& &

Austria’s External
Economic Relations 2007

=

Centre of Excellence
International Economics

O



Publisher

FIW Centre of Excellence "Research Centre International Economics™)

c/o Austrian Institute of Economic Research, P.O. Box 91, 1103 Vienna

FIW Project Managers:

Project coordination:

Avuthors:

Statistical assistance:

Layout:

Cover design:

Printed by:

Professor Fritz Breuss (WIFO)
Professor Michael Landesmann (wiiw)

Susanne Sieber (WIFO)
Julia Wérz (wiiw)

Edward Christie (wiiw)

Stefan Ederer (WIFO)

Jurgen Janger (WIFO)

Professor Michael Landesmann (wiiw)
Markus Marterbauer (WIFO)

Olga Pindyuk (wiiw)

Susanne Sieber (WIFO)

Professor Egon Smeral (WIFO)
Waltraut Urban (wiiw)

Julia Worz (wiiw)

Barbara Apian-Bennewitz (wiiw)
Sabine Fragner (WIFO)

Irene Langer (WIFO)

Beate Muck (wiiw)

Martha Steiner (WIFO)

Gabriele Wellan (WIFO)

llse Schulz (WIFO)
Marianne Uitz (WIFO)
Tatjana Weber (WIFO)

Martina Frisch
Galgenbuhelweg 13, 6020 Innsbruck

Druckerei Ueberreuter Print und Digimedia Gmbh
IndustriestraBe 1, 2100 Korneuburg

All articles reflect the personal opinion of the authors. Copy deadline for part 8 was
5 November 2007, for the other parts 8 October 2007.

*) Initiated by the Austrian Federal Ministry of Economics and Labour, as a part of the "go

infernational” initiative.

© FIW Centre of Excellence "Research Centre International Economics" 2007



Contents

Global Economy

1.

2,
2.1
2.2

3.

3.1
32
3.3

Trends and challenges in the global economy

Global economic and institutional environment
Global upswing despite high price volatility
The institutional global environment

Developments in world trade
Global trade in goods

Global trade in services

Global foreign direct investments

Austria's External Economic Relations

4.
4.1

4.2

4.3

5.1
52
53

5.4

6.1
6.2

Impact of international frade development on Austria

Impact of sectoral and regional frends in global frade on Austrian

foreign frade

Austria’'s foreign frade specialisation in comparison with the EU 15
and the EU 10

Austria's external competitiveness as measured by market shares
and unit values

Economic development, price competitiveness and an
overview of Austria's external economic relations
Economic development (including outlook for 2007-2008)
Price competitiveness

Overview of Austria's external economic relations — trade in
goods, services and foreign direct investment

Austria's external performance position in infernational country
rankings

Austrian trade in goods

Development in 2006 and outlook for 2007
Regional structure 2006

Austria's External Economic Relations 2007

o »n

10

13
14

16

16

17

19

20

21

22

22
24



Contents

6.3
6.4

6.5

7.

7.1
7.2
7.3
7.4
7.5
7.6
7.7

8.

8.1
8.2
8.3

8.4
8.5

Sectoral structure in 2006

Trade balance development as of 2006, including regional and
sectoral structure

Austria's position in frade according to industry taxonomies

Austrian trade in services

General intfroduction to trade in services

Brief Information about the new balance of payments survey
Development of trade in services, 2004 to 2006

Structure of trade in services in 2006

Most important trading partners

Main partner regions and countries for selected service sectors
Tourism

Austrian foreign direct investment

Austria's position in intfernational comparison

Development and structure of Austrian outward and inward
foreign direct investment by regions

Sectoral structure of Austrian outward and inward foreign direct
investment

Development of employment of Austrian foreign direct investment
Profitability of Austrian foreign direct investment

Surveys of Trade-related Topics

9.

10.

Current status of the Doha Development Agenda (DDA)
negotiations

Europe's and Austria's Energy Dependence

Austria’'s External Economic Relations 2007

24

25
26

26
26
27
27
27
28
28
28

29
29

29
30

31
31

32

32

34



Global Economy

1. Trends and challenges in the global
economy

Michael Landesmann (wiiw)

In this infroductory chapter we comment on some selected aspects
of global economic developments. We start with a discussion of im-
portant current macroeconomic frends, with a focus on built-up ex-
ternal disequilibria followed by an assessment of the course and the
impact of "re-equilibration” processes which have started to unfold
over the past year. We then move on to a description of important
(longer-term) structural features of current trends in global economic
integration together with a short review of recent developments in in-
ternational economics which can be used to understand such fea-
tures. We emphasize in particular that following a longer phase of
"North-North integration" after World War Il (when intfernational eco-
nomic relatfions were dominated by frade and investment integration
between advanced economies) we now find ourselves — again —in a
phase of intensified "South-North integration” which is shaped by the
dynamic entry of significant groups of catching-up economies into
global economic structures. The adjustment processes characterizing
this new phase of South-North integration represent — in our view — the
most dynamic of changes in global economic structures and also
some of the most important policy challenges.

2. Global economic and institutional
environment

Julia Worz (wiiw)
2.1 Global upswing despite high price volatility

The global expansion of economic oufput reached a peak in 2006
with a real growth rate of world GDP estimated at around 4 percent
(World Bank; IMF: 3.9 percent). Since then, a downturn in the US
economy has been observed, which began in the second half of
2006, while economic activity in the Euro area (in particular in Ger-
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Global Economy

many and Italy) has accelerated over the same period. The outstand-
ingly high global growth rates were strongly influenced by extremely
fast-growing emerging economies in countries such as China, India,
Russia and Turkey. The stable and favourable economic environment
within the OECD area can be read from Figure 2.1. The acceleration
in growth in countries like Germany is based on robust investment, a
notable improvement of the labour market situation and the resulting
recovery of domestic demand. Due fo increasing reliance on domes-
fic demand, which has also been observed in many emerging mar-
kets, the weakening US economy is not expected to have a strong
and immediate impact on the global environment.

Figure 2.1: Economic activity in main OECD regions
2002 to 2007

Real GDP growth p.a. in percent

10.0

8.0

6.0

4.0

204

0.0

-2.0 4

-4.0

1Q02 3Q02 1Q03 3Q03 1Q04 3Q04 1Q05 3Q05 1Q06 3Q06 1Q07

Source: Eurostat, OECD, Economic Outlook.

Despite the slowdown in the first quarter of 2007 and the housing and
credit market shock in the USA, which was initiated by the bursting of
the bubble in house prices in early August of 2007, the expectations
for 2007 and 2008 remain positive overall. The weakening in US de-
mand will result in a slight decrease in global growth rates compared
fo 2006; the most recent forecast by the IMF (of October 2007) pre-
dicts 3.5 percent real growth globally for 2007 and 3.3 percent for
2008. This is not too far from earlier estimations by the World Bank
(3.3 percent for 2007 and 3.6 percent for 2008).

