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Abstract

In 2004 the Republic of Slovenia entered the European Union and, as a matter of
principle, was guaranteed the four freedoms (free trans-national mobility of goods,
services, capital and labour). From an economic viewpoint, this guarantee should pro-
vide the required institutional framework to maximise social benefits within the inter-
nal market. However, with respect to cross-border services a set of temporary regula-
tions exists, all of which initially for two years and subsequently for further three
years were implemented to restrict the free movement of services partially in order to
protect Austrian regions against labour market disadvantages. The restrictions were
extended in 2009 for two additional years (until 2011). These temporary restrictions
indicate the familiar trade-off between expected efficiency and welfare gains of a
completely integrated common market in the medium and long run, and — as a result
of intensified transnational business activities — potential socioeconomic losses for
certain regions or economic sectors in the short run.

Against this background, the paper asks for the economic usefulness of the previous
mentioned restrictions of cross-border service activities between Austria and Slove-
nia. Thereby, the question whether these (temporary) regulations should have been
continued until 2011 or be abolished immediately is of particular importance. To be
able to provide an answer to this question, the topic is analysed in four steps: First, the
expected welfare effects of cross-border service restrictions will be outlined by dis-
cussing the impact of such regulations on the efficient allocation of resources as well
as the pace of economic change. Therefore, theoretical and empirical insights con-
cerning the economic effects of international trade with services will be considered.
Secondly, the paper analyses the empirical situation of cross-border trade in goods
and services between Austria and Slovenia in order to argue that Austria realises a
"double dividend" with respect to the existing regulatory system. In part three, the
question is asked to what extend a complete liberalisation of cross-border services
would affect Austrian regions economically, if one takes into account the geographi-
cally limited market radius of the currently regulated service industries. Finally, the
status-quo analysis of the existing restrictions of cross-border services between Aus-
tria and Slovenia provides a background to derive policy recommendations.

Keywords: international trade, trade policy, Austria, Slovenia, services, economic
integration, restrictions
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Should cross-border services between Austria and Slovenia still be
restricted? — An economic assessment of the existing market regula-
tions

Thomas Déring and Birgit Aigner’

1 Introduction and Research Question

In 2004 the Republic of Slovenia entered the European Union and, as a matter of
principle, was guaranteed the so-called four freedoms (free trans-national mobility of
goods, services, capital and labour). From an economic point of view, this guarantee
should provide the required institutional framework for an efficient (spatial) alloca-
tion of resources in order to maximize social benefits within the internal market.
Thereof results a general ban on discriminating goods, services and production factors
from other member states. Indeed the freedom of free trans-national mobility of
goods, labor, services and capital were arranged in general form in the membership
treaty with Slovenia. However, with respect to cross-border services exists a set of
temporary regulations — urged by Austria along with Germany — which were imple-
mented to restrict the free movement of services partially in order to protect the Aus-
trian regions against labour market disadvantages. At present, these temporary restric-
tions were ultimately extended for additional two years (until 2011).

The restrictions of labor mobility and trans-national mobility of services between
Austria and Slovenia affect the following service sectors: agricultural service activi-
ties, landscape gardening, cutting, shaping and finishing of ornamental and building
stone, manufacture of metal structures and parts of structures, construction, investiga-
tion and security activities, industrial cleaning, other human health activities, social
work activities without accommodation. The existing regulations indicate the familiar
trade-off between expected efficiency and welfare gains of a completely integrated
common market in the medium and long run, and — as a result of intensified trans-
national business activities — potential socio-economic losses for certain regions or
economic sectors in the short run. The determination of transitional deadlines con-
cerning a complete opening of the market describes a common (economic) instrument
in dealing with such a trade-off. In order to avoid labor market disadvantages, adapta-
tion periods have been defined so that affected sectors and regions should have the
opportunity to prepare themselves by developing appropriate adaptation strategies due
to the changed economic conditions. Thus, the complete integration of Slovenia into
the common market merely experiences a temporary delay within the mentioned areas
of exception. However, in the present situation, the known trade-off intensifies if the
complete liberalization of service mobility in Slovenia is more advanced than in Aus-
tria, in other words, if the current restrictions in the service sector hinder Slovenian
providers of corresponding services in Austrian markets, yet do not hinder Austrian
providers in Slovenian markets.

D Thomas Déring (t.doering@fh-kaernten.at), Birgit Aigner (b.aigner@th-kaernten.at), Carin-
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The subsequent paper asks for the economic usefulness of the previous mentioned
restrictions of cross-border service activities between Austria and Slovenia. Thereby,
the question whether these (temporary) regulations should have been continued until
2011 or be abolished immediately is of particular interest. To be able to provide an
answer to this question, the topic is analyzed in four steps: First, the expected welfare
effects of cross-border service restrictions will be outlined by discussing the impact of
such regulations on the efficient allocation of resources as well as the pace of eco-
nomic change. Therefore, theoretical and empirical insights concerning the economic
effects of international trade with services will be considered (Chapter 2). Secondly,
the paper analyzes the empirical situation of cross-border trade of goods and services
between Austria and Slovenia in order to argue that Austria realizes a “double divi-
dend” with respect to the existing regulatory system (Chapter 3). In part three, the
question is asked to what extend a complete liberalization of cross-border services
would affect Austrian regions economically, if one takes into account the geographi-
cal limited market radius of the currently regulated service industries (Chapter 4). Fi-
nally, the status quo analysis of the existing restrictions between Austria and Slovenia
provides a background to derive policy recommendations (Chapter 5).

2. Assessment of Restrictions in Cross-Border Service Mobility from a
Theoretical Perspective

2.1 The Term "Cross-Border Services" and the Problem Connected to it
with respect to Austria and Slovenia

While trade with industrial goods with Austria and other countries has already been
liberalized since 1990 in the forefront of Slovenia's entrance into the European Union,
Slovenian companies have had the opportunity to provide cross-border services since
May 2004 (entrance into the EU). However, in comparison to the already established
EU member states, a number of restrictions apply for Slovenia (as well as for the oth-
er new EU member states”) during a transitional period when it comes to the fulfill-
ment of cross-border service orders (WKO 2007). Providing cross-border services is
understood as the execution of ordered commercial activities (jobs) by companies that
do not have a registered office or branch in Austria. In contrast, if services — of a
small extent — are directly associated with the delivery of goods (for example assem-
bly operations), they fall into the category of the free mobility of goods.

