and less significant institutions, with 
less significant institutions typically 
having significantly more bail-in-able 
liabilities in relation to their MREL- 
eligible liabilities. 

2.4  Assessment of institutions’ 
possible MREL targets

According to the BRRD, MREL levels 
are determined for each institution 
 individually based on their resolution 
plans. Since no resolution plans have 
been finalized so far, we have made 
some stylized assumptions along the 
above-mentioned EBA criteria: 

 – MREL targets do not deviate be-
tween institutions (i.e. do not re-
flect institution-specific differ-
ences).

 – MREL targets are calculated based 
on the “fully loaded” levels of capi-
tal requirements (including fully 
phased-in capital buffers and Pil-
lar  2 requirements based on 2015 
decisions). The assumption of “fully 
loaded” requirements is supported 
by the fact that the initial MREL 
levels might be set together with a 
transitional period for implementa-
tion.

 – Potential contributions from de-
posit guarantee schemes have not 
been included.

 – All liabilities that may, as a rule, be 
bailed in are accounted for (no ex-
emptions made by the resolution 
authority). In particular, it is as-

17  For a definition of bail-in, refer to Article 85 BaSAG and Article 43 BRRD. For a definition of liabilities that are 
eligible for bail-in, refer to Article 86 BaSAG and Article 44 (2) BRRD, and see also footnote 7.
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sumed that the resolution authority 
does not exempt any “other 
MREL-eligible liabilities” (e.g. de-
posits > EUR  100,000 of corpo-
rates and financial institutions). 

For the setting of the loss absorption 
amount and the recapitalization 
amount, we consider two scenarios: 

 – Scenario 1: Loss absorption amount = 
overall capital requirements; recapital-
ization amount = 0: MREL targets 
in the (lower bound) scenario 1 are 
equal to the capital requirements on 
a “fully loaded” basis (including 
buffers); i.e. the assumption is that 
the resolution authority does not 
require any institution to hold a 
 recapitalization amount beyond the 
current requirements for own funds 
as defined by supervisors. This 
would imply that no resolution plan 
accounts for bail-in (e.g. because 
the institution would be liquidated 
rather than sent into resolution). 
Though this will clearly not be the 
case for all resolution plans, it gives 
a reasonable lower bound for MREL 
targets. Note that a shortfall in sce-
nario  1 is equivalent to a shortfall 
with respect to the “fully loaded” 
capital requirements.

 – Scenario 2: Loss absorption amount = 
recapitalization amount = overall cap-
ital requirements: MREL targets in 
the (upper bound) scenario 2 are 
based on twice the amount of sce-
nario 1, i.e. the implicit assumption 

is that each institution will be fully 
recapitalized18 during resolution by 
using the bail-in tool (i.e. no use of 
the asset separation tool or the sale 
of business tool). This gives a rea-
sonable upper bound for MREL tar-
gets, though for specific institu-
tions, resolution authorities might 
even go beyond this doubling ap-
proach.  

The median MREL target is slightly 
higher at the consolidated level than at 
the solo level (12.8% vs. 11.4% for sce-
nario 2) due to the higher capital re-
quirements (in particular, since signifi-
cant institutions have to fulfill their Pil-
lar 2 requirements and systemic risk 
buffers only on a consolidated/subcon-
solidated basis). Moreover, we find sig-
nificant institutions to have a higher 
MREL target (median of 17.7%) than 
less significant institutions (median of 
12.2% in scenario 2). At the same time, 
the spread in MREL targets for less sig-
nificant institutions is much wider due 
to the diversity of their business mod-
els, which results in highly different ra-
tios of risk-weighted assets to total lia-
bilities and own funds that translate 
into varying MREL targets. For EU 
CESEE subsidiaries, the median MREL 
target is substantially higher (15.3% 
for scenario 2) since these subsidiaries 
of Austrian credit institutions tend 
to have higher capital requirements 
(e.g. Pillar 2 on a solo basis, capital 
 buffers).

18  Without prejudice that any liabilities might be exempted from bail-in or to other factors that might further 
 increase the recapitalization amount.
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2.5 Range of possible shortfalls
One of the most important questions 
for banks and policymakers alike is the 
question of how many MREL-eligible 
resources banks would have to build 
up19 in order to meet their MREL tar-
gets. 

In addition to the assumptions made 
above in the assessment of MREL tar-
gets (calculation based on overall capi-
tal requirements, no contributions 
from deposit guarantee schemes, no 
 exemptions), the following analyses 
 assume a static balance sheet (i.e. asset 
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19  On the assumption that banks replace non-MREL-eligible with MREL-eligible resources, rather than issue new 
capital.
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and liability side do not change – in 
particular, all liabilities are rolled over).

The cumulated shortfall over all 
banks in EUR billion (chart 3) is negli-
gible in the lower bound scenario and 
merely driven by the fact that not every 
institution fulfilled its “fully loaded” 
requirements for own funds already at 
year-end 2014. In the following, we 
will therefore focus on the upper bound 
shortfall (scenario 2) and compare 
these levels between different sectors 
and consolidation levels.

Note that the shortfall strongly 
 depends on the assumptions and that 
chart 3 hence needs to be interpreted 
with care: On the one hand, the calcu-
lations do not take into account poten-
tial additional mitigating effects such as 
(1) banks’ regular rollover of (lon-
ger-term) liabilities that would natu-
rally increase their amounts of 
MREL-eligible liabilities available, (2) 
that banks have to build up additional 
own funds over the course of the com-
ing years due to the phasing-in of CRR 
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own funds requirements, which again 
would naturally reduce shortfalls in 
scenario 2 with fully phased-in capital 
assumptions, or (3) the resolution 
 authority can take potential contribu-
tions from deposit guarantee schemes 
into account when setting MREL. On 
the other hand, shortfalls might be 
higher if the resolution authorities 
 decide to exempt certain components 
of MREL (in particular from the cate-
gory “other MREL-eligible liabilities”). 
Most importantly, the factor of twice 
the overall capital requirements for 
MREL in the “upper bound” scenario is 
not set in stone but might vary with the 
specifics of the institution and its reso-
lution plan.

According to our estimates, the total 
shortfall of Austrian banks in the cbd-
logic is higher than the total shortfall at 
the solo level in absolute terms, but 
lower in relative terms, due to the dif-
ferent composition of the two subsam-
ples (shortfall in the cbd-logic: around 
EUR 1.9 billion or 0.3% of total liabili-
ties and own funds; shortfall at the solo 
level: around EUR 1.8 billion or 0.4% 
of total liabilities and own funds). EU 
CESEE subsidiaries have – given our 
assumptions – the highest shortfall 
(EUR 3.6 billion or 2.5% of total liabil-
ities and own funds) due to their pre-
vailing business model of strong deposit 
funding in combination with high over-
all capital requirements and thus the 
absence of MREL-eligible resources 
other than own funds. The significant 
gap between Austrian banks at a con-
solidated level and EU CESEE institu-
tions at the solo level is due to consoli-
dation effects. Note however that for 
CESEE subsidiaries – as for all other 
subsamples – MREL targets and there-
fore also the shortfall amounts will de-

pend crucially on the resolution plans, 
so that these figures need to be inter-
preted with adequate care. The sensi-
tivity of the shortfall is investigated in 
more detail in the next section.

2.6  Sensitivity analysis of the short­
fall

Sensitivity analyses show that even 
slight changes in the above-mentioned 
assumptions result in a huge spread of 
predicted shortfalls. Two assumptions 
that can be easily tackled quantitatively 
are 

 – the factor by which overall capital 
requirements are multiplied when 
setting MREL targets and

 – the fraction of “other MREL-eligi-
ble liabilities” (i.e. in particular 
 corporate and financial deposits 
> EUR 100,000) that are deemed 
eligible by the resolution authority. 

Table 2 shows for several combinations 
of these two assumptions the resulting 
shortfall both in EUR billion and as a 
percentage of total liabilities and own 
funds of the observed sample.

The figures in bold indicate our 
base case that we analyzed above. In 
general, table 2 shows that the shortfall 
is highly nonlinear in the two driving 
assumptions. Note however that not all 
scenarios should be considered equally 
probable. In particular, the lower two 
right-hand figures of the subtables  are 
rather unlikely (i.e. the resolution 
 authority setting a factor of 2.3 for each 
and  every institution while at the same 
time excluding all “other MREL-eligi-
ble instruments”). Another way of put-
ting the shortfall into perspective is to 
compare the table’s figures with the 
volume of MREL-eligible bonds of sig-
nificant Austrian banks20 that come due 
and will need to be  replenished: EUR 

20  Including AT1, T2 and subordinated and senior unsecured bonds.
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25 billion of MREL-eligible funds will 
need to be issued  until 2019 and as 
much as EUR 45 billion until 2024.21 
However, challenges will certainly oc-
cur if the market for MREL-eligible 
bonds dries up – e.g. if too many insti-
tutions approach the market at the same 
time.

3 Conclusions and next steps

MREL is one of the key elements in 
resolution planning and a major tool for 
removing impediments to the effective 
resolution of banks. Most importantly, 
it allows for the effective application of 
the bail-in tool. Nonetheless, MREL 
can have direct effects on the going 
concern of banks, since banks will need 
to adjust their funding structure to 
some extent to comply with these new 
requirements. 

In our base case (for which we 
 assume that no “other MREL-eligible 
liabilities” are exempted by the resolu-
tion authority, that MREL equals twice 
the overall capital requirements, and 
that no funds are contributed from 

 deposit guarantee schemes), the short-
fall is only a fraction of the necessary 
rollover amount. Since some banks 
will, at any rate, have to build up addi-
tional own funds over the next years 
(due to the phasing-in of CRR own 
funds requirements), part of the short-
fall will naturally even be covered by 
that. Moreover, the fact that overall 
bail-in-able resources are more than 
twice the amount of MREL-eligible 
 resources provides an additional safety 
cushion in times of crises. However, as 
we have seen above (table 2), the short-
fall is highly sensitive to case-by-case 
decisions of the resolution authority 
and can therefore only be seen as a first 
rough ballpark figure.

Given our assumptions, challenges 
might occur in some cases at Austrian 
banks’ subsidiaries based in EU CESEE, 
which essentially lack senior unsecured 
or subordinated debt. However, the sit-
uation is highly dependent on the reso-
lution plans of these institutions. More-
over, there are still considerable uncer-
tainties about the maximum shortfall 

Table 2

Aggregate shortfall across all banks (cbd) for different scenarios 

Factor of overall capital requirements set 
by national resolution authority

x1.7 x2.0 x2.3

% EUR billion

Percentage of “other MREL-eligible instruments” accepted by 
national resolution authority 

100 0.89 1.95 5.42
50 1.61 3.98 13.16
0 7.18 13.64 24.21

% % of total liabilities and own funds1

Percentage of “other MREL-eligible instruments” accepted by 
national resolution authority 

100 0.14 0.29 0.82
50 0.25 0.60 2.00

0 1.09 2.07 3.68

Source: OeNB, FMA.
1  Sum of total assets of all institutions of the sample, based on consolidated data (“cbd”) for all banks that are part of a banking group and data at 

the solo level for those which are not.

21  Source: Bloomberg (January 27, 2016).
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because EU CESEE subsidiaries’ own 
funds requirements are relatively high 
and it is yet unknown to which extent 
the host national resolution authorities 
will exhaust their options in setting 
MREL.

At the current stage, the methodol-
ogy for setting MREL is not yet final. 
Furthermore, the European Commis-
sion is required to come up with a re-
view of the current MREL design, 
which might lead to adaptations (also in 
light of the necessity to implement 

TLAC requirements for global systemi-
cally important institutions in EU legis-
lation). As we have seen above, the sen-
sitivity and impact of the calibration of 
MREL on banks is substantial. Despite 
the uncertainties described above, this 
study (and similar efforts throughout 
Europe) provides essential support for 
public authorities in their decision mak-
ing, thus contributing to a stable regu-
latory environment that helps banks 
plan ahead properly. 
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Since the outbreak of the financial cri-
sis, bank lending to the corporate sec-
tor has clearly flattened both in Europe 
as a whole and in Austria. At the same 
time, corporate financial investment 
and public infrastructure investment 
have slowed down as well. The Euro-
pean Commission responded to this 
 development by proposing to build a 
capital markets union with a view to 
complementing bank financing with 
stronger capital markets and thus mo-
bilizing capital and channeling more 
 capital from savers to companies. 

