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Introduction and overview (*) 

The present report has been prepared by the services of 
the European Commission as part of their regular sur
veillance of the economies of the Member States. It is 
the first report on the economic and financial situation 
in Austria, which became a member of the European 
Union in 1995, and it adopts, therefore, a longer-term 
perspective on the development of the economy. 

This overview is organised in four sections. The first 
section reviews the principal trends and stylised facts of 
the Austrian economy over the longer run, while the 
more recent experience during the 1990s is dealt with in 
the second section. The third section addresses struc
tural issues and challenges arising from the rapid 
changes in the environment in which the Austrian econ
omy is operating, in particular EU membership and par
ticipation in EMU as well as the opening-up of central 
and east European countries (CEECs). It also discusses 
various policy measures that have been taken in recent 
years to make the economy more adaptable to the new 
situation. The last section assesses the near-term out
look of the economy and identifies areas where further 
policy action is called for. 

1. Main trends and stylised facts 

Long-term performance characterised by steady 
growth ... 

The long-term growth performance of the Austrian 
economy has been favourable in comparison with the 
majority of Community countries. GDP per capita in 
purchasing power standards (PPS), which stood at 
around 95 % of the Community (EU-15) average at the 
start of the 1960s, had risen to 110 % by 1997. 
Catching-up was mainly concentrated on the years from 
the start into the second half of the 1970s as the effects 

(') The cut-oft' for this report was mid-April 1998. 

of the first oil shock on the Austrian economy were less 
accentuated than elsewhere in Europe. While during 
this period annual average GDP growth exceeded the 
Community average by almost 1 percentage point 
(p.p.), the economy experienced a considerable slow
down after the second oil shock; no further gains in rel
ative per capita income were recorded until the late 
1980s. This was partly related to a severe crisis in the 
State-owned enterprises of the industrial sector, partly 
to growing budgetary and external account imbalances 
imposing effective constraints on fiscal stimulus. 
Throughout the whole period, the Austrian economy 
has closely shadowed the European business cycle. 
Cyclical synchronisation with Germany, in particular, 
has become increasingly closer. Cyclical variations 
tend, however, to be less pronounced than in most other 
Community countries, including Germany. 

... driven by a high rate of capital accumulation ... 

The Austrian growth process has been characterised by 
two features. First, partly due to a high private savings 
ratio and favourable tax allowances on business invest
ment, growth has relied on capital accumulation to a 
greater extent than in most other Community countries. 
With much of the investment being of a capital-labour 
substituting type, labour productivity grew rapidly, 
from some 92 % of the Community average in 1960 to 
around 104 % in 1997. At the same time, however, cap
ital productivity declined faster than in other countries, 
resulting in a growth rate of total factor productivity 
comparable to the Community average. Second, the 
rapid progress in labour productivity occurred primarily 
in the industrial sector while in other sectors of the 
economy relative productivity growth has been much 
less dynamic. A comparison with Germany, for 
instance, reveals that labour productivity in the indus
trial sector reached the German level in the early 1990s, 
up from about 75 % in 1970, and has since surpassed it. 
In the services sector, however, the growth rate of pro-
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ductivity has barely matched the German rate and the 
productivity gap has persisted. 

... and the international opening of the economy 

International opening and, in particular, the pattern of 
integration into the European economy has played a 
dominant role in the Austrian growth process. In particu
lar, the creation of the EC customs union at the begin
ning of the 1960s had a marked negative impact on the 
Austrian economy, shifting trade away from its major 
export markets within the EC towards EFTA countries. 
Some 10 years later, the conclusion of the EC-EFTA 
free trade agreements ushered in a period of strong eco
nomic growth, with a rapid restoration of trade with 
Community countries, in particular Germany, Austria's 
main trading partner. Overall, the openness of the econ
omy as measured by the average of exports and imports 
of goods and services as a percentage of GDP increased 
considerably, from less than 25 % in 1960 to almost 
43 % in 1997. The higher external exposure made 
Austria more vulnerable to the European business cycle, 
but did not markedly increase the cyclical variability of 
the economy. This is often attributed to a stability ori
ented macroeconomic policy and the flexible wage pol
icy of the social partners. Another factor might be that 
until very recently international integration was confined 
to the manufacturing and tourism sector whereas other 
parts of the economy — estimates point to some 50 % 
and more in the early 1990s — remained largely shel
tered from external competition. 

A framework of a stable macroeconomic policy mix ... 

The traditional Austrian macroeconomic policy mix has 
been based on a stable exchange rate vis-à-vis the EC 
anchor currency, the German mark. The effects of this 
exchange rate policy on external competitiveness have 
been cushioned by wage policy. In the medium term 
wage increases have been set in line with productivity 
increases so as to keep the factor shares in national 
income constant, with the twin goal of avoiding infla
tionary distributional conflicts and stabilising expecta
tions of economic agents. This incomes policy has been 
institutionally underpinned by the system of social part
nership, a framework involving the government and the 
representatives of employers and employees established 
with the purpose of consensus-seeking between the con
flicting interests of the parties. In the 1970s and early 
1980s, the policy mix was complemented by an anti-
cyclical budgetary policy aimed at counteracting 
adverse shocks on employment and income, which is 

why this policy concept was labelled 'Austro-
Keynesianism'. Against a background of steeply rising 
government budget deficits after the first oil shock, the 
goal of budgetary consolidation became, however, more 
prominent from the mid-1980s onwards. 

... consisting of a 'hard currency policy'... 

The peg of the schilling to the German mark implies 
that domestic monetary policy has been subordinated to 
the exchange rate target with the aim of 'importing" 
price stability through the stable anchor currency. In the 
face of a strong fiscal expansion during the initial 
phases of the 'hard currency policy', the monetary 
authorities revalued the schilling against the mark in the 
1970s. From the early 1980s onwards, when the credi
bility of this policy had been established it was possible 
to keep the exchange rate within successively narrower 
margins. This was assisted by an ever closer cyclical 
synchronisation with Germany as a result of the 
increasing (intra-industry) trade integration. In fact, the 
ATS/DEM exchange rate has been kept virtually con
stant since the early 1980s, with fluctuations signifi
cantly lower than for most ERM currencies. This policy 
implied an appreciation of the effective exchange rate. 
both in nominal and in real terms, resulting in strong 
inflation compression in the tradeables sector of the 
economy. It also paid off in the form of lower interest 
rates. Until the late 1980s, nominal short-term interest 
rates were slightly above the German level, mainly 
reflecting a less liquid market. They closed in on the 
German rates by 1989 and. except for a few short-lived 
deviations, have shadowed them throughout the 1990s. 

... underpinned by strong corporatist structures ... 

In the absence of the exchange rate instrument the 
speed and flexibility with which real wages react to 
internal and external shocks is a key element in the 
determination of the macroeconomic performance. In 
Austria, wages are normally negotiated at industry 
level. However, in the framework of the system of 
social partnership the coordination of wage policy via 
the central organisations of the employers' and employ
ees' associations is of crucial importance. In practice, 
the metal industries have taken the lead in the annual 
wage bargaining rounds, the outcome of these negotia
tions serving as a yardstick for other industries. The 
specific institutional set-up has induced labour unions, 
in their wage setting behaviour, to pay heed to macro-
economic policy objectives such as high employment 
and the external competitiveness of the economy. This 
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has led to a substantially higher short-term aggregate 
real wage flexibility than in almost all other 
Community countries. The importance of the Austrian 
system of social partnership does, however, not solely 
derive from its role in the wage formation process but 
also from the considerable influence it gives social part
ners on law making and decision taking in virtually all 
socioeconomic domains. 

... and an active budgetary policy 

The function given to the government budget in the sta
bilisation of the economy in the framework of the 
Austrian policy mix explains to a large extent the devel
opments of the federal budget over past decades. The 
general strategy has been to allow automatic stabilisers 
to work and to take discretionary action in the event of 
major negative shocks. In order not to undermine the 
exchange rate policy, corrective steps were usually 
taken when the government deficit reached hazard 
zones. Until the second half of the 1980s, however, 
these measures remained too timid to prevent a trend 
deterioration of the government's budgetary position. 
Government debt, in particular, rose uninterruptedly 
from around 17 % of GDP in the early 1970s to almost 
60 % in 1987. Although the adoption of medium-term 
budgetary targets gave fiscal consolidation a new orien
tation in 1986, the budgetary situation threatened to 
become unsustainable in 1987 when the government 
deficit exceeded 4 % of GDP. The coalition govern
ment, which came into power at the beginning of that 
year, made budgetary consolidation a priority. 
However, despite the undeniable initial success of the 
new policy orientation, further medium-term improve
ments in the cyclically adjusted budgetary position did 
not materialise. As a result, under the impact of the 
1993 recession the general government deficit fell back 
to the level of 1987 and continued to worsen in the fol
lowing years. It was not until 1996 that the prospect of 
missing the EMU convergence criteria mustered suffi
cient support for a drastic reversal in the fiscal policy 
stance, firmly implanting budgetary consolidation as a 
key objective of Austrian economic policy. 

Moderate inflation ... 

Low inflation rates have become an established feature 
of the Austrian economy. The hard-currency policy 
combined with a high aggregate real wage flexibility 
has led to considerable downward pressure on inflation 
in the tradeables sector. Owing to the intersectoral coor
dination of the wage bargaining process, the outcome of 

wage negotiations in manufacturing has spilled over to 
other sectors. As a result, price and wage inflation has 
been moderate and, with the exception of 1993, consis
tently below the Community average, albeit somewhat 
above the German level. However, overall inflation has 
been higher than warranted on the basis of the perfor
mance of the tradeables sector. This has been due to a 
significantly lower increase in labour productivity in 
various parts of the non-tradeables sector, partly related 
to the nature of the production process and partly to 
insufficient competition in these sectors. Thus, to some 
extent the positive inflation differential between Austria 
and Germany can be traced to lower productivity 
increases in the non-tradeables sector in Austria as 
compared with Germany. Within the non-tradeables 
sector developments have been quite heterogeneous. 
Price inflation in public, personal and business services 
and in the construction sector has been significantly 
higher than overall inflation (as measured by the GDP 
deflator), whereas price increases of transport and 
telecommunications services and in the distribution sec
tor have evolved below average. 

... but unemployment trending up 

Viewed over a longer period, employment has 
expanded at a healthy pace, but the growth rate has 
decelerated over the more recent past. Partly mirroring 
the low volatility of output growth cyclical employment 
variations have remained comparatively moderate. 
Private sector employment has barely expanded, as 
rapid job creation in the private services sector has been 
offset by massive labour shedding in the primary sector 
and in manufacturing. In net terms, therefore, the 
increase in employment has been almost exclusively 
due to government sector jobs. Self-employment has 
seen a steady decline, mainly because of a strong ero
sion in the agricultural sector that could not be offset by 
the moderate increases in other sectors. 

Notwithstanding a jobless rate substantially below 
Community level, the number of unemployed has been 
creeping up ever since the beginning of the 1980s. 
During the 1970s, the confluence of three factors, 
namely high real wage flexibility, substantial labour 
hoarding in State-owned enterprises, and an expansive 
budgetary policy spared Austria the rapid increase in 
unemployment that was observed in other Community 
countries. However, the continued worsening of labour 
market conditions, mounting difficulties in many State-
owned industrial enterprises and the reorientation of 
government policy towards budgetary consolidation 
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unravelled the fabric underlying these apparently 
favourable results. Structural weaknesses similar, if 
attenuated, to other European countries, were laid bare. 
In particular, unemployment, once pushed off equilib
rium, showed little tendency to come back, thereby 
ratcheting up from cycle to cycle. While real wage flex
ibility has remained the key for a comparatively low 
unemployment rate, wage adjustments nevertheless 
seem to have become incomplete in the sense that the 
wage-setting behaviour reflects the acceptance of 
increasingly higher rates of unemployment. One reason 
for this might have been steeply rising labour taxes 
(including social security contributions), which labour 
unions were not willing to be fully passed on to work
ers, thus driving total labour cost to inappropriately 
high levels. Another factor has arguably been the gen
eral orientation of wage increases to productivity 
increases in the manufacturing sector, which may have 
been inadequate for other low-productivity sectors of 
the economy, thus undermining international competi
tiveness of the overall economy. 

2. The shocks of the 1990s 

The 1990s marked by the effects of the opening-up 
of the CEECs ... 

A far-reaching restructuring and privatisation pro
gramme in problem-ridden State-owned industrial 
enteiprises, moderate increases in unit labour costs and 
the ensuing improvement in business profitability for 
the whole industrial sector set the stage for a period of 
vigorous growth during the latter part of the 1980s. The 
buoyant economic activity, whose driving forces were 
exports and investment, came to a climax at the tum of 
the decade when reunification of Germany and the 
opening-up of the central and east European countries 
(CEECs) gave an additional boost to the export sector. 
Per capita income relative to the Community average 
again started to rise and, despite a cooling of the econ
omy after 1991, continued to improve up to 1993. The 
impact of the European recession in 1993, in particular, 
was cushioned by robust growth of net exports to the 
CEECs in conjunction with a strongly expansionary 
stance of fiscal policy. On the eve of EU accession, 
Austria had become the fourth richest country of the 
Community in terms of income per head. 

The positive assessment of the growth record during 
this period has to be pu· in contrast with the rather mod
erate performance in the ensuing recovery phase. 

During the period 1994-96 annual average growth fell 
by almost Vz of a p.p. behind that of the Community 
average. Moreover, the slowdown in economic activity 
was accompanied by a sharp and simultaneous rise in 
the current account deficit, pointing to rising deficien
cies on the supply side of the Austrian economy. These 
structural difficulties, which were at first masked by the 
demand boom in the wake of German unification and 
the opening-up of the CEECs. became all the more visi
ble with the ebbing of these shock waves. 

The traditional Austrian approach to industrial policy 
may have been one of the factors at the root of the 
structural problems. In fact, for a long time economic 
policy had favoured interventionist strategies such as 
financial incentives mechanisms, rather than a market 
oriented strategy of improving the regulatory environ
ment. This did little to enhance the economy's capacity 
to respond swiftly to changes in the conditions under 
which the economy operated. Thus, despite the undeni
able virtues of the Austrian economic policy model, 
with high emphasis given to stability and conflict 
avoidance, important issues such as flexibility and mar
ket competition might have received too little attention. 
However. European integration and the opening-up of 
the CEECs. but also other developments such as the lib
eralisation of trade in the framework of the 
GATT/WTO and the accelerating globalisation process 
unleashed by technological innovations, have led to 
dramatic changes in the external environment, thus 
casting doubts on the adequacy of traditional Austrian 
mechanisms of problem solving. 

... and EU membership ... 

EU membership must, therefore, be regarded as a pro
found regime change in Austrian economic policy, 
injecting a heavy dose of competition into many well-
protected parts of the economy. Integration into the EC 
single market started in 1994. with the entering into 
force of the EEA Agreement, and was completed in 
1995 with Austria's accession to the EU. The former 
included the EU legislation on the four freedoms and 
the related flanking policies such as EU competition 
rules, while the latter added the common agricultural 
policy, the integration into the customs union with its 
common trade policy and participation in the various 
EU policies, such as regional policies, both on the 
receiving and the contributing end. Importantly, first-
round participation in the third stage of EMU and. thus, 
adherence to the EMU convergence criteria became a 
priority goal from the start. 
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EU membership had an important liberalising effect in 
a number of domains. In the area of trade in manufac
tures average tariffs were reduced from a pre-member-
ship level of around IOV2 % to the prevailing EU level 
of some 5'/2 %. But probably more important was the 
impact deriving from the dismantling of non-tariff bar
riers, the implementation of EU competition rules and 
the liberalisation of a large part of the services sector. 
While substantial income effects enhancing consumer 
welfare had been expected from this liberalisation in the 
longer term, in the short term EU membership may 
have magnified the structural difficulties and rigidities 
which characterised the Austrian economy. This could 
be one reason why growth has been rather disappoint
ing over recent years, in particular in the light of the 
high expectations evoked by various studies on the 
growth effects of EU membership. Of course, a number 
of other factors have contributed to this result, most 
notably a sluggish recovery of Austria's main exports 
markets, the marked appreciation of the Austrian 
schilling during 1993-95, the protracted crisis in the 
Austrian tourism industry, and the withdrawal of fiscal 
stimulus resulting from the budgetary consolidation 
programme launched in 1996. But the modest growth 
performance was due also to the difficulties domestic 
producers encountered in coping with the sharp increase 
in competition, particularly in formerly protected sec
tors such as agriculture and food manufacturing. An 
abruptly rising number of business bankruptcies during 
1995-96 is testimony to these problems. The cost of 
adjustment during the first years of membership may 
thus have been greater than initially estimated, whereas 
the benefits seem to materialise more long term. 
Nevertheless, some of the hoped-for growth and wel
fare effects have already emerged in the form of a sig
nificant fall in prices for many consumer products and 
services, and a strong expansion of foreign direct 
investment. 

The stability-oriented macroeconomic policy mix 
maintained... 

The basic approach of the Austrian macroeconomic pol
icy mix has not changed in the 1990s. In particular, 
given the past record of monetary stability, ERM entry 
in early 1995 did not represent a fundamental change in 
monetary policy orientation. The Austrian authorities 
maintained the link to the German mark, although ERM 
entry was at standard fluctuations margins without any 
special arrangement regarding the ATS/DEM rate. This 
implied a sharp appreciation of the schilling in nominal 
effective terms during the first half of 1995 (after a pre

vious hike in 1993), followed by a depreciation to a 
more appropriate level in 1996-97. Interest rates 
remained aligned to German yields throughout the 
1990s and neither the full dismantling of controls on 
capital movements in late 1991 nor the currency turbu
lences in Europe starting in 1992 had a major impact on 
Austrian market rates. The early break-up of the gov
ernment coalition in 1995, though, led to some market 
jitters and the emergence of a positive interest differen
tial. However, following the reinstallation of the coali
tion government at the beginning of 1996 and the adop
tion of a budgetary consolidation programme, short-
term market yields returned to German levels. 

... but serious budgetary slippage in the first half of 
the 1990s ... 

Following the efforts to retrench the government deficit 
in the second half of the 1980s, the cyclically adjusted 
government balance deteriorated again in the early 
1990s, leading to a sharp increase in the actual govern
ment deficit from 1993 onwards. New social benefits 
introduced in the early 1990s and an unexpectedly 
sharp increase in early retirements had exerted strong 
upward pressure on social security spending, while the 
government wage bill had climbed rapidly, partly due to 
the 1994 reform of the remuneration scheme for civil 
servants. In addition, the sharp growth slowdown from 
1992 onwards, together with the stronger than expected 
effects of the 1994 tax reform, made significant inroads 
on the revenue side. In 1995, when the budgetary costs 
associated with EU membership added to the pressure, 
the government deficit reached 5.2 % and public 
finances were in risk of derailing. Indeed, estimates at 
that time pointed to an even higher deficit for 1995 and, 
in the absence of corrective action, to the possibility of 
a deficit as high as 8 % of GDP in 1996. As such a 
development was clearly incompatible with the stabili
sation course in the Community and Austria's goal to 
become a first-round participant in the third stage of 
EMU, drastic measures to redress the situation became 
unavoidable 

... with an impressive turn-around in 1996-97 ... 

After a failed attempt to introduce a savings package 
during 1995 and the subsequent resignation of the gov
ernment, the new coalition government made a fresh 
start on budgetary consolidation at the beginning of 
1996. The outcome was a package envisaging savings 
of an unprecedented 4 % of GDP during the years 1996 
and 1997. By including the social partners and the 
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lower levels of government in the deliberations leading 
up to the package, the measures, while not exactly pop
ular, nevertheless found broad acceptance by the popu
lation, thereby safeguarding confidence in the govern
ment's economic policies. The measures were predomi
nantly centred on the expenditure side and comprised, 
inter alia, a reduction in government employment 
together with tight controls on wages, stricter eligibility 
criteria for unemployment benefits and the streamlining 
and tightening of other social transfers. Measures on the 
revenue side included rises in some taxes such as the 
withholding tax on savings interests and the tobacco 
tax, and the abolition or suspension of various tax 
exemptions on income and corporate taxes. 

The measures were implemented with remarkable 
rigour. In the course of two years the deficit was 
brought down by 2.7 % of GDP, corresponding to a 
reduction in the cyclically adjusted deficit by some 3 % 
of GDP. Notwithstanding some one-off measures 
included in the package, this outcome is to be consid
ered as a major retrenchment. Factors contributing to 
the better than expected outcome were lower than 
assumed deficits at the level of the Länder — in fact, a 
new revenue-sharing agreement between the federal 
State and the Länder in the context of EU membership 
allowed the latter to return to their customary small sur
plus — and a stronger than anticipated decline in inter
est rates. In addition, partly owing to a number of 
accompanying growth and structural policy measures, 
the economy showed remarkable resilience to the fiscal 
correction. Due mainly to a strong reduction in the 
household savings ratio and continued strong invest
ment in equipment, bearing witness to unabated busi
ness and consumer confidence, and a strengthening of 
foreign demand, the macroeconomic performance was 
better than assumed in the underlying budgetary fore
casts. As a consequence, the public finance position of 
Austria evolved more favourably than targeted in the 
consolidation programme, with the general government 
budget deficit falling to 2.5 % of GDP in 1997. 
Moreover, thanks to a number of 'asset related mea
sures', such as privatisations and the moving off-budget 
of self-financing agencies, the long-term rise in the debt 
ratio, which had reached almost 70 % of GDP in 1996, 
could be reversed in 1997. 

... rounded out by a reform of the public pension 
system 

The consolidation programme also included a number 
of measures aimed at containing government transfers 

to the public pension system, particularly by reducing 
incentives to early retirement. A more comprehensive 
pension reform package was agreed in late 1997. The 
principle measures of this reform include a further dis
couraging of early retirement, stricter eligibility criteria 
for disability pensions, and a tightening of actuarial 
principles for benefits. Additionally, steps towards a 
harmonisation of special pension schemes with the gen
eral scheme have been made. Most notably, in the 
scheme for civil servants' pensions contribution rates, 
the reference period for the assessment of the benefit 
level, and the annual adjustment formula have been 
aligned. By easing financial pressures in the public pen
sion system, these measures are expected to underpin 
the sustainability of government finances in the longer 
term. 

Inflationary pressure abating ... 

A positive and rising output gap in the early 1990s led 
to upward pressure on wages, which in turn resulted in 
a rise in price inflation to over 4 % in 1992. With infla
tionary pressures persisting during the slowdown of the 
economy in 1992/93, the traditional negative inflation 
differential vis-à-vis the Community closed, turning 
even slightly positive in 1993. Much of the narrowing 
of the inflation differential is attributable to lower infla
tion rates in formerly high-inflation EU countries. But it 
also appears that, with the generalisation of stability ori
ented policies in the Community, the inflationary 
effects of a less competitive services sector in Austria 
became more visible. The continuous disproportionate 
rise in the productivity gap between manufacturing and 
the services sector relative to its trading partners, most 
notably Germany, coupled with essentially similar wage 
increases in the two sectors, has led to a permanent 
upward pressure of prices in the services sector. In the 
light of the rising importance of the services sector in 
the overall economy this may have caused a competi
tiveness problem, the lagged effects of which may have 
become visible in recent years in the form of slow 
growth in combination with rising deficits in the current 
account. 

However, the sluggish recovery from the 1993 reces
sion, EEA/EU membership and wage moderation in the 
years 1996 and 1997 have acted to ease inflationary 
pressures from 1994 onwards. The dampening effects 
of EU membership on prices have been particularly 
important, spreading from agricultural products to man
ufactures and progressively also to the services sectors, 
contributing to the deceleration of price inflation to the 
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extent of IV2 p.p. between 1995 and 1997. By the 
beginning of 1998, year-on-year consumer price infla
tion had come down to around 1 %, placing Austria 
alongside the most price-stable countries in the 
Community. 

1995-96 due to the ongoing catch-up process coupled 
with current account problems in these countries the 
slight improvement in the Austrian balance of trade in 
goods that has been seen over recent years owes much 
to the dynamic development of exports to the CEECs. 

and structural unemployment continuing its rise due mainly to a rapidly shrinking tourism surplus ... 

Despite strong employment growth of almost 1V2 % per 
year during the period 1988-92, unemployment did not 
decline as the labour force grew rapidly, due, in particu
lar, to a strong immigration of foreign labour. The 
unemployment rate in the national definition continued 
to climb close to 6 % in 1992 and jumped to almost 7 % 
in 1993, when the recession made inroads into employ
ment. Following a short improvement in 1994, the 
unemployment rate resumed its upward drift, although at 
a more moderate pace thanks to a rapid expansion of 
early retirements, a tightening of immigration rules and 
an increase in non-standard forms of employment such 
as part-time, casual and contract work. Throughout the 
1990s, indicators pointed to a worsening of structural 
unemployment with the unemployment rate that sta
bilises inflation (NAIRU) trending up, the unemploy
ment/vacancies relationship deteriorating and the share 
of the long-term unemployed in total unemployment ris
ing. Additionally, the composition of the jobless became 
increasingly unbalanced, with the share of low-qualified 
and/or older workers expanding, the latter despite the 
existence of generous early retirement schemes. 

... together with a sharp increase in the current 
account deficit... 

The current account has been eyed with increasing con
cern over recent years. In spite of a lacklustre economy 
the deficit topped 2 % of GDP in 1995 and has since 
shown little tendency to decline. A persistently negative 
balance of trade in goods has been the major contributor 
to the current account deficit. This remains true, even 
though foreign trade statistics, due to problems in the 
changeover to the EU statistical system, have become 
less reliable and thus have to be treated with caution. 
The figures indicate a trade deficit of around 4 % of 
GDP in 1996 and 1997, which is slightly lower than in 
the years up to 1995. The high trade deficit is due in 
principle to the traditionally negative balance with 
Community countries, in particular with Germany (of 
around 3 % of GDP), but the balance is also negative 
with the USA and Japan (by a total of almost 1 % of 
GDP). In contrast, the trade balance with the CEECs is 
in marked surplus. Despite a reduction in the surplus in 

In the past, a comfortable surplus in the tourism account 
offset, by and large, the deficit in the trade account. 
However, tourism surpluses have been dwindling since 
the start of the 1990s, from over 3 % of GDP in 1990 to 
less than 1 % in 1997. This is the single most important 
factor for the deterioration in the current account. The 
reasons for the rapid decline in the tourism surplus are 
manifold. Dampening factors have been weak income 
growth in countries where Austria traditionally has had 
high market shares, most importantly Germany, and the 
appreciation of the schilling. But wider developments 
such as rapidly declining airfares and changing con
sumer preferences also have contributed to a lowering of 
foreign tourism revenues and an increase in domestic 
spending on travel abroad. Especially in the recent past, 
when the decline in foreign tourism revenues has bot
tomed out, a rapid increase in tourism expenditures by 
Austrians abroad has been the principal reason for the 
further deterioration in the tourism account. But struc
tural problems in the Austrian tourism industry itself also 
played a role, in particular a specialisation in price-sensi
tive low-price/low-quality segments in some areas and a 
sluggish response to changing consumer preferences. 

... comfortably financed by net capital inflows 

Although net transfers to the EU budget added to the 
deterioration in the current account from 1995 onwards, 
financing problems have never arisen. On the contrary, 
owing to a concomitant rise in net capital imports, 
which more than offset the deficit in current transac
tions, currency reserves were pushed to record levels. 
The inflow of foreign direct investment, in particular, 
has sharply risen, which seems, at least partially, 
to be related to Austria's EEA/EU membership. 
Notwithstanding the increase in FDI inflows, cumula
tive net FDI flows were negative in the 1990s as out
flows outpaced inflows. Outward investment by 
Austrian residents, which has been rather unimportant 
for most of the post-war period, started to surge in the 
1990s. Between 1992 and 1997, for instance, the stock 
of Austrian FDI abroad nearly doubled from around 
3 % of GDP to almost 6 %. A large part of this invest
ment went to the CEECs, where Austrian firms have 
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acquired a strong presence, with about one third of their 
overall FDI stock located in these countries. 

3. Structural issues and structural reform 

A heightened need for structural adjustment... 

The financing aspects of the current account have never 
been a source of concern in the past, but the recent 
surge in the deficit has aroused some worries, the more 
as it occurred under conditions of weak domestic 
growth. The question has been raised, in particular, of 
whether a trade deficit of 4 % of GDP is sustainable for 
a highly industrialised country without the risk of losing 
out in the quest for rising living standards. Even though 
the global trade deficit is not the appropriate concept to 
answer this question, the structural aspects of the 
Austrian trade balance do, indeed, give rise to some 
concern. In particular, against the background of a high 
per capita income, Austria's merchandise exports seem 
heavily concentrated on labour and resource intensive 
products. Technology intensive products, on the other 
hand, play a comparatively small role. However, 
growth in international trade with human capital inten
sive goods has expanded much faster than with other 
product categories. Thus, for Austria to maintain its 
shares in the world market, prices of its exports and, 
hence, unit labour costs would have to fall in relative 
terms. In the past, strong productivity increases in the 
manufacturing sector have enabled Austria to maintain 
— and even increase — its world market shares, while 
at the same time raising real wages. This has been 
achieved through high rates of investment in equipment 
and machinery, much of which has been imported, par
ticularly in the high technology segment. This strategy 
has obviously served the economy well during the past 
catch-up period, with imported technology being used 
to improve production processes. It is less obvious, 
though, that this strategy will continue to be compatible 
with Austria's position as a high wage country. 

Modern growth theory stresses the role of innovation and 
technology as the engine of economic growth. It is thus 
to be expected that, with Austria becoming a high cost 
location, the technological sophistication of its produce 
should converge to that of the products purchased 
abroad. Actual indicators on Austria's technology base 
do, however, fall short of these expectations. Austria's 
share of high technology goods in total merchandise 
exports is only about half that of comparable European 
countries. With imports heavily concentrated on technol

ogy intensive products, Austria is a net importer of high 
technology products by almost 1 % of GDP and of stan
dard technology products by somewhat less than 2 % of 
GDP. These two categories account for almost two thirds 
of the overall trade deficit. Similarly, export unit values 
(i.e. prices per unit of merchandise exports) are about one 
third below that of its imports, and the ratio of export to 
import unit values for human capital intensive goods is 
much less favourable than for comparable countries. 

Benchmark indicators on input factors associated with 
the innovative capacity of the economy also yield rather 
modest results. The R & D expenditure ratio (expendi
ture on research and development in per cent of GDP), 
for instance, is one of the lowest in the Community and 
lower than the OECD average. The percentage of the 
population having completed tertiary education is lower 
than for most OECD countries, and this share is particu
larly low for graduates from a technical or science col
lege. The capitalisation of the Austrian stock market as 
a share of GDP is lower than in most other Community 
countries (let alone countries like the USA or 
Switzerland) and the lack of equity and venture capital 
is frequently reported as one of the major impediments 
to setting up business. The total turnover of the largest 
eight companies in relation to GDP is lower than in 
most other Community countries and significantly 
below that of comparable countries like Belgium or the 
Netherlands. 

A sophisticated technology base is not the only way to 
sustain a high growth rate of output and employment. 
The competitiveness of a country is also determined by 
factors such as the enterprise sector's organisational and 
marketing skills, the quality of its infrastructure or the 
level of its non-labour input cost. The evidence does 
not, however, point to a competitive advantage of 
Austria in these areas. For instance, there are only few 
Austrian brand names or trademarks that are known 
beyond narrow regional confines. Likewise, the share of 
exports to overseas markets is much lower than for 
Community countries of similar size. Infrastructure, 
while comparable in most areas, is below the OECD 
average standard in some important sectors, such as 
telecommunications. Non-labour input costs such as 
telecommunication fees and energy prices are. if any
thing, higher than in other countries. 

The lack of competition in modern infrastructure areas, 
such as telecommunications, could have impeded a 
more rapid establishment of high-technology industries 
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and slowed down the diffusion of technological innova
tions. More generally, overregulation and a sluggish lib
eralisation might have hampered a more dynamic devel
opment of the business sector as witnessed, for instance, 
by a low rate of company start-ups. Restrictions on 
access to trades and professions as well as bureaucratic 
and lengthy procedures for the setting up of enterprises, 
including the approval procedures for business plants 
seem to be important factors behind the comparatively 
low rate of self-employment and business start-ups. 
Similarly, cumbersome procedures for setting up enter
prises and approval procedures for business plants do 
not only act as an impediment to new entry, but also for 
the expansion of incumbent firms. Bureaucratic proce
dures and administrative requirements — both for the 
setting-up and for the running of an enterprise — are 
reported to be one of the major obstacles to new busi
ness investment in Austria. In a dynamic economy, 
which requires the permanent and expeditious transfer 
of resources from shrinking to expanding sectors, such 
rigidities may seriously hinder the adaptability of the 
economy to internal and external shocks and lead to an 
underutilisation of labour and capital resources. The 
comparatively high share of the manufacturing sector 
and the slow shift into business services in Austria 
might be indicative of the sluggish response to changing 
business opportunities and the adverse effects of struc
tural rigidities in product markets. 

These product market rigidities of a more general nature 
have been reinforced by market distortions at a sector-
specific level. Data from the early 1990s, for instance, 
show that prices for manufactures displayed large mark
ups in comparison with average Community prices. 
Given that most manufactures had been subject to trade 
liberalisation for a long time this result is surprising. 
Market segmentation and other distortionary strategies 
seem to have enabled firms to maintain artificially high 
margins in various industries. Such behaviour has been 
facilitated by a barely competitive distribution sector, 
which had been subjected to a web of regulations such as 
restrictive opening hours, zoning laws, and the like. 
However, even though producers in some industries have 
been able to extract consumer rents, spillovers within the 
producing sector of the economy may be small as mark
ups on investment goods have usually been low. The sit
uation has been different for the services and network 
industries, large parts of which have been either subject 
to restrictive access regulations or organised outright as 
monopoly suppliers. The high prices which have been 
charged in these sectors have imposed a burden on 

household and enterprise sector alike. For the exposed 
sector of the economy this has often meant an uphill 
struggle in its efforts to maintain external competitive
ness, which might be yet another reason for the strong 
pressures in this sector to increase productivity. 

Rigidities on product markets may have been inter
linked with rigidities on the labour market. In particu
lar, the wage formation system seems to have been 
characterised by increasing insider behaviour, with the 
evidence pointing towards a declining sensibility of 
labour unions to the level of unemployment. This is 
compatible with the observation that comparatively 
high earnings differentials both between and within 
industries seem to be less determined by changes in rel
ative demand and productivity but rather by tenure-
based wage rules and rent-sharing mechanisms between 
firms and workers, particularly in the sheltered sectors 
of the economy. The specific Austrian two-tier wage 
negotiating system, which at company level provides 
room for upward flexibility of contract wages but, in 
general, not for downward adjustments, may have been 
conducive to such behaviour. But also relatively strict 
employment protection rules as well as some features of 
the unemployment insurance system (unemployment 
traps) may have acted as employment disincentives, 
thereby reinforcing insider effects. Finally, rather strict 
rules on working hours are reported by employers to be 
a major disadvantage of Austria as a business location 
and are likely to weaken the responsiveness of the 
labour market. In isolation, these factors may be minor 
distortions, but recent evidence points to the existence 
of important complementary effects, calling for a com
prehensive and integrated approach to reform. 

... leads to an acceleration of economic reform 
in the 1990s 

Although the actual implementation of regulations has 
sometimes been handled in a rather flexible way — for 
instance, working time arrangements in large firms 
often have been much more flexible than laid down in 
collective agreements — the overall impact of the rigid 
regulatory framework has been a significant weakening 
of competitive market forces, leading to pervasive rent-
seeking behaviour and a delay in structural adjustment. 
Preparations for entry into the EEA/EU together with 
the growth slowdown from 1991 onwards generated 
growing awareness of the excessive burden of overreg
ulation on the economy, instigating a substantial num
ber of structural reforms. 
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EEA/EU membership implied far-reaching regulatory 
reform by introducing the principles of freedom of 
establishment and of (cross-border) services which had 
a substantial liberalising effect on all industries of the 
services sector. It did away, in particular, with conces
sions on the basis of 'market needs' or other ambiguous 
criteria, which had restricted market entry for a large 
part of the services sector. More generally, by imposing 
EU regulations in the field of competition, State aid and 
public procurement, many markets became more trans
parent, due, for instance, to far-reaching reporting 
requirements of restrictive practices, such as exclusive 
dealer arrangements and the like in the manufacturing 
and distribution sector or, in the case of local construc
tion markets, to the obligation to advertise Europe-wide 
public contracts above a certain threshold. Price regula
tions were almost entirely abolished and parallel 
imports and cross-border shopping were liberalised, 
thus introducing an important disciplinary effect on 
local distribution markets. More recently, regulatory 
reform started in the network industries in line with EU 
regulations. In particular, telecommunications services 
were liberalised and an independent surveillance author
ity was set up. Preparatory work on regulatory reform in 
the electricity sector has started, with EU regulations 
implying a substantial liberalisation from 1999 onwards. 

Regulatory reform has not, however, been confined to 
adjustments imposed by EU membership, but has gone 
significantly beyond in several fields. In the area of 
business regulation, for instance, business start-ups 
have recently been eased through a reorganisation and 
speeding up of approval procedures for business plants. 
Access to trades and professions has been liberalised in 
various steps, with the most recent reform significantly 
widening the scope of activity for various trades. From 
the start of 1997 onwards, shop opening hours have 
been extended. A number of privatisations as well as 
the spinning-off of government agencies to the private 
sector have also furthered the competitive environment 
of the enterprise sector. 

tion in the number of incremental steps and the agree
ment in the metal industry provides for the possibility 
of lowering at firm level the industry-wide agreed wage 
increases in exchange for a stronger increase of wages 
for high-performing workers. Regulations to promote 
the employment of older workers have been reinforced 
through a bonus-malus system imposing a one-off 
penalty payment for laying off a worker aged above 50 
while reducing (or waiving) employer's contributions to 
unemployment insurance in case of an engagement of a 
worker above the age of 50 (55). More recently, active 
labour market measures have been stepped up by pro
viding income support to persons who reduce their 
working time or take a leave of absence to the benefit of 
an unemployed person being engaged. The employment 
of the long-term unemployed has been stimulated by 
paying the unemployment assistance to an employer 
who engages a long-term unemployed worker, along 
with a partial waiving of the employer's social security 
contribution for the worker. As from the beginning of 
1998, a form of in-work benefits has been introduced 
for the unemployed working on a temporary basis. 

Measures have also been taken to increase the knowl
edge and technology base of the economy. For some 
years the government has developed an alternative 
branch of post-secondary studies in polytechnic high 
schools, which enlarges the choice and availability of 
high-skill technical training and allows a better consoli
dation of vocational training offered at upper secondar}' 
level. Due to their vocationally oriented education, 
polytechnics are expected to improve high-skill techni
cal qualifications and raise the share of graduates from 
tertiary education in the medium term. At the same 
time, the government is currently implementing a pro
gramme ('technology initiative') which seeks to rein
force the linkages between public and private research 
and to enhance the development of skills within indus
try. The initiative includes an increase in research sup
port funds in the area of joint research between univer
sities, polytechnics and enterprises. 

A number of reforms have been enacted in the labour 
market. Most importantly, working time has been made 
more flexible by an amendment to the working time law 
providing for the possibility of paying overtime in the 
form of time bonuses, with the calculation period for 
the weekly average working time being extended to one 
year. Recent collective agreements have also introduced 
changes to the wage structure. The age-earnings profile 
for white collar workers has been flattened by a reduc-

4. Outlook and policy challenges 

A favourable short-term outlook ... 

The recovery of the Austrian economy has become 
increasingly broadly based since the beginning of 1997. 
Consumption has proven surprisingly resilient to the fis
cal contraction, with the savings ratio falling markedly 
below its long-term average. Growth in investment in 
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equipment has maintained its upward trend. International 
competitiveness has improved considerably over the last 
two years, with both unit labour costs and the nominal 
effective exchange rate falling; together with a continued 
expansion in export markets this will further boost net 
exports. The enterprise sector, after initial problems of 
adjustment, seems to have better adapted to the regime 
change related to EU membership. However, the rapid 
pace of restructuring and consolidation is not likely to 
abate over the coming years. Likewise, the opening-up 
of the CEECs, while putting some industries under 
strong pressure has, on balance, been beneficial for the 
Austrian economy, and expectations are for continued 
positive impulses to net exports. The manufacturing sec
tor, in particular, which slowed down in 1995-96, picked 
up considerably in 1997 and is expected to post robust 
growth rates in the short term. Whereas competition has 
increased in the services sector, leading to downward 
pressure on inflation, output growth has not, in general, 
been negatively affected, although the effects of liberali
sation in this sector, in particular on employment, may 
not yet have been fully seen. 

