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MICHAEL PFAFFERMAYR

■ BUSINESS SERVICES IN AUSTRIA

The business services sector comprises a range of highly hetero-
geneous activities offered by the tertiary sector to meet the
demand of industrial enterprises as well as major service enter-
prises, such as banks and insurance companies. It has moved into
the focus of economic policy attention on account of its compara-
tively high growth rates of recent years in terms of both value add-
ed and employment. It is generally assumed that the sector still
has a considerable employment potential.

Compared with other sectors of the economy, the business services sector achieved
above-average growth rates in recent years in terms of both value added and em-
ployment. The excellent performance of the sector is due, among other things, to the
tendency of the production sector to outsource its service activities. However, most
authors agree that business services tend to develop complementarily to industry
production and thus have a net job-creation potential. Given the high degree of
specialization of service enterprises and the widening range of the service offer,
business services tend to increase the productivity of downstream industrial sectors
and, thus, exert a positive impact on their long-term growth. Additionally, the in-
creasing variety in business services enhances the quality of a location and the com-
petitiveness of a country in a sustainable fashion.

The scope of business services and their significance for Austria have been eval-
uated by Hammerer – Putschek (1996) recently. Therefore, the present paper limits
itself to an assessment of the importance of the business services for the quality of
business locations. It will first describe the specificities of business services and ana-
lyze the relationship between industrial production and the offer of business services.
Then an attempt will be made to outline the development of the sector and its asso-
ciation with the production sector in quantitative terms.

The services sector includes a wide variety of economic activities, which are difficult
to classify and analyze on account of their heterogeneous nature. Basically, services
differ from primary and secondary sector goods in important ways. They are imma-
terial (intangible), non-storable, and transient. Sapir (1993) and Sapir – Winter
(1994) mention three constituent elements to be considered in the definition and
classification of services:

Michael Pfaffermayr is economist at
the Austrian Institute of Economic

Research. The author wishes to
thank Michael Böheim for valuable

suggestions and information.
Elisabeth Neppl-Oswald and

Gerhard Schwarz assisted with data
processing and analysis. This article
is a revised version of Chapter 4 of

a study performed by WIFO on
behalf of the Federal Ministry of

Economic Affairs: Pfaffermayr, M.,
Standortindikatoren Österreich.
Jahresbericht 1995/96, Vienna,

1997 (120 pages, ATS 590; orders
are to be addressed to Christine

Kautz, phone (++43 1) 798 26 01/
282, fax (++43 1) 798 93 86, e-mail

kautz@wifo.ac.at).



Bereich: B1 Job-Nr.: QUA0398- - 0138 – 9 »973649« Seite: 1
Rev.-Dat.: 19.08.98 Ausg.-Dat.: 19.08.98, 08:01:29 Uhr Höhe: 68,09 Setzer: KN, Farbe: CMYK

138 AUSTRIAN ECONOMIC QUARTERLY, 3/1998 WIFO

138 ROT SCHWARZ

■ BUSINESS SERVICES

Table 1: Business services

1991

Persons working in the sector Enterprises Persons working
per enterprise

locationAbsolute Percentage shares Absolute Percentage shares

ÖNACE three-digit positions
711 Renting of automobiles 965 0.66 201 0.75 5
712 Renting of other transport equipment 79 0.05 21 0.08 4
713 Renting of other machinery and equipment 842 0.57 166 0.62 5
721 Hardware consultancy 3 0.00 2 0.01 2
722 Software consultancy and supply 9,247 6.29 1,755 6.55 5
723 Data processing 2,915 1.98 295 1.10 10
724 Data base activities 40 0.03 6 0.02 7
725 Maintenance and repair of office, accounting and computing machinery 730 0.50 135 0.50 5
741 Legal, accounting, book-keeping and auditing activities; tax consultancy; market

research and public opinion polling; business and management consultancy; holdings 40,898 27.80 7,488 27.96 5
742 Architectural and engineering activities and related technical consultancy 25,411 17.27 6,380 23.82 4
743 Technical testing and analysis 10,337 7.03 1,995 7.45 5
744 Advertising 8,402 5.71 2,330 8.70 4
745 Labor recruitment and provision of personnel 5,474 3.72 200 0.75 27
746 Investigation and security activities 3,965 2.70 107 0.40 37
747 Industrial cleaning 24,726 16.81 1,222 4.56 20
748 Miscellaneous business activities n.e.c. 13,072 8.89 4,476 16.71 3

Total 147,106 100.00 26,779 100.00 5

Source: Special evaluation by the Austrian Central Statistical Office, census of enterprise locations.