The capital markets union project is 
not a closed system; instead, it com-
prises most diverse aspects and mea-
sures, which the European Commis-

sion (2015c) encapsulated in an action 
plan. More integrated capital markets 
are expected to improve the long-term 
funding of Europe’s corporate sector. 
The idea is to enable companies to 
choose from a more diverse range of 
funding options and to gradually bring 
down barriers to cross-border invest-
ment. Some of the proposals go beyond 
Europe-wide harmonization and in-
clude farther-reaching positions, such 
as same tax treatment of debt and 
 equity capital or restructuring insol-
vency procedures to give entrepreneurs 
a “second chance.” 

The cornerstone of the capital mar-
kets union project – developing an EU-
wide capital market by bringing down 
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national barriers – is not a new idea. As 
a matter of fact, the free flow of capital 
was one of the fundamental principles 
on which the EU was built, and this 
idea has fed into many EU initiatives 
and projects. These undertakings 
ranged from the 1988 deregulation of 
capital movements in the EU (Euro-
pean Commission, 1989) to the 1999 
Financial Services Action Plan, to the 
proposals set forth by the Giovannini 
Group (from 2001) for removing obsta-
cles to the cross-border clearing and 
settlement of securities transactions. 
Also, creating more efficient capital 
markets was named as an explicit goal 
of monetary union. Capital markets 
union is a further step toward the com-
pletion of a single European capital 
market.

In addition to the banking union 
project, the European Commission will 
assign top priority to the capital mar-
kets union project in the years to come. 
While both are being called “unions,” 
capital markets union differs substan-
tially from banking union. In contrast 
to banking union, which harmonizes 
supervision and resolution and restricts 
the scope of banks’ activities further 
(through enhanced capital and liquidity 
requirements and refinancing rules), 
the capital markets union project en-
compasses a program for actively devel-
oping and strengthening capital mar-
kets. Furthermore, capital markets 
union does not entail a consolidation of 
the supervision of the respective in-
struments and institutions at the EU 
level, whereas banking union rests on a 
centralized supervisory framework. 
The measures outlined in the action 
plan on building a capital markets union 

are rather diverse and, hence, not as 
closely intertwined as the building 
blocs of banking union. Also, capital 
markets union is – in contrast to bank-
ing union – an EU-wide project. 

This study provides an analysis of 
the Austrian corporate sector spe-
cifically with regard to the domestic 
take-up of the instruments2 listed in 
the action plan. It also examines in 
what way the measures proposed in this 
plan might help Austrian companies 
catch up where they may be lagging be-
hind. After highlighting the main char-
acteristics of these financing instru-
ments, we will, depending on data 
availability, compare the relative im-
portance of these instruments for cor-
porate finance in Austria with peer 
countries in Europe. This study focuses 
on economic aspects and does not touch 
on any legal issues.

In this study, Austria is compared 
with countries that display similar eco-
nomic structures. As the countries 
whose economic structures and finan-
cial systems are most similar to those of 
Austria are the other “western Euro-
pean” countries, the countries in tran-
sition in Central, Eastern and South-
eastern Europe (CESEE) are not part 
of the peer group. While CESEE is of 
crucial importance for the Austrian 
economy, the region’s economic struc-
ture – and especially financial market 
structures – still differ substantially 
from western European countries in 
general and Austria in particular. This 
is why a comparison vis-à-vis the CE-
SEE region did not seem opportune in 
this case. Nor did we account for those 
smaller EU Member States in which the 
financial sector makes a disproportion-

2  For this reason, important types of corporate financing, such as trade credits, factoring or leasing are not covered. 
For more information on the financing of small and medium-sized enterprises (SMEs), see, for instance, Nassr and 
Wehinger (2014) and OECD (2014 and 2015).
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ately high contribution to GDP. This 
left us with the larger western EU 
Member States to include in our 
 sample.

This paper is organized as follows: 
It starts with a brief overview of the 
corporate structure in Austria and ana-
lyzes whether there are any pointers to 
specific requirements with regard to 
the measures proposed in the action 

plan on building a capital markets 
union. Sections 2 and 3 examine the ef-
fects capital markets union is likely to 
have on individual debt and equity fi-
nancing instruments that are defined in 
the action plan as the main funding 
sources and which are meant to com-
plement corporate finance in the me-
dium and long term. Section 4 presents 
the main conclusions.

Box 1

Key aspects of the capital markets union initiative

The European Commission has bundled its activities aimed at unlocking long-term finance 
under the capital markets union initiative, which is aimed above all at reinforcing measures 
in two areas: mobilizing funding for infrastructure projects and funding for small and 
 medium-sized enterprises (SMEs). 

In implementing its strategy, the Commission is taking the following action:
• Prospectus requirements: The Prospectus Directive is to be modernized with a view to 

 reducing the fixed costs associated with the issuance of bonds.
• Assessment of creditworthiness: Standardized quantitative methods are to be developed 

that enable nonexperts and nonbank lenders, such as insurers and asset managers, to 
 assess the creditworthiness of SMEs to facilitate loans to SMEs.

• Review of securitizations: The European Commission is drafting regulatory requirements 
and quality criteria to allow for a simple and transparent classification of securitizations for 
nonexperts. 

• Promotion of the development of European long-term investment funds: This initiative aims 
to encourage insurance companies and pension funds to make longer-term investments in 
private infrastructure projects and undertakings.

• Development of a European market for private placements: Such placements take place 
outside of a stock exchange, i.e. a public trading venue. In other words, securities are 
 directly placed with a small group of investors (individuals or institutions). The European 
Commission is currently harmonizing the legal framework to align national insolvency and 
disclosure laws.

1  State of play of the Austrian 
corporate sector 

This section examines how the mea-
sures envisaged by capital markets 
union may affect the Austrian corpo-
rate sector in a positive or negative 
manner. First, as to the structure of the 
corporate sector: Do key indicators 
on company demographics point to 
strengths and weaknesses that might 
entail specific effects from capital mar-

kets union? Second, given that capital 
markets union is meant to improve cor-
porates’ funding situation, how do 
 Austrian companies rate financing 
problems? Third, we compare Austrian 
companies’ financing structure with 
 international peers, in particular with 
regard to the two aspects tackled by 
capital markets union: equity levels and 
the role of bank loans in corporate 
 finance. 
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1.1  Company demographics in 
Austria

In Austria, the share of SMEs3 in the 
number of employees (68%) and value 
added (60.4%) broadly corresponds to 
the figures recorded by other smaller 
western European countries (see table 1). 
A more granular SME breakdown by 
size shows that, above all, very small 
companies (with up to 9 employees) 
contribute relatively little to employ-
ment and value added, while medi-
um-sized companies (with 20 to 49 and 
50 to 249 employees) make above-av-
erage contributions compared with 
the EU-14 peer group examined here. 
Given that alternatives to bank fund-
ing tend to be a more viable option for 
larger companies, one might assume 
that Austrian businesses could derive 
disproportionately high benefits from 
capital markets union. 

The relatively minor share of very 
small companies could result from the 
low start-up ratio. At 5.9 start-ups per 
1,000 existing businesses, the  number 
of business births in Austria trails be-
hind the “birth rate” of most other 
countries examined in this study. The 
small share of private equity might in-
dicate that the low start-up ratio is at-
tributable to financing deficits, even if 
a more thorough analysis of the private 
equity volume shows a mixed picture 
(see section 3.1). Should financing bot-
tlenecks put a brake on business start-
ups in Austria, then the fact that large 
countries record higher start-up  ratios 
could imply that capital markets union  

would have a positive impact on 
Austria’s number of business births.

Another aspect that might ex-
plain the comparatively little share of 
very small businesses is the substantial 
portion of foreign-controlled compa-
nies in Austria. In 2012, one-third of 
Austria’s value added was delivered by 
foreign-controlled companies, which 
accounted for one-fifth of overall em-
ployment. Both relative to the num-
ber of employees and to value added, 
this share exceeds the average of the 
peer group of countries examined in 
 table 1.4 Not surprisingly, foreign-con-
trolled companies play a more import-
ant role in smaller countries than in 
larger countries. With regard to capital 
markets union, this could, on the one 
hand, imply rather minor direct effects 
in Austria, because in foreign-owned 
businesses, strategic financing deci-
sions tend to be taken abroad. Yet, on 
the other hand, integrating individual 
 national capital markets toward a single 
European financial market could pro-
mote cross-border investments in busi-
nesses. 

And finally, table 1 shows that the 
legal form of corporation is notably less 
widespread in Austria than in many 
other countries. Only one in five Aus-
trian companies adopted the legal form 
of limited liability company or stock 
corporation, while this is, on balance, 
the case with one in three companies in 
the country peer group used in this 
study. In countries with more mar-
ket-based financial systems, over two-

3  The definition generally used for SMEs in Europe comes from the EU, which has laid down three size-related 
 criteria for classifying companies. Hence, SMEs are businesses with fewer than 250 employees and whose sales do 
not exceed EUR 50 million per year or whose balance sheet amounts to no more than EUR 43 million. The inter-
national Eurostat and OECD tables on which table 1 is based use employee figures for breaking down the results.

4  In part, the differences in the shares in the number of employees and value added posted by foreign-controlled 
companies might relate to the fact that some countries offer considerable profit-based tax incentives. Hence, the 
profit and value added of many multinational corporations are recorded in those countries.



Corporate financing in Austria in the run-up to capital markets union

100  OESTERREICHISCHE NATIONALBANK

thirds (United Kingdom) or some 60% 
(Belgium) of companies opted for these 
legal forms. The legal form of corpora-
tion makes a difference when it comes 
to issuing equity securities, because 
 access to organized capital markets is 
usually limited to corporations. Even in 
cases where companies do not neces-
sarily have to be incorporated, agency 
problems and reduced fungibility of 
shares present obstacles that are more 
pronounced than with corporations, 
especially in the case of third-party in-
vestments in partnerships. 

Overall, company demographics 
suggest that Austria might, indeed, 
benefit from the measures introduced 
by capital markets union, provided the 
weakness in investment of recent years 
reflects restrictions on the funding 
side. 

1.2  Sizing up companies’ funding 
problems

Apart from the structure of the corpo-
rate environment, the extent to which 
the measures envisaged in the action 
plan may boost the funding volume 
(and hence investment activity) of 
Austria’s corporate sector also depends 
on whether if and to what extent fund-
ing issues dampen entrepreneurship in 
Austria. 

To answer this question, we draw 
on the responses to the Survey on 
the Access to Finance of Enterprises 
(SAFE) that is carried out in a harmo-
nized manner throughout the EU.5 This 
survey comprises questions on funding 
options as well as on business perfor-
mance and development. Respondents 
are asked, among other things, to rate 
various problems they are faced with 

Table 1

Company demographics
2012 or last year available, %

Share of SMEs in Business births per Share of foreign-controlled companies in Share of 
corporations in

number of employees value added 1,000 companies number of employees value added number of companies

AT 68.0 60.4 5.9 19.3 25.0 20.6

DE 62.5 54.0 7.9 11.6 24.0 17.9
UK 53.0 50.9 11.5 19.5 30.1 68.7
FR 63.5 58.0 10.4 10.5 15.8 39.0
IT 79.9 67.3 7.1 7.5 14.1 17.9
ES 73.8 62.9 8.2 11.5 19.8 38.0
NL 66.9 63.8 7.3 16.0 26.8 20.4
SE 65.5 59.1 7.7 21.8 27.8 42.6
BE 70.4 62.4 5.1 17.1 28.0 59.9
DK 64.9 60.5 . . 20.3 23.9 . .
FI 62.5 57.9 9.3 15.5 20.7 41.5
IE 72.4 51.8 . . 23.3 57.1 . .
GR 87.3 75.7 . . 5.0 10.9 . .
PT 78.9 66.1 11.8 11.2 20.2 32.9

EU-14 65.5 58.3 8.4 14.1 23.2 36.1

AT/EU-14, % 104 104 70 136 108 57

Source: OECD, Eurostat, authors’ calculations.

5  SAFE is a joint project of the European Commission and the European Central Bank, which targets mainly small 
and medium-sized enterprises; yet, the survey also includes several large companies. However, in light of the small 
number of surveyed large companies, only SME results are published for Austria.
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as entrepreneurs on a scale from 1 to 
10. With the exception of the first 
SAFE survey in 2009 carried out at the 
height of the crisis, the factor “access 
to finance” has always been rated as the 
least pressing problem, with the score 
invariably remaining below the euro 
area average (see chart 1, left panel). 
Given that, according to this survey, 
access to finance is considered to be a 
relatively small impediment by SMEs 
in Austria – and lately also in the euro 
area in general –, this would imply 
that capital markets union measures 
will entail below-average benefits for 
Austrian businesses. The authors of 
a recent OeNB study examining the 
causes of declining investment activity 
in Austria (Fenz et al., 2015) arrived at 
a similar conclusion, arguing that fund-
ing restrictions did not seem to have 
dampened moderate investment activ-
ity.

