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1  Introduction: Analysis of Labour Markets  
in Border Regions

1.1 Motivation

In the course of globalisation European countries are facing new challenges, which 
is particularly evident on the labour market. While employees in Western European 
countries are exposed to growing pressure from low-wage transition and develop-
ing countries primarily situated in Eastern Europe and Asia, the workers in these 
upcoming economies are also having to cope with the rapid changes. An idiosyn-
cratic situation is arising in this regard at the direct frontier of “old” EU member 
states with the 2004 accession countries. From the Baltic to the Adriatic Sea a con-
siderable number of EU citizens are affected by the economic integration process.

In principle, border regions play a special role in an integration process, since 
effects of transnational competition should be stronger in the absence of the de-
terrence of costs incurred in order to overcome distance. Only in these regions do 
“some border crossing activities like commuting, shopping abroad or the cross-bor-
der rendering of services (e.g. in construction and crafts) make sense economically 
due to the short distance to the border” (Mayerhofer 2004: 74). However, though 
impediments are decreasing, mental and language barriers still exist, leading to a 
special economic situation in border regions (Houtum 1999), as national borders 
still matter even in highly integrated areas (McCallum 1995; Bröcker 1998; Nitsch 
2000; Gil-Pareja et al. 2006). According to McCallum (1995), all things being equal, 
trade between two regions within one country is about 20 times greater than 
cross-border trade.

After the accession of the ten mostly Eastern European states, 25 % of the pop-
ulation in the EU25 countries are living in border regions, rising from 15 % in the 
EU15 countries. In the accession countries, as much as 58 % of the total population 
live in border regions1 (Resmini 2003). In the economic sense a border constitutes 
an institution which imposes (sometimes prohibitive) transaction costs on the ex-
change of goods and services between regions or countries (Büttner/Rincke 2007). 
The opening of a border, in this case the fall of the Iron Curtain, leads to a sizable 
decline in the transaction costs which only then allows the mobility of goods, capi-
tal and labour. In the long run border regions are expected to benefit from growing 
trade opportunities, but with respect to labour markets, problems of adjustment 
are highly visible in the short term. After decades of locational disadvantages due 

1 Defined as NUTS 3 regions in the EU countries eligible for INTERREG III-A or the PHARE-CBC program (European 
Commission 2001b).
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to a restricted market potential these regions are affected by the opening of bor-
ders to a higher degree than interior regions. Furthermore many of the affected 
districts face structural adjustment processes (Barjak/Heimpold 2000b). 

Generally, the demand for more highly skilled workers is increasing throughout 
the world, not only in industrial countries but also in developing and transition 
countries (Airola/Juhn 2005; Skuratowicz 2005), a stylised fact which is explained 
by technological change as well as by globalised trade. In the 1980s and 1990s this 
led to an augmented wage inequality most notably in the Anglo-Saxon countries 
or alternatively to higher unemployment rates of low-skilled workers in continen-
tal Europe (Fitzenberger 1999). Recent studies suggest that wage inequality also 
increased rapidly in Germany in the 1990s and the early years of the new mil-
lenium, above all concerning the low-wage sector (Kohn 2006; Gernandt/Pfeiffer 
2007; Möller 2008; among others). Though the overall wage dispersion is smaller 
in Germany than in the United States, this is mainly due to the high-wage sector 
in the U.S. (Schettkat 2007). There is no evidence for the hypothesis that an overly 
compressed wage structure destroys jobs in Germany. According to Dustmann et 
al. (2007) technological change leads to higher skill premia for high-skilled em-
ployees in western Germany, while the rising wage inequality at the bottom of the 
distribution is caused by the loss of union power and supply shocks. However, the 
question of the degree to which the reduction of trade impediments – i.e. in the 
first instance the liberalisation of product markets, but also capital markets – plays 
a role concerning growing wage differentials has not been satisfactorily resolved. 
With respect to spatial developments structural changes in labour demand and 
their effects should emerge outstandingly in the regions which are close to the 
areas featuring the new trade opportunities, as long as transportation costs play a 
decisive role.

In this thesis, the impact of the fall of the Iron Curtain on the labour market 
in the Bavarian-Czech border regions will be highlighted in detail. The unexpected 
fall of the Iron Curtain in 1989 meets the criteria of a natural experiment. Besides 
this, one of the world’s highest wage differentials exists in this area. Due to a 
lack of data there are few studies on European integration effects using statistics 
from more than one country, let alone studies on border effects. Moreover, there 
has been little research done on foreign outsourcing in Eastern Europe (Cheng/
Kierzkowski 2001; Egger/Egger 2002). With respect to Germany’s eastern neigh-
bours the development in the eastern German and Polish border regions is analysed 
in several studies (Barjak/Heimpold 2000a, 2000b; Kaczmarek/Stryjakiewicz 2000; 
Laczak 2002), while the situation in the eastern Bavarian and Czech border regions 
is – with the exception of rare contributions (e.g. Gröger 2007) – quite an open 
topic in research.
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Research Questions