In contrary to the trade of goods or certain services, which can be provided in long
distance selling, the service provider himself along with his employees, equipment
and materials must often cross national borders to provide the majority of services. It
is important to differentiate if the employer executes a service order personally or if
employees are needed to do so. The special conditions valid for Slovenia merely refer
to the deployment of employees in cross-border service activities. The term “deploy-
ment” is understood as the temporary border crossing activity of employees of (Slo-

Besides Slovenia the group of new member states consists of Estonia, Latvia, Malta, Poland,
Slovakia, the Czech Republic, Hungary and Cyprus. In addition, Bulgaria and Romania come
along with the group of new member states, because they are members of the European Union
since January 2007. Relating to Malta and Cyprus it should be considered that — in contrast to
the other new member states — the membership treaties of both countries do not contain any
restriction of the free mobility of cross-border services.



venian) companies that are not established in Austria, yet due to a working contract
are occupationally active in Austria in a cross-border sense.

The restrictions do not apply if the employer of the (Slovenian) service company itself
executes the order independently. Nevertheless, this does not mean that he/she is not
exposed to any restrictions by legal regulations. In this case the fundamental prerequi-
sites for cross-border services for employers from EU states in Austria take hold
which means that the proof of specific demands of occupational qualifications, autho-
rization, registration and report requirements have to be met. While the special regula-
tions for certain service sectors complicate the provision of services from the respec-
tive home countries for (Slovenian) companies significantly, the regulations affecting
occupational activities in Austria are not among those that concern the relations be-
tween Austria and Slovenia unilaterally. As a general obstacle for the realization of
the freedom of services within the entire EU, this aspect should rather be considered
in the general discussion about the dismantling of barriers in the European internal
service market (European Commission 2002; Directive 2006/123/EC of the European
Parliament).

2.2 Efficiency and Welfare Effects of a Complete Waiving of Cross-Border
Trade Obstacles
2.2.1 Some Considerations from an Integration Theory Perspective

By initially asking about the motives for restrictions in cross-border services between
Austria and Slovenia, one can point to the core political considerations regarding the
labor market. In the run-up to the entrance of the new central and eastern European
EU member states, fears about overburdening national labor markets were expressed
by the “old member states” with direct borders to the new member states (e.g. Austria
and Germany) due to the existing difference in wage level (IDM 2001: 23;
Bartsch/Diekmann 2006: 59). This applies especially to those sectors and branches of
the economy that produce goods, not for international markets, but for geographically
limited markets positioned close to the borders of the new member states. Following
the further line of argumentation, this can mainly be the case for service sectors clas-
sified as "sensitive", for which an elimination process of national service providers
was/is anticipated due to the existing wage differentials.

Indeed, the principle assumption is that the expansion of the internal market has more
importance in regions that share borders with the new member states — which is the
case between Austria and Slovenia — than in regions further away (for example, in
Portugal or Ireland). However, such a one-sided consideration of the (regional) effects
on the labor market endangers losing sight of the expected efficiency and welfare
gains due to a complete liberalization of not only the entire market of goods, but also
of services. The scenario of a complete liberalization acts as the measure of reference
in order to be able to name the opportunity costs of a (partial) restriction of cross-
border service mobility.

From an economic perspective, a complete integration leads to increases in efficiency
and positive welfare effects for the whole economic area. The effects linked to market
integration can thus be divided into static and dynamic effects (Breuss 2000; Puwein
et al. 2001): Concerning complete economic integration of two economic areas (like
Austria and Slovenia), the fact that respective production activities are shifted to those



countries that have better location conditions is counted among the static effects (so-
called trade effects). The resulting strengthened “division of labor” leads to a more
efficient allocation of resources. With reference to the dynamic effects arising beyond
this, there is an increased investing activity to be expected (so-called internal market
effects). This is due to the free capital mobility, which reduces the risks of investing
and allows benefits of location to become more effective, which in turn contributes to
positive occupational effects in many economical sectors. In addition, the great pres-
sure of competition — also in the case of cross-border services — increases the domes-
tic competition intensity. With this the monopoly level of domestic (service) produc-
tion is reduced, which leads to a lowering of the price level and to an increase of the
“consumer surplus”. Consequently, an increased demand of goods as well as in-
creased production of goods and services can be assumed in the case of a complete
market opening. This means that complete integration would not be a zero-sum game,
but a positive-sum game for Austria as well as Slovenia.’

Considering the background of efficiency and welfare effects of free market access,
restrictions to the mobility of cross-border services first and foremost harm the poten-
tial users and consumers of services from regimented branches as a broader range of
products, higher quality and more favorable prices are withheld. In this regard con-
sumers are affected negatively in a twofold manner (European Commission 2002;
Kox et al 2005; Kox/Lejour 2005): On the one hand, they are directly influenced in
their demand behavior if the temporary regulations hinder them from accessing (Slo-
venian) services. Beyond this, they are indirectly affected if the existing restrictions
prevent Austrian as well as Slovenian service providers from offering their services as
cross-border services or if they result in higher prices, a smaller range of products
and/or less quality.

While consumers are unable to enjoy a broadly diversified range of services at com-
petitive prices and preferred quality, an only incompletely integrated market (here in
relation to Austria and Slovenia) has furthermore negative effects on the affected
companies themselves. On the one hand, service providers are hindered in expanding
a successful business model in order to realize economies of scale. On the other hand,
the restrictions within some service branches continue as a (negative) chain reaction
within other service branches and due to the inclusion of services in the production of
goods also within industrial activities. For the service sectors classified as "sensitive"
this can be made effective, for instance, for the construction industry, the sector of
security services, the manufacturing of steel and light metal constructions, building
maintenance and other cleaning services, all of which are not only directly designated
for final consumption, but can also serve as an input for various phases of other ser-
vices as well as the production of goods. All in all, it can be ascertained that political-
ly motivated labor market restrictions in cross-border service mobility between Aus-
tria and Slovenia most likely face significant welfare losses.

3 See additionally Neal (2007), Molle (2006) as well as Baldwin/Wyplosz (2004). See for the
efficiency and welfare effects of market liberalization in basic also Mankiw/Taylor (2006).