Risks fo this favourable outlook, which is again very much supported
by strong growth in developing and emerging countries, arise mainly
from three factors. First, historically high and very volatile commodity
prices are expected to prevail throughout the next few years. The
strengthening of domestic demand further implies that high oil prices
will impact more strongly on the economy than in the past two years.

Austria's External Economic Relations 2007



2. Global economic and institutional environment

Second, developments in international financial markets are difficult
tfo assess at the moment. Financial assets are sfill frequently over-
priced (or risks are undervalued) despite the corrections that have
begun since the US house market crash in August of 2007. To date, the
sound economic foundations of the US economy — a flexible labour
market, good demographic trends, its innovative ability and also the
rather cautious monetary policy of the central bank - have pre-
vented the crisis from having more severe international repercussions.
From this perspective, the crisis can be seen as a long overdue, nec-
essary correction of existing imbalances. Finally, the existing large and
globally persistent current account imbalances represent a potential
downside risk to global growth over the next years. The US current ac-
count deficit has been hovering at around 6 percent for years, and so
far the weakening of domestic demand has resulted in only very
modest reductions. In contrast, oil-exporting emerging countries as
well as Japan and China have been running large surpluses for years;
China's current account surplus is not projected to fall below
10 percent in the near future. The major exchange rates show no sign
of moving in the direction of correcting these imbalances, because
China's monetary policy has prevented a weakening of the dollar to-
wards the Yuan.

As aforementioned, the robust global growth prospects are being
strongly influenced by dynamic developments in most emerging mar-
kets. China, being now the world's third-largest trading nation, is ex-
pected to confinue to show grow rates in real GDP of more than
10 percent until 2008, a development which is based on high invest-
ment growth, an increasing trade surplus and a slight acceleration in
consumption. Private consumption and high investments were also at
the heart of Russia's unexpectedly high growth rates of 6.9 percent in
2006 and an estimated 5.2 percent for 2007. A restrictive monetary
policy stabilised the Turkish economy; however, despite weakening
domestic demand, growth was sustained at 7.4 percent in 2006 by
robust export demand. A slight moderation fowards 5.7 percent and
6.2 percent is expected for 2007 and 2008.

2.2 The institutional global environment
2.2.1 Multilateral trade negotiations (WTO)

The status of multilateral frade negotiations is difficult to define at the
moment. The current round of WTO negotiations, which started in 2001
in Doha, was suspended for the second half of 2006 after the last min-
isterial meeting in December 2005 in Hong Kong as well as two con-
secutive meetings in Geneva in June and July 2006 ended without
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any result. In June 2007, an attempt to revive the negotiations through
a meeting of the "group of four" (EU, USA, India and Brazil) was unsuc-
cessful. Moreover, the draft documents provided by the chairpersons
of the negotiating groups on agriculture and NAMA (non-agricultural
market access) could not bring an advancement of the round, since
the single-undertaking approach makes it impossible to codify indi-
vidual agreements. Nevertheless, the draft text by the chairman of
the negotiating group on agriculture brought about some progress
since it explicitly mentions upper bounds for support measures. On the
other hand, the draft text of the NAMA group (non-agricultural market
access) could not bridge the differences between members with low
average tariffs and those with high average ftariffs, and no further
progress was made in other parts of the negotiations.

With the accession of Vietham and Tonga in 2007, the WTO now
comprises 151 members. 26 accession negotfiations are pending,
among them negofiations with Russia, Ukraine, Serbia, and Monte-
negro.

2.2.2 Bilateral and regional negotiations

As a consequence of the standstill in mulfilateral negoftiations, a num-
ber of bilateral activities have been pursued with increased efforts. In
order not to fall behind the USA, the EU started negotiations with the
Republic of Korea and ASEAN in May 2007, and it was decided that
free trade negoftiations with India were to be initiated. This marks a no-
fable shift in EU trade policy, since the EU has been one of the most
vigorous advocates of the multilateral approach to frade liberaliso-
tion. However, the EU maintains formal links containing free trade as-
pects with almost all regions in the world. Currently, so-called "Eco-
nomic Partnership Agreements (EPAs)" are being negotiated with
partners in the Mediterranean and in Africa. These agreements will
replace the former Lomé and current Cotonou agreements with indli-
vidual African regions, as those have been identified as being incon-
sistent with WTO rules. The EPAs require more opening to trade on the
part of developing partners than previous agreements and have
therefore been sharply criticised. The EU argues against this criticism
by pointing out the beneficial effects arising from increased South-
South trade relationships through these agreements. In Latin America,
the EU started to negoftiate association agreements containing free
frade aspects with Columbia and Costa Rica in late 2007.

The USA completed negofiations on a free frade area with the Re-
public of Korea in April 2007, shortly before the fast-tfrack authority of
the president expired. Negofiations are also underway with other

8 Austria's External Economic Relations 2007



2. Global economic and institutional environment

Asian partners, such as Thailand and Malaysia. No progress has been
seen in Pan-American free frade talks; since 2003 no negotiations
have taken place. The dividing lines are similar o those which caused
the standstill of the Doha Round: disagreement over agricultural sub-
sidies on the one hand and over the inclusion of services and intellec-
tual property rights in the agenda on the other hand. The main oppo-
nents within the FTAA are the largest economic powers, the USA and
Brazil.

The integration in South America within Mercosur has been consid-
erably more successful to date. Venezuela became the fifth full
member in July 2006. The founding members are Brazil, Argentina,
Paraguay and Uruguay, and association agreements have been
concluded with Chile, Bolivia and Peru. Besides enlargement, some
deepening of integration has also been achieved through the open-
ing of a Mercosur parliament in May 2007 and the decision on the
creation of an independent Bank of the South.

Asia has recently shown highly dynamic and successful integration ef-
forts. 40 years of ASEAN were celebrated in 2007. A further deepening
of regional integration can be read from the decision fo shift the date
for the formation of an ASEAN Economic Community (AEC) forward
from 2020 to 2015. This economic community in intfended to enable
the free movement of goods, services and investment, similar to the
Common Market within the EU, which serves as a model. Agreement
has also been reached on an ASEAN Charta which will give legal
status fo ASEAN and promote the independence and authority of the
ASEAN secretariat. Enlargement of ASEAN takes a particular form; the
accession of new members is not foreseen in the current concept, but
enlargement is intended to occur through the creation of a greater
Asian free trade area by means of bilateral agreements with individ-
ual partners. For instance, an agreement to conclude a free trade
area with China until 2010 is already in effect, the conclusion of nego-
tiations with New Zealand can be expected soon, and Australia may
follow shortly. Pre-negotiations with Japan have also been concluded
successfully. The Republic of Korea and India are further candidates
for free trade agreements. In contrast to ASEAN, the larger regional
Asian forum APEC has always been an advocate of the multilateral
approach to trade negoftiations and consequently the 2007 annual
APEC meeting in Sidney called for a successful completion of the
Doha Round. In case of a failure at the WTO, an Asiatic-Pacific free
tfrade area is envisaged between the 21 members of APEC.