• the nature and extent of interaction between producers
and consumers of services,

• the significance of the problem of asymmetrical infor-
mation,

• the extent of regulation.

As a rule, services require a coincidence in time of con-
sumption and production (e.g., tourism, transport, med-
ical care). In many cases, services must also be produced
and consumed in the same place. Hence, there are three
basic types of services (Bhagwati, 1984, Sapir, 1993):

1. Mobile consumers come to the place in which the ser-
vice is rendered (e.g., tourism, health care services).

2. Mobile producers move from location to location to
render their services to immobile consumers (e.g., engi-
neering).

3. Service producers set up their places of business or sub-
sidiaries at the customer’s location (e.g., accounting,
advertising, banks and insurance companies, consul-
tancy).

While services of types 1 and 2 can be internationally
traded, type 3 services are generally location-bound and
require direct investments if they are to be provided in a
foreign market. The borderline between type 2 and type 3
may be blurred and tends to shift in the course of time. For
instance, developments in the fields of telecommunica-
tions and data processing have made trade in type 3 ser-
vices – originally location-bound – possible, since con-
sumers and producers need no longer be physically pre-
sent in the same place (video-conferencing, fast data

transmission, etc.). Another important characteristic of
business services is their relevance as an intermediate
product – mainly for industry.

The majority of business services are not trad-
able and – being location-bound – of special
relevance for the competitiveness of a loca-
tion.

Services markets are often characterized by information
asymmetry. Usually, the quality of a service can only be
assessed after its consumption. According to Tirole’s clas-
sification (Tirole, 1988), services are “experience goods”
or even “credence goods”. Although the quality of services
also depends on the co-operation of the buyer, the seller
usually is at an advantage in terms of information. As a re-
sult of this information asymmetry, a “moral hazard” ex-
ists: unless the buyer-seller relation is a durable one, the
seller is tempted to offer low-quality services at high prices,
since buyers are unable, at least ex-ante, to verify the
quality of the service provided. Hence, businesses inter-
ested in maintaining a long-term relationship with their
customers signal their efforts to maintain a high standard
of quality. Thus, for a service provider it is essential to es-
tablish a reputation, create a brand image and develop
long-term customer relations. Once such long-term cus-
tomer relations exist (which make a change of supplier un-
attractive for the customer), service providers may gain
significant market power and even reach monopoly posi-
tions in certain sectors and market segments.
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1 “Service firms tend to acquire a quasi-contractual relationship with
their customers based on trust that lowers the costs of contracting and
the risks of opportunistic behavior. If the service firm has such a quasi-
contractual relationship with a parent (multinational), it enjoys a quasi-
transactual advantage for supplying the same service to its foreign sub-
sidiaries” (Sapir, 1993, p. 88, Caves, 1982, p. 11).

Moreover, such markets are often confronted with the
“lemons problem” (Akerlof, 1970): with no other way for
consumers to identify providers of poor-quality services
but through ex-post verification, service markets do not
fully emerge: “. . . ’good’ buyers (i.e., low-risk individuals
in the insurance or loan markets) or ’good’ sellers (i.e.,
competent consultants, jurists and doctors) will tend to be
driven out by ’bad’ buyers or ’bad’ sellers. Adverse selec-
tion, therefore, reduces the frequency of market transac-
tions.” These specific features of the services market result
in comprehensive quality-assurance regulation, barriers
to market entry (newcomers are at a competitive disad-
vantage, since they first need to establish a reputation),
the existence of “non-price competition” and, if services
are also offered in foreign markets direct investments
abroad (which may also be required to follow a cus-
tomer)1.

Another characteristic of business services is their pro-
nounced product differentiation (geographically on ac-
count of their location-bound nature, horizontally in terms
of their properties and the variety of services, and vertically
in terms of quality) and the lack of significant economies
of scale, which is reflected in the prevalence of small busi-
nesses. Given these specific features of the services mar-
ket, the intensity of actual or potential competition is rather
low.