2.2.2 Effects of Trade Restrictions on the Economic Structural Change

Due to international trade theories® the efficiency and welfare effects of incomplete
market integration can be specified by negative effects of restrictions of cross-border
services on the process of structural change. In general, if an initial distinction be-
tween capital and labor intensive branches is set up, whereas the term “capital intensi-
ty” also includes human capital and qualification factors, at least in the short term the
central and eastern European accession countries (naturally including Slovenia) hard-
ly have disposal over comparative advantages concerning capital intensive produc-
tions. In contrast, Austria shows comparative advantages in branches that produce
capital intensive goods in a broader sense. Labor intensive branches (especially those
with low demands on human capital) find themselves confronted with corresponding-
ly difficult development conditions (Mayerhofer/Palme 2001: 215).

In the latter mentioned category of branches fit those service sectors that are protected
from foreign competitors by the regulations of the membership treaty. Again, the pri-
mary political rationale concerning the labor market is reflected in these protective
measures. Nonetheless, the measures appear to be asymmetrically in favor for Austria
to the extent that due to the background of international trade theory Slovenian (ser-
vice) companies have a comparative advantage concerning labor intensive production.
This should not only explain the fact that Slovenia has unilaterally waived the en-
forcement of restrictions in cross-border service mobility. Beyond this, it is important
to mention that Austria — at least partially and if only temporally — defers the change
of national production structures into the direction of a stronger (human) capital in-
tensive production of goods and services. This applies to the extent that in the event
of complete market integration existing comparative advantages only enhance an al-
ready elapsing structural change. On the other side, every form of “braked” structural
change implies growth and employment losses in the medium and long run.

This insight remains unchanged if one considers the so-called product life cycle ap-
proaches (Krugman 1980; Venables 1998; Ricci 1999). According to these, in the
event of a complete integration the specialization of higher developed countries (here
Austria) in “new” products is to be expected, while the manufacturing of products that
are in the late states of a product cycle are favored in less developed countries (here
Slovenia). The central indicator of distinction is thus the innovation factor of the indi-
vidual branches. Admittedly, it cannot be generally assumed that the services consi-
dered here are to be comparatively categorized as innovatively poor. Services like
home-care and security can nevertheless be classified as at the end of a product life
cycle. A restriction of cross-border services in these sectors leads inevitably to a situa-
tion in which integration benefits are withheld from the less developed country (in
this case Slovenia).

A slightly modified perspective on structural change and specialization benefits
comes about if one takes into considerations the so-called market size effects. These
emphasize the importance of the geographical concentration of economic activities.
Companies localized in the respectively bigger market prove to have a greater devel-
opment potential than their competitors because they can take advantage of internal

4 See for a concentrated presentation of the different approaches of international trade theory

Krugman/Obstfeld (2008), Husted/Melvin (2007), Seibert/Lorz (2006), Grossman/Helpman
(1991) as well as different contributions in Helpman/Razin (1994).



economies of scale (the "home-market-effect"). In addition, a greater regional market
for the end products leads to greater benefits for regional subcontractors, which in
turn affects the efficiency of the end products themselves. On the other hand, external
economies of scale arise from close regional connections between economic actors
and the concentration tendencies linked to them.” Extended to cross-border services it
can be derived that the fear of Austria's service companies of having an unsatisfactory
ability to compete with Slovenian suppliers is unjustified. In regard to the services
subjected to the trade restrictions, which are primarily services produced for a geo-
graphical limited market, a problem could only arise for domestic providers in the
immediate border regions. However, whether Austrian service companies are actually
threatened by an overburdening of Slovenian competitors in the restricted areas de-
pends on the existing potential of the "home market", which entails the possibility of
internal and external economies of scale and therefore shapes the ability to compete.

2.2.3 Some Fundamental Insights into International Service Trade

The statement concerning the size of the home market (and the realization of scale
effects) can be fundamentally confirmed through OECD studies of bilateral service
trade (OECD 2004; see also Tinbergen 1962). By following the so-called gravitation
model, cross-border trade with services between two countries is a function of their
size (measured in GDP) and the distance between them. Accordingly, in the case of
two countries with common borders, like Austria and Slovenia, the extent of reciproc-
al service trade is decisively determined by the size of the respective national market
for these services. In contrast, the size of the respective destination market appears to
only play a subordinate role. This model gives additional evidence for the fact that
countries with a high GDP per capita possess comparative cost benefits with regard to
production and cross-border trade of services, which can be traced back to corres-
ponding scale effects (Bartsch/Diekmann 2006: 58; Siebert/Lorz 2006: 115). This si-
multaneously implies that even wage differentials, which have been claimed in rela-
tion to Austria and Slovenia, are not decisive for the competitive ability of services
providers.

The so-called O-Ring approach, which is in accord with the study results of the
OECD, reaches the same conclusion. According to it, service exports depend on an
efficient application of complementary regional and local factors. Contrary to initial
assumptions, instead of having a positive effect, high labor wages negatively affect
the extent of service imports in the concerned service sectors in the importing country
(here Austria). The observation behind this is that as a rule cross-border traded servic-
es fall back on inputs of the importing as well as exporting countries. As a result, all
costs influence the trade volumes of services irrespective of whether they stem from
the exporting (Slovenia) or importing country (Austria). Therefore, a higher wage
level in the importing country indirectly harms the competitive ability for the service
providers in the exporting country (Mirza/Nicoletti 2004: 19; Griinfeld/Moxnes 2003:
3). Until now available studies of international patterns of cross-border service trade

In this context, not only the so-called localization economies as well as urbanization econo-
mies, but also forward- and backward-linkages between different economic sectors and
branches are of importance. See Mayerhofer/Palme (2001: 218). See for a concentrated pres-
entation of the in the context of this argumentation relevant approaches within the New Eco-
nomic Geography the contributions of Ottaviano/Puga (1998), Schmutzler (1999), Futjita et
al. (1999) as well as Futjita/Thisse (2000).



lead to the result that a flooding of the country with a higher GDP per capita by cheap
foreign services, which should justify restrictions in service mobility between Austria
and Slovenia, cannot be confirmed in the case of a complete opening of borders
(Bartsch/Diekmann 2006: 61).