The survey is also indicative of the 
amount of funding needed by compa-
nies. At greater intervals (most recently 
in 2014), companies are asked to quan-
tify their funding needs for expanding 
their business. Close to two-thirds of 
the Austrian SMEs surveyed (no figures 
are published for the Austrian corpo-
rate sector as a whole, as mentioned 
above) stated that they needed less 
than EUR 250,000 to this end, while 
 almost 20% had funding needs exceed-
ing EUR 1 million (slightly more than 
in the euro area as a whole). When we 
include large companies, more than 
one-third of the respondents in the 
euro area indicated funding needs of 
more than EUR 1 million (see chart 1, 
right panel). As to the financing needs 
of SMEs, they tend to be smaller than 
the amounts necessary to gain access to  
financing instruments in the action 
plan that are geared toward institu-
tional investors.

1 (easy) to 10 (difficult), self-assessment of the surveyed companies,
Q2–Q3 2015

Access to finance for SMEs
Share in responses in %, Q2–Q3 2014
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1.3  Financing structure of Austrian 
companies 

To assess the relevance of capital mar-
kets union for funding behavior in 
Austria’s corporate sector, we must 
also take a look at the structure of cor-
porate finance, apart from the corpo-
rate environment and businesses’ fi-
nancing needs. By international stan-
dards, equity funding plays a relatively 
minor role for Austrian companies.6 At 
44.9% of total liabilities at end-2014, 

the share of equity in Austria stood at 
the lower end of the range compared 
with the country peer group under sur-
vey here (see table 2).7 This relatively 
low equity ratio contrasts with a dis-
proportionately high share of bank 
loans, even though the latter have be-
come less important in past years (Beer 
and Waschiczek, 2012).8 Yet, although 
the share of bank funding nearly halved 
from almost 40% in the mid-1990s to 
slightly more than 20% recently, it was 

6  On the issue of Austrian companies’ capitalization, see also ECB (2002), Dirschmid and Waschiczek (2005) and 
Raidl (2013).

7  Table 2 refers to financial accounts data, which contain a financial balance sheet of the corporate sector (and of 
the other economic sectors). These data, which are part of the national accounts, are comparable with other 
 economic measures and become available for all EU countries after a relatively short time lag. At the same time, 
the financial accounts data do not allow for a breakdown by economic sector or size. Such information may be 
gleaned from the BACH database, which is based on corporate balance sheets. Yet due to considerable methodolog-
ical and conceptual differences, the BACH data diverge markedly in absolute terms from the national financial 
accounts data. Moreover, BACH data are not available for all EU countries and are released with a larger time lag 
since they are based on audited balance sheets. For an analysis of Austrian companies’ equity ratios based on 
BACH data, see e.g. Dirschmid and Waschiczek (2005).

8  In addition to extending loans to companies, banks hold corporate bonds and stocks. At end-2014, the entire 
volume of fixed-income securities and stocks (both listed and unlisted) ran to EUR 7.8 billion or 1.1% of compa-
nies’ total liabilities.

Table 2

Company funding structure in Austria and in selected European countries
Outstanding volume, 2014 (or last year available), %

Equity Bank loans Bonds Other debt1

 % of total assets  % of total assets  % of debt capital  % of total assets  % of debt capital  % of total assets  % of debt capital

AT 44.9 20.4 37.0 6.4 11.6 28.3 51.4

DE 46.6 14.4 27.0 2.8 5.2 36.2 67.8
UK 51.7 8.2 17.1 8.6 17.7 31.5 65.2
FR 58.4 9.9 23.9 6.9 16.6 24.7 59.5
IT 43.9 23.3 41.5 4.5 8.0 28.3 50.5
ES 52.3 16.2 33.9 0.7 1.4 30.9 64.8
NL 47.1 18.3 34.7 5.1 9.6 29.4 55.7
SE 69.7 8.9 29.5 3.7 12.1 17.7 58.4
BE 54.5 5.5 12.1 2.5 5.5 37.4 82.3
DK 65.0 14.6 41.8 2.6 7.5 17.8 50.7
FI 51.4 12.1 24.8 5.8 12.0 30.7 63.1
IE 54.4 5.4 11.9 1.2 2.6 38.9 85.4
GR 41.0 42.1 71.2 0.0 0.0 17.0 28.7
PT 38.3 15.6 25.3 6.3 10.2 39.8 64.4

EU-14 51.9 12.5 26.0 5.4 11.2 30.2 62.7

AT/EU-14, % 86 163 142 118 103 94 82

Source: OeNB, ECB, Eurostat, authors’ calculations.
1 Loans from nonbanks, trade credit, pension fund reserves, other liabilities. 
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still the third largest in the group of 
countries under review.9

One key objective of capital mar-
kets union is to expand cross-border 
 financing options for the corporate sec-
tor – both within and beyond the EU. 
Because international databases do not 
contain comparable data on the share of 
cross-border funding of the corporate 
sector in other countries, we only por-
tray the situation in Austria. The cross- 
border share is lowest for bank loans, 
while almost two-thirds of  Austrian 
corporate bonds are placed abroad, 
which may be ascribable to the rela-
tively small domestic bond market. The 
sizable foreign share in equity instru-
ments and in other loans reflects the 
relatively high share of inward  direct 
investment in the Austrian corporate 
sector.

2 Debt instruments 

This section discusses the funding op-
tions that the European Commission’s 
action plan addressed as debt funding 
alternatives to bank loans, taking the 

different degrees of disintermediation 
as a starting point: In the case of loan 
securitization, credit intermediation 
occurs in the banking system; it is only 
after the process of intermediation has 
been completed that the loans are 
transferred from the bank balance sheet 
to another intermediary (which may be 
yet another bank). In the case of loans 
extended by institutional investors, 
borrowers and lenders are still matched 
by intermediaries, but intermediaries 
other than banks. In the case of funds 
that companies raise directly in capital 
markets by issuing bonds, banks (above 
all banks operating in universal bank-
ing systems) may often act as a go-be-
tween in the issuance process. Yet, the 
funds as such are raised from the mar-
kets, on which banks may likewise in-
vest in corporate bonds.

2.1  Securitization of corporate loans

Securitization serves to provide long-
term funding for the real economy, 
such as SMEs, from institutional and 
private investors. 

9  For a detailed analysis of the development of financing structures in the corporate sector over the past 20 years 
based on financial accounts data, see Andreasch et al. (2015).
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Europe is characterized by a hete- 
rogeneous securitization market (see 
table 3). The peripheral EU countries 
Italy, Spain, Greece and Portugal ac-

count for the highest stocks of securi-
tized loans to SMEs. While in Italy the 
stock of outstanding SME securitiza-
tion jumped by somewhat more than 

Table 3

Outstanding SME securitization
As at 2014

EUR million % of company 
liabilities

% of debt capital % of bank loans Annual change 
from 2010 to 
2014, %

AT 0 0 0 0

DE 1,889 0.03 0.06 0.24 –37.3
UK 8,724 0.14 0.30 1.74 24.6
FR 1,016 0.01 0.03 0.12 –14.1
IT 23,946 0.69 1.23 2.96 51.6
ES 29,934 0.89 1.86 5.50 –23.1
NL 9,563 0.51 0.97 2.81 –10.8
SE 0 0 0 0
BE 18,479 1.07 2.35 19.33 6.1
DK 0 0 0 0
FI 0 0 0 0
IE 0 0 0 0
GR 6,731 2.97 5.04 7.07 –14.7
PT 5,588 1.02 1.65 6.50 –3.7

EU-14 106,819 0.32 0.67 2.42 –10.1

Source: Association for Financial Markets in Europe (AFME), ECB, Eurostat.
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50% in the period from 2010 to 2014, 
in other peripheral countries major 
 securitization projects had already been 
implemented before 2010. Among the 
core countries, Belgium stands out with 
a relatively large securitization market: 
In Belgium, almost 20% of all bank 
loans to SMEs have been securitized.

The European securitization mar-
ket cannot be compared with the U.S. 
subprime market. While the default 
rate for U.S. papers has been close to 
20% since 2007, it has been markedly 
below ½% for European papers accord-
ing to data compiled by the Association 
of German Banks (Bundesverband 
deutscher Banken, 2014).

By European standards, the volume 
of securitized products issued by Aus-
trian intermediaries was rather small 
before the onset of the crisis and has re-
mained rather small ever since. Yet the 
potential for larger-scale securitization 
exists (see chart 3, left panel): by the 
end of June 2015, companies (including 
SMEs) and households accounted for 
some 40% of the aggregate claims of 
Austrian banks (EUR 651 billion). 

Joint stock banks and Raiffeisen 
credit cooperatives had a share of about 
one-third each in the claims of Austrian 
banking groups on nonbanks (see chart 
3, right panel). The loan receivables of 
those two groups are characterized by a 
high share of individual loans with com-
paratively small amounts on average. 
The loan receivables of savings banks 
(share of around 20% in Austrian bank-
ing groups’ claims on nonbanks), state 
mortgage banks (share of 6%) and 
Volksbank credit cooperatives (5%) are 
high enough in absolute terms to gener-
ate additional momentum for the 
 Austrian securitization market.

2.2  Corporate finance provided by 
institutional investors: loan­ 
originating funds

As an alternative to and in addition to 
securitization, where credit interme-
diation occurs in the banking system, 
the European Commission’s action 
plan also envisages an enhanced role of 
funds for the provision of credit, i.e. 
loan-originating funds. European funds 
specializing in corporate lending al-
ready reported very high growth rates 
in recent years, as is evident from data 
compiled by Creditreform (2015), not-
withstanding the rather small volumes 
in relation to loans originated by banks 
(see chart 4).10 Among other things, the 
high growth rates may reflect the cur-
rent low level of interest rates, which 
has increased the incentive for institu-
tional investors to expand into high-
er-yield, higher-risk assets. Further-
more, uncertainty about the regulatory 
framework for securitization may have 
contributed to the heightened relevance 
of loan-originating funds. The volumes 
indicated in chart 4 may include direct 
lending by funds – often through par-
ticipation in syndicated loans – as well 
as the acquisition of loans originally 
extended by banks. To the extent that 
loans are bought by funds, the patterns 
and the issues are very much the same 
as those with securitization (see also 
Kraemer-Eis et al., 2014). In the event 
of direct lending, the funds perform 
the whole range of intermediation ser-
vices otherwise provided by banks.

Analyses of data for the U.S.A., 
where loan-originating funds emerged 
earlier and have been used more widely, 
show that, at least before the onset of 
the crisis, institutional investors were 
providing higher-risk loans than banks, 

10  Creditreform (2015) provides only data for Europe as a whole (without an exact definition); there is no coun-
try-by-country breakdown. Kraemer-Eis et al. (2014) report a strong expansion of such funds above all in the 
countries hardest hit by the crisis.
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such as leveraged financing, in the con-
text of mergers and acquisitions (Nandy 
and Shao, 2007; Nini, 2013; Ivashina 
and Sun, 2011). Furthermore, these 
studies indicate that the stepped-up 
involvement of institutional investors 
also increased the overall supply of 
credit for the corporate sector – pri-
marily in the form of securitized loans 
but also in the form of direct lending.11 
At the same time, the data highlight 
that loan-originating funds above all 
replaced bonds, whereas they are no 
substitute for revolving credit lines as 
provided by banks (Nini, 2013). With 
regard to the improved availability of 
corporate information targeted by cap-
ital markets union, the findings of Sufi 
(2009) may be of relevance, namely 
the fact that institutional investors be-
gan to embrace syndicated loans in the 

mid-1990s when Moody’s and Standard 
& Poor’s started to publish ratings of 
bank loans.12 In the context of capital 
markets union, this would imply that a 
higher degree of harmonization and 
standardization of borrower informa-
tion would facilitate the risk monitor-
ing for institutional investors, such as 
loan-originating funds. Notwithstand-
ing easier access to information and a 
more straightforward assessment given 
data harmonization, another issue re-
mains, namely the pronounced econ-
omies of scale involved in monitoring 
and risk analysis. Building adequate 
 capacities may pay off only if funds 
 intend to diversify into new markets 
permanently and on a large scale. It 
 remains to be seen whether and to what 
extent this is true for loans to Austrian 
companies.
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11  It should be noted, though, that this evidence primarily relates to wholesale funding, and to syndicated loans in 
particular, and that it is based on a much broader definition of institutional investors.