BUSINESS SERVICES AND LOCATIONAL
COMPETITION

The development of business services depends on the per-
formance and the market growth of the sectors demand-
ing such services. Krugman – Venables (1995) and Ven-
ables (1996) demonstrated in a theoretical model that in
the course of market integration and globalization the mu-
tual dependence of immobile intermediate products, such
as business services, and industrial production causes ag-
glomeration effects, which result in the mutual strength-
ening of both sectors in their development. Hence, at a lo-
cation with a large industrial sector, the growing demand
for intermediate products (like business services) results in
a greater volume and variety of business services being
rendered to industry at more favorable costs; this, in turn,
increases the attractiveness of the location for additional
industrial enterprises (backward linkages). At the same

3 This should be interpreted in a broad sense as the costs of lacking mar-
ket proximity.

2 According to the usual line of arguing, a wider scope of intermediate
products is associated with a higher degree of specialization. Thus, busi-
nesses in the service sector can become more highly specialized and ful-
fill tasks that used to be performed by industrial enterprises in a more
productive manner. The industrial sector benefits from the availability of
a greater variety of highly specialized intermediate products (services;
see also Adam Smith’s example of needle production and the arguments
underlying the foreign trade theory – Ethier, 1982 – and the growth the-
ory – Romer, 1986, Grossman – Helpman, 1991).

time, the larger volume and/or the greater variety of spe-
cialized services increases the productivity2 of industry and
thus also enhances the attractiveness of the location (for-
ward linkages). Overall, these two mechanism cause ag-
glomeration effects, which result in the formation of “core-
periphery structures”. Considered from this point of view,
the attractiveness of a business location is not only deter-
mined by its cost position, but also depends largely on
whether it belongs to a core with a large variety of busi-
ness services and other intermediate products or is being
pushed to the periphery.

Arguing along this line Krugman – Venables (1995) dem-
onstrate that in the center of the process of integration and
globalization, which is modeled by decreasing the costs of
distribution and transport3, real wages can diverge in dif-
ferent countries or locations. Hence, globalization and fur-
ther integration may result in an unbalanced development,
in which high-wage locations at the center are able to
maintain or even improve their high-wage positions as
production locations on account of the agglomeration ef-
fects, whereas real wages at the periphery are declining,
even if the level of productivity is the same. Only after
globalization has advanced considerably (so that markets
can be supplied from any location without significant costs
of transport and distribution) that differences in unit labor
costs will regain importance. In this stage of the glob-
alization process the periphery is able to make up for the
disadvantages implied by the lower degree of specializa-
tion and diversity of business services.

From this point of view, business services are of great im-
portance for the quality of a business location. On the one
hand, an innovative service sector can offer new products
or – given its specialization – render services previously
performed by industry itself at lower costs and, thus, in-
duce a productivity increase in industry. On the other
hand, a comprehensive and large variety of business ser-
vices makes a location more attractive and thus reduces
the competitive pressure on the location to attract enter-
prises by keeping unit labor costs down or reducing them
even further. Moreover, the availability of a large variety of
business services is expected to expand the activities of the
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Table 2: Development of employment in the business services sector

Dependent employees
1995 1996 1997 1995 1996 1997

Absolute Percentage changes from previous year

ÖNACE two-digit positions
71 Renting of machinery and equipment without operator and of personal and

household goods 3,736 3,731 3,855 + 0.3 – 0.1 + 3.3
72 Computer and related activities 10,997 11,804 13,610 + 5.0 + 7.3 +15.3
74 Other business activities 120,825 126,795 126,025 + 3.4 + 4.9 – 0.6

All business services 135,558 142,330 143,490 + 3.4 + 5.0 + 0.8
All economic sectors 3,068,186 3,047,253 3,055,569 – 0.1 – 0.7 + 0.3

Shares of business services in percent 4.4 4.7 4.7

Source: Federation of Austrian Social Security Institutions.

headquarters of multinational corporations (such as R&D,
advertising, organization and management, skill-intensive
intermediate products) at high-wage locations and/or at-
tract European and/or national centers of large multina-
tional groups performing similar activities (Stankovsky –
Wolfmayr-Schnitzer, 1996). Both compensate (at least
partially) for the shift of production facilities to low-wage
locations (Pfaffermayr, 1996, 1997).

Empirical evidence supporting this view is not easily avail-
able. There is empirical evidence that agglomeration ef-
fects of this type are influencing the choice of location by
industrial enterprises to a certain extent (e.g., Mayerhofer
– Palme, 1996, and in the literature referred to there).
However, the question of whether business services do in-
deed cause agglomeration effects and whether such ef-
fects are complementary to or substitutes for development
of industrial production has hardly been investigated em-
pirically. Nevertheless, most authors agree that business
services tend to develop complementarily to industry pro-
duction and, thus, have a net employment-creation poten-
tial (Audretsch – Yamawaki, 1993). Given the high degree
of specialization of services and the addition of new ser-
vices, business services may also be expected to cause
productivity increases in the downstream sectors of indus-
try and thus have a positive influence on the long-term
growth of the sector (see the underlying assumptions of the
endogenous growth theory, e.g., Grossman – Helpman,
1991). Also in this respect very little empirical evidence is
available.