Austria's External Economic Relations 2007 9
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3. Developments in world trade

Julia Worz (wiiw)

Figure 3.1: Exports, production and global GDP, real growth
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Source: WTO International Trade Stafistics 2007.

Given the favourable economic environment, world trade, too, de-
veloped dynamically in 2006. This refers to all three components of
world trade: the global exchange of goods, services, and especially
infernational direct investments. The strong expansion of goods frade
(in nominal but also in real terms) in 2006 reflects the fact that initially
the recent economic upswing was strongly supported by external
demand. The real growth rate of goods exports surpassed the real ex-
pansion in goods production, which implies an increase in the spread
between the two growth rates. For 2007 this spread will be reduced
again, following the stronger importance of domestic demand for
economic growth in the Euro area as well as in many emerging mar-
kets. Trade in services expanded more in line with world GDP, and the
rafio of services in total frade as measured by balance of payments
data remained stable at around 20 percent. When considering all
modes of delivery for frade in services (i.e., in particular mode 3,
through local establishment) this ratio amounts to roughly 30 percent.
The increase in global direct investment flows was very pronounced
and again reached the record levels of 2000. In absolute terms, the

Austria's External Economic Relations 2007



3. Developments in world trade

value of global direct investment stocks is certainly comparable to the
value of worldwide goods exports of $ 12,000 billion in 2006.

3.1 Global trade in goods

Figure 3.2: Import shares of China in EU North, USA and Japan

In percent
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Source: wiiw-calculations.

Trade in goods is very much concentrated within and between the
major trading blocks, that is, the EU, NAFTA and Asia. Intra-EU trade
amounted to $ 2,800 billion in 2006, which is twice the value of Intra-
Asian trade. Trade within NAFTA amounted to roughly $ 500 million in
the same year. Apart from noticeable frade links between these three
blocks, global frade integration remains surprisingly regionalised. The
rising import penetration of China in the manufacturing sector of the
friad EU-USA-Japan can clearly be seen from Figure 3.2. What is inter-
esting to note is not only the sharp increases in import penetration in
low-tech industries, but the even stronger increases in high-tech indus-
fries and, in particular, in office machinery and computing equip-
ment. This reflects a successful catching-up on the part of China and
— despite discussions of intellectual property right violations — a quality
upgrading in Chinese production. However, also low-skill production
of high-tech goods is responsible for the observed pattern. The much
lower import penetration ratios in the EU as compared to Japan and
the USA are a statistical artefact arising from the inclusion of intra-EU
frade in the calculations.

Austria's External Economic Relations 2007 11
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Figure 3.3: Global frade balances 2006
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Source: UN COMTRADE.

In part, this increasing import penetration of China is also reflected in
widening global frade imbalances, as illustrated in Figure 3.3. The per-
sistence of these imbalances is of major concern for the stability of
economic prospects, as mentioned above. The huge frade deficit of
the USA finds its counterparts in the great surplus of China and other
fast-growing middle and low income Asian economies (not depicted
in Figure 3.2). Due to mutually beneficial frade relations with the new
EU members, the EU 15 maintained a surplus in manufacturing frade in
2006; outstandingly high oil prices explain the overall deficit here.
China's relatively high trade deficit in ores, metals and fuels reflects
the strong demand of the Chinese economy for commodities and
energy and thus impacts in furn on these price developments.

A sectoral breakdown of global goods frade reveals no major
changes over the past five years: Machinery and transport equipment
account for the vast majority of fraded goods. Due to price devel-
opments, raw materials have seen increases in their share in total
frade, while textiles and agricultural products have been declining in
relative terms. Chemical products have been increasingly gaining im-
portance, representing more than 10 percent of global exports in
2006.

Austria's External Economic Relations 2007



3. Developments in world trade

3.2 Global trade in services

Table 3.1: Leading exporters and importers in world frade in commercial services
(excluding intra-EU (25) trade)

2006
Rank Exporters Value Percentage share Annual percentage
Billion $ change
1 Extra-EU (25) exports 555.4 27.3 12
2 United States 388.8 19.1 10
8 Japan 122.5 6.0 14
4 China 91.4 4.5 24
5 India 73.8 3.6 36
6 Hong Kong, China 72.7 3.6 14
7 Canada 57.7 28 7
8 Singapore 57.3 2.8 12
9 Switzerland 50.6 2.5 10
10 Korea, Republic of 50.4 2.5 15
11 Norway 32.7 1.6 12
12 Australia 32.4 1.6 7
13 Russian Federation 30.1 1.5 24
14 Taipei, Chinese 28.8 1.4 13
15 Thailand 23.9 1.2 19
Importers
1 Extra-EU (25) imports 471.7 24.0 10
2 United States 307.8 15.7 9
8 Japan 144.0 7.3 9
4 China 100.3 5.1 21
5 Canada 7.7 3.7 11
6 Korea, Republic of 69.8 3.6 20
7 India 63.7 3.2 29
8 Singapore 60.8 3.1 12
9 Russian Federation 44.3 23 15
10 Hong Kong, China 36.6 1.9 8
11 Taipei, Chinese 32.6 1.7 4
12 Thailand 31.8 1.6 18
13 Australia 31.6 1.6 6
14 Norway 30.6 1.6 6
15 Switzerland 28.8 1.5 10

Source: WTO, International Trade Statistics 2007.

Trade in services as measured by balance of payments data
amounted to $ 2.7 billion in 2006, more than half of which constituted
frade with other services, comprising commercial, personal and gov-
ernment services. Growth in this category was most dynamic as well.
Within other services, about 50 percent constitute other business ser-
vices; financial services are the second most important category
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(8 percent), followed by computer and information services (5 per-
cent).

Regionally, frade in services is even more concentrated in the eco-
nomically well-integrated EU. About 50 percent of global service ex-
ports originate from the EU 25, while the same region accounts for
"only" 40 percent of goods exports. Trade in services is thus much more
concentrated regionally and it is also concentrated in fewer regions.
The EU and the USA are the main frading blocks here; Asia plays a
substantially smaller role in services tfrade as compared to goods
frade. Nevertheless, China has already emerged as the fourth most
important single exporter of services in 2006, after the EU 25 (excluding
intra-trade), the USA and Japan (see Table 3.1).