The strong pick-up of the economy in the second half of 
1997 leading to an annual growth rate of 2.5 % took 
most analysts by surprise. The economy seems set to 
continue its upswing in the short term, with growth in 
both 1998 and 1999 exceeding potential output, leading 
to a positive output gap by 1999. Inflationary pressures 
should, however, remain subdued. The disciplinary 
effects of increased competition resulting from EU mem
bership, which can only be reinforced during the third 
stage of EMU, along with closer trade integration with 
the CEECs should continue to keep a check on prices. 
Monetary policy will be shaped by the wider develop
ments in the run-up to the third stage of EMU, but at the 
time of writing any sharp reversal of the current support
ive stance seems unlikely. Following the strong with
drawal of fiscal impulse over the last two years, projec
tions based on the budget proposals point to a less 
restrictive stance for the years 1998 and 1999 but a radi
cal change of tack towards an expansionary course is not 
to be expected in the medium term. This suggests that, in 
the near-term, the macroeconomic policy mix will have a 
close-to-neutral effect on output and prices. 

... but policy challenges remain on a broad range 

Stability-oriented monetary and budgetary policies 
embedded in a European framework of stability and 
growth will continue to create the conditions for a non-
inflationary expansion of output and employment, while 

at the same time throwing up a number of challenges. In 
particular, cyclical synchronisation with the euro zone 
could be less accentuated than is the case with 
Germany. This could imply that the monetary stance in 
the euro zone may not be as appropriate for Austria as 
German monetary policy has been in the past. As a con
sequence, the adjustment of other policies, and in par
ticular budgetary policy, will become more important. 
At the same time, the need for a stable macroeconomic 
environment and the increased responsibilities on fiscal 
policy imposed by the stability and growth pact will 
require the ongoing consolidation of government 
finances. While considerable headway has been made 
over the recent past to bring government finances onto a 
sustainable path, further progress in the medium and 
longer term will crucially hinge on the ability to control 
the expansion of social security expenditure. It seems of 
fundamental importance, therefore, that budgetary con
solidation is solidified during the coming years of 
expected robust growth. 

In the framework of its medium-term budgetary plan
ning, the Austrian government envisages to reduce pri
mary expenditure substantially, to be matched by more 
or less equally large cuts in receipts. It also intends to 
carry through important structural reforms in the pen
sion, health and tax systems. Most of the planned mea
sures aim to regain control over social security spend
ing and in this respect would help to prevent budgetary 
slippages in the longer run. The question can be raised, 
however, whether the medium-term budgetary deficit 
target set by the Austrian government remains adequate 
in the light of the more favourable budgetary outturn in 
1997 and the better than expected short-term macroeco-
nomic outlook. In fact, while under the initially 
assumed scenario the cyclically adjusted deficit would 
have been further reduced, under present circumstances 
a targeted deficit of 1.9 % in the year 2000 would corre
spond to a slight increase in the cyclically adjusted 
deficit. This would mean a continuation of traditional 
reaction patterns of budgetary policy in Austria, with 
cyclical upswings usually not being used to bring public 
finances on a more solid footing. As such a policy 
appears to be at the root of the long-term deterioration 
of public finances in Austria, it would seem appropriate 
that in the context of a revised medium term budgetary 
plan the deficit goals are lowered with a view to making 
public finances more resistant to a possible economic 
slowdown in a few years from now. This appears all the 
more pertinent as the envisaged consolidation path is 
difficult to reconcile with the provisions of the stability 
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and growth pact stipulating a medium-term budgetary 
balance close to zero or in surplus. 

In the longer term, the consolidation of recent progress 
towards sounder public finances will also hinge on the 
question of whether public pension expenditures can be 
kept under control. Recent measures have been impor
tant steps towards a reform of the system. However, 
their potential financial impact has been limited by long 
phasing-in periods and ceilings on the maximum effects 
on individual benefits. In the face of a rapidly ageing 
population the reforms will have to be taken further to 
ensure the longer-term viability of the system. In view 
of the long-term nature of the issue and to allow indi
viduals sufficient time to adjust their retirement plans, a 
coherent and determined strategy of further reforms 
should be given high priority on the government 
agenda. 

While the ageing of the population will play a crucial 
role in the dynamics of social security expenditures 
their future financing will also be determined to a large 
extent by the long-term growth of output and employ
ment. To bolster the growth potential of output, Austria 
will have to tackle its unfavourable situation regarding 
the technology base and innovative capacity of the 
economy. This situation has been evident for some 
time, but any policy response has been timid so far. 
This appears unfortunate in an area where considerable 
lead-time is needed for policy measures to bear fruit. 
Against this background, while the prompt implementa
tion of measures to improve the technology base of the 
Austrian economy is imperative, a reinforcement of 
competitive forces and flexibility in product and labour 
markets should be sought as a short-term remedy to 
pare input costs. Such action would at the same time 
help strengthen the economy's endogenous shock-
absorbing capacity. Indeed, with reduced room for 
manoeuvre of budgetary policy, labour and output mar
kets will have to bear the full brunt of the adjustment in 
case of asymmetric shocks. Continued regulatory 
reform aimed at increasing the short-term flexibility of 
product and labour markets would therefore seem 
imperative if Austria wishes fully to benefit from the 
opportunities provided by EMU. While much has been 
done to improve the regulatory environment in the past, 
a wide scope for action remains. Especially in the previ
ously sheltered parts of the economy, such as the ser
vices and network industries, competition should be 
actively fostered and remaining access barriers further 
dismantled. Although aspects of consumer protection 

and security — traditional arguments in favour of 
access restrictions — are important in a number of 
trades and professions, they can often be better 
addressed by other means than by access restrictions, 
the latter frequently working more in the interest of 
incumbent suppliers than that of consumers. 

As regards labour market reform, recent progress has 
been noteworthy, but in a number of areas further mea
sures need to be considered. In particular, labour costs 
have become very high by international standards, 
largely because of the strong rise in non-wage labour 
costs. Measures to contain such costs will have to be 
addressed in the overall context of financing the social 
security system. There is also reason to assume that the 
wage structure is ill-adapted to productivity differen
tials and the requirements of dynamic restructuring in a 
rapidly globalising economy. The strengthening of 
competitive forces in the context of recent product mar
ket reforms is bound to increase pressures for a better 
alignment of wages and such forces are expected to be 
reinforced under EMU. Microeconomic wage flexibility 
is, therefore, likely to become much more important 
calling for collective agreements allowing greater flexi
bility of wages at firm level. The recent agreement in 
the metal industry is to be welcomed as a step in the 
right direction, but needs to be given greater latitude 
and generalised to other sectors. Additionally, against 
the background of the high non-employment rates of 
older workers the strict employment protection rules, 
which in combination with the seniority-based remuner
ation schemes hinder mobility and act as a major obsta
cle to the re-employment of unemployed older workers, 
should be re-examined. Recent steps to contain early 
retirement should, therefore, be accompanied by mea
sures to flatten earnings profiles. First moves in this 
direction have already been made, as in the recent 
agreement for white-collar workers, and should be fur
ther encouraged. A re-examination of public sector 
wage schemes would be a logical further move. 

The recent amendment of the working time law has 
removed a major obstacle to more working-time flexibil
ity. It is to be welcomed that the additional leeway has 
already been used in collective agreements in the metal 
industry and to be hoped that other industries, in particu
lar those with high seasonal output fluctuations, will fol
low suit. The increase in employment in non-standard 
work schemes (part-time, casual, contract and work-
sharing schemes) has been important in the recent past. 
The greater flexibility provided by these work forms 
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seems to have been a welcome widening of choices for 
both workers and employers. While the social aspects 
have to be monitored, further obstacles to such work 
forms should be removed. In particular, labour market 
participation appears to be restrained by a still insuffi
cient availability of part-time employment. Reintegration 
of the unemployed appears to be hampered by the exis
tence of unemployment traps. In-work benefits for the 
low-paid, on the one hand, and an increase of earnings 

allowances for the unemployed, on the other, could alle
viate such traps and encourage the gradual reintegration 
in the labour market, particularly of the long-term unem
ployed. Finally, despite recent improvements, spending 
on active labour market policy in Austria appears low by 
international standards. As some closely targeted pro
grammes have proved to be successful, stepping up 
efforts in this direction could be a promising path in the 
combat of long-term unemployment. 
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Chapter 1 : Macroeconomic performance 

1.1. Output and productivity 

1.1.1. Output growth 

Growth performance 

Austria's output growth performance has been quite 

favourable during most of the postwar period. In terms 

of real GDP per capita measured in PPS, Austria has 

experienced a remarkable improvement in its relative 

position among Community countries, moving from a 

level below the Community (EU12) average in 1960 to 

the sixth position in 1997 (Table 1.1.1). 

An important factor explaining the pattern of economic 

development in Austria have been the stages of 

Austria's integration into the European economy, which 

can be divided into four different subperiods: 

• the 'EFTAperiod' from 1960 to 1971; 

• the 'ECEFTA trade integration period' from 1972 

to about 1980; 

• the 'European free trade period' from about 1980 to 

1994;and 

The improvement in Austria's relative GDP per capita 

has not been evenly distributed over time (Table 1.1.2). 

the 'EEA/EU membership period' from 1994 

onwards. 

Table 1.1.1 

Real GDP per capita in 1960 and 1997 

(I 000 ECU in prices of 1990 al PPS) 

S 

DK 

L 

D 

FIN 

NL 

UK 

F 

EU-12 

A 
Β 

1 

IRL 

E 

EL 

Ρ 

1960 

10.37 

9.40 

9.17 

8.46 

7.86 

7.14 

7.04 

6.86 

6.28 

6.27 

6.24 

5.55 

3.71 

3.28 

2.02 

1.55 

L 

DK 

FIN 

s 
D 

A 

F 

NL 

Β 

I 

EU-12 

IRL 

UK 

E 

EL 

Ρ 

1997 

27.07 

22.47 

22.05 

21.39 

19.93 

17.85 

17.64 

16.96 

16.78 

16.18 

15.91 

15.56 

14.74 

11.13 

6.97 

6.20 

Change 
¡η rank 

+ 2 

0 

+ 2 

- 3 

- 1 

+ 4 

+ 1 

- 2 

+ 2 

+ 2 

- 2 

+ 1 

- 6 

0 

0 

0 

Average annual 
growth in % 

3.05 

2.45 

2.91 

2.03 

2.41 

2.95 

2.66 

2.43 

2.79 

3.02 

2.62 

4.06 

2.07 

3.45 

3.50 

3.93 

Source: Commission services. 
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Table 1.1.2 

GDP growth differential with Germany and the Community 

Output growth 

I) EU-15 

Differential 

Kl -15 

1961-70 
1971-80 
1981-87 
1988-93 
1994-96 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 

'aurei·: Commissi 

4.7 
3.6 
1.3 
2.9 
2.0 
4.6 
3.4 
1.3 
o.s 
2.5 
2.1 
1.6 
2.5 

DII services. 

4.4 
2.7 
1.4 
3.2 
2.0 
5.7 
5.0 
2.2 

-1.2 
2.7 
1.8 
1.4 
2.2 

4.8 
3.0 
1.9 
2.1 
2.4 
3.0 
1.5 
1.0 

- 0 . 5 
2.9 
2.5 
1.8 
2.7 

0.3 
0.9 
0.1 

-0 .3 
0.0 

-1 .1 
- 1.6 

0.9 
1.7 

-0.2 
0.3 
0.2 
0.3 

- 0 . 1 
0.6 

- 0 . 6 
0.8 

- 0 . 4 
1.6 
1.9 
0 3 
1.0 

- 0 . 4 
- 0 . 4 
- 0 . 2 
- 0 . 2 

During the first period, GDP growth in Austria, while 
being high in absolute terms, was rather subdued in rel
ative terms, especially during the first years of EFTA 
membership. This was due to the trade diverting effects 
of the creation of the customs union in the Community 
and the time needed to reorient the regional trade struc
ture towards the more distant EFTA markets. Austria's 
relative growth performance improved considerably, 
however, from the end of the 1960s into the late 1970s, 
coinciding approximately with the period of trade liber
alisation between the EC and the EFTA countries. The 
effects of the first oil shock on the Austrian economy, 
in particular, were attenuated by the trade liberalisation 
with Community countries in conjunction with strong 
fiscal impulses, leading, at the same time, to a sharp 
deterioration in the current account balance. 

Austria's relative improvement in per capita income 
levelled off after the completion of the trade integration 
with the EC in the late 1970s. While during the 1970s 
annual average growth was more than Vi of a p.p. 
higher than the Community average, the process of 

income convergence reversed after the second oil 
shock. Domestic conditions such as the severe crisis in 
the State-owned part of the industrial sector, related to 
labour hoarding and the retardation of the necessary 
structural adjustment, and growing budgetary and exter
nal account imbalances, imposing effective constraints 
on fiscal stimulus, were largely responsible for the 
growth slowdown, which lasted well into the second 
half of the 1980s. 

Moderate increases in unit labour costs and a far-reach
ing restructuring and privatisation programme in the 
industrial sector set the stage for a period of vigorous 
growth, led by exports and investment, during the last 
years of the 1980s and in the early 1990s. Economic 
activity peaked at the turn of the decade when reunifica
tion of Germany and the opening-up of the CEECs 
boosted the external sector. Per capita income relative 
to the Community average started again to rise and, 
despite a cooling of the economy after 1991, continued 
to improve up to 1993. 

22 



Chapter 1 
Macroeconomic performance 

Box 1: Austria in the European U n i o n 

Austria became a member of the European Union in 

1995, adding 2.2 % to the EU15 population and 2.7 % to 

total EU15 GDP. With an area of 84 000 km it covers 

roughly two times the territory of the Netherlands but has 

only about half of its population. In 1997, GDP per capita 

clearly exceeded the Community average, the unemploy

ment rate was less than half of that in the Community at 

large and consumer price inflation was slightly below 

Community average (Table 1.1.3). 

Table 1.1.3 

Main indicators on the Austrian economy 

Austria Ell 

Population (1 000 persons) 

Area (1 000 km
J
) 

GDP (billion ECU, 1997) 

Average annual growth of real GDP 1960/1996 

GDP/capita (1 000 ECU, 1997) 

Export (in % of GDP) 

Imports (in % of GDP) 

Unemployment rate (1997) 

Consumer price inflation (1997) 

• 

8 046.5 

83.9 

182.1 

3.3 

22.5 

42.7 

42.2 

4.4 

1.3 

373 105.0 

3 191.1 

7 132.3 

3.1 

19.1 

31.4 

28.8 

10.7 

2.0 

Source: Commission services. 

Graph 1.1.1: Per capita GDP and economic growth in the EEA, 1960-97 
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Source: Commission services. 
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Austria is a typical case for the catch-up process that has 
taken place in the Community. Graph 1.1.1 plots per-
capita GDP for the Community countries against the 
average real growth rate during the period 1960-97. The 
graph largely confirms the idea that lower-income coun
tries achieved higher growth rates than higher-income 
countries, with Austria belonging to the group of 
'middle-income' countries and showing a performance 
somewhat above the group average. 

Administrative and regional structure 

Austria is a federal State consisting of nine states 
{Bundesländer), which have limited competence of own 
legislation and arc represented in the legislative proce
dure of the federal State through the upper chamber of 
the Parliament, the Federal Council. However, de facto, 
the sovereignty and legal influence of the Länder entities 
is rather restricted. As regards revenues, practically all 
important taxes are in the competence of the federal 
State, which redistributes these taxes on the basis of a 

revenue-sharing agreement between the federal State and 
the Länder ('). 

Vienna, which is at the same time capital and Bundesland, 
accounts for 20 % of Austria's population and slightly 
less than 30 % of total GDP (Table 1.1.4). Upper and 
Lower Austria arc the second and third largest Länder in 
terms of population and generate each about 16 % of total 
GDP. With respect to the regional distribution of eco
nomic activity, most of the manufacturing output is gener
ated in the urban agglomeration around Vienna, which is 
largely dominated by consumer oriented production, the 
Upper Austrian industrial belt between Linz and Wels 
consisting mainly of basic industries, and the Styrian 
industrial regions, which originate from the local mining 
industry. Austria's textile industry is largely concentrated 
in the western province of Vorarlberg. Agriculture and 
tourism dominate the Alpine regions of Tyrol, Salzburg 
and Carinthia and the most eastern province, the 
Burgenland. 

(') In 1996. more than 60 7< oí lhe total revenue of the Länder was 
oriitinatini! from transfers hy the federal State (see Lehner, 1997). 

Table 1.1.4 

Regional structure of Austria 

Population 
1 000 pers. 

% 

100.0 
3.4 

18.9 
19.8 
7.0 

15.0 
17.2 
6.3 
8.2 
4.3 

Nom.GDP 
billion 

ATS, 1991 

1 986.3 
43.4 

320.3 
567.2 
110.3 
235.2 
322.9 
138.5 
162.0 
86.4 

% 

100.0 
2.2 

16.1 
28.6 

5.6 
11.8 
16.3 
7.0 
8.2 
4.4 

Primary sector 
In % of 

regional GDP 

2.5 
6.3 
5.0 
0.3 
3.1 
3.9 
3.6 
1.5 
1.7 
1.1 

Secondary sector 
In % of 

regional GDP 

36.1 
31.5 
44.8 
25.6 
33.8 
39.4 
45.6 
29.4 
35.8 
44.8 

Tertian sector 
In ' . of 

regional GDP 

61.4 
62.3 
50.2 
74.2 
63.1 
56.7 
50.7 
69.1 
62.5 
54.1 

Austria 
Burgenland 
Lower Austria 
Vienna 
Carinthia 
Styria 
Upper Austria 
Salzburg 
Tyrol 
Vorarlberg 

8 046.5 
274.3 

1 518.3 
1 592.6 

561.0 
1 206.3 
1 385.8 

506.9 
658.3 
343.1 

Source: OSTAT. 
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Table 1.1.5 

The cyclical sensitivity vis-à-vis 
the EC business cycle 

{ck of the output gap explained by a 'European shock ') 

Country 1963-72 1973-92 

NL 
D 
DK 
S 
FIN 
A 

67.8 
66.1 
59.0 
51.5 
48.7 
43.7 

78.4 
71.6 
62.8 
35.5 
29.1 
67.9 

Source: Institute for Advanced Studies ( 1994). 

The period 1994-96, the first years of EEA/EU mem
bership, were characterised by a considerable slowdown 
in economic activity, with annual average growth rates 
falling short of the Community average by almost Vá of 
a p.p. A number of factors weighed on the recovery 
after the slowdown in 1992/93, in particular a sluggish 
recovery of Austria's main exports markets (Germany, 
Italy and Switzerland), the appreciation of the schilling 

during 1993-95, the protracted crisis in the Austrian 
tourism industry and the budgetary consolidation 
programme in 1996-97. But structural problems also 
seemed to be at work, with domestic producers in 
previously sheltered sectors having difficulties to cope 
with the increase in competition after EEA/EU 
accession (see Chapter 2). 

The cyclical variability of output 

The increasing degree of economic integration with the 
EC countries also implied a higher sensitivity of 
Austria's economy to fluctuations in the Community. 
This can be seen, for example, by decomposing the 
Austrian output gap into a 'European' factor, related to 
the Community output gap, and a 'country-specific' 
factor (2). During the period 1963-72 only about 44 % 
of the Austrian output gap could be explained by a 
shock in the Community output. This percentage rose to 
68 % for the period 1973-92. Table 1.1.5 furthermore 
shows that output growth in Austria is much more sen
sitive to the EC business cycle than that in other former 
EFTA countries. 

(;) See Institute for Advanced Studies (1994). applying the decomposition 
method suggested hy Sims (1980). 

Table 1.1.6 

Standard deviation of output gaps 
Ranked by average output deviation 1960-96 

Standard deviation 1960-71 1972-84 1985-96 1960-96 

France 
EU-15 
Netherlands 
Austria 
Belgium 
Italy 
Denmark 
Sweden 
Germany 
Greece 
Ireland 
United Kingdom 
Spain 
Portugal 
Luxembourg 
Finland 

0.84 
0.83 
1.54 
1.38 
1.18 
1.81 
1.44 
1.45 
1.73 
1.73 
1.83 
0.85 
1.76 
1.07 
2.19 
2.05 

1.38 
1.72 
2.04 
1.75 
1.86 
1.97 
2.10 
1.68 
2.14 
2.84 
1.94 
2.54 
2.92 
3.62 
4.04 
3.08 

1.88 
1.64 
1.20 
1.76 
1.94 
1.51 
1.86 
2.44 
2.44 
1.28 
2.22 
2.84 
2.78 
2.96 
2.64 
5.23 

1.40 
1.43 
1.61 
1.68 
1.71 
1.74 
1.79 
1.86 
2.07 
2.09 
2.16 
2.22 
2.52 
2.78 
3.06 
3.59 

Source: Commission services. 
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Much of the increase in the degree of Austria's cyclical 

synchronisation with the Community is due to the eco

nomic integration with Germany (3). Since the begin

ning of the 1980s, for example, business cycle turning 

points for Austria have been almost identical to those 

of Germany (Hahn and Walterskirchen, 1992). 

Additionally, the transmission speed of a shock in 

German output growth on Austrian output has markedly 

increased since the mid1980s: while until the mid

1980s only about 40 % of a German output shock had 

been transmitted to Austrian output within one quarter, 

this value had increased to more than 60 % during the 

second half of the 1980s (Riinstler, 1994). 

While output in Austria has become more dependent on 

Community developments, output fluctuations have 

remained quite moderate (4). The volatility of Austrian 

output (5) increased somewhat after 1970 but has since 

remained stable (Table 1.1.6). For the whole period 

196096, only France and the Netherlands show lower 

(') See. lor example. Uri and Wörgiitter (1992). Hochreiter and Winckler 
(1993). 

(4) See. for example. Brandner and Neusscr ( 1992) 
O For an alternative estimation of the Austrian potential output applying a 

production function approach see Hahn and Riinstler (1996). 

output fluctuations than Austria. Factors behind the rel

atively moderate volatility of GDP growth over the 

cycle in Austria have been a high aggregate real wage 

elasticity, an active budgetary policy and a considerable 

degree of consumption smoothing (Tichy, 1986). 

1.1.2. Productivity growth 

The relatively strong output growth in Austria has been 

accompanied by a rapid increase in labour productivity. In 

1960, Austrian labour productivity stood at some 92 % of 

the Community average. By 1997, this value had risen to 

around 106 %. Similarly, at the beginning of this period, a 

considerable gap in productivity existed visàvis West 

Germany. This gap had significantly narrowed by 1997 

and, if comparison were made with unified Germany, 

would have fully disappeared (see Graph 1.1.2). 

Productivity growth between sectors has been quite dis

parate, with the industrial sector averaging growth of 

almost 3V2 % during the period 197795, more than 

twice that in the services sector (Graph 1.1.3). 

Moreover, trend growth in productivity in the industrial 

sector has slightly accelerated, while in the services sec

tor it has slowed down from an already low level. Until 

Graph 1.1.2: Labour productivity, 1960-97 

E U - 1 5 = 100 

80 H — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — Γ 

1960 1965 1970 1975 1980 1985 1990 1995 

Source: Commission services. 
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Graph 1.1.3: Trend productivity growth 
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Graph 1.1.4: Sectoral labour productivity growth, 1970-92 
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Source: Institute for Advanced Studies (1997). 
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recently, construction had displayed the lowest increase 
in labour productivity among all sectors, but its growth 
rate has accelerated more than in other industries, thus 
closing in on the services sector by the mid-1990s. 

The catch-up in productivity has, thus, mainly occurred 
in the manufacturing sector and, to a lesser degree, in 
the construction sector. In 1970, for example, labour 
productivity in manufacturing was about 25 % lower 
than in Germany. It reached the German level at the 
beginning of the 1990s and has since surpassed it. By 
contrast, in the services sector the productivity gap did 
not narrow, with the growth rate of productivity just 
about equal to that in Germany (Graph 1.1.4). 

The above-average improvement in labour productivity 
in Austria has been largely based on high rates of busi
ness investment. Indeed, capital accumulation has been 
faster than elsewhere in the Community: between 1971 
and 1996 the differential in the annual average growth 
of the net capital stock between Austria and the 
Community average amounted to 0.7 percentage points 
and the differential with Germany was even higher at 
close to 1 percentage point (Graph 1.1.5). 

Capital accumulation can be stimulated by a high mar
ginal productivity of investment and/or low user costs 
of capital. The first factor is unlikely to have played a 
significant role in the investment decisions of Austrian 
enterprises as capital productivity has declined over the 
last decades and this decline has been stronger than in 
most other Community countries (Graph 1.1.6). The 
main factor explaining the high rate of capital accumu
lation in Austria, therefore, seems to be low user costs 
of capital. Capital user costs may indeed have been 
lowered by a number of factors. In particular, long-term 
market interest rates have been favourable in compari
son with most other Community countries. Moreover, 
for many enterprises, especially those in manufacturing, 
owing to an extensive system of credit subsidisation for 
business investment interest rates for loans have been 
markedly below market rates. By some estimates, in the 
early 1990s almost half of all credits to industrial firms 
were subsidised in Austria (Glück and Weninger, 
1995). Finally, indirect subsidisation in the form of gen
erous tax allowances on investment has been an impor
tant determinant, although changes in the tax code have 
considerably moderated this effect in the more recent 
past. 

Graph 1.1.5: Net capital stock 
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250 

1971 1976 1981 1986 1991 

Source: Commission services. 
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Graph 1.1.6: Capital productivity 
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Source: Commission services. 
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Graph 1.1.7: Factor productivity 
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With much of the investment being of a capital-deepen
ing type, the capital intensity of production has 
markedly increased in Austria. Thus, the increase in 
labour productivity has been mainly related to a process 
of capital-labour substitution, leading to substantial 
labour shedding in the manufacturing sector (see 
below). On the other hand, growth of labour efficiency 
or total factor productivity has been rather weak and 
below the Community average (Graph 1.1.7). 

1.1.3. Demand components 

Private consumption is by far the largest demand com
ponent in Austria, accounting for some 60 % of total 
GDP. Up to the mid-1980s, private consumption fluctu
ated strongly. Thereafter, consumption became consid
erably more stable, with households absorbing fluctua
tions in disposable income by varying their savings 
ratio (Graph 1.1.8). Except for 1993, the contribution of 
consumption to growth remained at some 1 % to 2 % of 
GDP and even in the recession year 1993 the contribu
tion was positive. Whether the decline in consumption 
volatility reflects a real shift in consumer behaviour is, 
however, difficult to determine as the years up to the 
mid-1980s were characterised by significant changes in 
consumption taxes leading to strong short-term reac
tions on consumption. 

Consumption smoothing may result from the influence 
of various factors, such as wealth, on consumption. 
Estimates of the consumption function in Austria sup
port indeed the assumption that wealth is a significant 
determinant of consumption (Thury and Wiiger, 1994). 
Increased consumption smoothing could, therefore, 
have resulted from an increase in wealth in Austria. 
Alternatively, consumers might have tended to interpret 
income fluctuations as temporary rather than perma
nent. While this hypothesis is difficult to verify empiri
cally, the strong decline in the savings ratio during 
1996-97 from an already moderate level of preceding 
years could be indicative of such behaviour. 
Notwithstanding the substantial effects of the budget 
consolidation programme in 1996-97 on the income of 
households, the prospects for a sustained improvement 
in the situation of public finances might have led house
holds to believe that income reductions were of a tem
porary nature. 

Public consumption, reflecting to a large extent expen
diture on civil servants' wages, accounted for about 
17 % of GDP in 1997. While not exactly counter-cycli
cal, public consumption has nevertheless been an 
important stabilising factor, with annual increases sub
stantially above GDP growth in the recession years 

Graph 1.1.8: Private consumption and disposable income, 1977-97 
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1978, 1981, 1984 and 1993 (Graph 1.1.9). The growth 
rate of public consumption fell substantially in 1987, 
resulting from the government's consolidation efforts in 
that year and a three-years wage agreement concluded 
in 1986, but rose steadily thereafter until 1994. Growth 
rates of public consumption in subsequent years clearly 
witness the effects of the budgetary consolidation mea
sures. They show, incidentally, that already in 1995 the 
government started to tackle the issue of a rising wage 
bill by controlling employment. 

Fluctuations of the growth rate of gross fixed invest
ment are significantly stronger than that of GDP. 
Together with exports, gross fixed investment acts as an 
important trigger mechanism in the Austrian business 
cycle. The investment ratio thus displays a clear pro-
cyclical behaviour, although a strong underlying trend 
rise has somewhat attenuated this effect since the mid-
1980s. This trend rise has brought the Austrian invest
ment ratio back to the high levels of around 24 % of 
GDP observed in the 1970s, significantly higher than in 
other Community countries (Graph 1.1.10). The main 
driving force behind this development has been rapid 
restructuring in the industrial sector, manifesting itself 
mainly through an acceleration of capital investment. 
The rebound of investment after the dip in 1993 was 

partly caused by temporary effects such as tax 
allowances on investment and additional investment in 
preparation of EU membership. The overall investment 
ratio in Austria shows less volatility than in other 
Community countries. This relative smoothness is, 
however, mainly due to construction investment while 
equipment investment displays similar volatility than in 
other countries (Graphs 1.1.11 and 1.1.12). The rather 
smooth behaviour of construction investment is indica
tive of the government's stabilisation policy and the 
role assigned to the construction sector in this context. 

Exports are the second most important demand compo
nent behind consumption in Austrian GDP, accounting 
for roughly 40 % of GDP. While on these grounds the 
contribution of gross exports to growth is substantial, in 
the more recent past, the effects of variations in exports 
have increasingly been neutralised by concurrent 
changes in imports (Graph 1.1.13). The effect of net 
exports on growth have, thus, been minimal in recent 
years, with annual changes usually below 0.5 % of 
GDP. The increasing integration of the Austrian econ
omy has led to a rising import content of exports and 
investment in equipment. For this reason, these three 
aggregates move largely in parallel over the business 
cycle. While this reduces multiplier effects of invest-

Graph 1.1.9: Growth of private and public consumption and GDP, 1977-97 
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Graph 1.1.10: Gross capital formation in % of GDP (1990 prices)(*) 
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Graph 1.1.11: Gross capital formation — equipment in % of GDP (1990 prices)(*) 
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Graph 1.1.12: Gross capital formation — construction in % of GDP (1990 prices)(*) 
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Graph 1.1.13: Growth of imports, exports and investments, 1977-97 
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ment and exports it also tends to make the economy 

more resistant to shortterm developments in the exter

nal sector. 

1.2. Employment, wages and prices 

1.2.1. Employment 

Over the last two decades, employment (selfemployed 

and employees) in Austria has grown at a rate of around 

0.3 % per year. A period of stagnating employment dur

ing 197787 was followed by strong employment 

growth of more than 1 % per year between 1988 and 

1993 and a slight decline during 199497. This develop

ment by and large mirrored the pace of output growth, 

with the growth in output necessary to stabilise employ

ment falling from about 2.5 % during the first period to 

somewhat less than 2 % over the last subperiod. The 

shortterm response of employment to output changes 

has been comparatively weak in Austria, resulting in 

rather strong fluctuations in the contemporaneous 

employment elasticity of output growth. Graph 1.2.1 

indicates that one reason for this appears to be a marked 

lag between employment and output changes. This lag 

was apparently longer during the first half of the period, 

when, for instance, a decline in output growth to an 

average of less than 2 % during 197881 led to an 

employment response only in the years 1982/83. After 

the mid1980s, however, this lag seems to have short

ened to around one year or less. 

One factor explaining the sluggish shortterm response 

of employment to changes in output growth is the ten

dency of labour hoarding of enterprises during the ini

tial phase of a recession. This phenomenon seems to 

have been more accentuated in Austria than elsewhere, 

especially in the years up to the first half of the 1980s 

(explaining partially the longer reaction lags during this 

period). Large Stateowned enterprises in the manufac

turing sector, in particular, were reluctant to reduce the 

labour force during the period of slowing growth in the 

wake of the two oil shocks, leading to a severe crisis in 

these enterprises in the early 1980s and forcing a drastic 

restructuring programme in the 1980s. Another impor

tant factor for the relatively low degree of Austria's 

employment fluctuations has been the overriding prior

ity given to the objective of low unemployment by the 

government and the social partners, manifesting itself in 

an anticyclical budgetary policy, on the one hand, and 

a high aggregate real wage elasticity, on the other. 

Graph 1.2.1: Employment and growth, 1977-97 
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The increasing responsiveness of employment to output 
growth in the 1990s to a large extent reflects restructur
ing activities in the Austrian economy, when strong 
investment activity has led to considerable efficiency 
gains and labour intensive production has been trans
ferred to neighbouring countries with significantly 
lower wage levels. In addition, increasing restrictions on 
public finances negatively affected the government's 
capacity to counteract the decline of employment in the 
private sector. While traditionally employment losses in 
the manufacturing sector were largely compensated by 
an expanding services sector, not least in public ser
vices, over the recent past employment expansion in this 
sector has decelerated due to fiscal retrenchment and the 
ongoing process of restructuring and consolidation. 

Table 1.2.1 shows the changes in the number of wage 
and salary earners by industry during 1986 and 1997. 
From 1989 to 1994 (6), jobs were lost in the agriculture, 
mining, energy and manufacturing sectors. More than 
85 % of these job losses occurred in the manufacturing 

(') See lotilnole to Table 1.2.1. 

sector, where the annual average rate of change 
amounted to - 1.3 %. The job losses were, however, 
more than offset by job gains in construction and in the 
services industries where job gains averaged 2.3 % per 
year, resulting in an overall net increase of jobs by 
1.1 % per year. In absolute terms, job gains were partic
ularly strong in the public services, in trade, and in other 
private services (including the business services). In 
terms of percentage change, growth was especially pro
nounced in health services and in other private services. 

The pattern of employment growth changed markedly 
between 1995 and 1997. Job gains in the services sector 
slowed down to 0.7 % and were insufficient to make up 
for the decline in jobs in the manufacturing sector, 
where the rate of job losses increased to 2.0 %. Trade, 
tourism, transport, financial services and the public ser
vices, in particular, all of which recorded substantial job 
gains during 1986-94 saw a decline or stagnation in 
1995-97, bearing witness to a process of structural 
adjustment in these industries. It is difficult to judge at 
this stage whether these developments are only of a 
temporary nature or forebode a new trend. However, in 

Table 1.2.1 

Employees by sector: changes and shares, 1989-97 (*) 

Agriculture 
Mining 

Primary sector 
Energy 
Construction 
Manufacturing 

Secondary sector 
Trade 
Tourism 
Transport/Telecomm. 
Financial services 
Other private services 
Cultural services 
Health services 
Science and educat ion 
Public services 

Tertiary sector 
Total 

Absolute 
change 

1986-94 

- 3 322 
- 6 688 

- 1 0 0 1 0 
- 1 331 
39 933 

- 85 392 
- 4 6 790 

57 529 
24 866 
19 381 
10 021 
48 352 

6 156 
41 784 
11 747 
75 457 

295 293 
238 493 

Annual 
% change 

- 1 . 4 
- 3 . 8 
- 2 . 4 
- 0 . 5 

2.3 
- 1 . 3 
- 0 . 6 

1.9 
2.7 
1.2 
1.3 
3.8 
3.3 
5.9 
1.3 
2.1 
2.3 
1.1 

1') Due lo a change in the statistical classification of industries. 

Absolute 
change 

1995-97 

145 
- 1 6 1 

- 1 6 
- 9 3 9 

- 1 6 0 9 
- 27 207 
- 2 9 755 

- 1 366 
1 122 

- 6 063 
- 2 3 1 5 
16 009 

2 497 
6 053 
3 366 
6 722 

26 206 
- 1 2 6 1 9 

Annual 
% change 

0.3 
- 0 . 6 
- 0 . 0 
- 1 . 5 
- 0 . 3 
- 2 . 0 
- 1 . 5 
- 0 . 2 

0.4 
- 1 . 3 
- 1 . 0 

3.6 
4.7 
2.3 
1.4 
0.6 
0.7 

- 0 . 2 

data from 1995 onwards arc not strictly 

1986 

1.1 
0.8 
1.9 
1.2 
7.8 

29.7 
38.7 
13.6 

4.2 
7.6 
3.6 
5.9 
0.8 
3.2 
4.3 

16.2 
59.4 

100.0 

comparable 

Share in 

1990 

1.0 
0.7 
1.6 
1.1 
8.0 

27.9 
37.0 
14.3 

4.4 
7.6 
3.8 
6.4 
0.9 
3.5 
4.2 

16.3 
61.4 

100.0 

with the data 

total employment 

1994 

0.9 
0.5 
1.4 
1.1 
8.5 

24.4 
34.0 
14.4 

4.7 
7.7 
3.7 
7.0 
1.0 
4.4 
4.3 

17.4 
64.6 

100.0 

hefore that year. 

1997 

0.9 
0.5 
1.4 
1.1 
9.0 

22.7 
32.8 
14.1 
4.8 
7.5 
3.7 
7.9 
1.0 
4.6 
4.2 

18.0 
65.9 

100.0 

Source: OSTAT. 
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the light of a more detailed analysis of the developments 
in some of these industries, in particular tourism, finan
cial services and public services (see Chapter 3), it seems 
likely that restructuring and consolidation is to continue, 
thus limiting the job generating capacity of these indus
tries in the near and medium term. Job expansion would, 
therefore, have to result from a slowdown in job destruc
tion in the manufacturing sector and/or a further acceler
ation in the expansion of other private services and 
health services. These two service sectors have, indeed, 
shown unabated strong growth rates and expectations are 
for a continuation of this trend. Employment in business 
services, in particular, has increased at rates much above 
average over past years. Moreover, as the overall level of 
employment in business services is still rather low in 
Austria compared to other Community countries (see 
Annex I), a significant potential of further job gains in 
this sector appears to exist. 

1.2.2. Prices and wages 

Prices 

For most of the post-war period, prices in Austria have 
shown remarkable stability. As shown by Graph 1.2.2, 
even in periods of high international inflation, as in the 

mid-1970s and the early 1980s, consumer price infla
tion remained significantly below the Community aver
age. It can also be seen that Austrian consumer price 
inflation has largely mirrored the dynamics of consumer 
price inflation in Germany, although the inflation dif
ferential has remained slightly positive for most of the 
time, the most important exception being the years after 
German unification. The trend decline since the infla
tion hike in the aftermath of the first oil-shock has, 
however, been stronger in Austria than in Germany 
resulting in a narrowing of the differential (7). In fact, 
by 1997 average CPI inflation in Austria had fallen 
below that of Germany by a margin of one half of a per
centage point. 

Price inflation has been quite different across industries. 
Graphs 1.2.3 and 1.2.4 show the development of price 
deflators for various industries between 1984 and 1996, 
distinguishing industries with weak price dynamics, i.e. 
with inflation below the GDP deflator, from industries 
with strong price dynamics. Among the first group, 
prices in manufacturing, energy and trade can be seen 

(7) A part of the inflation differential with Germany between the mid-1970s and 
the mid-1980s is explained by the stronger increase in indirect taxes in 
Austria as compared to Germany. 

Graph 1.2.2: Development of the CPI 
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to have evolved roughly at the same pace. Prices for 
transport and communication services for a long time 
moved in line with the average price dynamics, but 
have started to fall in absolute terms since 1992. 
Increasing competition as a result of market liberalisa
tion, in particular in some sub-sectors such as air trans
port, and rapid technological progress appear to be 
behind this development. A dramatic decline in prices 
has occurred in the agricultural sector, especially after 
1994 when the adoption of the common agricultural 
policy led prices to fall by more than 20 %. Among the 
sectors with strong price dynamics, business services 
and other private services have recorded the steepest 
price rises. Price inflation in the financial services 
industry, which for some time was among the strongest, 
has decelerated significantly in the 1990s. 

Differentials in price inflation are to some extent caused 
by differences in the ability of industries to raise labour 
productivity. In general, as the possibilities of substitut
ing capital for labour are less marked in the services 
sector than in manufacturing, productivity increases are 
more restricted in the services sector thus giving rise to 
comparatively higher price increases. However, a 
higher degree of market protection reducing efficiency 

gains and/or preventing possible efficiency gains to be 
passed on to consumers also may have played a role in 
these industries. This can be inferred from a comparison 
of sectoral differentials of annual growth rates of prices 
and productivity between Austria and Germany during 
the period 1970-92. Graph 1.2.5 shows these differen
tials normalised on the manufacturing sector. A value 
along the 45°-line would characterise an industry whose 
(positive) price differential (vis-à-vis Germany) would 
be equal to its (negative) productivity differential 
adjusted for the price/productivity differential of the 
manufacturing sector. The graph shows that sectoral 
price differentials vis-à-vis Germany are indeed fairly 
well explained by productivity differentials. However, 
some industries, in particular the financial services 
industry but also transport and telecommunications 
industries and construction, exhibit larger price differ
entials than warranted by their productivity disadvan
tage vis-à-vis the manufacturing sector, possibly indi
cating insufficient competition in these industries. 

Such an explanation would be in line with the slow
down in price inflation as a result of Austria's EEA/EU 
accession. According to a recent study (Pollan, 1998), 
the EU-related decrease in the level of inflation is esti-

Graph 1.2.3: Industries with weak price dynamics 
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Graph 1.2.4: Industries with strong price dynamics 
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Graph 1.2.5: Price and productivity differentials with Germany 
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. 
Graph 1.2.6: Price differentials Austria-EU-15 
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mated at some IV2 p.p. between 1995 and 1997. The 
first and immediate result of Austria's opening to the 
Community agricultural market was a sharp drop of 
food prices, accounting for about 0.6 p.p. in the overall 
decline of the CPI index. The deceleration of price 
increases for manufactures became manifest after mid-
1995, estimated to contribute another 0.6 p.ρ to the fall 
of the CPI index. In general, services were slower to 
follow, with a small effect on the CPI of around 0.3 % 
p.p. being discerned first in 1997, and the main effect in 
these industries might still have to come. 