12  However, the enhanced availability of information came at a price. Nandy and Shao (2007) show that (before the 
onset of the crisis) syndicated loans granted by institutional investors generated a higher yield than comparable 
bank loans. They interpret the higher yield as compensation for the higher efforts needed to gather information.
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2.3  Corporate bonds
Two of the measures presented in the 
action plan specifically address steps to 
facilitate corporate bond financing: On 
the one hand, there is a proposal to 
modernize the Prospectus Directive 
with a view to reducing the prospectus 
requirements for the placement of 
bonds, by streamlining the prospectus 
disclosure and update requirements as 
well as the approval process. On the 
other hand, the European Commission 
intends to review possibilities for im-
proving the liquidity of corporate bond 
markets and the voluntary standardiza-
tion of offer documentation.

In recent years, the volume of cor-
porate bond financing has already in-
creased markedly in most European 
countries, including Austria. In 2014, 
capital raised through bond issuance ac-
counted for more than 6% of Austrian’ 
companies total external finance, 
which by European standards, was an 

above-average result (see table 4). The 
issuance volume proved also high in re-
lation to the volume of debt capital, 
whereas it was below average compared 
with the stock of bank loans, given the 
high relevance of loan-based financing. 
In this respect, it should be noted that 
agencies account for a comparatively 
high share of bond issuance in Austria, 
even following the transition of data 
compilation to the ESA 2010. 

Raising capital through the  issuance 
of bonds, above all in organized bond 
markets, differs from taking out a bank 
loan in a number of areas (see also 
Waschiczek, 2004). While the cost of 
taking out a bank loan increases in pro-
portion to the loan volume, the cost of 
issuing bonds decreases progressively 
in line with the issuance volume. Such 
economies of scale reflect the fact that 
the issuance of bonds comes with a se-
ries of one-off costs, which are mostly 
unrelated to the credit volume.13 When 

Table 4

Bonds issued by nonfinancial companies 
Outstanding volume, 2014 (or last year available), %

% of company liabilities % of other debt % of bank loans Annual change from 
2010 to 2014

AT 6.4 11.6 31.2 8.9

DE 2.8 5.2 19.2 2.8
UK 8.6 17.7 103.6 7.8
FR 6.9 16.6 69.6 10.8
IT 4.5 8.0 19.3 12.1
ES 0.7 1.4 4.0 13.3
NL 5.1 9.6 27.7 1.1
SE 3.7 12.1 40.9 9.9
BE 2.5 5.5 45.7 17.4
DK 2.6 7.5 17.9 –0.5
FI 5.8 12.0 48.4 4.7
IE 1.2 2.6 22.0 –2.8
GR 0.0 0.0 0.1 –56.8
PT 6.3 10.2 40.5 0.5

EU-14 5.4 11.2 43.2 2.9

AT/EU-14, % 118 103 72

Source: ECB, Eurostat, authors’ calculations.

13  These costs include the syndication commission for syndicate banks, which underwrite the issuance and guarantee 
the placement of bonds; marketing costs, such as the cost of producing the issuance prospectus and conducting 
roadshows to inform institutional investors; and the cost of the stock market listing, consisting of the commission 
for initial public offering and the stock exchange listing fee.
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we compare the minimum volume 
 required for cost reasons with the cor-
porate funding needs reported by com-
panies under the SAFE survey (see sec-
tion 1.2), we see that bond issuance will 
seldom be an option for smaller com-
panies. SMEs which nonetheless fund 
themselves through bonds will have to 
establish liquidity management tools. 
While there is more to bonds than stan-
dard coupon bonds, tailor-made solu-
tions are costly and tend to be illiquid 
(Demary et al., 2015).

A number of other factors may also 
put a limit to the share of loans that 
may be replaced by bonds. Bank loans 
are better suited to overcome the infor-
mation gaps that exist between lenders 
and borrowers. Long-standing rela-
tionships give banks enhanced insights 
into the finances of their corporate cus-
tomers, thus enabling them to arrive at 
a more informed assessment of their 
debtor’s credit quality. The implicit re-
lations that emerge over time between 
banks and their borrowers also facili-
tate negotiating services that cannot be 
agreed upon up front. However, such a 
close relationship between banks and 
their borrowers need not necessarily be 
an advantage. Haselmann et al. (2014) 
show that close personal ties between 
bank managers and corporate execu-
tives may also lead to lending ineffi-
ciencies. Improving and standardizing 
the public availability of SME-related 
credit data, which is one of the goals of 
capital markets union, may facilitate 
bond investment, but such measures 
address neither the higher flexibility of 
bank loans nor the smaller amounts in 
which loans may be taken out. 

Subsidized loans will also be dif-
ficult to replace with bond financing 

solutions, at least for the time being. 
According to data reported to the 
OeNB14 subsidized loans (excluding 
housing loans) to nonbanks totaled 
some EUR 42 billion in mid-2015, thus 
accounting for some 13% of total direct 
lending to nonbanks. Since the data do 
not allow for a sectoral breakdown of 
subsidized loans, it is not possible to 
single out the share of corporate loans. 
Bonds are poor substitutes also for 
overdraft facilities. While commercial 
papers are an option, even if only for 
large corporations, they are not very 
common in Austria. When we equate 
overdraft facilities with short-term 
loans (with a maturity of up to one 
year), in mid-2015, MFI loans to non-
financial corporations would have ac-
counted for a share of approximately 
28% of lending. 

According to the financial accounts, 
two-thirds of the bonds issued by Aus-
trian companies (66% based on end-
2014 data) are held by nonresident in-
vestors (see chart 5).15 International in-
vestors buy above all large liquid bonds 
externally rated by rating agencies. In 
Austria, this bond segment is domi-
nated by public entities or by agencies. 
The share of bonds held by nonresident 
investors has increased by more than 
10 percentage points since the onset of 
the crisis in 2008. At the same time, 
the share held by Austrian banks has 
halved, to close to 13%. Since 2011, the 
corporate bond portfolio of Austrian 
banks has even been decreasing slightly 
in nominal terms. Smaller bonds that 
are not externally rated and not in-
cluded in any of the common indexes 
are unattractive for international in-
stitutional investors. Moreover, SMEs 
tend to be lesser known, which is one 

14  Based on asset, income and risk statements.
15  International databases do not contain comparable data for other countries.
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more obstacle to raising capital in bond 
markets, above all from international 
investors. The extent to which the pro-
posals of the action plan on building a 
capital markets union can effectively 
improve the risk assessment of smaller, 
lesser known companies depends on the 
design of the information requirements 
(Prospectus Directive, public access to 
company information). The same con-
tingency applies to smaller bond issues 
that are meant to improve liquidity in 
bond markets. 

2.3.1 Private placements

In addition to encouraging the place-
ment of bonds in regulated markets, 
the action plan is also aimed at promot-
ing the development of private place-
ment markets across Europe. As a re-
sult, businesses whose financing needs 
are not big enough to allow them to tap 
regulated markets will have more fund-
ing choices. In this respect, the action 
plan is therefore supportive of private 
sector initiatives rather than having 
launched specific initiatives at the EU 
level. In some European countries, 
dedicated market segments have been 
developed for smaller businesses, with 
those segments essentially targeting the 
largest SMEs (Nassr and Wehinger, 
2014). In those segments, the issuance 
requirements are less stringent, and 
ratings are not required. However, 
these initiatives have, in essence, re-
mained national in their scope and have 
neither been able to overcome market 
fragmentation, which remains severe, 
nor able to attract much cross-border 
investment, which remains low (Nassr 
and Wehinger, 2014). A stronger har-
monization of regulatory frameworks 
as proposed in the action plan on build-
ing a capital markets union, including 

investor protection rules, might push 
up cross-border financing volumes.

According to data published by the 
rating agency Scope (2015), in Germany 
a total of 149 issuers placed 194 mid-
cap bonds (“Mittelstandsanleihen”) with 
a volume of EUR 7 billion from 2010 
to the first quarter of 2015. Rating re-
quirements differ heavily across stock 
exchanges, ranging from exchanges 
which do not require ratings at all to 
exchanges which demand some kind of 
rating, to exchanges which have mini-
mum rating requirements (Feiler and 
Kirstein, 2014). In the case of mid-cap 
bonds, the ratings are more likely to be 
provided by smaller rating companies, 
such as Euler Hermes, Creditreform 
or Scope rather than S&P, Moody’s or 
Fitch (Steinbach, 2013). The absence 
of major-agency ratings makes such in-
struments less attractive for many insti-
tutional investors, though.16 Therefore 
private investors tend to dominate. 
 Despite the (good) ratings, the default 
rate was high for the mid-cap bonds. 
Out of the 149 issuers in Germany, a 
total of 30 companies with a cumulated 
issuing volume of EUR 1 billion had 
 defaulted by the end of the first quar-
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16  Another aspect that makes SME bond issuance less attractive is the fact that SMEs are not represented in indexes.
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ter 2015, which translates into a default 
rate of 15% (Scope, 2015).17 Following 
the large defaults, the issuing volume 
declined in 2014, by 53% compared 
with 2013. Given the short maturities, 
this decline of investor interest implies 
a substantial refinancing risk for the 
companies involved (Scope, 2014). 

In contrast, the German “Schuld-
scheine” market, to which the action 
plan specifically refers, is dominated 
by institutional investors. German 
Schuldscheine are financial instru-
ments governed by German law that 
are used above all by German com-
panies. The past few years have also 
seen an increase in nonresident issu-
ers (Koller, 2014). The Schuldschein 
is legally not a security but a bilateral 
loan. As a rule, companies seeking to 
take out a Schuldschein will approach 
institutional investors directly.18 There-
fore such instruments are not subject 
to disclosure requirements and come 
with fewer reporting obligations. The 
relevant documentation is typically 
lean and standardized; borrowers are 
not required to submit an issuance pro-
spectus or an external rating. A small 
number of lenders notably increases 
flexibility, discretion and confidenti-
ality (if a company wishes to keep the 
transaction confidential; many compa-
nies, above all larger ones, will make 
their Schuldschein issues public). As 
Schuldscheine qualify as receivables and 
not as securities, they do not lead to 
market-driven write-downs that will 

be charged against profit (if they are 
part of the investment portfolio). For 
this reason, insurance companies are 
heavily invested in Schuldscheine, and 
they will typically hold them until ma-
turity.19,20 

3  Risk­capital financing instru­
ments 

3.1  Private equity

Apart from seeking to foster financing 
flows outside the banking system, the 
action plan on building a capital mar-
kets union also aims to strengthen risk 
capital financing. In this context, pri-
vate equity plays a prominent role in 
the action plan. The regulatory frame-
work for private equity was reformed 
at the European level a few years ago 
with the implementation of AIFMD 
(Alternative Investment Fund Manager 
Directive) and EuVECA (Regulation 
on European Venture Capital Funds). 
Based on those rules, the European 
Commission’s action plan foresees a 
set of measures to support risk  capital 
 financing in the EU. The list of  actions 
includes measures to revise the EuVECA 
and EuSEF21 regulations and a  proposal 
for pan-European venture capital 
funds-of-funds as well as financial sup-
port from the EU budget for multi- 
country funds. 

Private equity funds are intermedi-
aries that collect capital from investors 
which they invest in the form of (mi-
nority) interests in companies seeking 
capital. Private equity funds invest in 

17  Almost one half of the defaults were related to sector-specific developments in the renewable energy sector. There 
were also some incidences of suspected fraud.

18  In the case of smaller transactions, the conditions may also be tailored to the investment requirements of investors, 
in particular when structured bonded loans are involved.

19  See Koller, 2014; Institutional Money, 2012.
20  The other side of the coin is the limited liquidity of Schuldscheine. When a Schuldschein is transferred to an 

 investor, the promissory note is handed over and notice is given to the paying agent and the issuer. Schuldscheine 
are not exchange-traded, and no electronic settlement takes place through clearing systems. This makes such 
 instruments particularly adequate for buy-and-hold investors.

