UNIT LABOUR COST POSITION

Stefan Ederer, Werner Holzl

Austria's Unit Labour Cost Position Improved in 2010

Due to the Recovering Economy

The recovery of the economy from the deep financial crisis and the business cycle-related increase in
productivity resulted in an improvement of Austria's unit labour cost position in 2010. Productivity in manu-
facturing increased by 7.7 percent, while per-capita labour costs only increased by 1.7 percent. Thus,
unit labour costs in manufacturing dropped by 5.5 percent in 2010. Austria's labour cost position devel-
oped somewhat less favourably than that of the EU trading partners (-5.9 percent) and Germany

(7.9 percent). In the economy as a whole, unit labour costs rose by 0.4 percent in Austria in 2010 and

0.2 percent in the EU trading partners. Due to business cycle-related temporary effects, a look at devel-

opments over the past five to ten years has more explanatory power.
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The relative unit labour cost position with respect to the EU trading partners is an im-
portant indicator of the international competitiveness of manufacturing. Unit labour
costs are the most important determinant of prices and therefore also the price
competitiveness of a sector or an economy. Beyond this, qualitative competitive-
ness also plays a significant role!.

Over the past years, Austria's relative unit labour cost position with respect to the
frading partners was not only determined by structural factors (such as specialisation
patterns); instead, it was mainly shaped by the business cycle. After the slump in
economic performance in 2009 due to the financial crisis, the economy experi-
enced a noticeable recovery (Scheiblecker et al., 2011). In Austria, the financial and
economic crisis was mainly an export crisis and therefore primarily affected export-
intfensive manufacturing. As companies did not reduce the number of their employ-
ees in 2009 to the same extent to which their sales decreased, production declined
more significantly than employment. This development was supported in Austria
through a publicly funded short-time work programme. Productivity, which is an im-
portant determinant of unit labour costs therefore declined particularly severely in
manufacturing. In the course of the subsequent recovery of the economy, this pat-
tern reversed: productivity distinctly increased and unit labour costs sank. Based on
the internationally different response of wage developments during the crisis and
recovery phases, the course of unit labour costs is difficult to estimate. A meaningful
observation of the relative unit labour cost position of Austria with respect to the
frading partners therefore must cover a longer period of fime.

1 A detailed discussion of unit labour costs as an indicator of competitiveness can be found in Hlzl — Leoni
(2010).
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Calculation method and data basis for the comparison of unit labour costs

Unit labour costs in national currency (ULC) in a branch, a sector or the economy as a whole are defined by the re-
lation between the nominal wage sum (WS) and real gross value added (GVA):

ULC _ s .

GVA
If both labour costs and value added are divided by a measure of labour input, this yields the two components of
unit labour costs: labour costs per labour unit and labour productivity. The optimal measure for labour input would
be the number of hours worked. However, because reliable data on employee hours in individual sectors are not
available in most countries, international comparisons are based on the number of persons.

The wage sum refers to the number of employees (EMP), and productivity refers to the number of persons en-
gaged (LF), which also includes the self-employed in the labour force:
WS
_ _EMP
ULC = VA
LF

The unit labour costs published in the macroeconomic database of the European Commission (AMECO) are calcu-
lated applying this formula. WIFO calculations of unit labour costs in Austrian manufacturing, such as those pub-
lished in the WIFO database, are also based on this method.

For international comparisons, unit labour costs have to be expressed in a common currency, as exchange rate
fluctuations, similarly to the development of unit labour costs can alter the relative cost position of a country. In
calculating the relative development between two countries, the relative unit labour cost position of a country is
the ratio of unit labour costs of both countries, as measured in a single currency. For a comparison with several
countries, a weighted method has to be used, as the relevance of countries to an international comparison will
usually differ. Independently of the methodological approach, such a weighted scheme is based on international
frade data statistics and therefore reflects the internatfional frade interdependence of an economy.

WIFO uses a harmonised method, which is also applied by the European central bank. The weighting scheme con-
sists of simple (bilateral) import weights and double (multilateral) export weights for industrial goods (SITC 5 to 8). A
detailed illustration and explanation of this method can be found in Mooslechner (1995) and Kéhler-Téglhofer —
Magerl — Mooslechner (2006). Due to the double export weighting, competition with trading partners on the re-
spective domestic markets can be shown, in addifion to competition on all other export markets. The weights are
calculated and applied for specific time periods. The most recent calculations are based on the three-year aver-
ages for the periods 1995-1997, 1998-2000, 2001-2003 and 2004-2006; and the most recent weights are applicable
for the period after 2004. Using this variable weighting method makes it possible to take into account shifts in mar-
ket shares.

