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10 Years of Austrian EU Membership:
Elements of an Overall Economic Assessment

“Die Dichte der Ereignisse ... lie8 den Eindruck entstehen,
dass sich das Rad der Zeit beschleunigt hat.”
Liebscher (1996; p. 2)'

Austria has been a member of the EU for ten years now. Although accession to the EU would have been
economically feasible much sooner, for political reasons, in particular, it had to wait until the end of the
Soviet era. On balance, this has been quite a positive decade, though so many relevant changes took place
simultaneously — worldwide liberalization trends, the opening up of Central and Eastern Europe, and the
establishment of monetary union, to name a few — that it is hardly possible to identify which effects stem
solely from EU accession. It is equally inadvisable to see the process of European integration, in its all-inclu-
siveness, purely under economic aspects. Accession to the EU has fundamentally changed the institutional
landscape, which today is dominated by Europe. It has also left its imprint on financial markets and foreign
trade as well as the labor market and the regulatory framework. Many of those changes would have been
unavoidable even without EU accession. However, in many cases accession was the catalyst for a renewal;
in its absence, many structural adjustments would have probably occurred either later or not at all.

After a long — and quite eventful” —
“campaign,” on June 12, 1994, over
66% of the turnout of eligible Austri-
ans voted yes to Austria’s accession to
the EU. This was a surprisingly clear
(yes) vote in favor of this fundamental
step toward integration, not least
when compared with the two Nordic
countries that joined at the same time,
Finland (57%) and Sweden (52%). On
June 24, 1994, the Accession Treaties
were signed at the Corfu European
Council, and Austria officially joined
the EU on January 1, 1995.

Starting with this majority “yes”
vote by the Austrian population in the
EU referendum, this ten-year period
seems like a good time to take stock
of the economic developments that
have taken place in our country since
then. According to current survey

results, nearly three-quarters of Austri-
ans are in favor of remaining in the EU.}
The figures for those under 50 years of
age are higher than the average for the
entire population, peaking at 83% for
those aged 25 and younger. As many
as 67% of Austrians rate their country’s
ten years in the EU as anywhere from
“very good” to “satisfac‘cory.”4

These positive assessments, how-
ever, must not divert our attention
from some of the criticisms voiced by
Austrians regarding EU membership.
Only 55% of those surveyed now
believe that joining the EU was the
right decision, with approval ratings
again higher among the younger age
groups (up to 25 years of age: 71%,
26 to 35 years of age: 59%). Assess-
ments have worsened since 1994 with
regard to particularly sensitive issues

Events occurred in such rapid succession . . . that it seemed the wheel of time had begun to spin faster and faster.

3

For more on the topic, see some reviews published recently in the media, such as “Auﬂ)egehren gegen die Gurke”
(Uprising Against the Cucumber) from the January 17, 2005, edition of the Kurier, or “Schokoladetafeln aus
Rinderblut oder Schildliuse im Joghurt, das sind Themen, die vielen aus der Beitrittsdiskussion Anfang der Neun-
ziger Jahre noch in Erinnerung sind” (“Chocolate Bars from Cattle Blood or Scale Insects in Yoghurt, Some of the
Topics from the Debate on Accession in the Early 1990s That Are Still in Memory”), O1 Mittagsjournal
(a radio news program), January 12, 2005.

Osterreichische Gesellschaft fiir Europapolitik (Austrian Society of European Politics): “Mini-Referendum” iiber die
EU-Verfassung — EU-Mitgliedschaft und die Folgen (“Mini-Referendum on the EU Constitution — EU Membership
and the Consequences”). Vienna. April 2005.

Osterreichische Gesellschaft fiir Europapolitik (Austrian Society of European Politics): Die Einstellung der Oster-
reicher zu EU-Mitgliedschaft und EU-Verfassung (Austrians’ Attitudes Toward EU Membership and the EU Con-
stitution). Vienna. February 2005.
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(transit traffic, nuclear reactors, etc.).
Attitudes toward the EU’s future Con-
stitutional Treaty are positive (46%),
but not overwhelmingly so. Economi-
cally speaking, Austrians feel that their
expectations of EU accession have
only partly been met,” and Austria’s
62% opposition to further enlarge-
ment is highest among the EU-25
(Eurobarometer, December 2004).

