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China’s Power on Rare Earth Market in Decline
New suppliers of rare earth metals weaken China’s monopoly. For 
some elements, however, the People’s Republic will retain its 
market dominance until the end of the decade. This is one of the 
findings a recent ZEW study obtained using the newly developed 
Metal Resources Model (METRO).

Rare Earth metals are a group of 17 elements whose chemi-
cal and physical properties make them indispensable for many 
high-tech products. Some of their applications include perma-
nent magnets used in wind turbine generators and phosphors 
for computer- and TV-screens. Despite their name, rare earth 
elements are fairly abundant in the earth’s crust. Cerium, the 
most plentiful element of the group, is present in larger concen-
trations than copper. However, almost all rare earth metals are 
currently produced in China. Of the 125,000 tonnes mined an-
nually, more than 90 per cent of the rare earth elements come 
from the Middle Kingdom. 

The attention surrounding these metals today arises from 
China’s strict export restrictions in the face of increasing global 
demand. The People’s Republic uses quotas and duties to limit 
the export of rare earth elements. These trade restrictions have 
led to multiple price explosions, with the cost of light rare earth 
elements increasing tenfold from mid-2010 to mid-2011. Chi-
na’s policies, and their effects, have not gone ignored. In par-
ticular, mining companies have begun mineral explorations in 
other countries and the technology industry is on the lookout 
for suitable replacement materials. 

New Suppliers to Challenge China 

A recent ZEW study has found that China’s position on the 
rare-earth market will decline significantly in coming years, 
mostly due to the emergence of new suppliers outside the Peo-
ple’s Republic. The speed of the decline will vary depending on 
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the metal. While suppliers in the U.S. and Australia have already 
started to corrode China’s monopoly on plentiful, light rare earth 
metals, its dominance in heavy earths will continue for most of 
the decade (see chart above). The ZEW study forecasts that if 
export restrictions stay at their current levels, prices outside 
China for heavy rare earths will double by 2015 relative to do-
mestic prices. Not until 2019 will the difference drop below ten 
per cent. At least for the next few years, this price advantage will 
give China a competitive advantage for industries that rely on 
heavy rare earth metals. The study expects that production out-
side China to reach up to 140,000 tonnes by 2020, or around 
half of global output. Some countries with new mine projects in 
advanced stages of development are the United States, Austral-
ia, and Canada. But putting a new mine for rare earths into op-
eration can take ten to 15 years, and all the mines far along in 
planning contain only small amounts of light rare earths. For the 
short term, China need not worry about foreign competition.

A New Metal Resources Model Designed

The ZEW study was based on the new metal resources mod-
el METRO. It simulates the physical lifecycle of metals, from ore 
deposits to disposal and recycling. Unlike other models for met-
als, it expressly factors in capacity expansions. It breaks down 
demand for rare earths into seven industries. Data were gath-
ered from feasibility studies in the mining sector and from in-
dustry expert forecasts. METRO simulations show that over the 
short run China can influence global prices mainly through ex-
port quotas. Companies that use rare earths in their products 
have few alternative materials available for the time being, and 
new suppliers face long lead times before they can begin pro-
duction. Thus, even minor restrictions to export quotas can pre-
cipitate hefty price jumps. The effects of increasing export du-
ties, by contrast, are less noticeable, but also more sustained.

Rare earths have yet to be recycled on an industrial scale. 
But many have placed their hopes in recycling as a way to re-
duce their dependence on Chinese exports. Model simulations 
using different cost scenarios project that additional supply of 
recycled rare earths can curb China’s market power. This as-
sumes that recycling technology can be made economically fea-
sible while the number of new mines is still limited. In the long 
term, rare earth recycling must be able to compete with the min-
ing sector, as increased production capacities will lower prices. 

The study also describes the uncertainties of the rare earth 
market that need to be considered. For instance, delays in build-
ing new mines could strengthen China’s position. An especially 
critical parameter is demand, which in the case of raw materials 
such as rare earth metals is heavily driven by technology, mak-
ing it hard to predict. The study’s sensitivity calculations show 
that the results greatly depend on how demand progresses.

Policy Conclusions to be Drawn

Two policy conclusions can be drawn from the results of the 
ZEW study. Firstly, market forces will plausibly erode Chinese 
power on rare earth markets until the end of the decade. All at-
tempts to introduce recycling, to increase resource efficiency, 
or to foster substitution need to take this into account. Short-
sighted measures relying on high prices levels are likely to be 
fruitless. Secondly, power on raw material markets is not per-
manent, but sluggish investment in mining capacities opens up 
windows of opportunity for nations to influence prices. This calls 
for a long-term approach in raw material policies. Affected firms, 
for example, should diversify their inputs to avoid being depend-
ent on a small number of suppliers.

