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Abstract 

The essay “Defence Economic Issues of the Neutrality of Austria” 
discusses the influence of economic, political and military factors on 
the demand for security in the national and international context 
under the condition that Austria is a neutral country. To discuss the 
economic factor in an appropriate degree of thoroughness, the author 
uses Gross Domestic Product, Economic Stability, Armament 
Industry, Trade involvements and Supply with raw materials as a 
research object. In the case of political factor he analyzes the 
Program of the Government, Lobbyists as well as international 
political situation and international liabilities. To analyze the influence 
of military factors he used the Security and Defence Strategy, Threat 
and the Support of other members of an Alliance. The essay showed 
that Austria has used his permanent neutrality cleverly to spend for 
national security only just such an amount of money for the defence 
of the country to appear not defenceless and unprotected against an 
aggression. 
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Resümé 

A semleges Ausztria védelemgazdasági kérdései c. tanulmány az 
ország védelemgazdaságának helyzetét vizsgálja, melynek 
középpontjában az áll, hogy milyen módon hatnak a gazdasági, 
politikai és katonai tényezők a védelmi szükségletekre a szomszédos 
országban. A gazdasági tényezők szakszerű vizsgálata érdekében a 
szerző közgazdasági kategóriákat (GDP, gazdasági stabilitás, 
védelmi ipar és kereskedelem, nyersanyagokkal való ellátás) használ. 
A politikai hatások felmérése érdekében elemzi a kormányprogramot, 
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a lobbisták tevékenységét, valamint a nemzetközi politikai és jogi 
környezet megbízhatóságát ellátási szempontból. A katonai 
hatástényezők bemutatására értékeli Ausztria Biztonsági és Védelmi 
Stratégiáját, a fenyegetettségeket, valamint más tagországi 
szövetségi segítségnyújtás lehetőségeit. A cikk bemutatja, hogy a 
semleges státusz előnyeit élvező Ausztria éppen csak annyit költ a 
nemzeti biztonságra, hogy ne maradjon teljesen védelem és 
biztonság nélkül. 

Kulcsszavak 

védelemgazdaságtan, biztonsági kereslet és kínálat, stratégiai 
nyersanyagok, hatástényezők, ellátás nemzetközi megbízhatósága, 
Ausztria  

1. Introduction 

Until the younger past economic thinking was neglected in the 
research field of security policy in Austria. And economists have also 
failed to introduce the well developed research methods of economics 
into security policy in an appropriate way. Therefore in Austria exist 
only few publications about defence economics and defence 
economic issues of security policy measurements. The most 
important research works are books about defence economic topics, 
written by Breunig/Pöcher/Strunz2, Strunz/Dorsch, Strunz and several 
essays about special economic defence topics, written by 
Hübsch/Jackwerth, Trattnig and Pöcher published in the 

                                                 
2
  See: Breunig A. / Pöcher H. / Strunz H.: Wehrökonomik-Entwicklungen im 

internationalen Kontext, Lang, Frankfurt 2006 
Strunz H. / Dorsch M.: Sicherheitspolitik und Wirtschaft, Lang, Frankfurt 2003 
Strunz H.: Management in the Armed Forces, Eul-Verlag, Köln 2009 
Pöcher H.: „Burden Sharing“ versus „Trittbrettfahrerverhalten“ – Ökonomische 
Probleme von Allianzen unter Berücksichtigung der Lastenteilung, in ÖMZ 2/1994; 
Nachfrageverhalten nach äußerer Sicherheit/Verteidigung, in ÖMZ 2/1995;  
Geld für das Bundesheer- Das Verteidigungsbudget der 2. Republik aus 
sicherheitspolitischer Sicht, in Der Soldat 4/2005;  
Verteidigungsbudget und Volkswirtschaft, in Der Soldat 5/2005;  
Der Traum von Europa, in Der Soldat 15/2008;  
Alternative Finanzierung des Militärbedarfes, in Der Soldat 18/2008;  
Butter statt Kanonen?, in Der Soldat 10/2009 
While  Pöcher mostly analyzes macroeconomic issues of defence economics, 
Hübsch, Jackwerth and Trattnig analyze microeconomic issues of defence 
economics. 
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Österreichische Militärische Zeitschrift (Austrian Military Journal), 
Truppendienst (Service in Military Line Units) and the military 
newspaper Der Soldat (The Soldier). 

Besides foreign policy, armed forces are the most important 
organization to exert power. The production process within armed 
forces and the products which were produced by armed forces cause 
various effects which are a broad field for research work of different 
disciplines of sciences. Even military science, especially these 
military scientists who make research work on the economic effects of 
security and defence policy find a broad field of research work within 
armed forces. It is important to note that Adam Smith (1723-1790), 
one of the most famous founders of the modern economic theory, 
wrote in his masterpiece “An inquiry into the Nature and Causes of 
the Wealth of Nations (1776)” an entire chapter on the economic 
effects of defence.  