Against this background, the pres-
ent special issue of Monetary Policy &
the Economy marking the tenth anni-
versary of Austrian EU membership
reviews the institutional, economic
and policy developments that may be
regarded as important by a central
bank that actively participates in the
European integration process. This
report is not intended to present an
exhaustive account, nor is it possible
to reach a conclusive assessment. In
particular, it is inadvisable to look at
the process of European integration
purely in economic terms (Liebscher,
1996, p. 3).

This introductory study attempts
to group the issues covered in further
detail in this issue into an overarching
context and, against the background
of the relevant literature, to merge
the assessments deriving from these
analyses.

1 Austria’s Long and
Unique Path to the EU

The story of Austria’s first ten years in
the EU would be incomplete without
taking a look at the long and unique
process it took to get there. Several
mostly non-economic factors played
a key role in this journey. The
long pre-EU membership stage also

10 YEARS OF AUSTRIAN EU MEMBERSHIP:
ELEMENTS OF AN OVERALL ECONOMIC ASSESSMENT

“explains” the “special” economic pol-
icy and institutional avenues Austria
pursued — and quite successfully — dur-
ing the postwar era. In macroeconomic
and economic policy terms, the move
to join the EU — followed by accession
to Economic and Monetary Union
(EMU) — was the logical continuation
of a path upon which Austria had
already embarked.

Austria’s path to the EU, which may
be described as having been rather
complex, was, above all, marked by
two particular factors: Austria’s his-
tory-laden location at the crossroads
between western and eastern Europe®
and tense relations with Italy on
account of the South Tyrol issue. In a
macroeconomic and economic policy
sense, it would have been “logical” for
Austria to accede to the EU much ear-
lier, even if not by any means as a
founding member when the Treaty of
Rome was signed in March 1957. At
that time, there were justifiable eco-
nomic and political reasons alike for
having fundamental doubts about the
credentials of Austria, a small country
with an economy that was not exactly
firmly in the saddle, for joining the
European  Economic =~ Community
(EEC) (Seidel, 2005). Certainly by
the late 1960s, it was definitely Euro-
pean political sensibilities which held
Austria back from European economic
integration.

Initial ideas about linking Austria to
the European Coal and Steel Commun-
ity (ECSC) and the EEC date back to
1956-57 (Sandgruber, 1995, p. 481).
The ban on political union with Ger-
many contained in the State Treaty
and neutrality made such attempts

° In extreme cases, some studies even assert that the vast majority of Austrians— 73% to 82% — associate the ten years
of EU membership with a change for the worse (APA: Osterreicher sehr unzufrieden mit zehn Jahren EU-Mitglied-
schaft — Austrians Very Dissatisfied with Ten Years of EU Membership), Vienna, December 3, 2004).

6

In this sense, the historical reference is pe1_rfect])/ “accurate” in its being reflected in the concurrent celebration, in

2005, of ten years of EU membership and the 50-year anniversary of the State Treaty.

MONETARY POLICY & THE ECcONOMY Q2/0§

ONB

29



10 YEARS OF AUSTRIAN EU MEMBERSHIP:
ELEMENTS OF AN OVERALL ECONOMIC ASSESSMENT

appear unrealistic; consequently, in
1960, Austria became a founding mem-
ber of the European Free Trade Associ-
ation (EFTA). One of the objectives of
the EFTA, however, was to build a
bridge to the EEC, as was expressed
by the United Kingdom’s application
for membership in 1961 and the formal
applications for association status sub-
mitted by Austria, Sweden and Switzer-
land. However, France’s veto in Janu-
ary 1963 of the U.K. application to join
the EU made a rapid merger of the
EEC and the EFTA no longer seem like
a realistic possibility. The decisive bar-
riers to Austria’s efforts were not only
Soviet resistance but also the tense rela-

tions with EEC member Italy on
account of South Tyrol. In the light of
the problems with the South Tyrol
“package of laws” adopted in 1964,
from 1967 on Italy vigorously blocked
any Austrian moves toward closer ties
with Europe. It was ultimately not
until 1992 that the implementation of
the “calendar of operations” for the
“South Tyrol Package” was completed
and a formal agreement settling the
conflict was signed. Meanwhile, start-
ing in 1989, other events came to shape
the European integration process: the
opening up of the East, the end of the
Soviet Union and German reunifica-
tion.

