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1.

Introduction

Overall the Austrian labor market shows a very favorable performance in international comparison. In contrast to other countries the - historically low - unemployment rate in Austria
has been very stable over time. Even after the Great Recession the increase in unemployment was only temporary. In this paper, we discuss potential factors, which contribute to the
successful performance. We start by providing an overview of the macroeconomic situation
in Austria before and during the crises and the basic institutional setting. Then we continue
with an analysis of specific labor market policies.
We argue that the stable macroeconomic situation and the employment friendly
wage policy secured the competiveness of the Austrian economy. The long-standing system
of social partnership and the trust between employer and employees has contributed to this
development. Further, the dual apprenticeship system and special labor market policy
measures for young workers contribute to a smooth transition between school and work. In
addition, the unemployment insurance system is not very generous. The stability oriented
macroeconomic development and active labor market measures help preventing the emergence of long-term unemployment. Active labor market policy also plays an important role in
the further education and re-training of the low skilled segments of the labor market. Finally,
employment protection regulations are flexible enough to avoid burdening the required reallocation process with high costs.
As a drawback of the Austrian employment record, we identify the reliance on early
retirement as a “labor market policy”; recent reforms have, however, managed to increase
labour force participation of elderly workers to some extent.
.

2.

Macroeconomic Situation

In 2012, Austria recorded the second highest level of GDP per capita after Luxemburg in the
EU-28, at 30 % above the EU average. With 4.8 % the unemployment rate is the lowest in
the European Union. Austria can be regarded among countries showing comparatively favorable job market performance, and it has managed to keep its unemployment rate at a relatively low level for a long time (see Figure 6).
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Since the accession to the European Union in 1995 the Austrian economy performed
very well. Figure 1 shows that the growth of the Austrian economy was stronger than in the
Euro area. Austria`s export firms benefited from new sales opportunities created by the
opening of Eastern Europe and the deepening of the European integration. Breuss (2013)
estimates that the integration bonus in Austria amounts to an additional real GDP growth of
0.5 to 1 percentage point per year.
In the period 2003 to 2007 the Austrian economy profited from the boom of the world
economy and the average growth rate was around 3 percent. In the second half of 2008 the
Austrian economy was hit by the worldwide economic downturn. The drop in global demand
was focused on sectors producing heavy investment goods. In the third quarter of 2008 the
recession started and GDP dropped by 1.3 percentage points quarter to quarter. The recession ended in the third quarter of 2009. In this quarter the level of GDP was 5 percentage
points below the value of the first quarter of 2008. While the Austrian economy did not avoid
the recession it performed better than many European countries. In contrast to the countries
in the periphery of the Euro area the recovery in Austria was rather strong. The pre-crisis
output level was reached in the second quarter of 2011. In the years 2011 and 2012 the
growth differential between Austria and the Euro area amounted to almost 1.5 percentage
points.
The good macroeconomic performance of Austria is also reflected in the labour market figures. Until 2003 employment growth in Austria was below the average of the euro area
(see Figure 2). In accordance with the boom period employment increased considerably between 2003 and 2008. The recession lead to a fall in employment; however, this fall was
clearly less pronounced than in many other European countries. The unemployment rate
rose one percentage point in 2009 to 4.8 percent. However, the negative impact on the labour market was only temporary. Employment increased considerably after the recession
and the unemployment rate decreased supported by the economic recovery (see Fig. 2 and
5). Note that a considerable part of the employment gains since 2000 are caused by the inflow of foreign workers. Between 2000 and 2012 the share of dependent workers with nonAustrian nationality increased from 10 to 15 percent. But also the employment rate increased
since 2003 (see Figure 5). This development reflects the stronger labor market attachment of
females (see Figure 4) and the better employment performance of older worker. Their employment rate increased considerably but from a low level by international standards.
3