The data on gross wages, productivity and unit labour costs in manufacturing and the economy as a whole are
taken from the AMECO database. They are calculated based on the survey concept for national accounts, and
not by hour of labour, but rather by person engaged (employee or self-employed). As no current data are avail-
able for some of the countries, the present report had to rely on OECD statistics. The annual values missing in the
AMECO database were extrapolated based on the corresponding rates of change in the OECD database.

Information on the selection of countries

"EU trading partners" refers to the following countries: EU 27 without Austria, Malta, Cyprus, Romania and Bulgaria.
The term "all trading partners" considers data from the following countries: EU 27 without Austria, Malta, Cyprus,
Romania and Bulgaria, but including Norway, the USA, Canada and Japan. This selection of countries covers more
than three quarters of all Austrian merchandise exports and about 85 percent of all merchandise imports.

The development of the international unit labour cost position in manufacturing is a
result of changes in per-capita labour costs, productivity growth and exchange rate
fluctuations (see box "Calculation method and data basis for the comparison of unit
labour costs"). Since Austria's enfry info the monetary union, exchange rate fluctuo-
tions have lost some of their significance for Austria's export economy, as Austria's
most important frading partners are within the euro area. However, the exchange
rate development of the euro has exerted slight pressure on production costs within
the Austrian export economy over the past several years (Figure 1). The nominal ef-
fective exchange rate index rose by a total of 11 percent between 2000 and 2009.
However, in 2010, this development reversed and the nominal effective exchange
rate index once again declined. The strength of the euro compared to other impor-
tant currencies was particularly important to the nominal effective appreciation of
the euro, as its value increased by 3.5 percent annually between 2000 and 2010 with
respect to the dollar and pound, and 1.5 percent with respect to the yen.

Below average increase
in gross compensation
per employee
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Figure 1: Development of the nominal effective exchange rate index
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Source: WIFO database.

The analysis of international labour cost development is based on the data from na-
fional accounts. It is based on the development of nominal compensation per em-
ployee, in other words the wage and salary sum including the employer's social con-
fribution per employee. In 2010 in Austria, labour costs increased by 1.7 percent,
compared to the previous year, while those of the EU trading partners increased by
3.8 percent. The greatest increase was registered in Lithuania (+9.6 percent), Slove-
nia (+8.5 percent) and the UK (+7.0 percent). A weaker increase than in Austria was
observed in Belgium (-0.2 percent), Finland (+1.5 percent) and Sweden (+1.6 per-
cent). In Germany, Austria's most important trading partner, labour costs increased
by 4.4 percent.

On average between the years 2005 and 2010, the pattern was reversed. In Austria,
labour costs increased annually by 3.0 percent, while they increased by 2.5 percent
within the EU trading partners. The difference was particularly marked with respect
to Germany (only +1.6 percent per year between 2005 and 2010), especially be-
tween the years 2007 and 2009. Over the entire 2000-2010 period, relative per-
capita labour costs with respect to the EU trading partners remained unchanged
(respectively +2.8 percent per year; Table 1).

An assessment of the international competitiveness of an economy is not only based
on labour costs and exchange rate relations, but also on the production perform-
ance of the labour force (productivity). This is measured as the real net production
value (gross value added) per person engaged. In the years before the crisis, Aus-
frian manufacturing achieved above average productivity growth. After the slump
during the financial and economic crisis, the year 2010 saw an economy-related re-
covery of productivity. Only Greece experienced a decline of 7.4 percent. In Aus-
fria, productivity in manufacturing rose by 7.7 percent, which was notably weaker
than the average of the EU trading partners (+11.2 percent). In 2010, productivity
rose particularly significantly within the new EU countries (+28.0 percent in Estonia,
+17.6 percent in Lithuania, +13.1 percent in Latvia, as well as +16.6 percent in Swe-
den). At the same time, the recovery in southern European countries (Spain, Portu-
gal) was below average.
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Table 1: Development of per-capita labour costs (of employees) in manufacturing