STATISTICAL CLASSIFICATION, SCOPE
AND DEVELOPMENT OF BUSINESS
SERVICES IN AUSTRIA

Since comprehensive statistics on business services are not
yet available, various sources, including some of only lim-
ited comparability, have to be used. The most important
sources of information are the employment data of the

Federation of Austrian Social Security Institutions4, the in-
put-output tables for 1983 and 1994 (Kratena, 1996,
1997) and the national accounts5.

5 In the national accounts, the Austrian Central Statistical Office reports
the number of employed persons (dependent and self-employed) on the
basis of the new ÖNACE classification. The information provided is not
comparable with data supplied by the Federation of Austrian Social Se-
curity Institutions as far as levels are concerned. Therefore, reference is
only made to growth rates.

4 This source reports the average number of persons in dependent em-
ployment. The number of self-employed persons is not indicated. Given
the high percentage of self-employed in the business services sector, the
size of the sector, therefore, tends to be underestimated.

According to the special evaluation of the 1991 census of
enterprise locations, which provides detailed information
broken down to the level of three-digit positions, 147,106
persons were employed in 26,779 enterprises in 1991.
This corresponds to a share of 4.1 percent of the total
working population. Legal, accounting, book keeping and
auditing activities; tax consultancy; market research and
public opinion polling; business and management consul-
tancy; holdings, for 27.8 percent of all self-employed and
employed persons, followed by architectural and engi-
neering activities and related technical consultancy
(17.3 percent) and industrial cleaning (16.8 percent).
8.9 percent of employment in the sector is accounted for
by miscellaneous business activities, and 8.8 percent by
computer and related activities. The average size of en-
terprise, ranging between 2 (hardware consultancy) and
37 (investigation and security activities) employees, is ex-
tremely low. More recent information on the development
of the business services sector, broken down to the level of
two-digit positions, can be obtained from the evaluations
performed by the Federation of Austrian Social Security In-
stitutions (for employees only) and on the basis of the na-
tional accounts. According to the statistics of the Feder-
ation of Austrian Social Security Institutions, the average
number of employees working in the business services sec-
tor in 1997 was 143,490, up by 0.8 percent from 1996
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Definition of business services for statistical
purposes

Following the example of Hammerer – Putschek (1996),
the business services sector is classified according to the
Eurostat definitions. The classification comprises the fol-
lowing three-digit ÖNACE positions and clearly illus-
trates the diversity of the sector:

711 Renting of automobiles

712 Renting of other transport equipment

713 Renting of other machinery and equipment

720 to 725 Computer and related activities

741 Legal, accounting, book-keeping and auditing
activities; tax consultancy; market research and
public opinion polling; business and manage-
ment consultancy; holdings

742 Architectural and engineering activities and re-
lated technical consultancy

743 Technical testing and analysis

744 Advertising

745 Labor recruitment and provision of personnel

746 Investigation and security activities

747 Industrial cleaning

748 Miscellaneous business activities n.e.c.

Figure 1: Structure and development of employment

Source: Austrian Central Statistical Office – 1 Excluding public services.

(after +5.0 percent the year before). In all, the number of
employees fell by 0.7 percent in 1996 and increased by
0.3 percent in 1997. The share of business services in to-
tal employment in 1997 was 0.3 percent higher than in
1995.

According to the national accounts, the busi-
ness services sector contributed ATS
126.2 billion, i.e., 5.2 percent, to the GDP in
1996. The average number of employees in
the sector was 143,000 in 1997.

According to information provided by the Austrian Central
Statistical Office, the value added of the business services
sector has increased by an average of 10.0 percent per
year in nominal terms since 1987. In real terms, this corre-
sponds to an average annual growth of 5.8 percent. Over
the same period, goods production increased by only
3.5 percent annually in nominal terms (+1.9 percent in
real terms). The situation is also reflected by the devel-
opment of employment: the number of employees in the
business services sector (according to data provided by the
Austrian Central Statistical Office, which are not compara-

ble with data provided by the Federation of Social Security
Institutions) increased by a yearly average of 5.5 percent.
The average growth rate of all services provided by the pri-
vate sector increased by 1.5 percent, whereas employ-
ment in goods production fell by an average of 1.4 per-
cent per year. These developments correspond to the gen-
eral pattern of structural development with a growing im-
portance of services (Fourastié, 1963). Compared with
other service sectors, business services showed an ex-
tremely dynamic development. Between 1987 and 1996,
the share of the sector in total employment grew by
1.5 percent. While goods production shrunk by 4.2 per-
cent, the services sector as a whole reported a 6.4 percent
gain.

