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MACRO OUTLOOK | AUSTRIA

Macro Outlook Austria 3Q/2026

Analyst: Outlook for Austria's economy is brightening
Max.|m'||'|an Mostl Economic performance in the first quarter of 2026 was a pleasant surprise.
maximilian.moestl@erstegroup.com A . i
According to the latest figures, GDP grew by +0.9% y/y. This means that
Statistik Austria’'s first estimate was significantly higher than WIFO's flash
estimate of +0.6% y/y. However, the conflict between Iran and the US that
Key figures broke out in early March is weighing on growth in the second quarter, despite
2024 2025 2026e 2027e the announced agreement. In particular, sentiment in the services sector — and

2:2';;'53; (yf/) ) _z:‘; g; ég ff consumer confidence as well — declined sharply from March onwards.

Inflation (%) 29 36 32 26 Consumer spending is likely to show only slight positive growth this year due to

zzstmg"e"ﬂycﬂe(”/t g‘;‘;;%) iz i; _242 22 the sharp rise in energy prices. For this year, we expect moderate growth in the

Govt. Deb (% GDP) 800 815 828 sse Austrian economy of +0.7%. For 2027, we forecast a growth rate of +1.1%,

Source: Eurostat, MoF, Erste Group Research which is above potential. Against the backdrop of the conflict between Iran,
Israel and the US, energy prices have risen significantly since March. The
agreement reached last week between the US and Iran led to an immediate

Ratings sharp fall in oil prices on the markets. Nevertheless, electricity prices in
particular suggest that inflation is likely to remain elevated in the second half of

Agency LT ST _Outlook the year. For 2026 as a whole, we expect an HICP rate of 3.2%. In 2027, we

Fitch AA F1+  stable £, ecast that inflation will then fall to 2.6%.

Moody's Aal P-1 negative

S&p AA+ AT+ stable At iis |ast meeting, the Governing Council of the ECB decided to raise key

Morningstar DBRS AA R-1 stable

interest rates by 25 basis points. The deposit rate, which is key to monetary
policy, has thus risen to 2.25%. The war in the Middle East is fueling
inflationary pressures, and from the ECB's perspective, the decision to raise
interest rates is justified by various scenarios illustrating the possible evolution
Contents of the shock and its implications for the Euro Area. For the time being, we do
ECONOMIC OUHIOOK ....vvvvvviiiiinae not expect any further interest rate rises from the ECB this year. However,
232{:?;,’;‘;g‘;;f;g;gtggftbza;gzt‘:::: shoulgl the signs of inflationary pressures become more pronounced, a further
rate rise would become likely. The market currently still expects one more rate
rise in 2026. The risk premiums on 10-year Austrian government bonds are
expected to remain at around 30 basis points in the coming quarters.

Source: OeBFA, Erste Group Research
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; ¢ The budget speech in the Austrian Parliament on June 10 marked the start of
Rainer Singer (Head)

the legislative process for the twin-year budget covering 2027/2028. Finance

Maurice Jiszda, CEFA®, CFDS® Minigter Marterbaugr emphasized Fhat the federal goyernment i.ntends to
(Senior Economist USA, CHF) continue the consolidation course it began in 2025 with this twin-year budget.
Maximilian Méstl (Economist AT) The aim is to bring the deficit down to the 3% Maastricht criterion by 2029.

Gerald Walek, CFA® (Senior Economist EZ)  The additional net consolidation - that is, gross consolidation minus planned
stimulus measures — amounts to EUR 1.5bn in 2027 and EUR 2.5bn in 2028.
Our calculations, based on current trends at federal and state level, indicate

. . that the deficit is likely to fall to -3.9% of GDP this year and to -3.6% of GDP in
Note: Information on past performance is

not a reliable indicator of future performance 2027.