In national currency

@ 2000-2005 @ 2005-2010 2008 2009 2010
Year-to-year percentage change
Austria + 25 + 3.0 + 3.9 + 20 + 1.7
Belgium + 28 + 2.1 + 22 + 0.3 - 02
Denmark + 4.4 + 3.1 + 23 + 1.6 + 3.4
Germany + 1.6 + 1.6 + 1.6 - 2.6 + 4.4
Greece + 54 + 57 +13.6 + 03 + 3.1
Spain + 3.6 + 4.1 #= 55 + 22 + 29
France + 3.0 + 23 + 2.8 - 0.1 + 22
Ireland + 57 + 1.7 + 48 - 046 - 22
Italy + 3.1 + 3.0 + 42 + 1.1 SRS
Luxembourg + 22 + 1.5 + 1.0 - 0.5 + 3.1
Netherlands + 3.9 + 27 + 3.6 + 1.7 + 20
Portugal + 3.5 + 3.1 #= 35 + 1.7 + 22
Finland + 3.8 + 28 + 43 + 1.0 + 1.5
Sweden + 4.1 + 23 + 1.1 + 25 + 1.6
UK + 52 + 5.1 SIS + 6.5 + 7.0
Czech Republic + 6.6 + 3.8 + 49 - 39 + 5.9
Estonia +10.7 + 8.0 + 28 - 37 + 44
Latvia + 7.5 + 97 +16.1 -11.2 - 08
Lithuania + 9.5 + 48 +11.3 -158 + 9.6
Hungary + 87 + 3.8 + 5.1 - 1.1 + 27
Poland + 0.1 + 43 +10.6 - 24 + 59
Slovenia + 88 + 5.6 5.5 + 038 + 85
Slovakia + 7.5 + 6.3 + 87 + 04 + 26
Japan + 04 - 04 + 0.0 - 53 + 42
Canada + 3.5 + 1.2 - 1.1 - 3.9 + 3.9
Norway + 5.0 + 49 + 5.1 + 3.0 + 5.1
USA + 3.9 + 3.6 SRS + 4.6 + 24
EU trading partners! + 3.0 + 25 + 3.0 - 09 + 338
Austria
All trading partners2 = 100 - 0.5 + 0.5 + 0.9 + 26 - 19
EU trading partners! = 100 - 05 + 0.5 + 038 + 29 - 20
Germany = 100 + 0.9 + 1.4 + 23 + 48 - 25

Source: AMECO, Statistics Austria, OECD, WIFO calculations. — ! Without Austria, Malta, Cyprus, Romania,
Bulgaria; weighted average of Austria's trading partners according to WIFO exchange rate indices. —
2 Without Austria, Malta, Cyprus, Romania, Bulgaria, however, including Norway, the USA, Canada and
Japan; weighted average of the frading partners according to WIFO exchange rate indices.

This strong rise in productivity was preceded by a significant, business cycle-related
decline in 2009. While economic performance collapsed during the financial and
economic crisis, employment declined to a slightly less significant extent because
companies hoarded employees. In many countries, in particular Austria and Ger-
many, this was supported by public funding of short-time work. A long-term com-
parison is less influenced by this effect and has therefore more explanatory power
than short-term fluctuations. On average, between 2005 and 2010 productivity in
Austrian manufacturing increased by 2.5 percent annually, compared to 1.2 per-
cent in the EU trading partners. In Germany it remained unchanged during this pe-
riod. This pattern can also be observed in a comparison for the period between 2000
and 2010: on average, productivity increased more significantly in Austria (+2.4 per-
cent p.a.) than it did in Germany (+1.4 percent) and in the EU frading partners
(+2.1 percent). However, much stronger growth can be observed in eastern and
central European countries, certain Scandinavian countries and the USA (Table 2).

Unit labour costs in manufacturing declined by 5.5 percent in Austria in 2010. This
was primarily a result of an business cycle-related rise in productivity; during the pre- :
vious year they had risen sharply. In Germany and the EU trading partners the de- labour costs in manu-
velopment of unit labour costs was similar. Only in Greece (+11.4 percent), Canada facturing in 2010
(+19.1 percent), Norway (+8.2 percent), the USA (+0.8 percent), the UK (+3.9 per-
cent) and Japan (+1.1 percent) did unit labour costs increase in 2010. The greatest

Decline in relative unit
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decline could be found in Estonia (-18.5 percent), Ireland (-14.1 percent), Latvia
(-12.7 percent) and Luxembourg (-11.0 percent).