Power is the privilege of the larger countries. As an example, let us 
look in the past and see how powerful the Austrian-Hungarian 
Monarchy in their heyday really was. Though the Austrian-Hungarian 
Monarchy was a great power in Europe, the Habsburg Monarchy 
played a minor role world-wide and played economically and military 
not the role which could be expected for such a large country as the 
Habsburg Monarchy was in their heyday between 18th and the 
beginning of the 20th Century. After the defeat in the World War One, 
the Habsburg Monarchy dissolved and every nation went its own way. 
The dissolution of the Monarchy extraordinarily concerned Austria 
and Hungary. The industrial well developed Austria became a small 
country and lost its consumers in the other parts of the former empire. 
Hungary lost more than two-thirds of its territory and became a small 
country, too.  

During the times when Austria and Hungary were a part of the 
Habsburg Monarchy, the relationship between Austria and Hungary 
wasn’t the best. Today this relationship is a model for a best possible 
neighbourhood of two sovereign small democratic countries. After the 
dissolution of the Warsaw Pact organization in July 1, 1991 in nearly 
all fields of daily life the contacts between people of both sides of the 
border developed stimulatingly. In particular, the contacts of military 
masterminds became more and more fruitful, because both countries 
had to solve the same problems during the reengineering process of 
their armed forces after the fall of the so called Iron Curtain. After the 
end of the Cold War there was no more need for armies, armed with 
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large arsenals with heavy weapons and weapon systems. While 
Hungary became a member of NATO in 1999, Austria decided to be 
permanent neutral until now. Though Austria is a neutral country, it 
takes the chance to get membership in North Atlantic Treaty 
Organization (NATO) program partnership for Peace/ NATO-PfP 
since February 10, 1995. This membership enables the Austrian 
Armed Forces to standardize training and equipment of the whole 
Forces with NATO standards. This is an important fact for the 
Austrian Armed Forces to take part in missions abroad.  

Austria (1995) and Hungary (2004) are also members of the 
European Union (EU) and both countries fully take part in the Security 
and Defence Policy of EU, especially in the European Defence 
Agency (EDA), the most important agency which guarantees that the 
European defence industry will develop in the right direction in the 
future. Though Austria and Hungary are members of the EU, both 
countries had organized their armed forces in their own way. While 
the Honvéd Army of Hungary are volunteer forces, the Austrian 
Armed Forces are a draft army with militia. 

From the point of view of economics of defence it is interesting to 
analyze the impacts and effects of the different security and defence 
policy of Austria and Hungary. In the essay, the author analyzes the 
defence economic issues which result from the permanent neutrality 
of Austria. As a basis for further discussion, it is necessary to explain 
the keystones of the Austrian permanent Neutrality in a first step. In a 
further step, the author tries to explain why economics of defence is 
an important science discipline in military science as a basis for the 
further discussion of the topic. Subsequently the defence economic 
issues of the neutrality of Austria are discussed using economic, 
political, military, national and international factors. 

2. The permanent Neutrality of Austria3 

The international law differentiates between plain or normal 
neutrality and permanent neutrality. A permanent neutral state is a 
sovereign state, which is bound by international treaty to be neutral 
towards the belligerents of all future wars. A permanent neutral state 
has to obey rights and duties in peacetime, i. e. a permanent neutral 
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  See: Ulrich Ch.: Handbuch Wehrrecht, Verlag Österreich, Wien 2008 
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state is not allowed to be a member of a military alliance and it had to 
be carefully making its economic activity, especially trading with non-
neutral countries. 

The jurisdiction4 of international law defines permanent neutrality in 
such a way that a permanent neutral state has no obligations to 
burden all the necessary costs to be successful against a fully military 
aggression of a great power. It is only essential for a small permanent 
neutral state to spend only just such an amount of money for the 
defence of the country to appear not defenceless and unprotected 
against an aggression of a single small neighbour state. 

After the withdrawal of the allied occupying forces in 1955, Austria 
became an independent state and after regaining its sovereignty 
Austria passed the Neutrality Act in October 26, 1955. The permanent 
neutrality was an important factor during the Cold War period 
between the end of the World War Two and the fall of the Iron Curtain.  

Shortly after the end of the Cold War in Austria a discussion 
happened, if the permanent neutrality of Austria is an obstacle to 
become a member in EU. The discussion led to a positive result in 
the final end. Therefore Austria became a member of EU in 1995 and 
amended the Constitution to be able to contribute to the security and 
defence policy of EU5 Though Austria is furthermore a neutral state it 
is possible for the Austrian Armed Forces to take part in missions 
abroad commanded either by NATO and EU. Since Austria has been 
a member of the United Nations (UN).  

