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By Hannes Androsch

Austria’s development since the second world war is a true success story. But today the
country is confronted by major challenges in preserving its prosperity and security.

In 1945, Austria was poverty stricken. Between 1948 and 1953 under the Marshall Plan,
almost $712m was invested in Austria to lay the foundations for the transformation of
industry, its growing prosperity and the availability of a wide range of social services. From
1953 to 2000, consumer prices rose sixfold. But incomes jumped by a factor of 20. In
2005, prosperity reached a peak, with Austria ranked sixth among the 34 members of the
Organisation for Economic Co-operation and Development.

Then in 2008 came the global financial and economic crisis after the Lehman Brothers
collapse. Hit hard, Austria launched a comprehensive €100bn ($137bn) rescue package to
prop up its banks. In 2009, as gross domestic product fell 3.9 per cent, Austria
experienced its third, and its most severe, year of recession since the war – although a
strongly counter-cyclical fiscal policy alleviated the worst of the pain.

Speedy economic recovery came thanks largely to Austria’s pronounced export
orientation. Foreign sales should reach a record of about €120bn this year, due in no small
measure to favourable developments in unit wage costs and productivity gains. The
economy is expected to grow by about 3.2 per cent in 2011, taking GDP to about €295bn.

But the crisis is not over. The consequences of past neglect are already beginning to show.
The cost of the expansionary packages in the aftermath of the Lehman collapse are
becoming apparent in the sovereign debt problems emerging on both sides of the Atlantic.

Budgetary challenges have also been ignored in Austria for far too long. Sometimes we
have had attempts to camouflage the true state of public finances by outsourcing sectors of
the budget, along with the associated debt. The political courage to implement structural
reform has simply been lacking. The International Monetary Fund has criticised excessive
expenditure, as well as the lack of will – especially on the part of the federal states and
local councils – to reform.

Expenditure on health, currently 11 per cent of GDP, is too high. The OECD sees an urgent
need for reform in the pension system. Unemployment of 4.3 per cent may be the lowest
in the European Union, but this must be viewed in the context of an average retirement
age of just 58.9 years for men and 57.5 years for women. Expenditure on pensions is 13.6

ft.com/frontpage All times are London timeUK

Debt burden weighs on future prosperity - FT.com http://www.ft.com/cms/s/0/38d63a02-e38f-11e0-8f47-00144feabdc0.html

1 von 3 28.09.2011 09:48



Printed from: http://www.ft.com/cms/s/0/38d63a02-e38f-11e0-8f47-00144feabdc0.html

per cent of GDP. The search for a solution by dreaming up new taxes appears truly
grotesque, given that Austria’s average tax burden of nearly 43 per cent is one of the
highest in the world.

An indication of how Austria’s social circumstances are deteriorating gradually is best
reflected in its ranking as a business location. In the 2011-12 global competitiveness index
by the World Economic Forum, Austria came 19th – five places down on three years
earlier.

The OECD describes the country’s need to catch up in academic qualifications. In
education, Austria was ranked in the bottom third of the OECD countries in 2010.
Education, knowledge and know-how are becoming ever more important in determining
the success of the individual, and are no less important for the success of a business
location. It must remain Austria’s top priority to create an educational system that is
modern and forward-looking, a system that can span the spectrum from kindergarten to
university and incorporate training programmes as well as further education.

The government has committed itself to making the country an innovation leader by 2020.
That is the only hope of ensuring Austria maintains its competitive position in the 21st
century and that it can compete successfully in European and global markets in future.

This goal, however, can be achieved only when adequate financial resources are invested
in education, science and research. But, for the past three years, all we have witnessed is
budgetary stagnation, with no sign that matters will change.

A serious threat is being posed to Austria’s future by the continuing inability to consolidate
public finances and halt growing national debt. When we include segments of the public
sector and their indebtedness that have been outsourced from the budget, national debt
has increased dramatically, from €133bn in 1999 to €260bn in 2011.

Moreover, the two banks that had to be nationalised to avert their collapse have liabilities
of €36bn between them. All told, Austria’s debt-to-GDP ratio lies in the region of 100 per
cent – far above the European Union’s Maastricht criteria, which envisage an upper limit
of 60 per cent.

Austria has experienced a period of remarkable development and is well positioned to
enjoy a successful future. But it will take a major effort to maintain the much admired
quality of life we enjoy. To safeguard this future, we will have to modernise and overcome
institutional “gridlocks” and the blocking tactics of “refuseniks”.

Hannes Androsch is an Austrian entrepreneur and consultant, and a former Austrian
finance minister.
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Doing Business in Austria

The Social Democrats and
People’s party jointly
hold a stable majority of
108 of 183 seats in the

current parliament and face no
national or regional elections in
the next two years.