Given the many-faceted problems of classification, inter-
national comparisons of the scope and growth of business
services are difficult to perform. Comparable data are only
available for a few OECD countries.

In Austria, the percentage of self-employed and employed
persons working in the business services and real-estate
sectors (according to ISIC Rev. 2), standing at 6.1 percent
in 1994, remained well below the level of most other
OECD countries. Thus, there is still a considerable poten-
tial for outsourcing in industry – with the additional em-
ployment and specialization potential of the business ser-
vices sectors not necessarily at the expense of industrial
employment. The employment share of the business ser-
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Table 3: Value added of business services in Austria

At current prices

Business services Total services Manufacturing
Billion ATS Percentage changes from previous year Billion ATS Percentage changes from previous year Billion ATS Percentage changes from previous year

Nominal Real (1983 = 100) Nominal Real (1983 = 100) Nominal Real (1983 = 100)

1976 15.6 . . 392.3 . . 190.0 . .
1977 18.8 +20.3 + 9.4 440.9 +12.4 + 4.8 205.0 + 7.9 + 4.5
1978 19.8 + 5.5 – 1.5 465.4 + 5.6 + 0.2 220.2 + 7.4 + 2.2
1979 22.5 +13.5 + 7.8 519.7 +11.7 + 6.3 234.1 + 6.3 + 4.3
1980 25.5 +13.6 + 5.5 558.7 + 7.5 + 2.4 249.2 + 6.4 + 3.0
1981 28.9 +13.1 + 4.7 604.9 + 8.3 + 1.6 261.1 + 4.8 + 0.9
1982 31.6 + 9.3 + 1.7 663.0 + 9.6 + 4.1 272.2 + 4.2 – 0.3
1983 34.0 + 7.8 + 3.1 710.7 + 7.2 + 2.4 289.4 + 6.3 + 4.6
1984 36.0 + 5.8 – 1.4 750.2 + 5.6 + 1.4 298.4 + 3.1 + 0.5
1985 39.6 +10.0 + 5.2 794.5 + 5.9 + 1.6 320.2 + 7.3 + 4.9
1986 45.5 +14.7 + 9.1 844.8 + 6.3 + 2.4 335.9 + 4.9 + 3.7
1987 48.7 + 7.2 + 2.6 889.1 + 5.2 + 2.9 339.4 + 1.0 – 0.5
1988 55.3 +13.4 + 8.8 939.0 + 5.6 + 3.4 358.7 + 5.7 + 3.8
1989 62.9 +13.9 + 9.3 1,013.7 + 8.0 + 4.4 379.7 + 5.9 + 4.5
1990 71.9 +14.3 + 9.9 1,097.8 + 8.3 + 4.6 411.0 + 8.2 + 4.7
1991 82.5 +14.7 + 9.7 1,186.6 + 8.1 + 3.9 436.4 + 6.2 + 3.8
1992 91.3 +10.6 + 3.8 1,284.8 + 8.3 + 3.1 442.4 + 1.4 – 0.7
1993 96.2 + 5.4 – 0.4 1,352.5 + 5.3 + 2.1 435.7 – 1.5 – 2.3
1994 105.2 + 9.4 + 4.8 1,408.8 + 4.2 + 1.1 455.6 + 4.6 + 3.2
1995 114.6 + 9.0 + 5.5 1,501.5 + 6.6 + 3.7 468.5 + 2.8 + 0.9
1996 126.2 +10.1 + 7.6 1,560.4 + 3.9 + 1.8 480.5 + 2.6 + 1.3
1997 – – – 1,614.1 + 3.4 + 2.0 505.1 + 5.1 + 4.6

∅ 1977-1996 +10.0 + 4.7 + 6.5 + 2.7 + 4.4 + 2.1
∅ 1987-1996 +10.0 + 5.8 + 5.8 + 2.8 + 3.5 + 1.9

Source: Austrian Central Statistical Office.

Table 4: Percentages of persons working in the business
services and real-estate sectors

1984 1994 1984-1994
As a percentage of total labor force Year-to-year percentage

changes

Austria 4.4 6.1 + 4.4
Denmark 4.8 6.1 + 2.4
Finland 3.9 6.2 + 2.7
France 5.6 8.1 + 3.7
Netherlands 5.5 7.5 + 5.4
Sweden 5.4 7.9 + 2.7
USA 7.6 10.1 + 4.1

Source: OECD, Labor Force Statistics 1973-1993, Services Statistics 1996.