Table 2: Development of per-capita productivity (of employees) in manufacturing
In national currency

@ 2000-2005 @ 2005-2010 2008 2009 2010
Year-by-year percentage change

Austria + 24 + 2.5 + 2.7 - 10.1 + 7.7
Belgium + 23 + 1.3 - 07 - 1.9 + 3.1
Denmark + 2.1 + 3.1 + 24 - 27 +10.3
Germany + 27 + 0.0 - 5.6 - 15.6 +13.3
Greece + 1.5 - 08 + 4.2 + 6.2 - 74
Spain + 1.2 + 1.7 - 12 - 0.5 + 7.6
France + 3.1 + 0.3 - 0.9 - 75 + 6.6
Ireland + 6.0 + 8.1 + 1.2 +13.3 +13.0
Italy - 04 - 0.1 - 34 8.4 + 87
Luxembourg - 04 - 02 -11.9 - 9.1 + 16.1
Netherlands + 33 + 22 - 25 - 57 +10.6
Portugal + 2.1 + 1.3 - 1.7 - 37 + 55
Finland + 52 + 3.9 + 0.9 -10.9 +10.2
Sweden + 7.0 + 1.8 - 54 - 90 +16.6
UK + 4.5 + 20 + 18 - 44 + 6.9
Czech Republic + 5.6 + 64 + 638 - 64 i+ 185
Estonia + 9.1 + 52 - 6.6 -11.2 +28.0
Latvia + 6.5 + 27 - 44 - 07 +13.1
Lithuania + 9.5 + 5.6 + 1.7 - 32 +17.6
Hungary + 6.0 + 3.5 - 04 - 63 +12.1
Poland + 52 + 8.6 + 40 + 7.2 + 14.6
Slovenia + 6.1 + 4.4 + 0.6 - 8. +15.2
Slovakia +12.7 + 5.1 + 5.6 - 129 + 6.3
Japan + 4.4 + 0.9 + 1.4 - 14.7 +15.3
Canada + 0.5 - 00 - 36 - 51 + 638
Norway + 48 + 04 + 0.7 - 1.2 + 53
USA + 6.8 + 3.5 + 0.1 + 1.9 + 5.6
EU frading partners! + 3.1 + 1.2 - 28 -10.4 +11.2
Austria

All frading partners? = 100 - 10 + 1.1 + 53 - 07 - 28

EU trading partners' = 100 - 07 + 1.3 + 5.7 + 03 - 3.1

Germany = 100 - 04 + 25 + 8.8 + 6.5 - 50

Source: AMECO, Statistics Austria, OECD, WIFO calculations. — ! Without Austria, Malta, Cyprus, Romania,
Bulgaria; weighted average of Austria's trading partners according to WIFO exchange rate indices. —
2 Without Austria, Malta, Cyprus, Romania, Bulgaria, however, including Norway, the USA, Canada and
Japan; weighted average of the trading partners according to WIFO exchange rate indices.

For Austria we find an improvement in the relative labour cost position of 0.7 per-
cent in 2010 with respect to the frading partners, while it worsened with respect to
the EU trading partners (+0.4 percent) and Germany (+2.6 percent). Here as well,
long-term comparisons yields more insights. The development of relative unit labour
costs is determined by both the development of wages and changes in productivity
in Austria and the trading partners (Figure 2). In some countries within the euro area
(Italy, Greece, Spain), wages recovered at a greater rate than productivity; in most
eastern and central European countries and the USA, however, they also increased
significantly, but at a rate similar to productivity. In Austria, however, the average
growth of labour costs lagged behind that of labour productivity, so that the unit la-
bour cost position improved. On average, for the 2005-2010 period, unif labour costs
in Austrian manufacturing increased by 0.5 percent annually, compared to 1.6 per-
cent in Germany and 1.2 percent in the EU frading partners. As a result, the com-
petitiveness of Austrian manufacturing greatly improved. Relative unit labour costs
dropped markedly in the 2005-2010 period, both with respect to the EU trading part-
ners (on average -0.8 percent annually) and with respect to Germany (-1.1 per-
cent). On average, over the past ten years (2000-2010) this pattern was not as sig-
nificant, with unit labour costs in manufacturing increasing by 0.3 percent annually in
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Austria, and 0.6 percent in the EU trading partners. In Germany, however, the in-
crease was only 0.2 percent per year. The relative unit labour cost position also
worsened with respect to the trading partners outside the EU. This was at least in part
attributable to the strong appreciation of the euro against the dollar and the British
pound during this period (Table 3).