The complete study (ZEW Discussion Paper No. 14-005) can  
be found at: www.zew.de/publikation7309

Frank Pothen, pothen@zew.de

There are 17 rare earth elements. They include the 15 ele-
ments of the lanthanide series, from lanthanum (atomic num-
ber 57) to lutetium (71), as well as scandium (21) and yttrium 
(39). They are far more plentiful in the earth’s crust than their 
name suggests. Cerium, the most abundant rare earth ele-
ment, is more prevalent than copper. But few of the world’s 
deposits of these highly reactive metals have concentrations 
high enough to permit low-cost extraction.
Rare earth elements are frequently grouped into light and 
heavy earths. The light rare earth metals are on the left side 
of the periodic chart, the heavy rare earths on the right. An 
exception is yttrium, which is counted among the heavy rare 
earths due to the similarity of its chemical properties.
Rare earth metals are found in many key technologies. Eu-
ropium is used as a phosphor in plasma television screens 
and energy-saving light bulbs. Lanthanum is employed in 
oil refinery catalysers. Neodymium is needed for the 
high-power permanent magnets used in electric motors and 
wind turbine generators.

CHINA’S POWER ON THE RARE EARTH MARKET

Note: China’s export limits for rare earth elements have led to price explosions outside of China. The chart shows 
world market prices for rare earths in per cent compared to a situation without export limits (zero level). China’s 
market power with regard to heavy rare earth elements decreases not until the end of the decade. 2019 price dif-
ferences fall to below ten per cent compared to scenario without export limits (zero level).� Source: ZEW
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Direct Democracy and Taxation
Civic participation in political decisions has increased noticeably 
in Germany. A new study conducted by ZEW investigates how di-
rect democracy affects tax policy.  

Germany does not have a long tradition of citizens’ initiatives 
and referendums – unlike, for example, Switzerland. It wasn’t 
until 1990 that forms of direct democracy began to spread 
among the federal states and municipalities. The general expec-
tation is that direct democracy increases voters’ influence rela-
tive to that of representative politicians. Without elements of 
direct democracy, voters can punish their parliamentary repre-
sentatives only by voting them out of office after their term is 
over. If a referendum option exists, voters can constantly exert 
pressure in between election dates. 

It can be expected that the introduction of referendums would 
affect budget policy as well. If direct democracy influences the 
political balance, then it should also impact on budgetary deci-
sions, related to expenditures, taxation, or government debt. 
While the link between direct democracy and expenditure levels 
has received a lot of attention, the tax dimension has so far been 
neglected. Few existing studies deal with the relationship be-
tween direct democracy and taxation for the United States and 
Switzerland, but not for Germany. 

A recent ZEW study addressed this gap by investigating the 
effects of citizens’ initiatives and referendums on municipal tax 

policy in Bavaria. The authors selected Bavaria because many 
referendums have been held there since they were introduced 
at the municipal level in 1995. By 2011, over 2,400 citizens’ in-
itiatives were launched, leading to 1,300 referendums.

Tax Mix Adjustments Expected

How can greater civic influence be expected to affect com-
munal tax policy? In Germany, municipalities are given a rela-
tively high level of autonomy and are responsible for setting the 
tax multipliers (“Hebesatz”) that determine municipal property 
taxes (“Grundsteuer B”) as well as local trade taxes (“Gewerbe
steuer”, a local business tax). These taxes are perceived by vot-
ers in different ways. The so-called “Grundsteuer B”, the tax on 
developed or developable properties, is directly perceived by 
wide parts of the population. Property owners pay this tax di-
rectly and tenants pay for them through rent surcharges. By con-
trast, the local trade tax (Gewerbesteuer) is paid only by the rel-
atively few companies whose earnings exceed the tax exempt 
amount. Though the true economic incidence of the local trade 
tax might affect large groups of voters through lower wages for 
employees or the relocation of businesses, such effects are less 
visible and less politically relevant. For this reason, stronger di-
rect democracy can be expected to adjust the tax mix towards 
the Gewerbesteuer as a source of revenue for the municipality. 
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The median voter is satisfied with a concentration of the (per-
ceivable) financial burdens on a small minority. What speaks 
against this expectation is the fact that citizens in Bavaria are 
not permitted to launch initiatives to change property and local 
trade taxes in a direct way. Nevertheless, voters can influence 
taxes indirectly: they can punish the municipal council for un-
popular tax policies by blocking other decisions. For instance, 
politicians might be forced to adjust the tax multipliers to raise 
support for something else, such as large infrastructure projects.

