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Summarv: 

1. National Economv: 
Austria's economy tries to compete during the economic recession by 
low interest rate and following hard currency policy further on (similar 
to Germany). 

2. 
Reductions of adjustments of pensions in payment and a few 
incentives for working longer than up to age 60 were introducted. A 
bonus for child - rearing and a reduction for higher widow(er) pensions 
will keep all together the future increase of the contribution at about 
1 % pa, instead of 3 %  before the changes. 

3. Health insurance: 
Covers 99% of the population and is a pay-as-you-go scheme partly 
tax financed 

4. Lona term care: 
As a new benefit i t  was introduced as an pay-as-you-go-scheme 
(formally tax financed) and provides benefits between 2500,- pm. and 
20.000,- pm. In future the necessary contribution will be 4 - 6 times 
than at the beginning (1 %). 

5. Unem~lovment: 
Unemployment went up from 4,3% to 7,5% and will remain at this 
level for the next few years. 

6. Comoanv ~ensions: 
Financing pensions by pensions funds (better to call them fully funded 
support funds) is possible by tax reform and pension law. Faster 
building up book reserves at 6% by normal age method was also 
achieved by the tax reform. Changes of labor or pensions rights by buy 
outs or mergers are impossible from 1.7.1 993 on. 

7. Pensions funds: 
Since 1990 about 10-1 5% of the pensions will be financed by pension 
funds (the remaining 85-90% by book reserves). A lot of difficulties of 
complex laws block the success of the pension funds. 



8. Investments: 
Poor performance of shares and high volatility are shown at the stock 
exchange in Vienna. Interest rates came down from 9,7% to 6,25% 
and are no more inverse. 

9. Life insurance: 
Tax on insurance premiums were increased by 1 % but there are good 
tax advantages for private persons over bonds. 



1. National Economy 

Austria's economy is well integrated into the western european countries. 
About 213 of inports and exports are related to these countries. During 
the last two years a deterioration in the ecopomic development happend. 
Austria's currency policy is quite well close to the german one following a 
hard currency policy since the early 60's. 

Exchange rate:l US between 9,72 OES and 12,2 OES (June 1994 
OES 11,2) 
Inflation rate: between 3,5% and 4,2% (April 1994: about 3%) 
Average gross earnings increases: between 5,6% (1992) and 4,8% 
(1 993) 
Fixed interest rates went down (following the reductions in  
Germany) from 9,7 % to 6,5 %. The yield curve itself is no longer 
inverse with yields of 5 % at the short and 6,25 % at the long end 
(1 0 years). 
The ATX (Autrian share index) was between 71 2 and 1222 and 
remained since end 1993 at the level at about 1050. 
By 1/1/95 Austria will be a member of European Union (EU) by a 
vote of 213 pro of austrian voters. An additional increase of the 
GNP of 0,25% to 0,5% pa for the next few years is estimated. 

2. Social Securitv 

The retirement program is an earnings related program financed by 
employer (12,55% of the gross salary or wage) and employee 
(1 0.55%) up to the celling o f  1 4  x 36.000 AS (1 994) = 504.000 AS 
pa = 45.000 US (The deficit of 25-33% is tax financed). It covers life 
annuities upon old age or disability and survivors pensions to  spouses 
and orphans. A seperate plan grants pensions and rehabilitations on 
accidents of working people (financed by the employer by 1,3%). 
After a full contributory working life (45 years) the retirement program 
provides a gross replacement of 70% - 75% of the last net income. 
After 35 years of contributions men are entitled for pension payments 
at age 60, women at age 55. From 2019 on the retirement of women 
will be equalized over a period of 15 years. The regular age for old age 
pensions is now 65/60 and will be in future 65 for men and women. 
Due to the enormous demographic changes in future Austria reformed 
in several steps the social security system. Without any changes the 



contribution rate will be go up from 22,7% to 40% in 2035 - 2020. By 
these reforms the contribution may be remain below 30% even in 
2015 - 2020. This is also an increase of 33% for the old age and 
disability pensions over a period of about 25 years (an increase of 
costs of 1 % pa compared to more than 3% without any reforms). 

The main changes are: 

Pensions in payment will be adjusted with earnings after reduction 
by the increase of contributions to social security (i.e. a gross 
increase of 4% after increased contributions to pension, health, 
unemployment, and long term care systems by 1% will give an 
reduction to 3%). On the other side the minimum adjustment of 
pensions in payment is the rate of inflation. 