Figure 2: Development of relative wages and unit labour costs in manufacturing
In €, 2000 = 100

Austria with respect to the weighted average of the trading partners!
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Source: AMECO, Austrian National Bank, WIFO calculations. — ' Without Austria, Malta, Cyprus, Romania,
Bulgaria, however, including Norway, the USA, Canada and Japan. — 2 Without Austria, Malta, Cyprus,
Romania, Bulgaria.
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Table 3: Development of per-capita unit labour costs (of employees)
in manufacturing and the economy as a whole

In €
@ 2000-2005 @ 2005-2010 2008 2009 2010
Year-to-year percentage change

Manufacturing
Austria + 0.2 + 0.5 + 1.1 +13.5 - 55
Belgium + 04 + 13 + 29 + 4.5 - 33
Denmark + 22 + 0.1 - 02 + 4.6 - 6.0
Germany - 1.1 + 1.6 + 7.6 + 154 - 79
Greece + 3.5 + 6.6 + 9.1 - 5.6 +11.4
Spain + 24 + 24 + 68 + 27 - 44
France - 0.1 + 20 + 3.8 + 8.0 - 42
Ireland - 03 - 63 + 1.2 -11.5 - 14.1
Italy + 3.5 + 3.0 + 78 +10.3 - 48
Luxembourg + 26 + 1.8 + 14.6 + 94 -11.0
Netherlands + 0.6 + 0.5 + 63 + 79 - 80
Portugal + 14 + 1.7 + 53 + 5.6 - 31
Finland - 1.4 - 1.1 + 34 +13.4 - 78
Sweden - 45 - 0.1 + 2.7 + 20 - 30
UK - 1.6 - 15 -128 - 04 + 3.9
Czech Republic + 47 + 038 + 94 - 32 - 24
Estonia + 1.5 + 27 +10.1 + 84 -185
Latvia - 34 + 6.4 +21.1 -11.0 -127
Lithuania + 13 - 08 + 94 -13.0 - 68
Hungary + 3.5 - 18 + 54 - 53 - 68
Poland - 49 - 39 + 14.6 - 26.1 - 02
Slovenia - 04 + 1.1 + 4.9 + 97 - 59
Slovakia - 28 + 6.2 +11.2 +19.6 - 35
Japan - 98 + 1.9 + 50 +29.1 + 1.1
Canada + 1.1 + 4.5 - 28 - 05 +19.1
Norway + 04 + 44 + 1.7 - 18 + 82
USA - 84 - 14 - 36 +10.7 + 038
EU trading partners! - 0.1 + 1.2 + 5.9 + 88 - 59
Austria

All trading partners2 = 100 + 1.3 - 0.6 - 37 + 3.7 - 07

EU trading partners! = 100 + 0.2 - 08 - 45 + 43 + 04

Germany = 100 + 1.3 - 1.1 - 6.0 - 1.6 + 2.6
Economy as a whole
Austria + 07 + 1.9 + 27 + 48 + 0.4
EU trading partners’ + 1.6 + 1.7 + 33 + 27 + 0.2
All frading partners? + 0.7 + 1.6 + 25 + 33 + 1.0
Austria

All trading partners2 = 100 - 00 + 04 + 0.2 + 1.5 - 0.6

EU trading partners! = 100 - 09 + 03 - 05 + 20 + 0.1

Germany = 100 + 0.5 + 1.0 + 04 - 04 + 1.2

Source: AMECO, Statistics Austria, OECD, WIFO calculations. — ! Without Austria, Malta, Cyprus, Romania,
Bulgaria; weighted average of Austria's frading partners according to WIFO exchange rate indices. Unit
labour costs: ratio of per-capita gross compensation per employee and real gross value added or real
gross per-capita domestic product (per person engaged). — 2 Without Austria, Malta, Cyprus, Romania,
Bulgaria, however, including Norway, the USA, Canada and Japan; weighted average of the trading
partners according to WIFO exchange rate indices. Unit labour costs: ratio of gross compensation per
employee and real gross value added or gross per-capita domestic product (per person engaged).

In the economy as a whole, unit labour costs in Austria fluctuated less significantly
than they did in manufacturing. In 2010, they increased by 0.4 percent, and by
0.2 percent in the EU tfrading partners. In the average of the years 2005-2010 unit lo-
bour costs in the Austrian economy as a whole also increased by +1.9 percent per
year, a somewhat stronger increase than in the EU trading partners (+1.7 percent).
Austria's relative unit labour cost position therefore worsened, in particular with re-
spect to Germany. The rise in unit labour costs was stronger in the economy as a
whole than in manufacturing, both in Austria and the trading partners. This is not sur-
prising, as the possibilities for increasing productivity are greater in manufacturing
(H6lzI — Leoni, 2010). The relative unit labour cost position in the Austrian economy
worsened by 0.4 percent between 2005 and 2010 with respect to all tfrading part-
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ners, 0.3 percent with respect to the EU trading partners and 1 percent with respect
to Germany.