Price level indices resulting from the calculation of 
purchasing power standards in the Community tend to 
corroborate these observations. The upper panel of 
Graph 1.2.6 shows price differentials between Austria 
and the EU-15 for various product and services cate
gories. Price levels in Austria can be seen to be higher 
than the EU average for all product and services cate
gories except for electrical and non-electrical equipment 
goods. In general, however, services show much higher 
price differentials than manufactures. Additionally, as 
can be seen from the lower panel of Graph 1.2.6, during 
1993 and 1996, with the notable exception of communi
cations services, price differentials for services between 
Austria and the EU average widened even further. 

Although, given the relatively high income per capita in 
Austria, a positive price differential for services is to be 
expected, it appears difficult to explain deviations of 
25 % and more by this sole factor. This data could, 
therefore, be taken as an indication that competition in 
the services sector is still low and further adjustments are 
to be expected. 

Wages 

During most of the 1980s, Austrian wages increased 
significantly faster than wages in Germany or the 
Community average (Graph 1.2.7). Wage growth 
slowed, however, from the early 1990s onwards, espe
cially after 1993, when the conclusion of a 'stability 
pact' among the social partners led to a clear modera
tion of increases in contract wages. This trend of wage 
moderation has been further accentuated in recent 
years, when the sluggish recovery acted as an additional 
brake on wage increases in cyclically sensitive sectors 
such as manufacturing. Moreover, in the context of the 
budget consolidation process public sector wages have 
been virtually frozen since 1995. 

The observation of wage moderation of the recent past 
supports the view that the Austrian wage formation 

Graph 1.2.7: Real compensation per employee 
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process is characterised by a strong response of aggre
gate real wages to changes in the unemployment rate. 
On the other hand, as discussed in more detail in Annex I, 
the real wage elasticity with regard to the level of 
unemployment appears to be rather low. In other words, 
in the short-term, wages appear to react strongly to 
cyclical variations in unemployment while trend shifts 
in the unemployment rate tend to have little effect on 
the outcome of the wage bargaining. Such a view is also 
compatible with the observed Phillips-curve for Austria, 
which does not indicate a long-term trade-off between 
the level of unemployment and inflation (Graph 1.2.8). 
While a stable relationship seemingly existed during the 
1960s and 1970s in a situation of low unemployment 
rates (8), this relationship broke down at the beginning 
of the 1980s, with the Phillips-curve shifting to the 
right. 

As well as cyclical changes in the unemployment rate, 
safeguarding the external competitiveness of the econ
omy has played an important role in the objective func
tion of Austrian labour unions. While wages have 

(s) For a discussion on the existence of a stable unemployment-inflation trade
off during this period see Breuss (1980) and Stiassny (1985). 

increased at a faster pace in Austria than in the main 
trading partner countries the impact on external compet
itiveness of this relative increase has been cushioned 
by higher productivity gains in Austria. As shown in 
Graph 1.2.9, real unit labour costs in national currency 
have much less departed from those in Germany and in 
the Community at large. The graph also shows that the 
alignment of real unit labour costs has been closer with 
Germany than with the Community at large, reflecting 
the orientation of wage growth in Austria towards its 
most important trading partner. 

In addition to wage and productivity developments, 
exchange rate movements are an important determinant 
of the external competitiveness of a country. While 
since the start of the 1980s the ATS/DEM rate has 
remained roughly constant, the exchange rate fluctuated 
more or less strongly vis-à-vis other trading partners. 
Graph 1.2.10 shows unit labour costs in relation to 
Austria's trading partners in a common currency. The 
graph reveals an interesting feature concerning the com
petitive position of the Austrian economy. Whereas the 
competitiveness of the manufacturing sector vis-à-vis 
that of trading partners, as measured by the relative unit 
labour costs in this sector, has improved by almost 8 % 

Graph 1.2.8: Unemployment — inflation trade-off, 1961-96 
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Graph 1.2.9: Real unit labour costs (national currency) 
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Graph 1.2.10: Relative unit labour costs (common currency) 
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since the start of the 1980s, the competitiveness of the 
total economy has deteriorated by close to 10 %. The 
explanation for this discrepancy is mainly to be found 
in the different development of productivity which, as 
shown above, has been significantly higher — both in 
absolute and in relative terms — in manufacturing than 
in other parts of the economy. 

1.3. The balance of payments 

During the 1980s, the Austrian balance of payments 
was characterised by a moderate deficit in the current 
account (10 years average) and a surplus in the capital 
balance, which more than offset the current account 
deficit, resulting in a small increase in foreign exchange 
reserves. The current account itself was dominated by a 
substantial deficit in the trade account, which was to a 
large extent compensated by a surplus in the tourism 
account (Table 1.3.1). 

From the beginning of the 1990s onwards, the current 
account deteriorated considerably from a surplus of 
0.8 % of GDP in 1990 to a deficit of 2 % in 1995 and of 
1.9 % in 1997 (see Graph 1.3.1). Surprisingly, this has 
happened against a background of slowing economic 
growth after 1991. While the trade account continued to 
contribute negatively to the current account deficit, 
averaging a deficit of more than 4 % of GDP in the 
1990s, it behaved in fact as expected during a period of 
weak growth, improving as it did by more than 1 p.p. 

during the period 1990-95 (see Chapter 2 for a more 
detailed account on the developments of external trade). 
By contrast, the surplus of the tourism account has 
declined dramatically constituting thus the main factor 
for the deterioration in the current account. The situa
tion has been aggravated by a rising deficit in the trans
fer account, largely due to the payments to the 
Community budget. 

The decline in the tourism surplus from 3.9 % of GDP 
in 1991 to only 0.8 % in 1997 has been caused by both 
temporary and structural factors. Slow growth in 
Germany (9) and the appreciation of the Austrian 
schilling have temporarily subdued tourism receipts. 
Equally, the abolition of all import restrictions vis-à-vis 
Community countries in combination with the deprecia
tion of the Italian lira led to a surge in cross-border 
shopping of Austrians to Italy until 1996 (l0). 

However, structural factors have been more important 
for the decline in the tourism surplus. In particular, a 
sharp fall in long distance air fares led to a dramatic 
decline in Austria's price competitiveness, depressing 
receipts from foreign tourists in Austria and increasing 

(9) The share of tourists from Germany represents about 60 % of total foreign 
tourists. 

(10) The tourism account statistics is based on the foreign exchange statistics of 
the banking sector. It is, thus, not possible to distinguish precisely between 
expenditure for tourism purposes and shopping trips abroad. 

Table 1.3.1 

The Austrian balance of payments, 1980-97 

Current account net 
Trade and services, net 
Trade balance 
Tourism account 
Transfer account, net 

Capital account 
Capital ace, long te rm 
Capital acct., short term 

Reserves and revaluat ions 
Stat. diff. 
Foreign exchange reserves 

79-89 

- 0 . 3 8 
0.30 

- 5 . 8 1 
3.54 

- 0 . 0 8 
0.75 
0.17 
0.59 
0.06 

- 0 . 1 0 
0.34 

90-97 

- 0 . 7 9 
- 0 . 2 0 
- 4 . 5 5 

2.30 
- 0 . 5 8 

2.38 
- 0 . 3 9 

0.63 
0.29 

- 0 . 0 3 
0.69 

1990 

0.75 
0.75 

- 4 . 9 7 
3.57 
0.00 

- 0 . 0 7 
- 0 . 5 6 

0.49 
- 0 . 1 7 
- 0 . 7 2 
- 0 . 2 1 

1991 

0.04 
0.05 

- 5 . 8 0 
3.85 

- 0 . 0 1 
0.02 

- 1 . 2 5 
1.28 
0.06 
0.41 
0.53 

1992 

- 0 . 0 8 
0.49 

- 5 . 1 7 
3.28 

- 0 . 5 6 
1.02 
0.38 
0.64 
0.11 
0.41 
1.46 

1993 

- 0 . 3 9 
0.21 

- 4 . 6 0 
2.89 

- 0 . 6 0 
1.90 
3.54 

- 1 . 6 4 
0.36 

- 0 . 2 6 
1.61 

1994 

- 0 . 9 2 
- 0 . 5 5 
- 5 . 2 0 

1.91 
- 0 . 3 7 

1.50 
0.41 
1.09 

- 0 . 2 2 
- 0 . 1 2 

0.25 

1995 

- 2 . 0 1 
- 1 . 0 9 
- 3 . 7 7 

1.26 
- 0 . 9 3 

2.79 
3.38 

- 0 . 5 9 
0.25 

- 0 . 1 6 
0.86 

1996 

- 1 . 7 5 
- 1 . 3 4 
- 4 . 1 5 

0.94 
- 0 . 4 5 

1.98 
- 0 . 3 9 

2.37 
0.84 
0.26 
1.29 

1997 

- 1 . 8 9 
- 1 . 1 8 
- 2 . 7 1 

0.75 
- 0 . 7 2 

0.60 
- 0 . 8 2 

1.43 
1.09 

- 0 . 0 5 
- 0 . 2 5 

Source: Austrian National Bank. 
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expenditure by Austrian tourists abroad. Additionally, 
while the appreciation of the Italian lira after 1995 
curbed shopping trips to Italy, lower prices for many 
goods and services in the neighbouring CEECs have 
continued to spur cross-border shopping to these coun
tries. 

Over the past two years tourism receipts have stabilised 
in nominal terms, but tourism expenditures by 
Austrians abroad have risen further. These develop

ments are clear signs of the rapidly declining role of 
tourism as a counterbalance for the trade deficit in the 
current account (see Chapter 2 for a more detailed 
account on structural issues in the Austrian tourism sec
tor). Equally, the higher deficit in the transfer account, 
caused mainly by transfers to the EU budget, is not 
likely to diminish in the foreseeable future. Any reduc
tion in the deficit of the current account, therefore, 
would have to result from an improvement in the trade 
balance. 

Graph 1.3.1: Current account developments 
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Chapter 2: Structural developments 
in the economy 

2.1. Introduction 

The previous chapter has shown that, in the past, the 
Austrian economy has experienced a process of solid 
income and productivity growth in both absolute and 
relative terms. This progress would not have been pos
sible without a process of deep industrial transformation 
and a permanent upgrading of production structures and 
products. This chapter focuses more closely on struc
tural developments in the Austrian economy. As men
tioned, the most important driving force in the Austrian 
growth process has been the internationalisation of the 
economy in general, and the integration into the 
European economy, culminating in EU membership, in 
particular. For this reason, the external sector has been 
the outpost in the process of industrial restructuring, 
with the balance of external trade relations being the 
primary locus of structural change. The following sec
tion reviews developments in Austria's external trade 
sector over the past. Moreover, with the cross-border 
deployment of production facilities playing an increas
ingly important role in the process of internationalisa
tion, the third section complements the view on the 
Austrian external sector by taking a snapshot of the 
situation of foreign direct investment. 

For a small and highly open economy developments in 
the external sector, reflecting the goods structure of the 
economy, are of crucial importance. But the reverbera
tions of the process of structural transformation also 
manifest themselves more directly in the industrial 
structure of the economy. Section 3 of this chapter, 
therefore, takes a closer look at the shifts in the indus
trial structure of the Austrian economy. Not surpris
ingly, profound changes can be discerned. While these 
changes are clearly of a long-term nature, such as the 
progressive tertiarisation of the economy, it appears that 
industrial transformation has been greatly accelerated in 
the 1990s. A number of factors have contributed to this, 
the most noteworthy ones being the opening-up of the 
CEECs, EEA/EU membership and, at a more general 

level, the globalisation of production and distribution 
structures. 

Although all sectors have been affected by these devel
opments, two industries, banking and tourism, stand out 
in the case of Austria. As for the banking sector, sweep
ing liberalisation under Community legislation has trig
gered a rapid process of consolidation and restructuring 
in an industry that previously had operated in a largely 
sheltered environment. Because of the increasingly 
important role of the financial services sector for a 
modern economy, the transition to a more competitive 
environment, which eventually should lead to a higher 
efficiency level of the industry, is of crucial importance. 
Up to now, this transition process has not caused any 
disruptions to the smooth functioning of the industry. 
However, as indicated by the analysis in this chapter 
efficiency levels are still some way from those of com
parable countries in the Community suggesting that 
restructuring and consolidation in the Austrian banking 
industry is bound to continue in the foreseeable future. 

One of the striking features of the Austrian economy has 
been a persistent and large deficit in the balance of exter
nal trade in goods. As shown in the following section on 
developments in external trade, one of the reasons seems 
to lie in the technological base of Austria's export sector, 
which, despite distinct improvements in the past, still 
appears rather limited, especially when confronted with 
Austria's high level of income per capita. An important 
factor, which enabled Austria to sustain the trade deficit 
in the past, was the high surplus generated by the 
tourism industry. However, developments in the 1990s 
have dramatically changed this situation, with receipts 
from tourism declining and expenditures rapidly rising. 
The last section of this chapter, therefore, reviews devel
opments in the tourism sector. As it appears, global 
changes such as the decline in air fares, the world-wide 
restructuring of the tourism industry and shifting con
sumer preferences, which have been at the root of the 
recent developments, will continue to impact on the 
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Austrian tourism sector, forcing its repositioning in the 
global tourism market. Although adjustment of the sup
ply structure may attenuate the effects of the global 
changes underway, tourism is, however, unlikely to 
regain its traditional role in financing the deficit in the 
Austrian trade account in the foreseeable future. 

2.2. Developments in external trade 

2.2.1. Trade exposure 

Austria's external trade dependence increased consider
ably during 1960-97 (Table 2.2.1). The ratio between 
foreign trade and GDP (') increased from 24.1 % in 
1960 to 42.5 % in 1997. During the same period, the 
trade exposure of all Community countries increased 
from 19.4 % of GDP to 30.1 %. Most of the increase in 
the Austrian trade exposure took place between 1960 
and 1980. This development reflected the dynamics of 
trade in the Community, on the one hand, and the spe
cific pattern of Austria's economic integration in 
Europe, i.e. the liberalisation of trade between EFTA 
countries in the 1960s followed by EC-EFTA trade lib
eralisation in the 1970s, on the other. 

(') Calculated as the sum of exports and imports divided by two limes GDP. 

2.2.2. The geographical structure of external trade 

A major share of Austria's external trade is done with 
neighbouring countries and this share has increased 
throughout the post-war period. Germany is by far the 
most important trading partner of Austria, accounting 
for 40 % of overall trade. In terms of dynamics, the 
rapid increase in trade with the neighbouring CEECs 
during the 1990s is the most noteworthy development. 
The main cause for the strong concentration of trade on 
neighbouring countries is the size distribution of 
Austria's enterprise sector, dominated by small and 
medium sized firms, which are ill placed to build up 
costly logistic networks for long-distance trading. 
Notwithstanding the increasing dominance of trade with 
neighbouring countries, the geographical structure of 
trade has undergone significant changes (Table 2.2.2). 

The share of exports to neighbouring countries 
increased from 53 % of total exports in 1960 to 58 % in 
1997. During that time, the share of exports to Germany 
and to the neighbouring CEECs increased by some 
8 p.p. and 4 p.p., respectively, while the significance of 
Italy as an export destination diminished markedly. The 
rise in the geographical concentration of exports, which 
is due to the increase in trade with a single trading part
ner, Germany, is reflected by the change in the 

Table 2.2.1 

Trade exposure of EU countries, 1960-97 (*) 

1%0 1970 1980 1990 1997 

L 
IRL 
Β 
NL 
A 
S 
Ρ 
FIN 
DK 
EU-15 
UK 
E 
D(") 
I 
F 
EL 

79.0 
33.0 
35.6 
45.0 
24.1 
23.0 
18.7 
22.8 
32.8 
19.4 
21.6 

8.3 
17.7 
13.3 
13.5 
10.6 

81.0 
39.1 
46.5 
44.1 
29 .9 
24.1 
25.1 
26.3 
29.4 
21 .6 
22.6 
13.7 
20.2 
16.4 
15.5 
11.6 

87.5 
53.7 
58.6 
51.3 
37 .0 
30.4 
31.5 
33.6 
33.2 
27 .8 
26.2 
16.9 
26.7 
23.3 
22.1 
19.3 

97.1 
55.7 
67.0 
51.8 
39.5 
29.7 
38.1 
23.8 
32.8 
27 .8 
25.7 
18.8 
29.2 
20.0 
22.6 
22.4 

85.7 
70.2 
70.0 
52.2 
42.5 
40.3 
38.8 
35.3 
33.6 
30.1 
2S.8 
26.9 
25.5 
24.6 
24.4 
19.4 

C) Average of imports and exports ai goods and services as a ck· of GDP. 
(") Including eastern Germany from 1990 onwards. 

Source: Commission services. 

46 



C h a p t e r 2 
St ruc tu ra l deve lopments in the economy 

Table 2.2.2 

Geographical trade structure 

Germany 
Italy 
Switzerland(') 
Hungary 
Czechoslovakia(2) 
All neighbours(3) 
Herfindahl-index 
France 
United Kingdom 
Netherlands 
EU-15 
Heriindahl (total) 

1937 

Exports 

14.9 
14.0 
5.7 
9.1 
7.1 

50.8 
0.23 
4.3 
5.3 
1.7 

45.8 
0.75 

Imports 

16.3 
5.5 
3.3 
9.0 

11.0 
45.1 

0.32 
2.8 
4.6 
2.0 

35.7 
0.78 

Exports 

26.8 
16.7 
4.8 
2.4 
2.6 

53.3 
0.36 
1.8 
2.8 
3.1 

59.8 
0.27 

1960 

Imports 

In % of total 

40.0 
8.1 
4.3 
1.9 
1.6 

55.9 
0.54 
3.7 
4.9 
3.2 

59.9 
0.36 

Exports 

exports or total 

32.3 
11.0 
7.5 
2.2 
1.4 

54.4 
0.47 
3.5 
3.7 
2.6 

61.0 
0.28 

1980 

imports 

Imports 

41.5 
9.1 
5.0 
1.4 
1.9 

58.9 
0.53 
4.0 
2.8 
2.7 

66.1 
0.39 

Exports 

34.9 
8.2 
5.3 
4.9 
4.3 

57.7 
0.47 
4.2 
4.2 
2.7 

61.9 
0.28 

iin % of total trade) 

1997 

Imports 

41.6 
8.4 
3.5 
3.1 
3.3 

59.9 
0.57 
4.6 
3.0 
3.3 

68.7 
0.36 

(') Including Liechtenstein. 
(:) Czech Republic and Slovakia in 1997. 
(l) Due to lack of data, Slovenia was not included. However, in 1997 1.8 % of Austrian exports went to Slovenia, and 0.9 % of imports came from there, which 

is roughly the share of trade with Poland. 

Source: Breuss (1983), WIFO. 

Table 2.2.3 

Bilateral trade deficits 

Total 
EU 

Germany 
Other EU 

USA 
Japan 
Switzerland 
CEEC 1 (') 

(') Hungary, Czech 

1976-80 

- 7 . 6 
-7.2 

-6.0 
-1.2 
- 0 . 3 
- 0 . 4 
-0 .1 

0.5 

1981-85 

-6 .1 
- 5 . 2 
-4.8 
-0.4 
- 0 . 3 
- 0 . 7 

0.3 
- 0 . 2 

Republic and Slovakia, Poland. 

1985-90 

- 4 . 7 
- 4 . 2 
-4.2 

0 
-0 .1 
- 1 

0.5 
0 

1991 

- 5 . 8 
- 4 . 6 
-3.5 
-1.1 
- 0 . 5 
-1 .1 

0.3 
0.4 

1992 

- 5 . 2 
- 4 . 2 
-2.9 
-1.3 
- 0 . 5 
- 1 

0.2 
0.4 

1993 

- 4 . 6 
- 4 
-2.4 
-1.6 
- 0 . 4 
- 0 . 8 

0.3 
0.5 

1994 

- 5 . 2 
- 4 . 4 
-2.5 
-1.9 
- 0 . 4 
- 0 . 8 

0.3 
0.4 

1995 

- 3 . 8 
- 4 . 3 
-2.9 
-1.4 
- 0 . 5 
- 0 . 4 

0.3 
0.7 

1996 

- 4 . 2 
- 4 . 6 
-3.2 
-1.4 
- 0 . 5 
- 0 . 3 

0.3 
0.5 

(in % of GDP) 

1997 

- 2 . 8 
- 3 . 9 
-3.1 
-0.8 
- 0 . 7 
- 0 . 4 

0.4 
0.9 

Source: WIFO. own calculations. 

Herfindahl-index. Imports from neighbouring countries 
saw a similar rise in their share in total imports, increas
ing from 56 % in 1960 to 60 % in 1997. In the case of 
imports, however, concentration did not increase, owing 
to the moderate rise in the share for Germany, on the 

one hand, and an increase in the share of Italy and the 
neighbouring CEECs, on the other. 

The dominance of Germany as a trading partner for 
Austria is also revealed by statistics on bilateral trade 
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account deficits: more than three quarters of the overall 
trade deficit in the Austrian trade balance is due to bilat
eral trade with Germany (Table 2.2.3). But important 
deficits exist also vis-à-vis other Community countries, 
amounting to nearly 1 % of GDP, and with the USA and 
Japan. Surpluses are recorded in trade with Switzerland 
and, especially, with the CEECs. The overall trade 
deficit has decreased since the 1970s, but kept hovering 
between 4-5 % of GDP between the mid-1980s and 
1996. It is difficult to judge whether the recent improve
ment in the trade account heralds a structural improve
ment or whether it is just a reflection of slower growth 
in Austria in comparison with its trading partners. Either 
way, even the somewhat lower deficit observed in the 
last two years appears high in comparison with other 
European countries of a similar income level. 

2.2.3. The commodity structure of external trade 

Austria's commodity structure of trade is strongly con
centrated on industrial goods (Table 2.2.4). In 1997, the 
share of this group of goods in overall exports 
amounted to more than 90 % and this share has not 

changed during the 1990s. By contrast, agricultural 
goods have never been important in Austrian exports, 
suggesting a comparative disadvantage in the produc
tion of these goods (:). The share of agricultural goods 
in total imports was quite significant after the Second 
World War but declined to around 5 % by 1997, reflect
ing the general decline in the importance of agricultural 
products in overall demand but also the protectionism 
policies characterising this sector in Austria. A note
worthy development is the increase in the share of agri
cultural products, both for imports and for exports, 
since the beginning of the 1990s, caused largely by the 
opening-up of the CEECs and EU membership (?). 

The composition of exports of industrial goods has 
rapidly changed from basic manufactures (SITC 5 
and 6) towards machinery, electrical appliances and 

(:) In fact, exports of agricultural products have been very much dependent on 
subsidies. 

(l) The increase in the share of agricultural exports and imports has been 
observed since the beginning of the 1990s and does not reflect a sudden 
change resulting from EU membership. 

Table 2.2.4 

Trade structure by SITC groups, 1937-97 

1937 
1950 
1960 
1970 
1980 
1990 
1997 

1937 
1950 
1960 
1970 
1980 
1990 
1997 

SITC 0,1,4 

Agricultural 
commodities 

4.40 
1.10 
4.60 
4.60 
4.13 
3.28 
4.46 

33.80 
30.40 
15.80 
9.40 
6.39 
5.16 
6.21 

Source: Breuss ( 1983), WIFO. 

SITC 2+3 

Raw 
materials 

25.70 
31.70 
21.11 
12.50 
10.41 
6.23 
4.78 

30.00 
34.70 
22.50 
17.50 
22.16 
10.84 
9.36 

Total 

In % of totu) exports 

69.70 
73.60 
74.41 
82.80 
85.29 
90.47 
90.60 

In % of total imports 

36.20 
35.10 
61.80 
73.20 
71.30 
83.87 
84.00 

SITC 5-cS 

Industrial commodities 

Basic 
manufactures 

SITC 5-6 

49.40 
56.90 
51.01 
45.00 
44.36 
39.78 
35.55 

27.20 
21.60 
27.90 
32.30 
28.57 
28.84 
28.97 

Machinen. 
transport equipment 

S I T C 7 

9.70 
11.50 
16.30 
24.10 
27.68 
37.49 
41.19 

5.30 
11.90 
28.70 
31.20 
28.61 
37.94 
38.16 

Finished 
goods 
SITC 8 

10.60 
5.20 
7.10 

13.70 
13.25 
13.19 
13.87 

3.70 
1.60 
5.20 
9.70 

14.13 
17.10 
16.86 

4,H 
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transport equipment (SITC 7), and this change seems to 

have accelerated since 1980. Even then, in 1997 the 

share of goods in SITC 7, comprising many of the tech

nologically more advanced products (4), was only about 

5V2 p.p. higher than the share of basic manufactures. 

Moreover, in the group of basic manufactures almost 

half of the export value in 1997 was generated by iron 

and steel, textiles and paper. As these products have 

faced and will continue to face mounting competition 

from the newly industrialised countries and the transi

tion economies, a further rapid decline in the export 

share of these products should be expected in the future. 

The rapid increase in the export share of technologi

cally more advanced products (SITC 7) has not 

improved the trade balance for this product category as 

it has been counteracted by a parallel development on 

the import side (Graph 2.2.1). The decomposition of the 

trade balance into product categories furthermore shows 

that, until the second half of the 1980s, the Austrian 

trade deficit was to a large extent caused by the deficit 

(J) In the OECD classification of high technology products the subgroup of 
leadingedge products is by a majority comprising SITC 7 products; a 
similar observation holds for other high technology products. 

in trade with raw materials, mainly consisting of energy 

imports. The improvement in the trade balance for these 

goods during the second half of the 1980s, owing much 

to the fall in oil prices, was the sole reason for the slight 

decline in the overall trade deficit, with other compo

nents even worsening. The trade deficit for products in 

SITC 7, in particular, showed a marked deterioration to 

almost 3 % of GDP at the end of the 1980s. Over the 

more recent past, this deficit has narrowed to close to 

balance in 1997. While, in itself, a deficit of this order 

would not pose major problems, it is not clear whether 

the recent improvement is durable or caused by tempo

rary factors possibly related to Austria's current posi

tion in the business cycle (the slowing growth at the 

turn of the 1970s also had diminished the trade deficit 

in these product categories). More important, however, 

is the fact that the trade deficit in finished goods 

(SITC 8), comprising, inter alia, clothing, shoes, toys 

and furniture, has continuously increased over the last 

10 years to about 1 Vz % in 1997. As the production of 

these labourintensive goods is increasingly moved to 

low wage countries, a future improvement of any sig

nificance in the trade balance for these products seems 

unlikely, highlighting the need for a continued improve

ment in the trade balance for machinery, electrical 

appliances and transport equipment. 

Graph 2.2.1: Commodity structure of the trade deficit 
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2.2.4. The technological profile of external trade 

The above evidence on the developments of trade for 

aggregate SITC commodity groups indicates significant 

changes in the structure of Austrian exports, the most 

noteworthy result being the decline in the share of basic 

manufactures and the concomitant increase in the share 

of technologically more advanced products. However, 

SITC groups comprise rather heterogeneous types of 

goods with regard to their technological content. 

Therefore, to get a more adequate picture of the techno

logical profile of Austria's external trade, a regrouping 

of the goods in the SITC categories 5 to 8 based on 

3digit SITC codes seems useful. In these regrouped 

categories goods are more accurately differentiated 

according to their technological content (see 

Hutschenreiter and Peneder, 1997). 

Such a regrouping, which distinguishes between 

humancapital intensive goods, on the one hand, and 

unskilled labour and resource intensive goods, on the 

other, leads, in fact, to similar results as the analysis on 

the basis of the broader SITC groups. As shown in 

Graph 2.2.2, the coverage ratio of human capital inten

sive goods has risen from a value of about 70 % in 1970 

to close to 100 % by 1994. During the same period, the 

gap between Austria and the OECD average has nar

rowed from almost 60 % to slightly more than 20 %. 

However, despite this obvious success in upgrading the 

technological content of its exports, Austria still has a 

significant 'technology gap' to close. In addition, within 

the group of human capital intensive goods, Austria 

seems to have specialised on products with a relatively 

low unit value, the latter serving as a proxy for the tech

nological content of a product. Indeed, unit values for 

humancapital intensive exports are about one third lower 

for Austria as compared to the Community average (5). 

One reason for this result is that, in comparison to simi

lar countries such as Sweden or Finland, the rise in the 

share of hightechnology products within the group of 

human capital intensive products has been much slower 

in Austria (Graph 2.2.3) (6). The comparatively slow 

pace at which this share has risen may explain the fact 

(5) Excluding the Netherlands. Portugal and Luxembourg. 
('■) Hightechnology products comprise leading edge technology such as 

aircraft, optical instruments, scientific instruments and apparatus. 
pharmaceutical products or certain special synthetic materials. This 
subgroup of products is opposed to standard technology products, the 
second subgroup of human capital intensive products, such as consumer 
electronics, household equipment, road vehicles, chemicals. 
telecommunications equipment. 

Graph 2.2.2: Trade in human capital-intensive products (export/import ratio) 
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Graph 2.2.3: 'High-technology' exports as a share in total exports of industrial goods 

1970 ···· 1980 1982 1984 1986 1988 1990 1992 1994 

Source: WIFO. 

' 

Graph 2.2.4: Austria's trade deficit in high-technology goods 

in % of GDP 

1988 1989 1990 1991 1992 1993 1994 

Source: WIFO. 
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that, as shown in Graph 2.2.4, the trade balance for 
high-technology products in Austria has kept hovering 
at close to 1 % in the 1990s. 

2.3. Foreign direct investment 

Until the late 1980s, a large part of the incoming FDI 
was motivated either by market access consideration or, 
particularly in the case of investment from Germany, by 
lower labour costs in combination with a qualified 
labour force. Much of the latter type of FDI was in cap
ital-intensive and export-orientated activities, partly 
representing some of Austria's technologically most 
advanced enterprises. Thus, although the overall magni
tude remained moderate, inward FDI contributed sub
stantially to the improvement of Austria's production 
and export structure. FDI inflows increased consider
ably in the 1990s. A substantial share of this FDI was 
designated to establish regional headquarters for the 
new markets in the CEECs. Geographical closeness but 
also Austria's experience with these markets (7) were 
the main motives for this investment. 

(7) Before the opening-up of central and eastern Europe. Austria was an 
important centre for barter trade with those countries. 

In 1995, the stock of total capital claims of foreign 
enterprises in Austria amounted to ATS 177 billion or 
some 7 % of GDP. At the same time, these enterprises 
employed about 208 000 persons, which is nearly 8 % 
of Austria's labour force. Compared to the peak of 
236 000 employees in 1990, employment in foreign 
controlled enterprises decreased by more than 12 % 
until 1995, while the capital stock increased by nearly 
68 %. This decline in employment reflects the general 
tendency of labour shedding in the Austrian industrial 
sector but seems to be especially accentuated in the 
more capital intensive sectors, to which foreign domi
nated enterprises mainly belong. More than 40 % of the 
foreign capital originates from German companies, 
while Swiss companies are the second most important 
source of foreign investment. A striking resemblance 
exists for some countries (Germany, France, UK) 
between their share in the foreign capital stock and their 
share in commodity imports. 

In contrast to Austria's high degree of trade exposure, 
its internationalisation with respect to outward invest
ment is remarkably low. Annual outward FDI was less 
than 1 % of GDP in 1997, which is much lower than for 
similar Community countries. Factors explaining the 

Graph 2.3.1: Foreign direct investment flows 
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low degree of internationalisation in terms of FDI are 
the small average size of Austrian firms and a little 
developed capital market. However, the volume of out
ward FDI flows increased substantially during the 
1990s. An important part of this investment was 
directed towards the Community, driven by the need of 
Austrian firms to position themselves in the single mar
ket. However, the lion's share of Austrian FDI abroad 
went to the neighbouring CEECs, motivated primarily 
by the objective to gain access in rapidly growing mar
kets but also by drastically lower labour cost. 

In 1995, Austrian firms owned capital stock abroad 
amounting to ATS 118 billion, which is close to 5 % of 
the Austrian GDP. These firms employed 125 000 per
sons or about 5 % of the Austrian labour force. 
Compared to 1990, both capital stock and employment 
increased nearly 2lÆ fold. Germany is the most important 
location for Austrian capital, accounting for nearly 20 % 
of the Austrian capital stock abroad. However, the open
ing-up of the CEECs has considerably changed regional 
priorities since 1990. In 1997, the Austrian capital stock 
in central and eastern Europe accounted for about 31 % 
of the total stock abroad, largely concentrated in 
Hungary, Czech Republic, Slovakia and Slovenia. 

2.4. Developments in the industrial 
structure 

Similar to the trend in other Community countries, 
Austria's production structure has significantly changed 
over past decades. In particular, the share of value 
added of the services sector in total GDP rose sharply 
from some 51 % in 1970 to around 67 % in 1996 (Table 
2.4.1). As a counterpart, the share of the industrial sec
tor in total value added declined rapidly from some 
35 % of GDP in 1970 to 24 % in 1996. Both develop
ments reflect a somewhat faster change in the produc
tion structure compared to a group of seven Community 
countries with similar per capita income levels. The 
data furthermore indicates that the pace of structural 
change in Austria has accelerated during the 1990s, in 
particular in comparison with the reference group of 
Community countries. Structural change has been less 
pronounced than in Germany, which, however, dis
played a higher manufacturing share and a lower ser
vices share at the start of the period. 

Differences were even more pronounced in construction 
and agriculture. Thus, while the share of the construc
tion sector in total nominal GDP declined in almost all 

Graph 2.3.2: Regional composition of inward and outward FDI in 1995 
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Source: Austrian National Bank (1997). 
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Table 2.4.1 

Value added by sectors 

i share in total value added in
 r

'c) 

1970 

I) EU70 

1990 

I) EU7C) 

1996 

D EL7C) 

Agriculture 

Construction 

Industry 

Services 

6.8 

7.3 

34.5 

51.4 

3.4 

8.0 

43.7 

45.0 

5.8 

8.1 

33.1 

53.0 

3.3 

6.6 

27.0 

63.1 

1.6 

5.4 

34.7 

58.3 

3.0 

6.3 

25.9 

64.8 

1.5 

7.7 

23.9 

66.9 

1.1 

6.4 

27.1 

65.5 

3.0 

6.0 

24.5 

66.5 

C) EU7:B. DK. F, I, NL, S, UK. 

Source: Commission services. 

Community countries, it remained virtually stable in 

Austria. Two factors seem to account for this specific 

pattern. First, as shown in Chapter 1, the growth 

process in Austria has been especially capital intensive. 

High investment has not been confined to machinery 

and equipment but has also included construction and 

infrastructure. Public construction investment, in partic

ular, has played an important role, with the share of 

public demand in the sector's overall output in 1996 

estimated at 37 %. Second, private construction demand 

in the first half of the 1990s was boosted by a gradual 

liberalisation of the formerly tightly regulated housing 

market from the second half of the 1980s onwards and 

additional demand for new office buildings as a conse

quence of the openingup of the CEECs and the 

prospects of intensified economic links with this part of 

Europe (8). 

(s) It is estimated that some 500 firms have established regional headquarters in 
or around Vienna w ith a view lo servine markets in the CEECs. 

Graph 2.4.1: Output growth by sectors 
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In relative terms, the agricultural sector experienced the 

most dramatic change: its share in overall value added 

fell from 6.8 % in 1970 to 1.6 % in 1996, a much 

stronger decline than in most other Community coun

tries. The contraction was particularly striking between 

1990 and 1996: while it took 20 years to halve the share 

between 1970 and 1990, a further halving took place in 

an interval of just 6 years. The sharp fall in the share of 

agriculture between 1990 and 1996 mainly reflects the 

integration of the highly sheltered Austrian agricultural 

sector into the common agricultural policy in 1995, 

which led to a reduction in producer prices of almost 

25 %. Additionally, a number of producers were not able 

to maintain production at a lower price level, leading to 

a decrease in the volume of production by some 3V2 %. 

As shown by Graph 2.4.1, the fall in real output growth in 

the agricultural sector has been much less dramatic than 

the decline in the share of nominal output would suggest. 

Output has been basically stable since the mid1980s, 

indicating that a large part of the drop in the sectors share 

in overall value added has been due to a fall in relative 

prices. Furthermore, it should be noted that the output 

decline from the beginning of the 1990s was not related to 

the openingup of the CEECs. In fact, the trade volume 

and the trade balance in agricultural products with these 

countries has strongly increased over the period. 

Similarly, the industrial sector recorded regular and 

substantial surpluses in the trade balance with the 

CEECs. Thus, the principal reason for stalling growth 

after 1991 in the industrial sector has been the general 

slowdown in economic activity. On the other hand, the 

slow recovery from 1993 onwards, while partly caused 

by the strong appreciation of the Austrian schilling in 

1993 and 1995 and slow growth in Austria's main 

export markets, might have been due to adjustment 

problems in the manufacturing sector as a result of 

EEA/EU membership. 

Share data in manufacturing (Graph 2.4.2) shows that 

problems related to EEA/EU membership occurred 

mainly in the food industry (see also Breuss, 1996). 

Contrary to the agricultural sector, where the decline 

was mainly caused by the price component, in the food 

industry the decline in real output was much more pro

nounced (9). The textiles and leather industries, which 

had seen a longterm contraction in previous decades, 

C') The annual fall in volume terms amounted to 17.4 % corresponding to a fall 

in value terms by 21.2 %. 

Graph 2.4.2: Share in value added of manufacturing industries 
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Graph 2.4.3: Share in value added of service industries 
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have continued to decline in the 1990s. EU membership 

removed the problems related to the noncumulation of 

origin rules (10), bringing some relief, in particular, to 

the clothing industry. For other industries, the evidence 

is less clear as developments seem to reflect strong 

longterm trends (such as, for example, the longterm 

increase in the share of machinery, office equipment, 

and optical and electrical instruments) or temporary fac

tors (such as, for example, the effects of changes in the 

exchange rate on the wood and paper industries). 

Longterm trends also dominate the developments in 

the services sector (2.4.3). Thus, trade has experienced 

a significant reduction in its share in overall value 

added over the long term, while business services have 

strongly expanded. The banking and insurance industry 

("') Austrian products, which were exported to Community countries were 
usually not granted preferential treatment if they were produced on the 
basis of semimanufactured goods from the CEECs. despite the fact that 

bilateral free trade agreements existed between all Slates. A similar 
discrimination existed in the field of outward processing which was 
particularly relevant for the clothing industry. 

has seen a recent decline in its share, as has the trans

port and telecommunications industry. Stemming as it 

does from declines in prices rather than output (") this 

process could be indicative of increased competition in 

these sectors due to EEA/EU membership. 

2.5. The banking sector 

The Austrian banking sector operated for decades in a 

calm and stable environment and sheltered to some 

degree from market forces by state ownership, lack of 

foreign competition, a segmented banking sector, and a 

lack of alternative domestic funding sources. This 

framework has changed in the meantime. Austrian 

banking markets are fully integrated into the European 

Union and thus open, and the government has started to 

retreat from its ownership of the banking sector. This, 

along with tightening profits, has created major pres

sures for adjustment and initiated a merger wave. 

(ll) Real output has grown by an annual 3 to 5 r< in both sectors, corres
ponding to their longerterm growth rates. 
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2.5.1. The structure of the Austrian banking sector 

Austria's banking structure follows the continental type 
of universal banks, with a strong presence in the total 
financing of companies and households. Austria's 
banks do not only offer the core business of deposits 
and loans, but are also the leading institutions in the 
capital markets and in mortgage lending. The financial 
sector is characterised by a close-to-average level of 
general financial intermediation. However, the banking 
sector plays a particularly strong and widely unchal
lenged role in Austrian finance (see Graph 2.5.1), 
mainly due to the relative weakness of large-scale insti
tutional investors (pension funds, insurance companies, 
mutual funds) and, linked to that, a relatively low level 
of securitisation of the economy (12). 

Over the 1994-95 period, Austrian non-banks (exclud
ing institutional investors) deposited more than 58 % of 
their total financial savings with Austrian banks. 

(I:) Stock market capitalisation, in percent of GDP, reached only 14.3 % at the 
end of 1996, the lowest value for all EU Member Slates. Similarly, bond 
market capitalisation reached only 65 %, one of the smallest values in the 
EU. 

However, as in other countries, securities and insurance 
claims have increased their share in the financial sav
ings of non-banks and have become a major rival for 
traditional savings deposits. 

The banking sector is composed of quite differently 
operating segments. The classical commercial banks 
only account for around 24 %, measured by asset size, 
whereas the savings banks sector and the cooperative 
sector (Raiffeisenbanken, Volksbanken), which are par
ticularly strong in the more rural areas, cover 29 % and 
28 %, respectively, of the Austrian banking sector (see 
Graph 2.5.2). The different elements of this structure 
are similar to those in certain other countries, such as 
Germany. However, the strength of savings banks and, 
in particular, cooperative banks is more pronounced in 
Austria than in comparable countries. The cooperative 
sector (consisting of two sub-sectors, the 
Raiffeisenbanken and the Volksbanken) is much more 
than other sectors geared to domestic retail business, 
that is taking savings deposits and granting domestic 
loans to non-banks and other banks. 