Traditionally one of the key characteristics of Austrian macroeconomic developments
appears to be quite stable growth, in particular exhibiting smaller fluctuations around its medium-term trend. Both the troughs of recessions appear to have been significantly less deep
in Austria and, conversely, phases of overheating were less pronounced. In terms of the key
labour market indicators, employment and, in particular, the unemployment rate, have been
more stable than in many other EU countries. The macroeconomic policy setting has a stability orientation in Austria, which contributes to cushion the impact of negative shocks.
One important factor for the success of the Austrian economy and especially the labor
market is wage policy. It is geared strongly to the macroeconomic conditions and can only be
understood with regard to its foundation in the social partnership. The wage policy is influenced both on the side of employees as well as on the side of employers by large, centrallyorganized interest groups with a comprehensive right to representation.
Wage negotiation occurs at the sectoral level, where employees are represented by
their particular division of the Austrian Federation of Trade Unions (Österreichischer Gewerkschaftsbund, ÖGB) and employers are represented by their relevant section of the Austrian
Federal Economic Chamber (Wirtschaftskammer). Wage negotiations generally take place
yearly, not only an increase of the collective wage contract but also an increase in the socalled “Ist-Lohn” (the actual wage paid to employees) is negotiated. Collective wage contracts are binding for all firms as well as for all employees. Within firms, further increases
(overpayments) of the Ist-Lohn can be negotiated either individually or between the works
council and management. Due to the close bound between works councils and the unions, a
certain coordination of wage policy takes place even at the firm level. While there is no legal
minimum wage in Austria, the agreed-upon wages in collective agreements cannot be undercut.
Collective bargainers have traditionally taken into account the overall growth in economic productivity as well as the development of inflation. The current conditions of the labor
market and international competitiveness, though, have also drawn their attention. The relatively uniform nature of collective agreements can be explained by the informal coordination
that takes place at the ÖGB- and economic chamber-levels, as well as the leadership of the
metalworkers’ union with regard to wages. The metalworkers’ contract serves as an informal
guideline for other industries during the regular wage negotiations in the fall (Knell and
Stiglbauer 2012).
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The flexibility with which an economy’s real wages react to external or internal supply
shocks constitutes an essential determinant of the macroeconomic performance of an economy. Flexible wage and income policies that are based on the consensus of the social partners have traditionally been an important cornerstone of Austrian efforts to combat unemployment. While real wages rose in harmony with the rate of productivity through the mid1990s, wage growth has since then remained clearly behind productivity. The moderate increase in unit labor costs has helped maintain the competitiveness of the Austrian economy
(see Figure 3).
The Austrian labor market suffered from the great recession. However, its effects
have been small, given the scale of the decline in real economic activity. In response to the
economic crisis, the Austrian government adopted several economic policy measures. The
labour market measures contained publicly sponsored short-time working schemes (see section 3.1) and the extension of further training allowance programs, a subsidy for employees
on a training leave (see Hochrainer et al. 2011). The economic stimulus packages focused
on making available additional capital – in particular for small and medium-sized enterprises
– by extending government guarantees and on investments into road and rail infrastructure.
A tax reform was launched one year earlier than originally planned. According to model simulations the fiscal measures increased the Austrian GDP by approximately 1 percent (see
Berger et al. 2009). Apart from discrete measures the Austrian government decided to let the
automatic stabilizers work. Overall the budget deficit increased from 1 percent in 2008 to
over 4 percent in the years 2009 and 2010.
One important reason for the moderate effect of the crises on employment was the
reduction in total hours worked (see Stiglbauer 2010). According to figures from the National
Account statistics the number of dependent employees fell by 0.8 % in 2009, which is much
less than total hours worked which dropped by 3.6 %. Short-time working, which has been
the most prominent tool of active labor market policy during the crises has contributed, but
with a minor effect. Another factor was the reduction of overtime working hours, which were
very high before the crises. Another reason for the moderate effect was that the affected
companies tended to keep their highly qualified employees.
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3.

Specific labor market policies

3.1. Short-term work1
As most European countries, Austria has used publicly sponsored short-time working (STW)
schemes in order to prevent otherwise profitable enterprises from going bankrupt and to
avoid unnecessary labor shedding and the consequent losses of human capital with adverse
effects on output growth and hysteresis effects in the wake of the crisis. The short-time allowances partly compensate the employee for the loss of income associated with a reduction
of working hours in response to temporary problems of the enterprise. In Austria, benefits to
the employee amount to a minimum of 1/8 of the daily unemployment benefit per hour not
worked.
The Austrian short-time working (STW) allowance was introduced in 1968 as a
means of avoiding labor shedding in times of a slacking demand. Two amendments to this
scheme were introduced in 2009. As a first reform step, human-resource-leasing agency
workers were entitled to claim STW allowance. The maximum duration of the allowance was
increased to 24 months. The necessary reduction in working hours has been changed to a
range of between 10 percent and 90 percent of normal working hours. From the 7th month
onwards, the employer’s part of social security contributions is refunded by the employment
office. The scheme can be combined with specific training grants to support the improvement
of qualifications for affected workers, but in contrast to some other countries, this combination is not compulsory. 60 percent of the training costs are paid by the employment officer in
that case. The level of employment has to be maintained during STW as well as some time
afterwards (between 1 and 4 months, depending on the length of the arrangement).
Figure 9 depicts the planned and actual number of STW allowances in Austria from
October 2008 to February 2011. The maximum number of actually affected workers was
reached in April 2009 and was below 40,000. In total, more than 60,000 workers, i.e. more
than 1.5 percent of the total labor force, have been affected by STW allowances in 2009. Of
these, around 19 percent were women, 10 percent were aged below 25 years and 34 percent were aged 45 and above. 8,000 workers participated in training measures during STW.
The average stock of workers in STW in 2009 amounted to 26,000 with an average reduction
of working time of 26 percent. It also becomes evident that the amount of planned and actual