This insight becomes additionally weighted by considering that a restriction in cross-
border service mobility cannot be equated to the situation of no cross-border provi-
sion of services in the regimented sectors. All previous experiences show— with a giv-
en demand for service imports — a tendency towards movement in the “grey area” of
illegal service providing; demanded services are provided without assurance of their
lawfulness. The choice of black market strategy, especially in cross-border service
mobility, is often rather an immediate reaction to the trade barriers attached to exist-
ing laws than the result of an intention to defraud (European Commission 2002: 75).
However, the development of “black-market strategies” represents a losing deal for
all affected. Providers as well as consumers of services are exposing themselves to the
danger of receiving significant fines. Additionally, they would not be able to rely on
official proceedings or legal means in the event of a legal case. Also provider of
cross-border services must remain comparatively invisible, which causes them to miss
out on economic chances because they cannot openly advertise services and secure
the competitive ability of the company in the long term. Finally, the government does
not only miss out on tax revenues, but it also finds itself confronted with the complex-
ity and costs of fighting illegal cross-border service providing.

3. Consideration of the Cross-Border Trade with Services between Austria
and Slovenia
3.1 Austria as the Winner of Trade with the New EU Member States

In previous years Austria's export development has shown an unambiguously positive
development tendency. From 2004 to 2008 Austria’s exports increased on average by
8.36% per year. With a rate of growth of 7 % in contrast to the preceding year the vo-
lume of goods exported in 2005 reached the barrier of 100 billion €, which marks a
substantial export success in comparison to the volume of approx. 40 billion € in
1995. With this the export economy accounted for half of the real economic growth of
1.9 % in 2005. Relating to the labor market development, this signifies a gain of
38,000 new domestic jobs along with an increase of the public revenue to almost 1.5
billion €. From 1995 to 2005 the export quota (percentage of exports in GDP) in-
creased from 25 % to more than 38 %. Altogether more than a million jobs are direct-
ly or indirectly dependant on export, thereof almost 250,000 on the service sector.
Regarding the service sector the volume of exported services rose from 20 billion € to
30 billion € in the period of 1995 to 2005. Since 1995 the number of people employed
has increased from more than 200,000 to over 3.2 million, whereas the export sector
plays a primary role for this development (WKO 2006a: 3).

An essential factor for Austria's export success was the opening of Eastern Europe for
international trade in the beginning of the 1990s. The growth of the market and the
gains in competition linked to it has not only led to a substantial increase in exports,
but also a moderation of the deficit in the Austrian balance of trade due to a regional
export surplus. Concerning its geographical direction, trade with the eastern European
countries is mainly concentrated on the more or less immediate neighbor countries of



Austria (Poland, the Czech Republic, Slovakia, Hungry and Slovenia), with which
about two-thirds of the Austrian eastern trade is conducted (Bundesministerium fiir
Wirtschaft und Arbeit 2004: 249). The development of the trade balances with these
countries in the last five years shows that Austria has a clear export surplus in relation
to the central and eastern European states. This applies — next to Hungry — especially
for Slovenia in the form of an export surplus of more than 800 million € in 2004 as
well as 2005 (WKO 2006a; Stanovnik 2004).

3.2 Development of the Service Exports from Austria's Perspective

In international comparison Austria belongs to the worldwide leaders of service ex-
porters. Considering the period of 1980 to 2005, a growth of 525 % can be determined
regarding tradable services, which corresponds to an average (nominal) annual in-
crease of 7.6 % (WKO 2006b: 3). With a trade volume of 48.3 billion US $ in 2004,
Austria was among the twelve biggest export nations in the service sector (WTO
Trade Statistics 2005). In comparison to the cross-border trade in goods the service
exports exhibit a clearly stronger growth in view of recently published data. While the
export of goods grew annually by 8 % from 1998 to 2008 the rate of growth of service
exports amounted to annually 10 % in the considered period. With this the positive
development of Austria’s international trade can increasingly be lead back to the ser-
vice sector. Differentiated by branches, the clearest rates of growth from 2000 to 2008
were obtained in the sectors of innovative services which include communication,
ICT, R&D, architecture and technique services (OeNB 2009).

The positive development in the named sectors is in accord with the theoretical con-
siderations formulated above. These service sectors exhibit a special dynamic devel-
opment because of comparative advantages marked by a high knowledge and tech-
nology intensity and by high to highest demands on the qualification of workers
(Bundesministerium fiir Wirtschaft und Arbeit 2004: 250). In view of service trade
with eastern European neighbor states, the specialization and competitive advantages
prove to be especially prominent. While, in comparison to countries like the USA,
Germany or even the Netherlands, Austria's export economy exhibits a comparative
advantage only in the sectors of communication and insurance services as well as in
the sectors of tourism and transportation, and simultaneous disadvantages in the sec-
tors of data processing, financial services, company-oriented services and the exporta-
tions of patents and licenses, which does not apply in the same way for the eastern
European trade partners (the Czech Republic, Hungry, Poland, Slovakia and Slove-
nia). In fact, next to the Czech Republic, it was primarily Slovenia that participated
more than average in trade with Austria within the categories insurance, finance, data
processing, patents and licenses, communication as well as other company-oriented
services.

Apparently Austrian service providers can successfully operate on the yet to be fully
developed markets in the eastern European transformation countries and in particular
on the Slovenian market, especially in the sector of knowledge intensive and complex
services that are solely competitively restricted on the world market (Puwein et al.
2001: 65; Bundesminsiterium fiir Wirtschaft und Arbeit 2004: 310). Albeit, due to the
existing transitional regulations in the service sector, service trade with neighboring
states in central and eastern Europe contributes approx. 40 % to the entire surplus in
Austria's balance of service trade. This seems to be one of the essential reasons why



Austria belongs to those EU countries that last but not least can anticipate significant
gains in value added in the service sector with regard to the market integration of the
eastern European accession countries (Copenhagen Economics 2005: 9).

Concerning international service trade, four different "provision types" can be distin-
guished: cross-border trade in the strict sense, consumption abroad, commercial pres-
ence abroad and presence of real persons abroad. The largest part of the Austrian ser-
vice trade is allotted to commercial presence in the form of established offices of do-
mestic companies abroad. While the participation of the entire cross-border trade was
in decline in all other categories in the recent past, the cross-border provision of ser-
vices in the form of established offices abroad and, therefore, direct investments has
experienced a considerable increase.® Concerning Slovenia, Austria is the largest di-
rect investor in the country. According to current data from the Slovenian National
Bank, after an increase of 11% in 2005, the direct investments of Austrian companies
amounted to a total of 1.7 billion €, which denotes a percentage of 29 % of all direct
investments in Slovenia from abroad. Almost half of the direct investments was allot-
ted to investments in the service sector (especially in the sectors of company-
orientated services, finance, telecommunication as well as transportation) (AWO
2007: 5; Stanovnik 2004: 113).