Graph 2.5.1: Size of financial sector 
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Graph 2.5.2: Structure of the banking sector 

(asset volumes, end 1996) 
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Graph 2.5.3: Bank density 
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Austria has an unusually large number of independent 
institutions: at the end of 1996, there were no less than 
1019 institutions, of which 778 in the cooperative sec
tor. Thus, the average balance sheet in this latter sector 
is just ATS 1.79 billion, compared to ATS 29.6 billion 
in the commercial banks' sector and ATS 22.7 billion in 
the savings bank sector. Thus, the Austrian banking 
sector is not only segmented into different types of 
institutions, but also into different size classes. The 
cooperative banks have, on average, 3 branches, com
pared to 14 for the commercial banks and 19 for the 
savings banks. 

The impact of the cooperative banking structure weighs 
on the overall bank density of Austria which is quite 
high by international standards. There is one banking 
outlet for every 1 400 residents (see Graph 2.5.3) com
pared to more than 1 600 in Germany, with a similar 
banking structure, and to many more in most other 
European markets (13). Austria is slowly reducing this 
very high number of branches. However, the relatively 
iarge share of the cooperative sector with many inde
pendent banks and few branches makes this task more 
difficult as long as there is no more widespread consoli
dation in this sector. Nevertheless, the cooperative 
banks, although formally independent, cooperate rela
tively closely among themselves, coordinated and sup
ported by their Austrian head institute, the RZB and the 
respective head institutions on State (Länder) level 
within the 'Raiffeisen' cooperative banking sector and 
the OeVAG within the 'Volksbanken' cooperative sec
tor. The savings banks, on the other hand, are increas
ingly characterised by direct ownership links. 

However, the traditional distinctions between the differ
ent sectors of Austrian banking are gradually disappear
ing. Since 1979 all banks have been permitted to oper
ate in all sectors of banking on the whole Austrian terri
tory, thus abolishing the former regional monopolies of 
savings banks and the restrictions on certain banking 
operations imposed on savings and cooperative banks. 

The savings banks, in particular, traditionally operating 
in the small-scale retail sector, have developed into 
powerful universal banks. Bank Austria (BA), the prod
uct of the 1991 merger between the Österreichische 
Länderbank, the former number two commercial bank, 

(ll) With lhe exception of Belgium with a number of around 600, this is much 
lower than other Western European markets with residents per branch 
mostly between 2 000 and .1 000. 

and the Zentralsparkasse, the large Vienna savings 
bank, formally still belongs to the savings bank sector. 
It profits therefore from a deficiency guarantee for its 
liabilities by its main owner, Anteilsverwaltung 
Zentralsparkasse (AVZ), dominated by the City of 
Vienna. This particular case highlights the disappear
ance of clear boundaries between the different sectors, 
most of them essentially grouped around two large 
institutions, the Bank Austria and the Erste, which are 
fully-fledged competitors for the commercial banks (see 
below). Furthermore, the former head institute of the 
sector has been acquired by the Erste and, therefore, the 
latter has taken over the role as head institute of the sav
ings bank sector. Thus, the present formal distinction 
between savings banks, with public guarantee, and 
commercial banks, in times when the traditional distinc
tions are disappearing more and more and such institu
tions are competing against each other, is bound to be 
re-examined. The Austrian government considered an 
amendment to its legislation which would have forced 
municipally owned Austrian savings banks to pay a fee 
for the public guarantee they enjoy. However, this plan 
has been postponed. 

The cooperative banks have also reinforced their market 
position and have even gained market shares over the 
past years. 

These different types of banks operate in different seg
ments of the banking sector which translates into differ
ent business structures and therefore different net asset 
positions vis-à-vis their customers. Therefore, as 
regards the structure of banking business, interbank 
business plays a relatively large role in Austria which is 
to some extent a consequence of the segmented struc
ture of the banking system (see Table 2.5.1). 

For the banking sector as a whole, liabilities are still to 
some degree dominated by traditional Austrian schilling 
deposits by residents (around 38 % of total balance sheet), 
in particular in the case of cooperative banks 
(47 %) and the savings banks (39 %). Within this category, 
savings deposits (with 28 %) are by far the largest item, 
most of them with a fixed maturity of up to one year. 

The role of banks in the financing of domestic enter
prises is relatively strong. In 1994, around 25 % of lia
bilities of non-financial enterprises were accounted for 
by bank loans. This share, although slowly falling, is 
much higher than in comparable other countries. 
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Table 2.5.1 

Main economic characteristics of the banking sector 
Structure of banks' balance sheets 

(end 1996. in percent of total aggregate balance sheets t 

Austria Germany Netherlands 

Assets 
Loans: 

Domestic banks 
Domestic private non-banks 
Public sector 
Foreign 

Securities: 
Domestic private 
Domestic public 
Foreign 

Participations: 
Domestic 
Foreign 

Other assets 
Liabilities 
Deposits and loans: 

Foreign non-banks 
Foreign banks 
Domestic banks 
Domestic non-banks 

Securities 
Capital and reserves 
Other liabilities 

15.7 
37.2 

8.2 
18.3 

4.3 
6.3 
3.80 

2 
C) 
0.3 

11.2 
13.2 
17.0 
38.0 
12.5 
4.5 
3.6 

17.9 
41.5 
10.1 
11.4 

9.4 
3.9 
1.6 

1.1 
0.6 
0.9 

3.3 
5.9 

18.3 
39.4 
21.7 
3.7 
7.8 

3.7 
43.7 

5.7 
15.2 

2.4 
3.6 
5.1 

3.5 
5.1 
7.1 

31.3 (") 
(") 

4.4 
48.9 

1.4 
5.0 
9.0 

(') foreign participations included in foreign securities. 
(") total (banks and non-banks) foreign deposits and loans. 

Source: OeNB, Bundesbank, DNB, own calculations 

Austrian banks' foreign positions are relatively high, 
both with foreign banks and non-banks. Foreign non-
bank deposits in Austrian banks increased strongly from 
1991 to 1993 (+46 %), after the introduction of the with
holding tax in Germany, and reached, on aggregate, 15 % 
of domestic non-bank deposits. Foreign presence or com
petition in the domestic banking business is quite low, 
both in terms of the presence of foreign-owned banks, 
and as regards direct cross-border supply of services. 

None of the major banks is foreign-owned or controlled. 
As indicated above, recent attempts by foreigners to 
acquire a presence by taking stakes in existing compa
nies have failed. According to some calculations, foreign 
ownership of equity in Austrian banks amounts to 13 % 
of the total equity, mostly via minority stakes in Austrian 
institutions (l4). Controlling stakes are rare; foreign 

(M) The most important stakes are those of the German Westdeutsche 
Landesbank (WestLB) in Bank Austria, and of Bayerische Landesbank in 
the Bank für Wirtschaft umi Arbeit (Bawag). 

banks in the narrower sense amount to just around 3 % 
of the total market, measured in terms of balance sheets. 

Direct lending by foreign banks to Austrian borrowers 
is equally small, by international standards. Loans by 
foreign banks, as compared to domestic banks, are 
smaller than in Germany, although Austria"s much 
smaller size should, other things being equal, produce a 
larger share of foreign banks. This share is much 
smaller than the respective one for the Netherlands, a 
country with a roughly equal-sized domestic banking 
sector (see Graph 2.5.4). 

2.5.2. The performance of the Austrian banking 
sector 

Banking business in general, and bank credit as the core 
product in particular, have grown rapidly in the late 
1980s, substantially faster than general economic activ
ity (see Graph 2.5.5). Since 1990 credit growth has. 
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Graph 2.5.4: Foreign bank loans 
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Graph 2.5.5: Bank credit and GDP 
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however, slowed down considerably. Growth rates for 
loans to the private sector in general, running in the late 
1980s at around 10 %, and in particular loans to indus
try, have declined, and are now more closely in line 
with general economic growth. 

Whereas in other countries, such as in Germany or the 
Netherlands, bank labour efficiency, measured in terms of 
non-bank deposits in relation to staff costs, has increased 
over the past decade, the development of efficiency in 
Austria has been less positive. Hence, staff costs as com
pared to non-bank deposits have surpassed levels seen in 
other comparable countries (see Graph 2.5.6). Non-bank 
deposits have not been able to keep pace with the devel
opment in staff costs, and efficiency has been falling 
below the respective levels of competitors. The best way 
of redressing this situation would be to tackle the issue of 
the relatively high number of bank branches (see above). 
An alignment with European averages would mean that 
around 500 branches would have to close. 

Reduced credit growth and underlying cost problems 
translate into the profitability of the Austrian banking 
sector, which had been high until 1993, but which after
wards began to come down to some degree (see Graph 

2.5.7). Since 1993, the structure of the aggregate bal
ance sheets has started to change profoundly. 

With the reduced growth of direct loans, banks acquired 
more securities with correspondingly lower administra
tion costs but also with lower average yields. Between 
1993 and 1996 holdings of domestic securities grew by 
35 % whereas direct loans grew only by 16.5 %. As of 
end 1996, Austrian banks held more domestic securities 
in their books than investment companies and pension 
funds combined. Therefore, commercial banks, with 
their higher-than-average industrial lending activity, 
were hit most severely by the profit slowdown, whereas 
other sectors, cooperative banks and savings banks, 
were able to maintain or increase their profitability. 

Furthermore, on the cost side, the emphasis on reducing 
operating costs slowed down somewhat, and the reduction 
of banking outlets faltered. Staff costs grew by 18 % 
between 1993 and 1996 and thus slightly faster than aggre
gate balance sheets. At present, the Austrian banking sector 
employs around 71 000 persons (l5), up 20 % from 1983. 

(15) Some observers estimate that, as compared to the EL' norm. Austria's 
banking employment is 5 % to 10 r/r loo high, and compared to the 
Netherlands 20 7, higher: see Heinz Guhl: in: Die Presse. 6 May 1997. 

Graph 2.5.6: Bank labour efficiency 
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Graph 2.5.7: Banks' net income 
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Graph 2.5.8: Banks' income 
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Tight competition and slow credit growth kept pressure 
on banks' interest rate margins. Therefore (see Graph 
2.5.8) net interest income, in percent of average balance 
sheets, has in general been falling over the recent years, 
to levels under 1.7 %. Partly compensating for these rel
ative declines in profitability was a healthy develop
ment in banks' fee income. Since the late 1980s net fee 
income has risen from around 0.35 % to 0.5 % of aver
age balance sheets — a level that is much higher than in 
Germany but still much lower than that of the 
Netherlands. 

2.5.3. Significant restructuring of Austria's banking 
sector 

In January 1997 the government agreed to accept the 
ATS 17.2 billion bid by the country's biggest bank, 
Bank Austria (BA), for Creditanstalt (CA), the second-
largest bank (see Graph 2.5.9) for the government stake 
in CA which represented 45 % of the stock and 69.45 % 
of the voting rights. Furthermore, it was decided to sell 
off a large segment of Β A's shares on the stock market 
over the next five years, in order to reduce the stake of 
the City of Vienna's stake in BA to 25 %. The govern

ment attempted to sell its stake in CA for over six years 
during which time it turned down a bid by CS Holding 
of Switzerland on the grounds that it would lead to for
eign control of CA, and a bid from a consortium led by 
the German Allianz insurance group, which later 
claimed to have been discriminated in the matter. The 
government's policy was effectively restrained by par
liament's decision in 1991 which imposed the condition 
that CA would remain under Austrian control. 

A successful share exchange programme in October 
1997 allowed Bank Austria to increase its share in 
Creditanstalt to around 98 % of the voting shares. In the 
meantime preparations to integrate the two banks have 
started, firstly in investment banking and in the respec
tive operations abroad. In Austria itself, at least for the 
immediate future, the two banks will continue to oper
ate under their two separate names, in order to minimise 
customer defection to other institutions, but outside 
Austria, the new institution will use a single name, 
'Bank Austria Creditanstalt'. The liability guarantee by 
the City of Vienna for Bank Austria will formally not 
be extended to the liabilities of CA. However, these lia
bilities will profit indirectly from the public guarantee. 

Graph 2.5.9: The largest banks (end 1996) 

billion USD billion USD 

Bank Creditanstalt- GiroCredit Raiffeisen Die Erste 
Austria Bankverein Zentralbank 

PSK Bank fur 
Arbeit und 
Wirtschaft 

Source: The Banker. 
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The takeover of Creditanstalt by Bank Austria will also 

create the largest publicly traded Austrian company. At 

present, those two companies are the second and third 

largest companies quoted on the Vienna Stock 

Exchange, with ATS 28 and 27 billion market capitali

sation, respectively. Combined (in the form of shares of 

the enlarged Bank Austria) they will pass the present 

leader OMV (ATS 33 billion ) substantially. 

In some activities, the new institution will have a domi

nant role on the Austrian markets, such as in securities 

trading. Securities' trading on the Vienna stock 

exchange is dominated to 80 % by the combined institu

tion. However, as examples of other markets with pro

found and rapid concentration show, it is to be expected 

that foreign competition, in particular in corporate 

banking, will be enhanced by the two mergers, as com

panies might be inclined to look abroad in order to 

maintain a diversified range of banks with whom they 

operate. 

This takeover will have some direct repercussions on 

the Austrian banking sector. ΒΑ/CA will, according to 

its own commitments, have to divest parts of its stakes 

in the Österreichische Kontrollbank ( l6), and 

Investkredit, where it would otherwise have too strong a 

position. Furthermore, actual stakes of CA in some 

smaller, regionally operating banks (") are also to be 

eventually sold. 

Soon after this deal, the main shareholder of 

GiroCredit, the City of Vienna (via Anteilsverwaltung 

Zentralsparkasse (AVZ), which is also the main share

holder of Bank Austria), sold its shares of 56.1 % for 

ATS 8.2 billion to Erste, which brought its total share to 

82 %. Subsequently a full merger was agreed upon. 

With this merger of the third and fifth largest Austrian 

bank, a new institution was born which will take the 

number two position on the Austrian market, but con

siderably behind Bank Austria/CA. A number of for

(16) This bank provides for the Austrian securities depository system, export 
insurance and export financing. 

(") The Bank für Oberösterreich und Salzburg (Oberbank), where CA holds 
32 7r of the voting rights. Bank für Tirol und Vorarlberg (BTV). where CA 
holds 42 % of the voting rights, and Bank für Kärnten und Steiermark 
(BKS), where the CA share is 29 %. Furthermore these three banks are 
linked by means of crossownership. 

Graph 2.5.10: Banking concentration 
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(') Combined valued for BA and CA, and Die Erste and Girocredil, respectively. 

(") Combined valued for BV and Hypo-Bank, and NordLB and BG Berlin, respectively. 

Source: OeNB, Bundesbank, DNB, The Banker. 
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eign banks (ls) were found as investors in the new insti
tution, as well as strategic partners in the international 
banking market. The previously largest shareholder of 
the Erste, the Anteilsverwaltung Sparkasse (AVS) will 
thereby reduce its stake to around 40 %. 

These mergers in the Austrian banking industry will 
profoundly affect the overall concentration in this sec
tor. The share of the single largest bank will nearly dou
ble, and the share of the top five institutions will grow 
from over 40 % to around 50 % (see Graph 2.5.10). In 
international terms this new share will not be extraordi
narily high. Other countries, with even larger markets, 
have comparable or even higher concentration ratios. 
However, the effective market power of the leading, 
merged institutions in Austria might nevertheless be 
higher than the sheer concentration ratios show; the rest 
of the market is, as discussed before, relatively frag
mented, and in large parts serviced by relatively small 
and locally operating savings or cooperative banks. 
Thus, the sub-sector of country-wide, and beyond, oper
ating commercial banks will be dominated by two insti
tutions. 

One of the major advantages of this consolidation is the 
expected gain in efficiency in the concerned institu
tions, even though this improvement is likely to materi
alise only gradually as set-up costs of the merger and 
initial defections of clients will weigh on the institu
tions and jobs will be reduced only via natural wastage. 
Furthermore, the consolidation, in particular the take
over of CA by Bank Austria, might create a sufficiently 
strong 'pole' in the Austrian financial markets which 
could enhance and guarantee competitiveness and 
sophistication of the whole Austrian financial system in 
the context of European financial integration and mone
tary union. 

Even after these transactions, Austria's banking sector 
is still only to a small degree controlled by private 
shareholders. Large parts still depend on the State (at 
national or sub-national levels). This has always heen 
the case since 1946 (,9). Over those years close interac
tion between banks and the State at different levels has 

emerged, which seems to have hampered, at least to 
some degree, effective control of the banking manage
ment, with bank managers enjoying relatively large 
freedom to set the agenda for their business. 

The overwhelming majority of the savings banks is, at 
least indirectly, controlled by municipalities. In Bank 
Austria, after the completed share exchange with for
mer CA shareholders, the central government holds a 
15.4 % share and the City of Vienna 41 % of the voting 
stock (these are, apart from WestLB with a stake of 
nearly 8.5 %, the only major shareholders). Originally, 
the sale of Creditanstalt by the State was meant to be 
the long awaited major first step towards privatising the 
banking sector. However, given the present ownership 
structure of BA, the sale only constituted a reorganisa
tion of State holdings in the banking sector. 

Privatisation, in the proper sense, will now first focus on 
Bank Austria. As part of the political decision to accept 
the take-over of CA by Bank Austria, the City of Vienna, 
in principle, committed itself to reduce its original 49 % 
stake over a five-year period to below 25 % (20). The 
central government is expected to sell its 15.4 % share to 
an international consortium in the next few months. 

The Postsparkasse (PSK). the postal bank, is the next 
candidate for, at least partial, privatisation. It is 
presently indirectly owned by the State, via the Post-
Holding. In 1998, around 45 % of its shares are 
expected to be offered to private investors. The specific 
value of this company lies in its wide presence all over 
the country, including in the rural areas, thanks to its 
counters in post offices. 

2.5.4. Outlook 

Austria's banking sector has entered into a phase of 
profound change in which the competitive conditions of 
the past are no longer valid. The driving force for 
change is the remodelling of the domestic banking 
structure. As this remodelling itself is only gradually 
implemented, the resulting changes should also be 
expected to come forward rather gradually. 

(lN) The Belgian Bacob-Bank, the German Commerzbank and the Swedish 
Swedbank jointly holding around 30 % of the Erste. 

C11) From 1938 on, the major Austrian banks fell under the control of German 
banks. In 1946 the major banks were nationalised, partly in order to 
prevent them from being taken over by the Allies, and partly due to a then 
apparent lack of private capital which could have taken over these banks. 

(:o) The agreement between the ruling parlies foresees that eventual remaining 
shares beyond that threshold would be deposited with a fiduciary account. 
This announced partial withdrawal by the City of Vienna from the 
shareholders was one of the main motivations for the decision oí Moody's 
in July 1997 to reduce the rating for Bank Austria by two categories from 
the highest category AAA to AA2. 
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The competitive situation will in the future be affected 
by different opposing trends: the consolidation might in 
the short term effectively diminish competition on the 
domestic retail side, as in certain areas of corporate 
banking. This decrease in competition will however, to 
some degree, be matched by the overcoming of the 
remaining borders between the different banking seg
ments. Austria might in the medium term be one of the 
few countries where segmentation will be completely 
overcome. Furthermore, a rising concentration will trig
ger increased competitive pressure from abroad, first in 
the field of corporate banking, if customers try to diver
sify the range of banks with whom they operate. But 
inroads by foreign banks into the domestic retail sector 
are not excluded. Initially, an increase in foreign pres
ence in the retail sector could, for instance, take the 
form of cross-border cooperations or even full mergers 
between regionally operating savings or cooperative 
sector institutions. Finally, non-bank competitors for 
financial intermediation, insurance companies and insti
tutional investors, should further gain market share and 
keep pressure on domestic banking. As productivity 
gains from the concentration process will only slowly 
be reaped, it seems that the squeeze on domestic bank
ing will continue for the immediate future. 

2.6. The tourism industry 

For decades, tourism services in Austria experienced a 
rapid expansion, and it was mainly thanks to substantial 
surpluses in the tourism account that Austria was able 
to finance a deficit in the trade balance of up to 7 % of 
GDP. The situation has significantly changed since the 
early 1990s. External developments but also specific 
factors within the Austrian tourism industry have led to 
stagnation in the sector and a rapid erosion of the sur
plus in the tourism account. Even though some of the 
factors underlying this deterioration appear to be tem
porary in nature, others are related to wider develop
ments in the tourism market and tend to permanently 
diminish the sector's role in the financing of the trade 
deficit. 

2.6.1. The importance of the tourism industry in the 
Austrian economy 

In the light of Austria's position as an advanced indus
trialised country, the share of foreign exchange rev
enues from tourism in GDP is surprisingly high. Over 
the last decades, foreign exchange revenues as percent
age of GDP from tourism were higher than in other 

Graph 2.6.1: Tourism revenues in % of GDP 
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classical tourism countries like Portugal, Spain or 
Greece (Graph 2.6.1). The high degree of specialisation 
in tourism is also revealed by the ratio of Austria's 
world market shares in tourism exports on the one hand, 
and exports of industrial goods on the other. In the mid-
1990s, this ratio was more than 3 %, higher than for all 
other Community countries except Greece and Spain 
(Smeral, 1997). 

The Austrian tourism industry is also an important gen
erator of income and employment. In 1996, the indus
try's share in total value added amounted to some 4 %, 
while its share in overall employment corresponded to 
4.7 % (Table 2.6.1). These shares appear low in the 
light of foreign exchange revenues amounting to some 
6 % of GDP in that year. The discrepancy is explained 
by the fact that the tourism sector is an important buyer 
of goods and services from other sectors of the econ
omy such as agriculture, transport and telecommunica
tions, financial services or construction. The industry's 
shares in total value added and total employment, there
fore, underestimate the true significance of tourism for 
the Austrian economy. 

Several external factors have contributed to this decline. 
Probably most important was the slowdown in GDP 
growth in Germany, which accounts for about two 
thirds of all foreign tourists in Austria. Also, tourism to 
competitor destinations in the former Yugoslavia, such 
as the Adriatic coast in Croatia, have seen a revival 
after the end of the hostilities in this region. 
Furthermore, the appreciation of the Austrian schilling 
in the first half of the 1990s diminished Austria's com
petitiveness in the tourism sector, particularly vis-à-vis 
neighbouring countries with depreciating currencies, 
such as Italy, but also against countries which had their 
currency linked to the US dollar. Finally, owing to the 
gradual liberalisation of international air transport mar
kets, air fares, especially for long-distance flights, have 
declined rapidly in the 1990s. Together with a rapid 
world-wide restructuring in the tourism industry (glob
ally operating travel agencies, hotel chains and tour 
operators, the further development of package tours, 
etc.) this has brought many new tourism destinations, 
often characterised by much lower price levels, within 
the reach of tourists in income segments, which tradi
tionally have been important for Austrian tourism. 

The share of foreign exchange revenues in GDP has, 
however, sharply declined since the late 1980s. 
Between 1988 and 1992, this reduction was mainly due 
to rapid GDP growth, but from 1992 onwards it has 
been the decline in absolute tourism revenues which 
have led to the further decrease. 

Table 2.6.1 

Employment in 

Ireland 
Greece 
Spain 
Austria 
United Kingdom 
Portugal 
EU-15 
Italy 
France 

tourism in 1996 

Hotelsand NACE —total 
restaurants 

1 000 persons 

56 1 028 
113 2 087 
450 9 200 
144 3 086 

1 006 22 427 
132 3 131 

4 148 122 952 
456 14 173 
518 19 229 

Employment 
share 

In % of total 

5.45 
5.41 
4.89 
4.67 
4.49 
4.22 
3.37 
3.22 
2.69 

Source: Commission services. 

Most of these developments have also impacted on 
other tourist destinations in Europe. In fact. Europe as a 
whole has been losing market shares (to destinations in 
Asia, the Middle East and Africa) in an otherwise 
expanding world-wide tourism market. However, none 
of these countries has been affected by these develop
ments to the extent of Austria. Moreover, countries 
which experienced a decline in their share of tourism 
revenues between the late 1980s and early 1990s have, 
contrary to Austria, seen a recovery from 1992/93 
onwards. This suggests that factors specific to the 
Austrian tourism industry have played a role in the ero
sion of its international competitiveness over past years. 

2.6.2. Characteristics of tourism demand in Austria 

A pervasive feature of the tourism industry in Austria is 
the fact that strong demand fluctuations are seen during 
the year. In terms of overnight stays, tourism demand 
peaks in July and August for summer tourism and 
between January and March for winter tourism. The 
seasonality of tourism demand is often exacerbated on a 
regional level by the interdependence of regional and 
seasonal patterns of concentration of tourism activities, 
with winter tourism mainly located in the western 
alpine Bundesländer and summer tourism concentrated 
on the lake districts in central and southern Austria. 
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These strong demand fluctuations have repercussions 

on capacity utilisation and employment. Thus, capacity 

utilisation in the Austrian tourism industry is estimated 

at a low 30 %. Equally, unemployment rates show a 

marked seasonal pattern, with rates between 814 % 

during high seasons shooting up to 2633 % during low 

seasons (Graph 2.6.2). 

As high turnover rates feed into high frictional unem

ployment, average unemployment rates in the tourism 

sector have been, even during high seasons, much 

above the average in the economy at large (21)

One of the consequences of the recent deterioration in 

the competitiveness of Austrian tourism is that it has 

made tourism demand even more subject to fluctua

tions. The reason for this is that summer tourism has 

been proportionately more affected by the decline in 

(:1) Layoffs due to seasonal fluctuations are often combined with re
employment arrangements. While this eases the effects of unemployment 
for those affected by the layoffs, unemployment benefits become an 
integral part of wage agreements, externalising the costs of unemployment 
lo the general public. A collective agreement on working time 
flexibilisation in the tourism industry is currently under negotiation and 
should contribute lo a reduction in seasonal unemployment in the tourism 
industry. 

tourism revenues, indicating an increase in the price 

elasticity for summer tourism and, hence, in the respon

siveness of the demand for Austrian tourism services on 

price variations in other tourist destinations. On the 

other hand, the rise in the share of winter tourism in 

overall tourism has increased volatility as weather con

ditions are an important determinant of the demand for 

winter tourism activities. 

Another major problem of the Austrian tourism industry 

is its dependency on a few markets. More than 90 % of 

Austrian tourism exports are directed towards four to 

five countries, among which Germany is by far the 

most important export market, accounting for about 

67 % of all foreign tourists in Austria (Graph 2.6.3). 

The strong concentration on these markets, which have 

shown little dynamism over the past, has made the 

Austrian tourism industry vulnerable to developments 

in these countries. During the 1990s, for example, the 

number of overnight stays of tourists from Germany has 

shown a high volatility. In the early 1990s, tourism rev

enues from Germany were spurred by tourists from the 

new Länder and a temporary shortage of lowprice 

alternatives due to the political events in the former 

Graph 2.6.2: Monthly unemployment rates in tourism 
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Graph 2.6.3: Overnight stays 
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Yugoslavia. A sharp decline followed after 1992, when 
low growth and stagnating household incomes have 
restrained German tourism demand. 

2.6.3. Supply characteristics of the Austrian tourism 
industry 

The Austrian tourism industry is characterised by the 
predominance of small and medium-sized enterprises. 
The comparison with the size distribution of firms in 
the overall economy — itself concentrated on SMEs — 
shows a clear dominance of small enterprises in the 
tourism sector (Graph 2.6.4). Nearly 40 % of all enter
prises are managed by the owners without any 
employee, a further 20 % only employ one person and 
another 25 % engage two to four persons. Thus, the typ
ical tourism enterprise is the small-scale family com
pany, run by the family of the owner. 

Due to the small-scale structure of the industry, the own 
capital ratio is, on average, very low. On the other side, 
indebtedness is very high and has risen much faster than 
in other industries. The ratio of debt to value added is 
around 50 % higher than for the average of enterprises 
in industrial production, t.ade and transport services. 
High indebtedness, combined with volatile demand, has 

increased the vulnerability of firms in the tourism sec
tor, which displays the highest number of bankruptcies 
among Austrian industries. As a high indebtedness 
reduces net operating margins — an average firm is 
estimated to pay some 10 % of turnover for interest 
payments (see Mücke, 1997) — necessary investment is 
often delayed or not carried out at all. For most of the 
1990s, indebtedness has increased and net operating 
margins have declined. This has slowed down the much 
needed shift towards higher quality tourism and the 
diversification of the supply structure. 

At the same time, the wage level in the tourism sector is 
significantly lower than in most other sectors. In 1996. 
the average wage was only about 70 % of the average 
wage in the overall economy (Mayrhuber et al.. 1997). 
Only traditional low wage industries like the clothing 
industry or cleaning services offer lower wages. At the 
same time, wage increases in the tourism sector have 
been traditionally below the average, which may reflect 
the relatively low degree of trade union representation 
in this industry. Low wages combined with strong 
demand fluctuations create the typical conditions for a 
secondary labour market characterised by a low educa
tional level and short employment spells. Indeed. 
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Graph 2.6.4: Size structure of the tourism industry (1991) 
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whereas, on average, an Austrian employee stays more 

than two years with the same company, in the tourism 

industry, due to its mainly seasonal character, the aver

age employee stays only slightly more than one half of 

a year (Institute for Advanced Studies, 1997). Also, the 

share of workers in the tourism industry who have com

pleted secondary education is markedly below the 

Austrian average, particularly in the case of women. 

The tourism industry has also one of Austria's highest 

shares of foreign workers. While in the total economy 

the share of foreign workers increased from 5.3 % of 

the employees in 1986 to roughly 10 % in 1996, the 

share of foreign workers in the tourism industry was 

17.7 % in 1986, increasing sharply to 31 % in 1993. 

Since then it has somewhat declined to 27.6 % in 1996. 

Despite the low wage level in the tourism industry, 

prices for Austrian tourism services generally appear to 

be above average. Surveys regularly show that foreign 

tourists regard the Austrian price/quality ratio as too 

high (Mazanec, 1997). This unsatisfactory price/quality 

ratio does not apply to the accommodation itself, but to 

almost all other goods and services typically consumed 

by tourists. Indeed, price data from the early 1990s (see 

Chapter 1) show that prices in Austria for food and bev

erages, recreational and cultural services, recreational 

equipment, communications services etc., were all 

above — in some cases even much above — the 

Community average,. This means that, despite rather 

favourable prices for accommodation, due partially to a 

low wage level in the tourism industry itself, prices for 

other goods and services typically consumed by tourists 

are comparatively high and give Austria the status of a 

high price location. 

2.6.4. Prospects and challenges 

Over the recent past, the tourism industry has been 

characterised by significant changes in the demand for 

tourism activities. These developments have been 

caused by rapid shifts in consumer preferences and 

were shaped by a worldwide transformation in the sup

ply structure of the tourism industry. Austria has been 

disproportionately affected by these developments. One 

reason for this is that the degree of specialisation on 

tourism activities in Austria is much higher than in 

other countries. While, in the past, the high tourism 

intensity has been due to specific comparative advan

tages (both natural and acquired), some of these advan

tages have, however, eroded over recent years. This has 
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been compounded by structural factors such as a higher 
price elasticity due to an inadequate diversification of 
supply, a concentration on very few and little dynamic 
markets and a slow orientation towards high quality 
tourism. Part of the problem also stems from the fact 
that the price level for tourism-intensive goods and ser
vices offered outside the tourism sector proper has been 
higher than in other tourism locations. 

Based on the experience that higher quality tourism has 
been significantly less affected by the recent crisis, 
many enterprises have started to upgrade their accom
modation and to improve the efficiency of management. 
The relatively favourable development of overnight 
stays in higher-quality enterprises further confirms that 
it is largely higher quality tourism, based on high stan
dard infrastructure and highly qualified staff, which 
offers a sustainable future for Austria's tourism indus
try. 

A more general and swift response to the loss of tradi
tional comparative advantages has been hampered by 
structural deficiencies of the Austrian tourism industry 
such as the small-scale structure of tourism enterprises, 
low capitalisation ratios and high indebtedness, and, in 
certain sectors of the industry, a low average level of 
qualification. This calls for intensified cooperation and 
new forms of networking, the adaptation of the tourism 
infrastructure to meet modern demands, an upgrading 
of skills and a further diversification of tourism 
demand, focusing on new growth markets such as the 
CEECs and the Asian countries, and of tourism supply, 
targeting dynamic market niches such as cultural 
tourism. There have already been numerous proposals 
and efforts in these directions and some of these have 
already borne fruit. However, a more coherent and inte
grated approach seems to be required to address the 
deep-rooted structural problems of the Austrian tourism 
sector. 
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3.1. The macroeconomic policy mix 
in Austria 

3.1.1. Introduction 

Against the background of the traumatic experience of 
mass unemployment and hyperinflation during the 
inter-war period, full employment and price stability 
have become the overriding goals of Austria's post-war 
economic policy. To achieve these targets, the tradi
tional Austrian macroeconomic policy mix has centred 
on a stable exchange rate vis-à-vis the German mark, 
combined with a productivity oriented real wage policy 
cushioning the effects of the exchange rate policy on 
international competitiveness. Such a wage policy 
required strong institutional underpinnings, which, in 
the case of Austria, have been provided by a sophisti
cated system of industrial relations, the social partner
ship. Throughout past decades, the policy consensus in 
Austria has proven remarkably stable and macro poli
cies have achieved a high degree of internal and exter
nal stability. This section presents a short overview of 
the main pillars of the Austrian policy mix. 

From the mid-1980s onwards, the picture of a broadly 
successful macroeconomic policy mix has become 
somewhat clouded by mounting problems in the area of 
public finances. In fact, the government deficit has been 
trending up for most of the past two decades. As a con
sequence, the position of public finances at the start of a 
slow growth period in 1992 was quite unfavourable, 
leading to a dramatic surge in the government deficit by 
1995. This put the government's primary goal, namely 
first round participation in EMU, seriously at risk. By 
the sheer size of the retrenchment that was necessary, 
budgetary consolidation was the principal challenge for 
the incoming coalition government at the beginning of 
1996. Section 3.2 reviews the main measures, which 
were taken in the framework of this consolidation pro
gramme, as well as the medium term outlook for a 
durable improvement of public finances after the suc

cessful conclusion of this two-years programme. In the 
longer term, sustainability of public finances will cru
cially hinge on the ability of the government to control 
the rise in social security expenditure, in particular pub
lic pensions expenditure. 

3.1.2. Monetary policy 

Since the early 1980s, the main element of Austria's 
exchange rate policy has consisted in pegging the nomi
nal exchange rate of the schilling to the German mark. 
This has implied that domestic monetary policy has 
been subordinated to the exchange rate target with the 
aim of 'importing' price stability through the stable 
anchor currency. With a view to gaining credibility, and 
in the face of a strong fiscal expansion during the initial 
phases of the 'hard currency policy', the monetary 
authorities revalued the schilling against the German 
mark in the 1970s. Assisted by an increasing cyclical 
synchronisation with Germany, owing to the rapid rise 
in intra-industry trade with that country, the credibility 
of the policy was more or less established by the begin
ning of the 1980s. As a consequence, the monetary 
authorities have been able to keep the exchange rate 
within successively narrower margins. In fact, the 
Austrian schilling has traded at a virtually constant rate 
against the German mark since 1981, when the German 
mark peg was officially announced, with fluctuations 
significantly lower than for most ERM currencies 
(Graph 3.1.1). 

This exchange rate policy implied an appreciation of 
the effective exchange rate, both in nominal and in real 
terms, resulting in a powerful downward pressure on 
inflation in the tradeables sector of the economy, with a 
rapid and near-complete pass-through of import 
prices (')· The policy has also paid off in terms of lower 

(') See Hochreiter and Winckler (1993), who also give a more detailed and 
analytical account of the exchange rale policy pursued hy the Austrian 
National Bank since the 1970s. 
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Graph 3.1.1: Exchange rates and interest rate differentials vis-à-vis Germany 
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interest rates. Until the late 1980s, nominal short-term 
interest rates were slightly above the German level, 
mainly reflecting a less liquid market. They closed in 
on the German rates by 1989 and, except for a few 
short-lived deviations, have shadowed them throughout 
the 1990s. 

The entry of the Austrian schilling into the ERM of the 
European Monetary System at an ecu rate of ATS 
13.717 on 9 January 1995 did not represent a funda
mental change in the orientation of monetary policy. 
The Austrian authorities maintained the link to the 
German mark, although the entry was at standard fluc
tuations margins without any special arrangement 
regarding the ATS/DEM rate. This implied a sharp 
appreciation of the schilling during the first half of 
1995, followed by a depreciation to a more appropriate 
level in 1996-97. Long-term interest rates remained 
aligned to German yields throughout the 1990s and nei
ther the full dismantling of controls on capital move
ments in late 1991 nor the currency turbulences in 
Europe starting in mid-1992 had a major impact on 
Austrian market rates. The stiff opposition which a gov
ernment plan for budgetary consolidation met in spring 
1995 and the early break-up of the government coali
tion in the autumn of that year led to some market jitters 
and the emergence of a positive interest differential 
which, however, never exceeded 50 basis points. 
Following the reinstallation of the coalition government 
at the beginning of 1996 and the adoption of a bud
getary consolidation programme, market yields returned 
rapidly to German levels. Market rates have been trend
ing downwards in parallel with German rates since 
spring 1996, providing welcome support to the econ
omy. 

Pegging the exchange rate implies that money supply is 
endogenous and, thus, not an intermediate target of 
Austrian monetary policy. The Oesterreichische 
Nationalbank (OeNB), the Austrian central bank, con
ducts monetary policy both by influencing liquidity in 
the money and foreign exchange markets and by adjust
ing the interest differential to Germany in order to 
maintain the exchange rate peg. The instruments used 
by the OeNB to implement monetary policy are refi
nancing policy, open market operations, foreign 
exchange swaps, and minimum reserve requirements. 
The standing facilities (refinancing quota) consist of the 
purchase of bills of exchange (discount policy), the 
extension of loans against collateral (lombard policy, 
which, however, has been limited since 1995) and 

short-term open market operations (GOMEX). To bring 
liquidity management in line with practices in the 
Community, in October 1995 the OeNB complemented 
these demand-driven facilities by a supply-oriented sys
tem of volume and interest tenders through which it 
offers credit institutions additional liquidity. The mini
mum reserves system obliges banks to hold non-interest 
bearing deposits with the OeNB. Since late 1995, the 
required rates are 5 % on sight deposits and 3 % on 
time and savings deposits. 

The National Bank Act provides for a high degree of 
independence of the monetary authorities from govern
ment influence. Contrary to some other central banks, 
which also enjoy a high degree of independence, the 
Austrian National Bank is not only independent in the 
pursuance of its domestic monetary policy, but also in 
the adoption of the exchange rate regime. According to 
the National Bank Act, the main task of the Austrian 
National Bank is to ensure that 'the value of the 
Austrian currency is maintained with regard to both its 
domestic purchasing power and its relationship with 
stable foreign currencies'. This corresponds to a com
mitment to price stability as the primary objective. In its 
conduct of monetary policy, the OeNB has to take due 
consideration of the government's economic policy. As 
mentioned, the OeNB has chosen to peg the exchange 
rate to the German mark. While the hard currency pol
icy leading up to the exchange rate peg in the 1970s has 
been criticised several times by both the government 
and the social partners, the German mark peg has never 
been questioned. 

According to the National Bank Act, the Federal 
Republic, the Bundesländer and the municipalities are 
explicitly prohibited from drawing on the funds of the 
Austrian National Bank in any way for the extension of 
credits or loans. A current draft amendment changes 
some provisions in the act to bring it in line with obliga
tions under the Treaty on European Union. The draft 
amendment is up for deliberation in Parliament during 
early spring. 

3.1.3. Institutions 

Sustainability of a hard currency policy requires appro
priate wage policies. For a small and open economy this 
means first and foremost that real wages have to be set 
so as not to jeopardise external competitiveness. This, 
in turn, requires a well-functioning framework of indus
trial relations which in Austria is provided by the sys
tem of social partnership. 
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In order fully to understand this system, the starting 
point after the Second World War has to be recalled 
when regulations, including those for prices and wages, 
and government interventions were widespread. With a 
view to gradually re-establishing a market economy 
without endangering social stability, the government 
sought consensus with and among representatives of the 
most important social groups on legislative proposals. 
This has been done in a rather informal way and has 
developed into the current system of social partnership. 
The Austrian system of social partnership involves four 
institutions: the Federal Chamber of Labour and the 
Austrian Federation of Trade Unions representing the 
interest of wage earner and salaried employees, and the 
Federal Chamber of Commerce and the Presidential 
Conference of the Chambers of Agriculture represent
ing the side of employers. 

Social partners exert their influence on the conduct of 
economic policy through several channels. In the law 
formation process, government proposals are typically 
sent to social partners for comments, before being sent 
to Parliament. The social partners thus have a large 
influence on official policy in all socioeconomic mat
ters such as labour legislation, social affairs, competi
tion policy and consumer protection. The main channel 
for exerting an influence on day-to-day policy is the 
parity commission on wage and price matters (PK) 
(Paritätische Kommission für Lohn- und Preisfragen), 
which is composed of representatives of the federal 
government (without voting right) and of the social 
partners. The historical aim of the commission was to 
tackle problems of a post-war economy but topics have 
quickly widened to issues such as the trade regime, 
labour market policy, budget policy, etc. Thus, the com
mission has discussed virtually all matters of economic 
policy. 

