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Banking employment in Austria

The ongoing restructuring and consolidation process in the Austrian banking sector has drawn
attention to banking employment developments. This article takes stock of the data on em-
ployment, labor costs and related indicators to provide a basis for discussion. Since 2008, the
number of employees in banking has been on a slow, but permanent decline. Working hours
have decreased even more strongly, reflecting a shift toward part-time work. Wage costs per
employee are relatively high and have grown faster than those in most other sectors. However,
until 2008, labor productivity growth outpaced labor cost growth. Since the crisis, labor cost
growth has exceeded productivity increases, but less strongly than in the rest of the economy.
Banks’ intensity of IT use has increased over the past 15 years. Not all IT investments were
intended to substitute labor with capital. Instead, increasing IT usage in banks went hand in
hand with a significant shift toward higher-skilled labor. Moreover, organizational changes re-
lated to the ongoing consolidation processes within the Austrian banking sector have contrib-
uted to the reduction in labor demand. Until recently, banks appear to have avoided layoffs,

relying on attrition instead.
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The banking sector not only fulfills the
essential economic function of financial
intermediation but also plays an im-
portant role for the domestic labor
market. Thus, analyzing both the struc-
ture and the development of banking
sector employment in Austria can pro-
vide relevant insights into the extent of
change in the role of banking in Austria
in recent years — especially since the
onset of the crisis. From a financial sta-
bility perspective, the issue of employ-
ment might be considered primarily a
cost factor. But looking at employment
is also relevant for understanding how
banks fulfill their economic role and —
in a wider context — for comprehending
the development of Austria as a financial
center.

Since the onset of the crisis we have
witnessed a slow, but steady decrease of
employment in Austrian banking. More-
over, many observers expect a further,
possibly sharp decrease of the banking

workforce in the coming years. In par-

ticular, the OeNB has pointed out
repeatedly that the reduction in the
number of people working in the
Austrian banking sector in the past few
years is likely to continue and might
even gain momentum in the future
(see, for example, OeNB, 2015). Many
possible reasons support these expecta-
tions, among them relatively high labor
costs and reduced profitability, cost pres-
sures due to regulatory requirements and
higher competition, technological change
and the relatively high number of bank
outlets.

This article takes stock of the data on
employment in the Austrian banking
sector to provide a suitable basis for dis-
cussing changes in employment. Seeking
to condense the major trends, we have
confined ourselves to looking at aggre-
gate data for the banking sector as a whole
and discuss neither heterogeneity within
the banking sector nor developments at
individual banks. Wherever possible, we
focus on the period between the eve of
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the third stage of Economic and Mone-
tary Union (EMU), i.e. end-1998, and
2015. We pay particular attention to the
period since the onset of the crisis in
2008. To put developments in Austria
into an international perspective, we pro-
vide some evidence that allows a compar-
ison of Austria with other EU countries.

This paper is structured as follows:
Section 1 shows the evolution of em-
ployment in banking in Austria by pro-
viding data on the number of people em-
ployed and on hours worked. We also
shed some light on personal characteris-
tics of employees, such as gender, age,
tenure and educational attainment. Sec-
tion 2 provides information on labor
costs and productivity. Section 3 com-
pares trends in employment in Austria
with developments in other EU Member
States. Section 4 discusses several factors
affecting labor demand in banking. Sec-
tion 5 summarizes and concludes.

1 The evolution of banking
employment since the start
of EMU

At the start, let us clarify what we
mean by “employment” in “the Austrian
banking sector.” We use a narrow defi-
nition of the banking sector wherever
possible.” We define employment in
banking as covering exclusively em-
ployees in banks operating in Austria.’
The data include only persons employed
directly by banks, not persons em-

Banking employment in Austria

ployed by nonbank subsidiaries.* In the
same vein, we disregard employment of
Austrian banks in subsidiaries abroad.
Banking employees provided by staff
leasing firms in banking are not in-
cluded, either.” For more information
on the different data sources, see the
data source annex.

1.1 Employment in banking on the
decline since 2008

Panel (a) of chart 1 displays the number
of persons employed in banking ac-
cording to OeNB banking statistics
(blue line). Between 1998 and the onset
of the crisis in 2008, employment in-
creased from 74,846 to 80,293 em-
ployees. Since then, a continuous de-
cline to 75,034 (2015) has brought
banking employment roughly back to
the level of 1998. Against the back-
ground of positive employment growth
in the economy as a whole, this decline
implies a rather strongly decreasing
employment share: In 2015, the share
of banking employees in total employ-
ment (dashed black line) was less than
2%, down from 2.4% in 1998. As in the
overall Austrian economy, the banking
employment pattern to a considerable
degree reflected cyclical factors. Panel (b)
of the chart compares the growth rates
of banking employment (blue line) and of
the number of all employees in the total
economy (black line). The dashed green
line, representing real GDP growth,

? The one-digit NACE (ONACE 2008) section K (financial and insurance activities) is comprised of the two-digit
division K64 (ﬁnancial service activities, except insurance and pensionfunding), K65 (insurance, reinsurance
and pension funding, except compulsory social security) and K66 (activities auxiliary to financial services and
insurance activities). Whenever possible, we refer to K64. We use the broad section K only zf, due to data limitations,

no statistics exist for K64. The distinction is very significant: In 2014, according to national accounts data, there
were 118,400 employees in NACE K, but only 76,800 employees in K64.

The scale of self-employment in banking is very low in Austria and most EU Member States. Social security data
tell us that fewer than 8§00 se!f—emp]oyed persons were working in banking, i.e. accounting almost exact])/for 1%
qftotal employment. For example, salespersons ofbui]ding societies are se[f—emp]oyed.

Employment figures in banking may be affected by outsourcing to subsidiaries: Former bank employees might then
be classified in economic statistics as being employed in other sectors (such as IT services or real-estate agency
services). See section 4.2 for more information on outsourcing.