Austria is therefore a host of important agencies of UN, i.e. the 
International Atomic Energy Agency (IAEO) and the United Nations 
Industrial Development Organization (UNIDO). Austria also hosts the 
Organization of the Petroleum Exporting Countries (OPEC) and the 
Organization for Security and Co-operation in Europe (OSCE).  

                                                 
4
  See: Hummer W. (Hrsg.): Paradigmenwechsel Ansichten österreichischer 

Völkerrechtler zu aktuellen Problemlagen im Völkerrecht zur Jahrtausendwende, 
Manz, Wien 2002 
Neuhold H., Hummer W.,  Schreuer Chr.: Österreichisches Handbuch des 

Völkerrechts, Manz, Wien 
5
  The amendment concerned article 23 of the Constitution. An article 23f was 

added beigefügt wurde, der die Mitwirkungsmöglichkeiten Österreich an der 
Gemeinsamen Außen- und Sicherheitspolitik der EU regelt. 

http://www.buch.de/buch/autor/hanspeter_neuhold.html
http://www.buch.de/buch/autor/waldemar_hummer.html
http://www.buch.de/buch/autor/christoph_schreuer.html
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Today more than 1.100 Austrian Soldiers6 take part in missions 
abroad worldwide. The most important mission for Austrian soldiers 
are Austrian Logistic Contingent/Lebanon/UNFIL, Austrian Contingent 
/ Kosovo Force (AUTCON/KFOR) and Austrian Contingent / 
European Union Force (AUTCON/EUFOR). Figure 1 shows the 
Foreign Deployments of Austrian Armed Forces. 

 

 

Figures 1: Foreign Deployments of Austrian Armed Forces 

The participation in mission abroad lead by UN, NATO or the EU 
causes effects on the Armed Forces. We will discuss the effects later 
in detail. 
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59 

3. Defence Economics and Defence Economics Issues7 

Like the laws of nature, military threat, conflicts, wars and armed 
forces are a part of humankind. Though there have been existing 
armed forces and the demand of armament goods since long ago, 
defence economics became a science discipline only when the 
warfare became more and more interdependent on economic 
requirements. This increasing interdependence asked for scientific 
advice how to handle economic problems in connection with the 
needs of armed forces to guarantee high readiness and high 
operational readiness. In particular the questions how to handle 
economic problems to prepare for a great war became urgent before 
the First World War. Therefore, most of the great powers established 
economics of defence as a science discipline and subsidiary of 
economic science. The economic thinkers of the time before the 
World War One thought that a frictionless function of the armed 
forces needs a specific economic structure which had to ensure that 
armed forces get all the necessary resources to win a war. In wartime 
the special kind of connection of a branch of economic thinking is 
called war economy and in peacetime it stands for economics of 
defence or defence economics. The most important topic of research 
fields of defence economics during the Cold War period were 
analyzing the connections between national economy, politics and 
military affairs, the determination of economics demand under 
conditions of peacetime and wartime, the production and distribution 
of goods and services for armed forces, the efficient use of all 
available resources within the armed forces, the economic 
mobilization in wartime. After the fall of the Iron Curtain and the end 
of the Cold War the fields of research of defence economics have 
changed. The defence economics turned from an economic of 
preparation the war into an economic of peace protection and peace 
preservation. 

The requirements of national defence set the national economy the 
difficult task to create all material conditions, which are necessary for 
the armed forces to be fitted with the highest possible operational 
readiness. This necessity asks for economic resources for armed 
forces which are in quantity large, in the structure complex and in 
quality valuable. It shall just be mentioned in passing that armed 

                                                 
7
  See:  Autorenkollektiv der Militärakademie Friedrich Engels; Beiträge zur 

Militärökonomie, Berlin 1976 
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forces have not only impacts on the whole economy but also effects 
on the regional structure of the national economy. The demand on 
factors of production land, labour and capital has effects on the 
national and regional economy. It is not possible to discuss all the 
effects coming out of the production process within armed forces in 
detail in this topic. That would exceed the range of the essay.  

The accurate kind of economic resources which a country should 
make available for the armed forces had to be estimated carefully in 
calculations. The most important operand in such calculations is the 
demand for the quantity and quality security. The results of these 
calculations should be used as a basis for concrete supply of the 
quantity and quality security provided by the government.  