The PK has two sub-committees, which aie the kernel 
of social partnership. One subcommittee, which com
prises social partners only, is empowered to agree to 
starting wage negotiations (where collective wage 
agreements exist). This makes it possible to influence 
the duration of collective wage agreements. The sub
committee does not, however, deal itself with wage 
negotiations. These are exclusively earned out by the 
respective employers' and employees' representatives. 
The second sub-committee, chaired by the Chamber of 
Commerce and including representatives from several 
ministries, which historically set the prices for goods 
that were subject to price controls, has, with the termi

nation of such price controls, been transformed into a 
forum for discussion. 

In addition to the PK, in 1963 the social partners estab
lished an advisory council for economic and social 
affairs ('Beirat fur Wirtschafts- und Sozialfragen'), 
whose task is to undertake analytical work on economic 
policy issues and publish policy recommendations. 
Apart form macroeconomic issues the council also dis
cusses and formulates new approaches in the area of 
structural policy. More recent reports address topics 
such as pension reform, employment policy, non-wage 
labour costs and the issue of how to improve the attrac
tiveness of Austria as a business location. 

The high degree of consensus within the social partner
ship and vis-à-vis the federal government is probably 
fostered by highly centralised and non-public wage 
negotiations, the principle of unanimity and the exis
tence of regular informal contacts between the presi
dents of the member institutions. Yet, its success stems 
from the commitment of each social partner to the pri
ority of macroeconomic goals and the acceptance of 
external constraints, such as the exchange rate and capi
tal movement regime, and, most recently, the obliga
tions under the Treaty on European Union. Over time, 
these external restrictions have increased, thereby 
reducing the room for manoeuvre for economic policy 
and for social partners. 

In the more recent past, criticism has been expressed 
that the reaction lag of the system has become too long 
in view of the dramatic acceleration of external devel
opments associated with modern technologies and the 
globalisation of the economy. The consensus-based 
nature slows down decision taking and hampers the 
timely adaptation to rapid structural change. 
Furthermore, a consequence of the system of social 
partnership as a framework of interest-based organisa
tions has been that solutions to conflicting interests 
have sometimes been found at the expense of non-rep
resented parties, such as. for example, consumers or 
'future generations'. In particular, necessary 'hard' 
measures have often been sweetened by the provision 
of 'side payments' at the expense of the government 
budget. However, in times of acute crisis the system of 
social partnership has often proven to be an efficient 
mechanism of interest mediation. In addition, the sys
tem continues to play an important role in the area of 
wase formation and its role in issues such as training of 
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the work force (e.g. life-long learning) is bound to 
increase in the future. 

3.1.4. Wage policy 

Wage policy in Austria is a domain which falls clearly 
under the competence of the social partners (in this case 
also including the Federation of Austrian Industrialists). 
There is no explicit formula for wage settlements, but 
the agreed aim is to stabilise the functional income dis
tribution over the medium and longer term by adjusting 
real wages to productivity gains. Empirical evidence 
suggests that the adjusted wage share in national 
income has remained nearly constant during the 1980s 
while it declined somewhat in the 1990s. Wages are 
normally negotiated at industry level. However, in the 
framework of the system of social partnership the coor
dination of wage policy via the central organisations of 
the employers' and employees' associations is of cru
cial importance. It has also been argued that achieving 
compromise agreements has been made easier by the 
non-public nature of wage negotiations. In practice, the 
metal industries have taken the lead in the annual wage 
bargaining rounds, the outcome of these negotiations 
serving as a yardstick for other industries. As men
tioned above, the hard currency policy has imposed 
tight constraints on wage setting behaviour. 
International cost competitiveness and the situation on 
the labour market have, therefore, played an important 
role in the wage formation process in Austria. This has 
led to a substantially higher short-term real wage flexi
bility than in almost all other Community countries. 

The government does not directly interfere with the 
wage setting process. In particular, no statutory mini
mum wages exist. However, the collectively agreed 
wages are legally binding for all employers and cover 
union members and non-members alike. With the cov
erage ratio of collective agreements being close to 
100 %, in practice the outcomes of the wage negotia
tions assume the role of sector-specific minimum 
wages. Annex I presents some further details on wage 
policy in Austria. 

3.1.5. Budgetary policy 

The role of the government budget in the Austrian pol
icy mix to a large extent explains the developments of 
public finances over past decades. The general strategy 
has been to allow the automatic stabilisers to work and, 
to some extent, take additional discretionary action in 
the event of negative shocks. In order not to undermine 

the exchange rate policy, the government has usually 
undertaken corrective steps in situations when the bud
get deficit threatened to exceed certain psychological 
thresholds. Until the second half of the 1980s, however, 
these measures remained too timid to prevent a trend 
deterioration of the government's budgetary position. 
Government debt, in particular, rose uninterruptedly 
from around 17 % of GDP in the early 1970s to almost 
60 % in 1987. 

Although the adoption of medium-term budgetary tar
gets in 1986 gave fiscal consolidation a new orientation, 
the budgetary situation threatened to become unsustain
able in 1987 when the government deficit exceeded 4 % 
of GDP. The coalition government, which came into 
power at the beginning of that year, declared budgetary 
consolidation as a priority goal. Despite the undeniable 
initial success of the new policy orientation, further 
medium-term improvements in the cyclically adjusted 
budgetary position did, however, not materialise. As a 
result, under the impact of the 1993 recession, the gen
eral government deficit fell back to the level of 1987 
and continued to worsen until 1995 when it exceeded 
5 % of GDP. 

The reaction of the cyclically adjusted budget deficit to 
changes in the output gap in Austria is depicted in 
Graph 3.1.2, which relates average values of changes in 
the output gap during the years 1975-95 to the corre
sponding average value of changes in the cyclically 
adjusted deficit (2). Three features seem noteworthy 
about this stylised reaction pattern. First, although a 
slight worsening of the cyclically adjusted budget bal
ance is discernible in the event of a negative output 
shock, in general the discretionary loosening of bud
getary policy remained rather moderate. Moreover, if 
the negative output shock surpassed certain limits fiscal 
policy switched towards a discretionary tightening in an 
effort to counteract an excessive worsening of the 
actual deficit. Second, on average a slight deterioration 
in the cyclically adjusted deficit is evidenced even in 
situations when the output gap remained unchanged. 
Third, in general the Austrian budgetary authorities did 
not take advantage of conjunctural upswings, i.e. situa
tions where the change in the output gap turned posi
tive, to improve the cyclically adjusted deficit by a dis-

(:) For the calculation of the cyclically adjusted deficit hased on the 
Commission services' method for the decomposition of the actual deficit 
into its cyclical and structural components see European Commission 
(1995). 
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Graph 3.1.2: Change in the output gap and in the budget deficit, 1975-95 

3-

Source: Commission services. 

Change in output gap 

cretionary tightening of budgetary policy. Taken 
together these stylised facts about budgetary policy 
explain to a large extent the trend deterioration of pub
lic finances which occurred during the period 1975-95 
in Austria. 

The extent to which budgetary consolidation became 
necessary as a result of these developments put the 
resolve of the government under severe test. Despite an 
outstanding track record on the monetary variables of 
the convergence criteria, there was a clear risk of miss
ing the criteria on the budgetary side. In this make-or-
break situation, the government, with the support of the 
social partners, was able to hammer out a savings pack
age which found broad acceptance in the population. 
Interestingly, the package, which amounted to a consol
idation volume of around 4 % of GDP within two years, 
affected the economy to a much lesser degree than 
some had feared. Several reasons may be responsible 
for this result. First, monetary conditions were 
favourable, with the effective exchange rate and interest 
rates declining. Second, the improvement in the interna
tional environment spurred exports giving the economy 
some unexpected additional boost. Third, the consolida
tion package contained a number of growth enhancing 

measures which could have helped to support the econ
omy in areas where multiplier effects are substantial. 
Fourth, and probably most important, the consolidation 
course steered by the government was eventually-
greeted with great relief by economic agents thus 
restoring the confidence in the economic policy of the 
government. 

3.2. Budgetary consolidation in the run-up 
to EMU 

3.2.1. Past budgetary imbalances 

When Austria joined the European Union in 1995. its 
budgetary situation was sharply deteriorating. After 
having increased rapidly in the years preceding 
Austria's entrance into the EU, the government deficit 
reached a peak of 5.2 % of GDP in 1995 — in part due 
to the costs of the EU-accession — while the govern
ment debt ratio reached 69.2 % of GDP. 

The 1996-97 retrenchment was not the first major con
solidation operation that had been undertaken by the 
Austrian government in recent years. A previous con
solidation effort to halt the persistent deterioration in 
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Graph 3.2.1: Government deficit and debt 
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Source: Commission services. 

the government's budgetary position since the mid-
1970s was undertaken in the second half of the 1980s. 
The coalition government that was formed in 1987 by 
the two main political parties — SPÖ and ÖVP — 
adopted budget consolidation as the main goal of its 
government programme. This first consolidation effort 
was front-loaded and mainly relied on expenditure cuts, 

while at the same time reducing the tax burden. As 
shown in Graph 3.2.1, a gradual and moderate improve
ment in the budgetary situation indeed took place over 
the period 1987-92: the deficit fell from 4.2 % of GDP 
in 1987 to 2.0 % by 1992, while the government debt 
ratio stabilised at around 58 % of GDP over the same 
period. 

Table 3.2.1 

General government deficit and debt ratio 

(as a percentage of GDP) 

Actual government deficit: 
Current receipts 
Total expenditure 

Cyclically adjusted deficit: 
Cyclically adjusted receipts 
Cyclically adjusted expenditure 

Cyclically adjusted primary deficit 
Government debt 

1987 

4.2 
47.9 
52.2 
3.0 

48.9 
52.0 
-0.9 
58.2 

1988 

3.0 
47.8 
50.9 
2.2 

48.5 
50.8 
-1.7 
59.5 

1989 

2.8 
46.7 
49.5 

2.8 
46.7 
49.5 
-1.2 
58.7 

1990 

2.4 
47.8 
50.2 
3.3 

47.0 
50.3 
-0.7 
57.9 

1991 

3.0 
48.3 
51.3 
4.4 

47.1 
51.5 
0.2 

58.1 

1992 

2.0 
50.0 
52.0 
2.9 

49.2 
52.1 

-1 .4 
58.0 

1993 

4.2 
50.7 
54.9 
4.1 

50.8 
54.9 
-0.2 
62.7 

1994 

5.0 
49.4 
54.3 
5.0 

49.4 
54.3 
0.9 

65.4 

1995 

5.2 
48.9 
54.0 
5.1 

49.0 
54.0 
0.7 

69.2 

1996 

4.0 
49.6 
53.5 
3.5 

50.0 
53.4 
-0.9 
69.5 

1997 

2.5 
50.8 
53.2 
2.1 

51.2 
53.1 
-2 .0 
66.1 

Source: Commission services. DG II database. 
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However, most of the reduction in the government 
deficit over this period can be attributed to the cyclical 
upturn at the end of the 1980s and the beginning of the 
1990s. Indeed, as can be seen in Table 3.2.1, the cycli
cally adjusted deficit remained virtually unchanged at 
around 3 % of GDP at both the start and the end of the 
period, although the cyclically adjusted primary surplus 
increased from 0.9 % of GDP in 1987 to 1.4 % in 1992. 
As the reduction in primary spending was accompanied 
by immediate tax cuts — which led to higher than fore
seen revenue losses in the first years in particular, as is 
often the case when major changes in the tax system are 
introduced — the 1987-92 consolidation effort failed to 
bring down the government deficit on a durable basis. 

The government deficit worsened again sharply over 
the period 1993-95. This budgetary slippage was trig
gered by the 1993 growth slowdown and was exacer
bated further by the 1994 income tax reform. This tax 
reform included not only an adjustment of income tax 
rates to nominal income growth but also introduced a 
significant reduction in corporate taxation. Social secu
rity spending was increased to counter the slowdown in 
economic growth and the recruitment of government 
sector employees was stepped up. Both the fall in tax 

revenues due to the tax reform and the increase in social 
security spending were underestimated by the govern
ment when it adopted these measures and, as a result, 
the deficit over this period turned out to be much larger 
than originally projected. Spending due to the introduc
tion of two-year maternity leave and of increased nurs
ing care allowances had been underestimated in particu
lar, while the unexpected strong move into early retire
ment exerted a further upward pressure on social secu
rity spending. 

There were additional costs for the Austrian government 
budget due to EU-accession, especially in 1995 but also 
in the following years. For 1995, these costs were esti
mated to lie around 2 % of GDP: net contributions to 
the EC budget amounted to around 1 % of GDP, while 
increased support for farmers and temporary revenue 
losses as a result of timing changes in the collection of 
VAT on imports each amounted to Vz % of GDP. 

The deterioration in the government deficit to 5.2 % in 
1995 brought the government deficit back to, and even 
above, its starting level before the 1987-92 consolida
tion effort — the deficit stood at 4.2 % of GDP in 1987 
when the previous retrenchment effort was launched. 

Graph 3.2.2: Actual and cyclically adjusted government deficit 
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The underlying budgetary situation was even worse in 
1995 than in 1987: the cyclically adjusted primary bal
ance — which was in surplus in 1987 — had turned 
again into a deficit of 0.7 % of GDP by 1995. The gov
ernment debt ratio exceeded the 60 % of GDP threshold 
for the first time in 1993 and increased sharply to 
69.2 % in 1995. 

With a drastic adjustment to redress the budgetary situa
tion becoming unavoidable, several savings packages 
were discussed within the coalition government in 1995. 
The distribution of the burden of the adjustment effort 
became the subject of acrimonious debate. As an agree
ment on the necessary budgetary adjustment policy could 
not be reached, the government was forced to resign and 
general elections were organised at the end of 1995. 

3.2.2. A major retrenchment in 1996-97 

After these general elections, a new government — 
made up of the same coalition partners as the previous 
government — came into power at the beginning of 
1996. To implement its budgetary retrenchment policy, 
the new government swiftly adopted a budgetary sav
ings package for both the years 1996 and 1997. In 
February 1996, the two coalition parties presented their 
agreement on the budgetary consolidation programme 
and on the formation of a new government for the 
period 1996-2000. By April 1996, the Parliament had 
completed the adoption of the 'Structural Adjustment 
Law', a package of about 100 amendments to laws 
required to implement the new government's consolida
tion programme and of the 1996-97 federal budgets. 
The determination with which the new government 
implemented its fiscal consolidation policy as well as 

the magnitude of the budgetary adjustment included in 
the programme were quite remarkable. 

Following the government's budgetary consolidation 
policy, the government deficit fell from 4.0 % of GDP 
in 1996 to 2.5 % in 1997, and the debt ratio declined, 
for the first time in many years, from 69.5 % of GDP in 
1996 to 66.1 % in 1997. Graph 3.2.2 shows that the 
1996-97 consolidation appears to be of a genuinely 
structural nature, contrary to the 1987-92 period when 
the decline in the government deficit was mainly attrib
utable to the working of the automatic stabilisers. 

As can be seen in Table 3.2.2, the government's consoli
dation policy succeeded in bringing down the actual 
deficit by more than 1 percentage point of GDP in both 
1996 and 1997. A significant reduction — by 2.8 percent
age points of GDP over the period 1996-97 — took place 
in the cyclically adjusted primary balance. Unlike the 
overall unadjusted balance which includes interest pay
ments on the government debt and is subject to the influ
ence of the cycle, the cyclically adjusted primary balance 
is more directly controlled by the budgetary authorities. 

According to the recent literature on fiscal consolida
tion, a benchmark value for strong budgetary adjust
ment would be an improvement in the cyclically 
adjusted primary balance by around 1V4 percentage 
points of GDP per year during two consecutive 
years (3). Even making allowance for the one-off nature 

(l) According to Alesina and Perotti (1996a). an improvement in the structural 
primary balance by 1.5 percentage points of GDP and more in one year or, 
alternatively, by one standard deviation or more, can also be characterised as 
a very strong consolidation. 

Table 3.2.2 

The 1996-97 budgetary consolidation 

1995 
1996 
1997 
Change 1996-97 

Actual 
deficit 

5.2 
4.0 
2.5 
2.7 

Cyclically 
adjusted deficit 

5.1 
3.5 
2.1 
3.0 

Cyclically-
adjusted primary 

deficit 

0.8 
-0 .9 
-2 .0 

2.8 

Of which: 
Cyclically 

adjusted receipts 

49.0 
50.0 
51.2 
2.2 

Cyclically 
adjusted primary 

expenditure 

49.6 
49.0 
49.0 
-0 .6 

Source: Commission services, DG II database. 
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of some measures in the 1996-97 savings package (see 
below), Austria's budgetary adjustment over the period 
1996-97 can thus be characterised as a significant 
retrenchment. 

By including the social partners in the discussions on 
the consolidation package, the Austrian government 
was able to implement its policy without endangering 
the social consensus. Given Austria's aim of complying 
with the Maastricht convergence criteria and of partici
pating in EMU from the outset, this budgetary consoli
dation was accepted as being unavoidable by a majority 
of the population. 

In an attempt to improve the coordination between the 
federal government on the one hand and the Länder and 
municipalities on the other hand, a political agreement 
was reached between these three levels of government 
at the beginning of 1996. In order not to jeopardise the 
budgetary consolidation initiated by the federal govern
ment, the Länder and municipalities agreed to limit 
their deficits to 0.3 % of GDP from 1997 onwards. This 
ceiling had been fixed on the basis of preliminary fig
ures showing large deficits for the Länder and munici
palities in 1995. Furthermore, the Länder and munici
palities agreed to accept all federal government mea
sures in the field of government employee wages. Also 
included in the agreement was an increase in the finan
cial transfers from the federal budget to the Länder and 
municipalities ('Finanzausgleich'). 

The deficits of the Länder and municipalities for 1995 
turned out to have been largely overestimated. In both 
1996 and 1997, the budgets of the Länder and munici
palities again turned into a surplus, partially because of 
the generous financial transfers coming from the federal 
budget. During this period, the Länder and municipali
ties accepted the consolidation strategy of the federal 
government and applied the same savings measures 
concerning government employees as those adopted at 
the federal level. Nevertheless, such an institutional set
up — whereby the financial consequences of spending 
decisions by the lower levels of government are largely 
borne by the federal government — introduces a spend
ing bias and does not provide incentives towards fiscal 
discipline (4). As it also mainly relies on transfers from 
the federal government to balance its accounts, 
Austria's social security sub-sector usually runs a bal

anced budget. For the period 1996-97, the financing 
bodies in the health-care system agreed to improve effi
ciency and reduce costs. 

The 1996-97 budgetary adjustment was implemented in 
spite of a weakening of the underlying economic condi
tions. However, the growth and structural policy mea
sures included in the government's consolidation pack
age were largely successful in softening the impact of 
the fiscal retrenchment on the domestic economy, as 
private consumption and investment remained unex
pectedly vigorous in both 1996 and 1997. 

3.2.3. Main measures of the 1996-97 consolidation 

There is increasing evidence in the literature that the 
composition of budgetary consolidation plays an impor
tant role in determining its success and that deficit 
reductions that take place through expenditure cuts 
rather than tax increases are less likely to be reversed in 
the future and have a higher probability of reducing the 
stock of debt (5). 

Two thirds of the measures envisaged in the Austrian 
government's 1996-97 federal budget savings package 
— which was the framework within which the govern
ment implemented its consolidation policy — were 
aimed at expenditure cuts while one third of the savings 
measures was targeted to revenue increases. On the 
expenditure side, these measures included a stricter 
control of unemployment benefits, a tightening and 
streamlining of social transfers, a reduction in the num
ber of government sector employees and moderate 
increases in their remuneration, the control of adminis
trative expenditures and tighter conditions for early 
retirement. Measures on the revenue side included an 
increase in withholding tax rates as well as in motor 
vehicle and tobacco tax rates, the introduction of a tax 
on electricity and gas and the suspension of exemptions 
on wage and corporate taxes. 

Almost all the planned measures were fully imple
mented. Some adverse developments which took place 
at the beginning of 1997 on both the revenue and 
expenditure sides were offset by additional corrective 
measures, better-than-expected developments in eco
nomic growth and interest rates and a more favourable 
budgetary situation than initially anticipated at the level 
of the Länder and municipalities. 

(') See also OECD (1997). O See Alesina and Peroni (1996a and b). 
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However, the overall budgetary evolution that took 
place during the budgetary adjustment period indicates 
that the adjustment appears to have relied predomi
nantly on tax increases. Indeed, the budget outcome fig
ures show that the adjustment was to a large extent 
based on tax increases instead of on cuts in primary 
expenditure. As can be seen in Table 3.2.2, actual fig
ures — in cyclically adjusted terms — show that tax 
receipts increased by 2.2 percentage points of GDP over 
the period 1996-97. Cyclically adjusted primary expen
diture, on the other hand, was cut by 0.6 percentage 
points (6). 

In addition, a number of budgetary measures taken dur
ing the 1996-97 budgetary retrenchment were not of a 
structural nature. The 1997 budget, in particular, 
included several one-off measures. The sale of govern
ment buildings and of a third GSM-licence each yielded 
around 0.1 % of GDP. The Postsparkasse made a one-
off payment to the government amounting to 0.15 % of 
GDP in 1997, in return for which the government will 
take over all future pension payments to employees of 
the Postsparkasse. According to the Austrian govern
ment's budgetary projections for the period 1998-2000, 
these one-off measures will be replaced by structural 
measures and the consolidation achieved so far will 
thus be maintained in the coming years. 

(5) Included in these ligures are exceptional effects due to the change in the 
rules for the collection of VAT receipts from 1995 onwards. Moreover, as a 
result of the adjustment to the VAT treatment of hospitals in accordance 
with EU regulations in 1997 there has been a simultaneous increase in 
expenditures and receipts, as VAT payments by hospitals are paid back by 
the State in the form of subsidies. Taking these two items into account 
would reduce receipts and expenditures by around 1 and V2 percentage 
points, respectively. However, the general assertion that, in cyclically 
adjusted terms, tax increases exceeded expenditure cuts would remain 
unchanged. 

The improvement of the budgetary situation of the 
Länder in 1997 appears to be attributable to some 
extent to the switch in the system for housing support 
from grants to loans — thereby excluding these trans
fers from the general government deficit. Only a few 
years ago, the financing for housing support had been 
changed from a loans-based system to a system of 
annual transfer payments affecting the budgets of the 
Länder. This previous change was partially responsible 
for the rapid deterioration in the budgetary position of 
the Länder over the period 1993-95. 

3.2.4. Government debt 

Due to the budgetary slippage at the beginning of this 
decade, Austria's government debt ratio breached the 
60 % of GDP threshold in 1993 and steadily increased 
in the following years until it reached almost 70 % of 
GDP in 1996. Owing to a number of 'stock-flow adjust
ment'(7) measures, such as privatisation receipts and 
sector reclassifications, the debt ratio declined for the 
first time in 1997. As can be seen in Table 3.2.3, these 
'stock-flow adjustment' measures helped to reduce the 
debt ratio by 3.2 percentage points in 1997. 

One of the main measures in this respect has been the 
reclassification of the road financing agency 'Asfinag' 
and its outstanding debt outside the general government 
sector. 

(7) Factors, other than the government deficit, which contribute to the variation 
in the slock of government gross debt are regrouped in the so-called 'stock-
How adjustment': included are changes in the holdings of financial assets 
(for example, privatisations), changes in the value of debt denominated in 
foreign currency and other statistical adjustments. 

Table 3.2.3 

Contributions to the change in the general government debt ratio 

(percentage points of GDP) 

Government deficit 
Contribution of nominal GDP growth 
'Stock- flow adjustment' 
Change in the government debt ratio 
Government debt 

1987 

4.2 
-2 .0 

1.7 
3.9 

58.2 

1988 

3.0 
-2 .7 

0.9 
1.3 

59.5 

1989 

2.8 
-3 .9 

0.3 
-0 .8 
58.7 

1990 

2.4 
-4 .4 

1.2 
-0 .8 
57.9 

1991 

2.7 
-3 .9 

1.4 
0.2 

58.1 

1992 

1.9 
-3 .1 

1.2 
-0.1 
58.0 

1993 

4.1 
-1 .9 

2.4 
4.6 

62.7 

1994 

5.0 
-3 .2 

1.1 
2.8 

65.4 

1995 

5.2 
-2 .7 

1.3 
3.8 

69.2 

1996 

4.0 
-2.5 
-1.2 

0.3 
69.5 

1997 

2.5 
-2.6 
-3 .2 
-3 .4 
66.1 

Source: Commission services, DG II dalaba.se. 
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Asfinag was created in 1982 to coordinate the financing 
of the construction of new roads and to service the out
standing debts of the road construction companies. 
Asfinag was restructured in 1997 to become a market 
producer of transport services. The enterprise is respon
sible for the construction, maintenance, toll collection 
and financing of an important part of the road infra
structure in Austria. The main legislation for the re
organisation of Asfinag was adopted by the Austrian 
Parliament in September 1997. In addition, the Austrian 
government introduced a general toll for motorways 
('Vignette') at the beginning of 1997. As a result, rev
enue from road user fees and tolls is now a major 
source of income for Asfinag. In addition, there are 
plans to introduce a fully electronic road pricing system 
from 2001 onwards. 

Following this reorganisation, Asfinag and its outstand
ing debt were reclassified from the general government 
sector into the enterprise sector (8) and, as a result, the 
government debt level was reduced by about ATS 
80 billion (3.2% of GDP). 

A similar reclassification to that of Asfinag has been 
carried out for municipal public utility agencies, such as 
waste treatment companies or swimming pools. First 
estimates show that the reclassification of these munici
pal agencies outside the government sector led to a fur
ther reduction of the government debt in 1997 by 
around 0.2 % of GDP. 

Substantial privatisation receipts were also realised in 
both 1996 and 1997. At the end of 1996, the govern
ment sold its shares in the Bank Austria for an amount 
of ATS 5 billion (0.2 % of GDP) to the Postsparkasse, 
itself a publicly-owned financial institution. The sale of 
the government's shares in Creditanstalt for an amount 
of ATS 17.2 billion (0.7 % of GDP) was concluded in 
January 1997. 

Even though the restructuring in accordance with mar
ket principles of certain government agencies, such as 
Asfinag or the municipal utility agencies, often had the 
objective of increasing the efficiency of theses agen

cies, these operations also served as a device to bring 
down the government debt ratio. However, for the debt 
ratio to be on a sustainable downward path in the com
ing years, the driving forces behind the fall in the debt 
ratio should come from further reductions in the deficit 
and from economic growth rather than from 'stock-flow 
adjustment' measures. 

Although the structure of the Austrian government debt 
is predominantly long-term, the implicit interest rate on 
the Austrian government debt has been reduced by 
almost 200 basis points from around 8 % at the begin
ning of the decade to 6.2 % in 1997 due to the maturing 
of high-coupon debt as well as improved debt manage
ment techniques. As a result, the implicit interest rate 
on the Austrian government debt is now below that of 
most other EU Member States. 

3.2.5. Medium-term budgetary planning 

The Austrian government has increasingly relied on 
medium-term budgetary planning to implement its con
solidation strategy. A medium-term planning pro
gramme for the federal budget covering the period 
1997-2000 was adopted in October 1996. With its EU-
entry in 1995, Austria also committed itself to submit 
convergence programmes to the European Commission 
on a regular basis. 

A first convergence programme was presented by the 
Austrian government in May 1996 (9). The programme 
made clear the high priority attached by the Austrian 
government to joining the third stage of EMU as a 
founding member and described the budgetar}' consoli
dation measures the government was undertaking in 
order to reduce the general government deficit to 3 % of 
GDP by 1997. The main drawbacks of the first conver
gence programme were that it did not provide a clear 
picture of Austria's medium-term budgetary strategy 
and that, according to the profile given in the pro
gramme, the government debt ratio was not expected to 
decrease before 1999. 

The updated convergence programme, which was sub
mitted by the Austrian government in October 1997. 
provided more detailed information on the govern-

I") This sector reclassification was implemented in accordance with paragraphs 
.107 and 308 of the European system of integrated economic accounts t ES Α
Ι 979). 2nd. edition, 1979. The general government deficit and debt figures 
referred to in the Treaty on European Union are those compiled in 
accordance with the ESA-1979 accounting rules and with the definitions 
specified in Council Regulation (EC) No 3605/93. 

1") This was the second submission of a convergence programme by Austria, as 
the tirsi submission in October 1995 had been withdrawn after the previous 
coalition government failed to agree on budget consolidation measures and 
resigned. 
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ment's budgetary strategy up to the year 2000 and listed 
the 'stock-flow adjustment' measures taken by the gov
ernment in order to bring down the debt ratio already 
from 1997 onwards. The updated programme corre
sponded to the federal government's October 1996 
medium-term budget programme and also took into 
account the government's proposals for the federal bud
get for both the years 1998 and 1999 (10). This updated 
programme was based on a macroeconomic outlook 
that was clearly better than anticipated in the previous 
programme. 

Contrary to the budgetary retrenchment achieved over 
the period 1996-97, the adjustment path for the period 
1998-2000 envisaged in the updated programme is less 
ambitious. As can be seen in Table 3.2.4, the pro
gramme projects the general government deficit to fall 
by only 0.3 % points each year from 2.5 % of GDP in 
1998 to just below 2 % by the year 2000. The debt ratio 
is expected to fall moderately but continuously to 
slightly below 65 % by the year 2000. The updated pro
gramme underlines that the additional room for 
manoeuvre created by the growth upturn projected over 
the programme's planning horizon would be used to 
implement structural reforms in the pension, health and 
tax systems. 

In order to achieve the deficit targets projected in the 
updated programme, further expenditure cuts as well as 
some revenue increases are envisaged. The measures to 

reduce expenditure include the control of unemploy
ment benefits and social security expenditure, a decline 
in the number of government sector employees and a 
lowering in the subsidy for construction savings. 
Measures on the revenue side include, for example, a 
significant rise in official stamp duties and a small 
increase in the upper limit for social security contribu
tions. 

In November 1997, the Austrian Parliament approved 
the government's proposal for the 1998 federal budget 
— with a federal deficit projected at ATS 67.3 billion 
or 2.6 % of GDP in 1998 ("). As the Länder and the 
municipalities are expected to have a small surplus in 
1998, the general government deficit could lie at or 
slightly below 2.5 % of GDP. The 1998 federal budget 
already includes most of the measures announced in the 
updated convergence programme. The 1998 budget 
envisages further reductions in the number of govern
ment employees, even though the number of teachers 
will be increased slightly. Transfers to enterprises and 
autonomous spending of uncommitted credits by the 
ministries (Ennessensausgaben) will be frozen in nomi
nal terms. On the revenue side, the 1998 federal budget 
prolongs the suspension of income carried forward as 
well as the increase in tax pre-payments and introduces 
a substantial increase in stamp duties. 

A political agreement on the reform of the pension sys
tem was reached in October 1997. The main changes 

As no time will be available for budgetary negotiations in the second half 
of 1998 when Austria is holding the EU presidency, the Austrian 
government decided to adopt already in 1997 a two-year budget package 
covering both 1998 and 1999, similar to the 1996-97 savings package 
which was adopted at the beginning of 1996. 

(") The 1999 proposal, which is expected to be adopted by Parliament in 
Spring 1998. targets a broadly unchanged net borrowing requirement of 
2.6 % at federal government level. 

Table 3.2.4 

Public finance projections of the Austrian government's updated convergence programme of October 1997 

1995 
Outcome: 

1996 1997 1998 
Budgetary projections: 

1999 2000 

General government deficit (as % of GDP): 
Government debt ratio (as % of GDP) 
Change in the debt ratio (% points of GDP): 

Snowball effect 
Contribution of primary deficit 
Stock-flow adjustment 

5.2 
69.2 

3.8 
1.7 
0.8 
1.3 

4.0 
69.5 
0.3 
1.9 

-0 .4 
-1 .2 

2.5 
66.1 
-3 .4 

1.5 
- 1.6 
-3 .2 

2.5 
66.5 
-0 .8 

1.7 
-1.3 
-1 .3 

2.2 
65.5 
-1 .0 

1.1 
-1 .8 
-0 .6 

1.9 
64.8 
-0.7 

1.0 
- 1.7 

0.0 

Source: Updated Ausirian convergence programme of 21 October 1997. 
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introduced in the general pension system are a further 
discouraging of early retirement, stricter eligibility cri
teria for disability pensions and a tightening of actuarial 
principles for benefit adjustments. Furthermore, far-
reaching measures towards a harmonisation of the pen
sion scheme for civil servants with the general pension 
system are being implemented. Various measures are 
also introduced in the pension schemes for farmers and 
small-scale business owners to increase the self-financ
ing ratio of these schemes. In the short term, however, 
the costs of these reform measures will be higher than 
the savings which will only materialise from the year 
2000 onwards. Moreover, some of the changes in the 
pension reform package — such as, for example, the 
rise in the upper limit for contributions — while 
increasing revenues in the short term, could even lead 
to higher pension expenditure in the longer term. In 
addition, the potential financial impact of the reform 
has been limited by long phasing-in periods and ceil
ings on the maximum effects on individual benefits. 
Thus, while the reform has achieved some major break
throughs, the issue of pension reform will inevitably 
reoccur on the government agenda. 

The Constitutional Court decided in October 1997 that 
the existing system of tax allowances for child support 
had to be modified in order to guarantee that parts of 
the costs for child support were exempt from taxes. The 
government has recently reached an agreement on the 
measures to implement this Court decision. The mea
sures are planned to take full effect from the year 2000 
onwards and will impose an additional burden on the 
federal budget of some ATS 12 billion (0.5 % of GDP). 

The Austrian government has announced that the mea
sures will figure prominently in the overall tax reform 
which is planned for the year 2000. Little room will be 
left for additional net tax cuts within this reform. The 
reform will thus mainly focus on a restructuring of 
taxes. An expert commission has been mandated to pre
pare proposals regarding a reduction of labour taxes and 
a concomitant reinforcement of green taxes, the tax 
treatment of non-public pension savings and the distrib
ution of taxes between the different government layers. 

3.2.6. Budgetary perspectives 

The fiscal adjustment programme which was launched 
in 1996 has been largely successful. The measures 
envisaged in the consolidation package were imple
mented with considerable rigour. The 1996-97 bud
getary adjustment allowed to redress the budgetary situ

ation, which had deteriorated with the growth slow
down in 1993 and appeared to have got out of control at 
the time of Austria's EU-accession in 1995. The 
Austrian economy showed remarkable resilience to this 
budgetary retrenchment and economic performance 
turned out significantly stronger than expected. 

Over the coming years, the Austrian government plans 
to reduce primary expenditure substantially, to be 
matched by more or less equally large cuts in receipts, 
and intends to implement important structural reforms 
in the pension, health and tax systems. Most of the mea
sures envisaged aim to regain control over social secu
rity spending and in this way help to prevent budgetary 
slippages in the longer run. These structural reforms 
should also improve the efficiency of the economy and 
ensure the long-term viability of the social security sys
tem. 

The question can be raised, however, whether the 
medium-term deficit targets set by the Austrian govern
ment are still appropriate in view of the better-than-
expected budgetary outturn in 1997 and the more 
favourable growth prospects than those underlying the 
updated convergence programme. Indeed, under the 
currently assumed macroeconomic scenario the envis
aged consolidation path over the period 1997-2000 
would, if anything, point to a deterioration of the gov
ernment deficit in cyclically adjusted terms to slightly 
above 2 %. However, according to the Commission ser
vices' calculations the structural balance would have to 
be reduced to below 1Vz % of GDP in order to allow the 
automatic stabilisers to operate under normal cyclical 
conditions without risking to breach the 3 9c of GDP 
reference value. The envisaged consolidation path 
would thus not only be a setback against the perfor
mance of the years 1996-97 but also be difficult to rec
oncile with the stability and growth pact, which stipu
lates a medium-term budgetary balance close to zero or 
in surplus. Adherence to the provisions of the stability 
and growth pact would, therefore, require a tight execu
tion of the 1998-99 budgets including the earmarking of 
the 'growth dividend' for a further deficit reduction as 
well as a lowering of deficit targets in the context of a 
revised medium term budgetary plan. By doing so. the 
government would avoid the pitfalls of the past, when 
little advantage was taken from cyclical upswings to 
redress budgetary imbalances, and put government 
finances onto a more solid footing ahead of a possible 
growth slowdown in a few years from now. 
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In the longer term, the consolidation of recent progress 
towards sounder public finances hinges crucially on the 
question of whether public pension expenditures can be 
kept under control. Recent measures have been impor
tant steps towards a reform of the system. However, the 
new benefit adjustment formula, a measure that is key 
to the overall savings potential of the reform, has not 
yet been worked out in detail. Moreover, the financial 
impact of some of the measures has been mitigated by 
long phasing-in periods and caps on individual income 
losses implied by the reform. As a consequence, the 
potential savings of the reform are rather moderate, 
amounting to some 13 % of total retirement expenditure 
in the year 2030. In the face of a rapidly ageing popula
tion in the first half of the next century (l2) the reforms 
will, therefore, have to be taken significantly further to 
ensure the longer-term viability of the system. In view 
of the long-term nature of the issue and also to allow 
individuals sufficient time to adjust their retirement 
plans, a coherent and determined strategy of further 
reforms should be given high priority on the govern
ment agenda. 

3.3. Structural policies 

tendency towards the globalisation of markets have 
drastically changed the framework of policy making, 
confronting the Austrian economy with new challenges. 
These challenges are bound to increase in the third 
stage of EMU. While internal and external stability will 
remain the cornerstones of a successful economic pol
icy, this policy framework will function most effec
tively if the conditions are in place which ensure the 
swift adaptation of the economy to the changes in the 
environment. The successive adaptation of the Austrian 
regulatory framework to Community rules in the 1990s 
and, eventually, the full adoption of the acquis commu
nautaire under EU membership implied a number of 
reforms, which had a substantial liberalising effect on 
all industries, in particular on the services sector. This, 
coupled with other regulatory reforms in product and 
labour markets, which have been undertaken in the 
recent past, will help strengthen the economy's shock-
absorbing capacity and its flexibility to adjust timely to 
changing conditions. In a number of key areas chal
lenges remain, however, and will have to be addressed 
if the progress made so far is to be consolidated. This 
section highlights some of the most topical issues and 
reviews policy measures. The issue of labour market 
reform is separately addressed in Annex 1. 

3.3.1. Introduction 

While Austrian economic policy has rested strongly on 
a stable macroeconomic policy framework, at the same 
time there has been a certain neglect of structural 
issues. In fact, structural problems in the economy were 
often only tackled if and when their adverse effects had 
already started to be felt. This was the case, for 
instance, in the 1980s when the government could no 
longer avoid addressing the enormous structural 
deficits, which had accumulated during the 1970s in the 
State-owned part of the industrial sector, and which 
resulted in public capital injections amounting to some 
4 % of GDP. In addition, the remedy for structural 
problems was often seen in providing financial incen
tives rather than in regulatory reform aimed at strength
ening competitive forces. 

As has been revealed by the discussion on structural 
aspects of Austria's external trade, one of the key issues 
is the unfavourable technology base and the unsatisfac
tory innovative capacity of the economy and, partially 
related to this, a weak presence of Austria's export 
industry in fast growing market segments in terms of 
both products and regions. In order to address these 
issues, the Austrian government has recently envisaged 
two complementary packages of policy measures. One 
package is the so-called 'technology initiative' 
(Technologiekonzept), which seeks to improve the tech
nological profile of goods and services produced in 
Austria. The other package is subsumed under the title 
'export promotion initiative' (Exportoffensive) and aims 
at extending the scope and improving the effectiveness 
of the Austrian export promotion system. These mea
sures are reviewed in more detail below. 

The intensified integration into the west European econ
omy, the opening-up of the CEECs, trade liberalisation 
in the framework of the GATT/WTO and the general 

( | ;) Between 1995 and 2035, the old-age dependency ratio, i.e. the ratio of 
people ahove 60 years of age to people aged 15-59 years, is expected 
roughly to double. 

3.3.2. Technology policy and export promotion 

Technology policy 

Although Austria's international competitiveness has 
significantly improved in certain areas, the chronic 
deficit in the trade account indicates the continuation of 
structural deficiencies in the overall international com-
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petitiveness. A number of studies on Austria's interna
tional competitiveness have identified these deficien
cies, which are mostly related to the quantity and qual
ity of input factors deemed essential for a steady 
upgrading of the technology base (l3). The most fre
quently cited are: 

• the R & D expenditure ratio is one of the lowest in 
the Community and significantly lower than the 
OECD average; 

• the capitalisation of the Austrian stock market as a 
share of GDP is lower than in most other 
Community countries; 

• the lack of equity and venture capital is frequently 
reported as one of the major impediments to setting 
up business; 

• the rate of business start-ups, often related to a 
dynamic development of innovative firms, is one of 
the lowest in the Community; 

• the structure of the enterprise sector is dominated by 
small and medium sized enterprises, which have a 
comparative disadvantage in costly R & D and mar
keting activities necessary to get a foothold in inter
national markets; 

enterprises, which could have afforded to engage in 
own research. At the end of the 1960s, a debate con
cerning Austria's structural deficits addressed the issue 
of the limits and disadvantages of the strategy of tech
nological imitation, resulting in the creation of two 
funds for research promotion (u) and the foundation of 
the Ministry for Science and Research (15). 