3.3 Global foreign direct investments

A range of factors benefited global foreign direct investment (FDI)
flows in 2006: for instance, robust economic growth in most world re-
gions, high corporate profits, relatively low interest rates and high as-
set and housing prices. Some of these factors have changed consid-
erably during 2007; nevertheless, the notable increase in mergers and
acquisitions during the first half of 2007 points fowards a continued in-
crease in global FDI in 2007. Industrialised countries still account for the
vast majority of FDI flows, in terms of both source and destination
countries. Over the past decade, the most important donors within
the OECD have been the United Kingdom, France, Japan, Switzerland
and Spain. This is caused by macroeconomic as well as structural fac-
tors. In the case of Japan, for instance, continued high current ac-
count surpluses necessitated outward investments. In contrast, diversi-
fication strategies of multination firms play a major role for Swiss out-
ward investments. Finally, historical links (for instance with former colo-
nies) add to the strong outward investment activities of countries such
as the United Kingdom and France. The list of main recipients of FDI
over the past decade is very mixed and contains highly developed
countries such as the USA and Australia on the one hand, and emerg-
ing economies such as Mexico, Turkey, Korea and Poland on the
other hand. The latter offer good investment opportunities due to ma-
jor restructuring, implying high economic growth rates, an opening up
of their domestic markets and large-scale privatisations. The reasons
for the attractiveness of the USA for foreign direct investments can
certainly not be ascribed to its persistent and large current account
deficit. Strong economic growth in the past, the country's general
openness towards foreign investors in most sectors, and the innovative
ability of the economy are better able to explain the position of the
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3. Developments in world trade

USA as the largest recipient of FDI worldwide in 2006. Figure 3.4 pre-
sents FDI inflows and outflows by OECD members only. Also here, the
continuous recovery since the crisis in 2001 is visible. The increased im-
portance of South-North and South-South investments can be seen
only indirectly from the fact that the record levels from the year 2000
have not been reached, while globally FDI flows have risen back to
2000 levels.

While OECD countries still dominate the list of major donors and re-
cipients of foreign direct capital, South-South investments as well as
South-North investments are gaining importance. A number of take-
overs by firms headquartered in emerging markets in OECD members
have attracted considerable public attention recently. These South-
North deals are often observed in the exiraction industry and in raw
materials (the takeover of the British-Dutch steelmaker Corus by Tata
Steel from India, the takeover of Belgian Arcelor by Mittal Steel, the
takeover of Canadian mining group Inco by Brazilian CVRD, or the
takeover of Australian Rinker by Mexican CEMEX). In contrast, South-
South investment more often takes the form of greenfield investments.
China is one of the most important players in South-South investments.
However, the figures are potentfially blurred by so-called "round-
fripping”. For tax and other reasons, capital investments are flowing
out of and back into China through Hong Kong, in order to exploit the
sometimes more beneficial freatment that foreign investors enjoy in
China. Estimates of the magnitude of these flows are as high as
25 percent of Chinese direct investments.

Figure 3.4: FDI inflows and outflows, OECD only
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Source: OECD International Direct Investment Database.
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4. Impact of international trade
development on Austria

4.1 Impact of sectoral and regional trends in global
trade on Austrian foreign trade

Julia Worz (wiiw)

Sectoral and regional trends of global trade are positive for Austria
and this will continue to be the case in the near future. Both the spe-
cialisation and dynamics of Austrian goods trade point to such a posi-
tive development.

At the sectoral level, the structure of global trade fits well with the
structure of Austrian frade. Obviously, price increases in resources and
raw minerals have led fo a worsening of the terms of trade, but it is
possible to adapt prices of exported goods to price hikes in imported
raw materials, as nearly every competing country faces the same
cost increases. Raw material prices reached their zenith in 2006; as a
conseqguence, price developments over the next years should be less
negative.

At the regional level, the expanding trade ties with the Balkan coun-
tries as well as with Romania and Bulgaria point to continuing market
growth perspectives, as does the renewed economic vigour of Aus-
fria's biggest export market, Germany. On the other hand, the ampli-
fude of the US downturn is still uncertain. Austria continues to have a
relatively weak presence in fast-growing Asian countries, foremost
China, but also in smaller dynamic Asian counfries such as Singapore.
A reason for this can be found in Austria's export specialisation.

4.2 Austria's foreign trade specialisation in comparison
with the EU 15 and the EU 10

Jirgen Janger (WIFO)

Austrian export specialisation as measured by RCA values shows a
clear trend towards increased specialisation in goods which require

Austria's External Economic Relations 2007
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higher innovation and human capital intensities. This is also reflected
in growing specialisation in industries where higher unit values lead to
increased market shares, i.e., which are quality elastic instead of price
elastic. The strongest specialisation is still achieved in traditional manu-
facturing.

4.3 Austria's external competitiveness as measured by
market shares and unit values

Jirgen Janger (WIFO)

The process of structural change is less pronounced when looking at
world export market shares and unit values. The biggest Austrian world
export market shares at the sectoral level can be found in the pro-
duction of wood, paper and metal goods. Food is the sector which is
gaining most in market shares. This underlines not only the continuing
specialisation in traditional manufacturing in Austria but also its con-
tinuing success. The relative market share of technology-oriented
goods is growing but still relatively weak. The only sectors which are
losing market shares are textiles, communications equipment and the
manufacture of "other tfransport equipment". According to the rela-
tionship between market shares and unit value dynamics, Austrian
manufacturing sectors are mostly engaged in successful quality com-
petition. This is also a welcome development, as it means that higher
market shares are obtained with increasingly quality-intensive prod-
ucts.

5. Economic development, price
competitiveness and an overview of
Austria's external economic relations

5.1 Economic development (including outlook for
2007-2008)

Stefan Ederer, Markus Marterbauer (WIFO)

After a period of restrained development, the Austrian economy re-
gained speed in 2006. GDP grew in volume by 3.3 percent. The strong
economic growth was produced by a substanfial rise in exports
(+7.5 percent in volume) due to the robust development in foreign
markets. Imports, on the other hand, rose by only 5.6 percent, thereby
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improving the balance on current account. High corporate earnings,
favourable sales expectations and high capacity utilisation caused
firms operating in export markets to raise their investment activities.
Investment in machinery and equipment rose by 2.1 percent. This was
strongly supported by a 5.1 percent rise in consfruction investment.
Private consumption, however, did not recover and grew in volume
by only 2.1 percent. The main reasons for the small increase in con-
sumption are a sluggish income growth and a rise in the savings rate.
The strong economic growth led to an average annual increase in
employment by 51,000 persons (+1.7 percent). For the first fime since
2000, unemployment declined. However, because of a rise in foreign
and domestic labour supply, the reduction of the unemployment rate
was only slight. Consumer prices in 2006 rose by only 1.5 percent; the
budget deficit was —1.4 percent of nominal GDP.