ERSTES

Group

Statistics Austria has significantly
revised its 2025 growth forecast
upwards

Erste Group Research
Major Markets & Credit Research
19. Juni 2026

Page 2/11

Economic outlook

GDP and economic growth

Following a recent revision of the data by Statistics Austria, growth figures for
the last few quarters have been revised significantly upwards. According to
these figures, the Austrian economy grew by +0.8% in 2025 (previously
0.6%). Growth was driven primarily by private and public consumption, as well
as investment. Economic performance also surprised on the upside in the first
quarter of 2026. According to the figures, GDP grew by +0.9% compared with
the same quarter of the previous year. This means that Statistics Austria's first
estimate is significantly higher than the WIFQO's flash estimate, which stood at
+0.6% yly. The breakdown paints an encouraging picture. With the exception
of changes in inventories, all components of GDP contributed positively to
growth.

Moderate growth underpinned by all components Moderate growth despite Iran conflict
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Sentiment in services sector and
consumer confidence have been
adversely affected by Iran conflict

2023 2024 2025 2026E 2027E

Source: Eurostat, Erste Group Research

Recent sentiment indicators and leading economic indicators have shown a
mixed picture over the past few months, reflecting the uncertainty triggered
by the conflict with Iran. Sentiment in the services sector in particular, but also
consumer confidence, has fallen sharply since March. By contrast, sentiment
in the manufacturing sector remained stable, while in the construction sector
there was a further deterioration from an already very negative level.
However, these poor figures in the individual sectors, as well as the decline in
consumer confidence, have not yet been reflected in the 'hard’ data. The
latest figures for the production index show that it grew by +0.6% y/y in April.
This would mean that production had also increased in real terms in the
second month of the conflict. The most recent export data available for March
- that is, at the outbreak of the crisis in the Middle East - also show a strong
performance, with nominal growth of +9.5% y/y. It remains to be seen,
however, whether this trend will continue throughout the remainder of the
second quarter. Given the mood in the services sector and the slump in
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consumer confidence, we do not expect any positive impetus for growth from
consumption in particular during the second quarter.
Industry and construction sector remain negative Iran conflict hits consumer confidence hard

Sentiment indicators by sector
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GDP growth in 2026 is expected to
be moderately positive, followed by
growth slightly above potential in
2027

Rising inflation due to higher
energy prices and persistently high
inflation in services sector in 2025

Inflation is expected to remain
elevated in 2026 due to Iran
conflict

We expect the Austrian economy to grow moderately this year, despite the
Iran conflict. All components of GDP, with the exception of changes in
inventories, are expected to make a positive contribution to growth.
Nevertheless, the Iran conflict is clouding the outlook for 2026 and
dampening the growth trend observed in recent quarters. Growth should also
be supported by Germany's multi-billion fiscal packages in the areas of
defence and infrastructure. In our view, these should have a positive effect on
Austrian exports and, subsequently, on investment as well. We now expect
GDP growth of +0.7% for 2026. For 2027, we forecast growth of +1.1%,
which is above potential.

Inflation

For 2025 as a whole, the HICP inflation rate in Austria stood at 3.6 %, marking
a significant rise from 2.9% in 2024. Energy prices were the main driver
behind this sharp increase. The phasing out of electricity price caps,
combined with rising grid charges, led to a sharp rise in electricity prices (in
some cases up to +35% y/y). Persistently high inflation in the services sector
(2025: 4.5% on average) also contributed to the high inflation rate in the
previous year.

Against the backdrop of the conflict between Iran, Israel and the US, energy
prices have risen significantly since March. This has also led to a sharp rise in
the inflation rate in Austria, after inflation had been approaching the ECB's 2
percent target at the start of the year. As a result, headline inflation rose to
3.7 percent in May. The agreement reached last week between the US and
Iran led to an immediate sharp fall in oil prices on the markets. Nevertheless,
electricity prices in particular suggest that inflation is likely to remain elevated
in the second half of the year as well.
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In addition, service sector inflation has come as an unwelcome surprise in
recent months, rising to 4.5% in May. Collective bargaining agreements below
the inflation rate and moderate economic growth would have suggested that
inflation in this sector would fall. For 2026 as a whole, we expect an HICP rate
of 3.2%. In 2027, we forecast that inflation will then fall to 2.6%. The key
factor here is that the expected sharp rise in energy prices in 2026 will have a
dampening effect on inflation from the second quarter of 2027 onwards, due
to base effects.