While, in the 1970s, technology policy tried to support 
the research of enterprises, since the early 1980s more 
emphasis has been put on the improved interaction 
between the private sector on the one hand and the aca
demic research sector on the other hand. In order to 
improve the cooperation between the business and uni
versity sector, innovation centres and technology trans
fer offices were created, the universities' constitution 
was amended to allow for external financing of acade
mic research and regular studies analysing the innova
tion potential of Austria's economy were commis
sioned. In the 1990s, in order to streamline the institu
tional setting, the 'Innovation and Technology Fund" 
was created. Besides the support of single projects, this 
fund also deals with metallurgical research projects and 
Austria's participation at the European Space Agency 
(ESA). Austria's participation in various European 
research programmes (COST, EURAM. Esprit. RACE 
and Eureka) brought a further qualitative dimension 
into Austria's technology policy. 

• infrastructure is below the OECD average standard 
in some important areas, such as telecommunica
tions; 

• the share of the population having completed ter
tiary education in a technical or scientific discipline 
is one of the lowest among OECD countries. 

One of the reasons behind this rather unfavourable situ
ation is that, during most of the post-war history. 
Austrian technology policy consisted of either import
ing or imitating available technology, which had the 
advantage of being a cheap and sufficient strategy to 
modernise the outdated post-war capital stock. While 
other European economies soon moved forward to own 
research and development activities, Austria's efforts in 
the field of research and development remained limited. 
One important factor was the lack of sufficiently large 

For the practical realisation of technology promotion 
the 'Forschungförderungfonds der gewerblichen 
Wirtschaft' and Innovation and Technology Fund are 
the central institutions. The Innovation and Technology 
Fund supports technological innovations and tries to 
intensify applied research and development. Priority 
areas are energy and transport technology, software 
technology and the transfer of technology and informa
tion and communication technologies. In 1996. this 
institution supported 133 projects, spending ATS 155 
million and promoting technology investment of about 
ATS 590 million. The Research Promotion Fund sup
ports mainly research activities of private enterprises. In 
1996, about 711 projects were supported through the 
provision of interest subsidies amounting to about ATS 

(") See. for example, Aigingcr (1987). Schulmeister (1990), Beirat für 
Wirtschafts- und Sozialfragen ( 1994). Aigingcr and Pcncdcr ( 1997). 

(IJ) The 'Forschungsförderungsfonds der gewerblichen Wirtschaft', a self-
governing body of the social partners and the 'Fonds /ur Förderung der 
Wissenschaftlichen Forschung', a self-governing body oí the universities. 
The two institutions are under the supervision oi the Ministry for 
Economic Affairs and the Ministry for Science and Research, respectively. 

(Is) Since 1996 the Ministry for Science and Transport. 
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1 billion and of grants amounting to about ATS 650 
million. Another important financial source for the 
technology promotion is the ERP-Fund (lb), distributing 
about ATS 1.4 billion in 1996, partly reinforcing sup
port from the Innovation and Technology Fund and the 
Research Promotion Fund. 

The administrative centres of technology policy in 
Austria are the Ministry for Science and Transport, the 
Ministry for Economic Affairs and the Federal 
Chancellery. While the former two institutions are deal
ing with the formulation and execution of technology 
policy, the Federal Chancellery is responsible for coordi
nating issues. Until now, there is no clear competence 
assignment to a certain ministry. Thus, the Austrian pol
icy formulation is the result of the cooperation between 
various institutions, impeding the formulation of a coher
ent strategy. A further important characteristic of the 
institutional structure is the strong participation of the 
social partners in most of the relevant institutions (17). 

("') The capital of this fund originates from the European Recovery 
Programme of the immediate post-war years. 

(") See Gottweis and Latzer ( 1992) 

Despite the increased public attention paid to technol
ogy policy and significantly increased efforts to 
improve the promotion of technology, the Austrian 
technology policy still exhibits a number of shortcom
ings. In particular, expenditures for research and devel
opment activities are still below the OECD average 
(Graph 3.3.1). While at the beginning of the 1990s the 
ratio of R & D expenditure to GDP showed an encour
aging increase this improvement came to a standstill in 
the mid-1990s, when budget consolidation and low 
growth dampened public and private spending in that 
area. In addition, the share of public R & D activities is 
nearly 50 %, while in most industrialised countries the 
share of the private sector is significantly above the 
public share. Furthermore, the major focus of Austria's 
technology policy is the promotion of R & D in the 
manufacturing sector, while little attention is paid to the 
issue of the organisation of new procedures or the appli
cation of new technologies in the service sector, the lat
ter having outgrown the manufacturing sector in terms 
of size and significance. Finally, the organisational 
structure is not very clearly structured, splitting up the 
responsibility of technology policy among various min
istries and funds. 

Graph 3.3.1.R&O expenditure 
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Source: OECD. 
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At the beginning of 1997, the government commis
sioned a study on the reorganisation of the Austrian 
research and technology policy. This report has since 
been submitted and the main points include the centrali
sation of the strategic planning and financial responsi
bility in an Office for Research and Technology'; the 
creation of a 'Council for Research and Technology' 
policy; the increase of the R & D ratio to 2.0 % by the 
year 2002, mainly through an increase of private expen
diture; a reorganisation of the various funds for technol
ogy promotion; the establishment of centres of compe
tence to be managed jointly by universities and enter
prises (partially to be located at universities in order 
better to tap their research capacities); and the intensifi
cation of programmes providing for the transfer of 
researchers between enterprises and universities. 

A number of other initiatives in the area of technology 
policy are being implemented at present such as the cre
ation of a venture capital fund and the establishment of 
patent exploitation centres. Although it is too early to 
make any judgement on possible effects, these mea
sures are clearly targeted towards problem areas in the 
context of Austria's efforts to improve its technology 
hase. However, previous programmes of this type have 
been hampered by a lack of coherence and integration. 
It seems, therefore, imperative to achieve better coordi
nation of various policy measures. While this has been 
one of the goals of the 'technology initiative', the dis
carding of the proposal of establishing a central institu
tion responsible for the overall strategic planning and 
financial responsibility (the Office for Research and 
Technology) in the framework of the 'technology initia
tive' could be a bad sign in this regard (ls). 

Export promotion initiative 

As shown above Austrian exports are strongly concen
trated on neighbouring countries, and in particular to 
Germany. As a counterpart, exports to overseas markets 
are low in comparison with similar Community coun
tries. One reason for the strong concentration on 
Germany is that Austria has specialised as a supplier of 
parts and components to the German industry, in partic
ular the automotive industry. While in some cases these 
parts suppliers have acquired a comparative advantage 

0s) It is doubtful whether the planned creation of a steering committee 
coordinating the activities of the two ministries involved in research and 
technology policy (the Ministry for Science and Research and the Ministry 
for Economic Affairs) would have the same clout as a centrally organised 
and responsible institution. 

in higher segments of the value added chain — some
times even establishing regional research and develop
ment centres — in general the technological level and 
spill-over effects have been limited. A diversification of 
export markets, reducing the over-dependence on a sin
gle market, would thus go hand in hand with an upgrad
ing of the Austrian production structure. The govern
ment is currently implementing a programme on export 
promotion which could assist in such a widening of the 
regional scope of the Austrian export industry. In this 
framework the government has elaborated a package of 
export promotion measures, targeting an increase of 
annual exports by ATS 18 billion (about 3 % of the 
export volume). 

As in other countries, Austria's export promotion sys
tem has been an important instrument in supporting 
Austrian enterprises — predominantly small and 
medium sized — in their attempt to expand their mar
kets beyond the limits of the small domestic market (19). 
The central institution is the 'Oesterreichische 
Kontrollbank' (OeKB), responsible for the insurance 
against export risks and the financing of export activi
ties. The Austrian Federal Chamber of Commerce plays 
a central role in providing the necessary institutional 
infrastructure and knowledge base, for instance through 
its close contacts to individual enterprises and its net of 
over 90 trade representations throughout the world. 

The Austrian system of export promotion is self-financ
ing through contributions of the insured enterprises. EU 
membership brought some qualitative changes to the 
export promotion scheme. As a member of the 
European Union, the competence for trade policy has 
been transferred to the European framework and trade 
within the EU has become subject to strict competition 
regulations, limiting the possibilities of direct export 
promotion. To be in line with EU regulations, export 
promotion now concentrates on horizontal measures 
like organisational and institutional improvements and 
the promotion of investment deemed to improve 
Austria's international competitiveness in the medium 
and long term. 

In the framework of the export promotion initiative a 
simplification of the organisational structure of the 
financing institutions is endeavoured, integrating vari
ous export promoting functions spread among different 

('") See Breuss (1983). 
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institutions into the framework of the Oesterreichische 
Kontrollbank or the Export Guarantee Agency. In addi
tion, possibilities to extend the Export Guarantee 
Agency's range of activities towards an investment 
agency are explored. Furthermore, attempts are being 
undertaken in cooperation with business banks to pro
vide the OeKB with the necessary instruments to act as 
direct lender without State guarantees. This broadened 
institutional framework is intended to promote the 
mobilisation of risk capital for private direct investment 
abroad, while the possibilities for supporting and advis
ing export oriented enterprises will be enhanced. 

In many cases predominantly small and medium-scale 
enterprises are handicapped in their export-oriented 
activities through lack of access to risk capital, insuffi
ciently qualified staff or a shortage in organisational skill 
for the long-distance distribution of commodities. The 
government now aims to compensate for this by promot
ing the creation of 'business clusters' which entails the 
cooperation of several different enterprises in order to be 
able to meet the demand for integrated and complex 
solutions. The project also intends to build up a central 
database including all export relevant departments and 
institutions while the information material and interna
tional contacts will be coordinated and improved. 

In order to improve the skill level of the labour force, 
the government intends to promote the teaching of for
eign languages and export-oriented topics at schools 
and universities. To the same end, the project aims to 
increase the participation of Austrians in the European 
programmes Leonardo and Socrates and plans to extend 
the vocational training opportunities for executives 
from CEECs as well as from priority export markets. 

In order to improve the tax system the government has 
set up an expert commission on tax reform, which will 
explore possibilities for supporting export-oriented 
enterprises through the exemption from duties for the 
provision of export credits and loans and the introduc
tion of tax allowances on foreign direct investments. 
The commission will also examine how to improve the 
market penetration and export potential of enterprises. 
Furthermore, intensified negotiations with respect to 
double taxation agreements will seek to reduce cases of 
double taxation. 

One of the major advantages of these two packages, the 
technology initiative and the export promotion scheme, 
lies undoubtedly in their integrated nature and comple

mentarity. The importance of a coherent and comple
mentary approach is clearly underpinned by the theoret
ical and empirical literature on structural reform. The 
integration of measures also allows to alleviate some
what the usual problem associated with any kind of pro
motional schemes, namely the deadweight loss. 
However, it is obvious that many of the intended mea
sures are of a long-term nature and should, therefore, 
not be expected to give tangible results in the short 
term. Moreover, the measures are not able to address 
some of the more fundamental causes for the weak 
innovative capacity in Austria which appears also to be 
related to entry barriers and market rigidities. 
Complementary policies strengthening domestic com
petition may thus be important in the search for an 
improved entrepreneurial culture and innovative capac
ity in the economy. 

3.3.3. Policies strengthening the market mechanism 

Estimates point out that, until recently, more than half 
of Austrian GDP was produced in sectors that were 
sheltered from international competition. Access to 
large parts of the economy were tightly restricted such 
as, for example, trades and professions, the postal and 
telecommunication services, transport services, banking 
and insurance, etc. Entry regulations were often based 
on intransparent criteria such as 'market needs', which 
in many cases were assessed by business associations. 
Naturally, these associations had an interest in defining 
the market need as narrowly as possible. Access to 
trades and professions have been furthermore limited by 
strict demarcation lines between the various trades. 

As regards the start-up of business, Austria has been 
characterised by unwieldy and bureaucratic procedures, 
with different competencies often at various levels of 
the administration (local, regional, federal) with little 
coordination between them. This resulted in a much 
higher number of approvals for setting up business, 
while the average duration of an approval procedure has 
been much longer than in most other Community coun
tries. It is estimated, for instance, that in proportion to 
its population the number of approval procedures in 
Austria is roughly 25 times higher, with the average 
procedure taking about twice as much time as in 
Germany. This comparison would be even less 
favourable if it were made with countries such as the 
United Kingdom (20). 

(:(l) Information by the Austrian Ministry for Economic Affairs. 
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Strict and cumbersome entry regulations are deemed to 
be a major factor in the low rate of business start-ups in 
Austria. Survey results, indeed, show that bureaucratic 
procedures and administrative requirements — both for 
the setting up and for the running of an enterprise — are 
one of the major obstacles to new business investment 
in Austria (Aiginger and Peneder, 1997). In a dynamic 
economy, which requires the permanent and expedi
tious transfer of resources from shrinking to expanding 
sectors, such rigidities may seriously hinder the adapt
ability of the economy to internal and external shocks 
and lead to an underutilisation of labour and capital 
resources. The comparatively high share of the manu
facturing sector and the slow shift into business services 
in Austria might be indicative of the sluggish response 
to changing business opportunities and the adverse 
effects of structural rigidities in product markets. 

Apart from these general issues, there are also a number 
of impediments at a sector-specific level which seem to 
act as distortions to the market mechanisms. Data from 
the early 1990s, for instance, show that large prices dif
ferentials existed in comparison with Community aver
age prices (see Chapter 1). Particularly in the services 
sector, due to lack of competition and inefficiencies, 
prices were much higher than the Community average. 
EEA/EU membership has since resulted in the abolition 
of many of the previously existing access restrictions to 
specific industries. Over and above these adaptations to 
Community law, the Austrian government has recently 
introduced a number of other market reforms which 
should help strengthen competitive forces in the 
Austrian economy. 

The ongoing liberalisation of the telecommunication 
market represents sweeping changes in the light of the 
fact that until recently this market has been dominated 
by the State monopoly providing the telecommunica
tion services and a few firms producing telecommunica
tion facilities. As a matter of fact, telephone fees in 
Austria have been among the highest in Europe. 

smaller ones, leaving shop opening hours unchanged. 
Nevertheless, shopping centres and large retail chains, 
as well as centrally located smaller shops in urban 
areas, are increasingly taking advantage of the more 
flexible opening hours thereby adding to consumer wel
fare. There is also evidence that due to this measure 
part-time and casual employment in the retail sector has 
risen. 

A further important step towards a more liberalised 
market has been the recent reform (21) of the trades reg
ulation act (Gewerbeordnung), relating to both the 
access requirements for trades and professions and to 
the provisions on the set-up of business plants 
(Betriebsanlagenrecht). For instance, the latest reform 
of the Gewerbeordnung, which took effect in July 1997, 
introduced a considerable reduction in the number of 
regulated trades with the result that only about 10 % of 
registered trades remain regulated. The amendment also 
brought the extension of the scope of activities of cer
tain trades. Another important aspect is the improved 
access to certain trades through a lowering of the formal 
requirements or accepting the certificate of a tertiary 
polytechnic institution (Fachhochschule) as a substitute 
for practical experience. The reform also included a 
substantial simplification and shortening of administra
tive procedures. 

The regulations concerning the set-up of business plants 
(Betriebsanlagenrecht) have been modified with respect 
to a reduction of regulations and a simplification of pro
cedures. For instance, while before an entrepreneur had 
to apply for several approvals (for instance with respect 
to construction or environmental regulations, which are 
different between the various Bundesländer) only one 
procedure is required now. The legal procedure has 
been tightened by speeding up the timetable for the var
ious parties' comments and as a whole has generally 
been simplified. In addition, various administrative sim
plifications have been introduced in order to facilitate 
the start-up of new enterprises. 

Shop opening hours, access to trades 
and set-up regulations 

After a decade-long debate, an extension of shop open
ing hours took effect in 1997. The measure provides for 
the possibility of keeping shops open until 9 p.m. once 
a week and, more importantly, removes the prohibition 
on opening on Saturday afternoons. Empirical evidence 
on the effects of this measure indicates that the response 
has been sluggish, with many shops, in particular 

Telecommunications market 

Liberalisation in the telecommunications market has 
been quite remarkable, thanks largely to the need to 
bring the sector in line with obligations of the General 
Agreement on Trade in Services (GATS) and. more 
importantly. Community regulations. 

(: |) This new regulation was introduced in June 1997. 
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From the organisational point of view, the most impor
tant measure has been the re-organisation of the 
Austrian Post and Telegraph Administration (ÖPTV), a 
former State enterprise. In mid-1996, the ÖPTV was 
reorganised into a holding outside of the public sector, 
consisting of the Postal Savings Bank (P.S.K.) and the 
Post and Telekom Austria (ESP), where the business 
fields were further split up into the postal service, the 
transport service and telecommunications. However, the 
new enterprises inherited debts amounting to ATS 110 
billion that had accrued during the years of public own
ership. This debt represents a heavy burden, given that 
these enterprises have to act under market conditions. 

In line with EU legislation, since 1 January. 1998 the 
ESP has been obliged to grant competitors open access 
to its network. An independent regulatory body — the 
Telekom-Control Commission — has been established, 
granting and withdrawing concessions for the supply of 
public telecommunication services. Concession fees are 
determined by the federal government. 

While the organisational and legal issues seem to be 
well in hand, there are still some important issues to be 
solved. Probably most important of these is the agree
ment on interconnection fees. These fees are charged 
from the universal supplier (the ESP) for connecting 
private suppliers with their clients and are an important 
element for the price structure of alternative suppliers. 
At present, the ESP has offered an interconnection fee 
which is about twice the fee recommended by the 
European Commission, arguing that due to the com
pany's high indebtedness operating costs are higher 
than assumed by the European Commission. The issue 
has been relegated to the Telekom-Control 
Commission. 

With this recent liberalisation step the market for 
domestic calls has been opened for competition too, 
while the market for international calls has already been 
subject to some competition through call-back services 
and calling cards. In line with experiences in other 
countries, it is to be expected that the ongoing liberali
sation will lead to a greater variety of services, lower 
costs and a higher speed of technological innovation. 

Restructuring and privatisation 

Compared to other EU Member States, the role of pub
licly-owned enterprises in the economy remained rela
tively large in Austria over the previous decades and 
these enterprises were especially important in the manu

facturing industry, energy and banking sectors. 
Following the two oil price shocks in the 1970s, how
ever, it became clear that the public enterprises lacked 
the flexibility to adapt to a rapidly changing economic 
environment. Moreover, during these years, they 
became an instrument in the government's policy of 
employment creation in the public sector. As a result, 
budgetary transfers to these enterprises to cover losses 
became a major burden on the government budget. 

Since the late 1980s, the government has started a pol
icy towards restructuring and privatising these public 
enterprises in order to reduce their burden on the gov
ernment budget and increase the efficiency of the eco
nomic system. Generally, the government has followed 
a two-step approach: in a first step, the enterprises have 
been reclassified outside the government sector and 
their organisation has been restructured in order to 
expose them to private sector management, while in a 
second step a part or total ownership has been ceded to 
the private sector. 

The organisational restructuring carried out in the first 
step consists of transforming the government agency 
into an institutional unit separate from the government 
sector with an independent legal status, autonomy of 
decision and a complete set of accounts. The tasks that 
were previously carried out by the government agency 
are transferred to this new enteiprise. Whereas the gov
ernment agency was previously financed via the gov
ernment budget, the new enterprise is usually allowed 
to borrow directly on the capital market to cover its 
financing needs. If such a restructured enterprise is a 
producer of market services, it is reclassified from the 
government sector into the enterprise sector. The new 
enterprise often retains a privileged relationship with 
the government sector and sometimes continues to 
receive government transfers, especially in the first 
years after the restructuring. Transitional arrangements 
are usually implemented during this period to transform 
the status of the personnel from that of civil servants to 
employees covered by service contracts. 

The first cases of such a restructuring took already 
place in the late 1970s and early 1980s with the trans
formation of the 'Österreichischen Tabakregie' into a 
legally independent share company 'Austria 
Tabakwerke AG' in 1978, the creation of the 'Öster
reichische Salinen AG' in 1978 and the setting-up in 
1981 of the 'Österreichische Staatsdruckerei'. The prac
tices followed in these cases set the example for the 
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guidelines and laws concerning the restructuring and 
reclassification of public agencies outside the govern
ment sector that were adopted by the government at the 
beginning of the 1990s. Questions concerning the take
over of personnel and the service regulations applicable 
in the restructured organisation were not settled satisfac
torily in these cases and still continue to pose problems. 

A restructuring of two major public enterprises took 
place during the first half of the 1990s: the railways and 
the postal services. Before 1994, the railways were clas
sified as a quasi-corporation in the government sector. 
There was a direct financing via the federal budget and 
the railways were not allowed to borrow directly on the 
financial markets. Since 1994, the railways have 
become a corporation and are classified in the enter
prise sector. The 'Post' was transformed into a joint 
stock company and reclassified outside the government 
sector in 1996. Pension payments to former employees 
of this enterprise are continued to be paid by the gov
ernment, however. 

The government's medium-term programme for the 
federal budget includes a list of public agencies for 
which restructuring is being envisaged. No priorities are 
set but the necessity for further budgetary consolidation 
and control of the wage bill in the government sector 
can be expected to lead to additional reclassifications in 
the coming years. 

While restructuring these public agencies and exposing 
them to private sector competition contributes to 
increasing the efficiency of the economic system, such 
operations are often also undertaken as an easy device 
to improve the government budget by reclassifying 
these agencies off-budget. However, the new enter
prises often retain a privileged relationship with the 
government sector and continue to receive government 
support, especially in the first years after the restructur
ing. Subsidies or capital transfers to these enterprises 
therefore often continue to impose an unforeseen bur
den on the government budget. Moreover, as their sta
tus is not always fully transparent and since they are 
sometimes given special privileges by the government 
— who, in this phase, usually remains the full owner — 
these enterprises do not always compete on an equal 
footing with private sector enteiprises. 

In the second step, the government's property rights on 
the public enterprise are sold to the private sector. Such 
privatisation operations have also been stepped up 

markedly in recent years in Austria. Both the federal 
government and the publicly-owned holding company 
ÖIAG launched major privatisation operations during 
which they sold an important part of their holdings of 
shares in a wide variety of companies. Over the period 
1994-97, the federal government realised around ATS 
28 billion (1.2 % of GDP) in privatisation receipts, 
while the sale of shares by the ÖIAG generated a simi
lar amount in revenue over this period (see Table 3.3.1). 

The direct sale by the government of its shares in public 
enterprises is a direct privatisation operation, while the 
sale of shares by ÖIAG can be characterised as an indi
rect privatisation because in such cases the ÖIAG acts 
as an intermediary on behalf of the government. The 
ÖIAG is itself fully owned by the government but it is 
classified outside the government sector because — 
according to the economic accounting system which is 
used for the compilation of the Maastricht deficit and 
debt figures — it is a holding company of State-owned 
industrial enteiprises. The statutes of the ÖIAG specify 
that its main task is to carry out majority privatisations 
while preserving Austria's ownership of its industrial 
base. 

In accordance with the Maastricht accounting rules, the 
receipts realised by the government via the direct sale 
of its shares in publicly-owned enterprises were not 
booked as revenue reducing the government deficit but 
were used to redeem outstanding government debt. The 
proceeds from the privatisation operations carried out 
by ÖIAG were not transferred to the government but 
were used mainly to pay off part of the debt of ÖIAG. 
The outstanding debt of ÖIAG. which carries a govern
ment guarantee, still amounted to ATS 45 billion at the 
beginning of 1998. 

The federal government realised ATS 5 billion (0.2 % 
of GDP) in privatisation receipts via the sale of its 
shares in the Bank Austria to the ÖIAG in December 
1996. The sale of the government"s shares in 
Creditanstalt to the Bank Austria was concluded in 
January 1997 for an amount of ATS 17.2 billion (0.7 Vc 
of GDP). The Bank Austria is a publicly-owned finan
cial institution outside the government sector, which is 
in turn a candidate for, at least partial, privatisation in 
the coming years. In view of the small size of the 
Austrian capital market, the federal government chose 
to carry out these privatisation operations via a two-step 
procedure. The government wanted to avoid being pres
sured into directly launching its shares on the capital 
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market, which could have negatively affected the sell
ing price of the shares. 

Compared to the previous years, the federal govern
ment's privatisation operations could slow down some
what in the coming years. Further steps in the privatisa
tion of the Bank Austria — of which around 16 % is 
held by ÖIAG while the rest is mostly held by the city 
of Vienna — are expected to take place in 1998 (see the 
discussion of the Austrian banking sector in Section 
2.5.2.). The federal government is also planning to sell 
49 % of its shares in the Postsparkasse — indirectly 
held via the publicly-owned holding Post-Holding — in 
1998 and this operation is expected to generate around 
ATS 5 billion (0.2 % of GDP). To prepare its privatisa
tion, the Postsparkasse was transformed into a share 
company in 1997. The profit-making telecommunica
tions section of the Post and Telekom Austria (ESP) 
was transformed into a separate independent company 
Telekom Austria in 1997. The government plans to sell 
25.1 % of the company's shares in 1998. It is not yet 
clear whether the government intends to proceed with 

Table 3.3.1 

Privatisations by the federal government 
and by ÖIAG 

Year 

Federal 
government 
1995 

1996 
1997 
ÖIAG 
1994 
1995 
1996 
1994-96 

1997 

Enterprise 
privatised 

Vienna Airport 
lllwerke 
Bank Austria 
Creditanstalt 

VA Technology 
VA Stahl 
Böhler-Uddeholm 
OMV 
Other 
Austria Tabak 
Saline 

Amounts 
Mrd. 
ATS 

28.4 
2.2 
3.7 
4.8 

17.7 
29.1 

6.9 
2.8 
4.1 
7.0 
2.0 
5.5 
0.8 

involved 
% of 
GDP 

1.2 
0.1 
0.2 
0.2 
0.7 
1.2 
0.3 
0.1 
0.2 
0.3 
0.1 
0.2 
0.0 

Source: Austrian Ministry of Finance and OIAG. 

its plan of placing a major public offering of its shares 
in ESP in the coming years. Other major candidates for 
privatisation in the coming years are the energy utility 
companies, which are often still fully owned by the 
Länder. For example, the further privatisation of the 
electricity utility company (Verbundgesellschaft) is 
expected to generate ATS 8 to 10 billion (0.3 % of 
GDP) in 1998. 

The ÖIAG so far has carried out sales of its holdings of 
shares in six of its major subsidiaries. Following these 
privatisation operations, ÖIAG at the end of 1997 
owned less than 50 % of the shares of the integrated 
steel company VA Stahl, the steel group Böhler-
Uddeholm, VA Tech and OMV. ÖIAG sold 49.5 % of 
its shares in Austria Tabak in November 1997 and plans 
to sell a further 25 % of its shares in this company in 
1998. ÖIAG is also planning to sell its shares in the 
State printing office in 1999. 

Most of the privatisation operations launched by ÖIAG 
were offered publicly on the stock exchange and few 
took the form of direct placements with private 
investors. As a result, the sale of shares by ÖIAG sig
nificantly contributed to the volume of trading activity 
on the Vienna stock exchange: the share of ÖIAG 
placements in the trading volume increased from 22 % 
in 1994 to almost 40 % in 1997. In addition, the ÖIAG 
shares which were traded on the Vienna stock exchange 
have been performing well. The index of ÖIAG-shares 
has been situated systematically above the price index 
of other Austrian shares traded on the Vienna stock 
exchange. The portfolio of a small investor, composed 
of investments in each of the initial public offerings by 
ÖIAG since 1987, would have realised a capital gain of 
just above 100 % by the end of 1997. 

The conditions under which the recent privatisation 
operations were carried out were not always fully trans
parent. The aim of the government of keeping the 
industrial sector firmly anchored within Austria does 
not ascertain that only the most favourable bids are 
retained. Some of the operations carried out so far 
mainly involved a transfer of directly held government 
shares to indirect ownership of the shares by the gov
ernment via publicly-owned holding companies or other 
public enteiprises. 
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Annex 1 : The Austrian labour market 

The labour market in Austria is generally regarded as 
functioning reasonably well. Such a view is supported 
by headline indicators showing that, over the last 
decades, employment has been growing at a healthy 
pace and the unemployment rate has been markedly 
lower than in most other Community countries. Also, 
by international standards the skill-level of the labour 
force is high and a long-standing apprenticeship system 
is often associated with the moderate level of youth 
unemployment in Austria. Industrial relations are 
underpinned by a sophisticated system of social partner
ship providing for a high degree of wage coordination, 
with labour unions paying attention to macroeconomic 
performance indicators in the domains of growth, 
employment, inflation and international competitive
ness. 

Despite this comparatively favourable situation, labour 
market tensions have been looming up over past years. 
In particular, over a protracted period of time the non-
cyclical component of unemployment has been trending 
upwards, showing little tendency to reverse. Moreover, 
the composition of the unemployed has become increas
ingly unbalanced with low-skilled and older workers 
disproportionately affected. These tensions seem to 
have become more accentuated with the integration of 
Austria's economy in the European Union, and the 
opening up of the economies of the central and east 
European countries. The pressures stemming from these 
two sources are likely to have been reinforced by wider 
developments, such as rapid shifts in consumer prefer
ences, fast technological change and, more generally, 
the globalisation of production and distribution systems. 

The demand for a well-functioning labour market will 
become of crucial importance with Austria joining the 
EMU. Austria has already taken a number of measures 
with a view to making the labour market, and the econ
omy at large, more responsive to internal and external 
changes. However, while over the more recent past the 
rise in overall unemployment has levelled off — and is 

likely to be reversed in the course of the current 
upswing — the structural aspects of unemployment 
have not ceased to worsen, as witnessed by the further 
increase in long-term unemployment. This suggests that 
additional measures, predominantly of a structural 
nature, will be required to counter a further deteriora
tion in the labour market. Additionally, labour costs 
appear to have become very high by international stan
dards, with an uninterrupted steep rise in non-wage 
labour costs being a major push factor. Measures to 
contain or reduce non-wage labour costs, therefore, 
ought to figure high on the economic policy agenda. 
Moreover, direct wages themselves too might have 
become ill-aligned in some low-productivity segments 
and thus weigh on the economy's overall competitive
ness, thus calling for a stronger differentiation of wage 
setting. 

This annex reviews the developments on the Austrian 
labour market over the last two and a half decades, 
comparing its performance occasionally with other 
smaller Community countries such as Belgium, 
Denmark, or the Netherlands. Section 1 reviews trends 
in employment and unemployment, while section 2 dis
cusses the issue of the wage formation system in 
Austria. Section 3 deals with labour market regulations 
and labour market policy; section 4 discusses policy 
issues. 

1. Employment and unemployment trends 

1.1. Employment 

During the period 1970-97, employment (self-employed 
and wage and salary earners) in Austria expanded at an 
average rate of around Vi of a percent per year. As 
shown by Graph A 1.1, several phases can be distin
guished, in line with the development of economic 
activity. Robust and steady employment growth of 
around 0.7 % per year during the 1970s was followed 
by a decline during the slow-growth period in the first 
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half of the 1980s. Employment stabilised from the mid

1980s onwards and increased sharply during the high

growth period between 1988 and 1992. From 1992 

onwards, the slowdown of output growth caused 

employment to decline, although the contraction 

remained more limited than during the first half of the 

1980s. The growth rate of overall employment during 

the period was somewhat higher than the Community 

average, but lower than in those countries that experi

enced the highest employment expansion, such as the 

Netherlands or Denmark. 

The rather favourable development of overall employ

ment also manifests itself in the evolution of the 

employment rate, i.e. the ratio between total employ

ment and the population aged 15 to 64 (Table Al. l) . 

Thus, in 1996 the employment rate in Austria was 

almost 10 p.p. higher than the Community average; 

some 20 years earlier, this rate had exceeded the 

Community average by only 2.5 p.p., indicating that 

employment generation in relation to population growth 

had been significantly faster in Austria than in the 

Community as a whole. 

Labour supply catered for the employment growth 

through two channels, namely an increase in labour 

market participation and a rise in the population of 

working age. As to the labour market participation rate, 

albeit still some way from the high levels observed in 

the Nordic countries, its growth outpaced that of most 

other Community countries; in 1996, it was some 5 p.p. 

higher than the Community average compared to a dif

ference of only around 1 p.p. in 1975. The overall 

increase in the participation rates masks, however, a 

strongly differentiated genderspecific pattern. In par

ticular, participation rates of men decreased, reflecting a 

trend towards higher education at the lower end of the 

age spectrum and a tendency of rapidly increasing early 

retirement at the upper end. While these forces also 

impacted on female labour force participation, the over

all trend was dominated by a continuously increasing 

working propensity of women in the middle age groups. 

A major factor behind the rise in the labour force has 

been a strong influx of foreign labour, especially over 

the past ten years. Owing to the high working propen

sity of immigrants (with residence permits often tied to 

work permits), the growth in foreign labour increased 

Graph Al.l: Employment growth 
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Table Al.l 

Employment and participation rates in Austria and in the EU(*) 

fin %) 

Employment 
1975 
1985 
1990 
1995 
1996 
Participation 
1975 
1985 
1990 
1995 
1996 

C) Parlieipation rate: 
Employment rale 

Total I 
Total ι 

Total 

66.7 
67.3 
69.5 
70.8 
69.8 

67.8 
69.7 
72.0 
73.6 
72.9 

abour force over 
.'mployment ovet 

total 
total 

Austria 
Men 

85.1 
83.1 
82.9 
80.4 
78.9 

86.2 
86.1 
85.4 
82.9 
81.8 

population aged 15 
popul 

to 64. 
ation aged 15 to 64. 

Women 

49.5 
52.1 
56.7 
61.3 
60.7 

50.6 
53.9 
58.7 
64.4 
64.0 

Total 

64.2 
59.8 
62.6 
60.3 
60.3 

66.7 
66.4 
67.8 
67.6 
67.7 

EU-15 
Men 

n.a. 
75.0 
76.0 
70.8 
70.4 

n.a. 
82.2 
81.0 
78.2 
78.0 

Women 

44.0 
45.0 
49.4 
49.9 
50.2 

46.0 
51.0 
54.8 
57.1 
57.4 

Source: Eurostat. 

the labour force from both sides, an expansion in the 
population of working age and an upward shift in the 
participation rate. Thus, the number of foreign workers 
almost doubled from 150 000 in 1988 to 290 000 in 
1994, corresponding to an average increase of more 
than 10 % per year (Table A 1.2). By that time, the share 
of foreign workers in the total number of employees 

almost reached 10 %. The largest share of the new 
immigrants came from traditional immigrant countries 
such as Turkey and Yugoslavia (in the latter case also 
caused by the political turbulence in the successor 
countries of the former Yugoslavia). By contrast, the 
opening-up of the CEECs contributed only to a limited 
extent to the inflow of foreign labour. 

Table Al.2 

Employed migrant workers in Austria 

Year Total in % (') Males Females 

1980 
1985 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 

174712 
140 206 
150915 
167 381 
217611 
266 461 
273 884 
277 511 
291 018 
300 303 
300 400 
298 775 

6.1 
4.9 
5.2 
5.7 
7.3 
8.8 
9.0 
9.0 
9.5 
9.8 
9.8 
9.8 

n.a. 
84 669 
93 041 
103 189 
141 218 
176 213 
182 196 
184 120 
185 695 
189 676 
189 700 
n.a. 

n.a. 
55 537 
57 874 
64191 
76 393 
90 249 
91 687 
93 390 
105 323 
110 627 
110 700 
n.a. 

(') In r/( of total wage and salary earners. 

Source: Austrian Labour Market Service. 
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The growth of the labour force came to an abrupt halt in 
1994. Although tighter immigration laws curbed the 
increase in employment of foreigners, they were not the 
principal cause of the reversal in the labour force trend. 
The main contribution came from a decline in the par
ticipation rate. This is in line with previous observations 
of a strong reaction of the labour force on cyclical 
developments. Indeed, the cyclical sensitivity of the 
labour force in Austria is among the highest in the 
OECD area (Elmeskov and Pichelmann, 1993). 

A number of diverging trends were behind the Austrian 
employment growth over the period under review. In 
particular, the private sector did not contribute to the 
generation of jobs, with a reduction between 1981-88 
being offset by an expansion between 1989-94 (Graph 
Al.2). A continuous decline in the number of self-
employed was the main cause for the weak performance 
of the private sector. As a result, the share of the self-
employed in total employment fell from about 15 % in 
1981 to less than 11 % in 1996 (Graph A1.3). This, in 
turn, was caused by the rapid erosion of self-employ
ment in the agricultural sector, with the number of the 
self-employed outside the agricultural sector recording 
a moderate expansion after 1985 (Table A 1.3). Despite 

the slight increase in non-agricultural self-employment 
its share in total employment remains low in compari
son with other Community countries (Table A 1.4). 

The number of wage and salary earners increased 
throughout the period 1981-94, but stagnated during 
1994-96. In line with the observed rise in labour market 
participation of women, the number of female employ
ees grew substantially faster than that of men. More 
than half of the increase in the number of female 
employees was due to the creation of part-time jobs. As 
a consequence, part-time employees now account for 
more than one quarter of all female wage and salary 
earners, as compared to a ratio of less than 20 % in the 
beginning of the 1980s. 

The number of employees in the government sector 
expanded slightly faster than that in the private sector, 
resulting in an increase in the share of government sec
tor employees in the total number of wage and salary 
earners (Table A 1.5). This contrasts with developments 
in other European countries where employment in the 
government sector has seen a reduction in its relative 
weight for most of the past 10 to 15 years (Graph A1.4). 

Graph Al.2: Private sector employment 

1981 = 100 

Source: Commission services. 
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Graph Al.3: Self-employment as % of total employment 

22 

1971 

Source: Commission services. 

However, as a result of budgetary consolidation mea
sures the relative (and absolute) expansion of govern
ment employment came to an abrupt halt in 1995. 

Similar to what is observed in other industrialised coun
tries, employment in the agricultural and in the indus
trial sector has been shrinking, while the service sector 
has strongly increased its share in the total number of 
employees. The share of employees in the construction 
sector has remained roughly stable. Compared with 

other Community countries, employment in the indus
trial sector is relatively important, with the share of 
those employed in manufacturing and in construction 
being higher than in most other Community countries. 
Conversely, the share of wage and salary earners in the 
service sector is below average. Within this sector the 
more traditional service industries such as trade, hotels 
and restaurants account, however, for a higher share in 
employment than in the Community as a whole (Table 
A 1.6). This is primarily related to the important tourism 

Table Al.3 

Self-employed (incl. family workers) by sectors (1 000s) 

Sector 

Agriculture 
Industry and services 
Total 

Source: Eurostat. 

1980 

256.0 
227.6 
483.6 

1985 

230.8 
211.3 
442.1 

1990 

191.3 
224.6 
415.9 

1995 

139.7 
231.6 
371.3 

Table Al.4 

Self-employment by sectors in 1995 

(in % of total employment) 

Sector I)K NL EU-15 

Agriculture 1.7 1.8 1.0 2.0 4.2 2.7 
Industry/services 13.7 6.5 8.4 9.5 6.9 12.3 
Total 15.4 8.4 9.4 11.5 10.9 15.0 

Source: Eurostat. 
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Table Al.5 

Wage and salary earners 

Total in % 
Government sector 
Private sector 
Agriculture 
Industry 
Construction 
Services 

1971 

2 436 
16.2 
83.9 
2.5 

36.5 
10.1 
50.7 

1975 

2 630 
17.3 
82.8 

1.9 
34.4 
9.8 

53.9 

1980 

2 792 
18.9 
81.1 

1.5 
32.2 
9.4 

56.9 

1985 

2 755 
19.6 
80.4 

1.3 
29.9 
8.6 

60.2 

1990 

2 905 
20.0 
80.0 

1.1 
27.6 
8.5 

62.8 

1995 

3 010 
20.9 
79.1 

1.0 
23.9 
9.7 

65.4 

Source: Commission services. 

sector in Austria but also to the fact that employment in 
more dynamic service industries such as business ser
vices is still very low. 