> According to the Austrian Federal Ministry of Labour, Social Affairs and Consumer Protection (BMASK), 653
leasing workers were employed in banking at the end of July 2013.
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suggests that banking employment is
correlated with the business cycle. Its
cyclical correlation is significantly posi-
tive, but somewhat weaker than that of
employment in the total economy.6 Fur-
thermore, banking employment figures
tend to co-move with total bank assets,
which are represented by the dashed
purple line in the chart. Bank employ-
ment grew faster than overall employ-
ment in only a few years prior to the crisis
(2004 to 2006). Thereafter, the crisis
left its mark on banking sector employ-
ment, so that from 2009 onward, the
banking sector was unable to emulate the
continuing growth of total employment.

However, headcount figures alone
do not take into account the significant
increase in part-time employment, as
shown in panel (a) of chart 2: The bars

indicate that part-time work increased
every year from 1999, whereas full-time
jobs mainly grew in the years before the
crisis. From 1999, the incidence of part-
time work in banking (blue line) rose
from 13% to almost 27% in 2015 (8.2%
for men and 42.8% for women’). A com-
parison with the part-time share in the
total economy (black line) suggests that
the banking sector followed the trend
toward more part-time work, albeit
from lower levels. Furthermore, espe-
cially since 2013, the relatively steep in-
crease in part-time work for both men
and women is consistent with the sec-
tor’s efforts to increase part-time work
as a means to reduce personnel costs
while avoiding layoffs (see chapter 4).
Total working time mirrored both
the decline in the number of employees

Chart 1
Banking employment in Austria since the start of EMU
(a) Change in the number (b) Growth of employment,
of employees in banking GDP and bank total assets
Number of bank employees % of total employment % %
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Source: OeNB, Eurostat.

== Banking employment (OeNB series)

== Employment in the total economy (ESA)

= = Real GDP growth

= = Total assets of Austrian banks (right-hand scale)

® The contemporaneous Pearson correlation coefficient of total employment with GDP growth for 1998 to 2014

(annual data) is 0.71, whereas it is 0.64 for banking.

7 The share of female employees in banking has been stable in recent years, amounting to 52.4% in 2015, which is

higher than in the economy as a whole (46.9%).
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and the significant rise in the part-time
ratio.® Panel (b) of chart 2 compares the
evolution of employment measured in
persons (blue line, based on OeNB data,
like in the previous chart) to working
hours actually worked (national accounts
data) and to full-time equivalents (FTEs).
The evolution from 1998 to 2008 is
somewhat unclear: Whereas national
accounts data point to a steady increase
in hours worked until the onset of the
crisis, the FTE data decrease first before
they start increasing in 2004. Since
2008, the data have consistently pointed
to a decline in working time that was
stronger than the fall of employment
measured in persons. Put differently, the
share of hours worked in banking contin-
uously dropped from around 2.3% in

2008 to currentlyZ %.

Banking employment in Austria

1.2 High job stability

Despite the decreasing number of bank
employees, bank employment has so far
been characterized by a high degree of
stability. Bank employees tend to be
with their current employer for a rela-
tively long time. Chart 3 displays ten-
ure categories for three broad sectors
(industry, private services, public ser-
vices) and for banking (NACE division
K64) in three different years (2004,
2009, 2015). In banking, the share of
new employees (tenure: less than one
year) is lowest (which is consistent with
low hiring) while its share of employees
in the top tenure category (20 years
or more) is highest (exceeding 30%),
indicating high job stability. The chart
also indicates that the share of employees
in the highest tenure category has risen

Chart 2

The evolution of working time since 1998

(a) Full-time and part-time jobs

Change in total number Share of part-time jobs in %

2000 — — 35
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=== Share of part-time employees in banking
(right-hand scale)

== Share of part-time jobs in the total economy
(right-hand scale)

Source: OeNB, Eurostat.

Note: Part-time employment data include minor jobs.

(b) Persons, hours and full-time equivalents

1998=100 % of total hours
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== Employees (OeNB / ECB)
== Full-time equivalents (OeNB)
=== \Working hours (ESA, K64)
= = Hours ESA NACE Ké4 / total hours (right-hand scale)

¥ The reduction in the number of employees and the increase in part-time jobs are probably not the only reasons why
overall working time in banking has decreased. Working time also appears to have decreased in full-time jobs:
According to the Labour Force Survey, the share of workers working overtime decreased from 37% in 2008 to 22%

in 2015.
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Chart 3

Tenure in banking in comparison to other sectors in selected years
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by about 10 percentage points over
time.

Employees in banking are older on
average than those in the total economy.
The age gap has widened since the onset
of the crisis, with the average age of
banking employees rising faster than
that of other employees between 2008
and 2015, bringing the average age of
banking employees to 42.1 years in 2015
as compared to 39.7 years for other em-
ployees. Chart 4 displays the age distri-
bution developments for male and fe-
male employees separately for 2008 and
2016. It shows that the age distribution
in financial services was and remains
concentrated at relatively higher ages
than in the total economy.9 Between
2008 and 2016, the age distributions
shifted to the right due to population ag-
ing. Moreover, the number of employees
aged 20 to 35 years fell more strongly in
banking than in the economy as a whole.

As aresult of the high job stability in
banking, unemployment affects former
bank employees comparatively rarely.

The Austrian public employment service
(AMS) registers the number of un-
employed and, additionally, those unem-
ployed persons who are enrolled in
training courses. The number of jobless
persons who were previously employed
in banking has risen since the crisis,
widening from 1,157 in 2008 to 2,044
in 2015. These numbers imply that the
unemployment rate in banking (includ-
ing the number of persons in AMS
schooling) increased from 1.4% to 2.6%
between 2008 and 2015. Compared to
the overall increase of the unemploy-
ment rate in the same period (from 7.2%
to 10.6%), unemployment in banking is
still very low.

