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The service wages are even slightly declining in the last five years on ave-
rage. As a combination of these developments (in employment, wages, 
and productivity), the functional income distribution has been changing 
at the expense of labor in the last three decades. The wage share (labor 
compensation/gross value added in non-agricultural sector) declined from 
a level of 65.2% in 1978 to 50.9% as of 2005. Guger and Marterbauer 
(2004) argue that rationalization waves and the decline in employment 
reduced the bargaining power of the workers; the increased internatio-
nal competitive pressures determined the conditions of wage bargaining; 
and the flexibilization of the labor market through outsourcing, increased 
temporary work contracts, new working time arrangements and part-time 
employment also created pressures. In this study we focus on the effects 
of globalization to analyze how much of this decline is related to increa-
sed imports, outsourcing in particular, and Austrian outward FDI. We pay 
particular attention to the possible different effects of integration with the 
developed countries vs. the CEECs and the other low wage countries. 

The decline in labor share is not specific to Austria.2 Breuss (2007) finds 
that increased trade with the East and FDI in general cause a decline in 
the labor share in the developed EU countries. Recently the mainstream 
international institutions like OECD and IMF also could not stay indifferent 
to this development and addressed the issue, which is motivated by the 
increasing public discontent. OECD (2007) cites the 2005 Eurobarometer 
opinion poll, which shows that more people have a negative than a positi-
ve view of globalization and ”relocation of jobs to countries where wages 
are lower“ was the most frequently cited consequence of globalization. In 
OECD Employment Outlook (2007) Rodrik’s (1997) analysis pointing at 
the negative effects of globalization on labor is now playing an important 
role albeit with a delay of 10 years. OECD (2007) addresses that there has 
been a downward trend in the wage share, which has coincided with rapid 
growth in trade and FDI, but nevertheless they add an excusing remark 
afterwards that many other factors such as technological change, capital 
deepening and changes in the industry mix of output can contribute to that 
fall. 

IMF (2007) find that globalization (measured by changes in export and 
import prices, offshoring, and immigration) had a negative effect on the 
labor share in developed countries, but they cite globalization as one of 
several factors, and emphasize technological change and labor market 
policies as other important factors. However what is not discussed in the-
se studies is that it is quite hard to disintegrate the technology shocks from 
trade induced technological change. The reverse is also true. Technolo-
gical change facilitates international transactions through lower costs and 
thus generates the conditions for globalization. Interestingly in the study of 
IMF (2007) the skilled labor share3 declines much more due to globalizati-