21  Regulation on European Social Entrepreneurship Fund.
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private companies for a given period 
and also monitor and provide expertise 
and support for the management of the 
companies in which they invest. Espe-
cially in the early stages of funding, e.g. 
in the start-up and expansion stage of 
companies, such expertise and support 
is a key aspect of private equity financ-
ing (known as venture capital financing 
in this stage). Since third parties tend 
to know little about the conditions and 
outlook of such companies, private 
 equity funds serve as “delegated moni-
tors” for their investors (Diamond and 
Dybvig, 1983). 

Furthermore, private equity also 
plays a role in the restructuring of and 
during ownership changes at mature 
companies. In this respect, the motiva-
tion to invest for financial rather than 
for strategic business reasons is also 
seen critically.22 One point of criticism 
is that private equity funds are investors 
who look for short-term profits, dis-
solve reserves and dismantle the firms 
in which they invest, only to resell 
their stakes and leave the firms weaker 
off. Another point of criticism is that 
many of the acquisitions made by pri-
vate  equity funds are highly leveraged. 
The additional leverage placed on the 
companies taken over would put a high 
burden on them, or abundant dividends 
would weaken the company in its sub-
stance. 

An annual survey on private equity 
activity in Europe (transactions but not 
stocks) is undertaken on behalf of Invest 

Europe, formerly known as EVCA (Eu-
ropean Private Equity & Venture Capi-
tal Association). According to this sur-
vey, which has been undertaken since 
2007,23 private equity volumes have de-
clined considerably since the onset of 
the crisis. While SMEs accounted for 
close to 85% of all trans actions across 
Europe in the period from 2007 to 
2014, they only had a share of 26% in 
private equity financing. The average 
volume of SME financing was EUR 2.6 
million, which pales beside the average 
figure for a large company: EUR 39.5 
million, or 15 times as much.24 

In Austria, the volume of private 
equity financing is very low (see ta-
ble  5). In the period from 2007 to 
2014,  Austrian companies raised EUR 
3.6 billion in terms of gross private eq-
uity and venture capital financing. This 
sum corresponds to 0.13% of GDP, 
which is the lowest score for all coun-
tries under review here but Greece. 
The net equivalent, i.e. adjusted for 
disinvestment, was 0.07%. When we 
compare this amount with the overall 
volume of external finance or with the 
amount of equity capital raised from 
external sources according to the fi-
nancial  accounts, in order to take na-
tional  patterns in corporate financing 
into  account, Austria moves up some-
what in the ranking. However, the 
amount of private equity invested in 
Austrian companies is only about half 
the EU  average. When we disregard the 
volume and look only at the number of 

22  For a comprehensive review of the problems that arise with this financing instrument, with a strong focus on the 
U.S.A., see Applebaum and Batt (2014).

23  The data after 2007 are not comparable with those before 2007 because of a substantial change in the survey 
method. Given the small financing volumes, the annual data are driven by large individual transactions especially 
in smaller countries and are thus highly volatile. Therefore, this section looks at the average for the period from 
2007 to 2014 instead.

24  The data provided by Invest Europe do not allow for breakdowns by stage of financing or country.
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transactions,25 Austria moves up to a 
position that is even slightly above aver-
age. In absolute figures, Invest  Europe 
registered 895 transactions in Austria 
in the period under review, which cor-
responds to 0.3% of all Austrian com-
panies in 2012 and is in line with the 
average of the countries surveyed.

The comparatively high figure of 
companies receiving funding and the 
low amount of financing provided 
on balance imply that the underlying 
transactions are very small in the case 

of Austria. On average, private equity 
transactions totaled approximately 
EUR 4 million, which is slightly less 
than half the average of the EU coun-
tries under review. This outcome may 
be related to the lack of very large 
 enterprises in Austria; at the same 
time, the share of large companies in 
the Austrian corporate landscape – as 
outlined in section 1.1 – is not that 
small. To some extent, the outcome 
may also be related to the relatively 
high share of early-stage funding we 

Table 5

Private equity1

Funding volumes (total, 2007–2014)

Funding volumes Foreign 
share

Financing by 
foreign funds

Financing by 
domestic funds

Average 
trans-
action 
volume

Num-
ber of 
trans-
actions

Share 
of 
high-
tech

Venture 
capital

Initial 
funding 
for the 
com-
pany

Gross Net position2 Gross (including financial services)

% of 
GDP

% of 
GDP

% of 
com- 
pany 
liabili-
ties3

% of 
equity 
capital3

% of 
debt 
funding

% of 
GDP

% of 
equity 
capital3

% of 
GDP

% of 
equity 
capital3

EUR 
million

 % of 
compa-
nies

% of 
debt 
funding

% of 
debt 
funding

% of 
debt 
funding

AT 0.13 0.07 1.3 3.4 86.7 0.06 2.9 0.01 0.4 4.0 0.30 10.0 14.4 57.9

DE 0.25 0.09 2.6 9.5 17.8 0.02 1.7 0.07 7.8 5.2 0.47 9.9 11.2 48.6
UK 0.50 0.22 6.6 17.3 12.7 0.03 2.2 0.19 15.1 15.2 0.35 8.7 8.3 54.3
FR 0.36 0.16 2.0 4.2 16.4 0.03 0.7 0.14 3.5 9.5 0.23 9.3 10.3 41.9
IT 0.14 0.07 2.7 5.7 37.5 0.03 2.1 0.04 3.5 17.8 0.03 5.3 3.2 54.1
ES 0.20 0.07 4.9 2.2 21.5 0.02 0.5 0.06 1.8 12.3 0.06 7.8 9.0 57.8
NL 0.39 0.15 4.2 14.4 45.3 0.07 6.5 0.08 7.9 8.0 0.30 7.1 8.0 54.2
SE 0.56 0.28 3.4 9.8 31.1 0.09 3.0 0.19 6.7 5.4 0.50 9.4 13.0 38.6
BE 0.32 0.15 1.0 2.2 74.6 0.11 1.6 0.04 0.6 7.1 0.24 9.2 9.7 44.0
DK 0.42 0.12 4.4 2.6 35.1 0.04 0.9 0.08 1.7 11.3 0.37 20.6 10.3 44.4
FI 0.38 0.39 6.7 21.4 25.7 0.10 5.3 0.30 16.1 3.2 0.83 11.1 14.4 40.9
IE 0.17 0.10 0.7 –7.0 82.9 0.08 –5.8 0.02 –1.2 5.3 0.44 25.8 19.4 41.9
GR 0.04 0.02 0.7 3.4 41.2 0.01 1.4 0.01 2.0 16.9 0.01 1.4 13.0 82.5
PT 0.17 0.12 1.7 6.4 11.0 0.01 0.7 0.11 5.7 2.8 0.11 6.8 15.2 60.7

EU-14 0.33 0.15 3.4 7.8 27.6 0.04 1.6 0.11 6.2 10.1 0.29 9.4 9.8 48.9

AT/EU-14, % 39 46 39 43 315 157 181 8 7 40 102 107 146 118

Source: EAVC/Invest Europe, Eurostat, authors’ calculations.
1 Excluding financial services.
2 Gross position minus disinvestment.
3 According to financial accounts data.

25  Strictly speaking, the figures compiled by Invest Europe only provide evidence on the number of companies that 
received financing in a given year. If a company received funding from an investor more than once in a given year, 
these instances were counted only once.
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find in Austria. In 2007–2014, venture 
capital in the narrow sense of the defi-
nition accounted for 14.4% of all equity 
financing, which is a comparatively 
large share. What might also play a role 
is that more than half of the funds 
raised was made up of initial invest-
ments. Finally, the share of funds that 
went into the high-tech sector26 was 
disproportionately high at 10%. 

What is striking about the data for 
Austria is the high share of capital in-
vested by foreign funds. On average, 
foreign funds accounted for 87% of all 
private equity financing in the period 
under review, which was the highest 
share among all countries under re-
view. In smaller countries, foreign 
funds will generally have a higher share 
in financing than in larger countries. At 
the same time, private equity plays a 
small role in corporate financing in the 
first place in the countries where the 
domestic share is small (apart from 
Austria: Belgium and Ireland). 

In the case of Austrian private 
 equity funds, public agencies accounted 
for a very large share (33.5%) in the 
 period from 2007 to 2012,27 the Euro-
pean average being 5.1%. These figures 
no doubt reflect the fact that the 
 Austrian authorities embrace pub-
lic-private partnerships with a view to 
supporting venture capital. The devel-
opment of innovative companies and 
the commercialization of new tech-
nologies are promoted by a dedicated 
agency, Austria Wirtschaftsservice 
(aws). Given the comprehensive sup-
port provided by aws, the compara-
tive small volume of venture capital 
invested in Austria is unlikely to result 

from too low a degree of support. At 
the same time, this pattern also reflects 
the virtual absence of institutional in-
vestors among the investors in domestic 
private equity funds. In the period from 
2007 to 2012, only 14.7% of the capi-
tal raised stemmed from institutional 
investors, compared with an average of 
51.3% for the 14 EU countries re-
viewed here. Hence, the main problem 
of private equity financing in Austria 
would appear to be the size of domes-
tic funding rather than access to foreign 
sources of finance.28 It would, without 
doubt, be a good thing if international 
funds were to invest even more money 
in Austrian firms. However, given the 
specific functions of private equity/
venture capital, chances of a substan-
tial further increase in the share of for-
eign investors are low, as private eq-
uity funds prefer to invest in companies 
closer to home (Lerner, 1995). 

What appears to be even bigger 
than the need for specific regulation is 
the indirect impact of other measures 
identified in the action plan on private 
equity, above all the measures aimed at 
strengthening capital markets that are 
relevant for exits. Typically, private 
 equity investments do not pay any divi-
dends. Investors often commit money 
for longer periods of time, reaping the 
benefits when they sell their stake, for 
instance during a successful initial pub-
lic offering. As the information relating 
to private equity financing tends to be 
highly proprietary, measures to stan-
dardize credit information and simplify 
accounting standards are unlikely to 
create additional momentum. After all, 
in contrast to standard credit assess-

26  According to Invest Europe, which does not define the term “high-tech” in greater detail, though.
27  Invest Europe has stopped publishing those data for individual countries.
28  However, EVCA/Invest Europe (2015) considers even the European private equity funds too small in general to 

interest large institutional investors, given the high economies of scale involved in portfolio management and 
credit quality assessments.
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ments, private equity financing re-
quires substantial management skills 
and business acumen. 

One factor that was not addressed 
in the action plan is a possibly low de-
mand for risk capital because of struc-
tural factors. Recent evidence (such as 
Jud et al., 2013) shows that the use of 
risk capital is highly correlated with nu-
merous national indicators of education 
and innovation intensity, i.e. the num-
ber of university graduates, the share 
of technology-intensive industries, the 
size of public and private R&D budgets.

3.2 Crowdfunding

With a view to offering European com-
panies, SMEs in particular, more 
choices of funding, the action plan also 
specifically mentioned the goal of pro-
moting crowdfunding across Europe. 
Based on an analysis of crowdfunding 
markets in Europe, the Commission 
will decide on the best means to enable 
the development of this new funding 
channel across the EU. 

“Crowdfunding”29 is a generic term 
for a host of (mostly) online-based fund-
ing instruments. Crowdfunding builds 
on crowdsourcing, which is based on 
the idea of turning to a large and het-
erogeneous but otherwise unspecified 
group of people over the Internet for 
the implementation of certain tasks or 
projects. The evolution of the crowd-
funding market has been largely driven 
by the Internet. In all forms of crowd-
funding discussed here, online mar-
ket places serve to pool funds com-
mitted by many individual investors. 
Those funds are then paid out to capi-
tal seekers, in the form of crowdlend-
ing, crowdinvesting or reward-based 
crowdfunding.

Given the relatively early stages of 
development, the available evidence on 
international crowdfunding markets is 
as yet inconclusive. The biggest data 
pool is that of Wardrop et al. (2015), 
who collected data from 255 European 
platforms for the years 2012 to 2014 
in a dedicated European online survey 
(see table 6). Even if these financing in-

29  For a comprehensive overview, see e.g. Beck (2014) or Sixt (2014).

Table 6

Crowdfunding
Funding flows, 2012–2014

Crowdlending Reward-based 
crowdfunding and 
crowdinvesting

Total   Annual change 
from 2012 to 
2014

EUR million % of liabilities %

AT1 . . . . 3.6 . . . .