1.3 Highly educated banking work-
force

Employees in banking have higher edu-
cational attainment than the average
employee: The share of employees that
are graduates from higher secondary
schools is very high, and the share of
those with tertiary degrees is relatively

* The age distribution data rgfer to the end ty(]anuary 2008 and January 2016, respectively. The presented average

age numbers include the (very small) number of employees who work(ed) beyond the age of 65 years; we disregard

these employees in the chart.
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Chart 4

Age distribution of employees in financial services in comparison to the total economy: 2016 vs. 2008
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high and rising (chart 5)." The shares of
employees with an apprenticeship com-
pletion certificate or other lower sec-
ondary education are significant but
shrinking, and very few employees
have only a primary education.

Chart 6 shows the distribution of
employment among occupational cate-
gories. Blue-collar workers (the three

occupational groups on the right) play
only a minor role in banking. The sector
employs relatively many highly skilled
workers, especially professionals, but
also many technicians and associate pro-
fessionals. Clerical support workers,
who may be regarded as medium-skilled
workers, constitute the largest group,
currently 36%, in banking.

' Philippon and Reshef (2007, 2013) hypothesized that by enabling a variety of financial innovations, the dere-
gulation of financial markets increased the demand for labor in the financial sector, both in terms of quantity and
even more in terms zyrqualit)/, as more sophisticated financial products required more complex expertise and spe-

cialization.
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Chart 5

Level of education of employees in banking in comparison to other sectors
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Chart 6

Occupational groups in banking in comparison to other sectors (2015)
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.. Table 1
2 Labor costs and productivity o
2.1 Banking has high labor costs ... Labor costs in banking compared to broad sectors
Compensation per employee (a mea- Industry Private services | Public services | Banking
sure of total labor costs) amounted to (NACEB-F) | (NACEG-N) | (NACEO-Q) | (NACEK&4)
EUR 75,663 in 2014, whereas it was , _
Nominal compensation per employee (EUR thousand)
between EUR 40,000 and EUR 50,000
.. . . . 1998 327 28.3 334 47.2
in industry, private services and public 544 01 358 11 651
services. Hence, mean labor costs in 2014 479 40.5 449 757
banking were substantially higher than Average annual growth rates
X 1998-2014 2.4% 2.3% 1.9% 3.0%
average throughout the period from the 1995 5008 6% 24% 21% 33%
start of the third stage of EMU to 2015  2008-2014 22% 21% 1.5% 2.5%
(see the start of the first set of rows in Real compensation per employee (EUR thousand,
. . at constant 2010 prices)
table 1, nominal compensation per em- 1993 394 341 403 569
ployee)."" This is consistent with the 2008 434 369 424 671
.. . 2014 44.8 379 42.0 70.8
predictions of human capital theory: As
] Average annual growth rates
we have seen, banking employees (1) 19982014 0.8% 0.7% 0.3% 14%
have higher educational attainment, (2)  1998-2008 gz . = 175
1d thev h t 1 Kk 2008-2014 0.5% 0.4% -0.2% 0.9%
are o _er ( €y have greater overall wor Real value added per employee (EUR thousand,
experience), and (3) have longer tenure at constant 2010 prices)
(thus have more firm-specific human 198 66.8 i Sl
, , , 2008 86.7 823 975
capital) than employees in other sectors.”” g4 851 80.5 1009
In the second set of rows (real com- Average annual growth rates
. 1998-2014 1.5% 0.5% 3.2%
pensa‘aon per employee at constant 1998-9008 S E% 1% 48%
prices), table 1 reveals that mean real la- 50082014 _03% _04% ) 0.6%
bor costs in banking rose more strongly Real value added per hour worked (EUR thousand,
. at constant 2010 prices)
than those in other sectors from 1998 to 1998 o e =
2015. This holds for both the 1998 to 2008 518 50.5 621
2008 period and the period after 2008, 2014 526 521 670
Average annual growth rates
although real labor cost growth slowed 55 5014 e e S
down after the onset of the crisis, again  1998-2008 27% 13% 47%
reflecting the trend toward higher edu- ~ 2008-2014 0.3% 0.5% 1.3%
cational levels and ages. Nominal unit labor costs
Panel (a) of chart 7 displays the 1998 049 038 077
growth rates of compensation per em- 2008 05 O Gy
) R ’ 2014 0.56 0.50 075
ployee in banking in comparison to Average annual growth rates
those in the total economy. Wage cost ~ 1998-2014 09% 17% -0.2%
rowth was clearly higher than in the 7752008 —01% 1.3% 1A%
g Y igh _ 2008-2014 2.5% 24% 2.0%
rest of the economy, with particularly
strong hikes in 2006 and 2013." Panel (b) Source: Eurostat, authors' calculations.
shows the evolution of collectively agreed Note: Price index: GDP deflator
1 Diﬁ[érences in working time are not a major reasonﬂ)r the dy_rference: In 2014, total hours worked infinancia]
services amounted to 1,506. The numberfor the total economy was 1,550.
12 Pay schemes in banks also tend to be strongly age-related. For example, the collective agreement in banking (joint-
stock and private banks) has nine tenure brackets in each of the seven occupational groups (from persons perform-
ing simple routine tasks up to managers or experts specialized on complex tasks). According to this agreement, bank
employees can expect their salary to rise over the course of 20 years even if they are not promoted to a higher occu-
pational level.
I3 These hikes, especially the one in 2013, are probably related to staff restructuring, resulting in “golden handshakes”
and similar employment termination payments (see section 4.3).
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minimum wages, as measured by the in-
dex of agreed minimum wages (“Tari-
flohnindex”). Collectively agreed mini-
mum wages are relevant for two reasons:
First, they set minimum pay levels for
different occupations and tenure classes
in banking. Second, the annual increases
of minimum pay are often used to adjust
the actual pay levels every year.