Greater Civic Participation, Higher Local Taxes

A methodological challenge is that researchers cannot derive 
a causal impact from an observed correlation between the num-
ber of initiatives or referenda and taxation. Even if municipali-
ties with many referendums also had higher local trade tax lev-
els, this wouldn’t suffice to establish causality. The ZEW re-
searchers applied the following strategy to identify the causal 

links: They noticed that the number of signatures for a success-
ful initiative in Bavaria depends on the population of the mu-
nicipality. In large municipalities, lower signature shares are 
required for initiatives than in smaller communities, making 
them easier to bring to a vote. With this difference in mind, the 
researchers observed that in municipalities with an easier use 
of direct democracy (on account of the fewer signatures required 
by initiatives), the tax mix changes towards higher trade taxes. 
This confirms the expectation that voters seem to believe that 
local business taxes affect their prosperity less adversely than 
do property taxes although this perception does not necessar-
ily correspond to the true economic burden of these taxes. Giv-
en the result that direct democracy leads to higher taxation on 
businesses, one task for  future work is to analyze whether these 
effects have undesirable economic consequences.

The study (ZEW Discussion Paper No. 14-003) can be found 
at: www.zew.de/publikation7307

PD Dr. Friedrich Heinemann, heinemann@zew.de

Failed Entrepreneurs Fail Again
Business owners who were forced to close a previous company 
due to actual or looming insolvency, a non-sustainable business 
idea, or better opportunities of income generation are more like-
ly to file for insolvency with their current company. This is the re-
sult of a new ZEW study.

The role of prior entrepreneurial experience for the perfor-
mance of the current business is an increasingly discussed top-
ic of in the start-up literature. The basic assumption is that prior 
entrepreneurial experience has a positive effect on the perfor-
mance of the current business. The main argument given is that 
people who have already had a business know what is impor-
tant for success, such as which business ideas are most prom-
ising and what type of problems can arise in everyday business. 
In addition, it is mentioned that entrepreneurs with prior entre-

preneurial experience had the chance to test a variety of solu-
tions and to build up a network of suppliers and customers 
which can be expected to be valuable for the current business. 
Furthermore, those with previous businesses are supposed to 
have an easier time getting financing since their business expe-
rience signals to money lenders that they know what they are 
getting into and that they have a well thought out and viable 
idea. Even those whose prior business failed, the argument 
goes, are at least likely to have learned what does not work. 

Little Knowledge About the Value  
of Start-up Experience

Existing evidence on the role of prior entrepreneurial experi-
ence for the success of a current business is mixed. One U.S. 
study finds that current business owners who have been suc-
cessful with a prior business are more successful than newcom-
ers. But the authors of the study only look at start-ups that re-
ceived venture capital, which represent only a small fraction of 
all start-ups. Evidence about those with a prior failed business 
is less clear. The authors of some qualitative studies conclude 
that even people whose prior company folded are more success-
ful than those without entrepreneurial experience. Nevertheless, 
these results could not be confirmed by studies using large da-
tasets. This is where the new ZEW study steps in. The ZEW anal-
ysis relies on the KfW/ZEW Start-up Panel, a representative da-
taset for newly founded firms in Germany. With this dataset it is 
possible to identify business owners with previous entrepre-
neurial experience and also to differentiate between successful 
and non-successful prior entrepreneurial experience. 

Photo: © iStockphoto
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Germany’s ICT Sector Continues to Grow
The ICT sector is the secret star performer of the German econo-
my. When it comes to added value, the ICT sector tops the list, 
even ranking ahead of the traditional mechanical engineering and 
automobile manufacturing industries. 

According to calculations based on the latest available fig-
ures from the Federal Statistical Office, the ICT sector contribut-
ed 4.7 per cent to the total value added in the German economy 
in 2011, generating almost 85 billion euros. Compared to the 
previous year, the performance of the ICT sector has once again 
improved. These are the findings of the study “Monitoring the 
German Information and Communication Economy” carried out 
by the ZEW in collaboration with TNS Infratest on behalf of the 
Federal Ministry for Economic Affairs and Energy (BMWi).

The ICT sector also leads in terms of investment, which 
amounted to 18.2 billion euros in 2011, i.e. 4.5 per cent of total 
gross fixed capital investment. Despite an increase in sales of 
approximately six billion euros, the ICT sector’s share in total 

sales of the German economy declined to 4.2 per cent. Howev-
er, it still ranks ahead of the chemical/pharmaceutical and me-
chanical engineering sectors.

In 2011, about 842,000 employees worked in the ICT sector. 
Mechanical engineering is the only sector with a larger number 
of employees. Employment growth was particularly strong in the 
ICT services sector between 2010 and 2011. On average, each 
employee in the ICT sector contributes 100,864 euros to the 
gross value added in Germany.