DE 78.1 6.1 84.2 0.002 115.0
UK 218.0 1,332.0 1,550.0 0.026 174.6
FR 94.1 8.3 102.4 0.001 111.7
ES 80.6 17.1 97.7 0.003 112.3
NL 29.5 57.0 86.5 0.005 102.2

Total (excluding AT) 500.3 1,420.5 1,920.8 0.008 127.7

Source: Wardrop et al. (2015).
1 Including other types of crowdfunding.
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struments have been characterized by 
very high growth rates, their contri-
bution to corporate financing is as yet 
very low. In Europe, market volumes 
have been highest by far in the United 
Kingdom, both in absolute terms and 
in relation to total corporate liabili-
ties. Austria, in contrast, reports very 
low crowdfunding volumes.30 What is 
important with regard to capital mar-
kets union is that to date crowdfunding 
markets have been highly fragmented 
along national lines. Almost 50% of the 
platforms surveyed by Wardrop et al. 
(2015) did not report any nonresident 
investments, 35% reported shares be-
tween 1% and 10%, and 10% reported 
shares between 11% and 30%. 

To what extent crowdfunding in-
struments will provide companies with 
long-term access to financing depends 
on the tradeoff between investor pro-
tection and the cost burden resulting 
from disclosure requirements. Moral 
hazard and adverse selection problems, 
which are central problems in any fi-
nancing decision, are particularly rele-
vant for crowdfunding, given the myr-
iad of information asymmetries that 
exist between investors, platforms and 
firms. These problems may lead to the 
creation of a “lemons” market, meaning 
that there is the risk that only firms un-
able to raise money in any other market 
may be left on the crowdfunding mar-
ket (Dorfleitner et al., 2014; Wilson 
and Testoni, 2014). The adverse selec-
tion problems are often aggravated by 
the fact that crowd investors/lenders 
tend to contribute rather small 
amounts. Hence they will have less of 
an incentive or often limited means to 
meticulously analyze the firm in ques-

tion, which may weaken the hoped-for 
“wisdom of the crowd” effect consider-
ably. At the same time, crowdfunding 
investors are found to seldom offset this 
risk by adequately diversifying their 
portfolio (Dorfleitner et al., 2014; 
Wilson and Testoni, 2014). This will 
have implications not only for the finan-
cial assets of households, but may even 
deprive capital-seeking companies of 
this financing option in the event of 
large defaults. A number of platform 
providers have already begun to react 
to these problems by taking the initia-
tive to conduct credit quality checks or 
implementing management systems 
that represent investor interests vis-à-
vis the firms. In addition there are plat-
forms which are open to investors only 
once they have proven adequate exper-
tise in their field of operations or who 
are liquid enough to exceed high mini-
mum investment thresholds (Wilson 
and Testoni, 2014). In other words, 
those platforms have been taking on 
more and more intermediary functions.

4 Summary

The action plan on building a cap-
ital markets union is aimed at sup-
porting all forms of financing that are 
not  directly linked to banks’ balance 
sheets, by measures to improve market 
infrastructures and to strengthen the 
role of nonbank intermediaries. One 
priority of the capital markets union 
project are measures to encourage 
 corporate risk capital financing, which 
is a valuable contribution to reinforcing 
financial stability also from an Austrian 
perspective, given the comparatively 
low capital ratio of Austrian firms. 
The idea is to facilitate access to equity 

30  An alternative source for recent data is CrowdfundingHub (2016); the data run up to 2015, but the country 
breakdown is less systematic. With regard to Austria, we find a total of EUR 11.1 million to have been raised for 
crowdinvesting purposes since 2013, of which EUR 8.1 million were raised in 2015 alone. These figures show 
that, while the momentum of crowdfunding has been increasing in Austria as well, its contribution to corporate 
financing has remained very small.
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 financing above all for highly  innovative 
start-ups, which tend to be turned 
away from banks for moral  hazard and 
adverse  selection reasons. Such firms 
stand to benefit from simplified, har-
monized and transparent capital market 
rules. Above all in the area of start-up 
financing and innovation funding, i.e. 
areas of financing which are typically 
not compatible with the risk profile of 
banks, there is definitely room for im-
provement in Austria, as is evidenced 
by the low rate of business births and 
the low volume of (domestic) private 
equity  financing. 

Another priority of the capital 
 markets union project are measures to 
strengthen the role of nonbank inter-
mediaries in the area of debt financ-
ing. Yet even if the relevance of loan 
financing declines further, banks will 
continue to play a major function in 
the overall financing process. After all, 
bank loans will remain the financing 
tool of choice especially for small and 
medium-sized enterprises, not least be-
cause of the discrepancy between the 
volumes typically needed by SMEs and 
the minimum deal sizes required for 
capital market financing. This  barrier 
will remain in place even once the bar 
for the latter is lowered in line with 
the action plan for building a capital 
 markets union. Recourse to the credit 
market will remain high also because 
firms’ funding needs may fluctuate too 
much for them to tap the capital  market 
or because collateralization require-
ments will be too complex. Further-
more, the shift toward capital market 
financing will help free up capacity on 
banks’ balance sheets and increase their 
ability to lend to companies (including 
SMEs) which are not able or willing to 
raise capital in the capital markets.31 

In Austria, a number of attempts 
have been made in the past to revive 
the capital market, yet any resulting 
 effects have not been long lived. While 
measures to improve investor pro-
tection – such as rules enhancing the 
 disclosure of company information or 
corporate governance rules for listed 
companies – have helped reduce infor-
mation gaps, these measures have of 
course increased the cost burden from 
a company view. Above all for com-
panies with smaller financing needs, 
these measures have not eased access 
to the capital market. Likewise, the  
attempt to spread the costs of raising 
capital more broadly by bundling indi-
vidual issues failed to deliver in the end. 
Furthermore, measures to facilitate 
capital market funding by strengthen-
ing  demand for Austrian shares – for 
instance with state-subsidized personal 
pension plans requiring a minimum 
share of stock  exchange investments – 
were problematic from the perspective 
of risk diversification. From this per-
spective, measures as proposed in the 
action plan, which support cross-bor-
der investments, would appear to be 
more effective. 

One way to combine the advan-
tages of bank credit and capital mar-
ket  financing is the securitization of 
corporate loans by banks, which has so 
far played a lesser role in Austria. If or 
to what extent this may change in the 
 future, depends on the actual design 
of securitized products, for instance 
on how securitizations are “tranched.” 
While securitization may increase the 
willingness and/or capacity of banks 
to extend credit, as seen from the 
firms’ perspective, it does not reduce 
their  dependency on banks. Vice versa, 
 securitization increases the capital 

31  Also, banking regulators have been taking action to facilitate equity backing of SME loans (by implementing 
lower risk weights than for large companies, an SME factor, etc.) in order to support credit financing of SMEs by 
banks.
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 market dependency of bank financing. 
To complete the picture, it is import-
ant to remember that securitized prod-
ucts, like bonds, make it considerably 
more difficult for banks to renegotiate 
the underlying contract in the event of 
payment difficulties.

A stronger involvement of institu-
tional investors, such as loan-originat-
ing funds, may open up additional (or 
even new) financing options for proj-
ects with a high potential for growth 
and risk, given that funds tend to invest 
in higher-risk lending. At the same 
time, fluctuations in the risk tolerance 
of institutional investors may – con-
trary to the goals of capital markets 
union – add to the cyclicality of cor-
porate financing facilities. 

Even if the financing problems of 
companies in Austria have been rather 
limited, introducing greater financ-
ing choice, as envisaged by the action 
plan, may open up complementary 
 financing sources for companies, thus 
reducing financing risks. Capital mar-
kets can contribute to stabilizing eco-
nomic developments over the business 
cycle by making it easier or possible to 
spread the chances and risks of invest-
ment projects among a broader range 
of investors who are able and willing 
to shoulder the related risks. From a 
stability perspective, shifting funding 
responsibilities further away from the 
banking sector removes a layer of inter-
mediation, even if a diversification of 
 financing forms does not have a stabiliz-
ing effect per se. Generally speaking, a 
stronger capital market orientation will 
have major consequences for risk alloca-
tion within the financial system. While 
in bank-based financing systems, the 
financing risks are borne by the – in-
creasingly regulated – banking  system, 
capital markets union would redirect 
financing flows to other intermedi-
aries or to private individuals. What 

is crucial in this respect is the ability 
and capacity of such lenders to ade-
quately evaluate and monitor risk-tak-
ing. Cases in point are, first, the risks 
arising from developments in the Ger-
man mid-cap bond market, which may 
go hand in hand with a higher exposure 
of private individuals to such instru-
ments and, second, the increasing re-
quirements concerning the assessment 
of risks implied by the choice of finan-
cial products issued by other interme-
diaries or, possibly even more relevant, 
of risks related to non-intermediated 
investments. These developments may, 
among other things, increase the need 
for financial literacy measures.

Another goal of the action plan is 
to help companies, SMEs in particular, 
overcome the information barriers for 
fundraising. Given the reduced avail-
ability of transparent and credible in-
formation on the economic condition of 
smaller firms and start-ups, the  action 
plan includes measures to investigate 
how to develop or support pan-Euro-
pean information systems. As  information 
gaps between capital providers and cap-
ital-seeking companies increase the 
cost of external financing, a higher de-
gree of transparency may  contribute to 
lowering companies’ financing costs, 
or may even make fundraising pos-
sible in the first place. Moreover, a 
higher degree of transparency may im-
prove risk identification and pricing 
in the  financing process, thus reduc-
ing the misallocation of capital. How-
ever, the direct contact with investors 
and the need to keep them thoroughly 
informed (in particular when  raising 
funds on a regulated market) also have 
considerable repercussions on the cor-
porate governance structures of a com-
pany. Especially owner- or family- run 
businesses, which play a major role in 
Austria, may not be very forthcoming 
about internal corporate information. 
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Last but not least, the action plan for 
building a capital markets union left un- 
addressed a number of  obstacles which 
have hampered cross-border financing 

in the past. Apart from persistent legal and 
tax differences, these obstacles include 
language barriers and political risks. 
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International financial market indicators Table

Short-term interest rates A1

Long-term interest rates A2

Stock indices A3

Corporate bond spreads A4

Financial indicators of the Austrian corporate and household sectors

Financial investment of households A5
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Financing of nonfinancial corporations A7
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Housing market indicators A9
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Assets held by Austrian mutual funds A21

Structure and profitability of Austrian fund management companies A22

Assets held by Austrian pension funds A23

Assets held by Austrian severance funds A24

Transactions and system disturbances in payment and securities settlement systems A25

Cutoff date for data: June 13, 2016

Conventions used in the tables:

x = No data can be indicated for technical reasons

. . = Data not available at the reporting date

Revisions of data published in earlier volumes are not indicated.

Discrepancies may arise from rounding.
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International financial market indicators

Table A1

Short­term interest rates1

2008 2009 2010 2011 2012 2013 2014 2015

Three-month rates, period average, %

Euro area 4.63 1.23 0.81 1.39 0.57 0.22 0.21 –0.02
U.S.A. 2.91 0.69 0.34 0.34 0.43 0.27 0.23 0.32
Japan 0.85 0.59 0.39 0.34 0.33 0.24 0.21 0.17
United Kingdom 5.49 1.23 0.74 0.88 0.86 0.50 0.54 0.55
Switzerland 2.58 0.38 0.19 0.12 0.07 0.02 0.01 –0.75
Czech Republic 4.04 2.19 1.31 1.19 1.00 0.46 0.36 0.31
Hungary 8.87 8.64 5.51 6.19 6.98 4.31 2.41 1.61
Poland 6.36 4.42 3.92 4.54 4.91 3.02 2.52 1.75

Source: Bloomberg, Eurostat, Thomson Reuters.
1 Average rate at which a prime bank is willing to lend funds to another prime bank for three months.