Panel (b) indicates that the high
growth of actual labor costs was not
caused by particularly large increases of
collectively agreed wages. Increases of
collective pay in banking' were mostly
very similar to those of the total econ-
omy. From 2001 to 2009, collectively
agreed wages in banking mostly rose
somewhat more strongly than those in
the private sector. After 2010, increases
in collectively bargained wages were

consistently lower in banking than in the
private sector, probably reflecting cost
pressures in the wake of the Austrian
banking sector’s problems and the re-
sulting deterioration of unions’ bargain-
ing position. Comparing the develop-
ment of actual labor costs and collec-
tively agreed minimum wages suggests
that labor costs were mainly driven by
structural factors within the banking
workforce.

2.2 ... but also high labor productivity

High earnings levels such as those in
banking need not necessarily constitute
a cost problem. What matters is the re-
lation of labor costs to productivity, i. e.
unit labor costs (ULC). In other words,
ULC measure by how much labor cost
growth exceeds productivity gains.

Chart 7

Woage growth in banking and in the total economy

(a) Compensation per employee

Annual change in %
7

6
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Banking (Ké4) == Total economy
= = CPlinflation = = GDP deflator

Source: Eurostat (national accounts), Statistics Austria, authors’ calculations.

(b) Agreed minimum wages

Annual change in %
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'* The index of agreed minimum wages (“Tariflohnindex”) for NACE K64 is available only for the years after 2006
(index 2006). For the wage increases up to that year, we use a weighted average (index weights) of the five relevant
single series that are subcomponents of the index 1986 (joint-stock and private banks, savings banks, agricultural
credit cooperatives, industrial credit cooperatives, Austrian Postal Savings Bank).
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Real gross value added” per banking
employee showed above-average growth
rates'® especially in the period before
the crisis.'” After the crisis, growth
slowed down markedly, but remained
well above average output growth in
the other sectors (the third set of rows
in table 1, real value added per employee).

Productivity in banking was also
above average when measured as output
per hour worked. Real value added per
hour rose from EUR 39 in 1998 to EUR
67 in 2014. Thus, the banking sector’s
labor productivity is higher than that of
the overall economy (70% in 2014).
This spread widened until 2009 and nar-
rowed somewhat thereafter. On bal-
ance, labor productivity growth in the
banking sector surpassed the output
gains in industry and in private services
both before and after the crisis (the
fourth set of rows in table 1, real value
added per hour worked).

The last set of rows in table 1 displays
ULC figures. In contrast to the other
sectors, banking exhibited clearly nega-

Banking employment in Austria

tive ULC growth from 1998 to 2008,
which means that the relatively high
growth of labor costs in this period was
surpassed by even higher productivity
gains. After 2008, the growth of com-
pensation per employee in banking was
somewhat stronger than productivity
growth, leading to positive ULC growth
rates (2% a year on average). But ULC
growth was still relatively low in banking
compared to that in other sectors.

3 Banking employment in an
international perspective

To put the Austrian situation in per-
spective, the development of banking
employment in a number of European
countries, based on employment data
from the ECB and working time data
from Eurostat, is shown in chart 8."
The data are shown as an index; the
year in which the respective time series
had its maximum in the period under
consideration is chosen as the base year.
In countries like Germany, the Nether-
lands and Belgium, the reduction in the

" Without exploring the issues surrounding the measurement of banks’ contributions to GDP, it has to be kept in
mind that national accounts do not take into account the risk associated with lending activities. Thus, an increase
in banking sector value added may simply be the result of additional risk taken by the banks. Therefore, as far as
these pre-crisis income gains in the banking sector reflected increased risk-taking and not a growing market for
banking products, they proved to be only temporary. See Basu et al. (2011) and Haldane et al. (2010), who esti-
mate for the U.S.A. and the U.K., respectively, that adjusting for risk would reduce the measured output of the
financial sector substantially. Moreover, in national accounts, the value ofbanle lending and deposit-taking ser-
vices (for which no explicit charges are levied) are estimated by the so-called FISIM (Financial Intermediation
Services Indirectly Measured), supposing that these services are paid for as part of the margin between rates ap-
plied to savers and borrowers. However, the FISIM cannot be deflated by means Qfd price def]ator. Rather, the
stocks of loans and deposits on which interest margins are based are revalued using a general price index (such as
the GDP deflator, the deflator of domestic final demand, and the overall CPI; see Eurostat, 2001). Therefore,
developments in the deflator for value added in the banking sector to a large extent reflect developments in the
overall price level.

>N

We disregard public services here because value added in the public sector is difficult to measure. Thus, in national
accounts, net value added is simply equated with compensation of employees.

Real value added is nominal gross value added (defined as the value of gross output less the value of its intermediate
consumption), deflated by the price index (implicit deflator). It refers to a given territory. Therefore, transferred
profits stemming from production in foreign countries (e. g. from subsidiaries of Austrian banks in Central and
Eastern Europe) do not affect Austrian gross value added. In the period between 2004 and 2009, real value added
even grew by 7.4% a year.

18

As no data are available for the number of hours worked in the banking sector (K64) for many countries, data for
the whole financial sector (banking and insurance; NACE K) are displayed in addition. In the countries for which
both time series are available, the data move very much in tandem, so the trend — y(not the absolute number ifor
the financial sector as a whole is likely to provide an approximate indication of the development in the banking
sector.
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number of employees already started at
the turn of the millennium. The effect
of the crisis is highlighted by the fact
that between 2008 and 2015, the num-
ber of employees declined by about 7%
in the core EMU countries, whereas
the decline reached more than 20% in
the countries more directly affected by
the crisis. In Austria, together with
France and Sweden, the number of bank
employees as well as the number of
hours worked in the financial sector was
still close to its historical peak in 2015.