Decline in inflation rate expected in 2026 Unemployment rate expected to rise in 2026

HICP Inflation rate, in %
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3.6%
2.9%

2023 2024 2025
Source: Eurostat, Erste Group Research

Labor market began to weaken,
particularly in second half of 2025

Rate expected to rise in 2026, then
fall from 2027 onwards

Unemployment rate (ILO standard), in %
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Source: Eurostat, Erste Group Research

Labor market

The unemployment rate rose significantly from 5.2% in 2024 to 5.7% in 2025.
The job vacancy rate continued to fall in 2025, standing at 2.8% in the fourth
quarter. In the first quarter of 2026, this trend reversed; the rate rose again
across all sectors (manufacturing, public sector, services) and stood at 3.1%
overall. This development runs counter to the general downturn in the labor
market observed in 1Q26. The agreement between Iran and the US should not
result in any additional negative impact.

We anticipate that the Iran conflict and the resulting slowdown in growth will
have a negative impact on the labor market. We expect the unemployment
rate to rise slightly once again to 5.8% in 2026. For 2027, we forecast a fall to
5.6%.
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Capital market and interest rates

At its last meeting, the Governing Council of the ECB decided to raise key
interest rates by 25 basis points. The deposit rate, which is key to monetary
policy, has thus risen to 2.25 percent. The war in the Middle East is fuelling
inflationary pressures, and the ECB considers the decision to raise interest
rates to be justified in light of various scenarios illustrating the possible
evolution of the shock and its implications for the Euro Area. The ECB
emphasised the uncertainty surrounding the outlook, with upside risks to
inflation and downside risks to economic growth.

At the press conference following the ECB Governing Council meeting,
President Lagarde emphasized that underlying inflationary pressures,
triggered by the rapid rise in energy prices, had already intensified. Lagarde
explained that the interest rate hike was justified by a current inflation rate
above the target, as well as a forecast for inflation to remain above the target
for much of the forecast horizon. However, Lagarde noted that long-term
inflation expectations remain well-anchored.

With this decision, the Governing Council of the ECB considers itself well-
positioned to manage the uncertainties caused by the war. In our view, the
future trend in service sector inflation remains a key factor in assessing the
ECB's next steps. For the time being, we do not expect any further interest
rate rises from the ECB this year. However, should signs of inflationary
pressures spreading become more pronounced, a further interest rate rise
would become likely. The market currently still expects one more rate rise in
2026. Market expectations are, however, subject to significant fluctuations.

Market expectations for the ECB's deposit rate, December 2026
31

2,9

1,5
Dec-25 Jan-26 Feb-26 Feb-26 Mar-26 Apr-26 Apr-26 May-26  Jun-26

Source: Market data provider, Erste Group Research
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Over the past few months, the yield curve for German bonds has remained
unchanged, and there has been no shift in levels. Yields on short-term
maturities have remained at high levels, as the market continues to expect at
least one 25 basis point (bp) interest rate rise by the ECB this year. Yields on
longer-term maturities have remained stable at just under 3.0%. We expect
yields on short-term bonds to fall, as the ECB will not raise key interest rates
to the extent anticipated by the market. However, the outlook remains
uncertain, as it is difficult to gauge how sustained the inflationary pressure will
be. By contrast, we expect little change in yields on longer-term bonds by the
end of the year.

Since the end of March, the yield on 10-year Austrian government bonds has
been on a slight downward trend. As yields on German Bunds with the same
maturity moved sideways in a volatile manner, the risk premium on Austrian
government bonds fell slightly to below 25 basis points. However, the war in
Iran and the associated rise in oil and gas prices led to an increase in volatility.

We expect the risk premiums on 10-year Austrian government bonds to hover
around 30 basis points in the coming quarters.

Risk premium 10Y AT - 10Y DE, in Bp
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Source: Market data provider, Erste Group Research
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Austria’s 2027/2028 dual budget

The budget speech in the Austrian Parliament on June 10 marked the start of
the legislative process for the two-year budget covering the years
2027/2028. Finance Minister Marterbauer emphasized that the federal
government intends to continue the consolidation course it began in 2025
with this two-year budget. The aim is to bring the deficit down to the 3%
Maastricht criterion by the end of 2028. The budget speech will now be
followed by deliberations in Parliament’'s Budget Committee, during which
expert hearings and analyses will also be taken into account. The final vote in
Parliament is currently scheduled for July 10. Alongside the budgets for the
years 2027/2028, the Federal Medium-Term Expenditure Framework,
covering the period up to 2031, will also be adopted.

