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Foreword

The Commission is giving its opinion on
Ausiria’s application for accession at a time
when four other applications have already
been presented.! Applications from other
European countries could follow in the near
future.

These developments demonstrate the pull
exerted in Europe by the Community. The
role played by the Community is further
strengthened by the profound changes now
under way both within the Community (with
its move, through the intergovernmental
conferences, towards political union with a
common security policy) and also at interna-
tional level (as a result of German unifica-
tion and the fundamental changes at work in
the economic and political systems of the
countries of Central and Eastern Europe,
including the former Soviet Union).

The Community has to reconcile two
requirements. First, it must unhesitatingly
and in accordance with the procedures laid
down in Article 237 of the EEC Treaty
confirm its openness towards applicant
European countries whose economic and
political situation are such as to make acces-
sion possible. In addition, the Community
must take care to strengthen its own struc-
tures sufficiently to maintain the impetus of
its own integration. This forward movement
must be safeguarded, even in an enlarged
Community.

The Community is at present engaged in
completing the internal market and is seek-
ing at the same time, through the two inter-
governmental conferences that are now
under way, to establish an economic and
monetary union and a political union. By
1 January 1993 the internal market will be
completed and the results of the two inter-
governmental conferences should also have
been approved. The Commission is therefore
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convinced that no negotiations on a fresh
enlargement should be initiated before that
date—a view which it had already expressed
in its opinion on Turkey’s accession request.
Once that date is passed, the Community
should be ready and willing to open negotia-
tions with applicant countries meeting the
economic and political conditions for acces-
sion. It is clear that in this context the
Community will also have to take account,
where some of the countries which have
already applied or may apply are concerned,
of the implications of the concept of neutral-
ity. This concept of neutrality is, moreover,
steadily evolving in the light of developments
in Europe and worldwide.

In the accession negotiations, the Commu-
nity will have to take as a basis the Commu-
nity rules and structures as they emerge from
the two intergovernmental conferences, fol-
lowing completion of ratification proce-
dures, including the results concerning for-
eign policy and security, which will have the
effect of establishing a stronger identity to
which the applicant countries will have to
adjust.

The Community’s development will not end,
however, with the two intergovernmental
conferences currently under way. The Com-
munity must consequently seek in its future
partners the necessary willingness to join
with it in the further continuation of the
integration process.

Furthermore, in the Commission’s view,
enlargements of the Community will entail,
when the time comes, institutional adjust-
ments according to the nature and number
of the accessions.

! The following applications have been presented: Tur-
key, 14 April 1987; Austria, 17 July 1989; Cyprus,
4 July 1990; Malta, 16 July 1990; Sweden, 1 July
1991.



Introduction

On 17 July 1989 Mr Alois Mock, the Aus-
trian Foreign Minister, submitted to the
Council of the European Communities, on
behalf of his government, his country’s
application for accession to the European
Coal and Steel Community (ECSC), the
European Economic Community (EEC) and
the European Atomic Energy Community
(EAEC).

In its letters, dated 14 July 1989, the govern-
ment emphasizes that it submits the applica-
tion for accession on the understanding that
its internationally recognized status of per-
manent neutrality will be maintained. The
key passage in the text reads: ‘Austria sub-
mits this application on the understanding
that its internationally recognized status of
permanent neutrality, based on the Federal
and Constitutional Law of 26 October 1955,
will be maintained and that, as a member of
the European Communities by virtue of the
Treaty of Accession, it will be able to fulfil
its legal obligations arising out of its status
as a permanently neutral State and to con-
tinue its policy of neutrality as a specific
contribution towards the maintenance of
peace and security in Europe’.

In acknowledging receipt of the application
on 17 July 1989, the Council President,

Mr Roland Dumas, confirmed that the
Council noted the considerations regarding
Austria’s permanent status of neutrality and
stated that ‘this question will be examined
by the Community bodies in the framework
of the existing provisions governing the insti-
tutions’.

On 28 July 1989 the Council decided unani-
mously to initiate the procedure prescribed
by Articles 98 of the ECSC Treaty, 237 of
the EEC Treaty and 205 of the EAEC
Treaty. On that occasion the Council also
stated that ‘the examination will be carried
out at the appropriate time in the light of the
relevant provisions of the Single Act and in
particular Article 30(5) thereof’.