The ICT sector is also one of the most innovative sectors in 
Germany: 7.4 per cent of turnover is spent on innovation pro-
jects. The share of innovative businesses, which is known as 
the innovation rate, is almost 80 per cent.

ICT Responsible for More than  
One Fifth of Productivity Growth

Due to their diversity and the wide field of possible applica-
tions, information and communication technologies (ICT) enable 
innovation across the ICT-using sectors and businesses, there-
by contributing to the performance of the entire economy. In the 
period between 1995 and 2010, investment in ICT was respon-
sible for 23 per cent of the annual growth in overall labour pro-
ductivity.In the period between 1995 and 2010, labour produc-
tivity (real value added per hour worked) in the German econo-
my increased on average by 1.54 per cent per year. Germany 
thus outperformed France, which recorded a moderate average 
annual increase in labour productivity of merely 1.30 per cent 
in the same period of time. These two countries are well ahead 
of Italy and Spain, which have had rather low average annual 
growth rates of 0.36 per cent and 0.72 per cent respectively, not 
least because of the economic crisis that emerged in 2009. In-
vestment in ICT accounted for 0.36 percentage points, i.e. 23 
per cent of the overall growth in German labour productivity of 
1.54 per cent per year.

Prof. Dr. Irene Bertschek, bertschek@zew.de 
Dr. Jörg Ohnemus, ohenmus@zew.de

The researchers distinguish between four types of so-called 
restarters (people with previous entrepreneurial experience): 1) 
portfolio entrepreneurs (entrepreneurs, who are concurrently 
running at least one venture besides the focal venture); 2) seri-
al entrepreneurs (entrepreneurs who prior to the focal venture 
ran a venture and either sold their business or passed it on to 
a successor); 3) failed restarters (entrepreneurs who prior to the 
focal venture ran a venture that went bankrupt or was voluntar-
ily dissolved); and 4) mixed restarters, who in the past owned 
at least one successful and one failed business. 

Using duration models, the ZEW researchers examine how 
these four types of entrepreneurial experience affect the surviv-

al chances of the current business relative to no entrepreneuri-
al experience. The findings indicate that the likelihood of sur-
vival of companies of successful restarters (portfolio business 
owners and serial business owners) and mixed restarters does 
not differ from that of companies whose founders have no en-
trepreneurial experience. Failed restarters, however, are almost 
twice as likely as first time business owners to close their cur-
rent business. The most probable way for failed restarters to 
leave the market is through bankruptcy. 

The study (ZEW Discussion Paper No. 14-009) is available for 
download at: www.zew.de/publikation7324

Dr. Bettina Müller, bettina.mueller@zew.de
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Q&A: Distributive Justice in Germany?

Germany’s Welfare State Fares Well  
when Compared Internationally
Does Germany need more income redistribution? Andreas Peichl, 
the director of the new ZEW research unit International Distribu-
tion and Redistribution, argues that Germany’s tax-transfer sys-
tem exhibits good performance relative to other countries.

Your calculations show that income inequality in Germany 
has increased only marginally. But if we are to believe public 
opinion, many people in Germany are becoming poorer. Why 
the apparent gap between perception and reality?

First let me stress that inequality per se is not bad. On the 
contrary, we need a certain level of inequality to create a dynam-
ic society. Too much equality eliminates economic incentives, 
as we saw in the case of Soviet-era socialism.

Compared with other countries, our society does not have an 
especially high level of inequality. Right now, inequality is slight-
ly lower than in the early 1960s but higher than in the 1980s. 
There are always short-term trends and fluctuations, but over 
the long run most inequality indicators for Germany have re-
mained relatively stable.

What we do observe, however, is that the tails of society are 
drifting further apart, polarising the income distribution. The 
top one per cent of the population is becoming richer and rich-
er, while the bottom ten to 15 per cent are missing out. This 
partly explains why inequality has increased over the past cou-
ple of years. We’ll have to wait and see and if the trend contin-
ues. Still, Germany’s welfare state performs very well, and helps 
to considerably reduce inequality in market incomes.

So in your estimation income redistribution in Germany is 
doing well and meeting its goals? 

Yes, you can say that. We can quibble about the details, of 
course, but for the most part we live in a very effective welfare 
state. Income redistribution works quite well – the wealthiest 
ten per cent pay more than 50 per cent of income taxes, while 

the poorest 50 per cent pay less than five per cent. The state 
ensures that all citizens can meet their basic needs and the in-
stitutional infrastructure is excellent, especially relative to oth-
er countries. And despite the justified criticism of its education-
al system, Germany has a fairly high level of upward mobility 
compared to other countries.