Projected Maastricht balance in accordance with 2026-27 Budget Act and
2028-31 Financial Framework, in EUR bn. and as % of GDP
2026 2027 2028 2029 2030 2031

Maastricht-balance -22.2 -19.1 -16.9 -16.5 -17.1 -18.0

thereof interest 9.4 10.6 1.7 12.9 14.3 15.4
Central government -15.7 -14.6 -12.9 -12.4 -13.2 -14.1
State and Local government -6.0 -4.4 -3.9 -3.9 -3.7 -3.7
Social security funds -0.5 -0.2 -0.2 -0.2 -0.2 -0.2
Primary balance -12.8 -8.5 -5.2 -3.6 -2.8 -2.6
Deficitin % of GDP -4.2 -3.5 -3.0 -2.8 -2.9 -2.9

Source: MoF, Erste Group Research

The additional net consolidation — that is, gross consolidation less planned
proactive measures —amounts to EUR 1.5bn in 2027 and EUR 2.5bn in 2028.
For the years 2029 to 2031, the level of net consolidation is then expected to
remain at approximately EUR 2.5bn. The largest contributions to budgetary
consolidation will come from the corporate sector, banks and the federal
government's shareholdings, amounting to approximately EUR 754mn in 2027
and approximately EUR 2.2bn in 2028. The bank levy will be extended until
2030, and a progressive corporation tax rate will be introduced from 2028.
Pensioners will also contribute EUR 323mn in 2027 and approximately EUR
650mn in 2028. Pensions will therefore rise at a rate below inflation in the
next two years.

Another major contribution will come from people with higher earned incomes.
The maximum contribution base for social security will be raised and a non-
cash benefit for electric cars will be introduced. This is expected to generate
around EUR 450mn in 2027, rising to approximately EUR 610mn in 2028. All
these consolidation measures will be accompanied by so-called ‘proactive
measures’, which will incur costs of EUR 550mn next year and approximately
EUR 2.5bnin 2028. The proactive measures are spread across the areas of
location policy, labor and social policy, and education policy. Location policy
measures will account for the largest share. From 2028, non-wage labor costs
will be reduced by EUR 2bn through a cut in employers’ contributions to the
Family Burdens Equalization Fund.
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Net consolidation to date and level of additional net consolidation planned
under financial framework up to 2031, in EUR bn.
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As Minister Marterbauer emphasized in his budget speech, this two-year
budget is being drawn up against a difficult backdrop. Uncertainty regarding
the impact of the Iran conflict on growth and inflation remains high, despite an
agreement between the US and Iran. In its latest forecast, the Austrian
National Bank (OeNB) has subjected the budget to a critical analysis and
predicts that the self-imposed target of reaching the key 3 percent deficit by
2028 will not be met. The OeNB cites, above all, rising interest and pension
expenditure as the main reasons, but also a so-called one-off statistical
effect. The national CO2 levy system is due to expire at the end of 2027 and
will be replaced in 2028 by the European Emissions Trading System 2 (ETS2).
However, according to the National Bank, revenue from ETS2 in 2028 will not
be recorded in the government’s revenue until 2029; this results in a revenue
shortfall for 2028, which, according to the National Bank, should increase the
Maastricht balance by 0.3% in 2028.

In our view, the government has succeeded in presenting a budget that
continues to consolidate the deficit without, at the same time, dampening
growth. Numerous cuts to social security benefits, as well as the suspension
of the adjustment to the ‘last third" of the tax scale to combat bracket creep,
will affect consumption; however, proactive measures in the labor market
should, in turn, provide a boost to growth, resulting in a neutral overall effect.
As regards the impact on inflation, little to no effect is expected. In our view,
measures such as the reduction in VAT on ‘everyday essentials’ and
agricultural diesel subsidies for farmers will have only a marginal effect given
the sharp rise in energy prices. Overall, the Ministry of Finance expects to
keep the budget deficit at -4.2% of GDP this year, in line with the
government's coalition agreement, and is planning a deficit of -3.5% for next
year. Our calculations, based on current trends at federal and state level,
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indicate that the deficit is likely to fall to -3.9% this year and to -3.6% of GDP

by 2027.