In preparing its opinion, the Commission
has remained in close contact with the Aus-
trian authorities through the Austrian Mis-
sion to the European Communities in Brus-
sels and the Commission’s Delegation to
Austria in Vienna. This has afforded the
Commission departments a wealth of infor-
mation on Austria’s situation with which,
moreover, it is fully conversant on account
of its close ties with the Community over
many years.
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Part One

General

Relations to date between
the Community and Austria

Austria’s decision in July 1989 to apply for
accession to the European Community is the
climax of a series of steps taken by Austria
during the last 30 years aimed at giving
tangible form to its ties with the Commun-
ity. Austria demonstrated its desire to be
actively involved in European integration
from the outset. The decision it took in 1961
aimed at establishing a relationship of asso-
ciation with the Community was preceded
by a number of steps which were decisive for
its future.

Even before 1955, the year in which it
regained its sovereignty, Austria had sub-
scribed to the concept of European coopera-
tion; it decided to participate in the Mar-
shall Plan and thus became a founding mem-
ber of the OEEC. In 1956 Austria joined the
Council of Europe.

Following the entry into force of the Treaties
of Rome and the failure of the attempts to
create a large free trade area in 1958, Aus-
tria, together with six other European coun-
tries that were members of the OEEC,
formed the European Free Trade Associa-
tion in 1960.

The first steps taken by certain-EFTA coun-
tries towards applying for accession to the
Community in 1961 led the EFTA neutral
countries also to seek close ties with the
Community, but in the form of an associa-
tion. Only Austria persevered in this endeav-
our and it made a further request in 1963.
On account of the scale of the economic
relations that existed at that time with the
Community countries, negotiations began in
1965 and continued until 1967. Those nego-
tiations were unsuccessful both for reasons
bound up with the application itself (notably
institutional questions) and for reasons relat-
ing to the general political situation at the
time. :

The prospect of Community enlargement, on
the one hand, and Austria’s need, on the
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other hand, to retain access to its traditional
markets led, from 1969 onwards, to talks on
the conclusion of an agreement sui generis
(based on Article 113, not, as previously, on
Article 238 of the EEC Treaty). The agree-
ment sui generis was replaced by the general
free trade agreement which was negotiated
with Austria concurrently with those with
the other EFTA countries and which came
into force on 1 January 1973.

By virtue of this interim agreement with the
Community, which came into force three
months before the general free trade agree-
ment, Austria alone qualified during a brief
period (15 months) for a greater initial tariff
reduction than the other EFTA partners.
Free trade in industrial products between the
Community and Austria was established in
July 1977.1

While its ties with the Community up to the
mid-1980s were determined mainly by eco-
nomic and, in particular, commercial consid-
erations, it was the dimension of the
Twelve’s single market and the prospect of
political union which were perceived in Aus-
tria as a new challenge and which provoked
discussion of its own future in Europe. From
1986 onwards there was an evident political
shift in Austria as a necessary response to
the changed situation in Europe. Austrian
foreign policy was accordingly directed both

.towards continuing the policy of neutrality

and neighbourliness towards East and West,
with particular emphasis on a more active
approach to the Community. Austria wished
to become an integral part of the future
single market.

In 1987 this new attitude towards the Com-
munity found expression in an ‘overall
approach’ by Austria; it aimed at full parti-
cipation in the Twelve’s internal market
while still not seeking accession. Since the
overall approach did not secure the antici-
pated results, the Austrian Government
opted in 1988 for outright accession and
submitted its application for full member-

! Except for certain sensitive products which were liberal-
ized in 1984.



ship in July 1989, subject, however, to the
express requirement of respect for its neu-
trality.

This process was accompanied by a gradual
strengthening, on a pragmatic basis, of ties
between the Community and the EFTA
countries as a whole, going beyond the pro-
visions of the free trade agreements, notably
via the Luxembourg Declaration of April
1984. The pragmatic case-by-case approach
of the ‘Luxembourg process’ enabled EC-
EFTA cooperation to be strengthened in a
considerable number of areas.

The White Paper objective of completing the
internal market in 1992 and the fears of the
EFTA countries—the Community’s main
trading partners—that their trade and indus-
try would be adversely affected, finally led
the two parties to seek together a new, more
comprehensive and more structured form of
relationship. It was intended that the Euro-
pean Economic Area should enable the four
freedoms (in respect of goods, services, capi-
tal and persons) to be achieved and allow
greater involvement in the Community’s
horizontal and back-up policies.

