Recommendations, December 2025

RECOMMENDATIONS BY THE FISCAL ADVISORY COUNCIL ON AUSTRIA’S
BUDGET POLICY FOR 2026

Background:

e The current budget situation demands fast, consistent, sustainable and far-reaching structural con-
solidation efforts in order to:

o restore fiscal headroom and crisis resilience;
o make it possible to realize the new federal government’s political agenda;
o open up the room for maneuver needed for necessary future investments;

o reduce what is still a high level of expenditure — despite the expiry of the temporary crisis
support measures and implementation of the consolidation package (the fiscal effects of in-
creased discretionary spending since 2020 still amount to almost EUR 11 billion in 2025);

o secure long-term debt sustainability; and
o comply with the EU’s fiscal rules.

e OnJuly 8, 2025, the ECOFIN Council opened an excessive deficit procedure (EDP) against Austria in
response to the high budget deficits in 2024 and 2025. Under this EDP, the general government fiscal
rules will focus on ensuring compliance with the net expenditure path according to the medium-term
fiscal-structural plan and pushing the deficit below the limit of 3% of GDP by the end of 2028.

e Currently, the need for corrective fiscal measures must be brought into line with the need for
measures that will stimulate the weak economy or that could strengthen Austria’s competitiveness
as a business location.

e The federal government has initiated the consolidation process with the two-year budget 2025-2026
and will, in the opinion of the Fiscal Advisory Council, adhere to the net expenditure path in these
first two years. The budget deficits will nonetheless remain well above the Maastricht limit of 3% of
GDP and the national debt-to-GDP ratio will rise steadily. Across the period from 2025 to 2029, the
Maastricht deficit should not average more than 2.6% of GDP per annum if the national debt-to-GDP
ratio is to be stabilized at the 2024 level and a further rise prevented. By contrast, the Fiscal Advisory
Council (under the no-policy-change assumption) is forecasting Maastricht deficits of between 4.4%
of GDP (2025) and 3.9% of GDP (2029).

e Asof 2027, the significant deviation from the permitted net expenditure path points to an additional
consolidation requirement that needs to be addressed by fleshing out measures that have been al-
ready announced and by adding others. This means that the level of ambition needs to be raised
considerably and that all levels of government must pull together in order to:

o quickly return the Maastricht deficit below the limit of 3% of GDP, thus allowing the current
EDP to be closed;

o systematically pursue the consolidation path with a view to achieving a sustainable fiscal po-
sition;

o slow the fast pace of spending growth seen primarily in health care and long-term care; and

o counter the growth in the pension expenditure-to-GDP ratio.
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Problems in measuring and evaluating the ongoing budget execution and the expected fiscal balances
of the regional and local governments highlight weaknesses in the governance architecture of the
Austrian general government. These problems were exacerbated by the fact that there was no bind-
ing stability pact within Austria. The recently adopted 2025 Stability Pact is a marked improvement.
However, valid general government data on the previous year’s performance are not available until
the fall of the following year, as the March account for the government sector is still based on nu-
merous estimates.

Immediately stepping up consolidation at all levels of government in a way that is both ambitious
and targeted in order to create political headroom and crisis resilience

Recommendations:

An appropriate strategic approach agreed at all levels of government for achieving fiscal sustainability
in the context of the new Austrian Stability Pact requires stepped-up consolidation efforts in line with
the agreed adjustment amounts and strict budget execution.

Key components of current and medium-term fiscal policy must include: creating headroom in the
budget to allow the general government to perform its macroeconomic stabilization function and to
put measures in place to make Austria a more attractive location for business and boost competitive-
ness; minimizing budget risks; and preparing the ground for essential transformation processes (cli-
mate change, digitalization, aging population). This means that the government’s consolidation strat-
egy must implement the requirements of rules-based fiscal policy and achieve a structural budget
deficit of a maximum 1.5% of GDP.

Prioritizing expenditure categories by constructively aligning them with the importance of macroe-
conomic policy goals will be key to any successful consolidation. This also applies to setting priorities
within expenditure categories — including in the context of public sector investment. The investment
rate is very high by historical standards. This is primarily attributable to investments in the expansion
of railroad infrastructure and purchases of military hardware. As a general rule, government expend-
itures should be prioritized so as to shift spending toward expenditure categories that have a strong
multiplier effect in terms of securing long-term growth and competitiveness! (e.g. education, re-
search and development, sustainable infrastructure, digitalization, technology, transformation of in-
dustry and energy systems).

The impacts on growth, employment and distribution in particular need to be taken into account
when drawing up and implementing corrective spending and revenue measures in a balanced man-
ner.

Introducing and implementing structural reforms with a view to achieving a seamless transition
between the consolidation effects of short- and longer-term measures

Recommendations:

It is essential to massively reduce the gap between government expenditure and government reve-
nue in order to quickly exit the phase of high budget deficits. However, far-reaching reforms are also
essential across all levels of government in health care, long-term care and pensions, and in subsidi-
zation. The goal is to ensure that expenditure does not increase faster than revenue in future so as
to prevent a renewed widening of this revenue-expenditure gap and to secure sustainable public
finances.

Given longer lead times, both decisions on and implementation of these important structural reforms

In line with the definition of the Austrian Productivity Board.
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are urgently needed to secure a lasting impact. Examples of important issues include:

o Hospital reform as a precursor for comprehensive reform of the domestic health care system
toward integrated care based on adjusted competences. The ability to leverage potential
efficiency gains and to generate positive budgetary effects via a list of reforms in the health
care sector (patient flow management, avoiding care at multiple levels, etc.) to be drawn up
promptly depends crucially on achieving a demand-oriented reshaping of the hospital seg-
ment.

o Pension reform measures in the light of rising life expectancy; these need to take into ac-
count the varied capacity to work of different occupational groups and segments of the pop-
ulation and avoid ad hoc interventions with permanent effects that jeopardize the sustaina-
bility of the pension system.

o Reform of subsidization in Austria under a holistic strategy that needs to focus on minimizing
target conflicts, redundant parallel structures and dead-weight effects; such a strategy also
needs to focus on raising transparency and ensuring that public support goes where it is re-
ally needed. This includes:

= 3 science-based evaluation;

= better coordination within and across different levels of government, which involves
the subsidizing bodies and the institutions they sometimes use to outsource the ad-
ministration of subsidies; and

= improved usage and processing of the content of the transparency database (e.g.
identification of multiple subsidies).

o Supporting the green transition and ensuring environmental protection that is coordinated
across all levels of government.

Establishing reliable, informative budget controlling at all levels of government in order to in-
crease transparency and enhance governance of public finances

Recommendations:

e We think that the monitoring of budget execution and the budget controlling announced in the Aus-
trian Stability Pact are positive steps; however, these steps need to be taken in a transparent and
consistent manner. Data reporting and publications must cover off-budget entities as well.

e ESAdatashould be improved in quality and be made available more quickly. This applies to ESA quar-
terly data but also to annual data.

e This calls for a dataset to be created that makes it possible to generate a valid overall presentation
of budgetary developments across all sub-sectoral levels during the year in line with ESA 2010 (Maas-
tricht deficit), especially in light of the ongoing EDP.