In 2007, the Austrian economy has been unchangeably benefiting
from the strong momentum of exports and investment in Western and
Eastern Europe and is expected to grow in volume by 3.4 percent,
broadly the same rate as last year and 0.75 percentage points above
average growth in the Euro area. Austrian exports are expected to
increase by 9 percent in real terms, manufacturing output by
7.3 percent. Corporate earnings are still high, productive capacities
fully utilised and business optimism undiminished, which translate into
a sizeable increase in investment (+8 percent in machinery and
equipment). The business cycle has thus passed the crucial stage from
being entirely export-driven towards taking root in investment. Further
support comes from construction activity, which is expected to grow
by 5 percent as a result of a stable expansion in civil engineering, a
steady recovery of residential building and a reinforcement of indus-
frial construction activity. Nevertheless, the recovery is unlikely to turn
intfo a cyclical boom for two reasons: first, the weakening international
environment in the wake of slackening activity in the USA and the
global financial crisis, and second, the persistent sluggishness of pri-
vate consumption in Austria. The worldwide turbulences on financial
markets originating from the sub-prime segment of the US real estate
market and the slowdown of the US economy have hit the world
economy while it is in a relafively robust condition. Growth in Asia, es-
pecially in China, is still very high. Nevertheless, it is still too early to
evaluate the effects of the crisis on the global economy. The upward
pressure on the Euro, a slump in real estate prices and a recession in
the USA sfill represent considerable risks. In contrast to past cyclical
episodes, this time it is unlikely that lively export and investment activ-
ity will give rise to a boom in private consumption. Private consump-
tion is expected to edge up in volume by only 1.9 percent this year,
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thus remaining below its low-term average for the seventh year in a
row. Private income growth is still sluggish. The strong economic
growth will lead fo a sizeable increase in the number of people em-
ployed, by 60,000 on an annual average. Against this background,
the decline in unemployment by 15,000 is disappointingly small. Par-
ficularly the long-term unemployed have scarcely benefited from the
cyclical boom, and for young job-seekers the situation has improved
little so far. In spite of the high economic growth rates, prices have
risen only modestly. In 2007, an increase of consumer prices by
1.9 percent is expected.

The lack of a rebound in consumer demand and the repercussions of
the crisis on infernational financial markets will dampen the cyclical
upswing earlier than expected. GDP growth in Austria in 2008 is pro-
jected to decelerate markedly (+2.4 percent in volume), but will nev-
ertheless remain above the euro area average. A further reduction in
unemployment is unlikely to occur. Because of the global economic
slowdown, exports are expected to grow by 6.5 percent, markedly
less than the year before. The investment boom has also passed its
peak; investment in machinery and equipment will grow by only
4.5 percent. Private consumption is expected to rise by 2.1 percent, a
modest increase with respect to 2007. Employment growth will also
slow down to +30,000 persons, while the unemployment rate is ex-
pected to persist af the same level as in the previous year.

5.2 Price competitiveness
Stefan Ederer, Markus Marterbauer (WIFO)

International price competitiveness is determined by the develop-
ment of relative prices and costs of domestic industries as compared
with competitors in foreign markets. The indicators for price competi-
fiveness showed an improvement for 2006. Unit labour costs relative to
frade partners went down by 1.9 percent. With respect to Germany, a
slightly improvement (-0.2 percent) has resulted. This enhancement of
international competitiveness is mainly due to a strong increase in the
productivity of the manufacturing sector. In 2007, this trend is still con-
finuing. Relative unit labour costs will decrease by 1.7 percent; relatfive
tfo Germany, they will remain constant. For 2008, WIFO expects this
frend to continue. Unit labour costs relative to trade partners will de-
crease by 1.7 percent, relative to Germany by 0.9 percent. After an
interim deterioration of international competitiveness between 2003
and 2005, this tfrend was reversed and since then, intensification has
continued.
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5.3 Overview of Austria's external economic relations -
frade in goods, services and foreign direct
investment

Susanne Sieber (WIFO)

Over the past decade, external economic relations have greatly in-
creased in importance for the Austrian economy. Since Austria's ac-
cession fo the EU, the export of goods quota has nearly doubled (now
40.2 percent); taking exports of goods and services together, this ex-
port quota amounts to more than 50 percent of gross domestic prod-
uct.

In line with exports and imports of goods and services, the increasing
globalisation of the Austrian economy is also reflected in the dynamic
development of foreign direct investments. Both the trade (in goods)
balance and the foreign direct investment balance showed a clear
frend to improvement within the last years; both were nearly bal-
anced in 2006. Real net exports of goods and services, as a part of
fotal demand, still provided an important contribution to economic
growth in 2006.

Figure 5.1: Development of Austrian export, import and foreign direct investment quotas
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5.4 Austria's external performance position in
international country rankings

Jiurgen Janger (WIFO)

Many country competitiveness rankings feature subindices of external
competitiveness, which are illustrated for Austria.

5.4.1 Austria's position in rankings of external competitiveness

On a normalised scale with 100 countries, Austria achieves top ten
rankings in the KOF "Economic Globalization" Index and in the IFC Do-
ing Business "Trading across Borders", and top twenty rankings in the AT
Kearney/Foreign Policy Globalization Index, the Fraser Institute Eco-
nomic Freedom of the World "Freedom to Trade Internationally” Index,
the WIFO's external competitiveness version of the Global Competi-
fiveness Index by the World Economic Forum and in the two UNCTAD
FDI indices "Inward Potential" and "Outward Performance”. Austria is
placed far behind in the UNCTAD indices "Inward Performance" and
"Transnationality” as well as in the IMD World Competitiveness Year-
book "International Trade" Index. The poor performance in the
UNCTAD indices is due to Austria's below-potential inward FDI per-
formance, while the reasons for the position in the IMD index are not
clear from its construction.

5.4.2 Critical review of the rankings

The rankings usually provide information about three aspects of exter-
nal competitiveness: performance, regulation and openness. Austria is
usually well placed in rankings which emphasize exporting, while it
does not fare as well in rankings which focus on FDI. As a small, open
economy, Austria is much more open than bigger countries such as
France or Italy. Relative to other small European economies, such as
Denmark, Belgium or the Netherlands, Austria features the same or
even higher levels of tfrade openness, but lower levels of inward and
outward FDI stocks relative to GDP.

Rankings have been criticised for lacking methodological rigour, ro-
bustness and a correlation with real economic developments. For the
purpose of countfry monitoring, only indices of openness and of law-
based regulation are appropriate. E.g., the IFC Doing Business index
provides a methodically relatively sound analysis of administrative
burden on exporting and importing. It is based on the comparison of
laws and regulations in daily practice. The performance components
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of the current indices are inappropriate, as they do not use relevant
key figures such as export market shares, unit values or RCA values.