The history of relations between Austria and
the Community over the past 30 years shows
that the Austrian Government has often
taken initiatives regarding its ties with the
Community which, although they have not
always been successful, have nevertheless
shown the way forward, with significant
implications for other countries as well.

In deciding to move definitively towards
integration with the Twelve, Austria has
indicated its desire to share its destiny with a
Community which is today more integrated
economically and whose political structures
are changing. It made this move at a time
when it was not possible to foresee the total
collapse of the regimes in Eastern Europe.
Its application for accession is now set in a
context that has undergone profound
change, both in Europe and worldwide.

The Austrian economy
and the Community

Although its economy is medium sized, as a
Member State Austria would form part of
the group of member countries that are the

most stable and the strongest economically
in the Community.! In view of the degree of
convergence of its economy with that of the
Community, Austria will be able to partici-
pate fully in the major Community projects,
establishment of the internal market and
EMU and strengthening economic and
social cohesion, without fundamentally
changing the economic policies pursued up
to now.

1. The Austrian economy is prosperous
and dynamic and the main macroeconomic
equilibria are under control. The figures for
inflation have, for a considerable time, been
close to the best achieved in the Community
and they continue to be favourable. On
average, during the period from 1986 to
1990, private consumer prices scarcely
increased by more than 2% per annum, a
rate lower than that achieved on average by
the countries participating in the exchange-
rate mechanism of the EMS from the outset.
Although there was something of an upsurge
in inflation in 1990 as a result of strains on
production capacity, upward pressure on
wages and a short-lived increase in the price
of oil, during the next two years the rise in
the rate of unemployment should moderate
wage increases and the inflation rate should
remain close to 3 %, a level compatible with
continued stabilization of the schilling
exchange rate. The general government defi-
cit is moderate, public debt as a percentage
of GDP has been stabilized at a level lower
than the Community average and the cur-
rent external account is almost in balance.

2. Furthermore, a broad social consensus
and a cooperative approach as far as
incomes policy is concerned have made it
possible, during recent years, to reconcile the
objective of stability with very favourable
results as regards growth and employment.
The mean standard of living of the Austrian
population is higher than the Community
average and the unemployment rate has been
relatively low for some considerable time. As
far as growth is concerned, the moderate

1 Austria’s surface area is 84 000km? and it has a
population of 7.6 million (1989), which represents 2.3 %
of the population of the Community; foreign nationals
make up 4% of the Austrian population. In 1990 per
capita GDP was ECU 16 300, 13% above per capita
GDP in the Community (ECU 14 400).
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recovery during the first half of the 1980s,
during which GDP increased by 2% per
annum on average, led to a period of excep-
tionally dynamic expansion.

Between 1986 and 1990 growth in GDP was
3%, with rates equal to or higher than 4%
in 1989 and 1990. In the first place, the
Austrian economy benefited from a signifi-
cant upsurge in exports to the Community,
notably to Germany. However, the very
favourable trend of basic domestic factors,
in particular the controlling of inflation, the
lowering of real unit wage costs and the
reduction of the general government deficit
have made a major contribution to the
appreciable increase in investment.

A sharp upsurge in employment has accom-
panied the recovery in growth. However, on
account of the influx of foreign workers,
mainly from countries in south-eastern
Europe, it has not been possible to reverse
the upward trend of the unemployment rate.
On the basis of the national definition used
(registered unemployed), it rose from 2 % in
1987 to more than 5% in 1990, a level still
well below the Community average, whereas
a considerable and increasing share of the
jobs created (76 % in 1990) went to foreign
workers.

3. The well-balanced mix of macroecon-
omic policies has made a major contribution
to the creditable results achieved by the
Austrian economy. From the standpoint of
monetary policy, anchoring the schilling to
the German mark has created the framework
needed to stabilize expectations and has had
a powerful impact on the other areas of
economic policy. The long-term interest-rate
differential against the German mark, a
good indicator of the risk premium, has
hardly ever exceeded one percentage point,
and during recent months it even disap-
peared. In addition, the stability of the
exchange rate relationship with the German
mark (and indirectly with the currencies of
the other EMS countries) has made it possi-
ble to secure long-term stabilization of the
effective schilling exchange rate, notably in
relation to the EMS countries.