1.2 Research Questions

Against this background, the question arising concerns the degree to which the 
developments on the labour market in the districts close to the border were in-
fluenced by the fall of the Iron Curtain in 1989 and the ongoing integration pro-
cess hitherto, climaxing in the accession of the Czech Republic to the EU in May 
2004. The central question of my study is which consequences the opening of the 
German-Czech border has had on the economic structure as well as on the qualifi-
cation structure and wage differentials in eastern Bavaria and the Czech Republic. 
As German-Czech trade and Foreign Direct Investment (FDI) of German companies 
in the Czech Republic rapidly increased as of 1990 (see Figures A 1.1–1.4 in the 
appendix to this chapter with figures on German-Czech and in particular Bavari-
an-Czech economic relations), it seems quite clear that labour demand will have 
been affected especially in the border districts. The German-Czech Chamber of 
Industry and Commerce collected information about roughly 1,400 German com-
panies which are actively operating in the Czech Republic, either in the form of a 
subsidiary, a participation or a joint venture. This dataset represents nearly 40 % 
of all actively operating German companies in the Czech Republic.2 Figure A 1.5 
in the appendix shows the regional distribution of the holding companies in Ger-
many. It becomes apparent that apart from Baden-Württemberg and North Rhine-
Westphalia a large part of the holding companies are based in Bavaria, and that 
above all in the northeastern districts. On the other hand, the affiliated companies 
in the Czech Republic are – except for Prague – by an above-average rate located 
in the NUTS 3 level regions close to Germany (Figure A 1.6). Beside the regions 
bordering on Germany, only the Southmoravian (Jihomoravský) region including 
the country’s second largest city, Brno, plays a prominent role in terms of German-
owned firms (Figure A 1.6a). Regarding only firms affiliated to Bavarian companies, 
Figure A 1.6b shows the important position of the Westbohemian ( ) region 
around Pilsen. Figure A 1.7 depicts the distribution (by year) of the market entry 
of German companies in the Czech Republic. Though the figures are potentially 
biased, since probably older cooperations have a higher probability to be included 
in the dataset, it becomes clear that a sizable part of German companies entered 
the Czech market in the early transition years. Figure A 1.8 shows that all economic 
sectors (manufacturing, trading and services and combinations thereof) are signifi-
cantly represented.

2 Around 9,500 German companies are officially recorded in the Czech Commercial Register, according to the 
German-Czech Chamber of Industry and Commerce thereof are only 3,500–4,000 operating actively. 
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In this study, I tackle the following questions, in each case with respect to the 
ongoing integration process after the opening of the border:
 Is the speed of structural change in the border regions of Bavaria and the 

Czech Republic higher than in the rest of the country?
 Do the border regions become more specialised?
 Does the distribution of skills or the qualification trends regarding the work-

force and unemployed people in the border regions differ from the develop-
ment in non-border regions?

 Are significant changes observable in the wage differentials between border 
region and non-border region employees?

I particularly observe the development and performance of low-skilled workers. 
According to some economic theories, this skill group runs the highest risk of los-
ing out due to integration. Interestingly, according to an ILO survey, the German 
unemployment rate of low-skilled workers in 2005 was only topped by the Czech 
Republic, Poland and Slovakia (Figure 1.1). On the one hand, there may be some 
bias in the results –the huge problems with the integration of the large Roma mi-
nority into the labour market may give rise to the outstanding figure for Slovakia, 
for instance – but on the other hand it is striking that three countries neighbour-
ing Germany and/or Austria – and with highly intensive trade relations with the 
two Western European countries which are expected to be affected most by the 
EU integration process – exhibit the highest rates. Poland and the Czech Republic 
share a long common border with Germany and Austria respectively. The Slovakian-
Austrian border is actually only 106 km long, but the two economic centres of 
Bratislava and Vienna are both close to the frontier.

Figure 1.1:  Unemployment rate of low-skilled persons in EU25 countries (as %, 2005)

Source: ILO Labour Statistics, low-skilled: ISCED level 0–2.
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The Approach and the Structure of the Thesis 

In order to tackle these topics I will have to bear some limitations: since there is 
still very little data available for the period after the accession of the new member 
states I restrict my analysis to the effects of the opening of the border in 1989 until 
the early years of the 21st century. For the analysis of unemployment in the Czech 
Republic, however, I have data for the period up to 2006. Due to the fundamentally 
different background and deployment of the eastern German region bordering the 
Czech Republic, I restrict the German region under review to the Bavarian districts 
located near the Czech Republic.