The 6.9% decline in bank employment
in Austria since 2008 was moderate in
an international perspective. Across the
EU, the decrease since the crisis
amounted to 395,000 employees or more
than 12%. This difference between
Austrian and international developments
was all the more noticeable, as many
other countries did not have the sig-
nificant increase in bank employment
in the run-up to the crisis that Austria
experienced. Moreover, the expansion of
Austrian banks in CESEE could actually

Chart 8
Number of employees and hours worked at banks
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have played a major role in delaying the
general trend of reducing employees in
banking, mainly because staff was needed
for banks” operations in that region.

The share of part-time workers in
the Austrian financial sector is compara-
bly high. Labour Force Survey data indi-
cate that in the whole EU, 13.9% of
employees in the financial sector worked
part-time in 2014, against 24.2% in
Austria. Not only does this constitute
one of the largest shares of part-time
employees in the EU (only in the Neth-
erlands was it higher at 31.7%), but this
share also rose faster in Austria than in

Banking employment in Austria

most other European countries. Be-
tween 2008 and 2014, the share of
part-timers increased by 6 percentage
points in Austria compared to 1.7 per-
centage points in the euro area as a
whole. Combining a moderate reduction
in the number of employees and an
above-average increase in the share of
part-time employees implies that the re-
duction in hours worked was somewhat
more pronounced in Austria than the
decrease in the number of workers, al-
though in an international comparison
the reduction in hours worked was still
quite low: During the whole period

Chart 9
Share of bank employees in total employment
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under review, the number of hours
worked in the financial sector rose
slightly between 2000 and 2013 (+0.3%)
in Austria, whereas it fell by 2.4% in the
euro area.

In 2015, Austria exhibited the sec-
ond-highest share of bank employees in
total employment among the countries
presented; only Luxembourg showed a
(considerably) higher share (see chart 9).
The Austrian share is so large because
Austria started into EMU with one of
the highest ratios of the countries un-
der review; moreover, the number of
banking employees in Austria declined
at a rate below the euro area average
until the onset of the crisis. Since 2011,
however, this relation has reversed, and
the ratio has dropped faster in Austria.
Obviously, not only the dynamics of
the denominator (that is, bank employ-
ment) but also that of the numerator
(total of employment) have played a
role.

4 Possible drivers of labor de-
mand in the banking sector
4.1 The role of technology

Advances in technology affect banks’
labor demand through several avenues.
On the one hand, technological changes
may lead to the substitution of capital
for labor. For example, automated
teller machines (ATMs) and cash sort-
ers have replaced tellers. Even more
importantly, IT has simplified back-
office administration and risk assessment
considerably (Craig, 1997), and elec-
tronic banking has enabled banks to
provide customer services with less
manpower. IT-driven innovations may
also entail greater economies of scale,

which in turn reduce the demand for
labor (Berger, 2003). On the other
hand, not all IT investments have led
to a substitution of labor by capital. IT
applications are complementary to com-
plex tasks, thus increasing the demand
for more highly skilled workers, while
in routine activities, IT substitutes
labor."”” Today, banking employees must
be able to fulfill more tasks than their
predecessors, from conducting a trans-
action to offering sophisticated financial
advice. Thus, changes in job content
prompted by technological change and
the obsolescence of formerly relevant
skills may generate a demand for new
types of skills in banking employees.
When computing became wide-
spread in the 1960s, banks were carly
adopters of IT. For an indication of the
banking sector’s intensity of IT use, we
refer to Eurostat’s national accounts
data, which break down gross fixed as-
sets by industry and by type of asset.
From this dataset, we take information
and communication technology (ICT)
equipment, computer software and da-
tabases to represent IT capital. We use
net values, that is, the value of fixed
IT-related assets less their depreciation,
valued at current replacement costs and
deflated by the implicit price deflator for
this capital category. Between 1999 and
2014, the banking sector’s real IT capital
rose by 44%.%" Relating the amount of
IT capital available to the hours worked
gives an indication of the sector’s “IT
capital intensity.” As panel (a) in chart 10
shows, banks’ IT intensity increased
over the 15 years to 2015, interrupted
only at the onset of the crisis: Whereas

between 1999 and 2007, the amount of

9 This is an example zja wider phenomenon known as job polarization (see Autor, 2015), where computerization
leads to an increase in the demand for highly skilled labor as well as low-skilled workers (in services), on the one
hand, but to a decrease qftbe demandfor medium-skilled workers pezformin(g routine task. Job polarization can

be observed in many countries (Goos et al., 2014).

20 The structure of IT capital shifted from equipment to software as the latter’s share rose from below 60% in 1999

to 86% in 2014.
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Chart 10
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"ICT equipment and computer software and databases.

IT capital per hour worked rose by 4.3%
annually in real terms, the real annual
growth rate came down to 1.1% in the
2008 to 2014 period.