But instead of undertaking
the economic reforms that econ-
omists and international organi-
sations such as the Organisation
for Economic Co-operation and
the International Monetary
Fund call for, the parties are
stuck in a cycle of political
infighting where they try to
score points off each other.

Even though the two coalition
leaders, chancellor Werner Fay-
mann from the Social Demo-
cratic party and Michael Spin-
delegger from the conservative
People’s party, are both soft-spo-
ken pragmatists who get on
together, the dynamics of daily
politics often stand in the way
of constructive compromises.

The backlog on key issues,
including changes in the expen-
sive pension system, education
and health reform, is angering
business leaders. “We need
more positive impetus from the
government so that we can han-
dle the coming challenges,” says
Veit Sorger, president of the
Federation of Austrian Indus-
tries.

The key areas of dispute are
the military draft, which the

Social Democrats want to see
abolished, pensions, tax policy
and the troubled state of the
public universities.

The two parties are deeply
split on how to help the public
universities that are over-
crowded, partly through the
influx of German students, and
starved of funds. The People’s
party wants annual tuition fees
of about €1,000 to limit enrol-
ment and open new sources of
funding and also calls for gen-
eral admission tests in the most
popular departments.

But the Social Democrats,
who cling to the ideal of free
and unrestricted higher educa-
tion, demur. The victims are
students and teachers who see
the quality of university educa-
tion decline.

On pensions, the People’s
party wants to abolish the
remaining options for early
retirement quickly, while the
Social Democrats prefer a
slower process that would lift
the average retirement age, cur-
rently 59 for men, gradually.

The most controversial issue
is the repeated call by the Social
Democrats to introduce a wealth
tax to reduce the budget deficit
and the gap between rich and
poor. The People’s party is
strictly opposed, citing the exist-
ing high taxation levels on
income and the recent introduc-
tion of a capital-gains tax on
securities. But the issue has
helped to lift the Social Demo-
crats in the polls and put Mr
Spindelegger on the defensive.

The controversy about taxes,
which mirrors similar debates
in other countries, is hurting
Austrian business, says Andreas
Treichl, chief executive of Erste

Group, a major bank. “We will
see a loss in our prosperity if
the political leadership does not
make clear decisions that can
give workers and investors con-
fidence about the future,” he
says.

Mr Spindelegger, the foreign
minister, became party leader
and vice-chancellor in April
when his predecessor Josef Pröll
resigned, officially for health
reasons, but also to escape con-
stant sniping against him from
his own party. But Mr Spindel-
egger is less popular than Mr
Pröll and has failed to unify the
party behind him. His People’s
party is stuck in third place in
opinion polls, behind the Social
Democrats and even the far-
right Freedom Party.

The conservatives are also
hurt by corruption charges from
the years 2000 to 2006, when
their former leader, Wolfgang
Schüssel, was chancellor.

Most of the reported incidents,
including alleged kickbacks
related to the purchase of
Eurofighter jets by the military,
privatisation schemes that are
now undre judicial investigation
and corruption charges against
Telekom Austria, a partly state-
owned telecom group, involve
former members of the Freedom
Party and its small spin-off, the
Alliance for Austria’s Future
(BZÖ), which were both Mr
Schüssel’s coalition partners.

The former chancellor is not
implicated, but has been criti-
cised for lax supervision.

The central figure in most of
the scandals is former finance
minister Karl-Heinz Grasser,
who switched over from the
Freedom party to the People’s
party in 2002. He is under inves-
tigation in several cases, but
has not been officially charged
with any wrongdoing. The Peo-
ple’s party is bearing the brunt
of public anger.

Heinz-Christian Strache, Free-
dom Party leader, says he has
cut all links to the old guard
and bears no responsibility. His
party was riding high in the
polls thanks to widespread anti-
foreigner sentiment, anger over
the bail-outs for Greece and
other eurozone partners and the
weak performance of the gov-
ernment.

The party’s ascent was slowed
only last summer when a key
regional official was convicted
for offering favours to a Russian
investor in return for donations
to his party. Uwe Scheuch, who
leads the Freedom party in Car-
inthia, is appealing against the
verdict and has not resigned.

Still, there is widespread con-
cern that the Freedom Party,
which garnered 17.5 per cent of
the votes in the last election,
could move ahead of the Social
Democrats and win the next
general election, due in 2013.

So even if Mr Faymann and
Mr Spindelegger fail to bridge
their differences, that fear stops
them from considering snap
elections and holds the coalition
together.