A Brief History of Austria’s Long Road to the EU

1952 ECSC - Treaty of Paris of April 1951 enters into force

1958 EEC - Treaty of Rome of March 1957 enters into force

1960 EFTA is established, with Austria as a founding member

1961 Austria, Sweden and Switzerland apply for association status, United Kingdom applies for full

membership

1963 Enlargement delayed by French veto of U.K. bid to join the EEC
1967 Merger of the ECSC, EEC and the European Atomic Energy Community (EURATOM) to form the

European Community (EC)
1968 Customs union completed

1973 United Kingdom, Ireland and Denmark join the EC; free-trade agreements between EFTA countries

and the EC enter into force
1979 European Monetary System (EMS)
1981 Greece joins the EC
1986 Portugal and Spain join the EC
1987 Single European Act
1989 Austria bids to join the EC

1989 Madrid European Council adopts the Delors Plan for an economic and monetary union
1993 Maastricht Treaty of February 1992 enters into force

1993 European Single Market

1993 Official accession negotiations with Austria, Finland, Norway, and Sweden launched

1994 Austria joins the EEA

1994 Conclusion of accession negotiations and EU referendum (June 12)

1995 Austria, Finland, and Sweden join the EU

1999 Monetary union commences with 11 countries and ERM Il (only Denmark)
1999 Treaty of Amsterdam of October 1997 enters into force

2001 Greece joins the euro area
2001 Treaty of Nice signed
2002 Euro cash is issued

2004 EU enlarged to include eight Central and Eastern European countries, Malta and Cyprus
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From 1969, France opened its inte-
gration policy, paving the way for the
United Kingdom, Ireland and Den-
mark to join the EC in 1973. At the
same time, numerous free trade agree-
ments were signed between the EC and
the EFTA, culminating in a free trade
zone by 1977 — with the exception of
agriculture. Starting in 1985, the Sin-
gle European Act, the Internal Market,
the Delors Plan and finally the Maas-
tricht Treaty caused the dynamics of
integration to soar to new heights
(Brunn, 2002). Seizing the new oppor-
tunities brought about by the dissolu-
tion of the Soviet Union, Austria
applied to join the EC in 1989, fol-
lowed in 1991 by Malta, Cyprus, Swe-
den, Finland, Norway, and Switzer-
land. In May 1992, the EC and the
EFTA signed an agreement on the cre-
ation of the EEA, which came into
force in 1994. At almost the same
time, accession negotiations with Aus-
tria, Finland and Sweden were com-
pleted, resulting in the entry of these
countries into the EU on January I,
1995.7

2 Brief Macroeconomic
Assessment

As unsatisfactory as it may sound, it is
not justifiably possible to reach a clear
assessment of the macroeconomic
effects of accession to the EU. Three
major aspects stand in the way: (1)
One can always only speculate how
the Austrian economy would have
developed in the past ten years without
EU accession. (2) Economic develop-
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ments during this period were exposed
to numerous shocks — ranging from
exchange-rate and stock-market crises
to the September 11 terrorist attacks —
which had a marked impact on world
economic developments. (3) Finally,
there has been a confluence of several
different European integration proc-
esses, which are difficult to isolate.
They include worldwide liberalization
processes (e.g. through the WTO),
integration processes in the EU itself
(e.g. the Single Market) and economic
integration between the EU and other
countries (e.g. the EEA), along with
fundamental developments such as
EU enlargement and EMU.

Therefore, particularly in the case
of a small and internationally highly
integrated country, it is virtually
impossible to isolate the impacts of
individual effects of integration with
sufficient precision.

Breuss (1992; 1996; 1999) pre-
sented, for economic union and mone-
tary union separately, the soundest
model estimations for calculating the
effects of accession. If his results are
interpreted cautiously, as is recom-
mended, it may be assumed that Aus-
tria’s participation in European real
economic integration over a ten-year
period has led to a positive growth
stimulus of around 0.5 percentage
point per year (table 1). The narrow
range of the estimates confirms the rel-
atively high reliability of the results,
whereas the effects of monetary union
prove to be positive but distinctly less
certain because of the large ranges.