6. Austrian trade in goods

Susanne Sieber (WIFO)
6.1 Developmentin 2006 and outlook for 2007

In 2006, Austrian exports benefited from the highly dynamic world
economy as well as from the good world trade performance. Particu-
larly important for Austria was the economic recovery in Germany —
exports to Germany provided the highest contribufion to export
growth — and in Italy. Thanks to the favourable international situation,
Austrian exports expanded at a 9.5 percent growth rate (6.8 percent
in real ferms). For the first time, both nominal export and import values
exceeded the € 100 bilion mark. Imports developed less dynamically
than exports (+8 percent in nominal figures, +3.8 percent in real
terms), but more dynamically than in 2005. The trade balance was
nearly balanced in 2006 (only minus € 0.5 billion). The increase in im-
port prices was greater than in export prices, leading again fo a dete-
rioration of the terms of trade.

However, the official frade in goods figures for 2005 and 2006 were
influenced by two different statistical effects. First, from 2005 onwards
repair trade was no longer included in the trade statistics, leading to a
level effect in 2005, and second, a correction of 2006 electricity trade
figures was implemented, which again yielded a one-off level effect!.
Both effects give rise to an underestimation of the actual trade de-
velopment. After correcting the nominal figures for this statistical ef-
fect, two-digit growth rates result for goods exports in 2006 (approxi-
mately 12.3 percent and 9.2 percent for 2005). Similarly, the official
figures underestimate the import performance (without the statistical
effect, nominal import grew by approximately +10.4 percent in 2006
and +9.8 percent in 2005).

The ongoing price boom of oil in particular — although less dramatic
than in 2005 - resulted again, despite slightly decreasing volumes, in a
sharp increase in the value of oil imports (+20.4 percent). Altogether,
all fuel and energy imports (excluding imports of electricity, which

! For more details, see Seiringer (2006), p. 735 and Seiringer — Héllersberger (2007) pp. 803-
804.
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were distorted by the statistical effect) were responsible for almost
one quarter of the total import growth 2006.

After a slight deterioration of its position in 2005, Austria again gained
nominal export market shares in 2006, probably due to the improve-
ment of Austria's relative price competitiveness (see also Chapter 5.2).
On the regional level the picture is more diverse. Whereas in the
CEEC 5, market shares show a long-term downhill tendency, Austria
has been able, for instance, to improve its market shares in Romania
and the CIS. Nevertheless, despite the decreasing tendency, Austria
still has a leading position in the CEEC 5 with regard fo relative market
shares, as Austria was able to fake advantage of its know-how in
economic relations between Eastern and Western Europe after the
Eastern opening and establish a good position in frade relations with
its Eastern neighbouring countries. However, since 1997 other Western
countries have followed.

Table 6.1: Overview of Austrian trade in goods

20072
2004 2005 2006 20071 First half year
Exports Billion €
Values 89.9 94.7 103.7 114.8 55.8
Percentage changes compared to the previous year
Values i+ 189 + 5.4 i 95 + 10.6 +10.8
Real +12.5 + 32 + 6.8 + 9.0
Prices 12 A 2 + 2.6 SRS
Imports Billion €
Values 91.1 96.5 104.2 114.1 55.0
Percentage changes compared fo the previous year
Values +12.5 # 5 + 8.0 + 9.5 + 83
Real +11.7 + 28 + 3.8 + 84
Prices + 0.7 + 3.0 + 4.0 + 1.0
Balance Billion €
Values — 13 — 18 =05 0.7 0.9
Change + 0.8 - 05 + 1.3 + 1.2 + 1.2

Percentage changes compared to the previous year
Terms of Trade + 05 — 0.9 - 1.4 + 0.5

Source: Statistics Austria; WIFO calculations; WIFO prices. — ! WIFO Forecast September 2007. - 2 Update 28 September
2007.

In the first half of 2007, the intfernational framework was still favourable.
The economic situation in Europe developed positively, with demand
from Germany, Austria's most important frading partner, remaining
strong. Benefiting additionally from the ongoing vitality of the world
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economy, nominal exports increased in the first half of 2007 by
10.8 percent (imports by 8.3 percent). According to the forecast for
2007, exports will rise by 10.6 percent (for nominal figures, +9 percent
in real ferms), imports by 9.5 percent (for nominal figures, +8.4 percent
in real terms). The forecast for 2008 is slightly less optimistic. Through
2008, Austrian nominal exports should rise by 7.5 percent (in real terms
by +6.5 percent).

6.2 Regional structure 2006

Although there is still a high export concentration on the EU-15 market
(56.8 percent of total exports of goods), these shares have decreased
over the last years. In contrast, the share of exports in the CEEC 21
have increased considerably, reflecting not only the strong economic
fies Austria has built up to its neighbouring new EU member states
since their opening in 1989, but also Austria's tendency to intensify its
economic relationship with more distant south-eastern countries. In
2006, the CEEC 21 were already responsible for 20.1 percent of Aus-
fria's exports. Exports to Romania and Bulgaria expanded to an ex-
fraordinary degree in 2006 (+25 percent), a year before their acces-
sion to the EU. Also worth mentioning are the clearly more positive
growth rates of exports to neighbouring Eastern European countries,
which rose considerably compared to previous years (Czech Republic
+15.7 percent, Hungary +8.8 percent, Slovenia +9.5 percent). Alfo-
gether, almost three quarters of Austrian foreign frade consists of an
exchange of goods within the EU. Parts of the extra-EU trade also de-
veloped very dynamically in 2006. High growth rates as compared to
the previous year could be seen in exports to Russia (+32.5 percent)
and Ukraine (+39.3 percent) as well as to Saudi-Arabia (+47.3 percent)
or the United Arab Emirates (48.5 percent). The USA is still the third
most important market for Austrian goods, behind Germany and Italy.
Exports fo the USA showed clearly above-average development in
2006, although the figures were affected by the exports of the Klimt
paintings in March 2006, a one-off fransaction amounting to approxi-
mately € 250 million.

6.3 Sectoral structure in 2006

In the long term, Austria's frade shows a tendency towards the export
of more sophisticated products. For instance, the share of exports of
machinery and vehicles - this category encompasses a great number
of sophisticated products — has been continuously increasing for
years. Also worth positive mention is the increasing share of chemical
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exports; especially pharmaceutical products can be classified as
technology-oriented products demanding high qualifications. Both
main groups showed dynamic development in 2006 (machinery and
vehicles: +10.7 percent; chemicals: +17.9 percent). An important con-
fribution to export growth came from the automobile industry. Exports
of passenger cars rose more than eightfold as compared to the fig-
ures of 1994.

6.4 Trade balance development as of 2006, including
regional and sectoral structure

As already mentioned, the frade balance was nearly in equilibrium
(minus € 0.5 billion) in 2006. The Austrian balance of trade has shown a
clear trend towards improvement over the last years. A clearly posi-
five contribution to this improvement came from the South Eastern
Countries, the CIS, OECD overseas countries and the new EU member
states.

With the exception of energy and fuel, nearly all main commodity
groups showed an improvement in tfrade balance.