4. Supply and Demand for Security 

Neutral states are only able to define their demand for security in 
the point of view of a single state. Compared with this, in an alliance 
each member is able to take into consideration the point of view of 
the other members. The factors which have an influence defining the 
demand for security can be divided into national and international 
environment and into the three categories economic, political and 
military factors. With these factors it is possible to draw up a matrix, 
which can be seen in diagram 1. 

Determining factors for demand on security 

Diagram 1: 

Factors National International 

Economic Gross Domestic 
Product 
Economic Stability 
Armament Industry 

Trade involvements 
Supply with raw materials 

Political Program of the 
Government 
Lobbyists 

International political situation 
and international liabilities 

Military Security and Defence 
Doctrine 

Threat 
Support of other members of 
an Alliance 

 
Source: Adapted by the author from Fritz-Assmus, page 156 
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Not all the factors which are included in the matrix are able to use 
for calculation8, but the matrix shows that it is evident that the amount 
of defence expenditure could be explained as an interaction between 
economic, political and military factors. 

4.1 The influence of economic factors on the demand for 
security 

4.1.1 Gross Domestic Product (GDP) 

With a GDP per capita of nearly 46.400 US-Dollar in 2014, Austria 
belongs into the group of the wealthiest states of the world. Within the 
1960s and 1970s the growth rate of GDP per annum was nearly 4.8 
percent, afterwards approx. 2.2 percent. Therefore, after the end of 
the Second World War Austria became more and more richer and the 
increase in welfare had significant effects on the standard of living for 
all people in Austria. Within the last years, as an accompanying 
economic phenomenon of the world wide recession, the growth rate 
of the Austrian GDP slows down. During all these periods, the growth 
rate of all of the expenses of the government, except the expenditure 
for defence, were almost the same as the growth rate of GDP. 
Compared with other expenses of the government, since 1955 the 
expenses for defence have been increased only in 1983 above the 
real growth rate of GDP.  

To compare expenses for defence of different countries we use the 
ration of defence budget and GDP. The ration of defence budget and 
GDP is also an important figure to evaluate the “burden sharing” in an 
alliance. Within the last 50 years Austria spent not more than 1.5 
percent of GDP. After the fall of the Iron Curtain and the end of the 
Cold War the ration for Austria sunk under 1 percent and it is now 
stabilized at a rate of 0.8 percent9. Within the same period the smaller 
neighbour states of Austria spent 3 percent or more during the Cold 
War period and after the dissolution of the Warsaw Pact all these 
countries spent more than 1 percent of their GDP. It is possible to 
confirm with statistical data that the neighbouring countries had to 

                                                 
8
  The author intentionally wrote the essay without using mathematics, which is 

normally common for the modern economic theory. 
9
  See: Pöcher H.: Geld, Geld und noch einmal Geld..- Streitkräfte und Wirtschaft- 

Das Österreichische Bundesheer als Wirtschaftsfaktor von 1955 bis in die 
Gegenwart, Seite 97-99 
International Institute for Strategic Studies (IISS): The Military Balance, issues 
since 1960 



62 

spend more for their military security because of their membership in 
an alliance and the necessity of a burden sharing in an alliance. 
During all the periods after the Second World War Austria behaved as 
a free-rider, because it had no need to obey the behaviour of other 
member states of an alliance or the collective burden sharing in an 
alliance. As a result of the discussion about the effects of a 
correlation of GDP and the growth rate of defence expenses in the 
special case of the permanent neutral Austria we can conclude that 
Austria attributed to national defence less importance than most of 
the other small countries in Europe which are neutral or members of 
an alliance. For example, in opposition to the special case of Austria 
other neutral countries in Europe 10 , i.e. Sweden and Switzerland 
spent more money for their security than Austria. Within the last 40 
years Sweden spent nearly 100 billion and Switzerland 46 billion 
Euros more than Austria for their national defence. 

In conjunction with the discussion about the Austrian defence 
budget it is interested to make a look into the stenographical records 
of the budget debate in the representative assembly of the Austrian 
parliament in 1956. Every speaker who took part in the debate 
expressed that more money for the Austrian Armed Forces would be 
desirable, but the rearmament process of the Austrian Armed Forces 
shouldn’t become a burden for the social security. One member of the 
parliament said, that Austrian Armed Forces which were rearmed at 
the expense of social welfare are not armed forces of the people but 
only armed forces which will harm the social structure of Austria. 