You mentioned that inequality – poverty at the lower extreme 
of the income distribution – is increasing. How has the Hartz IV 

reform which implemented substantial changes to the German 
labour market and welfare system contributed to that trend?

Between the late 1990s and 2005, the at-risk-of-poverty rate 
rose from ten per cent to 15per cent, and has remained constant 
ever since. Germany’s Hartz IV reform did not take effect until 
2005, and hence could not have been responsible. 

A general problem with measuring poverty in developed coun-
tries is that poverty always stands in relation to average income. 
If average incomes increase faster than lower incomes, poverty 
increases, even as welfare benefits like Hartz IV continue to 
safeguard people’s basic needs. The real problem with the Hartz 
IV reform is that it hasn’t done anything to address the problem 
groups on the labour market – low-skilled workers and the long-
term unemployed. Another difficulty is the expansion of the low-
wage sector through poorly paid part-time work and subsidised 
marginal employment. One could argue that any job is better 
than no job at all, of course, but many studies have shown that 
these kind of jobs are dead-end positions in which people get 
stuck. The only solution is to offer better training for the men-
tioned problem groups, giving them the chance to earn better 
wages on the free labour market. 

Prof. Dr. Andreas Peichl, peichl@zew.de  
Kathrin Böhmer, boehmer@zew.de

Andreas Peichl is head of ZEW’s Interna-
tional Distribution and Redistribution re-
search unit. He is also Professor of Quan-
titative Public Economics at the University 
of Mannheim. His research focuses on em-
pirical public and labour economics. His 
current interests include the effects of tax-
ation on budgets and income distribution, 
tax incidence, and the optimal design of 

tax and transfer policy from an international perspective. His re-
search has been published in various academic journals.
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Tax Policy Responsible for Widening  
Prosperity Gap in the United States
Since the end of the 1970s, the prosperity gap in the United States 
has grown ever greater. A recent ZEW study investigates how U.S. 
tax policy affects income redistribution and examines if it makes 
a difference whether a Democrat or a Republican resides in the 
White House.

In the past 30 years prosperity in industrial countries has 
grown considerably. Nevertheless, over the past decades in-
comes have become more unequally distributed in most OECD 
countries. Yet in the United States, the benefits have mostly ac-
crued to the top 20 per cent of income earners; the remaining 

80 per cent have seen fairly meagre gains. To what extent is this 
development attributable to sky-high salaries for managers, to 
the millions in bonuses received by successful hedge-fund man-
agers, and to clever investments by wealthy households, and 
to what extent is it the result of taxation policy? To answer this 
question, a ZEW study analysed the direct effects of U.S. income 
tax reforms between 1979 and 2007 on income inequality.

The challenge of finding an answer, methodologically speak-
ing, lies in the fact that both taxation and pre-tax income distri-
bution influence income redistribution. For instance, a progres-
sive tax system – one in which the tax rate increases with the 
taxable base – has a greater effect on income redistribution the 
more unequally a society’s gross income is distributed. In the 
extreme case that all taxpayers earn the same income, even a 
robust progressive system cannot redistribute income among 
taxpayers. 

To distinguish between effects that result from taxation and 
those that result from changes in pre-tax income distribution, 
the ZEW study conducted detailed year-based counterfactual 
calculations, some holding one variable constant, some holding 

the other. In this way, the study’s authors were able to calculate 
the extent to which U.S. tax policy in the past 30 years has pro-
moted unequal income distribution. 

This distinction is especially important given that pre-tax in-
equality in the United States has risen strongly in past decades. 
Various factors have contributed to this trend. For example, with 
greater globalisation, the wages of low-skill workers have come 
under considerable pressure, while the income of the top one 
per cent of income earners has increased markedly.

In light of the situation, it is an important and controversial 
question whether American politicians have taken steps to coun-

teract increasing income equality. One effective means of redu
cing the income spread is some form of progressive taxation, 
which ensures that the inequality of post-tax income is less than 
pre-tax income.

Tax Reforms Passed by Republicans and Democrats

The study’s authors conclude that American tax policy has 
done little to curb inequality in the period under investigation. 
The tax reforms under Ronald Reagan in the 1980s went particu-
larly far in promoting the rich. Between 1981 and 1988 the top 
income tax bracket fell from 70 per cent to 28 per cent, signifi-
cantly increasing income inequality, especially among the top 
half of the income earners. Reforms in 1990 and 1993 under 
George Bush and Bill Clinton, respectively, created important 
tax incentives for low-income families and helped slow the rap-
idly growing income inequality that characterised those years. 
The tax cuts in the years 2001 and 2003 during the administra-
tion of George W. Bush reversed the trend, and incomes began 
to spread apart again.