1

This section draws heavily on Berger et al. (2009).
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workers in STW has decreased significantly in the following months. The total budgetary
costs of the STW arrangement amounted to 110 million Euro in 2009.
As already stated, the purpose of STW schemes is to avoid excessive layoffs, i.e. the
permanent dismissal of workers during a downturn whose jobs would be viable in the long
run. A major potential drawback of STW schemes is that they might hold back productivity
growth by delaying reallocation to more productive firms or sectors. However, given the rapidly declining number of workers in STW schemes (see Figure 9), it seems like the Austrian
government has been rather successful in limiting this negative impact.

3.2. Apprenticeship system
Employment of young workers and the transition from school to work in Austria is heavily influenced by a system of vocational education in two forms: i) formal apprenticeship training
which is organized in a dual form, where roughly three years are spent in an apprenticeship
position, one fourth thereof in formal schooling; ii) special vocational high schools leading to
education and training beyond compulsory schooling and in most cases enable graduates for
a university enrolment. About one third of 15-19 year old people are enrolled in apprenticeship and almost one half in vocational high schools (Lassnigg, 2013); the rest attends academically-oriented high schools. These vocational high schools last between 3 to 5 years beyond compulsory education and provide also qualifications for several occupational fields.
Similar systems of apprenticeship training exist in Germany and Switzerland; in Germany
apprentices typically start only after having completed a high school. Apprentices in Austria
can be trained in 290 occupations, 70 of them have been newly designed or reformed between 1997 and 2002 (Schneeberger, 2002).
Youth unemployment in Austria has traditionally been very low, it did not increase in
the early 2000s, but not more during the recent crises, see Table 6. In 2011, among individuals 25-34 years old only 3.9% of those with a vocational upper secondary education have
been unemployed; this is lower than the rate for those with an academic (general) upper
secondary degree (OECD, 2013). Unemployment rates of individuals with apprenticeship
training are typically one third of those having only compulsory education.2 Likewise, NEET
rates (youth neither employed nor in education) are comparably (10% in 2011) low relative to
2

These are simple averages only; selection and quality differences might explain a part of this difference. Unfortunately, there are no causal studies on unemployment effects of the Austrian apprenticeship system.
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the OECD average (16%, OECD, 2013, Bacher et al. 2013). Monetary returns to apprenticeship training are not very high, though: Fersterer et al. (2008) perform a causal analysis of
apprenticeship training on wages, using information from failed firms: they find that an additional year of apprenticeship training increases earnings by about two to four percent relative
to the earnings of a person with compulsory education only.
As the number of offered apprenticeship positions has been going down in recent
years (Stöger and Winter-Ebmer, 2002), and there is a large amount of gender segregation
in terms of occupations,3 several policy initiatives were planned: subsidies for firms offering
apprenticeship jobs, publicly provided training positions as well as more minor programs for
the training of trainers, gender-specific measures or for trainees with special needs.
Special training subsidies up from 2005 were given for apprenticeship positions that
were offered additionally to existing ones in order to reduce windfall gains for training firms
(Blum Bonus). Table 1 shows the number of subsidized apprentices and the amount spent
per trainee: Between 2002 and 2012 between 4000 and 30000 individuals were subsidized
per year – out of an apprentice population of about 125000 per year. The costs amount to
approximately 2000 Euros per trainee. Böheim et al. (2013) evaluate a reform of this subsidy
program, where the amount of these subsidies was varied for different occupations. Using a
difference-in-difference approach they estimate that the reform increased the number of apprenticeship contracts by 0.5%.
Publicly provided apprenticeship positions (“Überbetriebliche Lehrausbildung”) were
introduced in 1998 with a small number of positions, this program gained support over time:
during the crises years 2009-2011 more than 20,000 such places were offered. Many of
these positions in these training centers are meant as temporary: after a year the apprentice
should find a regular training position with a firm. An evaluation by Heckl et al (2006) shows
that participants in these training centers primarily come from a low income and/or migrant
background and often have learning difficulties. Proper evaluations of post-treatment careers
are very difficult for these programs because pre-program careers are rarely available and
entry into these publicly provided apprenticeship positions is highly selective. Preliminary
evaluations - without proper control group design – show that one third of the participants
find a firm training position after the first year in the program, but only 53% of participants are
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48% of young women train either sales, clerical assistant or hair dresser; 20% of young men train either car
mechanic, electrician or mechanical engineering.
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formally employed six months after leaving the program (Heckl, 2006). Females typically
have better outcomes.
Overall a variety of labor market policy measures is available for youths. The Training
Guarantee (Ausbildungsgarantie), in operation since 2008, and the Future for Youth Action
program (Aktion Zukunft Jugend), launched in 2009, have introduced policy priorities under
which a specific and needs-based range of programs is offered to young people aged 19 and
under as well as to young adults aged 20 to 24 years. Spending on labor market policies for
young people and on subsidies to company-based apprenticeships amounted to €613 million
in 2012 (see BMASK 2013 for an overview). New paths are being pursued in the area of preventive employment market policies. Counselling and guidance for young people at risk of
leaving education or training systems prematurely are currently being introduced in a number
of Austrian Länder (federal states).