4.1.2 Economic Stability 

Economic policy uses the so called „Magical Polygon“ to explain 
the mutual dependence of the most important macroeconomic 
aggregate figures like price level, employment, distribution, balance of 
trade, environment and economic growth. Only if all the aggregate 
figures are well-balanced, the magical polygon is in equilibrium and 
the same should happen with the whole national economy. During the 
course of economic history, instabilities of the Magical Polygon were 
always in a close relationship to deficits of the state’s budget. 
Therefore, the reduction of public debt is always a good method to 

                                                 
10

  During the Cold War in the 1970s, Sweden spent 3.8 percent of GDP and 
Switzerland 1.8 percent of GDP for their military security. Because the GDP of 
both countries were higher than the GDP of Austria, in an absolute amount of 
US dollar Sweden und Switzerland spent a lot of more money for their military 
security than Austria. 
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stabilize the magical polygon and to find a new equilibrium situation 
for the whole national economy. To reduce deficits governments often 
make proposals for the reduction of special government expenses. In 
Austria, it has tradition to reduce public debt following a reliable 
pattern. Saving of government spending happened normally in an 
area of public responsibility which has not an immediate effect on the 
single member of the society. Analyzing every chapter of the state’s 
budget, we can conclude that in Austria governments saved in times 
of austerity budgets disproportionate by defence expenditure. 
National Defence had to contribute a higher burden in times of budget 
cuts. These budget cuts were often made without analyzing the 
necessities which should be based on the requirement of the security 
and defence policy. 

4.1.3. Defence Industry11 

The worldwide reputation of products of a national defence industry 
is important for the success in the business of the armament supply. 
During the Cold War nearly all countries had a large demand on 
technical high developed and sophisticated armament goods. To 
guarantee a far-reaching autarchy in the supply of armament goods 
during a conflict or a war nearly every state founded its own defence 
industry. In the former member-states of the Warsaw Pact 
Organization the single firm of the armament industry was state 
owned, in the western hemisphere state owned or mostly privately 
owned. 

Like the member-states of a military alliance the neutral countries 
also founded their own defence industry to guarantee a far-reaching 
autarchy of supply of necessary armament goods in times of a conflict 
or war to their national security organizations. Analyzing the market 
for armament goods it can be clear seen that firms of defence 
industry of neutral states had not the sales like firm of defence 
industry of member states of a military alliance. The reason therefore 
is that defence industrial firms of neutral states often have barriers to 
entry into an alliance for selling their products. Firms of the armament 
industry of member states in a military alliance normally have a larger 
market share for their products. The accompanying phenomenon of 
the production of the firms of the armament industry in neutral 
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  See:  Pöcher H.: Geld, Geld und noch einmal Geld..- Streitkräfte und Wirtschaft- 
Das Österreichische Bundesheer als Wirtschaftsfaktor von 
1955 bis in die Gegenwart, Seite 65 ff 



64 

countries is unviable number of pieces which resulted in a higher 
price for a single product.  

During the Cold War the single firms of defence industry of Austria 
had often problems to find customers for their products in a military 
alliance. Therefore the Austrian Armed Forces was the only buyer of 
goods produced by the Austrian defence industry. Often in an 
armament deal with national firms of the armament industry the 
Austrian Armed Forces had to pay a so called “extortionate price”, 
which was normally higher than a price for nearly the same good 
produced by a firm situated in a member-state of a military alliance. 
Paying a higher price than the world-wide market price for armament 
goods was an additional burden for the low Austrian defence budget. 
The lack of money to buy investment goods lead to a hesitatingly 
purchase behaviour of the Austrian Armed Forces. For that reason, 
the Austrian armament industry has declined since the middle of the 
1980s. Another reason for the decline of the national defence industry 
was the restrictive national law for export of armament goods. During 
the heyday of the Austrian armament industry at the beginning of the 
1980s nearly 15.000 people worked in firms of the armament industry. 
After the decline in den late 1980s and in the 1990s at the beginning 
of the 2000s only 1.500 persons produced armament goods in a 
handful firm. On the world market for armament goods only niche 
products of Austrian firms were demanded, i.e. the Cam copter of 
Schiebel, aircrafts for basic training of Diamond Aircraft or pistols 
produced by Glock. These three products are a real success story. All 
these products are bought by security organizations and the Armed 
Forces of USA. 

4.1.4 Trade relations and Supply with raw material 

During the so called world-wide globalization, a high standard of 
industrialization and a large dependence on raw materials lead to a 
high extent of international trade relations and therefore to a strong 
dependence of all national economies to each other. The neutrality 
offers thereby the possibility to trade goods and services with all 
independent states in the world, but doing trade business it is always 
necessary for a neutral country to obey the principles of neutrality. 
Austria is a small country and its trading partners are mostly 
neighbouring countries. During the Cold War the most important 
trading partners of Austria were Germany, Italy, Switzerland and 
Yugoslavia. Less important was the trade with Russian and the other 
former member states of the Council of mutual aid. After the Fall of 
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the Iron Curtain in 198912, the NATO-members Germany, Italy are 
furthermore the most important trading partners of Austria, but more 
and more important became the trade with the states of the Balkan 
region and with the small countries of Central and Eastern Europe. 
Since the early 1990s Austrian banks and firms has been one of the 
most important investors in Central and Eastern Europe. As a 
countermove of the success of Austrian banks in this part of Europe 
the Austrian economy achieved high growth rates. 