Table A2

Long­term interest rates1

2008 2009 2010 2011 2012 2013 2014 2015

Ten-year rates, period average, %

Euro area 4.36 4.03 3.78 4.31 3.05 3.01 2.28 1.27
U.S.A. 3.65 3.24 3.20 2.77 1.79 2.34 2.53 2.13
Japan 1.49 1.34 1.17 1.12 0.85 0.71 0.55 0.36
United Kingdom 4.50 3.36 3.36 2.87 1.74 2.03 2.14 1.78
Switzerland 2.90 2.20 1.63 1.47 0.65 0.95 0.69 –0.07
Austria 4.36 3.94 3.23 3.32 2.37 2.01 1.49 0.75
Czech Republic 4.63 4.84 3.88 3.71 2.78 2.11 1.58 0.58
Hungary 8.24 9.12 7.28 7.64 7.89 5.92 4.81 3.43
Poland 6.07 6.12 5.78 5.96 5.00 4.03 3.52 2.70

Source: ECB, Eurostat, Thomson Reuters, national sources.
1 Yields of long-term government bonds.
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Table A3

Stock indices

2008 2009 2010 2011 2012 2013 2014 2015

Annual change in %, period average

Euro area: EURO STOXX –24.68 –25.29 13.38 –3.60 –6.36 17.53 13.07 11.76
U.S.A.: S&P 500 –17.33 –22.35 20.24 11.27 8.74 19.14 17.58 6.70
Japan: Nikkei 225 –28.45 –23.07 7.22 –5.94 –3.37 48.80 14.22 23.83
United Kingdom: FTSE 100 –16.20 –14.86 19.76 3.90 0.96 12.75 3.24 –1.35
Switzerland: SMI –22.88 –18.15 14.27 –6.96 4.88 24.14 9.26 4.28
Austria: ATX –27.28 –36.45 19.85 –3.69 –14.79 16.94 –2.36 1.29
Czech Republic: PX 50 –23.50 –29.20 21.70 –5.10 –14.60 2.50 1.60 0.80
Hungary: BUX –24.30 –18.70 40.10 –8.70 –12.00 3.30 –3.90 17.30
Poland: WIG –31.00 –21.30 33.60 4.40 –6.70 16.10 8.10 –0.30

Source: Thomson Reuters.

Table A4

Corporate bond spreads1

2008 2009 2010 2011 2012 2013 2014 2015

Percentage points, period average

Euro area

AA 2.04 2.17 1.33 1.90 1.47 0.89 0.61 0.72
BBB 3.84 5.23 2.95 3.75 3.56 2.25 1.73 1.90

U.S.A.

AA 3.03 2.57 1.32 1.68 1.50 1.12 0.88 1.04
BBB 4.16 4.51 2.21 2.34 2.59 2.17 1.76 2.13

Source: Thomson Reuters.
1 Spreads of seven- to ten-year corporate bonds against ten-year government bonds (euro area: German government bonds).
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Financial indicators of the Austrian corporate and household sectors

Table A7

Financing of nonfinancial corporations

2008 2009 2010 2011 2012 2013 2014 2015

EUR billion, four-quarter moving sum

Debt securities1 1.8 4.3 1.4 4.2 2.8 1.7 –0.7 0.2
Loans 12.0 –10.1 5.8 6.4 4.5 1.6 0.8 5.1
Shares and other equity 8.0 2.9 0.4 9.6 1.6 4.5 8.2 7.6
Other accounts payable –0.2 –5.8 5.9 3.4 0.2 3.1 –0.9 2.7
Total external financing 21.6 –8.7 13.5 23.6 9.1 10.9 7.4 15.6

Source: OeNB (financial accounts).
1 Including financial derivatives.

Table A6

Household1 income and savings

2008 2009 2010 2011 2012 2013 2014 2015

EUR billion, four-quarter moving sum

Net disposable income 171.6 171.9 172.9 177.9 185.8 185.9 190.7 191.4
Savings 20.7 19.5 16.2 14.1 17.3 13.8 15.0 13.4
Saving ratio in %2 11.9 11.3 9.3 7.9 9.2 7.3 7.8 6.9

Source: Statistics Austria (national accounts broken down by sectors).
1 Including nonprofit institutions serving households.
2 Saving ratio = savings / (disposable income + increase in accrued occupational pension benefits).

Table A5

Financial investment of households1

2008 2009 2010 2011 2012 2013 2014 2015

EUR billion, four-quarter moving sum

Currency 0.7 0.9 1.0 1.1 0.6 1.2 0.8 0.9
Deposits 11.6 7.6 1.6 4.6 3.8 1.9 3.2 6.3
Debt securities2 4.8 –0.4 1.5 1.8 0.2 –1.8 –4.2 –3.5
Shares and other equity3 1.6 1.7 1.7 0.8 1.1 –0.1 1.8 –0.2
Mutual fund shares –4.0 0.9 2.4 –1.4 0.9 2.7 3.5 4.1
Insurance technical reserves 3.7 4.6 3.7 2.1 2.7 2.4 2.4 0.8
Other accounts receivable 1.3 0.2 0.7 1.0 1.3 1.4 2.9 2.1
Total financial investment 19.7 15.5 12.6 10.0 10.6 7.7 10.4 10.5

Source: OeNB (financial accounts).
1 Including nonprofit institutions serving households.
2 Including financial derivatives.
3 Other than mutual fund shares.
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Table A8

Insolvency indicators

2008 2009 2010 2011 2012 2013 2014 2015

Default liabilities (EUR million) 2,969 4,035 4,700 2,775 3,206 6,255 2,899 2,430
Defaults (number) 3,270 3,741 3,522 3,260 3,505 3,266 3,275 3,115

Source: Kreditschutzverband von 1870.

Note: Default liabilities for 2013 include one large insolvency.

Table A9

Housing market indicators

2008 2009 2010 2011 2012 2013 2014 2015

2000=100
Residential property price index
Vienna 125.5 133.5 143.9 156.1 180.7 196.3 204.6 209.2
Austria 115.4 119.8 127.3 132.7 149.1 156.0 161.4 168.1
Austria excluding Vienna 111.6 114.8 121.1 124.0 137.4 141.1 145.4 152.9

2000=100
Rent prices1

Vienna: apartments 116.8 116.3 117.7 121.0 126.3 129.5 134.9 140.4
Austria excluding Vienna: apartments 122.7 144.7 145.9 148.2 144.1 162.5 158.9 158.3
Austria excluding Vienna: single-family houses 112.9 101.5 101.7 97.1 94.6 95.5 97.4 94.2
Rents of apartments excl. utilities, according to CPI 92.4 96.7 100.0 103.3 107.8 111.2 115.6 120.7

OeNB fundamentals indicator for residential property prices2

Vienna –3.1 –5.4 –1.3 4.8 13.6 18.0 19.1 19.2
Austria –6.9 –12.2 –8.4 –5.1 0.2 –0.8 –0.9 1.0

Source: OeNB, TU Wien.
1 Free and regulated rents.
2 Deviation from fundamental price in %.
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Table A10

Total assets and off­balance sheet operations

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Total assets on an unconsolidated basis  1,069,100  1,029,043  978,559  1,014,278  982,114  927,155  896,424  859,165 
of which: total domestic assets  692,566  691,465  659,561  693,394  678,500  645,275  611,540  606,427 
Total assets on a consolidated basis  1,175,646  1,139,961  1,130,853  1,166,313  1,163,595  1,089,713  1,078,155  1,056,705 
Total assets of CESEE subsidiaries1  267,484  254,356  263,800  270,045  276,352  264,998  285,675  298,600 

Leverage ratio (consolidated, %)2 4.5 5.2 5.8 5.8 6.1 6.5 6.1 6.3

Source: OeNB.
1 Including Yapı ve Kredi Bankası (not fully consolidated by parent bank UniCredit Bank Austria) since 2014.
2 Definition up to 2013: tier 1 capital after deduction in % of total assets. Definition as of 2014 according to Basel III.

Austrian financial intermediaries1

1 Since 2007, the International Monetary Fund (IMF) has published Financial Soundness Indicators (FSIs) for 
 Austria (see also www.imf.org). In contrast to some FSIs that take only domestically-owned banks into account, 
the OeNB’s Financial Stability Report takes into account all banks operating in Austria. For this reason, some of 
the  figures presented here may deviate from the figures published by the IMF.

Table A11

Sectoral distribution of domestic loans

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

All currencies combined 

Banks  208,218  195,737  169,596  184,789  169,364  147,537  123,732  125,688 
Nonbanks  314,399  311,794  321,524  329,912  330,385  326,820  328,324  333,970 
of which: nonfinancial corporations  134,897  132,346  135,427  138,840  140,384  140,329  136,606  137,235 

households1  127,828  128,178  135,215  138,353  139,056  139,052  140,946  146,432 
general government  24,056  24,923  26,374  28,976  27,972  25,970  28,102  28,076 
other financial intermediaries  27,213  26,063  24,324  23,586  22,806  21,244  22,578  22,127 

Foreign currency

Banks  54,977  42,780  25,851  25,288  19,422  16,013  14,939  12,724 
Nonbanks  56,797  53,515  58,746  57,231  47,652  40,108  36,288  33,950 
of which: nonfinancial corporations  12,441  11,473  12,550  12,111  9,156  6,985  6,379  5,293 

households1  39,138  37,064  40,040  38,716  32,905  28,385  25,374  24,423 
general government  1,673  1,628  2,627  3,267  2,827  2,478  2,777  2,858 
other financial intermediaries  3,514  3,374  3,525  3,133  2,761  2,257  1,759  1,374 

Source: OeNB.
1 Including nonprofit institutions serving households.

Note: Figures are based on monetary statistics.
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Table A12

Loan quality

2008 2009 2010 2011 2012 2013 2014 2015

End of period, % of claims on nonbanks 

Specific loan loss provisions for loans to nonbanks 
(unconsolidated) 2.2 2.8 3.2 3.2 3.4  3.5  3.3  3.0 
Specific loan loss provisions for loans to nonbanks 
(consolidated) 2.4 3.5 4.1 4.3 4.6  4.8  4.5  4.2 
Specific loan loss provisions for loans to nonbanks 
(Austrian banks’ subsidiaries in CESEE) 2.9 5.3 6.5 7.3 7.6  8.0  7.3  7.0 

Nonperforming loan ratio (unconsolidated)1 3.0 4.2 4.7 4.5 4.7  4.1  4.4  4.3 
Nonperforming loan ratio (consolidated)1 x 6.7 8.0 8.3 8.7  8.6  7.0  6.4 
Nonperforming loan ratio 
(Austrian banks’ subsidiaries in CESEE) x 9.6 12.7 14.2 13.9  14.0  11.8  11.5 

Source: OeNB.
1  Ratio for loans to corporates and housholds (introduced in Financial Stability Report 24 to better indicate the loan quality in retail business; not comparable with former ratios).

Table A13

Exposure to CESEE

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Total exposure according to BIS 199,227 203,975 209,352 216,086 209,818 201,768 184,768 186,397
Total indirect lending to nonbanks1 170,566 160,248 168,710 171,311 171,117 161,439 177,389 177,908
Total direct lending2 49,724 50,665 49,460 52,010 51,539 52,926 43,144 40,986
Foreign currency loans of Austrian banks’ 
subsidiaries in CESEE 84,090 77,396 84,601 88,282 85,382 79,047 76,736 69,317

Source: OeNB.
1 Lending (net lending after risk provisions) to nonbanks by all fully consolidated subsidiaries in CESEE.
2 Cross-border lending to nonbanks and nonfinancial institutions in CESEE according to monetary statistics.
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Table A14

Profitability on an unconsolidated basis

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Operating income 20,557 17,850 19,705 19,227 19,115  18,967  19,943  20,813 
of which: net interest income 8,248 8,769 9,123 9,622 8,813  8,814  9,306  8,975 

securities and investment earnings 7,193 3,328 4,026 3,662 3,670  3,018  3,550  3,443 
fee and commission income 4,218 3,605 3,950 3,835 3,848  4,073  4,260  4,410 
trading income –812 486 664 325 631  495  368  516 
other operating income 1,710 1,662 1,942 1,784 2,153  2,567  2,458  3,469 

Operating expenses 11,416 11,080 11,547 11,714 12,193  12,835  13,906  13,769 
of which: staff costs 5,776 5,697 5,802 5,998 6,243  6,507  7,384  6,918 

other administrative expenses 3,952 3,766 3,940 4,028 4,124  4,301  4,459  4,582 
other operating expenses 1,689 1,617 1,805 1,688 1,827  2,027  2,063  2,270 

Operating profit/loss 9,141 6,770 8,159 7,513 6,922  6,132  6,037  7,043 
Net profit after taxes 1,891 43 4,207 1,211 3,214 –935 –6,692  3,720 

%

Return on average assets1 0.2 0.0 0.4 0.1 0.3 –0.1 –0.7  0.4 
Return on average equity1 3.0 0.1 5.8 1.6 4.31 –1.2 –9.9  5.9 
Interest income to gross income 40.0 49.1 46.3 50.0 46.1  46.5  46.7  43.1 
Cost-to-income ratio 56.0 62.1 58.6 60.9 63.79  67.7  69.7  66.2 

Source: OeNB.
1 Annual surplus in % of total assets and tier 1 capital, respectively.