Trend in deficit by sector, in EUR bn. and as % of GDP
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+43(0)50100 83124
+43 (0)5 0100 83120
+43(0)50100 83119
+420 224 995 537
+420 731423294
+420 224 995 551
+420 224 995 411
+48 22 257 5711
+48 22 257 5715
+48 22 257 5713
+48 22 257 5714
+48 22 257 5712
+38572372114
+3612355141
+3612355162
+3612355156

+40 7305 18635
+43 (0)50100 84403

+43 (0)5 0100 84403
+43(0)50100 84119

+43(0)50100 84403
+43 (0)50100 84332
+420 224 995512

+43(0)50100 84333
+43(0)50100 83011
+43(0)50100 84250
+43 (0)50100 13049

+43(0)50100 14090
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") independently and objectively as general information. This publication serves interested investors as
additional source of information and provides general information, information about product features or macroeconomic information
without emphasizing product selling marketing statements.

This publication does not constitute a marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no
direct buying incentives were included in this publication, which is of information character. This publication provides only other
information without making any comment, value judgement or suggestion on its relevance to decisions, which an investor may make
and is therefore also no recommendation. Thus, this publication does not constitute investment research pursuant to Art. 36 (1)
delegated Regulation (EU) 2017/565. It has not been prepared in accordance with legal requirements designed to promote the
independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination of investment
research. The information only serves as non-binding and additional information and is based on the level of knowledge of the person
in charge of drawing up the information on the respective date of its preparation. The content of the publication can be changed at
any time without notice.

This publication does not constitute or form part of, and should not be construed as, an offer, recommendation or invitation for a
transaction in any financial instrument or connected financial instruments, and neither this publication nor anything contained herein
shall form the basis of or be relied on in connection with or act as an inducement to enter into any contract or inclusion of a financial
or connected financial instrument in a trading strategy.

Information provided in this publication is based on publicly available sources which Erste Group considers as reliable, however,
without verifying any such information by independent third persons. While all reasonable care has been taken to ensure that the
facts stated herein are accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste
Group (including its representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability
for the up-to-dateness, completeness and correctness of the content of this publication.

Erste Group may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not
imply that Erste Group endorses, recommends or approves any material on the linked page or accessible from it.

Neither a company of Erste Group nor any of its respective managing directors, supervisory board members, executive board
members, directors, officers of other employees shall be in any way liable for any costs, losses or damages (including subsequent
damages, indirect damages and loss of profit) howsoever arising from the use of or reliance on this publication.

Any opinion, estimate or projection expressed in this publication reflects the current judgment of the author(s) on the date of
publication of this document and does not necessarily reflect the opinions of Erste Group. They are subject to change without prior
notice. Erste Group has no obligation to update, modify or amend this publication or to otherwise notify a reader thereof in the event
that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes
inaccurate.

The past performance of a financial or connected financial instrument is not indicative for future results. No assurance can be given
that any financial instrument or connected financial instrument or issuer described herein would yield favorable investment results or
that particular price levels may be reached. Forecasts in this publication are based on assumptions which are supported by objective
data. However, the used forecasts are not indicative for future performance of financial instruments incl. connected financial
instruments.

Erste Group, principals or employees may have a long or short position or may transact in financial instrument(s) incl. connected
financial instruments referred to herein or may trade in such financial instruments with other customers on a principal basis. Erste
Group may act as a market maker in financial instruments, connected financial instruments or companies resp. issuers discussed
herein and may also perform or seek to perform investment services for those companies resp. issuers. Erste Group may act upon or
use the information or conclusion contained in this publication before it is distributed to other persons.

This publication is subject to the copyright of Erste Group and may not be copied, distributed or partially or in total provided or
transmitted to unauthorized recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing
restrictions.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any
assessment of the issuers creditworthiness does not represent a credit rating pursuant to the Credit Rating Agencies Regulation.
Interpretations and analysis of the current or future development of credit ratings are based upon existing credit rating documents
only and shall not be considered as a credit rating itself.
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