Switzerland’s bid for accession was derailed by a negative referendum vote as early as 1992; in Norway, 52% of the

public rejected a fully negotiated EU accession agreement in a 1994 referendum. The applications for accession

submitted by Malta and Cyprus led to these two countries being allowed to join the EU in the latest round of
enlargement in 2004, which added a total of ten new members to the EU.
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Overall Effects of EMU

cumulative GDP effects in percentage points

Table 1

EU Austria
range ‘ mean range ‘ mean
Economic union
Static effects: 25-65 4.5 35 35
increase in efficiency
Dynamic effects: 0.5-9.0 4.8 1.0-4.0 2.5
economies of scale, stimulation
of investment
Total 3.0-15.5 9.3 4.5-7.5 6.0
Monetary union
Static effects: 0.3-1.0 0.50 0.5 0.5
savings in transaction costs
through elimination of
currency exchange
Dynamic effects: 0.0-28.8 145 0.0-28.8 14.5
economies of scale 00-08 0.5 0.0-0.8 0.5
capital accumulation through
elimination of risk premium 0.0-28.0 14.0 0.0-28.0 14.0
Total 0.3-29.8 | 15.0 | 0.5-29.3 | 15.0
EMU total 3.3-45.3 | 24.3 | 5.0-36.8 | 21.0

Source: Breuss (1992, p. 546)
Economic union: Single Market starting on January 1, 1993, and economic coordination.

Monetary union: Common currency and single monetary policy from 1999.

Dynamic effects: Half of which effective within ten years, half over a longer-term period (unreliable
estimates).

On the whole, post-accession mac-
roeconomic developments have been
largely favorable.® To be sure, eco-
nomic growth cannot by any means
be regarded as satisfactory; however,
this phenomenon is largely the result
of weak economic growth of important
export markets for Austria —e.g. Ger-
many, Italy and Switzerland. Austrian
inflation not only remained at its tradi-
tionally low level but, despite the favor-
able starting position, fell even further,
in line with international develop-
ments and as a result of integration-
related competitive effects.” The un-
employment rate tended to rise
slightly, but was less than half the
EU-15 average for the ten-year period

of Austrian EU membership. Fiscal
affairs and the current account have also
shown clear signs of improvement fol-
lowing EU accession. The overall state
of the Austrian economy, which may
be regarded as having been quite favor-
able over the past decade — apart from
the basically unsatisfactory growth in
Europe — is something to which the
new markets in Eastern Europe have
made amajor contribution. At the same
time, deeper westward integration is
also likely to have positive effects on
the Austrian economy.

The growth of per capita GDP at
purchasing power standards (PPS) can
be used to comprehensively measure
the state of Austria’s economy. Austria

¥ For analyses on this topic, see, for instance, Breuss (2005), Raiffeisen Research (2004) or the focus issue of Wirt-

schaftspolitische Blitter No. 2 (2004).

them.

In this issue, Fluch and Rumler take a comprehensive inventory of inflation developments and the Ieeyfactorx behind
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Chart 1

Per Capita GDP in PPS for Selected EU Member States Since 1995
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was, in fact, able to hold its position
among the EU-15 front-runners in
per capita GDP at PPS since acces-
sion. 1 Although the index value rela-
tive to the EU-15 fell from 116.6 to
111.6 between 1995 and 2004, the losses
sustained by Germany (107.9 to 98.7)
or Italy (104.2 to 96.5), however, were
much more severe. During this period,
Austria was overtaken by Denmark and
Ireland; Denmark only sustained a
slight decline in per capita GDP,
whereas Ireland saw the largest GDP
growth of all EU countries. Today, Aus-
tria’s per capita GDP is practically level
with Denmark in third place in the EU,
ahead of the large EU countries (with
the lead even growing) but also ahead
of Belgium and the Netherlands. Fin-
land, despite having made significant
gains in catching up since 1995, is still
significantly behind Austria in this
respect.

A comparison between Finland,
Sweden and Austria (Pointner, in this

issue), all of which joined the EU
together in 1995, provides an interest-
ing perspective. Breuss (2005, p. 8)
shows that only Finland was able to sub-
stantially improve its per capita GDP in
PPS since accession, from somewhat
below the EU-15 average in 1995 to
somewhat over the EU-15 average in
2004. Nearly all of this improvement
took place from 1996 to 1998, when
Finland finally managed to overcome
its severe economic crisis following
the collapse of the Soviet Union. Since
then, Finnish per capita GDP at PPS
has remained constant. For Sweden,
on an average over the entire period,
only slight fluctuations have been meas-
ured; Austria has seen a trend decline
relative to the EU-15 average, inter-
rupted by an upward movement from
1998 to 2000.