3.3. Active Labor Market Policy
The Austrian government passed the first law implementing Active Labor Market Policy
(ALMP) in 1968/69 with the aim of increasing labor market mobility and fostering economic
growth. With a rise in unemployment over the 1980’s and 1990’s the budget for ALMP was
continuously expanded and the range of programs was extended. During the financial crisis
in the late 2000’s the ALMP budget saw a further boost, which is slowly reduced over the latest years (see Figure 10). Given the relatively low unemployment rate in the country, Austria’s expenditures for ALMP are considerable. The share of ALMP spending in GDP per 1
percent point of the unemployment rate was the fourth highest among the OECD countries in
2012 (OECD Employment Outlook, 2013).
The most important tool of ALMP in Austria, both in terms of government spending
and participating individuals, is labor market training (see Table 3). About two thirds of the
annual budget are allocated to training programs. Further policy tools include subsidized employment in the private and public sector and job search programs.
The effectiveness of Active Labor Market policies has been the subject of vigorous
debates over the last decades. Similarly to other European countries, Austria has established
a culture of rigorous evaluations of its policy tools. This task has been facilitated by the avail-

9

ability of excellent data from longitudinal administrative records and by rapid advances in
methodology.
Card et al. (2010) perform a meta-analysis to synthesize the results from the recent
microeconometric evaluation literature. They find that although different countries rely on a
heterogeneous mix of types of programs, the evaluation of the effectiveness of specific program types is relatively uniform across countries. Therefore their main conclusions should also apply to active labor market policies implemented in Austria. The results from the metaanalysis indicate that job search assistance programs yield relatively favorable program impacts, whereas public sector employment programs are less effective. Training programs are
associated with positive medium-term impacts, although in the short term they often appear
ineffective due to lock-in effects.
The most recent Austrian evaluation studies seem to agree with these conclusions.
On average, the macroeconomic effects of ALMP in Austria evaluated at the aggregate regional level appear to be zero (Aumayr et al. 2009). This result is confirmed by microeconometric evaluations of the average effects of large ALMP programs. Lutz et al (2005) and
Lechner et al. (2007), evaluate the most important program types implemented in Austria and
find that the average participant does not benefit from program participation in terms of employment outcomes over a horizon of three to five years. This pessimistic overall picture
hides a lot of heterogeneity, however. Program effects differ greatly by the types of programs
and by types of participants. A common finding across studies is that employment effects
tend to be more favorable for women than for men. In addition, less educated individuals
benefit more from training programs than higher educated.
Looking at specific program types Eppel et al. (2011) find that private sector employment programs have positive short- and medium-term employment effects. But windfall gains
are sizeable; the authors estimate that about half of the positions would have also been filled
in absence of the subsidy. Lutz et al. (2005) find positive employment effects of specific public sector employment programs particularly for women and older workers. This result is remarkable, because it indicates that targeting of programs and participants is very important
for the success of public sector employment programs.
Although the results from evaluation studies of Austrian ALMP programs point towards some interesting findings, there are a number of limitations that preclude comprehensive policy recommendations. First, few studies include enough information to make an as10

sessment of the benefits of the program relative to its costs. Second, the methodological design adopted in the studies often precludes a direct assessment of the program effect on welfare-relevant outcomes like earnings, employment, or hours of work. Third, the typical evaluation study adopts a partial equilibrium perspective, and neglects potential spillovers to other
groups. Especially ALMP programs, which are implemented at a large scale, might have effects beyond the direct participants and they might change the labor market equilibrium in
fundamental ways.
In summary, we would like to point out that ALMP in Austria with its strong focus on
training measures takes over an important role in the further education and re-training of the
low skilled segments of the labor market. This has two implications for an international comparison. First, it explains the comparatively high share of ALMP expenditures in Austria. In
other countries adult training is less concentrated on ALMP. Second, traditional partialequilibrium designs for evaluations that compare outcomes of participants and nonparticipants cannot capture the economy-wide role of ALMP. Because of general equilibrium
implications, they do not allow any conclusions about how the labor market would perform in
absence of ALMP spending.