However, data on banks’ IT capital
does not cover IT spending that is out-
sourced to external suppliers (see be-
low). Thus, a somewhat cruder but nev-
ertheless often used indicator of banks’
IT usage is the rise of ATMs. The growth
of the ATM network, which was intro-
duced in Austria in 1980, still has not
showed signs of slowing. Between 2000
and 2015, the number of ATM terminals
grew by 48% (or 2.6% annually) to
8,744.?" The ascent of ATMs was accom-
panied by a steady reduction in the num-
ber of bank outlets (head offices and
branches) from 5,479 in the year 2000
to 4,096 in 2015. Thus, the ratio of
ATMs to bank outlets augmented from

2 However, not all ATMs are run by banks.

1.08 in 2000 to 1.81 in 2015. Likewise,
the ratio of ATMs to employees rose
from 79 to 116 (per 1,000 employees)
over the same period. The pattern is the
same as with ICT capital, which featured
a strong increase that was interrupted
only by the onset of the crisis. Addition-
ally, the percentage of Austrians who
use internet banking quadrupled from
13% in 2003** to 51% in 2015.%%**
Another challenge the banking sec-
tor is currently facing is the advent of
new internet competitors, usually re-
ferred to as financial technology (fin-
tech) companies. Over the past decade,
existing companies in several industries
(ranging from music to travel to trans-
portation) have come under severe
pressure from Internet competition. In
principle, new digital technologies have
the potential to reshape the entire value-

22 This was the first year for which Eurostat collected relevant data.

BAccording to a survey, approximately 40% of Austrians used mobile banking in 2013 (Zeh and Buchinger, 2013).

2 Technological developments in the banking sector can be expected to be accelerated by financial technology (fin-
tech) companies. In the past few years, a host of internet-based enterprises seeking to enter the market for finan-
cial services have sprung up to provide new applications, processes, products or business models. ]ntensgried com-
petition from fintech companies represents a potential threat for banks and could lead to a loss of business volumes
(and revenues) with corresponding consequences_for bank employment. For the impact of fintechs on banks and

payment systems, see for example box 3 in Financial Stability Report 31, p. 45 (OeNB, 2016).
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added chain of existing financial products
and services. The question is whether
and to which extent this also is going to
happen in the banking sector and how it
will affect the job market in the banking
sector. While fintechs might be able to
react faster to changing customer needs
and thus potentially disrupt current
business models, they also address cus-
tomer groups that are currently not
served by banks. Moreover, fintechs
could become new distribution channels
for banks and could reduce operating
costs by using innovative technologies.

4.2 Organizational changes in banking

Labor demand has been affected by or-
ganizational changes at the level of indi-
vidual banks. These organizational
changes may reflect developments in
the market for banking products. For
example, rising wealth led to more
consumption of banking products per
customer, and changing customer pref-
erences gave rise to a range of new
products, such as the provision of advi-
sory services in the sale of funds and in-
surance rather than the acceptance of
savings deposits. Thus, a greater num-
ber of customers seeking e.g. to invest
more wealth or to take out more loans
have demanded more skill-intensive fi-
nancial products. A special factor in
Austrian banking was the expansion of

Austrian banks into the Central, Eastern
and Southeastern European (CESEE) region,
although its overall effect on employ-
ment in the domestic entities of the
banking sector is not easy quantify.
Since the involvement of Austrian
banks in this region usually served to
develop and expand local markets, it is
likely to have had positive effects on
employment in Austria:> The head-
quarter functions of the domestic enti-
ties imply a growing workload in areas
such as investment, human resources
and risk management, accounting and
compliance.”® Furthermore, while sub-
sidiaries performed most of the bank-
ing business in these new markets, the
domestic entities of the Austrian bank-
ing groups also conducted more foreign
business, in many cases complementing
the financing and other services of the
foreign operations. The CESEE earn-
ings might also have alleviated pres-
sures to reduce costs (and thus, staff) in
the (much less profitable) domestic op-
erations. Yet, there may have been la-
bor substitution effects between parent
banks and their affiliates, for example
in the area of outsourcing (see below).””

In contrast, there can be no doubt
that the ongoing consolidation process
within the Austrian banking sector has
reduced labor demand. Between 2000
and 2015, the number of independent

% The number of foreign nationals in the banking workforce also rose from 3,700 or 4.8% of all bank employees in
2008 to 6,000 or 8.4% in 2015. This trend appears to reflect not only the opening of the Austrian labor market
_for workers from CESEE but also the growing internationalization of banking. Non-nationals in financial services
faU into three groups qfrou(gh]y the same size, namely into Worleersfrom the EU—]4,from the new Member States
in the CESEE region (the EU-10 plus Bulgaria, Romania and Croatia) and from non-EU countries. The latter

group exhibits the most dynamic growth.

% One indication of the magnitude involved might be inferred from media reports that about 500 employees could be
affected by UniCredit’s decision to transfer direct control of Bank Austria’s CESEE subsidiaries to the Italian
headquarters. Ofthese 500 persons, between about 250 and 300 are directly involved in the control zy“the CESEE
subsidiaries of Bank Austria; additionally, roughly 200 employees work for the bank holding. If that figure is any
indication of the approximate size of the number of employees that work for the CESEE units in the other large
Austrian banking groups, then bank employment in Austria directly related to the CESEE operations might be in

the order of several thousands.

7 However, the empirical evidence in the related literature on the effects of FDI does not provide a clear picture,
especially not for the services sector. Looking at the home market effects of outward FDI into the CESEE region,
Falk and Wolfmayr (2008) found limited evidence for the substitution of jobs between the parent companies in the
EU-15 and their affiliates in CESEE between 2000 and 2004.
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banks fell from 923 to 739, affecting the
banking sector’s demand for labor in sev-
eral ways, from avoiding duplicate infor-
mation technology infrastructures, or en-
tire branches that are in close geographi-
cal proximity to each other, to eliminating
redundancies resulting from the integra-
tion of back-office and general services.

Moreover, like banks in other coun-
tries and like other sectors, Austrian
banks have increasingly resorted to out-
sourcing various activities in recent years.
Outsourcing encompasses not only sup-
port activities such as IT services, pro-
curement, accounting, real-estate agency
services, call centers, catering, cleaning
or security services, but also activities
more closely related to “core banking”
activities, like payment processing, lend-
ing and securities transactions. Accord-
ing to a survey on outsourcing con-
ducted among union representatives in
banks in June 2013 by the Austrian
Chamber of Labour (GPA-djp, 2014),
“classical” contracting out to external
firms appears to be the most important
strategy (60% of all cases included in the
survey). But outsourcing could also hap-
pen to “internal” operations, which are
shifted e.g. into a subsidiary that is fully
owned by the outsourcing bank, a dif-
ferent subsidiary or a holding company
to which the bank belongs. Thus, “inter-
nal” outsourcing might be part of the re-
structuring process of Austrian banks

Banking employment in Austria

mentioned above. Both “external” and
“internal” outsourcing may happen to
domestic or foreign firms. Outsourcing
to foreign firms often takes the form of
nearshoring to countries in Central and
Eastern Europe.