These differences are probably
attributable less to EU accession and
more to the pronounced currency
and banking crises in Finland and Swe-

10" Data according to Eurostat press release of December 3, 2004; data for 2004 estimated according to the available

forecasts or according to Eurostat press release t_)f]une 3, 2005.

MONETARY POLICY & THE ECcONOMY Q2/0§

ONB



10 YEARS OF AUSTRIAN EU MEMBERSHIP:
ELEMENTS OF AN OVERALL ECONOMIC ASSESSMENT

den in the early 1990s and the stronger
external links those countries have
with the strong-growing economic
areas of the United States and the
United Kingdom. By contrast, Austria
was hit hard by the sub-par growth of
Germany, Italy and Switzerland, its
main export markets, which was only
partially compensated for by the grow-
ing importance of Eastern European
export markets.

3 Institutional Framework
and Macro Policy Dimen-
sions of EU Integration

One aspect that is often given short
shrift compared with macroeconomic
performance is the institutional dimen-
sion of EU accession (Neisser and
Puntscher-Riekmann, 2002). A coun-
try’s economic framework is often
heavily influenced by the sweeping
changes associated with integration
into the EU’s institutional landscape.
Although there is a multiplicity of dif-
ferent material transitional provisions
for acceeding countries, the institu-
tional structure of the EU is ultimately
binding on all Member States without
restrictions. ! By signing the Accession
Treaty, new EU Member States accept
the EU’s institutional framework. The
significance of this factor varies mainly
depending on the progress a country
has made in converging to the EU at
the time of accession.

The adaptation of a country’s insti-
tutional framework to the EU’s acquis
communautaire covers a wide range of
fields, from the legal system to many
institutions that are directly relevant
to economic and policy issues, such
as competition policy. In this respect,
the Austrian case was different from
most others because Austria’s specific

historical development prior to EU
accession had already led to virtual con-
vergence in many areas, including the
institutional context. In the monetary
policy arena, in particular, Austria’s
long tradition of a hard currency pol-
icy, and, even more, the associated
need for real adjustment, had effected
significant convergence, such that the
transition to the EU, the EMS, the
ERM, and finally, to EMU, only
seemed like relatively small steps at
most (Backé and Mooslechner, 2004).

Despite the high degree of histori-
cal convergence to the EU, Dvorsky
and Lindner (in this issue) impressively
outline the substantial change the
OeNB, as an economic policy institu-
tion, has had to undergo. Naturally,
the major break in monetary policy
did not take place until the beginning
of monetary union. The phase of EU
membership, however, already called
for a fundamental reorientation that
was characterized by participation in
EU committees and intensive prepara-
tions for monetary union. By contrast,
accession to ERM, important for for-
mal reasons, did not represent a signif-
icant change in the framework in the
light of Austria’s long-standing hard
currency policy (Gnan et al., in this
issue).

Besides monetary policy, the EU’s
strongest macro influence was proba-
bly in the area of fiscal policy. Katterl
and Kohler-Téglhofer (in this issue)
explain how the stance of Austrian fis-
cal policy was subjected to several
key changes prior to EU accession,
from the predominance of an anticycli-
cal stance in the 1970s to multiple con-
solidation phases in the 1980s and
1990s. With accession to the EU and

the objective of monetary union, how-

II' Breuss (2002) presents an up-to-date synopsis of the key economic policy framework conditions.
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ever, EU-related objectives also came
to dominate Austrian fiscal policy
(Mooslechner, 2001). Since that time,
the convergence criteria for participa-
tion in monetary union, and later the
Stability and Growth Pact and, on the
whole, the EU’s economic policy coor-
dination mechanisms, all came to
define the parameters within which
economic policymakers could act.”?
Today, the justification and shaping of
national budget policy is mainly under-
taken at the European level and accord-
ing to European rules.