During the last four years, budget policy has
greatly helped to maintain the main macro-
economic equilibria and the credibility of the
exchange rate objective. Firstly, efforts to
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strengthen the budget focused on reducing
the public deficit and controlling public
expenditure. The share of the latter in GDP
has decreased since 1987 although it remains
above the Community average. They also
focused on reducing and simplifying the
direct taxation of individuals and firms.
These efforts must, however, continue, espe-
cially in regard to expenditure. In the first
place, the trend of economic activity is likely
to become less favourable as and when the
effects of German unification on Austrian
exports become less marked. This will con-
strain the rate of increase of tax revenue and
could result in an ‘automatic’ increase in
social transfer payments. Secondly, the exist-
ing pressure for a reduction in VAT rates,
which are higher in Austria than those gen-
erally applied in the Community countries,
would increase following accession. Further
tight control of expenditure should make it
possible to reconcile the objectives of con-
trolling public debt and reducing the total
tax burden, which is relatively high in Aus-
tria.

4. In Austria incomes policy is an essential
component in the mix of economic policies.
The independence of the two sides of indus-
try is, in principle, inviolate. However, the
forum, for which there is provision in Aus-
trian legislation, and within which the repre-
sentatives of government, employers and
employees discuss in practice the underlying
guidelines of economic policy as a whole,
provides a crucial input to wage negotiations
and makes a major contribution to the social
consensus, which is particularly marked in
Austria. In addition, collective negotiations,
which generally apply to all the firms in a
particular sector, can be opened only with
the consent of the Joint Committee on
Prices and Wages. Although the committee
is not directly involved in the negotiations its
decisions clearly influence their content.

The persistence of a relatively high level of
unemployment by Austrian standards con-
tinues to pose a challenge for incomes pol-
icy. The arrival on the labour market of less
well-integrated workers, the upsurge in ille-
gal (‘black’) employment and the replace-
ment of Austrian workers by immigrant
labour has already led the Austrian authori-
ties to take administrative measures limiting
the employment of foreign workers. How-



ever, the concomitance of rapid job creation,
a high level of immigration and the upsurge
in the unemployment rate suggest that it will
continue to be necessary to review the poli-
cies that affect the "equilibrium of the
employment market, both in regard to
wages, occupational adaptability and voca-
tional training.

5. Lastly, as far as structural policies are
concerned, efforts must - continue to be
directed at securing a more competitive envi-
ronment and increased productivity. Certain
dysfunctions bound up with structural rigid-
ities are liable, in the long run, to put at risk
the undeniable macroeconomic successes of
the Austrian economy. It displays definite
tendencies towards corporatism, stemming
from the influence of numerous and varied
interest groups that are covered by specific
rules and regulations conceded in their
favour over the years. For the most part
these rules and regulations restrict the pur-
suit of certain activities and competitive
access to the market, notably in the services
sector.

The productivity of the sectors protected in
this way (notably transport, telecommunica-
tions, banking and insurance) is relatively
low. There are also rigidities in the commer-
cial sector. These are reflected in particular
in the prices of consumer and- also capital
goods, which are higher than those in neigh-
bouring comparable countries.

These dysfunctions, taken as a whole, repre-
sent a loss of prosperity for the -whole of the
Austrian population, even if certain sectors
benefit from an economic rent. They also
threaten the competitiveness of the sectors
that are exposed to foreign competition. In
these circumstances, Austria’s accession to
the Community ought not only to give fur-
ther impetus to the structural reforms that
have already begun but should further
ensure their success.

6. Austria’s external trade focuses mainly
on Europe, reflecting the geographical and
historical ties with its close neighbours.
From the trade standpoint, therefore, Aus-
tria has, in fact, been integrated in the
Community for some considerable time.
Austria’s trading links with the Community,
particularly with certain member countries,
have always been very close, to a degree
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easily outstripping that achieved in the intra-
Community trade of most Member States
with one another. As a main trading partner,
the Community supplies 68% of Austria’s
total imports and 65% of Austria’s total
exports go to the Community. In trade
between the Community countries and Aus-
tria, Germany has traditionally occupied
first place, followed by Italy.