Besides other countries, Austria is also engaged in crisis reaction 
operations and peace keeping operations at the Balkans in Bosnia 
and Herzegovina and in the Kosovo. These both crisis reaction 
operations are important for the Austrian foreign and economic policy. 
Both peace keeping missions could be used to offer “good offices” 
and the missions could also be used as a door-opener for the 
Austrian economy to make business in these regions. In the case of 
Austria, it is clear that Austrian firms made no big business in the 
operation area as because Austrian troops operated as a door-
opener for the Austrian economy.  

Special studies about the connection of operations of armed forces 
and economic activities of firms of the same country in these regions 
showed that only firms of large countries which deployed large 
contingents in missions abroad are able to make big business in the 
operational area. Only in such a special case the motto of the times of 
imperialism “trade follows the flag” is appropriate. On the other hand, 
firms of small countries which deployed only small contingents in 
missions abroad are normally excluded from big business in such 
regions.  

In the case of Austria, it is significant that in the wake of all 
missions abroad of the Armed Forces, Austrian firms didn’t make big 
business in the past. The success of Austrian banks and some 
Austrian firm in regions where Austrian Armed Forces were (i.e. in 
Cyprus) and still now present in peace keeping operations is 
independent from the deployment of Austrian troops.  

                                                 
12

  See: Hungary began on May 2, 1989 with the destruction of the Iron Curtain. In 
June 1989, in the area of Sopron, the Austrian Minister for Foreign Affairs 
Alois Mock cut the wire of the Iron Curtain at the fortified border with 
Communist neighbour Hungary, together with his Hungarian counterpart 
Gyula Horn. During the following months thousands of East German 
citizens could therefore emigrate to Austria and West Germany. This 
marked the beginning of the fall of Communism. 

http://en.wikipedia.org/wiki/Iron_Curtain
http://en.wikipedia.org/wiki/Communist
http://en.wikipedia.org/wiki/Gyula_Horn
http://en.wikipedia.org/wiki/German_Democratic_Republic
http://en.wikipedia.org/wiki/West_Germany
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Nevertheless it shouldn’t be underestimated that the permanent 
neutrality of Austria is important to provide so called “Good Offices” to 
other countries as well as knowledge and expertise to other armed 
forces, i.e. for example, Austria trained soldiers of several armies in 
the Balkans in mountain warfare and alpine skiing or alpine climbing. 

4.2 The influence of the political factors on the demand for 
security 

Political parties run an election campaign with a special program 
and election campaign slogans. After the election and the formation 
of a government, the governing party or the coalition parties negotiate 
an agreement for the legislature period. Within this agreement we can 
also find the conception of the security and defence policy for the 
legislature period. An agreement therefore has considerable effects 
on the armed forces and defence economic issues on the whole 
national economy. 

4.2.1 The program of the Government 

Normally, in western democracies the changing governments have 
great influence on the amount of defence expenditure. In Austria the 
changing governments don’t exert great influence on the amount of 
the defence expenditure. Studying the agreements of all governments 
in Austria up to now, in the case of Austria we can consider that since 
1955 the protection of national security by an active foreign policy has 
been more important than the defence policy based on strong armed 
forces. Since 1955 hand in hand with the valuation of national 
security by the government has been gone the allocation of resources 
for the armed forces. The Austrian Armed Forces received less 
money than other countries which valued defence policy based on 
strong armed forces higher than a foreign policy.  

4.2.2 Lobbyists 

Lobbyists, especially the so called “Austrian social partnership” had 
and have a great influence on daily politics and shaped the important 
parts of political and social life in Austria until now. All the lobbyists 
have also great influence on the distribution of the scarce resources 
of the whole society. In Austria, the Austrian Armed Forces had to 
take note of the fact that there is no strong lobby which support the 
armed forces in their effort to gain a higher defence budget. 
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4.2.3 International political situation and international liabilities 

Important for a single country is the position within the international 
political dynamics. A permanent neutral country had to take in his 
strategic considerations all possible potential rivals in his 
neighbourhood. The result of such considerations must have an 
influence on the amount of the defence budget. Austria is a member 
in several International Organizations, i.e. UN, EU, and OSCE. Within 
these mentioned organizations, Austria takes part in peace keeping 
operations. Since the past, all the participations in crisis reaction 
operations have been strengthening the good reputation of Austria. 
Austria therefore made a name for itself and within the international 
community Austria has a good reputation to be a reliable partner. 