Figure 6.1: Austrian trade balance as a percentage of GDP
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6.5 Austria’s position in trade according to industry
taxonomies

Looking at Austrian export specialisation according to three different
industry taxonomies reveals approximately equal shares of exports of
fraditional products and exports of more technology-oriented prod-
ucts. Nearly half of all exports can be allocated to products in which
quality competition dominates. However, in terms of an industry classi-
fication based on qualification requirements, the largest share of Aus-
frian exports constitutes medium-skill products. Although Austrian ex-
ports have shown a desirable structural change towards increasing
export shares of more sophisticated products (such as technology-
oriented, high-skill products, which are ideally dominated by quality
competition), this change has been slow and less dynamic than in the
EU as a whole. For Austria, as one of the countries with the highest per
capita GDP, promotion of this structural change toward more sophis-
ticated exports is, however, essential.

References

Seiringer, W., "AuBenhandel im Jahr 2005", Statistische Nachrichten, 08/2006,
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richten, 08/2007, pp. 796-804.

7. Austrian trade in services

Susanne Sieber (WIFO)
7.1 General introduction to trade in services

The volumes of trade in services may differ depending on the chosen
definition. For instance, the definition used within GATS negotiations is
a rather broad one, as it includes the following four modes of supply:
cross-border trade, consumption abroad, commercial presence, and
presence of natural persons. The following sections of this chapter are
based on data from the balance of payments, which represents a
much narrower definition of trade in services than the aforemen-
fioned GATS definition.
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7.2 Brief Information about the new balance of
payments survey

In 2006, the Austrian cenfral bank infroduced a new survey basis for
the compilation of the balance of payment. The old indirect inquiry
system — in which notfification of fransactions came predominantly
from Austrian banks — was replaced by direct questioning of exporting
or importing firms. The results of this new survey will allow a higher de-
gree of disaggregation than in previous years. First aggregated results
of the balance of payment based on the new survey were already
published in the spring of 2006; more detailed disaggregated data will
be published probably by the end of the year.

7.3 Development of trade in services, 2004 to 2006

Within the last three years, service exports developed more dynami-
cally than service imports, resulting in an ongoing improvement of the
saldo.

Figure 7.1: Development of frade in service exports and imports
2004 to 2006
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7.4 Structure of trade in services in 2006

The most important sectors within Austrian service exports are travel,
which accounts for approximately one third of all service exports, fol-
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lowed by business services and fransportation, each of which ac-
counts for about one quarter. Other sectors, such as construction, fi-
nancial services or computer services, only achieve shares of less than
5 percent of total service exports. The tfrade balance is positive within
most service sectors; one clear exception is the category of patents
and licences.

7.5 Most important trading partners

Germany is by far Austria's most important trading partner, account-
ing for more than one third of all service exports and more than one
quarter of all service imports. In contrast to the trade in goods bal-
ance, which is in deficit, trade in services results in a surplus of ap-
proximately € 7 bilion. Additional top partner countries for Austrian
service exports are Switzerland, Italy and Great Britain; the trade bal-
ance with these countries is, again, posifive.

7.6 Main partner regions and countries for selected
service sectors

The following two examples differ strongly from the overall regional
pattern of total service exports or imports: First, within the financial or
banking sector, Austrian firms export overproportionally to Central and
Eastern European countries. Second, with respect to patents and li-
cences, the main source of origin for imports are the EU 15; just under
one sixth of fotal imports comes from countries other than the old
member states (extra-EU 15).

7.7 Tourism
Egon Smeral (WIFO)

Within Europe, the Austrian tourism sector is losing further market
shares. The main reasons for these market share losses are the facts
that Austrian tourism is concentrated mainly in stagnating markets
(such as Germany, Italy, Switzerland or the Netherlands), that the
emergence of new destinations is reducing the demand for Austrian
fourism services, and that this decrease in demand cannot be re-
placed quickly enough by guests from new and growing markets.
Parallel fo the aforementioned reasons, the development of a new
range of service products is taking foo much time. Unless these prob-
lems are dealt with, additional losses of market shares, even in the
medium term, seem probable. In order to avoid such a situation, it will
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be necessary to implement a growth strategy that focuses on increas-
ing internationalisation and on extending year-round fourism. These
activities could be co-ordinated by the federal government.

8. Austrian foreign direct investment

Susanne Sieber (WIFO)
8.1 Austria's position in international comparison

Austrian foreign direct investment (FDI) flows developed positively
within the last year, in line with the internatfional trend. The small de-
crease in 2006 as compared to 2005 seems to have been just a transi-
fional decline, as FDI flows have reached new record levels in the first
half of 2007 (outward flows of € 14 billion, inward flows of € 12 billion).

Also, the stock values of Austrian foreign direct investments increased
continuously within the last years. For 2005, a stock of outward FDI
amounting to € 55.5 billion was recorded, while the stock of inward FDI
amounted to € 58.9 billion. Austria's outward investment quota -
measured as foreign direct investment stock in percent of GDP -
showed a strong improvement from 2.9 percent in 1990 to 24 percent
in 2006, signalling solid progress in Austria's internationalisation process.
Nevertheless, even though Austria is catching up in this respect, the
quota is still far below the EU-25 level (44.9 percent).

8.2 Development and structure of Austrian outward and
inward foreign direct investment by regions

In contrast to the regional structure of exports in goods or of Austrian
inward foreign investment, the weight of Austrian investments in the
EU 15 — approximately one third of total investments — is far less promi-
nent. In 1990 more than 50 percent were still invested in the EU 15.
Similarly, the share of Austrian investments in Germany decreased
from 24 percent in 1990 to 12.7 percent in 2005. At the same time, the
share of investments in Central and Eastern European countries in-
creased sharply, reaching a new record share level of 43.6 percent of
all Austrian outward FDI stocks in 2005. Austria was able to stake an
excellent claim in the CEECs due to ifs pioneering role. However, now
that other countries are entering these markets, some market share
losses are unavoidable. Nevertheless, Austria sfill holds an extremely
strong position within the Central and Eastern European countries.
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As regards Austrian inward foreign direct investment, Germany s still
the most important investor. Between 1993 and 2005, the share of the
EU 15 in total investment stock increased, while the share of Swiss in-
vestments decreased.

Table 8.1: Development of foreign direct investment, worldwide and in Austria

Outward foreign direct investment flows Outward foreign direct investment stocks
World Austria Austria World Austria Austria
Billion € Percentage Billion € Percentage
share share
1999 1,039 2.85 0.27 5,181 19.04 0.37
2000 1,341 5.98 0.45 6,673 26.67 0.40
2001 832 3.38 0.41 7,537 32.35 0.43
2002 572 6.14 1.07 7,089 40.51 0.57
2003 495 6.08 1.23 6,951 4431 0.64
2004 706 6.47 0.92 7,453 49.77 0.67
2005 673 9.01 1.34 8,967 55.48 0.62
2006 968 7.94 0.82 9,472
Inward foreign direct investment flows Inward foreign direct investment stocks
World Austria Austria World Austria Austria
Billion € Percentage Billion € Percentage
share share
1999 1,030 2.59 0.25 4,917 23.36 0.48
2000 1,527 9.23 0.60 6,244 32.70 0.52
2001 930 6.36 0.68 7,047 38.95 0.55
2002 658 0.15 0.02 6,474 41.49 0.64
2003 499 5.49 1.10 6,481 42.63 0.66
2004 597 2.56 0.43 7,026 45.77 0.65
2005 760 8.67 1.14 8,517 58.87 0.69
2006 1,040 4.54 0.44 92111

Source: Values for the world: UNCTAD, World Investment Report 2007; values for Austria: OeNB (update 16 October
2007); WIFO calculations.