On account of the size of its economy,
Austria is clearly a trading partner of rela-
tively minor importance for the Community,
accounting for 4.5 % of Community imports
and 6.5% of its exports. Nevertheless, Aus-
tria figures among its main trading partners;
in recent years (1986-90) Austria has occu-
pied fifth place as a Community supplier
(after the United States, Japan, Switzerland
and Sweden) and has been in third place as
an export market (after the United States
and Switzerland and before Sweden and
Japan).

In recent years the traditional trade surplus
in favour of the Community has reached
ECU 6 billion. This balance represents Aus-
tria’s largest deficit, four times greater than
that vis-a-vis Japan.

There are many similarities in the structure
of trade between the Community and Aus-
tria, the bulk of trade being in manufac-
tures.

The Community supplies almost three-quart-
ers of Austria’s imports of manufactures and
over half its imports of agricuitural prod-
ucts. Although it is somewhat less orientated
towards the Community, 65% of Austria’s
exports of manufactures go there and more
than 60 % of its exports of agricultural prod-
ucts.

Trade in manufactures between the Com-
munity and Austria mainly involves trans-
port equipment, machinery, iron and steel
products, chemicals, textiles and clothing.
Furthermore, 77 % of Austria’s motor vehi-
cle imports come from the Community,
while 70% of Austria’s exports of ‘paper
and the like’ products go to the Commu-
nity.

As far as Austria’s other main trading part-
ners are concerned, it is significant that its
trade with the Central and East European
countries is of the same order of magni-
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tude as its trade with its EFTA partners as a
whole. Austria sends more than 10% of its
exports to and gets 7% of its imports from
EFTA, Switzerland and Sweden being the
major trading parfners.

By comparison with other industrialized
countries, the countries of Central and Eas-
tern FEurope (including the USSR and
Yugoslavia) account for a relatively large
proportion of Austria’s trade. In 1990 those
countries accounted for more than 10% of
Austria’s exports and nearly 7% of its
imports; its main trading partners are the
USSR, followed by Hungary, the CSFR,
Yugoslavia and Poland.! By way of compar-
ison, the countries of Central and Eastern
Europe account, on average, for 8% of
Commounity exports and imports.

The main recipients outside Europe of Aus-
tria’s exports are the USA (3.2%) and Japan
(1.6 %), which account for 3.6% and 4.5%,
respectively, of Austria’s imports.

The single market and the European
Economic Area

The Community’s commitment to the com-
pletion, by 1 January 1993, of the single
market has, from its inception, had a deci-
sive impact on EC-EFTA relations. Already
in April 1984, in their Luxembourg Declara-
tion, EC and EFTA Ministers had declared
their desire to deepen and extend coopera-
tion within the framework of, and beyond,
the free trade agreements, recognizing the
particular relevance of the Community’s
efforts to strengthen its internal market.

It gradually became clear, however, to both
sides that a more structured relationship was
necessary in order sufficiently to consolidate
and strengthen cooperation at the same time
as the Community progresses towards the
completion of the internal market.

Thus it was that, in parallel with her appli-
cation to join the Community, Austria has
also actively taken part, alongside her EFTA
partners, in negotiations with the Commu-
nity for the establishment of a European
Economic Area. Under this Agreement,
which is intended to enter into force on
1 January 1993, virtually the whole of the
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Community’s internal market legislation will
in substance be applied by the EFTA coun-
tries (in some cases after a transitional
period, normally not exceeding two years).

Austria will thus already be committed from
that time to apply a large part of the acquis
communautaire which she would ultimately
have to take over as a new Member State.
This applies in particular to legislation relat-
ing to the free movement of goods, services,
capital and persons, as well as to areas such
as social policy, the environment, company
law, consumer protection and competition
rules.

The remaining areas of Community legisla-
tion, which would be the main subject of any
accession negotiations, relate principally to
agriculture, external relations, institutional
and budgetary questions and the question of
transalpine road transit. The present opinion
consequently concentrates on these latter
questions.

Impact of accession

Industry

Given the progressive and substantial inte-
gration of the industrial sectors of Austria
and the Community which has already taken
place, the integration of Austrian industry
into the EC internal market should, overall,
despite some specific problem areas, take
place without creating major structural
problems; all the more so if the macroecon-
omic environment continues to be positive.