4 Financial Market Inte-
gration, the Labor
Market and the Trend in
Regulatory Structuresas
Examples

This special issue is primarily dedicated
to analyzing some of the key macroeco-
nomic and economic policy develop-
ments associated with Austria’s EU
membership. In  addition,
selected structural areas of major
importance are covered. From a mon-
etary policy perspective, this includes,
in particular, financial market topics

some

that are important both for the imple-
mentation of the Single Market and
for the efficiency of monetary policy
in monetary union. Also in the spot-
light are foreign trade, the labor mar-
ket and the regulatory system, i.e. fur-
ther special topics that are important
elements of the framework for mone-
tary policy.

In their studies in this issue, Fuchs
and Waschiczek find out that the Aus-
trian financial markets, by preparing
for accession and upon EU accession
itself, at the same time experienced a
massive surge in internationalization.
Partly for this reason, but partly also

10 YEARS OF AUSTRIAN EU MEMBERSHIP:
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to strengthen its domestic position, the
financial sector used the scope created
by market deregulation for M&A activ-
ity, capacity reduction and market
enlargement  strategies. The most
prominent of these strategies was the
resolute move toward FEastern and
Southeastern Europe, which decisively
strengthened the position and the prof-
itability of Austrian banks. In this case,
too, however, EU enlargement and EU
accession are so closely intertwined
that it is virtually impossible to isolate
their effects. At the same time, the
competitiveness of the Austrian bank-
ing industry grew stronger, which
meant that direct competitive pressure
from the EU on the Austrian market
has remained relatively slight thus far.

For the corporate sector, the inter-
nationalization process has significantly
widened the scope for obtaining
finance. This appears to have made it
much easier for Austrian companies,
coming from a tradition of having their
personal “house banks,” to make the
switch to market-based forms of
obtaining finance, which has led to a
structural increase in capital market-
based relative to intermediary banking
services. By contrast, the (direct)
effects on households’
activity have remained relatively slight.

investment

Indirectly, the internationalization of
households’ portfolios and investment
in stocks — for instance, through the
sharp rise in the volume of mutual fund
investment — has risen substantially.

Finally, it must be emphasized that
the internationalization of Austrian
financial markets has mainly been
about Europeanization. At the same
time, external positions have been
moving toward the level of comparable
countries. Against that background,

12" For a comprehensive explanation, see Hughes-Hallett et al. (2001).
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Pauer’s study in this issue concludes
that, despite pronounced internation-
alization, financial stability tends to
have been strengthened through the
incorporation of Austria’s financial
institutions into the European regula-

tory and supervisory environment.
Braumann (2002) points out, correctly,
that the gradual process of liberaliza-
tion which Austrian financial markets
underwent bears important responsi-
bility for this positive overall picture.

Chart 2

Assets under Management and Austrian Mutual Funds’ Share

of Foreign Ownership
EUR billion
120

100

40

20

1995 1996 1998

B Domestic investment (left-hand scale)
B Foreign investment (left-hand scale)
=== Share of foreign ownership (right-hand scale)

Source: OeNB.

1997

1999

100
90
80
70

2000 2001 2002 2003 2004

For the real economic side of the
internationalization associated with
EU accession, Fidrmuc shows in this
issue that, despite all the moves toward
liberalization and integration, at best,
Austrian foreign trade with the EU
was stagnant prior to 1995. Entry into
the EU provided a positive stimulus
that is likely to have been amplified
by EMU membership. Both in foreign
trade and, more strongly, in direct
investment, the effects vis-a-vis East-
ern Europe were initially surely the
dominant factor.

Finally, the two studies by Stigl-
bauer and Janger in this issue address
two specific aspects that are of essential
importance to a small open economy
in European integration and for eco-

nomic policy making in monetary
union: the labor market and the change
in the competitive situation, with sec-
toral regulations as a case in point.
Contrary to the conventional wis-
dom which is spread by the media
and pervades the general public, high
flexibility and mobility have tradition-
ally been characteristics of the Austrian
labor market. For that reason, among
others, itis not easy to answer the ques-
tion of how accession to the EU and
EMU has impacted on the Austrian
labor market. Although the key prob-
lems were already sufficiently known
prior to EU accession, deregulation
was continued more or less independ-
ently of that. It appears that the ques-
tion of the extent to which the (slight)
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differences with regard to employment
and unemployment in the decade
before and after EU accession can be
associated with the EU will ultimately
have to remain unresolved given the
existence of numerous other factors.
In any case, what the data do confirm
is that the international competitive-
ness of the Austrian economy, includ-
ing that within the EU, has been sub-
stantially amplified thanks to the tradi-
tion of wage moderation. At the same
time, what also emerges is that, in
many cases, demands voiced long
before EU accession — such as for an
increase in employment — remain
highly relevant even after ten years of
EU membership.