The qualification level of the Austrian workforce is 
generally good. Austria has a large variety of secondary 
schools and the quality of secondary education is gener

ally considered to be high. International achievement 
tests in mathematics and science rank Austrian students 
between 13 and 14 years in the top third of a sample of 
students from 28 OECD countries (OECD. 1996). Over 
the past decades, a clear upgrading in educational 
attainment can be observed. While in the group of those 
currently aged 45-54 years 65 % of the population has 

Graph Al.4: Government employees 

38 

1996 

Source: Commission services. 
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Table Al.6 

Wage and salary earners by sector in 1996 

(in 7c) 

Agriculture/fishing 
Mining/quarrying 
Manufacturing 
Electricity, gas, water 
Construction 
Total industry 
Trade 
Hotels, restaurants 
Transport, communication 
Financial services 
Other business services 
Public administration 
Other services 
Total services 
Total 

Β 

0.5 
0.3 

22.7 
0.9 
6.3 

30.2 
11.2 
2.1 
8.6 
4.5 
5.6 

11.5 
25.8 
69.3 

100.0 

DK 

2.1 
0.2 

19.8 
0.8 
6.3 

27.1 
12.8 
2.6 
7.1 
3.5 
6.3 
6.9 

31.4 
70.6 

100.0 

I) 

1.7 
0.6 

25.4 
1.0 
9.7 

36.9 
13.7 
2.6 
5.7 
3.7 
5.6 
9.8 

20.2 
61.4 

100.0 

NL 

1.6 
0.1 

16.6 
0.7 
5.8 

23.3 
15.6 
2.8 
6.4 
3.6 
8.9 
8.3 

24.4 
70.1 

100.0 

A 

1.2 
0.3 

23.5 
1.1 
8.5 

33.4 
16.3 
4.7 
7.4 
3.9 
6.2 
7.6 

19.4 
65.5 

100.0 

EU-15 

1.9 
0.5 

22.8 
1.0 
7.2 

31.5 
13.4 
3.4 
6.3 
3.9 
6.7 
9.2 

23.5 
66.4 

100.0 

Source Commission sen, ices. 

Graph A 1.5: Percentage of the population that has completed an upper secondary education 

30 40 50 

as percentage of GDP 

Source: OECD 0996). 
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completed at least an upper secondary education, this 
proportion increases to almost 80 % for the age group 
25-34 years (Graph A 1.5). This is one of the highest 
values in Europe, even though in some countries such 
as Finland and France progress between generations has 
been faster than in Austria. 

Surprisingly, the proportion of the population holding a 
university degree is one of the lowest in Europe and this 
position has hardly changed over a generation (Graph 
A 1.6). This apparent discrepancy has to be explained by 
the specific structure of the educational system in 
Austria. On the one hand, the attainment of a secondary 
education is favoured by a generally well-functioning 
system of apprenticeship. On the other hand, high 
enrolment rates in a highly diversified system of voca
tional schools at the upper secondary level, a branch of 
schools enjoying an especially good reputation among 
employers, seems to discourage further education at 
university level. The creation of technical high-schools 
('Fachhochschulen'), which has been seen over the last 
years, is expected gradually to change this pattern but, 
even so, it will take time until the gap between Austria 
and other more advanced Community countries at the 
level of tertiary education will have closed. 

1.2. Unemployment 

Low overall unemployment 

Over the last two decades, unemployment in Austria 
has remained significantly below the levels experienced 
in most other Community countries. In 1997, the unem
ployment rate in the national definition, which is based 
upon the registered unemployed, stood at 7 %. Using 
the harmonised definition of the European Statistical 
Office, which is based on the labour force concept and 
uses data from the labour force survey, measured unem
ployment was even substantially lower, at around 4V2 % 
of the labour force ('). There may be some doubts about 
the statistical reliability of the labour force survey data 
and it has been argued that the calculated value might 
understate the 'true' level of unemployment. On the 
other hand, the national definition suffers from an 
upward bias because it includes unemployed seasonal 
workers who often benefit from a re-employment agree
ment with their employer and do not. thus, actively seek 
work (i.e. should be excluded from the unemployed). 
Moreover, the 'national' rate excludes the self-

(') For a detailed description of the conceptual differences between the two 
measures see Biffi. 1997. 

Graph Al.6: Percentage of the population that has completed a tertiary education 

Source: OECD (1996). 

Age 45-54 
Age 25-34 
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employed from the labour force, contrary to what is 
required for the calculation of the internationally har
monised rate (2). 

While the issue of international comparability is impor
tant, in the present context the problem is of lesser rele
vance as both rates show similar tendencies over time. 
Thus, both measures reveal that unemployment in 
Austria has remained significantly below the level 
experienced in most other Community countries. Also, 
despite this comparatively good performance, both indi
cators clearly show that unemployment in 1997 is 
significantly higher than it used to be in the 1960s 
and 1970s. Additionally, over the more recent period 
Austria has experienced a further upward drift 
in unemployment and, once again, this is recorded by 
both measures. 

A striking feature of Austrian unemployment is that, in 
contrast to many other European countries, it has 
remained rather stable during the 1970s. While the dete-

(:) A rough estimate suggests that these two factors together would reduce 
measured unemployment by \xh to 2 percentage points. The harmonised rate 
could thus underestimate unemployment by V2 to 1 percentage point. 

rioration of the terms of trade caused by the first oil-
price shock led to rapidly rising unemployment and 
wage-price spirals in countries like Denmark and the 
Netherlands, in Austria the unemployment rate 
remained at around 2 % throughout the latter half of the 
1970s (Graph A 1.7). Three major factors explain this 
performance. First, the impact of the growth slowdown 
on unemployment was dampened by a decline in the 
growth rate of the labour force, in particular through a 
strong reduction in foreign labour. Second, government 
spending expanded at a brisk rate leading to a rapid ero
sion of the government budget balance. In just two 
years between 1974-76, the general government budget 
deficit worsened by 5 percentage points, while gross 
government debt jumped by no less than 10 percentage 
points; this was the largest deterioration among all pre
sent member countries of the EU. Third, State-owned 
enterprises, which at that time accounted for almost half 
of the total employment in the manufacturing sector, 
were deliberately hoarding labour at the cost of a plung
ing profitability. 

These three factors could, however, only bring tempo
rary relief as the growth slowdown was dragging on: 
the reduction of foreign labour had its natural limits, 

Graph Al. 7: Unemployment rate 

% of labour force 

ι — ι — ι — ι — ι — ι — ι — ι — ι — ι — Γ 
1985 1990 1995 

Source: Commission services. 
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Table Al. 7 

The structure of unemployment in Austria 

Total Youth Men Women Long-term 

1991 
1992 
1993 
1994 
1995 
1996 

5.0 
5.4 
6.8 
6.5 
6.6 
7.0 

6.1 
6.3 
6.3 
5.7 
5.5 
6.0 

5.3 
5.7 
6.7 
6.4 
6.4 
6.9 

6.5 
6.2 
6.9 
6.7 
6.8 
7.3 

13.1 
13.1 
15.2 
17.0 
17.0 
18.5 

Source: Commission services. 

gross government debt increased at disquieting rates 
and the erosion of the profitability of State-owned 
enterprises triggered a major crisis in the nationalised 
industry. Partly as a consequence, the second oil-price 
shock with its ensuing recession had much less benign 
effects on the labour market and the unemployment rate 
climbed higher throughout the first half of the 1980s. 
Similar to what had been observed in other European 
countries persistence effects of unemployment became 
manifest. 

While the average unemployment rate in the 
Community fell during the growth pick-up in the sec
ond half of the 1980s, Austria's unemployment rate did 
not decline and registered unemployment continued to 
edge upwards. Although unemployment was still at a 
comparatively low overall level, classical symptoms of 
structural unemployment started to emerge. In particu
lar, long-term unemployment rose rapidly (Graph A 1.8 
and Table Al.7) and the average duration of an unem
ployment spell increased from around two months in 

Graph A 1.8: Long-term unemployment 

Long-term unemployment 
(%) 
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Unemployment rate (%) 

Source: Commission services. 
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the beginning of the 1980s to more than five months in 
the 1990s (Kubin and Rosner, 1997). Also, the relation
ship between the rate of vacancies and the unemploy
ment rate, the Beveridge curve, shifted to the right in 
the second half of the 1980s (Graph A 1.9), signalling a 
worsening of the matching process between labour 
demand and supply. Although youth unemployment 
remained low, these developments were evidence of 
increasing tensions in the reintegration process of the 
unemployed. 

Unemployment and growth 

One frequent explanation for the apparent deterioration 
in the labour market cropping up in the discussion is 
that a decoupling of the evolution of the unemployment 
rate and output growth had taken place ('jobless 
growth'). Such an explanation is advocated by those 
who tend to link the deterioration in the labour market 
performance with Austria's increasing integration into 
the world economy and with the growing competitive 
pressures as a result of the globalisation of production 
and distribution systems. However, as shown by Graph 
ALIO, which traces the relationship between output 
growth and the change in the unemployment rate 
('Okun's law'), a strong correlation between these two 

magnitudes prevails throughout the whole period 1961-
96. Moreover, no apparent statistical break after 1980 
can be discerned, lending support to the view that the 
annual growth rate of output that stabilises the unem
ployment rate has not changed over the period. 

The line drawn in Graph ALIO reveals some interesting 
features. In particular, a surprisingly high rate of output 
growth of more than 4 % has been necessary in Austria 
to stabilise unemployment. Recalling that the employ
ment threshold of output growth has been around 2-
2.5 % (see Chapter 1 of this report) this is another piece 
of evidence for the strong increase in the Austrian 
labour force during the period under review. Against 
this background, it is not surprising that the jobless rate 
has been rising after 1980 as output growth fell from an 
annual average rate of 3.6 % in the 1970s to 2.3 % dur
ing the 1980s, and further to some 2 % in the 1990s. 
However, as indicated by the gently sloping Okun 
line (3), the reaction of unemployment to variations in 
output growth has been moderate — reflecting the elas
tic supply of labour in Austria — such that average 

(3) In the case of Germany, for instance, drawing a similar line results in a slope 
twice as steep as for Austria. 

Graph Al.9: Beveridge curve 
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Source: Commission services. 
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Graph ALIO: Okun's law 
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growth rates significantly below the required 4 % have 

not led to dramatic increases in the unemployment rate. 

The upshot of this is that growth has not become less 

employment intensive over the last decades; the under

lying issue is rather that the employment intensity of 

growth has not risen fast enough to compensate for the 

longterm decline in output growth. Moreover, the 

increase in the growth of the labour force after 1985 is 

an additional factor which has counteracted the job cre

ating effect of the decline in productivity. However, 

blaming labour supply for the rise in unemployment is 

only sidestepping the more fundamental question of 

why market forces have not been able to balance 

demand and supply. A longterm decline in output 

growth and an increase in the growth of labour supply 

have also been observed in other countries, but not in 

all of them has this led to a longerterm rise in unem

ployment. 

In theory, a competitive market should ensure that sup

ply and demand is at all times in equilibrium. If there 

are problems of friction — the adaptation to shocks 

takes time — there can be temporary deviations from 

equilibrium but, at least in the longer term, there should 

be a tendency towards equilibrium. Persistent devia

tions from the equilibrium position thus point to factors 

that impede the functioning of the market mechanism. 

In the context of the labour market, a number of factors 

have come under scrutiny as possible causes for the 

deterioration in the labour market performance of 

Austria. They can be grouped roughly under two head

ings. The first is related to the issue of wages and the 

wage formation system as well as all factors that drive a 

wedge between real labour costs and net consumption 

wages such as social security contributions and direct 

and indirect taxes. The second deals with factors that 

influence the cost of labour indirectly through labour 

market regulations (in particular employment protection 

and working hours) and specific features of the unem

ployment insurance system. The following sections will 

address these issues in more detail. 

2. Wages, labour cost and unemployment 

2.1. The institutional framework 

Austria is one of the countries in the Community where 

the corporatist model of interest mediation its taken to 

the extreme. The socalled system of 'social partner

It )8 
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ship' institutionalises social compromise between 
employers and employees, which is commonly associ
ated with the striking absence of industrial dispute. The 
social partners do not only have principal responsibility 
in the formation of wages but to a considerable degree 
also influence policy making and legislation in all 
socioeconomic areas. They comprise the legal represen
tatives of employees and employers, i.e. the chambers 
for workers and salaried employees and the chambers 
of trade and industry, and voluntary interest associ
ations, the most important of which are the Austrian 
Trade Union Federation ('Österreichischer 
Gewerkschaftsbund' — ÖGB) and the Association of 
Austrian Industrialists. Membership of chambers, which 
are established under law, is compulsory. Labour union 
membership is voluntary and unionisation has been 
slightly falling over the last two decades. Nevertheless, 
almost half of all employees are members, a compara
tively high value by international standards. 

Wages are normally negotiated at industry level 
between the trade unions on behalf of employees and 
the chambers of trade and industry on the side of 
employers. There are nine unions for blue-collar work
ers divided by industrial branches, one union each for 
white collar workers, employees in the postal and 
telecommunication sector and employees in the railway 
sector and two unions for the public sector. All unions 
are members of the ÖGB, the umbrella association of 
trade unions. While wages are negotiated at industry 
level without participation of the ÖGB, the latter never
theless has a very important steering role and constitu
tional authority in these negotiations. It controls the 
funds of the single unions and determines the timing of 
the wage negotiations. Traditionally, the metal indus
tries have taken the lead in the annual wage bargaining 
rounds, the outcome of these negotiations serving as a 
yardstick for other industries. 

The government does not directly interfere with the 
wage setting process. In particular, no statutory mini
mum wage exists. However, the collectively agreed 
wages are legally binding for all employers and cover 
union members and non-members alike. With the cov
erage ratio of collective agreements being close to 
100 % (see OECD, 1997), in practice the outcomes of 
the wage negotiations fulfil the role of sector-specific 
minimum wages. 

The scope of the wage negotiations also extends to 
actual wages in each industry. The percentage increase 

of actual wages is usually below the increase of the 
minimum wages. Actual wages are, however, also 
determined by negotiations at firm level. Employees at 
firm level are represented by work councils. As the lat
ter are firmly rooted in the trade unions, a certain coor
dination of wage policy is also ensured at firm level. 
The wage drift, i.e. the difference between actual and 
minimum wages, reached a 30 % high at the beginning 
of the 1970s, but has since been trending downwards to 
around 20 %. 

Under normal circumstances, firm-specific negotiations 
can only improve the outcome of the collective agree
ment at industry level. However, in some exceptional 
cases, collective agreements included an Opening 
clause' ('Offnungsklausel') allowing a reduction of 
wages at firm level below the collectively agreed wages 
in exchange for job guarantees from the side of the 
employers. This possibility has, however, rarely been 
used in the past. Except for these special cases, wage 
agreements have never resulted in a reduction of nomi
nal wages. Take-home pay for wage earners and 
salaried employees might, however, decrease through 
the reduction of overtime hours or a cut in firm-specific 
bonus payments. 

2.2. Wage formation and labour market outcomes 

The rapidity and flexibility with which real wages react 
to internal and external shocks on the economy is an 
essential determinant of the macroeconomic perfor
mance of a country. This is all the more relevant for a 
small and open economy like Austria which has tied its 
exchange rate to its main trading partner. The deteriora
tion of the labour market situation over the past decade 
has, therefore, brought the issue of the wage formation 
process in Austria to centre stage. Theoretical and 
empirical research suggests that the institutional struc
ture of the wage formation process impacts in an impor
tant way on the wage bargain and, hence, on labour 
market outcomes (e.g. Layard et al., 1991; Calmfors, 
1993). 

In addition to the question of the macro flexibility of 
wages, for the labour market to adjust smoothly to 
demand and supply shocks in the economy speedy 
adjustment of wages is also required at the micro level. 
The efficient allocation of labour and a dynamic 
restructuring of economic sectors require that wages 
react swiftly to changes in the relative demand for, and 
supply of, different sectors or groups of workers. 
Standard international trade theory, for example, sug-
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gests that downward flexibility of wages may be impor
tant if the abolition of trade barriers lowers the 'terms 
of trade' of workers in a specific sector (see, e.g., 
Krugman and Obstfeld, 1991). Similarly, if, as recent 
research seems to indicate, technological progress is 
skill-biased in the sense that it increases the marginal 
product of the high-skilled but reduces that of the low-
skilled (see, e.g., International Monetary Fund, 1997), 
downward flexibility of wages might be the only rem
edy to preserve the 'employability' of low-skilled and 
less-experienced persons. Developments which increase 
the dispersion of inter-industry or individual productivi
ties should, therefore, be reflected by a widening of the 
wage and earnings distribution. 

The high degree of de facto centralisation and coordina
tion, coupled with an almost universal coverage of col
lective agreements, is an important feature of the bar
gaining process in Austria (4). This configuration acts as 
a strong incentive for labour unions to espouse macro-
economic policy objectives, such as high growth and 
employment, when formulating their wage demands. 
Under such conditions real wages are expected to react 
rapidly to cyclical changes in economic activity. In 
other words, the wage share in national income is likely 
to develop in a pro-cyclical manner. 

Furthermore, the two-tier structure of the bargaining 
process in Austria provides leeway for a differentiation 
of wages in accordance with sectoral and firm-specific 
productivity differentials and demand conditions. At the 
upper tier, wages are negotiated at sectoral level and, 
while a high degree of coordination prevents excessive 
deviations of outcomes, collectively agreed wages are 
usually differentiated according to regional and indus
trial scarcities. In addition, at the lower tier, there is the 
possibility of negotiating higher wages in firms which, 
due to higher productivity growth or better demand 
conditions, are more profitable than others. One prob
lem with this mechanism is that it introduces an asym
metry in the bargaining process because wages at the 
firm level can be adjusted upwards but not downwards. 
Thus collective agreements would have to be suffi
ciently low to provide enough headroom for wages to 
adapt to firm-specific productivity levels and demand 
conditions without jeopardising employment in less 
profitable sectors and firms. 

Wage trends in Austria confirm the proposition of a 
high short-run responsiveness of aggregate real wages. 
Elmeskov and Pichelmann (1993), for example, esti
mate the responsiveness of trend-adjusted real wages to 
a 1 % change in the trend-adjusted unemployment rate 
at 2.6 %. This is the second highest value among all 
Community countries. Mirroring this result is the find
ing that the responsiveness of employment to changes 
in the output gap is weak, while the variability of the 
unemployment rate is the lowest among Community 
countries (Table A 1.8). 

This picture of short-term real wage flexibility is com
plemented by international comparisons of sectoral 
wage disparities showing that the variability of wages 
across sectors in Austria is higher than in most other 
Community countries. In a group of nine Community 
countries, for example, wage variation in the manufac
turing sector is higher for Austria than for all other 
countries except the United Kingdom (Table A 1.9). 
Including the private service sector, the sectoral wage 
dispersion increases even further, corresponding more 
closely to the dispersion found in countries like 

Table Al.8 

Cyclicality of wages, employment 
and unemployment in the EU 

Belgium 
Denmark 
Germany 
Greece 
Spain 
France 
Italy 
Ireland 
Netherlands 
Austria 
Portugal 
Finland 
Sweden 
United Kingdom 

WagesC) 

-0.1 
0.0 

-1.6 
n.a. 

-0.7 
-0 .9 
-0.5 
-0.5 
-0.7 
-2 .6 
-0.3 
-1 .4 
-3.9 
-0 .8 

Empi ovmentC" 

0.5 
0.6 
0.5 
0.0 
0.9 
0.4 
0.5 
0.2 
0.6 
0.3 

-0.2 
0.4 
0.5 
0.7 

I Unemploymentf") 

1.0 
1.0 
0.7 
0.9 
1.3 
0.5 
1.3 
0.6 
1.0 
0.4 
1.1 
1.2 
0.4 
1.3 

(4) In an ranking among 19 OECD countries Austria lakes lhe tirsi place 
regarding the centralisation and coordination of lhe collective bargaining 
process (see OECD. 1997a). 

(*) Responsiveness o\' trend-adjusted real wages to a 1 r<' change in trend-
adjusted unemployment rate. 

(") Responsiveness of trend-adjusted employment lo a 1 r< change in the 
output gap. 

(*") Standard deviation of the unemployment rale. 

Source: Elmeskov and Pichelmann (1993). 
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Table Al.9 

Sectoral wage dispersion in selected Community countries(") 

1)K 

Manufacturing 13 
Man.+prlvate services 14 

(') Coefficient of variation of hourly 

1) 

14 
21 

average wages bet 

F 

17 
n.a. 

ween industries. 

1 

12 
n.a. 

NL 

13 
17 

A 

19 
27 

FIN 

17 
n.a. 

S 

10 
10 

UK 

18 
21 

Source: Guger (1993). 

the USA or Canada (5) rather than that in the EU. 
Additionally, sector-specific wage differentials have 
widened significantly over the past two decades (Guger, 
1993). 

High disparities are also revealed at the level of individ
ual earnings. The ratio of the upper limit of the ninth 
decil and the upper limit of the first decil of the distrib
ution of individual earnings is the second highest in a 
group of ten Community countries (Table ALIO). The 
ratio between the median earnings and the upper earn
ings limit of the first decil is even the highest in the 
group, indicating that inequality is particularly high at 
the lower end of the earnings distribution. 

In spite of the high degree of centralisation and coordi
nation, the specific institutional structure of wage bar-

O The values for Canada and the USA corresponding to the second line of 
Table A.1.9 are 28 and 30. 

gaining in Austria seems to provide considerable lee
way for wage differentiation between sectors and com
panies. The leading role of the metal sector in the wage 
negotiations seems to be of crucial importance in this 
process. Against a background of a strong exposure to 
international competition and the need for substantial 
restructuring, wage agreements in this sector have 
tended to be moderate over the past 10 to 15 years. 
Agreements in other sectors and at firm-specific level 
have been aligned to this benchmark with deviations 
normally designed to safeguard employment. This pol
icy has left ample room for upward adjustment in prof
itable sectors and companies without jeopardising 
employment in less profitable firms. The distributional 
consequence of such a policy is that wage spreads are 
much higher in Austria than in other countries with cen
trally organised bargaining such as the Nordic coun
tries. Contrary to these countries, labour unions in 
Austria do not pursue a solidaric wage policy and ques
tions of personal income distribution are relegated to 
the state (Marterbauer, 1995). 

Table ALIO 

Earnings dispersion in selected Community countriesf) 

D9/D5 
D5/D1 
D9/D1 

C) Dl. 
D5, : 

Source: 

I)K 

1.57 
1.38 
2.17 

D5 and D9 refer to 
ind 90 7< less than 

OECDt 199fta). 

the 
D9. 

I) 

1.61 
1.44 
2.32 

I 

1.70 
1.40 
2.38 

upper limit of the first. 

I 

1.60 
1.75 
2.80 

fifth and ninth deci 

NL 

1.66 
1.56 
2.59 

s of the can l ings 

A 

1.82 
2.01 
3.66 

distribution. 

I' 

2.47 
1.64 
4.05 

i.e. 1 0 * of all 

FIN 

1.70 
1.40 
2.38 

employees earn 

S 

1.59 
1.34 
2.13 

less than Dl, 

IK 

1.87 
1.81 
3.38 

50 7c less than 
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The comparatively high wage differentials in Austria 
should, however, not a priori be equated with a high 
micro-flexibility of wages. In particular, it has been 
shown that after accounting for intervening factors such 
as schooling, experience and gender the earnings dis
persion between sectors becomes much more similar to 
other European countries (Barth and Zweimüller, 1992; 
Hofer, 1996). This means that some part of the 
observed inter-sectoral wage dispersion has to be 
explained either by earnings differentials between edu
cational, age or gender groups that are higher in Austria 
than elsewhere and/or by a distribution of these inter
vening factors among sectors which differs from that in 
other countries. 

International comparisons of earnings returns on 
schooling do not seem to place Austria out of line with 
other developed countries, which is compatible with the 
fact that Austria does not suffer from a shortage of 
well-educated workers. As to the possible influence of 
work experience on sector-specific earnings differences 
this could be partially connected with the fact that for 
some groups of employees collective agreements in 
Austria differentiate wages according to job tenure. 
However, while increasing the observed wage disper
sion, seniority-based wage rules tend to reduce the 
micro-flexibility of wages rather than increase it. In par
ticular, tenure-based remuneration systems may under
pin or create insider-outsider effects in the labour mar
ket (see Fröhlich et al., 1997). Finally, wage differen
tials between equally educated men and women appear 
comparatively high in Austria, but again this can hardly 
be interpreted as evidence for wages to be aligned to 
individual productivities. 

Even after accounting for education, gender and experi
ence differences, sector-specific wage differentials do 
not disappear in Austria. On the contrary, these wage 
differentials show a remarkable stability over time (6). 
This contrasts with a competitive labour market model 
where wage differentials should eventually vanish. In a 
model of expanding and contracting industries the 
assumption is that the latter would reduce production to 
a point where the marginal revenue product of labour 
and, hence, wages equal that in expanding industries. 
While adjustment lags might account for temporary 
deviations, in the long term sectoral wage disparities 
over and above those based on individual abilities 
should disappear (see Saint-Paul, 1997). Persistently 

and substantially lower wages in shrinking industries, 
as seems to be the case in Austria (7), could mean that 
the restructuring process in these industries is slowed 
down to a point where the efficient reallocation of 
resources and, hence, the growth potential of the econ
omy is constrained (see, e.g. Guger, 1990). This in con
junction with generous implicit or explicit tax exemp
tions for capital formation might be an explanatory fac
tor for a consistently low capital productivity in Austria. 

The persistence of high wage differentials could also be 
a sign for the existence of monopolistic or oligopolistic 
product markets. Rent sharing models suggest that rents 
accruing in industries with monopolistic or oligopolistic 
market power are partially used to pay higher wages. 
Such wage mark-ups may arise from union power in 
these industries or may be motivated by efficiency 
wage considerations. The empirical evidence in Austria 
seems to indicate that rent sharing is an important deter
minant of the sectoral wage structure. Hofer (1996). for 
example, shows that sector-specific wages are posi
tively correlated with company profits per employee 
and the industry concentration ratio (CR4), while the 
degree of exposure of an industry to international trade 
has a negative influence on wages. 

Rent-sharing in combination with tenure-based wage 
rules might have negative consequences for mobility 
and employment. Firm-specific mark-ups on wages, 
especially if they are tenure-based, often hem in the 
mobility of workers. In addition, they tend to lower 
business profitability and, as a consequence, may 
reduce the overall capacity of the economy to create 
new jobs in prosperous sectors. New entrants to the 
labour market, in particular if they are low-skilled, 
might have difficulties in finding employment unless 
they accept a job in industries where wages are low and 
employment unstable. Also, tenure-based systems can 
only work if job guarantees are given to older workers. 
Special job protection regulations for older workers 
might serve this purpose. While such job protection 
rules lower the probability of dismissal in cyclical 
downturns they reduce, in combination with high reser
vation wages, the likelihood of older workers finding 
employment once they have become unemployed. The 
observed composition of the unemployed in Austria, 
which is dominated by low-skilled and persons aged 

C') The correlation coefficient between Ine sector-specific wage differentials in 
1981 and 1994 is 98 7, (Hofer and Pichelmann. 1996). 

O High wage industries in the manufacturing sector are typically those, which 
over the past decades have increased their share in value added in overall 
production (e.g. oil refiners', mechanical engineering, and electrical 
engineering), while the low wage sectors can be found among those which 
have been shrinking (textiles, apparel, leather). 
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above 50, are indications that such mechanisms are at 
work in Austria. 

In sum, these elements give a quite differentiated pic
ture of the Austrian labour market. On the face of it, a 
substantial degree of flexibility seems to prevail: both 
the short-term responsiveness of real wages and the dis
persion of earnings are high by international standards. 
While this could be interpreted as signs of a competitive 
labour market a closer look casts doubt on such an 
interpretation. High wage differentials between men 
and women, the importance of education and gender in 
allocating workers into high and low-paying industries 
and the prevalence of tenure-based remuneration 
schemes, on the one hand, the persistence of inter
industry wage differentials over a long time period and 
the incidence of rent-sharing mechanisms, on the other, 
suggest that insider-outsider forces play an important 
role in shaping the structure of the labour market (s). 

(*) An alternative interpretation of the observed characteristics could be that the 
Austrian labour market is split into an internal and external segment in the 
spirit of the segmented labour market hypothesis (see Biffi. 1991). Maier 
and Weiss (1990) provide empirical evidence that segmentation is an 
important feature of the Austrian labour market. Saint-Paul (1997) shows 
that segmented labour markets and insider-outsider phenomena are closely 
related. 

The existence of insider-outsider elements in the 
Austrian labour market could be an explanation for the 
simultaneous existence of high short-run flexibility of 
real wages and the continuous rise in unemployment 
over the last decade. In a stylised form, the insider-out
sider model assumes that labour unions are bargaining 
solely in the interest of employed workers (the insid
ers). As a consequence, after an initial negative shock 
an increase in unemployment will perpetuate itself 
because real wage claims are automatically adapted to 
the now smaller number of employed insiders. In the 
Outsider characteristics' variation of this model it is 
assumed that prolonged spells of unemployment lead to 
a deterioration of skills and negatively affect the moti
vation of job seekers. If employers use the past unem
ployment record of job-seekers as a screening device, a 
prolonged period of unemployment may lead to a self-
perpetuating mechanism. In the bargaining process, the 
long-term unemployed will be conceived more and 
more as 'unemployable', and thus do not exert down
ward pressure on wages. 

Both variants lead to the phenomenon of 'shock persis
tency' or 'hysteresis' of the unemployment rate: the 
outsiders (either all unemployed or the long-term unem-

Graph ALU: Hysteresis in unemployment and the NAIRU 
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ployed) exert little or no pressure on wages and the 

NAIRU moves in parallel with the actual unemploy

ment rate. Equally, temporary shocks in the rate lead to 

a permanent change in the rate. Hysteresis could not 

arise in a competitive labour market as falling wages 

would ensure that deviations from labour market equi

librium would eventually be corrected. Hysteresis in the 

unemployment rate is, therefore, a strong indication that 

the equilibrating mechanism of the wage rate is defi

cient. 

Econometric evidence shows that hysteresis is indeed 

an important feature of the unemployment rate in 

Austria (e.g. Neudorfer et al., 1990). Moreover, 

Pichelmann and Schuh (1997) (9) find that while unem

ployment has a dampening effect on wage increases 

this effect has been reduced by the increase in the share 

of the longterm unemployed in overall unemployment. 

As an important implication of these estimates it is 

shown that the NAIRU in Austria has been trending 

upwards ever since the second half of the 1970s (Graph 

ALU). 

An interesting feature of the model estimated by 

Pichelmann and Schuh (1997) is that the inclusion of 

the wage share in national income as an error correction 

term in the equation for real wage growth leads to a 

negative and significant coefficient. This implies that a 

previous fall in the wage share below its longterm 

value leads to an increase in real wage growth in the 

current period and vice versa. This could be taken as an 

indication that, despite shortterm real wage flexibility, 

over the longer term unions try to stabilise the wage 

share in national income (l0). 

In the long term the adjusted wage share (wage share 

corrected for the change in the number of self

employed) in national income has indeed remained 

rather stable. The share edged up during the 1970s, and 

trended downwards for most of the period afterwards. 

Likewise, in the longer term real wages have evolved in 

line with productivity, with the rise in real wages 

slightly above that of productivity in the 1970s fol

lowed by real wage increases below productivity during 

the period after 1985 (see Graph A 1.12). 

(") The empirical part of the study by Pichelmann and Schuh replicates the 
study by Pichelmann (1990) with more recent data. By and large, the results 
confirm those of the earlier study. 

("') The latter is the content of the socalled 'Benya formula', named after the 
former president of the ÖGB. Anton Benya. that wage increases should be 
equal to inflation plus productivity increases. 

Graph Al. 12: Real wages, productivity and the wage share 
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A significant effect of the wage share in the growth rate 
of wages also results from a study by Stiassny (1997). 
In this study, unemployment is found to exert strong 
pressure on wages but, contrary to the results of 
Pichelmann (1990), it is the change in the unemploy
ment rate rather than the level of the rate which is rele
vant. Neither the unemployment rate itself nor the share 
of the long-term unemployed in total unemployment 
seem to exert pressure on wages. The principal reason 
for this outcome is that labour unions seem to adapt 
their target rate of unemployment to the actual one in 
the face of an underlying deterioration of the situation 
in the labour market caused by adverse shocks on the 
economy. While labour unions clearly pursue the goal 
of employment stabilisation by moderating wage 
demands in a cyclical downturn, eventually the damp
ening effect of this policy on unemployment dissipates 
because labour unions gradually adjust their target 
unemployment rate to the higher actual rate, an effect 
which is only reinforced by the union's long-term goal 
of a stable wage share. As a result, the real wage loses 
some of its capacity to balance labour demand and sup
ply and hysteresis becomes a pervasive feature of the 
unemployment rate. 

The studies by Pichelmann and Schuh (1997) and 
Stiassny (1997) are also relevant from another point of 
view. Both studies indicate that it is not only direct 
wages which matter but that non-wage labour cost 
might have played an important role in the rise of the 
Austrian unemployment rate. For illustrative purposes, 
Table ALI 1 gives some representative figures resulting 
from the estimates by Stiassny (1997) showing the per-

TableAl.ll 

Permanent effects of a temporary shock(*) 
in the growth rate of exogenous variables 
on real wages and the NAIRU(") 

PROD 

Real wage 1.0 
NAIRU 0 

LF 

- 1 . 5 
0.4 

κ 

1.5 
- 0 . 4 

(') Changes in the growth rate of exogenous variables 
(")PR()D= labour productivity; LF= labour force; E= 

Tl= taxes on employees; T2=laxes on employers. 

Tl 

0.25 
0.15 

T2 

-0.45 
0.18 

by 1 percentage point, 
labour demand; 

Source: Stiassny ( 1997); own calculations. 

manent effects of a temporary variation by 1 p.p. in the 
growth rate of a number of exogenous variables on the 
real wage and the NAIRU. As can be seen in Table 
ALU, a temporary increase in the growth rate of the 
labour force leads to a permanent reduction of real 
wages by IV2 %. This is not sufficient, however, to sta
bilise unemployment, leading to an increase in the 
NAIRU by 0.4 p.p. Similarly, an increase in the tax rate 
(including social security contributions) on employees 
by 1 p.p. is passed on to real wages by lA of a point and, 
at the same time, increases the NAIRU by 0.15 p.p. 
Conversely, an increase in employer contributions to 
social security of 1 p.p. is passed on to real wages by 
almost Vz of a point — thereby reducing the latter — 
but this is not sufficient to offset the increase in labour 
cost and the NAIRU rises by almost 0.2 p.p. 

These illustrative calculations are interesting for three 
different points. First, the real wage is seen to be the 
mediator through which shocks in exogenous variables 
are transmitted into changes in unemployment. In gen
eral, however, the changes in the real wage are not suf
ficient to keep the NAIRU stable. Second, as a rule the 
incidence of a change in labour taxes falls on both 
employers and employees. In the case of a change of 
employers' taxes, for instance, almost half of the 
change is borne by employees in the form of lower real 
wages. Third, taxes and non-wage labour costs play an 
important role in the determination of labour market 
outcomes. 

2.3. Labour cost 

In the longer term, the international competitiveness of 
a country is mainly determined by the innovative poten
tial of its enterprises and the qualification level of its 
labour force. In the short and medium term, the level 
and the evolution of labour costs also plays an essential 
role for a small and open country like Austria. While 
real wages are the most important determinant of total 
labour cost, the latter is also significantly influenced by 
taxes and non-wage labour cost. As shown in Table 
Al. 12, in Austria non-wage labour cost accounts for as 
much as 50 % of total labour cost; only Italy shows a 
higher share of non-wage labour cost. As a result, while 
for direct labour cost Austria takes a medium position 
among the industrialised countries, total labour cost is 
among the highest, significantly outstripped only by 
that in Germany. 

Due to a number of institutional differences such a 
comparison has to be treated with caution. For example, 
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Table A 1.12 

Labour costs in manufacturing in 1997 

Communi ty countries 
Germany (West) 
Belgium 
Denmark 
Austria 
Sweden 
Finland 
Netherlands 
Luxembourg 
France 
Italy 
Spain 
UK 
Ireland 
Greece 
Portugal 

Total labour 
cost(') 

123.8 
102.3 
101.5 
100.0 

97.8 
97.7 
93.5 
90.3 
80.7 
73.1 
62.9 
59.4 
58.7 
36.9 
25.8 

Non-Community countries 
Switzerland 114.3 
Norway 
Japan 
USA 
Canada 
Australia 

103.8 
85.3 
69.7 
66.7 
65.4 

Direct 
wage(') 

135.7 
106.0 
161.8 
100.0 
114.9 
107.0 
104.4 
124.1 
83.7 
71.3 
68.9 
84.1 
81.9 
44.0 
28.7 

150.2 
138.4 
100.2 
100.0 
95.6 
93.8 

Direct wage 
in % of total 
labour cost 

55 
52 
80 
50 
59 
55 
56 
69 
52 
49 
55 
71 
70 
60 
56 

66 
67 
59 
72 
72 
72 

(') Auslria=l()0. 

an important factor contributing to high non-wage labour 
cost in Austria is that, due to tax allowances, holiday pay 
and Christmas pay play a greater role than in most other 
countries. Excluding this factor from non-wage labour 

costs would reduce the share of non-wage labour costs in 
total labour cost to almost 40 %, a level more compara
ble to other countries. Other important elements are taxes 
and social security contributions paid by employees. As 
shown above, in Austria changes in these taxes play an 
important role in the wage formation and should there
fore be included in a comparison of labour cost. 
Countries, which finance their social security system 
chiefly via taxes on employees, exhibit a comparatively 
higher share of direct wages in total labour cost. A com
parison of the overall tax burden on labour in selected 
Community countries shows Austria in a medium posi
tion, with overall taxes on employed labour substantially 
higher than in the UK and Ireland but lower than in 
Denmark and the Netherlands (Table A1.13). 

Graph Al. 13 exhibits the development of non-wage 
labour costs in per cent of direct wages in Austria. The 
data show the significant impact of non-wage labour 
cost on the overall rise of labour cost over past decades. 
In 1960, non-wage labour cost accounted for just a little 
more than % of direct labour cost. By 1995, this per
centage had risen close to 100 %. Social security contri
butions are shown to be the most important element in 
this rise of non-wage labour cost; in per cent of direct 
wages they increased from 25 % in 1960 to 36 % in 
1995. Contributions to the pension funds and to sick
ness insurance were the main driving forces behind this 
expansion. The contributions to the sickness insurance 
fund were strongly boosted by the introduction of com
pulsory nursing care insurance in 1992. While contribu
tions to the unemployment insurance fund more than 
doubled, their share in the total remains low. The share 
of contributions to the accident insurance fund 
decreased somewhat during the period. 

Table Al. 13 

Taxes on employed labour in selected Community countries(') 

It 

1970 31.3 
1995 45.7 

(') Taxes on employed labour 
(") l97()=EU-6. 1995=EU-15. 

I)K 

34.7 
47.6 

as 7, of compe 

1) 

29.6 
44.1 

nsation ol 

Γ 

30.5 
44.4 

' employees. 

IKI. 

16.1 
30.1 

1 

21.6 
44.0 

M, 

27.5 
48.8 

\ 

n.a. 
44.5 

UK 

21.7 
27.0 

EUO 

28.7 
42.1 

Source: Eurostat. 
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Graph Al.13: Development of labour costs 
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Source: Austrian Chamber of Commerce. : 
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3. Labour market regulation and policy 

3.1. Labour market regulation 

Wages and labour costs are important determinants of 
labour market outcomes but the latter are also influ
enced to a high degree by labour market regulations. 
These are, on the one hand, regulations on the protec
tion of employees, such as dismissal rules or regulations 
on working hours and, on the other, all regulations 
relating to the system of unemployment insurance, such 
as the level and duration of unemployment benefits. 

The stringency of job protection rules is often cited as a 
factor which reduces the incentives of employers to hire 
new workers. The principal rules in Austria on job pro
tection are the period of notice for no-fault dismissals 
and severance payments. The period of notice depends 
on the employment duration and varies between 1 Vz and 
5 months. Severance pay rises from 2 months' salary 
after 3 years of employment up to 12 months' salary 
after 25 years. In addition, there are special rules for 
certain groups of workers, such as apprentices or repre
sentatives of works councils, and for collective redun
dancies. Most notably, regulations on the dismissal of 
older workers were tightened in 1993 and, in 1996, a 
bonus-malus system was introduced. This system pro
vides for a special one-off penalty payment in the case 
of the dismissal of a worker aged 50 or more ("), while 
engaging a worker aged 50 or more entails the reduc
tion or complete waiving of the employer's contribution 
to the unemployment insurance of the worker. 

In a comparison of OECD countries, which ranks coun
tries in the order of the stringency of their employment 
protection rules as applied in the early 1990s, Austria is 
shown to have rather restrictive job protection rules 
(OECD, 1997a). It is, however, generally difficult to 
judge whether this could have been a major reason for 
the increase in unemployment in Austria. First of all, 
except for older workers, there has been no tightening 
of the rules over the past. Furthermore, theoretical mod
els are inconclusive on the direct effects of job protec
tion rules on overall unemployment (Saint-Paul, 1997). 
Nevertheless, indirect effects cannot be excluded such 
as, for example, the associated increase in the power of 
insiders (which are protected by these rules). Severance 
payments may also restrain mobility as employees may 

refrain from changing job in order not to lose the enti
tlement to those payments. While these may be chan
nels of adverse effects of job protection rules, empirical 
evidence is hard to come by. However, the much higher 
and continuously rising non-employment rates for older 
workers (12) in Austria seems to be an indicator for strict 
employment rules acting as an impediment to the re
employment of workers in these age classes. 