In Austria, the percentage of self-employed
and employed persons working in the busi-
ness services and real-estate sectors
(according to ISIC Rev. 2), standing at
6.1 percent in 1994, remained well below the
level of most other OECD countries.

vices sector in 1994 was highest in the USA (10.1 per-
cent), France (8.1 percent), Sweden (7.9 percent) and the
Netherlands (7.5 percent). With 4.4 percent, the average

growth of employment between 1984 and 1994 was
above average in Austria, exceeded only by the Nether-
lands (5.4 percent).

The dynamic development of business services is not lim-
ited to the service sector, since such activities are also per-
formed by industrial enterprises themselves: according to
estimates by Hammerer – Putschek (1996), close to 7 per-
cent of industrial employees render services similar to
those of the business services sector. Hence, there is still a
considerable potential for outsourcing in industry. Given
the dynamic pattern of structural change, the above-aver-
age growth of business services seems not to be driven by
the demand growth of the industrial sector, but also by a
significant level of industrial outsourcing. As these devel-
opments coincide with a number of other trends, reliable

estimates of the outsourcing effects could only be obtained
through econometric approaches. However, the fact that
demand for certain qualifications is falling in industry and
rising in the business services sector at the same time (spe-
cial evaluation of occupations by the Austrian Central Sta-
tistical Office, Hammerer – Putschek, 1996; relative to the
number of employees –0.5 percent to –2.5 percent per
year) is also quite revealing. Computer and software re-
lated qualifications, which are in growing demand in
goods production, are a noteworthy exception.

The approach taken in this article is a different one: on the
basis of the 1983 and 1994 input-output tables, factor in-
tensities can be calculated which indicate the share of
business services in the gross output of goods production.
This measure of intensity also reflects different production
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Table 5: Business service intensity in mining and industry

1983 1994 1983-1994
Real-estate, legal and
accountancy services

Total services Real-estate, legal and
accountancy services

Total services Real-estate, legal and
accountancy services

Total services

Demand for services as a percentages of gross output, in nominal terms Percentage changes from previous year

Classification of enterprises, 1968
2 Mining 2.7 9.2 5.2 16.2 + 2.5 + 6.9
21 Coal mining 2.2 8.3 0.8 6.3 – 1.4 – 2.0
22 Ore mining 1.3 8.9 1.3 6.8 ± 0.0 – 2.1
23 Mineral oil, natural gas extraction 3.0 8.6 5.4 15.8 + 2.4 + 7.2
24 Salt mining 0.5 6.6 1.2 6.9 + 0.7 + 0.3
26 Mining (graphite, gypsum, etc.) 0.6 6.2 6.2 25.7 + 5.6 +19.5
27 Extraction of stones and earths 3.3 12.5 6.1 19.6 + 2.8 + 7.1
3, 4, 5 Manufacturing sector, industry 2.3 13.1 4.1 19.7 + 1.8 + 6.6
31 Production of foodstuffs and beverages 1.9 11.5 5.1 21.6 + 3.1 +10.1
32 Beverages, tobacco 2.0 10.3 3.4 14.7 + 1.3 + 4.4
33 Textiles, excluding clothing 2.2 13.1 4.1 23.0 + 1.9 + 9.9
34 Clothing and bedding 2.9 13.7 5.3 25.6 + 2.4 +11.9
35 Production of shoes 3.1 13.1 5.0 19.1 + 1.9 + 6.0
36 Production of leather 2.5 14.5 5.9 24.9 + 3.5 +10.3
37 Wood working 1.4 14.0 2.8 19.8 + 1.4 + 5.9
38 Wood processing 2.3 14.7 3.8 20.1 + 1.5 + 5.3
39 Musical instruments, toys, sports articles 4.4 16.6 4.6 24.2 + 0.2 + 7.7
41 Processing of paper and board 2.0 13.1 3.8 19.8 + 1.9 + 6.7
42 Printing and copying 3.4 18.2 7.1 21.6 + 3.7 + 3.4
43 Publishing 4.7 16.1 4.5 22.0 – 0.2 + 5.9
44 Rubber and plastics 3.0 13.5 3.7 22.6 + 0.6 + 9.1
45 Chemicals and chemical products 2.7 15.3 3.0 22.9 + 0.3 + 7.6
46 Processing of mineral oil, natural gas 0.6 6.1 1.7 10.8 + 1.2 + 4.7
47 Production of goods from stones 2.3 13.9 3.9 18.9 + 1.5 + 5.0
48 Production and working of glass 2.4 13.1 4.1 18.1 + 1.7 + 4.9
51 Iron and non-ferrous metals 1.8 14.0 4.9 21.4 + 3.1 + 7.4
52 Steel and light-metal engineering 3.1 13.7 3.8 10.8 + 0.7 – 2.9
53 Production of metal goods 2.8 14.3 3.1 19.0 + 0.3 + 4.8
54/55 Production of machinery 2.6 15.0 4.7 24.1 + 2.0 + 9.1
56/57 Production of electrical equipment 2.6 13.1 4.3 20.1 + 1.8 + 6.9
58 Means of transport 2.5 14.1 4.5 15.1 + 2.0 + 0.9
59 Precision-mechanical, medical and optical appliances 4.4 15.5 6.3 23.1 + 1.9 + 7.6
93 Other asset-management services 6.0 18.1 6.8 19.0 + 0.8 + 0.9