The previous considerations make clear that, under the given conditions, Austria si-
multaneously profits in two ways from service trade with eastern European neighbor
states. On the one hand, Austria has a superiorly high competitive ability in many ser-
vice sectors relative to Austria's advantageous position in worldwide comparison due
to a still existing need to catch up of the new member countries. Amongst other
things, Austria is hereby in relation to Slovenia a beneficiary of geographical close-
ness to the relevant market. On the other hand, Austria also profits from the protection
of domestic companies from potential competition by Slovenian companies in compa-
ratively labor intensive service sectors.

4. Differentiation of Cross-Border Tradable Services According to their
Geographical Market Radius
4.1 Spatially Bounded and Spatially Non-Bounded Service Markets

From an economic point of view, above all, it is the geographical market radius that is
meaningful regarding the effects of a complete liberalization of cross-border services
mobility on individual branches of the service sector. Thus Austria's previous trade
gains in the service sector in relation to Slovenia are based on the trans-national pro-
vision of services that can be classified as spatially non-bounded (for instance, the
provision of insurance or financial services). Even before Slovenia entered the EU,
due to knowledge, qualification and scale effects, Austria had already possessed com-
petitive advantages over the neighboring country, which could intensely be exerted
due to the market integration.

In the period of 1997 to 2003, a decrease is observable in the share of cross-border services
from 40 % to 28.7 %, in consumption from abroad from 24.3 % to 14.0 % and in presence of
people abroad from 2.0 % to 1.3 %. In contrary, the share of service provision of companies
with offices abroad increased from 33.8 % to 56.3 %. See also WKO (2006b: 6).
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Assumptions differ in reference to those service branches that are only operative on
geographically limited markets. All of the service sectors affected by the temporary
arrangements of the Slovenian EU membership treaty can be counted among them.
Here one can talk about spatially bounded service markets with a limited geographical
radius, as long as the providers are physically present at the location of demand when
the service is being provided. Due to existing productivity and wage differences be-
tween Austria and Slovenia, an abolishment of the still existing temporary arrange-
ments would lead to a considerably changed competition regime in those markets.
While Austrian regions far from the borders are not affected by the new circums-
tances, one can nevertheless assume that in the border regions the competition intensi-
ty in affected regional service markets will strongly increase, as the complete exhaus-
tion of cross-border service potential was not possible up to now due to the existing
legal segmentations (Mayerhofer/Palme 2001: 84; Puwein et al. 2001: 64).

The significance of the geographical market radius along with the special affectedness
of regions close to the borders highlights the fact that different effects within the Aus-
trian states (Bundesldnder) must be anticipated in the event of a complete liberaliza-
tion of the service market between Austria and Slovenia. Thus it can be assumed that
states like Carinthia, Burgenland or Styria will tend to be far more affected by a com-
plete liberalization of the service market than Salzburg or Upper Austria. The results
of the so-called Preparity Study’, in which the ramifications of an eastern enlargement
of the EU on Austria’s service sector were examined amongst other sectors, deliver an
indication of this. Following the results of this research, it can be concluded that states
like Carinthia, Styria or Burgenland would face above-average effects from the ab-
olishment of the temporary arrangements within the regimented sectors in comparison
to the rest of Austria. Additionally, if one accounts for the regional distributional pat-
tern of the regimented service sectors, possible disadvantages could result primarily in
the more rural (border) regions (Puwein et al. 2001: 71; Mayerhofer/Palme 2001:
145).

In order to be able to estimate the significance of the economic consequences ex-
pected from a complete market opening, it is worthwhile to take a glance at the num-
ber of employees in the regimented service sectors in relation to other branches as
well as their development in the previous years.

4.2 Number of Employees as an Indicator of the Regional Economic
Significance of Regimented Service Sectors

By analyzing the available data on the current state of employment and the develop-
ment of the number of employees in the Austrian service industry in the past years, a
gain in significance of this sector in relation to other economic sectors can be deter-
mined. The development in Austria corresponds to the development in other industrial
countries, which are marked by a structural change into a so-called service society.
The service economy contributes not only to approx. two-thirds of the Austrian value
added. Beyond this, around 67 % of the labor force is active in service branches
(WKO 2006b: 8). For a closer consideration of the service sectors classified as “sensi-
tive” within the temporary arrangements, it is however of greater importance, to diffe-

For a brief summary of the results of the ,Preparity-Study* see Bundesministerium fiir
Wirtschaft und Arbeit (2001).
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rentiate between the development of the number of employees in spatially non-
bounded as well as spatially bounded service markets.

Considering the already mentioned fact that all regimented service sectors are in-
cluded in the latter category, a distinctly divergent trend between both types of service
branches marked-off by their differing geographical market radius appears (Bundes-
ministerium fiir Wirtschaft und Arbeit 2001: 14). Thus, in reference to the period of
1976 to 2005, it can be determined that the relative employment growth in service
branches with spatially non-bounded markets has risen more than 15 % compared to a
decrease of 5 % of the number of employees in service branches with spatially
bounded markets. This (relative) difference in employment growth shows a clear
drifting apart of the corresponding branches within the past years. This development
is indeed in accordance with the general structural change in the service sector. Quali-
fication and knowledge intensive service branches are identified as economically
beneficial and Austria in relation to Slovenia already disposes comparative advantag-
es within these sectors.

Beyond this, a further topic must still be considered. The relative employment growth
and the comparably crude differentiation of service branches according to their geo-
graphical market radius does not allow for any conclusions regarding the importance
of the affected service branches considering the total labor force in Austria. In order
to answer this question, table 1 on the following page contains corresponding data. It
gives an overview of the present significance allotted to the regimented service sec-
tors measured in labor force participation. Accordingly, 7.90 % of all Austrian em-
ployees were allotted to the regimented service sectors within the years 2006 and
2007. A careful interpretation of this value suggests the conclusion that the provision
of corresponding services is in fact not unimportant within the entire economic struc-
ture of Austria. However, a decline in the employment rate due to the possibly ex-
pected complete opening of the service market would not necessarily confront Austria
with hardly manageable adaptation problems. This applies even more, as based on the
previous argumentation only the markets of corresponding services in the regions
close to borders are expected to be affected by competitors from the new EU member
states (and with them of course Slovenia).