Education was taken into account at a reduced rate (already done 
before 1992) 

A small bonus for later retirement than 60155 as an incentive for 
longer working (applies only for person with less than 45 years of 
insured years. So you can get 80% average income of the best 15 
years after 40  years of service from age of 65 on instead of 64.5% 
after 35 years of service from age 60. This increased pension of 
80% applies from age 65 on compared to 72% before the reform. 

Fractional pensions (from 60155 for men /women on): 
Reduction of 30% or 50% of pension if working time is also 
reduced by the same percentage. 

The pension employees are entitled are depending on the years of 
service (first 30 years 1,9% pa., then 1,5% pa. up to 79.5% plus 
bonus (mentioned above) and the average income of the best 15 
years of all years of contribution instead of the last 10 - 15 years. 
This is an increase for blue-colour-worker and a reduction for white- 
colour-workers with only a few years of contribution. In 
combination with the first point in 2015 the level of new pensions 
will be 10  - 15% lower than without these new rules. 

Periods of child-rearing are taken into account at a uniform 
additional pension of 1540 AS pa. per child and year (up to 4 years 
per child , but overlapping years count only one times) 



No loss of pension rights after 15 years of contribution or 25 years 
of contribution and substition. 

. Reduction of widow(er) pensions from 60% to 40%-60%: 
- if the sum of the own pension of widowler and the widowfer 

pension is below 224.000 AS = 20.000 US, the percentage 
remains unchanged at 60% if the own pension of the widow(er) is 
more than 50% higher than of the dead spouse he(she) is entitled 
only for 40% 

- In cases between the percentage varies between 40% and 60%. 
As a result widower pensions will be reduced in most cases. 

Some minor additional changes will help to keep the future increase of 
contribution rate at a moderate level of 1 % in the field of pensions even 
if we consider the remaining deficit of 25% - 33% which is tax financed. 

3. Health insurance: 

The health insurance is a state runned pay-as-you-go scheme wich 
covers 99,0% of the population. The contribution rate varies between 
6.8% and 9,1% (employer and employee each take over 50% of the 
costs) up t o  the ceiling of social security of 504.000 AS pa. ( =  45.000 
US) (For pensioneers 3,5%). 25% of the costs of hospital are tax 
financed (deficit is payed by taxes). 

4. Lona term care insurance 

From 1.7.1993 on long term care as a new pillar of the social security 
was introduced. 
Entitled are all persons getting a pension or state financed supplies. Since 
it is a tax financed program it need not t o  be exported outside Austria. 
The benefits vary between 2.500 AS pm. and 20.000 AS pm (benefits 
will be inflationed like the pensions) at 7 levels of care: A t  the lowest level 
a minimum of 5 0  hours a week would be necessary, at the top more than 
180  hours a week and the patient cannot move any more. 

As an allowance for the fact of no formal contributions the contribution to 
social security were increased by 1 % (for employees and pensioneers!) by 
1.7.1993 on. By the reduction of the deficit of the health system this an 
indirect financing of long term care. The estimations of the government 
and ministry of social affairs was very optimistic about the future 
development. But within the first year the number or person who applied 
and were entitled was much higher than estimated. 



Social security experts from outside of the government assume that the 
necessary contributions will go up from 1 % to 4 - 5% in 2000 and further 
on to 5 - 8% or even 10% in 2015. 

The decision to finance this new pillar as a pay-as-you-go scheme was a 
political one and created a new unfunded liability of the tax payer. 

5. Unem~lovment and Dre retirement 

Due the economic problems of the last three years (eg. decrease of the 
GNP of 0.7% in 1993) the unemployment rate increased from 4,3% in 
1991 to 5,9% in 1992 and 7% in 1993 (1994: 7,5% estimated). 
The contribution rate is now 6% up the ceiling of social security (504.000 
AS pa.) shared by employer and employee and will remain on this level for 
the next 5 years. 