With the exception of the labor
market, prior to EU accession it was
probably correct to state that some
parts of the Austrian economy were
particularly highly regulated, and that,
in the light of the original intent of the
regulations, they were justified only
part of the time. In addition, an
explicit competitive policy meeting
international standards was virtually
nonexistent. Using the regulatory sit-
uation of network industries as a case
in point, Janger argues that interna-
tional commitments would have
caused an opening of the markets
sooner or later even absent accession
to the EU. Because of its export orien-
tation, the manufacturing industry was
already pretty much wide open to
international competition long before
EU accession. In this environment,
EU accession, however, has clearly
acted as a catalyst for reforms in the
regulatory structure, especially by
making the EU competitive framework
an explicit guidepost for a renewal of
the Austrian regulatory system.

10 YEARS OF AUSTRIAN EU MEMBERSHIP:
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5 The Challenge of
European Economic
Policy

It is precisely because the ten years fol-

lowing Austria’s accession to the EU

may appear to be a long time that, in
view of the vast number of important
influences that have affected the Aus-
trian economy over that period, it
may seem difficult to come to a definite
conclusion. The effects of the opening-
up of Central and Eastern European
markets or of the launch of monetary
union were too great to be precisely
isolated from the impact of EU acces-
sion. At the same time, the Austrian
economy, long before EU member-
ship, was already so closely inter-
twined with the EU countries’ markets
that the formal move to join the EU in

1995 was merely the completion of a

development that had already occurred

on the markets.

If the areas examined in this special
issue that are of particular relevance to
a central bank — without any claim to
completeness being made — are used
as a guideline, the bottom line is that
ten years of Austrian EU membership
have been positive. Apart from less-
than-satisfactory growth, which, how-
ever, is an overarching European prob—
lem, Austria’s overall economic devel-
opment in the EU, depending on how
the indicators are weighted, has been
anywhere between largely unchanged
and even slightly improved. In particu-
lar, Austria, despite the challenges
posed by integration, has managed to
stay near the top of the EU in terms
of per capita GDP at PPS. Austria still
ranks ahead of precisely the major EU
Member States but also ahead of the
success story of Finland.

It is undoubtedly true that EU
accession has caused a change in the
institutional framework of the Austrian
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economy that, in some cases, has been
fundamental. European institutions
are playing a dominant role in macro
policy, from the changed role of the
OeNB to EMU. In a parallel develop-
ment, the institutional framework for
financial markets or for the regulatory
system/competitive policy has also
changed profoundly, even if only partly
as a direct result of EU integration. In
some areas, such as the labor market,
one could even conclude that the prob-
lems of today are largely identical to
those prior to EU accession.

It is for sure that Austria’s integra-
tion into the EU represents an impor-
tant turning point politically and eco-
nomically, one that major swaths of
the general public have certainly been
justified in perceiving, and will con-
tinue to perceive, as a sharp increase
in the pace of change. Since then, large
areas of economic policy have begun to
be defined by European regulations,
reducing the scope for independent
national policymaking. Conversely, a

small, open economy, in a world of lib-
eralized international markets, bene-
fits from the fact that, nowadays, in
many cases, European or global solu-
tions seem to be the right choice for
economic policy issues, rather than
purely national solutions.

Along these lines, a small country’s
active involvement in European inte-
gration represents a double challenge:
given the dimensions of many eco-
nomic policy requirements, such
involvement is nearly unavoidable,
yet it also requires adaptation of
national circumstances in an environ-
ment that is dominated by competi-
tion. The key to success is the ability
to solve problems at the European
level, with the political involvement
of all Member States.?® At the core, it
is about a single European policy that
can sustainably and successfully shape
the European model in a manner con-
sistent with its underlying goals of
growth and stability (Blanchard,
2004; Rifkin, 2004).

3 The rejection of the EU Constitutional Treaty by referendum in France on May 29 and in the Netherlands on June 1

represents, in this context, a challenge whose implications cannot at present be precisely gauged.
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