The membership of Austria in international organizations causes 
defence economic issues because of the participation of nearly 1.100 
Austrian soldiers in various missions abroad. In comparison to its size, 
Austria takes part in such missions disproportionally. The participation 
of soldiers in various mission had an effect to the procurement of 
armament goods and services. For example, the Austrian Armed 
Forces had to procure special armament goods suitable for the 
operation in the desert of Chad. 

Due to instabilities and civil wars in the Middle East the 
international political situation changed dramatically within the last 
months. The current crises and civil wars on the surroundings of 
Europe produced a great wave of refugees who are wandering 
through open gate into Europe like grasshoppers (Locusts) and hold 
up their hands for financial assistance. Many of these refugees will 
never go back home and will stay in Europe without finding a work to 
be able to earn a living for themselves through their own efforts.  

Therefore many of them will become a burden and the taxpayer 
had to pay for them without getting something back. Within the next 
decades, Austria will become poorer and more dangerous and had to 
save money. Therefore the government had to reduce public 
spending. In such a situation, in Austria it has become a much-loved 
tradition that the government reduces defence spending at first.  
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4.3 The influence of the military factors on the demand for 
security 

4.3.1 Security and Defence Strategy 

Starting point to value the military demand on national security is 
the estimation of the security position of the country in the 
international environment. The deviation between the intended goals 
of national security and the achieved measurements should result in 
a modification or change of the amount of defence spending. Since 
the early 1960s, Austria evaluated the achievements of the defence 
and security policy periodically. During these processes, working 
groups of reform commissions defined new defence strategies. The 
results of all the reform commissions lead always into a reshaping of 
the goals of security and defence policy. Part of every evaluation was 
the estimation of defence spending for the newly shaped security and 
defence policy. For example, during the discussion process about the 
National Defence Plan (Landesverteidigungsplan) in the early 1980s, 
a financial framework was discussed but never went into operation. 
And during the works on the final paper of the Reform-commission 
2010 a financial framework was also broadly discussed in detail, but it 
didn’t find way into the final report.  

In the past, all the concepts and ideas reshaping the security and 
defence policy of Austria and the concepts of reorganizing the 
Austrian Armed Forces were concepts which raised many hopes 
within the Austrian Armed Forces and in the society too. The 
realisation of all these concepts stopped lack of money on the half 
way. In the opinion of the Author, the reason why all these concepts 
were not fully put into action was the fact that Austria had no pressure 
of a so called “burden sharing” of an alliance. Austria as a permanent 
neutral state trusted more in its permanent neutrality than in concepts 
which were fully put in action. 

4.3.2 Threat 

A comprehensive analysis of the international environment should 
include the threat and the support of possible partners in an alliance. 
Noticeable and latent threads must have effects on the amount of 
defence spending. While in a military alliance, member states always 
had to consider the support of other member states, a permanent 
neutral state is able to estimate the thread in the perspective of a 
single country. Besides the estimation of a probability of a conflict, 
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another method of calculation of thread is to estimate the military 
potential in the neighbourhood which threaten a country. 

So far, the self select permanent neutrality of Austria had a 
significant influence on the amount of defence spending. During the 
Cold War period Austria trusted in its permanent neutrality as the best 
possible precaution against potential threads. Therefore the Austrian 
politicians voted for a lower defence budget than all the neighbour 
states. 

4.3.3 Support of other members of an Alliance 

Though Austria is a permanent neutral country, it had to take into 
consideration its membership in EU and the entrenchment in the 
security system of the EU. This security system can also be seen as 
a military alliance but with another shape as the military alliance 
NATO. 

From the point of view of an economist, it is interesting to analyze 
the effects of a membership of Austria in the security system of the 
EU. We will analyse the effects using two economic concepts in one 
model. One concept is the production-possibility frontier, the other 
concept are indifference curves. A production-possibility frontier or 
"transformation curve" is a graph that shows the different rates of 
production of two goods that an individual or group can efficiently 
produce with limited productive resources. The production-possibility 
frontier shows the maximum obtainable amount of one commodity for 
any given amount of another commodity or composite of all other 
commodities, given the society's technology and the amount of 
factors of production available. An indifference curve is a graph 
showing different bundles of goods, each measured as to quantity, 
between which a consumer is indifferent. That is, at each point on the 
curve, the consumer has no preference for one bundle over another. 
In other words, they are all equally preferred. One can equivalently 
refer to each point on the indifference curve as rendering the same 
level of utility (satisfaction) for the consumer. Utility is then a device to 
represent preferences rather than something from which preferences 
come. The main use of indifference curves is in the representation of 
potentially observable demand patterns for individual consumers over 
commodity bundles. 