In the case of Bavaria and the Czech Republic it is important to note that 
the opening of the border increased the possibilities of trade and international 
outsourcing, but until now the integration of labour markets has been largely con-
strained. Germany made use of a limited transition period (2+3+2 model) which 
restricts the free movement of workers from EU accession countries and will prob-
ably last until 2011. However, even without transnational labour mobility the inte-
gration of product and capital markets affects the labour markets. Furthermore, in 
the Bavarian border region a special regulation allows Czech commuters to work in 
Bavaria under certain circumstances. The effect of this arrangement, which led to 
a considerable number of Czech employees coming to the Bavarian border districts 
in the early to mid 1990s should be of particular interest. Did Czech commuters 
replace domestic workers or at least push their wages down?

In the framework of this case study it is interesting to discover what implica-
tions can be derived for the continuing liberalisation of labour markets between old 
and new EU member states. Moreover, the answers to the above research questions 
could provide an informative basis for regional policy.

1.3 The Approach and the Structure of the Thesis 

The aim of this study is twofold: First, I wish to shed light on the economic develop-
ment on both sides of the border – in contrast to most of the other studies dealing 
with this research topic. Second, I wish – as far as possible – to apply identical 
methods in working with the German and the Czech data. Since I have access to 
micro-level datasets comprising regional information for Germany as well as for 
the Czech Republic, a common basis for empirical investigation exists. However, 
there are only appropriate data available for the time before and after the open-
ing of the border for the German case. The IAB employment sample (IABS) enables 
a comparison of the period in which trade relations were largely restricted (the 
1980s) with the situation of free trade and capital mobility (from 1990 onward). 
Regarding the Czech Republic, there are no adequate data for the time under the 
Communist regime. Nevertheless, it pays to explore the development in the tran-



 Introduction: Analysis of Labour Markets in Border Regions

IAB-Bibliothek 32114

sition years. The main focus of this thesis clearly lies on the empirical analysis. 
However, in order to be able to derive hypotheses, the theoretical background will 
be dealt with in sufficient detail.

This work is structured as follows: in Chapter 2 I present a survey of the litera-
ture on economic integration and border region studies. To begin with I address the 
main theoretical approaches, which can be used for generating hypotheses. After 
a short recap of traditional location, I focus on trade theory and New Economic 
Geography, which emanated from the former two strands of theories (Krugman 
1991a, 1993). I concentrate explicitly on two models: first, the trade model by 
Feenstra/Hanson (1996a), which was developed against the background of Mexi-
can trade liberalisation, and second, the NEG model by Brülhart et al. (2004), which 
deals with economic integration in the course of EU enlargement. Both models are 
largely used as a theoretical basis in borderland studies.

Chapter 3 places emphasis on the analysis of the Bavarian border region. After 
showing some descriptive figures about the economic changes at the border before 
and after the fall of the Iron Curtain, I apply econometric models in order to analyse 
qualification trends and wage differentials in the eastern Bavarian border region. It 
is possible to add an extract from the employment register (BeH), which contains 
all observations (100 % instead of 2 %) from the border region, to the IABS. Thus, 
I am able to perform several sensitivity analyses applying advanced econometric 
methods (propensity score matching, DID, fixed effects) in order to estimate wage 
differentials. 

Chapter 4 investigates spatial effects of the transformation of the Czech Re-
public from a state-directed to a market economy and – similarly to the investiga-
tion on the German side – analyses the development of labour market indicators 
differentiating between districts close to Bavaria/Austria and non-border districts.

In Chapter 5 I summarise the main findings of the thesis and integrate the 
results with the ongoing EU integration process and the further liberalisation of 
markets.

It should be noted that the term “border region” is used in my thesis as a syno-
nym for eastern Bavaria (the districts close to the Czech Republic) and/or the Czech 
districts close to Bavaria and/or Austria. Of course, both countries have districts 
bordering on other countries or federal states. Naturally, in the framework of my 
thesis these districts belong to the non-border (or interior) region, i.e. the rest of 
the country. After defining the outline of the regions in the respective chapter it is 
clear from the context which region is meant.
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Appendix to Chapter 1

Appendix to Chapter 1

 

Figure A 1.1: German exports to and imports from the Czech Republic (bn €, 1993–2007)

Source: Sachverständigenrat zur Begutachtung der gesamtwirtschaftlichen Entwicklung.
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Figure A 1.2: FDI figures of German companies in the Czech Republic (1991–2006)

Source: Deutsche Bundesbank.
Notes:  Until 1992 former Czechoslovakia; without dependent holding companies; due to adjustments to the reporting 

exemption limits in 1993 and 2002 a considerable number of enterprises were relieved of the obligation to 
report (Deutsche Bundesbank 1995, 2004).
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Figure A 1.3: Bavarian exports to and imports from the Czech Republic (bn €, 1989–2003)

Source: Bavarian Ministry of Economic Affairs, Infrastructure, Transport and Technology.
Notes: Until 1992 former Czechoslovakia.
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Figure A 1.4: FDI of Bavarian companies in the Czech Republic (bn €, 1995–2006)

Source: Deutsche Bundesbank.
Notes: Direct and indirect FDI.
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