TAXPAXER INCOME CHANGE IN THE SECOND TO FIFTH QUINTILES, 1979 – 2007
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The chart (see page 7) illustrates the described develop-
ments. The left graph shows the percentage of change experi-
enced by taxpayers in the second to fifth quintiles of income 
earners between 1979 and 2007. While the income share of 
those in the fifth quintile increased by almost 25 per cent dur-
ing this period, the income share of all other income groups fell. 
The right graph shows the effect that tax policy alone has had 
on income shares; it assumes, counterfactually, that pre-tax in-
comes have remained constant since 1979. For the period under 
observation, tax reforms contributed to an increasing income 
share of taxpayers in the fifth quintile and to decreasing income 

shares of those in the third quintile and the fourth quintile. The 
graph shows noticeable party differences when it comes to tax-
ation. In the years that a Democrat was in the White House, tax 
policy reduced inequality for the most part; when a Republican 
was in charge, taxes on the high-income taxpayers fell, promot-
ing growing inequality in American society.

The study “Tax Policy and Income Inequality in the U.S., 
1979–2007” is also available as a ZEW Discussion Paper. It can 
be found at: www.zew.de/publikation7305

Dr. Mathias Dolls, dolls@zew.de 
Prof. Dr. Andreas Peichl, peichl@zew.de

From shoeshine boy to millionaire? Tax policy intensified to some extent income inequality in the U.S.

ZEW Discussion Papers
No 14-007, Gunnar Lang, Yu Shen, Xian Xu: Chinese Pension 
Fund Investment Efficiency – Evidence from CNCSSF Stock  
Holdings. 
No 14-006, Claudia M. Buch, Katja Neugebauer, Christoph 
Schröder: Changing Forces of Gravity: How the Crisis Affected 
International Banking.
No 14-005, Frank Pothen: Dynamic Market Power in an Exhaust-
ible Resource Industry. The Case of Rare Earth Elements.
No 14-004, Zareh Asatryan: The Indirect Effects of Direct Democ-

racy: Local Government Size and Non-Budgetary Voter Initiatives.
No 14-003, Zareh Asatryan, Thushyanthan Baskaran, Friedrich 
Heinemann: The Effect of Direct Democracy on the Level and 
Structure of Local Taxes.
No 14-002, Erwin Ooghe, Andreas Peichl: Fair and Efficient Tax-
ation Under Partial Control.
No 14-001, Olivier Bargain, Mathias Dolls, Herwig Immervoll, 
Dirk Neumann, Andreas Peichl, Nico Pestel, Sebastian Siegloch: 
Tax Policy and Income Inequality in the U.S., 1979 – 2007.
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Dissertations at ZEW in 2013

The qualification of its staff is of prime importance to ZEW. This is illustrated by the number 
of dissertations completed at ZEW in 2013. We would like to thank all supervisors, espe-
cially the first supervisors.
Dissertations since January 2013:
Martin Achtnicht, “Consumer Choices Relevant to Climate Change: Stated Preference Evi-
dence from Germany”, Prof. Reinhard Madlener, RWTH Aachen University.
Bodo Aretz, “Empirical Essays on Wage Dynamics and Donation Options”, Prof. Wolfgang 
Franz, University of Mannheim.
Katharina Finke, “Alternative Konzepte der Unternehmensbesteuerung vor dem Hintergrund 
aktueller Herausforderungen der deutschen Steuerpolitik – Eine Quantifizierung der Aufkom-
mens- und Belastungswirkungen mittels Mikrosimulation und Propensity-Score-Matching”, 
Prof. Christoph Spengel, University of Mannheim.
Jan Hogrefe, “Income and Employment Effects of Trade and Offshoring in Modern Labor 
Markets”, Prof. Wilhelm Kohler, Eberhard Karls University of Tübingen.
Daniel Hoewer, “Firms and their Main Banks – Effects of Main Bank Characteristics on Firms’ 
Bank Choice, R&D Investment, and Survival”, Prof. Konrad Stahl, University of Mannheim.

Matthias Hunold, “Essays in Competition Economics”, Prof. Konrad Stahl, University of Mannheim.
Tim-Alexander Kroencke, “Understanding and Harvesting Expected Returns of Asset Classes, Investment Styles, and Risk Factors”, 
Prof. Erik Theissen, University of Mannheim.
Pia Pinger, “Essays on Skills, Health, and Human Inequality”, Prof. Gerard van den Berg, University of Mannheim.
Franz Schwiebacher, “On the Use of Intellectual Property Rights by Innovative Firms”, Prof. Dirk Czarnitzki, KU Leuven.
Sebastian Voigt, “The Impact of Environmental Policy on Economic Indicators: Moving from Global to Sectoral and Regional Per-
spectives”, Prof. Andreas Löschel, Heidelberg University.
Nikolas Woelfing, “Interacting Markets in Electricity Wholesale: Forward and Spot, and the Impact of Emissions Trading”, Prof. 
Katheline Schubert, Université Paris I (Panthéon-Sorbonne).