3.4. Foundations as a special labor market policy
At the end of the 1980s foundations were introduced as a new and innovative tool for labor
market policy, in particular for outplacement after firm problems and structural change in
general. A foundation is typically a corporatist organization, which is supported both by firms,
unions and the public administration (employment office). Likewise, in the first outplacement
foundations like the “steel foundation” firms, remaining workers and the employment office
share financing of an extensive reorientation and retraining framework. These institutions
were originally designed to facilitate company crises, like plant closures or mass layoffs. Later on, such foundations were built both for mass layoffs at a company level and a regional
level, as well as for a general alleviation of structural change, e.g. transport industry after EU
accession, etc.
The steel foundation, which was founded in 1987, is a good example: it combines jobsearch assistance with psychological counselling, retraining and occupational re-orientation.
Trainees in the steel foundation were allowed to collect unemployment benefits for a longer
11

period, additionally they got training supplements; they were undergoing several phases: occupational orientation seminar for several weeks, training either formal (up to three years) or
on a smaller scale, outplacement assistance in new jobs or help for firm formation.
Winter-Ebmer (2006) evaluated employment and wage effects of the steel foundation
using all participants in the foundation and all exiting workers from the corresponding 12
firms as a control group. Instrumental variables estimation was used, applying the amount of
information available about the possibilities in such a foundation as an instrument. The results showed that trainees seem to be successful in several respects: they can achieve higher earnings; they also have better employment prospects as compared to the control group.
Whereas employment effects are noticeable mainly for the older workers, earnings gains are
found only for young and low-wage workers. This points to the importance of matching and
job-search problems for the elderly, but to productivity problems for the young.
During the last ten years, between 4000 and 9000 workers were constantly in such a
foundation (Table 2) with a relatively high budget per person. Wagner and Lassnigg (2005)
evaluated foundations situated in Vienna in general using simple reemployment rates after
participation: in the first year after exiting the foundation around 70% of workers were fully integrated in the labor market.

3.5. Unemployment benefits
The Austrian unemployment insurance system is less generous than those of most European
countries, both in terms of benefit levels and the duration over which benefits can be
claimed. Job-losers in Austria who have worked at least 52 weeks in the past 24 months are
eligible for 20 weeks of unemployment insurance benefits (UI). The benefit replaces 55% of
the previous net earnings and is subject to a minimum and maximum amount. The UI benefit
duration is extended to 30 weeks if the worker has accumulated 3 years of work experience
during the last 5 years. Further benefit extensions are granted to workers in older age groups
(above 40 and 50 years) and with long work experience. When regular benefits are exhausted, claimants who satisfy a family-income-based means test can receive unemployment assistance (UA) benefits, which are linked to UI. The UI system is financed by a payroll tax with
no experience rating.
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Seasonal variations in employment have been a significant feature of the Austrian labour market for many decades. The percentage of male workers employed over the active
male population regularly fluctuates by more than 5 percentage points between the summer
peak and the winter trough. The phenomenon of seasonality observed in Austria is rather
atypical for a continental European country, but seasonal employment fluctuations are often
observed in economies with extreme climate conditions such as Canada and the Scandinavian countries.
Del Bono and Weber (2008) examine the interaction between the unemployment insurance system and seasonal employment fluctuations. Specifically, they analyze wage differentials paid to seasonal workers as compensation for anticipated working time restrictions.
Their findings indicate that the observed wage differential for seasonal jobs amounts to about
11 percent of the wage in a permanent job, and a similar amount is covered by the UI system. Thus firms and workers who operate on the basis of seasonal contracts receive an indirect subsidy through the UI system.
Several studies exploit policy reforms and discontinuities in the Austrian UI system to
estimate behavioral responses to benefit levels and potential benefit durations. Lalive et al.
(2006) exploit a policy change introduced in 1989, which increased the benefit replacement
rate for low wage workers and extended the benefit duration for older workers, while it left the
rules unchanged for a large majority of the unemployed. Applying a difference-in-difference
strategy, they find that unemployed workers respond to disincentives by an increase in unemployment duration. They conclude from their results that a large fraction of additional
costs from the benefit expansions introduced by the reform results from behavioral responses.
Card et al. (2007) estimate the excess sensitivity of job search behavior to cash-onhand using sharp discontinuities in eligibility for severance pay and extended unemployment
insurance (UI) benefits in Austria. Analyzing data for over one-half million job losers, they obtain three empirical results: (1) a lump-sum severance payment equal to two months of earnings reduces the job finding rate by 8-12% on average; (2) an extension of the potential duration of UI benefits from 20 weeks to 30 weeks similarly lowers job-finding rates in the first 20
weeks of search by 5-9%; and (3) increases in the duration of search induced by the two
programs have little or no effect on subsequent job match quality. They conclude that the
behavioral responses to higher benefits are partly due to credit constraints during job search.
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Card et al. (2012) analyze the effect of unemployment benefit levels on the duration
of joblessness in Austria. Their design exploits nonlinearities in the benefit schedule around
kinks at the minimum and maximum benefit levels to identify the behavioral effects. According to their estimates, the elasticity of the duration of joblessness is 1.73. The authors conclude that increases in UI benefits in Austria appear to exert a relatively large effect, somewhat larger than what has been found in recent U.S. studies using difference-in-difference
designs.
Nekoei and Weber (2013) examine the effects of unemployment insurance on job
search outcomes. The literature typically finds that an extension of unemployment insurance
increases unemployment duration without improving subsequent wages. This study exploits
an age-based regression discontinuity design and shows that an extension of UI eligibility by
nine weeks increases the average reemployment wage by a statistically significant 0.5%.
Further, the UI effect on both unemployment durations and reemployment wages is larger for
individuals with a high ex-ante likelihood of benefit exhaustion and for those laid off during
local industry-specific downturns.