Squabbles
in coalition
put brake
on reforms
Politics
Eric Frey finds that
constructive deals
between partners
are in short supply

The issue that causes
most controversy is
the repeated call by
the Social Democrats
for a wealth tax

Austria’s development
since the second world war
is a true success story. But
today the country is
confronted by major
challenges in preserving its
prosperity and security.

In 1945, Austria was
poverty stricken. Between
1948 and 1953 under the
Marshall Plan, almost
$712m was invested in
Austria to lay the
foundations for the
transformation of industry,
its growing prosperity and
the availability of a wide
range of social services.
From 1953 to 2000,
consumer prices rose
sixfold. But incomes
jumped by a factor of 20.
In 2005, prosperity reached
a peak, with Austria
ranked sixth among the 34
members of the
Organisation for Economic
Co-operation and
Development.

Then in 2008 came the
global financial and
economic crisis after the
Lehman Brothers collapse.
Hit hard, Austria launched
a comprehensive €100bn
($137bn) rescue package to
prop up its banks. In 2009,
as gross domestic product
fell 3.9 per cent, Austria
experienced its third, and
its most severe, year of
recession since the war –
although a strongly
counter-cyclical fiscal
policy alleviated the worst
of the pain.

Speedy economic
recovery came thanks
largely to Austria’s
pronounced export
orientation. Foreign sales
should reach a record of
about €120bn this year,
due in no small measure to
favourable developments in
unit wage costs and
productivity gains. The
economy is expected to
grow by about 3.2 per cent
in 2011, taking GDP to
about €295bn.

But the crisis is not over.
The consequences of past
neglect are already
beginning to show. The
cost of the expansionary
packages in the aftermath
of the Lehman collapse are

becoming apparent in the
sovereign debt problems
emerging on both sides of
the Atlantic.

Budgetary challenges
have also been ignored in
Austria for far too long.
Sometimes we have had
attempts to camouflage the
true state of public
finances by outsourcing
sectors of the budget,
along with the associated
debt. The political courage
to implement structural
reform has simply been
lacking. The International
Monetary Fund has
criticised excessive
expenditure, as well as the
lack of will – especially on
the part of the federal
states and local councils –
to reform.

Expenditure on health,
currently 11 per cent of
GDP, is too high. The
OECD sees an urgent need
for reform in the pension
system. Unemployment of
4.3 per cent may be the
lowest in the European

Union, but this must be
viewed in the context of an
average retirement age of
just 58.9 years for men and
57.5 years for women.
Expenditure on pensions is
13.6 per cent of GDP. The
search for a solution by
dreaming up new taxes
appears truly grotesque,
given that Austria’s
average tax burden of
nearly 43 per cent is one of
the highest in the world.

An indication of how
Austria’s social
circumstances are
deteriorating gradually is
best reflected in its
ranking as a business
location. In the 2011-12
global competitiveness
index by the World
Economic Forum, Austria
came 19th – five places
down on three years earlier.

The OECD describes the
country’s need to catch up
in academic qualifications.
In education, Austria was
ranked in the bottom third
of the OECD countries in

2010. It must remain
Austria’s top priority to
create an educational
system that is modern and
forward-looking, a system
that can span the spectrum
from kindergarten to
university and incorporate
training programmes as
well as further education.

The government has
committed itself to making
the country an innovation
leader by 2020. That is the
only hope of ensuring
Austria maintains its
competitive position and
can compete in European
and global markets.

This goal, however, can
be achieved only when
adequate financial
resources are invested in
education, science and
research. But, for the past
three years, all we have
witnessed is budgetary
stagnation, with no sign
that matters will change.

A serious threat is being
posed to Austria’s future
by the continuing inability
to consolidate public
finances and halt growing
national debt. When we
include segments of the
public sector and their
indebtedness that have
been outsourced from the
budget, national debt has
increased dramatically,
from €133bn in 1999 to
€260bn in 2011.

Moreover, the two banks
that had to be nationalised
to avert their collapse have
liabilities of €36bn between
them. All told, Austria’s
debt-to-GDP ratio lies in
the region of 100 per cent –
far above the European
Union’s Maastricht criteria,
which envisage an upper
limit of 60 per cent.

Austria has experienced
a period of remarkable
development and is well
positioned to enjoy a
successful future. But it
will take a major effort to
maintain the much
admired quality of life we
enjoy. To safeguard this
future, we will have to
modernise and overcome
institutional “gridlocks”
and the blocking tactics of
“refuseniks”.

Hannes Androsch is an
Austrian entrepreneur and
consultant, and a former
Austrian finance minister.
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‘For the past
three years,
all we have
witnessed is
budgetary
stagnation’

Two years ago, the major
Austrian banks were among
the most vulnerable institu-
tions in Europe because of
their huge exposure to cen-
tral and eastern European
countries that were under
pressure from recession and
falling exchange rates.