The following figure 2 “The advantage to be a member of a military 
alliance” is based on different production-possibility frontiers and 
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http://en.wikipedia.org/wiki/Demand
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different indifference curves. The simple model in figure 2 shows the 
advantage to be a member of a military alliance. The two goods that 
were produced by the country are military security and a bundle of 
civilian goods. 

 
Figure 2: The advantage to be a member of a military alliance 

Source: Kennedy G.: The Economics of Defence, 1975 
 

The production-possibility frontier (PPF) of a small neutral country 
in our model stretches from point A to point B. The PPF shows all 
alternative combinations of civilian goods and military security that 
can be efficiently produced with fixed resources. It is clear that the 
position of maximum utility in the case of the small country is at point 
P, where the indifference curve I’ be a tangent to the PPF. In point P 
the country produces OQ quantity of military security and OF quantity 
of civilian goods. Under the assumption that the small country 
became a member of an alliance it can add to its military security the 
military security of the whole military alliance with the effect that the 
PPF shifts outward to point B’. The new maximum is at point R where 
the indifference curve I’’ be a tangent to the new PPF. In point R the 
combination of OS military security and OD civilian goods is chosen. 
After joining a military alliance, in our special case the small country 
can produce and consume more military security (OS > OQ) and 
more civilian (OD > OF) goods. 
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A possible explanation of the result is the fact that a small country 
in a military alliance tend to be a free-rider. Because the country feel 
safe as a result of the higher defence expenditure of the larger 
countries of the military alliance, the small country reduces all its 
effort concerning military expenditure significantly. In such a case the 
smaller country of a military alliance saves money and resources 
which can be used to produce other good than military security, i.e. in 
the case of our model more civilian goods. 

5. Co-operation with other neutral states 

During the Cold War period the status of permanent neutrality was 
for Austria a great advantage for the co-operation with other neutral 
countries in Europe. Since decades has existed a close relationship 
of Austria to Sweden and Switzerland. A looser co-operation exists 
with the neutral Finland and Ireland and in the past there existed also 
a co-operation with the former ex- Yugoslavia. 

In the past, many relevant questions of military security were 
discussed between Austria, Sweden and Switzerland in working 
groups. The results were important for procurement of weapons and 
weapon systems. Concerning the equipment of the Austrian Armed 
Forces the talks between Austria, Switzerland and Sweden lead to 
many armament purchases of Austria in Switzerland and Sweden, i.e. 
military aircraft (Swedish made Saab jet trainer and fighter, Swiss 
made Pilatus transport and training aircraft, Swiss made Oerlikon 
Contraves anti-aircraft guns and electronics). The purchase of 
armament goods from the defence industry of other neutral states in 
Europe was an important signal of the Austrian foreign policy to 
express its will to be an independent neutral country. Austria bought 
during the Cold War period only weapon systems from firms which 
had their production facilities in member states of an alliance if the 
armament industry of other neutral states were not able to deliver the 
demanded goods and services. For example, Austria bought artillery-
systems, battle tanks and electronics from the USA, Great Britain, 
Italy, France and Germany. During the whole period of the Cold War, 
Austria didn’t buy any weapon system from countries which were 
member states of the former Warsaw Pact. To purchase weapons 
and weapon systems only from western democracies, Austria set a 
signal to be a member of the western democratic hemisphere. 
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Summary 

The requirements of an efficient national defence set a national 
economy the difficult task to provide all material requirements for the 
operational readiness. This necessity asks for economic resources for 
armed forces which are in quantity large, in the structure complex and 
in quality valuable. 

After regaining its independence, Austria passed the Neutrality Act 
in 1955. The Neutrality was an important factor during the Cold War 
period. The jurisdiction of international law defines permanent 
neutrality in a way that a permanent neutral state has no obligations 
to burden all the necessary costs to be successful against a fully 
military aggression of a great power. Austria uses this interpretation 
of international law to spend less money for the national defence than 
other small countries in Europe. 

The study showed that Austria has used his permanent neutrality 
cleverly to spend for national security only just such an amount of 
money for the defence of the country to appear not defenceless and 
unprotected against an aggression.  

As a member of EU, Austria is also a member of the security 
system of the EU. Austria therefore can receive all the benefits from 
the preparations of military effort of other member countries of EU. 
Because Austria feels safe as a result of the higher defence 
expenditure of the larger countries, Austria became a free-rider and 
reduces its effort concerning military expenditure significantly. 

In this special case Austria saves money and resources which it 
can be used to produce i.e. more civilian goods. 

At the beginning of the 21th Century an old motto of the Habsburg 
Monarchy is still valid: 
For its national security and for the Armed Forces, Austria spends 
only such an amount of money to lose a war with a sense of decency. 
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