Table 1 also identifies the share of employment in regimented service sectors in the
border regions Carinthia, Styria, Burgenland and Lower Austria. Thereby, it is shown
that an average share of 3.09 % of the total labor force participation in Austria is em-
ployed in the regimented services branches within the chosen border regions. This
value underscores the estimation met above that indeed a noticeable, but an in fact
qualifying importance for the whole development of the Austrian economy is allotted
to the service sectors affected by the temporary restrictions. It is furthermore striking
that the share of individual branches in relation to the total employment varies within
the border regions in comparison to the rest of Austria. Thus the share of construction
services in the regions close to borders tends to be lower than the share within the en-
tire country. By contrast, the values for the cleaning industry, the sector of electronic
installation or even detective work and security services lie above the values of the
whole country.

Finally, table 1 also contains a notation with respect to the importance of individual
branches measured by the number of employees attributed to the regimented services.
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Thereby, it can be shown that the current number of employees is dispersed very dif-
ferently between the individual sectors. Thus, service branches like other building in-
stallations, other building completion and finishing work, insulation work activities or
even the processing and treatment of ornamental and stone, exhibit a comparably low
number of employees. In the years 2006 and 2007 the share of those branches in the
total number of all Austrian employees moved between 0.06 % and 0.08 %. By con-
trast, noteworthy shares of employees are primarily allotted to general construction of
buildings and civil engineering works, but also to industrial cleaning services, as well
as the installation of electrical wiring and fittings and the sector of plumbing. For the
period of reference the corresponding values moved between 0.78 % and 1.78 %.
However, the values turn out to be lower in regions close to borders.

Table 1: Average Employment in the Regimented Service Sectors in the Years
. L3 8
2006 and 2007 in Austria
Relative to restricted Relative to employment
Sector Absolute sectors in % in %
Austria Border regions Austria Border regions | Austria  Border regions
Landscape gardening n.a. n.a. n.a. n.a. n. a. n. a.
Cutting, shaping and finishing of
ornamental and building stone 321 1450 0,99 1,21 0,08 0,04
Manufacture of metal structures and parts
of structures 18815 10060 5,98 8,19 0,47 0,25
Demaolition and wrecking of buildings 4005 2794 127 227 0,10 0,07
Testdrilling and baring 148 a0 0,05 0,07 0,00 0,00
General construction of buildings and civil
engineering works 70703 25436 22,49 20,71 1,78 0,64
Erection of roof covering and frames,
tinsmiths and waterproofing 21960 10951 6,98 8,92 0,55 0,28
Construction of moterways, roads, airfields
and sport facilities 19743 10809 6,28 8,80 0,50 0,27
Construction of water projects 279 225 0,09 0,18 0,01 0,01
Other construction work invalving special
trades 7385 2942 2,35 2,39 0,19 0,07
Installation of electrical wiring and fittings 31471 12253 10,01 9,98 0,79 0,31
Insulation work activities 2692 11598 0,86 0,98 0,07 0,03
Flumbing 31154 12399 9,91 10,10 0,78 0,31
Other building installation 2017 910 0,64 0,74 0,05 0,02
Plastering 5096 2146 1,62 1,75 0,13 0,05
Joinery installation 4941 1951 157 1,59 0,12 0,05
Floor and wall covering 12043 5008 3,83 408 0,30 0,13
Painting and glazing 18080 7842 5,75 6,39 0,45 0,20
Other building completion and finishing
work 2289 1288 0,73 1,05 0,086 0,03
Investigation and security activities 9698 2183 3,08 1,78 0,24 0,05
Industrial cleaning 48761 10820 15,62 8,82 1,23 0,27
Other human health activities n.a. n.a. n. a. n. a n. a. n.a.
Social work activities without
accommodation n.a. n.a. n.a. n.a. n. a. n.a
In total 314395 122790 100.00 100.00 7,90 3,09

Source: Statistic Austria; own calculations.

The comparably low number of employees in the firstly mentioned service sectors
speaks for being able to classify the expected negative effects of a complete opening
of the service markets as negligible; this however does not apply in the same manner
for the second group of service sectors identified as having a clearly higher number of

Table 1 contains figures which stem partially from the so-called Austrian Performance and
Structural Statistic (Leistungs- und Strukturstatistik fiir Osterreich). However, this statistic
faces some data problems. With “n. a.” marked data is either not available or confidential due
to legal regulations (no publication allowed if there are less than 4 service providers in one
sector). These facts lead to the risk of distorted interpretations.

13



employees. In order to be able to assess the effects of potentially increasing competi-
tion through a trans-national market opening in these service sectors, a consideration
of the eastern European neighboring states’ competition potential — in particular in the
border regions — is nevertheless needed. An attempt of such an assessment will be un-
dertaken by considering Carinthia's situation in relation to the corresponding Slove-
nian border regions.

4.3 Economic Significance of the Regimented Services in Carinthia

By exclusively directing attention to Carinthia, it can initially be determined in basic
form and by considering the structural change taking place that — analog to the rest of
Austria's federal territory — the change to a qualification and knowledge intensive
production structure is also in progress in Carinthia. If one considers the employment
development in the period of 1995 to 2005, innovation and human capital intensive
production sectors like auto part manufacturing (an increase in the number of em-
ployees by 1,805 individuals or 50 % respectively), electronics (an increase of 3,135
employees or 39 % respectively) and chemistry (an increase of 1,616 employees or
9.5 % respectively) belong to the economically prospering sectors. The branches dis-
advantaged by the structural change produce primarily in a labor cost intensive man-
ner, like the branches of leather (decrease by the amount of 1,267 employees or 57.7
% respectively), furniture, jewelry and athletic equipment (decrease by the amount of
2,465 employees or 42.1 % respectively), glass, stone and ceramics (decrease by the
amount of 2,259 employees or 34.6 % respectively) as well as foodstuff (decrease by
the amount of 4,328 employees or 13.3 % respectively).”