Unit labour costs in manufacturing developed differently in the countries within the
euro area after the establishment of the economic and monetary union. This pat-
tern, which is also reflected in aggregate unit labour costs, resulted in a drastic shift
in relative competitiveness amongst the euro countries. Within the euro area, ex-
change rates ceased to exist. The differing development of unit labour costs can
therefore no longer be compensated for fluctuating exchange rates. Instead, it has
to be compensated for by developments in productivity or wages. This shift in com-
petitiveness can, as a result, lead to imbalances in growth and current accounts,
which can endanger the recovery of the economy and destabilise the monetary
union after an economic crisis2.

The development of unit labour costs within the euro area diverged more signifi-
cantly in manufacturing than in the economy as a whole. Between 2000 and 2010,
on average, unit labour costs in manufacturing fell by 3.4 percent and 1.2 percent in
Ireland und Finland, respectively. In Germany (+0.2 percent), Austria (+0.3 percent)
and the Netherlands (+0.5 percent) a slight increased was registered, while in
France and Belgium the average annual change was approximately +1 percent. By
confrast, unit labour costs in manufacturing clearly increased in Greece (+5 per-
cent), Italy (+3.3 percent), Spain (+2.4 percent) and Portugal (+1.6 percent). Cumu-
latively, this points toward a drastic shift in competitiveness between 2000 and 2010.
While unit labour costs in Ireland and Finland sank by 29 percent and 12 percent, re-
spectively, and remained largely stable in Germany and Austria, they rose signifi-
cantly in Greece (+64 percent), Italy (+38 percent), Spain (+27 percent) and Portu-
gal (+17 percent).

The 2000-2010 period includes the years of strong economic growth until 2007, the
2008-09 financial crisis and the subsequent, internationally heterogeneous recovery.
In the period up to the peak of the boom (2000-2007), unit labour costs also sank
significantly in Germany and Austria. In 2007, the Austrian value was 5 percent under
that of 2000, and in Germany it even dipped by 10 percent. In Finland the decline
was greatest (almost —20 percent). Meanwhile, in Ireland unit labour costs barely
decreased until the year 2006 and then sank dramatically as a result of the financial
crisis, which set in early there.

With the exception of Ireland, the cumulative difference in unit labour cost devel-
opment between Germany and that of other economies between 2000 and 2007
was greater than in the total period. Since the crisis, unit labour costs, however, have
also increased noticeably in Germany, so that the difference has once again been
reduced. In Greece and ltaly, however, the rise between 2007 and 2010 was higher
than that of Germany, and their relative competitiveness also worsened during the
crisis (Figure 3).

In the economy as a whole we observe a somewhat different pattern of develop-
ment. With the exception of Greece and ltaly, unit labour costs in all countries de-
veloped more strongly than in manufacturing. The difference was most significant in
Ireland and Finland, where - in contrast to manufacturing — unit labour costs rose in
the economy as a whole, just as they did in the other countries. The improvement of
the relative competitiveness position with respect to Germany therefore was less —
measured by the unit labour costs in the economy as a whole - in the 2000-2010 pe-
riod than in manufacturing. This corresponds with the expected relationship be-
tween unit labour costs in manufacturing and the economy as a whole (see above).
On the conftrary, in Greece and Italy the increase in unit labour costs in manufactur-
ing was much higher than in the economy as a whole. Relative competitiveness with
respect to Germany therefore did not worsen as much as in manufacturing (Ta-
ble 4).

2 A detailed discussion of the causes and origins of current account imbalances in the euro area and com-
petitiveness developments at the level of the economy as a whole can be found in Ederer (2010).
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Figure 3: Unit labour cost development in manufacturing in the euro area
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Source: AMECO, Statistics Austria, OECD, WIFO calculations.

Table 4: Relative competitiveness with respect to Germany in the euro area
On a euro basis, Germany = 100
Manufacturing  Economy asa  Manufacturing  Economy as a

whole whole
Percentage change 2000-2007 Percentage change 2000-2010

Austria + 55 + 62 + 08 + 8.0
Belgium + 151 + 137 + 6.5 + 16.6
Denmark + 24.6 + 21.9 + 9.4 + 27.6
Greece + 53.1 + 23.6 + 61.3 + 29.5
Spain + 31.1 + 250 + 242 + 237
France + 128 + 148 + 7.6 + 159
Ireland + 28 + 280 - 313 + 214
Italy + 32.1 + 223 + 354 + 269
Luxembourg + 220 + 17.9 + 222 + 255
Netherlands + 10.5 + 164 + 3.2 + 17.6
Portugal + 18.7 + 19.6 + 143 + 194
Finland - 77 + 92 - 140 + 159

Source: AMECO, Statistics Austria, OECD, WIFO calculations.