ZEW Launches New Series of Events in Brussels

ZEW President Prof. Clemens Fuest welcomed about 120 partici
pants from the European Commission and the European Parlia-
ment as well as industry associations, companies, research in-
stitutions and non-governmental organisations to the first ZEW 
Lunch Debate in Brussels on 18 March 2014. The opening 
speech by EU Commissioner Günther H. Oettinger as well as the 

following panel discussion with distinguished speakers ad-
dressed the topic “Post 2020 Energy and Climate Protection 
Targets”. 
Prof. Fuest opened with a brief introduction into the idea behind 
the ZEW Lunch Debates: “The objective of our new lunchtime 
events is to create a platform for open and committed discus-
sion on topics of European significance. This setting allows us 
to contribute ZEW’s scientific expertise and to address deci-
sion-makers in politics and society.” Then EU Commissioner 
Oettinger presented the European Commission’s “2030 Climate 
and Energy Framework”. Following the Commissioner’s speech, 
Prof. Andreas Löschel, Head of the ZEW Research Department 
“Environmental and Resource Economics, Environmental Man-
agement”, as well as Members of the European Parliament Sir 
Graham Watson and Prof. Vittorio Prodi delivered their state-
ments. They addressed the empirical analysis of climate policy 
measures and future projects such as the development of a Eu-
ropean “smart” power grid or the implementation of an interna-
tional climate agreement. Moreover, they touched on the broad-
er political implications of environmental, climate and energy 
issues, e.g. Europe’s dependency on energy imports. 
The next ZEW Lunch Debate is scheduled for 12 May 2014. For 
more information: www.zew.de/en/veranstaltungen/1944

From the left: Johannes Jung (Head of the State Representation in Brussels) and 
ZEW President Prof. Clemens Fuest with EU Commissioner Günther H. Oettinger, 
Prof. Vittorio Prodi MEP, Jaroslaw Pietras (General Secretariat of the Council, Gen-
eral Director Environment, Education, Transport and Energy), Sir Graham Watson 
MEP and Thomas Kohl (ZEW Director of Business and Administration)

Photo: ZEW
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Innovation planning of Germany’s chemical and pharmaceutical 
companies gives reason to expect fewer process innovation ac-
tivities in 2014. In 2012 and 2013 almost half of the companies 
invested in process innovations. In 2014 slightly more than one 
third plans to introduce new procedures. In contrast, however, 
the share of companies launching product innovations will re-
main high in 2014. Altogether, the share of innovative compa-
nies in the German chemical and pharmaceutical industry has in-
creased to 80 per cent in 2013. 

Dr. Christian Rammer, rammer@zew.de

The German M&A market registered a slight upward trend over 
the past six months. Standing in August 2010 at a level of 50 
points the M&A Index for Germany exceeded the 100 points-
mark in January 2014. This was seen for the last time in January 
2010. Yet, the index’ 12-months-moving-average does not show 
this positive development. In 2013 the moving average fluctuat-
ed between 69 and 72 points and currently stands at the 71 
points-mark (January 2014). ZEW calculates the M&A Index for 
Germany on the basis of Bureau van Dijk’s Zephyr-database.

Florian Smuda, smuda@zew.de

Freight volumes in the sector of courier, express and parcel (CEP) 
services are likely to remain stable over the next six months. 
About 50 per cent of experts surveyed by ProgTrans and ZEW for 
the Transport Market Barometer expect freight volumes to remain 
unchanged; about 40 per cent of the questioned experts even 
expect freight volumes to rise within the upcoming half year – on-
ly Eastern European traffic is assessed a little weaker. Thus, the 
Sentiment Index for Germany and Western Europe currently 
stands at its highest level since spring 2012.  

Dr. Martin Achtnicht, achtnicht@zew.de

Many processes in the energy economy are automated and con-
nected using control software. Germany’s major power supply fa-
cilities, however, seem to be well or at least sufficiently protect-
ed from IT errors and cyber attacks. This view is maintained by 
the majority of the 170 energy market experts surveyed by ZEW 
for the semi-annual Energy Market Barometer. Three quarters of 
the experts assume that the power grid infrastructure, the distri-
bution network, power plant control, as well as energy trading 
and management are protected very well or at least sufficiently. 