In a spatial sense the structural change expressed by the employment data and their
change over time turns out to be different. Thus the process of change is primarily
taking place in the urban centers of the country (above all in the regions of Klagenfurt
and Villach), while labor intensive production structures make still up a significant
part of the economic activity in the more rural regions of Carinthia. Altogether and
with special consideration of the regimented service sectors, it however also applies to
Carinthia that these sectors, due to their comparably high wage levels and labor inten-
sity must be counted among the branches losing economical importance in the future
concerning the perspective of regional economic development.

In order to be able to determine the current significance of service sectors classified as
sensitive for the Carinthian economy, one can again refer to the percentage of em-
ployees of the respective branches in relation to the total number of all employees in
Carinthia. Table 2 identifies the corresponding data for Carinthia as well as other
Austrian states with a common border to the nine central and eastern European EU
accession countries (here Burgenland, Lower Austria and Styria). The average per-
centage of employees in the relevant service sectors in Carinthia amounted to 10.46 %
within the years 2006 and 2007. Considering the percentage of employees within the
group of regimented services, the employment intensive sectors general “construction
of buildings and civil engineering works™ as well as “installation of electrical wiring
and fittings” are with shares of 15.14 % and 6.54 % below the ones of employees
within the entire country.

? See for the mentioned figures IHS Kérnten (2007), Stanovik (2004), Gruber (2004) as well as
Mayerhofer (2003).
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Table 3:  Available Appointments within the Regimented Service Sectors in
Austria and Carinthia (Annual Value from 2006)

Secbor Carinthia Austria

Landscape gardening s 104
Cutting, shaping and finizhing of omamental and building stone L 38
Manufacture of metal structures and parts of struciures 34 232
Dremelition and wrecking of buildings 10 581
Testdrilling and boring 0 3
General construction of buildings and civil engineering works + 881
Erection of roof covering and frames, tinsmiths and waterproofing 46 376
Construction of motorways, roads, asifields and sport facilities 2 20
Construction of water projects 0 g
Other construction work involving special frades 7 80
Instaliation of electrical wiring and fittings 24 292
Insulation work activitiss 7 2
Flumbing 18 357
Ofther building installation 1 i
Plastering 2 o4
Joinery installation 1 131
Floor and wall covering 12 205
Painting and glazing 13 272
Other building comgletion and finizhing work 22 131
Investigation and security activities 16 123
Industrial cleaning 29 551
Cther human health activities 11 158
Social work activities without accommodation 23 249
In total 336 4,637

Source: AMS Osterreich (2007).

If this data already indicates that the “negative degree of affectedness” of the Carin-
thian economy by a complete liberalization in the sectors of the regimented services
should tend to remain within close limits, this estimation can additionally be substan-
tiated in view of the labor market situation in these sectors. Here the number of im-
mediately available appointments in the regimented service sectors serves as an ap-
propriate indicator. Those exhibit a corresponding demand for employees in the men-
tioned branches for 2006. The uncovered demand endures when exclusively the Aus-
trian border regions are considered. The number of open positions in Carinthia is re-
presentatively identified in table 3. Accordingly, only three relevant service sectors
are classified as having no immediately available open positions. For all other 21 sec-
tors of regimented service branches exists a more or less large demand for additional
employees. As far as this surplus of employee demand cannot be covered by a domes-
tic supply, a complete liberalization of cross-border service mobility would make it
possible to satisfy the insufficiently covered demand on the labor market and there-
fore - as a rule - of services within the corresponding branches by a trans-national
provision of services (here via Slovenian providers).

4.4  Assessment of the Increase in Competition Associated with a
Market Opening

With regard to a comprehensive economic assessment of the potential effects result-

ing from a complete liberalization of the service market, it is however last but not
least of importance that due to additional competition from Slovenian service provid-
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ers an increase in competition intensity is to be expected in the regimented service
sectors. Indication for this can be delivered by answering the question how high-
performing and thus competitive the economic situation in Slovenia and especially in
the border regions to Austria (Carinthia and Styria respectively) turns out to be. Here
it can be determined that the Regions of KoroSka, Podravska, Pomurska and Go-
renjska, which share immediate borders with Carinthia (as well as Styria), are
amongst those regions with a below-average economic performance measured by the
gross domestic product of Slovenia.'’ In addition, the percentage of all workers em-
ployed in the service sector is comparably low referring to industry and business in
the mentioned regions.'' From an economic perspective, both aspects point at a state
of “catching up development” and therefore a comparatively low economic potential
(also in the service sector).

This shows that the overall determinable positive economic development of Slovenia
in the past years only conditionally applies to the regions immediately bordering Aus-
tria (Mayerhofer 2003: 97). As far as positive border effects can be recorded for Slo-
venia, regions close to the Austrian border are less affected than those close to the
Italian one (GoriSka as well as Obalno-kraska), which prove to have the highest per
capita income subsequent to the central regions around Ljubljana. The in comparison
more hesitant economic development — primarily in the regions of KoroSka (but also
Pomurska) — may be significantly conditioned by the low population density and by
being geographical as well as traffic-wise outskirts. Despite the rather marginal data
about the supply structure in these regions, this could be an indication that the existing
supply density for cross-border service provision in the mentioned regions still cannot
be compared with the level in Austrian border regions. Already at an earlier point in
time studies had reached this conclusion at least for service provision in the sectors of
the construction industry as well as related industries (Mayerhofer/Palme 2001). Here
considerable competitive advantages (compared to the interior of Austria) are appar-
ent especially regarding the construction industry in Carinthia due to low unit labor
costs as well as high productivity values. By following the thesis formulated within
the theoretical considerations, these advantages linked to the greater supply density in
the regions close to borders allow for the assumption that a complete liberalization of
service mobility between Austria and Slovenia may not lead to a crisis-like develop-
ment in the Austrian regions.