These differences mainly arose from the diverging development of productivity in
manufacturing. In Finland and Ireland productivity rose between 2000 and 2007 by
about 6% percent on average per year, compared to 3% percent in Germany, the
Netherlands and Austria. In Belgium, France and Portugal it rose by a good 2V per-
cent per year on average, and in Spain by only 1% percent. In Greece and in Italy,
however, productivity largely stagnated in manufacturing. Per-capita labour costs
increased most significantly within the euro area in Greece and Ireland (on average
more than +5 percent per year). In Finland, the Netherlands, Spain and Portugal the
increase was below 4 percent. Belgium, France, Italy and Austria saw a much
weaker rise with +3 percent on average. In Germany per-capita labour costs rose by
less than 2 percent.

Productivity growth
determines the
divergence of unit
labour costs

In Greece, Italy and — to a lesser extent — Spain, the increase in per-capita labour
costs was therefore much higher than the moderate fo minimal increase in produc-
tivity. Above all in Germany, Finland and Ireland labour costs developed much more
weakly than productivity. In Austria the increase was also lower, while the Nether-
lands saw the same rate for labour costs and productivity. In Belgium and France
labour costs increased at a somewhat greater rate than productivity.
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The recovery of the economy after the economic crisis resulted in a reduction in unit
labour costs in manufacturing of 5.5 percent in Austria in 2010. Productivity in-
creased by 7.7 percent, while labour costs rose moderately (+1.7 percent). How-
ever, the increase in productivity was low by international comparison, with unit la-
bour costs sinking somewhat less than the average of the EU frading partners
(5.9 percent) and Germany (-7.9 percent). This resulted in a worsening of Austria's
relative unit labour cost position by 0.4 percent with respect to the EU trading part-
ners in 2010, and by 2.6 percent with respect to Germany. Due to the temporary ef-
fects of stabilizing economic policies, a look at long-term development has more
explanatory power than a look at the year 2010. On average, over the 2005-2010
period, the relative unit labour cost position of Austrian manufacturing improved sig-
nificantly (0.8 percent per year compared to the EU frading partners and -1.1 per-
cent compared to Germany). Within the same period, the unit labour cost position
of the economy as a whole declined by 0.3 percent with respect fo the EU trading
partners and by 1 percent with respect to Germany.

In the course of the crisis, the development of competitiveness within the euro area
became a focus of interest of economic policy. Since the establishment of the
monetary union, a clear divergence in the development of unit labour cost positions
has been observed within the euro area — a divergence that can above all be at-
tfributed to different developments in productivity. The absence of an exchange
rate mechanism makes these differences persistent.

Figure 4: Labour costs per hour in manufacturing in 2010
In €, Austria = 100
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Source: Eurostat (Employee survey 2008; labour cost index), WIFO calculations.

Labour costs per employee hour worked have been calculated here using the la-
bour cost survey, which is carried out every four years in EU countries. The annual
development between two labour cost surveys is estimated using a labour cost in-
dex. The results published here are based on the 2008 labour cost survey published
in 2010. The report from the previous year (H8lzl — Leoni, 2010) used the data from
the 2004 survey. As a result of revisions, the shift from the NACErev. 1 to NACE rev. 2
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and the repositioning of the anchor value to 2008, the figures for 2009 differ signifi-
cantly from those in the report in some counfries, in particular Norway, Greece,
Malta and the UK.