8.3 Sectoral structure of Austrian outward and inward
foreign direct investment

Investments in the service sector clearly prevail over investments in the
manufacturing sector; this holds true for both directions, inward and
outward FDIs. In 2006, the share of investments in the service sectors
attributable to total outward FDI stocks reached 76.1 percent, the
same share attributable to inward FDI stocks came to 78.3 percent.
Within the Austrian outward FDI stock in service sectors, the highest
shares were reached by the financial and insurance services, the
business services and merchanting and other trade-related services.
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Within the manufacturing sectors, the highest shares both in Austrian
outward and inward FDI stocks in service were achieved by the
chemical industry.

8.4 Development of employment of Austrian foreign
direct investment

In 2005, the number of persons employed in Austrian affiliates abroad
totalled 431,744. This means that employment figures have more than
fripled in comparison to 1996 and are nearly ten times as high as in
1990. In 2001, for the first fime, the number of employees in Austrian
affiliates abroad was higher than the number of employees of foreign
direct investment enterprises in Austria.

8.5 Profitability of Austrian foreign direct investment

The yield of Austrian outward direct investments in the CEECs has con-
tinuously improved over the past years, contributing substantially to
the improvement of total Austrian outward investments, which
reached a new record in profitability in 2005 (+10.8 percent). The high
— and increasing — profitability of investments in the CEECs demon-
strates how successful Austria has been in grasping the opportunities
of the Eastern opening. Nevertheless, the level of profitability of in-
ward FDI stocks is even higher (2006: 13.8 percent). One reason for the
lower profitability level of Austrian outward direct investments com-
pared to that of inward direct investments might be the young age of
investments in the CEECs, as generally a positive relationship exists be-
tween the age and the profitability of foreign direct investments.
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Topics

9. Current status of the Doha Development
Agenda (DDA) negotiations

Olga Pindyuk (wiiw)

The Doha Round of WTO multilateral negotiations, launched in Doha
(Quatar) in November 2001, has experienced a number of stalemate
periods, when negotiations had to be suspended as the parties in-
volved seemed unable to find compromises on a number of issues, in
particular on the degree of domestic support decline in agriculture
and the coefficients to be applied in the Swiss formula, to be used for
cuts in NAMA (non-agricultural market access) tariffs. According to
Evenett (2007), as the attempt to conclude the Doha Round by mid-
2007 failed, the next most probable completion date, due to the US
presidential election cycle, is 2010 or 2011.

The factors underlying the sluggish progress of current multilateral ne-
gotiations are: perceived low costs of suspension (as many countries
are beneficiaries of preferential trade agreements and the growth of
regional and bilateral agreements has intensified recently), the focus
on non-economic (development) goals (which may have made
many exporters reluctant to participate in the negofiations), the re-
placement of the traditional bipolar (USA versus EU) structure by a
mulfipolar one (with greater importance of developing countries, es-
pecially Brazil, China and India; Sally, 2006, Evenettf, 2007, Baldwin,
2007), and flaws in the organisation and procedures of the negotia-
tions (Evenett, 2007).

There seems to be a broad consensus among economists that a
completion of the round is to be desired in order to avoid further pro-
liferation of preferential frade agreements, which increase the costs
of trade, promote discrimination and fail fo stimulate national frade
reforms. Advocates for a narrow agenda argue that any result, how-
ever modest — ranging from a consolidation of prior frade reforms to
any moderate package involving only parts of the full agenda - is to
be preferred in order to achieve a formal completion of the round
(Evenett, 2007, Francois, 2007, Sally, 2006). Other economists are in fa-
vour of a broad-based approach to liberalisation, which spans many
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areas and thus helps to create new opportunities to compensate for
losses (Hoekman, 2007). Many simulation studies show that the narrow
agenda of the Doha Round (both in terms of a limited degree of lib-
eralisation and a limited scope of sectors covered) would bring very
small gains to the WTO members, especially to developing countries,
which could even suffer from net income losses (Anderson — Martin,
2007, Haberli, 2007, Kinnman - Lodefalk, 2007, Hoekman - Mattoo,
2006).

Questions thus arise about the shape of aid or the form of compensa-
tion developing countries should receive in case they are subject fo
losses as a result of multilateral liberalisation. Different approaches ex-
ist concerning the use of Special and Differential Treatment (SDT) and
other forms of preferences granted to developing and least devel-
oped counftries. While some advocate increased special freatment to
developing countries (Collier, 2006, Jensen — Gibbon, 2007), others
warn of the danger of an "SDT trap" (Hdberli, 2007). Hoekman (2007)
argues that existing SDT provisions actually have furned out to be inef-
ficient, as they have not resulted in the desired export diversification.
In his opinion, adjustment costs need to be considered more explicitly
in the process of multilateral negotiations; compensation payments
for giving up current preferences or aid for frade payments should be
used to bolster trade capacity in poor countries and to facilitate ad-
justment.

To conclude, the major question is whether the WTO members will
show enough political will and organisational capacity to reach
agreement on the issues in the current round. The shape of special
and differential freatment of developing countries is a key issue to be
solved in order to reach progress in the negotiations. Formal liberalisa-
tion can be accepted as an outcome only when the threat of the
round failure becomes very high.
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10. Europe's and Austria’s Energy
Dependence

Edward Christie (wiiw)

Western Europe's energy dependence has long been an important
issue, especially with respect to its high import dependence with re-
spect to crude oil and natural gas. The effects of this energy depend-
ence are partly compensated by relatively low overall energy inten-
sity of GDP (notably as compared to the United States). On the other
hand, the region's import dependence is forecast to rise in the me-
dium term, primarily due to the depletion of North Sea reserves. Some
Western European countries are already quite vulnerable to possible
supply shocks. In the case of petroleum products, these are, first and
foremost, Finland, Belgium, Greece and Sweden. In the case of natu-
ral gas, the vulnerable countries are Finland, Austria, Italy and Ger-
many. From the point of view of sustainability of energy supply, the
most favourable position is that of France, thanks to ifs significant nu-
clear electricity generation capacity and its highly diversified pattern
in terms of source countries for fossil fuel imports.
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