3.6. Transition into retirement
The Austrian pension system is typically seen as one explanation for the favorable labor
market outcomes in the country. Generous early retirement options lead to extremely low labor market participation of older workers. During the 1990’s and early 2000’s employment
rate among the age group of 55 – 64 year old workers was below 30%, around 10 percentage points lower than the EU average and less than half of the employment rate in Sweden
(Figure 11).
Austria has a public pension system that covers about 93% of the labor force. The
system automatically enrolls every person employed in the private sector and withholds fixed
pension contributions from their salary. The statutory retirement age in Austria is 65 for
males and 60 for females. But individuals can also retire through early retirement or disability. Before the pension reform in 2000, the early retirement age was 60 for males and 55 for
females. But males also had facilitated access to disability pensions from age 55 onwards.
Figure 12 shows survival rates in the labor force for male and female workers, who
were still employed at age 53, retire before age 70, and who are not subject to the 2000 pen14

sion reform. For women, we see a sharp drop in the survival rate at age 55, when they become first eligible for early retirement, and a second drop at age 60. For males survival rates
gradually decline after age 55, due to entries into disability and there is a sharply drop at the
early retirement age of 60. After age 60 only a very small fraction of both men and women is
left in the labor force and the statutory retirement age for males is more or less ineffective.
Pension eligibility depends on the age cutoffs and a minimum number of insurance
years (years of labor market experience). The required number of insurance years is higher
for early retirement than for old age or disability pensions. The monetary value of an individual's social security benefit is computed as a product of two factors: (1) the assessment basis, which is an earnings history measure and (2) the pension coefficient, which is a percentage that is applied to the assessment basis. The pension coefficient is increasing in the individual's retirement age and her insurance years up to a maximum of 80%. Prior to 2001, oldage, early retirement and disability pensions were computed identically. Replacement rates
from the annual payments are roughly 75% of pre-retirement earnings.

Pension Reforms:
The generous Austrian public pension system implied large implicit liabilities. Comparing EU15 expenditure rates, Austria’s total public pension expenditure was the second-highest
among the EU-15 in 2004 at 13.4% of GDP. Austria’s pension reforms were thus mainly triggered by the need to alleviate the budgetary pressure stemming from the increasing number
of pensioners in absolute terms and relative to the working-age population.
The government started reforming the system in the mid 1990’s with small steps that
extended the assessment basis to a longer horizon of the work history and changed the disability entry regulations. But with average pension entry ages well below 60 years and about
30 – 40% of pension entries through the disability system, more drastic reforms were
deemed necessary. Hence the pension reforms in 2000, 2003 and 2004 were aimed at improving the sustainability and, in addition, the actuarial fairness of the Austrian pension system. While the pension reform in 2000 mainly focused on increasing the effective retirement
age, a comprehensive reform, changing parameters influencing the pension benefits, was
implemented in the following two reform phases.

15

The 2000 pension reform gradually increased the early retirement age (ERA) by 1.5
years from 60 and 55 to 61.5 and 56.5 for men and women respectively. In addition the reform introduced discounts on the pension coefficient for retiring earlier than the statutory retirement age and bonuses for retiring later. The 2003 and 2004 reforms continued the increase in the early retirement age with the aim of eliminating the early retirement option by
2017. Further, it increased discounts and benefits on the pension coefficient and extended
the assessment basis to the cover the full working life.
In 2005 the pension system was harmonized through the introduction of a uniform
pension law covering people in all occupations (including civil servants). The 2005 harmonized pension system brought a new individual pension–account, which is more or less a notional account of a defined benefit-type.