The tax reform 1988 and 1993, reform of social security, pension law, 
and European court decisions (which are by the membership from 
1.1.1995 full in force) changed the 'pension world': 

Contributions to pension funds are deductible up to 10% of the 
sum of salaries and wages of the person covered. Transfers 
from book reserves to pension funds are possible (upper limit: 
net present value of the obligations taken over by the fund) 
Book reserves may be calculated at a 6% interest level by 
normal age method but no restrictions to certain age limits. 
Actuarial calculation are usually made on a conservative side by 
the tables 'Ettl - Pagler' , 'Rechnungsgrundlagen fiir die 
Pensionsversicherung' 1989 (used by almost all actuaries and 
pension funds). 
Upper limit for pension benefits (independent of the method of 
financing) is 80°h of last income without deduction of social 
security pensions.. 
50% of the book reserves must be covered (20 years transition 
period) by goverments bonds. Due to the reduced tax on profits 
(34%) the company looses now liqidity (50% of the reserves 
must be covered by bonds) compared to the past. 



Since there is no longer any company tax or capital levy from 
1/94 on and the tax on profits is reduced to 34% for 
cooperations (for individuals up to 50%) there is no  real 
commercial or tax advantage for the companies between book 
reserves and pension funds. 
Labor and pension law is much more restrictive in the case of 
pension fund (lower limits for vesting). The supervisory authority 
for pensions funds is much more restrictive and inflexible than 
the authority for life insurance. 
About 10% of the amount of pension promises and about 20% 
of the persons are covered by pension funds. Only a few larger 
companies prefer pension funds to book reserves. In most cases 
employees change lower benefits for higher security (funding 
outside the company). 
Since 1.7.1993 changes by of the labor and pension rights by 
buy-outs or mergers are no longer possible. All rights must be 
kept unchanged or even better in the new company. 

7. Pension funds: 

Since the tax law was changed in 1988 several single employer funds (3) 
and multi - employer funds (4-6) were established. 
These funds may considered as two different parts: a managing 
company, which is the organizer of the funds and the fiduciary 
properties. If there ist no unlimited obligation by the employer to  fill up 
any losses, the pension funds do not guarantee a certain amount of the 
pension. They may be seen as fully funded support funds wi th some 
bars to  stop future contributions. 
The contributions must be at least 50% financed by the employer with a 
5 year vesting period. For contributions of the employee there is an 
immediate vesting. 
The surplus of the funds (calculated at market values!) is usually handled 
in the following way: 

In defined benefit plans the surplus may be used for pension 
increases or be a employer-owned reserve 
In defined contribution plans the surplus is given 100% to the 
beneficiaries 

One main obstacle to move from book reserves to pension funds is the 
legal duress to build up an additional solvency reserve of lo%,  which 
must be kept permanently. By these rules in the long run all actuarial 
surplus and all investment surplus above 7.5% must be put into the 



solvency reserve. At the begining all investment surplus above 5,3% 
must be kept back. So many beneficiaries and employers to see good 
results of the fund 10-1 3% in 1992 and 1993 but poor increase of their 
benefits (5-6Oh minus technical interest rate of 3,5 - 6,5% depending on 
the contract). 
Since the investments regulations allow only 35% in foreign currency 
(not Austrian) and at least 50% of all investments must be in bonds the 
long term results will be about 7-8%. Compared to other pension funds 
abroad this will be a main disadventage. 

8. Investments: 

The share index of Austria collapsed in 1990 and did not reach this high 
peak again. For Austrian bonds on the other side the interest level went 
down from 9.7% in 1991 to 6,25Oh in 1993194 (ten years term). Since 
4/94 the interest curve is no longer inverse 5% at the short end ( 3  
months) and 6,25% at the long end (10 years). Due to the low inflation of 
3 - 4 %  there is a moderate 'real' gain for the invester. Capital transfer is 
fully liberalized and each year about four companies are new entrants at 
the stock exchange market. The stock exchange market is very small and 
heavily influenced by foreign investers. 

9. Life Insurance: 

Due to  the low level of interest income an bonds (6.25% long end, 4% - 
5% at the short) single premium endowment insurances increased. Even 
more by the taxation for private persons of interest income (22% on 
interest income covering income and heritage tax) there is a shift to 
endowment insurance contracts: the surplus as well as the technical 
interest rate is tax free, but the tax on insurance premiums (4% of the 
premiums ) is a disadvantage which does not cover the heritage tax. The 
tax on insurance premiums was increased by 1.1.1 995 by 1 % to 11 O h  for 
general insurance, 1% health insurance (unchanged), 4% life insurance 
and 2,5% pension funds (unchanged). 