The labor market development in the Slovenian regions close to the Austrian borders
delivers a further indication for the expected competition in regimented service sec-
tors after a complete liberalization of cross-border service provision. The unemploy-
ment rates in the regions sharing immediate borders with Carinthia (and Styria) still
lie above the Slovenian average. However, they are moving in the direction of a com-

Relating to the income level of the mentioned Slovenian regions and in comparative perspec-
tive within the European Union, in 2004 the GDP per capita (in purchasing-power parity) did
amount as follows: KoroSka (64 %), Podravska (70 %), Pomurska (58 %) and Gorenjska (72
%). By contrast at the same time the corresponding GDP per capita value of the Slovenian
central region in the surroundings of Ljubljana did amount to 119 %. To draw a comparison
the average value of GDP per capita for all Austrian regions was 129 % in 2004. See also
Bundesministerium fiir Wirtschaft und Arbeit (2007).

With 40.4 % the share of total labor force in the service sector within the region of Koroska is,
for instance, rather low compared to a value of 53.7 % in industry and 5.9 % in agriculture. A
similar allocation can be seen within the regions Podravska (55.3 % within the service sector)
and Gorenjska (49.3 %). See also Institut fiir Geographie an der Universitét Innsbruck (2007).

17



parably moderate level.'> The positive development of wages with increasing rates -
even above the level of the dynamic regions bordering Italy - within the past years
suggests nevertheless that the actual rate of unemployment could be lower than offi-
cially documented and that employment in the informal sector is very pronounced,
which could explain the increase in the so-called reservation wage (Mayerhofer 2003:
98). This would simultaneously confirm the theory that a regimentation of cross-
border mobility simply leads to a giving way to illegal or shadow economic activities.
This means an elimination of all existing regimentations on the service markets would
only conditionally amount to an intensification of the competitive situation for Aus-
trian providers. Moreover, a part of the already present, yet still illegally occurring
service provision should carry over to a legal form.

To which extent the current labor market situation in the Slovenian regions bordering
Carinthia and Styria can be considered to derive negative effects for Austrian border
regions in the event of a complete market opening in the service sector is considered
questionable due to another reason. One can determine that at least in one part of the
regimented service sectors noteworthy gaps in supply exist also for the Slovenian side
(Isoplan Consult GbR 2007). This is the case, for instance, regarding employees for
construction work (for example, masons, carpenters, roofers), cleaning personnel,
employees in the area of metal processing, electricians and certain occupations in the
health and care-giving sector. In each mentioned field substantial impasses exist on
the Slovenian labor market and respectively on the labor markets in the relevant Slo-
venian regions with borders to Austria. From an economic point of view, a “crisis-like
development” after the abolishment of the valid regimentations should not be feared
when considering the regional employment situation in Slovenia.

5. Conclusion and Political Recommendations

With the aim of establishing an internal market without interior borders within the
EU, the basic principles of free mobility of goods, services, labor and capital are va-
lid, also in relation to the new member states. The temporary regulations established
in the membership treaty in 2003 nevertheless allow restricting deviations from these
basic principles. In the membership treaty it is stated that the Council of the EU ex-
amines temporary regulations before expiration of the respective deadline based on a
report by the commission. After completion of this examination and at the latest on
the expiration date of the deadline (here April 30, 2009) the so-called EU 15 member
states had to inform the commission of their intention concerning the third phase of
the temporary regulations. If they did not do so, then starting on May 1, 2009 Com-
munity Law applies regarding the four basic freedoms mentioned and with that a
complete liberalization of cross-border service mobility in all sectors. The criterion of
a disturbance on the respective national labor market served as an indicator for as-
sessment regarding the question if an extension of the preceding transitional periods
can be submitted in 2009. Against this background it should also be clear that a dis-
turbance to only regional labor markets is insignificant with respect to the question
whether the existing restrictions of cross-border service mobility between Austria and
Slovenia should be continued beyond 2009 or not.

12 In 2005 the average annual employment rate amounted to 6.8 % in Koroska, 8.7 % in Po-

dravska and 4.7% in Gorenjska. In comparison, the unemployment rate amounted to 2.8 % in
Innsbruck and 4.5 % in Klagenfurt-Villach within the considered period. See also Institut fiir
Geographie an der Universitat Innsbruck (2007).
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The previous considerations of possible labor market effects due to the integration of
the new EU accession countries into the common European economic area suggest
that even in the event of a complete market opening in cross-border mobility no
noteworthy negative effects on the domestic labor market should be anticipated from
Austria's perspective. From an economic viewpoint, no argumentation can thus be
mentioned that could justify further upholding of the restrictions that have applied so
far for regimented service branches beyond 2009 to the maximal point of time (2011).

In addition, this recommendation can be backed up by considering the expected wel-
fare and efficiency effects of a complete liberalization of cross-border service mobili-
ty which are treated within the general theoretical considerations of this paper. Accor-
dingly, an abolishment of the restrictions in cross-border service mobility would thus
be first and foremost advantageous for the potential consumers of these services in the
form of a broader offering, a higher quality as well as cheaper prices for the corres-
ponding services. An expansion of offered services gives the (Austrian) consumers
the chance to exercise their “consumer sovereignty” better than before in aid of an
increase in individual welfare, because market opening leads to an erosion of mono-
poly rents on the providers’ side.

While consumers are able to enjoy a broad offering of services at competitive prices
and preferred quality, even the Austrian business sector would profit from a complete
market integration in the service sector, because, according to all projections, a posi-
tive chain reaction in other service sectors would come about due to the high degree
of integration of services amongst themselves and with the sectors of real asset pro-
duction. By considering these additional effects, one can assume that a waiving of the
restrictions in cross-border service mobility leads to significant efficiency and welfare
gains.

Furthermore, a waiving of the continuation of the existing temporary regulations
could finally be justified by taking into account the spatial effects of complete market
integration on a potential increase of the competitive intensity for Austrian providers
in the sector of regimented services. On the one hand, by considering the geographical
market radius of the corresponding service branches, a direct affectedness for the
Austrian border regions should be assumed. But the shares of the affected branches in
employment show mainly a tendency towards below-average relevance in relation to
Austria's overall situation. Therefore, most regimented sectors cannot be considered
to be of enduring significance for the future economic development in these regions.
On the other hand, the attempt to assess the power of the potential competitors in the
Slovenian border regions has lead to the estimation that the relevant service branches
can be classified as only conditionally competitive. Moreover, in view of the current
labor market situation, an increased demand on employees is at least exhibited in a
part of the regimented service sectors. For this reason — but also with consideration of
the general experiences concerning cross-border service trade — one should not expect
a “flooding” of the domestic market because of the existing wage differences between
Austria and Slovenia.
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