Empirical Evaluations of the Pension Reforms:
The Austrian pension reforms operate with a mixture of financial incentives – via penalties for
early retirement – and mandatory changes in the eligibility rules. In general, the reforms are
seen as relatively big policy steps that are expected result in the long-term fiscal stability of
the pension system. One indication of the reform success is the aggregate employment rate
of older workers aged 55 – 64, which has risen by 15.7 percentage points between 2004 and
2012. While it is still below the EU average, the strong upward trend of employment among
older worker looks promising. However, the average entry age into retirement is still at 58
years in 2012 and the share of entries into disability amounts to almost one third of total retirement entries. The question is therefore, how effective the policy tools that are implemented in the reforms are in changing labor supply decisions of older workers.
A couple of empirical studies have tried to address individual behavioral responses to
the retirement incentives directly and we summarize their main findings:
Staubli (2010) analyzes the reform in 1996, which raised the age at which men become eligible for facilitated entry to disability form 55 to 57. His study is based on a difference-in-difference strategy, which compares labor market outcomes of the affected group of
55 – 56 year old men before and after the reform with an untreated comparison group of 4952 year old men. The results suggest a substantial decline in disability enrollment of 6 to 7.4
percentage points. But the decline in enrollments only led to an increase in employment of
16

1.6 to 3.4 percentage points, because of important spillover effects into the unemployment
and sickness insurance program.
Two studies explore the increase in the early retirement age mandated by the 2000
and 2004 pension reforms from different perspectives. Staubli and Zweimüller (2013) focus
on the group of 60 – 62 year old men and 55 - 58.25 year old women over the period from
2000 - 2010. Their findings show that the reforms reduced early retirement by 18.9 percentage points among affected men and by 22.3 percentage points among affected women. The
associated increase in employment was merely 6.8 percentage points among men and 10.1
percentage points among women. The reforms had large spillover effects to the unemployment insurance program but negligible effects on disability insurance claims. Specifically,
unemployment increased by roughly 10 percentage points both among men and women.
Manoli and Weber (2013) also study cohorts of men and women who were affected
by the reform and faced increases in their early retirement ages. However, they restrict the
attention to workers who are still employed at age 53 and examine the effect of the reform on
their labor supply decisions. Exploiting the step-wise design of the reform, which extended
the early retirement age cohort by cohort, they find corresponding shifts in labor market exits.
For the group of workers who are highly attached to the labor market, the increase in the early retirement age directly led to longer working careers and spillovers to other social insurance programs were minimal. In addition, Manoli and Weber (2013) show that workers who
were exempted from the reform due to long contribution years also responded in terms of
longer employment and later retirement entries.
While these studies demonstrate that mandatory changes in age of eligibility were
quite effective in changing retirement entries and even in increasing labor supply, Manoli and
Weber (2011) analyze responses to financial incentives from pension benefits. The analysis
is based on a mandated rule for employer-provided retirement benefits in Austria. This rule
creates policy discontinuities in individuals' intertemporal choice sets. The key policy incentive is for workers to delay retirement to collect larger benefits. The authors present graphical
evidence on labor supply responses to the policy discontinuities. In addition, they show that
effective financial incentives change at the policy discontinuities, but the average changes
are smaller than in the legislated schedule. The results indicate moderate responses in retirement decisions to financial incentives with an estimated average elasticity of roughly 0.6.
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Discussion

Among OECD countries, Austria has operated as one of the most stable economies in the
recent decades with very low output variability despite its openness (see e.g. Röhn et al.
2013) In general, the Austrian economy is characterized by macro and micro flexibility. The
first concept refers to the economy’s ability to adjust to macroeconomic shocks and the second to its ability to allow for the reallocation of workers and jobs in order to sustain growth. In
line with the overall economy, also the Austrian labor market performed very favorably in international comparison. In contrast to other countries which are seen as examples for the
successful implementation of labor market reforms, such as the Netherlands, Denmark, or
more recently Germany, the unemployment rate in Austria has been low and very stable over
time. Given this long-run favorable performance no fundamental reforms of the labor market
institutions have been undertaken in Austria. However, smaller steps, such as the reform of
the severance pay system, intensified activation of the unemployed, efforts to raise the retirement age, tightening of the conditions under which job offers must be accepted, have
been the hallmark of the Austrian labor market policy.
In this article we identify several factors that all have contributed to the successful
performance of the Austrian labor market. The first one is the high degree of trust between
employers and employees, which is facilitated by the long-standing tradition of social partnership. This institutionalized dialogue of employer and employee representatives supports
social consensus in difficult structural and redistributive matters. The Austrian social partners
effectively steer the vocational education system, co-manage the public employment system
and participate in the design of the social security system.
Second, wage setting institutions in Austria are characterized by a strong influence of
the social partners and the orientation towards macroeconomic goals. The centralized wage
bargaining system has kept wage increases in line with productivity and secured international
competiveness. Dustmann et al (2013) emphasize the importance of the reform of the wage
setting institutions for the improved competitiveness of the German economy.
Third, labor market policy measures have contributed to the successful performance
of the labor market. In contrast to a “Nordic” labor market model the system of passive labor
market policy measures, especially unemployment benefits, is not very generous in Austria.
Active labor market policies combat the formation of long term unemployment, e.g. by acti18