Table 5: Labour costs per hour in manufacturing

2004 2005 2006 2007 2008 2009 2010
In€

Bulgaria 1.4 1.5 1.6 1.8 2.2 2.5 2.6
Romania [ES) 1.9 2.4 3.0 3.3 3.2 3.5
Latvia 2.4 2.6 &3 4.3 5.2 5.2 5.0
Lithuania 2.8 3.1 3.7 4.6 5.5 52 5.1
Poland 3.8 4.6 5.0 58 6.8 58 6.4
Hungary 55 6.0 6.1 7.0 7.5 6.9 7.0
Estonia 40 4.5 5.2 6.3 7.2 7.2 7.2
Slovakia 5.6 6.3 6.7 7.2 7.6 8.0 8.0
Czech Republic 5.4 5.9 6.6 7.3 8.7 8.8 9.3
Portugal 8.9 9.1 9.1 9.6 9.9 10.2 10.5
Malta 10.1 10.3 11.0 11.1 11.3 12.0 11.8
Cyprus 10.7 1.1 11.5 1.7 12.4 12.7 13.0
Slovenia 9.5 10.2 10.6 11.1 12.3 13.0 134
Greece 16.5 14.4 14.7 15.3 15.8 16.3 16.6
UK 21.8 22.3 23.4 24.0 21.5 19.6 21.0
Spain 17.1 17.8 18.5 19.4 20.3 21.4 21.6
EU 27 19.3 19.8 20.5 21.1 220 22.7 23.0
EU 25 20.7 21.2 21.9 22.6 23.5 24.2 24.5
Italy 21.0 21.6 22.1 22.8 240 25.7 25.8
Luxembourg 25.6 25.5 26.3 27.2 28.3 30.2 30.2
Austria 26.1 26.9 27.5 28.4 30.0 35 31.1
Netherlands 27.1 27 .4 28.2 29.0 30.3 31.1 31.4
Germany 31.1 31.3 32.2 32.4 334 34.1 34.1
France 28.3 29.5 30.7 31.9 33.2 33.3 34.6
Denmark 30.6 31.2 32.1 33.4 34.8 35.7 36.6
Sweden 32.0 32.4 32.7 34.4 34.5 32.8 37.2
Norway 28.4 31.1 32.9 35.6 36.9 36.5 41.4
Belgium 32.2 33.3 34.1 35.6 36.7 38.5 .
Ireland . . . . 28.1 .
Finland . . . . 30.1

Source: Eurostat (Employee survey 2008; labour cost index), WIFO calculations.

Unlike the labour cost survey, the labour cost index does not use the same statistical
concept for all countries. This somewhat limits the viability of international compari-
son. For Austria, the index is based on data from the economic survey. Table 4 de-
picts estimated labour costs for the entire 2004-2009 period based on the revised la-
bour cost index, therefore also depicting the revised time series.

An international comparison of labour costs per hour must be interpreted with par-
ticular caution for the years 2009 and 2010. On the one hand, the effect of short-
time work on the development of labour costs is not completely reflected in the Aus-
frian economic survey, asthe portion of additional costs covered publicly is not
taken into account. On the other hand, there is no information on the extent to
which short-time work or other labour policy measures have influenced the labour
cost data of other countries in the course of the economic crisis.
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Austria's Unit Labour Cost Position Improved in 2010 Due to the Recovering
Economy - Summary

Relative unit labour costs vis-a-vis frading partners are an important indicator of in-
ternational competitiveness in the manufacturing sector. Unit labour costs are the
main determinant for prices and consequently also for the competitiveness of a
given sector or the economy as a whole, although qualitative competitiveness
factors play a decisive role as well.

In the Austrian manufacturing sector, the evolution of unit labour costs relative to
frading partners in recent years has not only been determined by structural factors
(such as patterns of specialisation) but — even more — by the business cycle. During
the financial and economic crisis of 2008-09, production shrank at a faster rate
than employment, thereby impairing productivity in the export-intensive manufac-
turing sector. Since labour productivity is a major determinant of unit labour costs,
the latter increased sharply. In the course of the subsequent recovery, productivity
rose and unit labour costs fell. Due to these cyclical patterns, a long-term observa-
fion of unit labour cost developments is usually more meaningful.

Unit labour costs in the Austrian manufacturing sector decreased by 5.5 percent in
2010. This was slightly less than the rates achieved by trading partners in the EU
(5.9 percent) and in Germany (-7.9 percent). Relative unit labour costs conse-
quently increased. However, during the period of 2005-2010 relative unit labour
costs sank both vis-a-vis EU frading partners (-0.8 percent p.a. on average) and
Germany (-1.1 percent).

Since the establishment of the European Monetary Union, unit labour costs in the
manufacturing sector have developed differently across member countries. In Ire-
land and Finland, they decreased markedly over the period of 2000-2010 and
more or less stagnated in Germany, Austria and the Netherlands. In contrast, they
increased in Greece, Italy, Spain and Portugal. This resulted in a dramatic shift in
competitiveness within the euro area which constrains the economic recovery
and destabilises the EMU.
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