Table A15

Profitability of Austrian subsidiaries1 in CESEE

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Operating income  14,102  13,396  13,436  13,622  13,268  13,307  12,160  12,261 
of which: net interest income  9,231  8,693  9,333  9,402  8,781  8,414  9,069  8,431 

securities and investment earnings  103  50  47  70  61  63  27  49 
fee and commission income  3,432  2,916  2,954  3,092  2,992  3,164  3,475  3,355 
trading income  46  1,238  368  426  790  749 –139  733 
other operating income2  1,547  818  1,227  1,058  1,230  1,672 –273 –309 

Operating expenses  6,961  6,267  6,678  6,814  6,950  7,009  4,892  5,477 
of which: staff costs  3,200  2,739  2,870  2,997  2,992  2,922  2,979  2,896 

other administrative expenses3  2,809  2,502  2,557  2,641  2,606  2,580  2,752  2,744 

Operating profit/loss  7,141  7,129  6,757  6,809  6,317  6,298  5,747  5,998 
Net profit after taxes  4,219  1,775  2,063  1,757  2,093  2,216  747  2,048 

%

Return on average assets3 2 1 1 1 1 1 0 1
Return on average equity3 20.5 8.2 9.2 7.2 8.2 8.4 9.9 9.5
Interest income to gross income 65 65  69  69  66  63  75  69 
Cost-to-income ratio2 49 47  50  50  52  53  53  51 

Source: OeNB.
1 Since the first quarter of 2014, pro rata data of Yapi ve Kredi Bankasi, a joint venture of UniCredit Bank Austria in Turkey, have been included.
2 As from end-2014, other operating income and other operating expenses are netted under other operating income.
3 End-of-period result expected for the full year after tax as a percentage of average total assets and total tier 1 capital, respectively.
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Table A16

Profitability on a consolidated basis

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Operating income  33,642  37,850  37,508  37,207  37,673  35,271  28,717  28,064 
of which: net interest income  19,308  19,451  20,390  20,426  19,259  18,598  19,345  18,336 

net fee-based income  8,469  7,160  7,678  7,592  7,260  7,590  7,741  7,730 
net profit/loss on financial operations –2,135  2,560  997  845  1,137  670  426 –50 
other operating income1  8,001  8,679  8,443  8,344  10,016  8,413  1,205  2,048 

Operating expenses  25,788  22,230  24,030  26,839  25,582  27,318  19,833  17,612 
of which: staff costs  10,166  9,522  9,941  10,279  10,391  10,378  9,543  8,959 

other administrative expenses  6,364  5,979  6,262  6,316  6,410  6,628  6,569  6,830 
other operating expenses2  9,257  6,729  7,827  10,244  8,781  10,311  3,721  1,823 

Operating profit/loss  7,855  15,620  13,478  10,369  12,090  7,953  8,884  10,452 
Net profit after taxes  586  1,530  4,577  711  2,966 –1,035  685  5,244 

%

Return on average assets3 0.1 0.2 0.5 0.1 0.3 0.0 0.1 0.6 
Return on average equity3 2.1 3.6 8.2 1.7 5.1 –0.7 0.9 9.5 
Interest income to gross income 57.4 51.4 54.4 54.9 51.1 52.7 67.4 65.3 
Cost-to-income ratio 71.9 52.7 57.9 66.4 61.7 73.0 69.1 62.8 

Source: OeNB.
1 As from end-2014, other operating income and other operating expenses are netted under other operating income.
2 As from end-2014, some positions of other operating expenses are netted under other operating income.
3 End-of-period result expected for the full year before minority interests as a percentage of average total assets and average tier 1 capital, respectively.

Table A17

Solvency

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Own funds  74,707  80,574  86,228  88,071  88,204  88,994  87,584  87,123 
Total risk exposure  678,163  633,313  653,313  649,613  621,925  578,425  562,790  538,754 

End of period, eligible capital and tier 1 capital, respectively, as a percentage of risk-weighted assets

Consolidated total capital adequacy ratio  11.0  12.8  13.2  13.6  14.2  15.4  15.6  16.2 
Consolidated tier 1 capital ratio  7.7  9.3  10.0  10.3  11.0  11.9  11.8  12.7 
Consolidated core tier 1 capital ratio (common 
equity tier 1 as from 2014)  6.9  8.5  9.4  9.8  10.7  11.6  11.7  12.7 

Source: OeNB.

Note: As from 2014, figures are calculated according to CRD IV requirements. Therefore, comparability with previous figures is limited.
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Table A18

Liquidity risk

2008 2009 2010 2011 2012 2013 2014 2015

End of period, %

Short-term loans to short-term liabilities 67  73  64  66  66  59  62  60 
Short-term loans and other liquid assets to  
short-term liabilities 109  125  119  118  121  109  117  113 

Source: OeNB.

Table A19

Market indicators of selected Austrian financial instruments

2009 2010 2011 2012 2013 2014 2015 mid-2016

Share prices % of mid-2006 prices, end of period

Erste Group Bank 62 85 33 57 60 46 69 51
Raiffeisen Bank International 58 63 31 46 37 19 21 17
EURO STOXX – Banks 57 42 26 29 36 35 33 25
Uniqa 51 57 37 39 38 32 31 24
Vienna Insurance Group 77 85 69 87 78 80 54 39
EURO STOXX – Insurance 60 57 47 62 82 85 98 80

Relative valuation: share price-to-book value ratio %, end of period

Erste Group Bank  0.8  1.3  0.5  0.9  1.1  0.7  1.1  0.8 
Raiffeisen Bank International  1.1  1.2  0.5  0.8  0.9  0.5  0.5  0.4 
EURO STOXX – Banks  0.9  0.6  0.4  0.6  1.0  0.7  0.7  0.6 
Uniqa  1.4  2.3  1.2  1.1  1.1  0.9  0.8  0.7 
Vienna Insurance Group  1.0  1.2  0.9  1.2  1.1  1.1  0.8  0.6 
EURO STOXX – Insurance  1.0  0.9  0.7  0.8  0.9  1.2  1.0  0.9 

Source: Thomson Reuters, Bloomberg.

Note: Mid-2016 refers to June 10, 2016, for EURO STOXX banks, and to May 30, 2016, for the price-to-book value ratio.
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Table A20

Key indicators of Austrian insurance companies

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Business and profitability
Premiums 16,180 16,381 16,652 16,537 16,341 16,608 17,077 17,342
Expenses for claims and insurance benefits 11,608 12,348 11,882 12,826 12,973 13,150 14,157 15,514
Underwriting results –119 132 373 295 455 592 477 475
Profit from investments 2,370 2,729 3,203 2,964 3,391 3,354 3,211 3,216
Profit from ordinary activities 411 744 1,101 1,162 1,395 1,524 1,421 1,354
Acquisition and administrative expenses 3,315 3,241 3,382 3,541 3,499 3,528 3,573 3,697
Total assets 93,911 99,227 105,099 105,945 108,374 110,391 113,662 114,495

Investments
Total investments 87,698 92,260 98,300 99,776 103,272 105,496 107,442 107,933
of which: debt securities 35,209 36,397 38,223 37,813 37,614 39,560 41,667 41,517

stocks and other equity securities1 12,531 12,811 12,559 12,363 12,505 12,464 12,619 12,522
real estate 5,138 5,246 5,703 5,236 5,371 5,689 5,858 5,912

Investments for unit-linked and index-linked life insurance 9,319 12,822 15,325 15,870 18,330 19,127 20,179 19,776
Claims on domestic banks 16,079 17,168 16,458 16,405 16,872 16,687 15,800 11,388
Reinsurance receivables 1,272 1,218 1,229 1,733 1,933 824 918 971

%

Risk capacity (solvency ratio)  300  300  356  332  350  368  380  375 

Source: FMA, OeNB.
1 Contains shares, share certif icates (listed and not listed) and all equity instruments held by mutual funds. 

Table A21

Assets held by Austrian mutual funds

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Domestic securities 48,777 48,765 51,001 50,046 50,963 49,757 52,116 52,970
of which: debt securities 14,601 16,013 15,884 16,683 17,527 16,203 15,467 13,609
 stocks and other equity securities 1,473 2,863 3,696 2,991 3,637 3,610 3,345 3,530
Foreign securities 78,655 89,845 96,684 87,458 96,854 99,647 110,397 114,833
of which: debt securities 57,598 61,961 61,744 58,695 63,661 62,972 69,642 70,326
 stocks and other equity securities 8,899 12,663 15,540 12,097 14,208 16,278 17,910 18,521
Net asset value 127,432 138,610 147,684 137,504 147,817 149,404 162,513 167,802
of which: retail funds 82,804 85,537 88,313 78,299 84,158 83,238 89,163 91,626
 institutional funds 44,628 53,073 59,372 59,205 63,659 66,167 73,350 76,177
Consolidated net asset value 105,620 115,337 123,794 116,747 126,831 128,444 138,642 143,249

Source: OeNB.



Annex of tables

FINANCIAL STABILITY REPORT 31 – JUNE 2016  133

Table A22

Structure and profitability of Austrian fund management companies

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Total assets 504 642 699 661 644 670 725 745
Operating profit 89 106 142 125 111 131 158 184
Net commissions and fees earned 269 258 302 284 283 310 368 411
Administrative expenses1 196 185 199 195 205 219 246 266
Number of fund management companies 29 30 29 29 29 29 29 29
Number of reported funds 2,308 2,182 2,203 2,171 2,168 2,161 2,118 2,077

Source: OeNB.
1 Administrative expenses are calculated as the sum of staff and material expenses.

Table A23

Assets held by Austrian pension funds

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Total assets 11,936 13,734 14,976 14,798 16,335 17,385 19,011 19,646
of which: direct investment  x 1,239 968 1,139 1,139 1,640 1,065 990
 mutual funds  x 11,235 13,944 13,626 15,278 15,745 17,946 18,656
 foreign currency (without derivatives)  x  x  x  x 5,714 5,964 7,578 7,279
 stocks  x  x  x  x 4,805 5,472 6,250 6,200
 debt  x  x  x  x 8,464 7,650 9,163 9,552
 real estate  x  x  x  x 567 583 576 690
 cash and deposits  x  x 1,181 1,624 1,488 2,033 1,598 1,850

Source: OeNB, FMA.
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Table A24

Assets held by Austrian severance funds

2008 2009 2010 2011 2012 2013 2014 2015

End of period, EUR million

Total direct investment 1,062 884 1,004 1,393 1,442 1,528 1,415 1,565
of which: euro-denominated 1,043 866 985 1,363 1,415 1,507 1,299 1,502
 foreign currency-denominated 19 17 19 30 27 21 x 63

accrued income claims from direct investment 17 15 16 19 22 21 15 14
Total indirect investment 1,076 1,946 2,569 2,891 3,834 4,701 5,912 6,741
 of which:  total of euro-denominated investment in 

mutual fund shares 1,039 1,858 2,379 2,741 3,540 4,220 5,190 5,790
  total of foreign currency-denominated investment 

in mutual fund shares 38 88 190 151 294 481 722 951
Total assets assigned to investment groups 2,139 2,830 3,573 4,284 5,254 6,218 7,306 8,294

Source: OeNB.

Note: Due to special balance sheet operations, total assets assigned to investment groups deviate from the sum of total indirect investments.

Table A25

Transactions and system disturbances in payment and securities settlement systems

2008 2009 2010 2011 2012 2013 2014 2015

Number of transactions in million, value of transactions in EUR billion

HOAM.AT
Number 1  1  1  1  1  1  1 1
Value  4,364  9,305  9,447  7,667  9,974  5,906  7,438  6,381 
System disturbances  4  5  4  1  1  3 . . 1
Securities settlement systems
Number  1  2  2  2  2  2  2 2
Value  247  365  398  439  418  369  377 315
System disturbances . . . . . . . .  1  5  2 3
Card payment systems1

Number 505  540  583  591  633  673  1,006 1,045
Value 38  41  45  45  48  72  99 102
System disturbances 16  19  25  4  4  2 . . . .
Participation in international payment systems
Number  13  31  31  36  41  53  113 144
Value  998  1,225  1,164  1,306  1,820  1,643  2,463 2,420
System disturbances . . . . . . . . . . . . . . . .

Source: OeNB.
1 On-us ATM transactions are not included in the figures for 2009–2013.
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The OeNB’s annual Conference on European Economic Integration (CEEI) deals with current issues with a particular 
relevance for central banking in the context of convergence in Central, Eastern and Southeastern Europe as well as the 
EU enlargement and integration process. For an overview see:
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