vating the unemployed. Foundations are successful labor market policy measures for reallocation of workers, in particular for outplacement after firm problems and structural change in
general. Furthermore, active labor market policy takes over an important role in the further
education and re-training of the low skilled segments of the labor market.
Fourth, youth unemployment is relatively low in Austria. The vocational education and
training system has three components, apprenticeship based education, intermediary and
advanced vocational colleges, and Universities of Applied Sciences. The dual apprenticeship
system contributes to a smooth transition between school and work. The OECD argues that
the high degree of participation of economic actors in governance makes the system so responsive to market needs (Röhn et al. 2013). The social partners actively steer its evolution
(e. g. development of curricula of apprenticeship trades). A variety of active labor market policy measures is available for youths. The Training Guarantee (Ausbildungsgarantie), in operation since 2008, and the Future for Youth Action program (Aktion Zukunft Jugend),
launched in 2009, have introduced policy priorities under which a specific and needs-based
range of programs is offered to young people aged 19 and under as well as to young adults
aged 20 to 24 years. New paths are being pursued in the area of preventive employment
market policies. Counselling and guidance for young people at risk of leaving education or
training systems prematurely are currently being introduced in a number of Austrian Länder
(federal states).
A threat to continued favorable performance of the Austrian labor market comes from
highly generous employment policies for older workers in combination with incentives for early retirement. However, fiscal needs to cut budgetary subsidies to the public pension system
have triggered a series of reforms aiming at a marked increase of the effective retirement
age. These reforms may cause adjustment problems in the labor market, which is a challenge for the future of Austrian labor market policy.
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Table 1: Apprenticeship Subsidies

2002

2003

2004

Stock of persons

3.554

3.530

3.860

New Entrants

6.672

7.541

2006

2007

2008

2009

2010

6.534

17.027

28.315

30.817

20.586

11.636

8.468

18.036

30.861

45.117

42.537

31.891

21.441

331

278

244

223

262

295

313

329

320

299

294

2.194

1.616

1.284

648

1.738

2.069

2.442

1.901

1.507

1.592

1.723

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

Stock

4.413

5.332

5.210

4.811

4.864

4.660

4.912

7.677

9.292

6.869

5.424

New Entrants

5.879

7.256

5.961

4.961

4.739

5.007

5.490

10.743

7.252

3.706

3.889

Mean Duration

267

272

296

350

350

349

340

295

328

454

523

Budget per Person in €

715

7.798

9.878

13.421

14.734

13.790

13.050

10.595

21.855

32.363

24.221

Mean Duration
in days
Budget per Person in €

2005

2011
6.937

2012
6.884

13.961 13.106

Source: BMASK (2012).

Table 2: Foundations

Source: BMASK (2012).

Table 3: Labour Market Policy Expenditures 2010 (percentage of GDP)
AUT

SWE

2.27%

1.85%

LMP Services

0.19%

0.50%

Passive LMP

1.41%

0.54%

Active LMP

0.66%

0.81%

78.8%

11.7%

Job rotation/sharing

0.0%

0.0%

Employment initiates

8.6%

56.0%

Supported employment
and rehabilitation

5.1%

29.4%

Direct job creation

6.6%

0.0%

Start-up incentives

1.1%

2.8%

LMP Expenditures

Distribution of ALMP
Training

Notes: Source own calculations based on data from Eurostat (2012).
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Figure 1: GDP at constant prices (1995=100)
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Figure 2: Total Employment
(Persons National Accounts) 1995=100
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Figure 3: Unit Labour Costs (in EUR) 2005=100
125
120
115
110
AUT

105

SWE
EA-17

100
95
90
85

2013

2012

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

2001

2000

1999

1998

1997

1996

1995

80

Source: AMECO

26

95

Figure 4a: Labour Force Participation Rate Males
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Figure 4b: Labour Force Participaton Rate Females
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Figure 5: Employment Rate
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Figure 6: Unemployment Rate
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Figure 7: Youth Unemployment Rate
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Figure 8: In- and Outflows into Unemployment - Austria
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Figure 9: Short-time Work Austria
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Figure 10:

Source: Eurostat
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Figure 11:

Source: Eurostat
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Figure 12:

Notes: For computing the survival curves, the sample is restricted to pre-reform birth cohorts
(1930 through 1939 for men and 1935 through 1944 for women) and also to individuals for whom a claim is observed prior to age 70.
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