Rules on working hours and the organisation of work 
may be the source of important rigidities on the labour 
market and, hence, limited job generation. The standard 
weekly working time in Austria is 40 hours, which in 
some industries has been reduced to between 36.5 and 38 
hours. Until very recently, working time regulations in 
Austria had been very restrictive and had been reported 
in company surveys as a major disadvantage of doing 
business in Austria (Aiginger and Peneder, 1997). 
However, for some time already large firms have been 
able to reach agreements at company level allowing a 
much higher degree of flexibility. Recently, an amend
ment of the working time law has legalised this de facto 
flexibility. The amendment provides for the possibility of 
increasing the weekly working time by up to a maximum 
of 48 hours, with hours beyond the collectively agreed 
standard working time being paid in the form of time 
bonuses and the average weekly working time calculated 
over a period of one year. This framework provision 
allows social partners at industry level to reach agree
ments on specific bandwidths within which working time 
may vary, while it is up to the companies in these indus
tries to define the specific modalities. In the metal indus
try, for example, this has led to an agreement whereby 
working time at company level may vary between a max
imum of 32 and 45 hours. It is to be expected that other 
industries will reach similar agreements. Restrictions, 
which in the past had been due to working time regula
tions, should thus considerably ease in the future. 

Regulations on other work schemes such as part-time, 
casual, fixed-term and contract work ('·') are not likely 

(") The employer is required to pay between 0.1 % to 3 9f of the last monthly 
social security contributions base of the dismissed worker tintes the 
number of months it takes until the worker reaches the age oí 60. 

(i;) The number of unemployed workers over 50 rose rapidly in the early 
1990s (from 26 000 in 1*990 to 46 000 in 1993) but declined slightly 
between 1993 and 1996. At the same time, a sharp increase in early 
retirement due to unemployment or to disability has been observed after 
199.1 (from some 20 00() to over SO 000 in 1996). Following the 
termination of a special assistance programme for unemployed older 
workers in 1996 and the lightening of eligibility criteria for early 
retirement on account of invalidity in 1997. unemployment of older 
workers started again to rise quickly. 

(") Work schemes with a weekly working time between 12 and 35 hours are 
defined as part-lime work. A weekly working time below 12 hours 
constitutes casual work if camines are below a certain threshold. 
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to have acted as barriers to employment in Austria. In 
fact, there are only few restrictions on such work forms, 
although fixed-term contracts are limited to one term, 
thus excluding the possibility of 'chain' contracts. The 
comparatively low number of employees working in 
such schemes has to be attributed more to a lack of 
demand and/or appropriate job offers than to regulatory 
restrictions or disincentives. It is not clear in this con
text, whether the low female participation rate in 
Austria is the cause or the effect of the low incidence of 
part-time work and similar work schemes. If, as is often 
suggested, the low female participation rate is partially 
related to the lack of child-care facilities in Austria, it is 
not implausible to assume that this also reduces the 
demand for part-time jobs. However, the rise in part-
time employment over recent years seems to indicate 
that this is changing. Moreover, a fast rise in casual 
employment has occurred lately, prompted especially 
by the liberalisation of shop opening hours in retail 
trade at the beginning of 1997. The recent decision to 
make casual and contract work liable to social security 
contributions could, however, have adverse effects on 
the further expansion of these work schemes. 

Austria has a well-developed unemployment insurance 
system. This system fulfils a pertinent function in 
ensuring that economic distress for those becoming 
unemployed is alleviated. An important issue in this 
context is whether the specific design of the unemploy
ment insurance system provides enough incentives for 
the unemployed actively to engage in job searching and, 
in the event of success, actually to re-enter employ
ment. This issue is related to the level and duration of 
unemployment benefits and the financial consequences 
of a transition from unemployment to employment. In 
Austria, contributions to the unemployment insurance 
system are compulsory for all wage and salary earners 
except civil servants and amount to 6 % of the social 
security contribution base, half of which has to be paid 
by the employer. To qualify for unemployment benefits, 
the applicant must have been employed for 52 weeks 
during the preceding 24 months or, in the case of 
repeated spells, for 28 weeks during the preceding 12 
months. 

The unemployment benefit amounts to between 37 % 
and 60 % of the average gross wage during the last 12 
months of employment, depending on the level of the 
wage and subject to an upper limit, and is topped up by 
family allowances for dependent children. 
Unemployment benefits are paid for a period of 20 to 

39 weeks (52 weeks in the case of older workers), 
depending on the length of the employment period pre
ceding unemployment. After expiration, claimants are 
eligible for unemployment assistance which amounts to 
92 % of the unemployment benefit (95 % for the low-
paid), subject to upper limits. Unemployment assistance 
is paid for an unlimited duration although regular re-
application is mandatory. Net replacement ratios, i.e. 
net benefit levels in per cent of the last net income from 
employment, vary between 54 % and 76.2 %. The 
unemployment benefit and the unemployment assis
tance are not affected by additional earnings up to a cer
tain limit, but are completely withdrawn in the case of 
earnings beyond that limit. For a married unemployed 
person, unemployment assistance is, additionally, 
affected by the income of the spouse. 

Net replacement ratios are around average in the 
Community and, as such, do not seem to represent bar
riers to the transition from unemployment to work. 
There are, however, certain features of the Austrian sys
tem which might be responsible for strong disincentives 
to work. Thus, for persons being eligible for family 
allowance, replacement ratios might be much higher 
than the average rate suggests. In the light of an addi
tional earnings allowance (of currently ATS 3 830) 
such workers might be able to earn a higher income by 
staying in unemployment than by gainful employment 
(unemployment trap). Similarly, a married claimant of 
unemployment assistance loses eligibility if the spouse 
earns income beyond a certain level. In the case of both 
partners being unemployed, the taking up of work of 
one partner could entail the loss of benefit for the other, 
with the possible result that family income could fall. 

The existence of earnings allowance limits beyond 
which benefits are fully withdrawn could lead workers 
to prefer staying in unemployment. As workers lose ben
efit eligibility if they have earnings beyond this 
allowance a sharp reduction of income could occur if 
they get pay from part-time employment, which exceeds 
the threshold. There are, therefore, strong incentives not 
to surpass this limit. These effects are intuitively plausi
ble and corroborated by evidence from other countries 
showing that the level of unemployment benefits has a 
significant effect on transition probabilities into part-
time employment (e.g. Portugal and Addison, 1997). 
But casual work or part-time employment could, espe
cially for workers with unfavourable work characteris
tics, be a stepping stone for a more permanent employ
ment in the sequel. Although, since the beginning of 
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1998, a first step towards introducing in-work benefits 
has been taken in Austria, the measure appears too 
restrictive in its scope in order to act as a strong incen
tive for the unemployed to taking up work (u). 

Finally, little difference is being made between unem
ployment benefit and unemployment assistance and the 
time profile of benefit/assistance remains essentially 
flat. This could imply that the unemployed may have 
little pressure to seek employment opportunities during 
the initial phase of an unemployment spell. But there is 
strong evidence that the probability of finding employ
ment decreases dramatically with the length of the 
unemployment spell (even taking into account a nega
tive selection process). A benefit system that remains 
essentially flat over time could, therefore, contribute to 
the problem of long-term unemployment. 

3.2. Labour market policy 

Labour market policy is mostly carried out under 
the auspices of the Labour Market Service 
('Arbeitsmarkservice' — AMS). In 1994, this institu
tion was separated from the Federal Administration and 
set up as a service company under public law. The 
AMS is responsible for the implementation of active 
labour market policy and for the administration of the 
unemployment benefit system. 

Traditionally, labour market policy in Austria has been 
strongly centred on passive measures. In 1994, for 
example, passive labour market policy accounted for 
more than 85 % of overall outlays on labour market 
policy. Since then, however, labour market policy has 
been increasingly characterised by a transfer of 
resources from passive to active labour market mea
sures. Overall spending on active labour market policy 
rose from to ATS 4.6 billion (0.15 % of GDP) in 1994 
to ATS 5.7 billion (0.21 %) in 1996. This is still com
paratively low by international standards but has to be 
seen too against the background of a lower unemploy
ment rate. The number of persons assisted by active 
labour market measures rose from 175 000 in 1994 to 
218 000 in 1996. 

(") The measure provides that an unemployed person who works less than 
17 days per month and earns an income exceeding the general allowance 
of ATS 3 830 may retain, subject to upper limits, part of his/her 
unemployment benefits. The principal merit of the measure is that 
unemployment benefits are not withdrawn in the case of earnings which 
exceed the general allowance by only a small amount. A negative feature 
of the measure is that it covers only temporary work contracts of a very 
short duration thus excluding from l!,e measure all those unemployed who 
are offered part-time work for more than two months. 

Active measures comprise placement and counselling 
services, mobility support, promotion of training, pro
motion of business start-ups, employment promotion in 
the non-profit sector, and the promotion of job creation 
companies. Additionally, active labour market policy 
has been targeting specific groups such as the long-term 
unemployed, young unemployed, women, and the dis
abled. In the follow-up of the Essen process, labour 
market training has become increasingly the focus of 
labour market policy. For instance, recently pro
grammes for the promotion of flexibility have been 
implemented targeting job rotation models and other 
forms of flexible work schemes. The aim is to allow 
unemployed persons to participate in skill training mea
sures in firms. Furthermore, measures have been imple
mented in the framework of which income support is 
provided to persons who reduce their working time or 
take a leave of absence to the benefit of an unemployed 
person being engaged. The employment of the long-
term unemployed is sought to be stimulated by paying 
the unemployment assistance to an employer who 
engages a long-term unemployed worker, along with a 
partial waiving of the employer's social security contri
bution for the worker. In general, however, subsidised 
work schemes have remained rather unimportant in 
Austria. A programme paying a wage subsidy of 20 % 
to employers engaging a long-term unemployed person 
started in 1996 but was abolished after six months 
because of a low take-up. 

A number of studies have been commissioned by the 
AMS to evaluate the cost/benefit situation of active 
labour market measures. These studies have shown that 
some of the programmes have been quite successful. A 
programme for the long-term unemployed (Aktion 
8000), for instance, showed retention rates of up to 
50 % for those who received assistance over three to 
four years. Similar retention rates have been registered 
by a programme targeting problem groups such as drug 
addicted persons who received assistance in the frame
work of so-called socioeconomic businesses. Taking 
account of the tax aspects of employment, these pro
grammes have been found largely to finance them
selves. The so-called employment foundations, a rather 
innovative institutional approach targeting workers that 
are subject to large-scale labour shedding due. for 
instance, to restructuring programmes of large firms, 
have also proven quite successful and have seen a rapid 
proliferation during the 1990s. A general outcome of 
the evaluation studies is that closely targeted pro
grammes, in terms of both object group and programme 
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objective, have a higher probability of success than 
more general programmes. This seems to be a plausible 
result but would have to be tested against selectivity 
bias, as specific programmes may attract better moti
vated persons. In general, however, evaluation results 
of labour market programmes are mixed, which is in 
line with what has been found for other countries. The 
increasing influence of evaluation results on the provi
sion of support has been reducing the chances of access 
to programmes for risk groups. 

A number of reforms have been implemented relating 
to vocational training, which in general does not, how
ever, fall under the domain of labour market policy 
s t rie tu sensu. In the area of apprenticeship a broadening 
of subjects has been introduced by merging training 
programmes for several occupations. Several new 
branches of vocational courses have been incorporated 
(e.g. plant electrician, machinery mechanics, EDP spe
cialist), and the possibilities for a transition from voca
tional training to high-school polytechnics and universi
ties have been enlarged. Courses in upper-level sec
ondary vocational schools for working students have 
been reorganised to adapt better to the needs of the stu
dents and also to provide the possibility for a transfer to 
higher education before the termination of the course. 

4. Policy issues 

Until recently, the pace of labour market reform had 
been quite moderate, but over past years labour market 
reform has gathered speed. In the process, labour mar
kets have become more flexible and choices for 
employees, employers and consumers have been 
widened. To consolidate these achievements it appears 
essential that the current momentum is kept up. An 
urgent issue to be tackled is the high level of labour 
costs. A major reason for the strong increase in labour 
costs has been the disproportionate rise in non-wage 
labour costs. Measures to contain such costs will, there
fore, have to be addressed quickly, in particular as fur
ther upwards pressures from social security expendi
ture, especially from the public pension system, is to be 
expected. 

However, there is also a possibility that direct wages 
themselves have become too high as a result of vast dif
ferences of productivity increases in the economy, and 
the general orientation of wage policy to high produc
tivity sectors. Moreover, such differentiation can 
increasingly also be seen inside industries, with prod
ucts and production processes becoming more differen

tiated and inter-firm competition occurring on a global 
rather than on a national level. While it is important that 
the high aggregate real wage flexibility is retained the 
new economic context also calls for higher wage flexi
bility at a micro level. The recent agreement in the 
metal industry, allowing for greater flexibility at com
pany level, both upwards and downwards, is therefore a 
step in the right direction, but needs to be given greater 
latitude and generalised to other sectors. In particular, 
models splitting wage increases in a fixed part (say 
compensation for inflation) and in a part dependent on 
the company's performance should be more widely 
assessed. Such wage models would be a preventive 
measure against inflationary processes in the event of 
shocks that affect different industries and/or companies 
in an asymmetric way. However, to prevent a rise in 
rent-sharing mechanisms in industries with a low 
degree of competition, such measures would have to be 
accompanied by a strict enforcement of competition 
policy. 

Seniority-based remuneration schemes, particularly if 
coupled with strict employment protection rules, hinder 
mobility and are a major obstacle to the re-employment 
of older unemployed workers. With increasing restric
tions on early retirement, in itself a desirable process, a 
further rise in unemployment for older workers is to be 
feared. The recent introduction of a bonus-malus sys
tem, increasing restrictions even further, is not likely to 
alleviate the situation. Initiatives to flatten earnings pro
files at the upper end of the wage scale (while at the 
same time lifting the whole scale), as in the recent 
agreement for white-collar workers, should preferably 
be undertaken. In particular, a re-examination of the 
public sector wage scheme, which exhibits the steepest 
earnings profile for all worker categories, should be 
considered. 

Working time rules have for a long time constituted an 
important rigidity in the Austrian labour market. The 
recent amendment of the working time law has 
removed a major obstacle to more working-time flexi
bility. It is encouraging that the additional leeway has 
already been used in collective agreements in the metal 
industry. It is to be hoped that similar agreements will 
be reached in other industries, in particular in those that 
are subject to high seasonal output fluctuations. 

The increase in employment in non-standard work 
schemes (part-time, casual, contract and work-sharing 
schemes) has been important in the recent past. The 
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greater flexibility provided by these work forms seems 
to have been a welcome widening of choices for both 
workers and employers. While the social aspects have 
to be monitored, efforts in this direction should, there
fore, be continued and obstacles removed. Female 
labour market participation, in particular, appears to be 
restrained by a still insufficient availability of part-time 
employment. However, a lack of appropriate childcare 
facilities seems to be an equally important factor in 
reducing the work propensity of women. 

The reintegration of the unemployed appears to be ham
pered by specific features of the unemployment benefit 
system. This is basically due to an almost flat time pro
file of unemployment benefits and the existence of 
unemployment traps for some groups of unemployed. A 
further extension of in-work benefits and an increase of 
earnings allowances for specific groups could alleviate 
such unemployment traps and encourage the gradual 
reintegration of the unemployed, particularly of those 

who are in an unfavourable position with regard to their 
work-related characteristics. 

Finally, spending on active labour market policy in 
Austria appears low by international standards. Recent 
improvements in the follow-up of the Essen process 
have, however, led to a substantial shift from passive 
labour market policy to active labour market pro
grammes. Some of these programmes seem to have 
yielded favourable results while others have been 
scrapped because of an unsatisfactory cost/benefit rela
tionship. The widespread use of evaluations of the 
cost/benefit side of the programmes seem to better 
enable policy makers to distinguish between successful 
and less successful programmes. While the decentrali
sation of labour market institutions has increased the 
capacity of labour market policy to target the needs of 
specific groups of unemployed, at the same time it 
appears that the transparency of the system has suffered 
from a proliferation of institutions and sometimes 
unclear competencies between these institutions. 

122 
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Effects of the opening-up of the CEECs 
on trade and investment 

1. Trade 0) 

Due to Austria's geographical position and its tradi
tional trade orientation towards neighbouring countries, 
the impact of the opening-up of the CEECs has been 
much stronger than for most other countries. As shown 
in Table A2.1, among Community countries Austria has 

the highest share of its exports going to the CEEC3 (2), 
followed by Finland, Greece and Germany. On the 
import side, trade exposure to the CEECs, while being 
slightly less pronounced, is still the second highest in 
the Community after Finland. 

Austria's trade with the CEECs is predominantly trade 
with neighbouring countries (Table A2.2). Hungary, the 

(') This appendix is based on the preparatory work by Katharina Helmstedt 
(Austrian Ministry of Economic Affairs) during her secondment to DG II. 

(') Austria's accession to the EU required a change in the system of foreign 
trade statistics from a customs-based statistic to Intrastat, leading to data 
problems especially in 1995, the first year of Austrian EU-membership. 
Therefore, complete comparability of data recorded before and after 1995 
cannot be guaranteed. 

(2) This appendix uses the following notation: 
CEEC1: Czech Republic, Slovak Republic, Hungary, Poland 
SEEC: Successor Slates of former Yugoslavia, Albania, Bulgaria, Romania 
CEEC2: CEEC 1 + SEEC 
CEEC3: Czech Republic, Slovak Republic, Hungary, Poland, Bulgaria, 

Romania, Croatia, Slovenia, Russia, Ukraine; including former GDR's 
exports. 

Table A2.1 

Trade shares of Community countries with the CEEC3 
ranked by export shares in 1994 

Austria 
Finland 
Greece 
Germany 
Italy 
Denmark 
Sweden 
Holland 
France 
Belgium-Luxembourg 
UK 
Spain 
Ireland 
Portugal 
EU-15 average 

1988 

7.62 
16.08 
3.76 
3.46 
2.60 
1.45 
1.66 
1.18 
1.78 
1.08 
1.32 
1.07 
0.42 
0.85 
2.53 

Exports, in % of total 

1994 

12.54 
12.01 
9.65 
7.40 
5.07 
4.10 
3.70 
3.20 
2.14 
2.13 
1.99 
1.67 
1.11 
0.72 
4.50 

CEEC3 

1988 

5.87 
14.46 
4.87 
3.62 
3.85 
2.08 
2.94 
1.89 
2.36 
1.81 
1.34 
2.43 
1.03 
0.53 
2.88 

Imports, in % of total 

V 

1994 

7.56 
12.48 
4.45 
7.42 
5.98 
4.13 
4.32 
2.63 
2.39 
1.93 
1.82 
2.11 
0.61 
1.24 
4.23 

Source: Dory, Fidrmuc et al, 1997. 
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Table A2.2 

Austrian foreign trade with the CEECs in 1997(') 

Hungary 
Former Czechoslovakia 
Czech Republic 
Slovenia 
Poland 
Slovak Republic 
Croatia 
Romania 

Former SU 
CIS 
Russia 

CEEC1 
SEEC 
CEEC2 
CEEC3 
World 

( l) preliminary data for 1997. 
(:) coverage: exports/imports. 

million 
ATS 

34 978.4 
30 647.3 
21 005.6 
12 904.8 
11 823.1 

9 641.7 
10 223.6 

3 835.9 

15 232.8 
14 114.8 

9 974.6 

77 448.8 
33 290.2 

110 739.1 
125 971.8 
712 403.4 

Exports 

in% 
1989/97 

303.2 
511.7 

125.7 

649.5 

32.8 

309.2 
179.7 
259.2 
197.8 
65.9 

in'/. 
of CEECs 

27.8 
24.3 
16.77 
10.2 
9.4 
7.7 
8.1 
3.1 

12.1 
11.2 
7.9 

61.5 
26.4 
87.9 

100.0 

in % of 
total trade 

4.9 
4.3 
3.0 
1.8 
1.7 
1.4 
1.4 
0.5 

2.1 
2.0 
1.4 

10.9 
4.7 

15.5 
17.7 

100.0 

million 
ATS 

24 407.5 
25 678.7 
17 583.8 
6 759.7 
7015.1 
8 094.8 
3 031.3 
2 732.1 

15 862.3 
15 312.6 
11 942.0 

57 101.3 
14 243.1 
71 344.4 
87 206.7 

780 537.3 

Imports 

in% 
1989/97 

211.4 
281.3 

61.2 

204.1 

86.1 

201.7 
90.5 

170.2 
149.7 
51.7 

in% 
of CEECs 

28.0 
29.5 
20.2 
7.8 
8.0 
9.3 
3.5 
3.1 

18.2 
17.6 
13.7 

65.5 
16.3 
81.8 

100.0 

in % of 
total trade 

3.1 
3.3 
2.3 
0.9 
0.9 
1.0 
0.4 
0.4 

2.0 
2.0 
1.5 

7.3 
1.8 
9.1 

11.2 
100.0 

Trade balance 

million 
ATS 

10 570.9 
4 968.7 
3 421.8 
6 145.1 
4 808.0 
1 546.9 
7 192.2 
1 103.8 

- 6 2 9 . 5 
- 1 197.7 
- 1 967.4 

20 347.5 
19 047.1 
39 394.6 
38 765.1 

- 6 8 133.9 

coverage(:) 
i n * . 

143.3 
119.4 
119.5 
190.9 
168.5 
119.1 
337.3 
140.4 

96.0 
92.2 
83.5 

135.6 
233.7 
155.2 
144.5 
91.3 

Source: ÖSTAT, own calculations. 

Czech Republic, Slovenia and Poland are the most 
important export destinations, absorbing about two 
thirds of Austrian exports to the CEECs or more than 
10 % of Austria's total exports. More recently, Croatia 
and the Slovak Republic also became important export 
destinations, accounting for another 15 % of Austrian 
exports to the CEECs. On the import side, Hungary, the 
Czech Republic and Russia are the most important trad
ing partners, accounting for more than 60 % of imports 
from the CEECs or 6 % of total imports. Hungary is an 
important supplier of agricultural commodities, while 
imports from Russia largely consist of energy sources 
(oil, gas, etc.). 

Growth in trade with CEECs 

Although at the end of the 1980s Austria's market share 
in central and eastern Europe was already significantly 
higher than that of most other Community countries, 
Austria benefited from its geographical closeness and 
its traditional trade links, realising sharp growth rates of 

exports to those countries in the 1990s. This was partic
ularly marked in the first years after the opening-up 
since, owing to the long-standing experience in trading 
with these countries, Austrian enterprises initially bene
fited from a competitive advantage. During recent 
years, this advantage eroded somewhat and the market 
share of Austrian products in these countries' imports 
decreased slightly. 

Between 1989 and 1997, Austria's exports to the 
CEEC3 nearly doubled, compared with a growth rate 
for overall exports of 66 % (see Table A2.2). Exports to 
CEEC1 not only make up the biggest share in Austria's 
overall exports to the CEECs, they also represent the 
most dynamically expanding component. Thus, from 
1989 to 1997, exports to the CEEC1 went up by a mas
sive 309 %, corresponding to an average growth rate of 
close to 15 % per year. As a result, the share of exports 
to the CEEC1 in total exports rose from 4.4 % in 1989 
to 10.9 % in 1997. However, more recently, increasing 
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Effects of the open ing -up of the CEECs 

current account restrictions in these countries had a 
dampening effect although substantial export growth 
rates were again recorded in 1997 (see Graph A2.1). In 
addition, exports to the south-eastern European coun
tries have gained strong momentum, benefiting from 
the reconstruction process following the years of war 
destruction. 

Austrian imports from the CEEC3 grew by 150 % 
between 1989 and 1997, while those from the CEEC1 
increased by about 200 % (compared to an increase of 
total imports by 52 %). Annual growth rates fluctuated 
widely, with imports from the CEEC1, for instance, 
showing high growth in 1991 (+22 %) and 1997 
(+25 %) and low growth in 1993 (-1 %). Imports from 
CEEC1 as a percentage of total imports have increased 
from 3.7 % in 1989 to 7.3 % in 1997. 

As exports to the CEECs increased faster than imports, 
the trade balance with the CEECs improved signifi
cantly. While the trade account with the CEECs was 
roughly balanced in 1989, a rising surplus has been 
observed since then. In 1997, the surplus reached 
almost ATS 40 billion or 1.6 % of GDP. Trade with the 

CEECs, therefore, contributed significantly to a reduc
tion of Austria's overall trade deficit and helped to 
dampen the effects of the growth slowdown of exports 
to other important trading partners during the early 
1990s (see Graph A2.2). 

Trade structure according to SITC classification 

The overall performance masks considerable changes in 
the commodity structure of Austrian trade with the 
CEECs that have occurred during recent years. As can 
be seen in Graph A2.3, trade balances have worsened 
for a small number of product groups but for a majority 
of SITC groups trade balances have improved. 
Interestingly, no simple pattern of 'losers and winners' 
can be discerned as trade balances both deteriorated and 
improved for labour intensive, resource intensive and 
human capital intensive product groups alike. Overall 
the data suggests that positive effects in terms of rising 
export surpluses have largely outweighed losses result
ing from higher imports competition. 

Probably the most remarkable development in Austria's 
trade with the CEECs is the ongoing reorientation from 
traditional inter-industry trade — dominating before the 

Graph A2.1: Annual growth rates of Austrian exports 

in % year-on-year 

1990 1991 1992 1993 1994 1995 1996 1997 

Source: ÖSTAT. WIFO. 
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Graph A2.2: Regional decomposition of contributions to export growth 
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CEE5: Hungary, Czech Republic. Poland, Slovakia, Slovenia 

Source: WIFO database, own calculations. 

openingup — to intraindustry trade, usually character

ising trade relations between industrialised countries. 

This trend is especially pronounced for Austrian 

imports from CEECs, where the structure is rapidly 

approaching the structure of total trade. The change in 

the export structure has been less notable, probably due 

to the fact that from the outset the commodity structure 

was already similar to the average structure (Table 

A2.3). This development suggests that Austria's exports 

to a much larger extent already reflected the underlying 

pattern of comparative advantage, while the openingup 

of the CEECs created new opportunities for advanta

geous trade. The drastic shift in imports from CEECs 

furthermore reflects the strong trade reorientation of 

these countries and can also be seen as a sign of the 

increasing competitiveness of these economies in the 

field of technically more advanced commodities. 

As shown in Table A2.3, the percentage of fuels and 

raw materials in Austria's imports from CEECs 

decreased from 38 % in 1989 to 31 % in 1997, the chief 

reasons being decreasing demand, falling prices and 

delivery problems. The share of agricultural goods in 

total imports also decreased sharply from some 14 % to 

less than 4 % due to delivery problems on the side of 

the CEECs but also because of the relatively protected 

nature of the Austrian market. On the other hand, the 

percentage of industrial goods in total imports rose 

rapidly from some 46 % to around 66 % in 1997. 

The structure of Austrian exports to CEECs did not 

change considerably during the period. The share of 

agricultural goods remained largely unchanged. The 

share of industrial goods increased only slightly, while 

exports of fuels and raw materials decreased more 

markedly. 

Intra- and inter-industrial trade 

The degree of Austria's intraindustry trade differs 

widely between its main trading partners in central and 

eastern Europe (see Table A2.4). While the degree of 

intraindustry trade with Slovenia, as measured by the 

GrubelLloyd index (3), is very similar to the average 

o irr, ■ 1 -77^—rr^. X¡[ are exports of an industry i in period t. Ml( arc imports 

oí an industry i in period 1.1 Xj(  Mi( | is the trade balance oí an industry i in 
period t in absolute terms, (X¡( + Mjt) is the trade volume of an industry i in 
period I. Values around 0 indicate the dominance oí interindustry trade, 
while a value around 1 reveals a hish decree of inlraindustrv trade. 
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Graph A2.3: Change in the trade balance with the CEEC1,1988-96 
by SITC groups, in million ATS 

Apparel and clothing 
Labour intensive 

Electricity distribution equipment 
Human capital intensive 

Leather 
Resource intensive 

Rubber manufactures 
Labour intensive 

Special yarn, textile, fabric 
Labour intensive 

Parts, tractors, motor vehicles 
Labour intensive 

- 2 000 

Household electric and non-electric equipment 
Human capital intensive 

Electric switches, relays, circuits etc. 
Human capital intensive 

Transistors, valves, etc. 
Human capital intensive 

Telecommunication equipment parts 
Human capital intensive 

Plastics in non-primary forms 
Human capital intensive 

Paper, paper board 
Resource intensive (strong) 

Paper, paper board, cut, etc. 
Labour intensive 

Internal combustion piston engines 
Human capital intensive 

Ί Γ 
1 500 - 1 000 

1 Γ 
+ 500 +1 000 + 1 500 +2 000 

Source: Fidrmuc and Helmstedt (1998). 
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Table A2.3 

Austrian foreign trade with the CEECs by SITC groups(') 

Imports 1989 1997 
% of total imports 

World 1997 Change 1989-97 

Agr icu l tu ra l goods 
Fuels, raw mater ials 
Industr ia l goods 
thereo f : 
Chemicals 
Processed goods 
Vehicles, machinery 
Finished goods 

¡orts 

Agr icu l tu ra l goods 
Fuels, raw materials 
Industr ia l goods 
thereof : 
Chemicals 
Processed goods 
Vehicles, machinery 
Finished goods 

SITC 0,1,4 
SITC 2-3 
SITC 5-9 

SITC 5 
SITC 6 
SITC 7 
SITC 8 

SITC 0,1,4 
SITC 2-3 
SITC 5-9 

SITC 5 
SITC 6 
SITC 7 
SITC 8 

13.8 
37.5 
46.3 

11.5 
18.8 

7.5 
8.5 

1989 

3.9 
30.5 
65.6 

5.6 
19.9 
24.2 
15.9 

1997 
% of total exports 

7.5 
10.9 
81.6 

15.5 
27.9 
29.9 

8.4 

6.1 
5.5 

88.4 

13.4 
21.9 
41.2 
11.8 

6.2 
9.4 

84.4 

10.6 
18.4 
38.2 
16.9 

rid 1997 

- 7 2 . 1 
- 1 8 . 6 
441.7 

- 5 1 . 7 
+5.8 

+223.1 
+87.0 

Change 1989-97 
i n % 

4.5 
4.8 

90.8 

9.7 
25.9 
41.2 
13.9 

- 1 8 . 5 
- 4 9 . 7 

+8.3 

- 1 3 . 5 
- 2 1 . 5 
+37.8 
+41.0 

(') Preliminary data in 1997. 

Source: OSTAT, own calculations. 

Table A2.4 

Austrian intra-industrial trade with selected CEECs and selected commodity groups in 1994 — 
Grubel-Lloyd index 

Grubel-Lloyd index 

SITC 

78 
77 
74 
89 
69 
72 
71 
67 
64 
84 

NB: The 

road vehicles 
electric machinery 
machinery n.e.m. 
o the r f in ished products 
meta l products n.e.m. 
w o r k i n g machinery 
power machinery 
i ron, steel 
paper, paste-board 
c lo th ing , appurtenances 

10 categories of goods represent the h 

IIT-index 

Total trade 

0.6236 
0.9389 
0.9261 
0.8863 
0.9524 
0.8288 
0.6495 
0.7557 
0.6232 
0.5707 

ghesl share in trade 

Hungary 

0.4574 
0.4629 
0.5630 
0.4000 
0.3755 
0.3459 
0,3898 
0.1695 
0.4998 

- 0 . 1 4 7 0 

volume. 

Distance between country 

Czech Rep. 

- 0 . 1 5 9 1 
0.3995 
0.5230 
0.1874 
0.1150 
0.4414 
0.0367 

- 0 . 1 0 4 8 
0.4618 

- 0 . 1 0 6 3 

's IIT-index and total trade's 

Slovakia 

-0 .1853 
0.5675 
0.5777 
0.2749 

-0 .0207 
0.4041 
0.3404 
0.3334 

-0 .3195 
-0 .0180 

Slovenia 

0.2217 
0.0668 
0.1255 
0.1074 
0.0848 

- 0 . 1 3 7 0 
- 0 . 3 1 4 1 

0.0633 
- 0.0830 
- 0 . 0 1 5 1 

IIT-index 

Poland 

0.1231 
0.4369 
0.6429 
0.6809 
0.0896 
0.4968 
0.1117 

- 0 . 1 2 3 5 
0.5689 
0.3703 

Source: Döry, Fidrmuc el al,, I997, own calculations, 
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pattern, trade with Poland and Hungary shows a signifi
cant lower degree of intra-industry trade. While trade 
with Poland and Hungary seems to be more strongly 
determined by differences in resources endowment, 
trade with Slovenia is mainly oriented towards the 
exchange of similar commodities. 

2. Foreign direct investment (4) 

Not surprisingly, annual flows fluctuated strongly 
between 1987 and 1997 (5). However, the development 
of stocks illustrates the increased importance of central 
and eastern Europe for Austria's active internationalisa
tion. From 1992 to 1997, Austrian FDI stocks in central 
and eastern Europe rose from 0.9 % of GDP to 1.9 % of 
GDP, raising the share of Austrian FDI stocks in the 
CEECs from 23 % of total FDI in 1992 to more than 
30 % in 1997. 

Although the overall size of Austria's investment activi
ties abroad is rather limited (see Chapter 2.3), the open
ing up of central and eastern Europe brought significant 
changes in this respect. While before 1989, Austrian 
FDI flows to central and eastern Europe were a negligi
ble part of an already tiny flow of outward investment, 
annual FDI flows to central and eastern Europe rose to 
about ATS 4-6 billion per year from 1990 on, some
times accounting for up to 60 % of total outward FDI 
(see Table A2.5). 

(4) The underlying data were provided by different sources (local research and 
statistical institutes and investigations carried out by the Austrian foreign trade 
offices, etc.) who used different methods of recording and different definitions 
of FDI. In many eases the methods were changed within the observed period. 
Information was not completely available for all countries and, therefore, was 
partly supplemented by estimates. Additional uncertainly is caused by 
exchange rate fluctuations. Moreover, in some countries there are a large 
number of fictitious firms (e.g. in Romania and in the CIS countries). 

In line with theoretical expectations (Dunning, 1993), 
Austria's outward FDI is largely oriented towards adja
cent countries. In the case of the CEECs, Hungary and 
the Czech Republic are the major destinations for 
Austrian FDI, while Poland plays only a relatively 
minor role, despite its huge market size. Since 1992, 
the region of the southern and eastern European coun
tries (SEECs) became increasingly attractive for 
Austrian FDI, and here especially the two economi
cally most advanced countries, Slovenia and Croatia. 
The share of capital invested in SEECs constantly 
increased in terms of overall investment in the CEECs, 
starting at around 14 % in 1992 and reaching 25 % in 

(5) For instance, the sharp increase of FDI Hows to CEECs in 1997 largely 
reflects some singular but relatively big investment projects in Poland, 
Romania, lhe Czech Republic and Hungary. 

Table A2.5 

Regional distribution of Austrian outward FDI, 1987-97 

1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 

Stocks 1992 
Stocks 1997 

CEECs 

0.1 
0.2 
0.8 
4.3 
5.9 
5.0 
6.0 
5.2 
6.2 
4.1 

10.3 

18.0 
48.4 

EU-15 

7.3 
8.1 

13.1 
6.5 
5.9 
3.5 
4.7 
5.1 

42.3 
66 

other 

in billion ATS 

7.3 
1.0 
2.5 
4.6 
2.6 
0.8 
6.1 
1.1 

17.6 
40.6 

Total 

3.9 
3.8 

11.3 
18.9 
15.0 
20.6 
17.1 
13.7 
10.5 
14.9 
16.5 

77.9 
155 

CEECs 

2.5 
5.2 
7.1 

22.7 
39.2 
24.3 
35.2 
37.9 
58.9 
27.6 
62.3 

23.1 
31.2 

El' other 

in % of total outward FDI 

38.6 
53.9 
63.7 
38.1 
43.0 
33.2 
31.3 
30.8 

54.3 
42.6 

38.7 
6.9 

12.0 
26.8 
19.1 
7.8 

41.1 
6.9 

22.6 
26.2 

Total 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 

Source: Austrian National Bank. 
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Graph A2.4: Distribution of Austrian FDI stocks in CEECs in 1996 

other 6 % 

CIS 7 % 

Croatia 4 °/ 

Slovak Republic 4 % 

Poland 7 % 

Slovenia 7 % 

Hungary 54 % 

Czech Republic 11 % 

Source: Various national statistics. 

1996. The growth rate of FDI to this region was even 
markedly positive (+21 %) in 1996, at a time when 
investment to all other regions fell steeply, with 
Austrian companies investing some USD 165 million. 
Austrian companies have remained relatively reluctant 
to invest in the successor States of the former Soviet 
Union. Although Austria is only a marginal investor 
country in an international context, it is the biggest for
eign investor in Slovenia (23.6 % of FDI stocks in 
1995) and Slovakia (21.4 % in 1995) and only second 
(behind Germany) in Hungary, accounting for 19.6 % 
of FDI (Altzinger, 1998). 

Compared to the average size of investment projects, 
Austrian investments in the CEECs are rather small and 
are dominated by SMEs as investors.This pattern can 
also be observed in other countries bordering to CEEC 
countries, like Germany, indicating, that in contrast to 
the usual characteristics of internationally investing 
enterprises, the opening-up of central and eastern 
Europe offered opportunities for internationalisation to 
small and medium-sized enteiprises with limited finan
cial and organisational capacities. 

Another interesting feature of Austria's FDI in central 
and eastern Europe is the clear dominance of market 
oriented investments. According to a survey of the 
Austrian National Bank (ANB, 1997) in 1995 about 
18 % of FDI stocks in CEECs were held by finance and 
insurance companies, another 17.5 % by trading compa
nies, 9.5 % were invested in the sector of non-metallic 
products, 7.8 % by chemical and petroleum, and 7.6 % 
by food and beverages. Surprisingly enough, the share 
of labour intensive sectors like textiles, clothing and 
leather seems to be rather small, suggesting that the 
negative labour market effects have remained rather 
limited compared to the export promoting effect of mar
ket oriented trade outlets in central and eastern Europe. 

Despite the fact that in terms of volume the investment 
of companies from Germany, USA or the Netherlands 
to the CEECs is more significant, the role of Austrian 
companies nevertheless is more prominent than one 
would expect from Austria's economic size. Similar to 
commodity trade. Austria's FDI is concentrated towards 
its neighbouring countries, sometimes even represent
ing the most important source of FDI. as in the Slovak 
Republic. Slovenia or Croatia. 
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Reasons for the recent decline in market shares 

The initial successes scored by Austrian companies can 
be attributed to the very same factors that contributed to 
the country's special position between East and West 
prior to the fall of the Iron Curtain: Austria's traditional 
links with the region, geographical proximity, personal 
and family relations, the flexibility of Austria's small 
and medium-sized companies and the high brand-name 
recognition of Austrian products in these countries. 
Another decisive factor has been the advantage in infor
mation, which greatly facilitated the assessment of the 
risks inherent to investment projects in central and east
ern Europe. By developing various instruments for cov
ering investment risks at an early stage and providing a 
number of technical assistance schemes, Austria's eco
nomic policy also contributed substantially to this 
favourable trend. 

However, along with the progressive stabilisation of 
the economic situation in these countries, Austria's 
competitive edge has diminished. While at the begin
ning of the transformation cycle Austria could profit 
from its geographical proximity and the demand for 
standardised consumer goods, it seemingly became 
increasingly difficult to meet the demand for invest
ment equipment needed in the later stage of the trans
formation process (Fidrmuc, 1998). In the present 
stage factors such as the capitalisation and technologi
cal potential of companies have gained importance. 

This trend is exemplified by the telecommunications 
sector. No other industry has seen such a steep rise in 
FDI in recent years and in no other sector has 
Austria's participation been so limited. Other exam
ples are the energy, petro-chemical, electronics and 
automobile industries in Poland, Hungary, the Czech 
Republic and the Slovak Republic, where major 
investments have been carried out without the partici
pation of Austrian firms. 

Although some commentators argue that Austrian 
enterprises did not fully exploit their possibilities in the 
CEECs (e.g. Stankovsky, 1996a), and despite the 
decline in relative market shares, the process of increas
ing integration of Austria's economy with the countries 
in central and eastern Europe is expected to continue. 
At present most of the integration is based on the 
European Agreements from 1990. After the planned 
enlargement of the Community Austria's relations to 
these countries, which are heavily concentrated on 
membership candidates, will reach a new quality with a 
wide range of new opportunities but also with some 
risks (see, e.g. Kohler and Keuschnigg, 1998; 
Walterskirchen and Dietz, 1998, Pichelmann, 1998). It 
will be the challenge for the present enlargement 
process to find a strategy of integrating these countries 
that maximises the benefits and minimises the social 
and economic costs for all participants. 

Table A2.6 

Austrian direct investment in the CEECs — flows (in million USD) 

CEEC1 
SEEC 
CEEC2 
CEEC3 

million I S D 

338 
70 

413 
500 

1994 

in·/· 

68 
14 
83 
100 

million ISD 

512 
70 
582 
654 

1995 

in % 

78 
11 
89 
100 

1996 

million ISD 

440 
154 
594 
811 

in% 

54 
19 
73 
100 

1997 

million USD 

303 
112 
415 
843 

in% 

36 
13 
49 
100 

Source Various nitional statistic:;. 
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