Source: Input-output table: WIFO, Austrian Central Statistical Office; own calculations.

methods (above all in terms of capital intensity) and needs
to be interpreted accordingly.

The input-output table is based on the 1968 classification
of enterprises and defines business services as real-estate
services, legal services and accountancy services, i.e.,
more narrowly than the ÖNACE classification. In 1983,
the manufacturing sector and industry spent 2.3 percent of
their gross output on business services and 13.1 percent
on services in general. 6 percent of the gross output of
business services (18.1 percent of services in general)
were consumed within the business services sector itself;
these figures do not include imports of business services.

Between 1983 and 1994, the “business ser-
vice intensity” of the manufacturing sector
increased by 78.3 percent to 4.1 percent.
Services in general grew by 50.4 percent
during the same period.

Between 1983 and 1994, the “business service intensity”
of the manufacturing sector increased by 78.3 percent to

4.1 percent. Services in general grew by 50.4 percent dur-
ing the same period. This development clearly shows that

• industrial demand for services is increasing (i.e., indus-
try is outsourcing services to a growing extent) and/or

• the service sector has been able to increase its prices
(not least through quality improvements) faster than in-
dustry.

The above-average development of prices in the service
sector is extremely difficult to interpret, as production
quantities can hardly be measured in statistical terms and
correction of prices for quality improvements is practically
impossible. Hence, no attempt at deflation has been
made.

The most substantial increase in demand for business ser-
vices and the strongest trend towards outsourcing (and/or
price increases) have been observed in printing and copy-
ing, the leather industry, the food and beverages industries
and the clothing industry – all sectors under strong com-
petitive pressure and subject to fast structural change. Pre-
sumably, these are the sectors accounting for most of the
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additional demand for business services and the outsourc-
ing of service activities.

Besides the above-mentioned sectors of trade and indus-
try, the business service intensity was highest in the follow-
ing areas in 1994: precision-mechanical appliances,
medical and optical equipment, watches and jewelry, pro-
duction of non-ferrous metals, production of machinery,
musical instruments and sports articles, production of
means of transport and production of electrical equip-
ment.

ECONOMIC POLICY COMMENTS

The short outline of the role and the development of the
business services sector reveals a number of issues of con-
siderable significance in economic policy terms. A suffi-
cient offer of business services essentially impacts on the
quality and attractiveness of a business location. The mu-
tual interaction (“forward” and “backward” linkages) of
service and industrial sectors results in agglomeration ef-
fects which make a location attractive despite its high-
wage level. Such agglomeration effects may help a region
to develop into a central production location instead of
being pushed to the periphery. In the process of glob-
alization, a location within a center of industrial activity
can maintain its wage level more easier in the presence of
an attractive offer of business services; in fact, agglomer-
ation effects may foster in divergent real-wage levels be-
tween the center and the periphery in the longer run.
Moreover, a growing offer of business services leads to
productivity gains as a consequence of higher specializa-
tion (a hypothesis not yet empirically confirmed) and helps
to safeguard or even extend the presence of headquarters
of multinational corporations at a given location. Eu-
ropean and/or national centers of multinational groups
with group-related functions are also of considerable im-
portance in this respect. Such a development compensates
(at least partially) for shifts of production to low-wage lo-
cations and increases the density of high-value-added and
skill-intensive activities at the locations in question.