But as the economic crisis
shifted to southern Europe,
Erste Group, Raiffeisen and
Bank Austria, a unit of
Italy’s UniCredit, are now
in a relatively comfortable
position. Their exposure to
sovereign debt in Greece,
Spain or Italy is compara-
tively small, and their core
business in the CEE region
has picked up again from
the 2009 lows.

“There is always a risk of
spillover” from the southern
periphery to the CEE region,
says Andreas Treichl, Erste
Group chief executive. “But
there is also a growing con-
sensus that once growth
does return to Europe, it
will certainly happen in the
east.”

Austrian banks built up
large reserves to account
for the larger risk in their
CEE loan portfolios and
analysts generally see no
need for significant new
charges against earnings.
Worries about a possible
credit crunch for small- and
medium-sized companies
have also receded over the
past two years.

But, like other European
banks, they will need to
raise new equity capital in
the coming years to meet
the tighter requirements
imposed under the coming
Basel III regulations.

Still, Erste Bank and
Raiffeisen are eager to
repay the government the
participation capital that
was injected after the col-
lapse of Lehman Brothers
three years ago. With
annual dividend payments
of 8 per cent, it is far more
expensive than equity from
private investors.

The biggest headache for
Austrian banks is currently
Hungary, where the right-
wing government of Viktor
Orbán pushed through a
law that allows holders of
foreign currency loans to
pay back their debt at a
favourable exchange rate.

The controversial meas-
ure is expected to hurt Aus-
trian banks, which had
made €5.4bn ($7.4bn) in
Swiss franc loans in Hun-
gary alone, many of them to
households that are now
struggling to keep up with
interest payments due to
the sharp rise in the Swiss
currency.

“This is a major problem
that we are trying to solve,”
says Mr Treichl. The way
out, however, must be
through mutual agreements
between the commercial
banks, the central banks
and the debtors, “and not
through state intervention”,
he adds. The actual costs
for the banks will depend
on how many debtors will
be able to exercise the
option, which will require
repaying the outstanding
loan in full.

Other CEE countries with
large foreign currency loan
exposure could be tempted
to follow the Hungarian
example and relieve their
citizens at the expense of

foreign banks, warns
Markus Heidinger, a lawyer
with Wolf Theiss, which
specialises in banks. “That
is why the banks will fight
tooth and nail” against the
Hungarian law, he says,
referring to possible legal
action in Hungary or at the
European level.

The trouble spots in Aus-
tria’s banking system are
with three mid-sized banks.

Kommunalkredit and Hypo
Alpe-Adria were national-
ised after the Lehman crash
and have not yet recovered,
and Österreichische Volks-
banken (ÖVAG) failed the
European Union-wide stress
test this summer.

None of these banks is
going to go bankrupt and
threaten the country’s
financial system, says Mr
Heidinger. “The question is
only the size of the bill for
the taxpayer and the possi-
ble damage control.”

Hypo Alpe-Adria, for-
merly owned by Bavaria’s

Bayerische Landesbank and
the province of Carinthia
(Kärnten), is the costliest
holding for the government.
Some analysts say the bank
has made little progress in
selling assets and creating
reserves for troubled loans
that were extended mostly
in Croatia and other Balkan
states. Judicial investiga-
tions into the previous man-
agement are believed to be
holding back the bank from
more radical restructuring.

ÖVAG recently agreed to
sell its international branch
ÖVI to Russia’s Sberbank
for at least €585m, less than
ÖVAG’s original valuation.
Sberbank paid only the
equivalent of ÖVI’s equity
capital, which did not pro-
vide the troubled bank with
additional reserves.

ÖVAG’s key weakness is
the failure of its owners,
the co-operative Volks-
banken, to agree on a strat-
egy, says Mr Heidinger.

Earlier plans to merge
ÖVAG with Bawag PSK
(the former trade-union
bank now owned by the US
equity group Cerberus) fell
through because of resist-
ance in the sector.

The government may
force a sale of the bank,
however, in case it is
required to save it with a
fresh capital injection.

Hungarian
loans pose
biggest threat
to recovery
Banking
Southern European
exposure is small
but Hungary
remains a concern,
writes Eric Frey
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‘There is a growing
consensus that
once growth returns
to Europe, it will
happen in the east’

Reserves of strength: a branch of Erste Bank in central Vienna AP

Michael Spindelegger (left) and Werner Faymann: softspoken pragmatists who get on together, but the dynamics of daily politics often hinder constructive compromises Getty
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