The principal aim of outsourcing is
to reduce costs, primarily personnel
costs: External contractors tend to have
lower earnings levels than the out-
sourcing banks. But even “internal”
outsourcing to Austrian firms may re-
duce labor costs because other collective
agreements may apply to the outsourced
entities, for example the agreement for
IT services or for crafts and trade ser-
vices (“Allgemeines Gewerbe”). Out-
sourcing may also enhance efficiency”
and may support the achievement of
strategic aims. Moreover, outsourcing
may also have the aim — especially in I'T
— to improve the quality of services ob-
tained. Sometimes, getting access to
specialist knowledge also plays a role
(see Konschalla, 2013, for outsourcing
in banking in Germany).”” In terms of
the overall evolution of employment in
banking, the trend toward outsourcing
implies that while “direct” employment
in the banking sector has receded, the
number of persons working indirectly
in or for the banking sector in various
support services may well have risen.
However, no comprehensive data are
available.?°

2 Critics point out that outsourcing also involves many risks, such as a lack of control of the activities of, and in-
creasing dependence on, external service providers, more complex decision-making structures and more complicat-

ed internal audits (see GPA-djp, 2014).

2 Moreover, technological progress played a crucial role in the increase of outsourcing. On the one hand, IT enabled
and facilitated outsourcing, as_for example new ways of secure data transmission facilitated outsourcing to call
centers. On the other hand, technological development raised the pressure for outsourcing, as IT services are not

part of banks’ core competencies.

30 However, anecdotal evidence on “internal” outsourcing (jvarious banks, especially (fIT servicefirms, suggests

that there has been a considerable increase of “indirect bank employment” in Austria. UBIS Austria (UniCredit
Business Integrated Solutions) is a subsidiary ofUBlS in [taly, which in turn is a subsidiary quniCredit. UBIS
Austria, which was founded in 2004, currently employs 1,800 staff, most of whom (about 1,500) are former
employees of Bank Austria. UBIS Austria mainly delivers IT (but also back-office) services to Bank Austria, in-

cluding services for operations in the CESEE region.
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4.3 Outlook

Over the past few years, many banks
have announced restructuring pro-
grams. But until recently, pressure to
dismiss large numbers of employees ap-
pears not to have been very strong: In
most cases, even those Austrian banks
which have reduced employment seem
to have refrained from layoffs, resort-
ing to attrition (see section 1.2) and
carly retirement schemes instead (see
Mayer et al., 2001, for the 1990s). This
development probably reflected the
rather consensual industrial relations in
Austria. Compared to enterprises in
other countries, Austrian firms are rel-
atively reluctant to lay off workers and
rather try to reduce working time in-
stead. Company surveys confirm this
tendency (Kwapil, 2009). Indeed, ac-
cording to media reports, many banks
have introduced programs to induce
workers to share jobs and to work part-
time when labor demand is low (the
working time developments described
in section 1.1 corroborate these re-
ports).

Austrian banks have also avoided dis-
missals because employment protection
provisions are comparatively strong:
Nonterminable employment contracts
for employees with more than 10 years
of service were in place in the savings
bank sector until end-2008, making lay-
offs impossible in many cases. Moreover,
many banking employees have relatively
high tenure and would thus be entitled
to receive large severance payments if
they were laid off.”!

Many observers (including bank
managers and unions) expect that banks
will start to reduce personnel more ac-
tively. As a consequence, the most re-
cent collective agreement of March 2016

includes a resolution to negotiate the
terms of a labor foundation for bank em-
ployees that facilitates retraining of re-
dundant workers. Early retirement and
“golden handshakes” will probably be
used more actively in the near future.
Specifically, almost 2,800 employees of
UniCredit Bank Austria have expressed
their willingness to leave the bank under
the conditions offered by the bank.
These comprise mostly consensual ter-
minations of employment contracts in
combination with extra severance pay-
ments. About 2,000 employees will
actually leave in the coming years, 1,000
of which will leave until the end of 2017
(Der Standard, 2016a and 2016b). For
Austria as a whole, both the OeNB
(OeNB, 2015) as well as other institu-
tions, such as the public employment
service, expect that employrnent in
banking will be further reduced in the
coming years. However, labor market
statistics will probably not show the full
amount of this decrease because in a
number of cases, employees are dis-
missed from their duties but are still
kept on the payroll (Arbeitsmarktservice
Osterreich, 2016).

5 Summary and conclusions

Since the onset of the crisis, the Aus-
trian banking sector has faced a host of
challenges that have led banks to accel-
erate their consolidation activities. In
recent years, consolidation has begun
to feed through to employment. Orga-
nizational measures ranging from bank
mergers to the outsourcing of various
activities to outright restructuring pro-
grams announced by a number of banks
have reduced the demand for labor. In a
first step, banks reduced the number of

hours worked per person by sharply in-

31 Many employees in banking are entitled to severance payments under a scheme that no longer applies to newly

hired employees. Under this scheme, they receive severance payments in the order of 9 monthly salaries (for em-
ployees with a tenure of 20 years or more) or 12 monthly salaries (for those with a tenure of more than 25 years).
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creasing the part-time ratio. Only in
the past few years was this trend to-
ward part-time work accompanied by a
reduction in the number of employees,
mainly through attrition, while banks
have mostly avoided layoffs so far. How-
ever, as novel an experience as these re-
ductions in the number of workers or
the total amount of hours worked may
be for the Austrian banking sector, in
an international perspective, they have
been rather muted so far, implying that
there might be room for further reduc-
tion in bank employment.