Business services differ greatly from other goods. Most of
them are location-bound and highly differentiated in terms
of product characteristics. The services market is charac-
terized by information asymmetries, which constitute bar-
riers to market entry and result in comprehensive market
regulation. By international standards, the offer of busi-
ness services is below average in Austria and therefore
needs to be increased for reasons of economic policy.
With internationalization gaining in importance in the
wake of direct investments and exports also in the services
sector – and Austria lagging behind in this respect as well
– determined measures of internationalization should be

considered in order to prevent a loss of market shares in
Austria and abroad to foreign service providers (a risk in-
herent in the current development) and/or to gain addi-
tional market shares in this rapidly growing economic sec-
tor with its considerable employment potential. The follow-
ing approaches appear to be worth considering (see
measures proposed in the EU White Paper and already
implemented to some extent: Vogler-Ludwig – Hofmann –
Vorloou, 1993):

• The business services sector is characterized by a whole
range of complicated and comprehensive licensing
rules and regulations, which constitute a barrier to mar-
ket access for newcomers. Eliminating such barriers
while, at the same time, strictly maintaining the desired
levels of quality should be at the focus of economic pol-
icy measures – e.g., through mutual, inter-governmen-
tal recognition of formal qualifications and the elim-
ination and simplification of rules and regulations in fa-
vor of a competition policy-driven approach. By liber-
alizing market access and increasing market transpar-
ency, competition policy is to ensure efficient and well-
functioning markets with a competitive price structure
and high quality standards.

• Market access should also be facilitated through
start-up assistance and help in the approval and licens-
ing procedure. A stronger equity base for enterprises
would be highly desirable.

• Moreover, measures to increase the size of enterprises
(e.g., through the promotion of networks) and support
in the process of internationalization would also be
meaningful. Business services constitute an important
input for export businesses and may considerably im-
prove a country’s export performance (e.g., export of
planning services by the business services sector itself,
engineering consultancy, expert opinions, etc.). Multi-
national consultancy businesses are gaining in impor-
tance not only in Western Europe, but also in Central
and Eastern Europe; as a result, smaller businesses are
finding it more difficult to establish themselves in the
face of intensified competition.

• Business services are strongly dependent on the quality
of training of those working in the sector. Hence, meas-
ures to maintain and improve the standard of qual-
ifications at all levels are essential. In the service sector,
formal qualifications have an important “signaling ef-
fect” as indicators of a high standard of quality. This
should also be taken into consideration in the granting
of licenses and the design of training programs. Hence,
internationally recognized, independent organizations
(e.g., universities and/or university departments, tech-
nical colleges, independent research and testing insti-
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Thanks to their excellent performance, business services
have attracted the attention of economists in recent
years. According to national accounts figures, they con-
tributed ATS 126.2 billion, or 5.2 percent, to Austrian
GDP in 1996 and provided 143,490 jobs. In 1987 to
1996, average growth in value added amounted to
10.0 percent in nominal terms and 5.8 percent in real
terms. Employment increased by 5.5 percent per year on
average. In contrast, the services sector as a whole
achieved an average job growth of 1.5 percent per year,
whereas manufacturing lost 1.4 percent on average dur-
ing this period.

Compared to other OECD countries, Austrian business
services lag behind, at a share of 6.1 percent of employ-
ment, although their growth rate is better than in most
comparable countries. The speed at which they gain
ground reflects the high growth potential inherent in this
sector. It is expected that in-house services will be in-
creasingly outsourced. Looking at input-output statistics
for 1983 and 1995, we find that the manufacturing sec-
tor has indeed stepped up its provision of services but
that additional demand for new services has been cre-
ated in parallel. Available data suggest a net increase of
new jobs, although no proper econometric evaluation
has yet been made.

In this paper it is argued that business services have a num-
ber of distinct characteristics which create barriers to com-
petition. They are basically intangible and cannot be
traded. Ex-ante quality cannot be unobservable, which fre-
quently leads to information asymmetries (especially moral
hazard). It is thus important for suppliers to establish long-
term relationships with customers and to project a quality
image. For this reason the market for business services is
characterized by a high degree of regulation as well as
high entry barriers. The sector is also a typical example of a
market with a wide range of products, dominated by some
companies and little competition in spite of the generally
small size of firms and the absence of economies of scale.

Business services are intermediate inputs which improve a
region’s standing as a business location. A great variety
of specialized services, usually tied to the location, leads
to productivity gains for the production sector, which in
turn drives supply when sufficiently large. The forward
and backward linkages between the two sectors induce
agglomeration economies and foster the establishment
of core-periphery patterns. In the presence of proximity
advantages, e.g., arising from transportation costs, re-
gions in the center can maintain higher real wages due to
agglomeration economies, while competition between
regions to attract new industries is weakened.

Business Services in Austria – Summary

tutes) should be more strongly involved in training and
licensing.

• As a consumer of business services, the public sector is
well placed to add momentum to the development of
this sector in view of the considerable potential for fur-
ther outsourcing of services from the public sector, on
the one hand, and the large share of public sector con-
tracts in the total volume of sales of the business ser-
vices sector, on the other hand.
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