The existence of a free trade agreement since
1973 means that Austrian and EC industries
already have a long experience of competi-
tion and collaboration. The convergence of
industrial structures has been further acceler-
ated by two new factors: restructuring and
privatization. This process will be further
stimulated by the entry into force on 1 Jan-
vary 1993 of the EEA Agreement.

A period of intense restructuring took place
in the mid-1980s, and is still under way,
particularly in basic industries like iron and

! Since 1990 Community statistics have included the
former GDR, which is therefore no longer included
among the countries of Eastern Europe.
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steel, paper, non-ferrous metals and basic
chemicals, which brought about a strong
increase in productivity and financial perfor-
mance (helped by a favourable macroecon-
omic environment which facilitated structu-
ral adjustment). This process is highlighted
by a look at production and employment
figures and, more dynamically, at investment
trends. In the second half of the 1980s
investment grew at a higher rate than GDP
to reach 24% of GDP in 1990 and was
concentrated in troubled industries (for
rationalization). Only recently investment
tends to shift from restructuring to increase
in capacity.

Public sector involvement was a key element
in Austrian industrial policy in the past, not
only via nationalized industry and controlled
banks but also via State aids and regula-
tions. A noticeable shift in this policy can be
observed at present with a reduction of State
aids, privatization, emphasis on horizontal
measures to improve competitiveness and
deregulation. A partial privatization and
comprehensive restructuring of the holding
OIAG! is progressing rapidly and has
already led to an operating surplus in 1989
after several years in the red. Privatization is
also under way in two of the principal
Austrian banks: Creditanstalt-Bankverein
and Osterreichische Linderbank AG. Nev-
ertheless, Austria continues to be one of the
most regulated OECD economies via institu-
tional factors (notably the ‘Gewerbeord-
nung’ and the system of chambers) and de
facto behaviour of market agents which tend
to make eniry and operations difficult in
certain sectors.

A preliminary analysis of the Austrians’ own
assessment of their existing legislation and
its compatibility with the acquis communau-
taire in the internal market context indicate
that Austria is ready and willing to have
integrated most of the relevant acquis by
1 January 1993 in accordance with the likely
obligations in the EEA context. The possible
exceptions to this general rule will be very
few, and mainly in the automobile sector,
and will give rise to a need, in some cases,
for transitional periods.

Despite the high level of integration between
most industrial sectors of Austria and the
EC, some problems nevertheless still exist
(for example, concerning State aids for steel
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and cars, delays in the restructuring of the
steel industry, capacity increases in sectors
already suffering from overcapacity in
the EC), but which should be progressively
eliminated in case of accession.

Agriculture and forestry

The socio-economic situation of Austria’s
agriculture has many similarities to that of
the EC. Austria took a decision at the
beginning of the 1960s explicitly to gear its
agricultural policy to that of the Commu-
nity. Consequently, Austria’s adaptation to
the Community’s common agricultural pol-
icy should not pose any fundamental diffi-
culties.

Nevertheless, following certain new develop-
ments in Austrian agricultural policy during
the 1980s, there are some important differ-
ences compared with the CAP, in particular
a higher degree of protection for domestic
production by means of market and price
policy and a relatively greater financial sup-
port for social, regional, ecological and other
similar agricultural functions (the so-called
‘eco-social agricultural policy’ launched in
1987).

Despite the similarity of basic principles, the
current Austrian systems of price support
and market regulation are not in conformity
with the CAP and adaptation of Austrian
policy is necessary. In particular, the high
level of production support now in operation
in Austria will need to be reduced—in the
shortest possible period—to the EC level.

Austrian agriculture will thus have to bear
price decreases although, at the same time,
decreases for input costs can be expected
either because taxes will be changed or
because European competition will push
prices lower. It should be remembered,
moreover, that decreases of sectoral GDP do
not necessarily imply a similar decrease in
farmers’ personal incomes. As regards pro-
duction levels, Austrian estimates suggest
that there will be a decrease in production of
cereals, pigmeat and poultry, but an increase
in beef production.

1 (sterreichische Industrie AG.
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However, for the time being any detailed
assessment on possible needs for adaptation
or possible consequences of accession in the
field of agriculture is greatly complicated by
the fact that the EC itself intends to change
its agricultural policy in a way which will
affect not only the major markets but also
structural, environmental and forestry
instruments. On 9 July 1991 the Commission