Apart from changes in the quantities
of labor, the quality of the demand for
labor in banking has undergone changes,
too. The advances in technology and the
increase in IT intensity in the banking
sector in the past decades has not only
led to the substitution of labor for capi-
tal, but also to a demand for more highly
skilled labor, substituting clerical sup-
port workers with more highly special-
ized staff. The rising number of gradu-
ates employed by the financial sector
that now exceeds the share of such
skilled labor in the overall economy may
well be explained by these requirements.

Earnings in banking are relatively
high, but so is the value of human capi-
tal. Compared to employees in other
sectors, employees in banking have high
educational attainment, more tenure
and are older. As long as higher earnings
levels are related to higher productivity
levels, they do not necessarily constitute
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Annex
Employment in banking: a brief
guide to the data sources
OeNB bank employment data. Data on
the number of employees are collected
by the OeNB on a regular basis and
published annually. These data com-
prise the total number of employees as
well as the number of full-time employ-
ees and part-time employees. The data
exclude employees on (parental) leave
and in military service as well as OeNB
employees. Blue-collar workers are also
excluded. Moreover, every quarter, all
Austrian banks report the size of their
workforce in terms of full-time equiva-
lents for the asset, income and risk
statement (formerly Quarterly Report).
ECB bank employment data. The OeNB
data form the basis for input into the
ECB’s database on annual banking struc-
tural statistical indicators. However, the
ECB includes only credit institutions
that are classified as “monetary financial
institutions” (MFIs). ECB data also ex-
clude EU Member State credit institu-
tions (defined according to Article 9,
Austrian Banking Act); total employ-
ment in these credit institutions num-
bered 869 employees at the end of 2015.
National accounts employment statistics
(ESA 2010). We derive data on employ-
ment (persons) and working time (hours
worked) from the national accounts. In
principle, annual data are available at the
level of the NACE division K64 (finan-
cial service activities, except insurance
and pension funding). However, work-
ing time data of some countries are miss-
ing, so we use NACE section K (finan-
cial and insurance activities) data for the
international comparison in section 3.
National accounts data also provide in-

Banking employment in Austria

formation on actual working hours, av-
erage labor costs and value added.

The European Union Labour Force Survey
(LES). Apart from employment and work-
ing time (normal working hours such as
full-time and part-time employment),
Eurostat’s LFS provides information on
the level of educational attainment and
on the length of tenure in the current
main job. The LFS is a household survey;
the subsample for banking is rather
small. Thus, the results for banking may
be affected by sampling errors and unex-
plained changes from year to year.

Social security and other administrative
data for Austria. These data deliver infor-
mation on employment (social security
data from the Association of Austrian So-
cial Security Institutions, HSV)), but also
on unemployment, schooling, and on va-
cancies (from the public employment
service, AMS). The employment data
refer to standard contracts.* Adminis-
trative data provide information on per-
sonal characteristics such as gender, na-
tionality or age. Social security employ-
ment numbers refer to jobs, whereas the
other sources refer to persons. Because
the sectoral statistics exhibit a time series
break between 2007 and 2008 (change
from ONACE 2003 to ONACE 2008),
we use mostly data from 2008 onward.

Table Al gives an overview of the
main characteristics and differences be-
tween the various data sources available
for banking employment. Chart A1 shows
the evolution of employment according
to all sources mentioned. Apart from the
erratic movements (and implausibly high
level) of employment in the LES series,
all data sources consistently indicate an
increase in employment up to 2008 and a
decrease thereafter.

32 Standard contracts are equivalent to employees with full social insurance, including apprentices. Other social
security statistics show that minor jobs (“geringfiigige Beschdftigung”) and freelance contracts (“Freie Dienstver-
trdge”) play a rather small role in financial services. On average in 2015, 2,400 persons were marginally em-

ployed, down slightly from 2,500 in 2008. Even fewer persons are engaged under freelance contracts: Fewer than
300 qfthese contracts were reported in 2015, less than halfthe corresponding number in 2008.
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Table A1

Characteristics of employment data by data sources

Banking sector definition

Bank employment data include
the OeNB

Data refer to persons or jobs

Annual data refer to year-end
or period average

Nonstandard contracts included
Blue-collar workers included

Data are based on full census or
sample

Employment data include
employees on leave

Working-time information
available

Restrictions in time period
(1998-2015)*, time series breaks

OeNB

OeNB
definition
no

persons
end of year

yes
no
full census

no

full/part time
and FTE

no

Source: OeNB, ECB, Eurostat, HSV, Statistics Austria.

ECB

ECB
definition
no

persons
end of year

yes
no
full census

no

full/part time
and FTE

no

National
accounts (ESA)

NACE Ké4
yes

persons
period average

yes
yes
full census

employees on
parental leave or
in military or
alternative
service included

actual hours

no

Labour Force
Survey (LFS)

NACE Ké4
yes

persons
period average

yes
yes
sample

employees on
parental leave
included

full/part time
(actual hours)?
We use only
data from 2004
(time series
break).

Social security
data

NACE Ké4'!
yes

jobs
period average

no?
yes
full census

employees on
parental leave or
in military or
alternative
service included

no

Time series
break between
2007 and 2008

! For the years from 2008 on, NACE 4-digit employment statistics are available in the BALI database of the BMASK, which allow a more exact

delimitation of the banking sector.

2 Data on minor jobs are available in separate social security statistics.

7 The LFS provides only actual weekly hours worked in the reference week.

* As of end-July 2016.

Chart A1

Banking employment according to various data sources
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