Dr. Nikolas Woelfing, woelfing@zew.de
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Positive Development of Fright Volumes in  
the CEP Services Sector Expected 

Germany’s Energy Economy Sufficiently  
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the German M&A Market

Fewer Process Innovations in the German  
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How well-protected are different facilities of the German energy system from 
attacks against control software?
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ZEW Financial Market Test March 2014

Germany: Expectations Burdened by Crimea Crisis
Economic Expectations for Germany have worsened in March 
2014. The ZEW Indicator of Economic Sentiment has decreased 
by 9.1 points and now stands at a level of 46.6 points. In this 
month’s survey the Crimea Crisis is weighing on experts’ eco-
nomic expectations for Germany. Nevertheless, the indicator’s 
level suggests that the economic upswing is currently not at risk. 
The indicator reflecting the expert’s assessment of the current 
economic situation for Germany has improved by 1.3 points in 
March, reaching a level of 51.3 points.Economic expectations for 
the eurozone have also lost ground. The respective indicator has 
declined by 7.0 points and now stands the 61.5 threshold. The 
indicator for the current economic situation in the Eurozone has 
gained 3.5 points, reaching a level of minus 36.7 points.

Frieder Mokinski, mokinski@zew.de

Switzerland: Expectations Decrease Again
In March 2014 economic expectations for Switzerland have de-
creased by 9.7 points reaching a level of 19.0 points. This is the 
third decline of the ZEW-CS Indicator in a row. Thereby, econom-
ic expectations for Switzerland have lost more than 17 points in 
the first quarter of 2014. The ZEW-CS Indicator reflects the expec-
tations of the surveyed financial market experts regarding the 
economic development in Switzerland on a six-month time hori-
zon. It is calculated monthly by ZEW in cooperation with Credit 
Suisse (CS). The Crimean Conflict and the current tensions with 
Russia potentially influence analysts’ stock market expectations: 
The performance of the Swiss Market Index (SMI) is assessed sig-
nificantly more pessimistic compared to last month’s survey. The 
respective indicator fell by 11.2 points to 32.5 points. 

Lena Jaroszek, jaroszek@zew.de

CEE Region: Expectations Move Sidewards
In March 2014 the economic expectations for Central and East-
ern Europe including Turkey (CEE region) have remained roughly 
unchanged. The ZEW-Erste Group Bank Economic Sentiment In-
dicator for the CEE region has declined marginally by 0.9 points 
to a level of 8.1 points. Economic expectations for the individual 
countries, in contrast, are nowhere near stable. Double-digit pos-
itive revisions are registered by the indicators for Croatia and Tur-
key – two indicators which have displayed a significant down-
swing over the past quarter. Economic expectations for all the 
other CEE-countries have lost ground, displaying double-digit 
losses. The ZEW-Erste Group Bank Economic Sentiment Indicator 
for Central and Eastern Europe reflects the financial market ex-
perts’ expectations for the CEE region on a six-month horizon. 

Zwetelina Iliewa. iliewa@zew.de
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The Consequences of German  
Constitutional Court Ruling on OMT
Confusion – that was the first effect of 
the decision by the German Constitu-
tional Court on the OMT programme 
of the ECB. “Victory for the ECB” read 
the first headlines in the Financial 
Times. Initially it looked as though the 

court had delegated the decision on the OMT’s future to an 
amenable European Court of Justice (ECJ). Yet this is wrong. The 
German judges accuse the ECB of overstepping its mandate, and 
they dismiss the argument that the OMT is legitimate because 
it ensures that monetary policy works well. They also reject the 
idea that it is the job of monetary policy to avert euro exit. The 
ruling considers the OMT bond-buying scheme to be tantamount 
to ESM aid without parliamentary legitimation and control.

It is true that the court asked the ECJ to assess whether, accord-
ing to European law, the ECB acts within its mandate. But this 
does not mean that the German court will follow the ECJ. Rather, 
the German judges made it very clear that they expect the ECJ 
to curb the OMT programme in three ways: limit the bond-buy-
ing volume, avoid changing risk premia for bonds whenever 
possible and block ECB participation in debt restructurings. In 
effect, this would strip the OMT programme of its impact.

What happens if the ECJ ignores the wishes of the German Con-
stitutional Court and rubberstamps OMT? It is unlikely that the 
Constitutional Court would back down. If they had intended to 
let the ECJ have the final word they would not have criticised the 
programme so heavily. How can they intervene if push comes 
to shove? Simply forbidding the Bundesbank from participating 

in the OMT scheme would be ineffective, as other central banks 
can step into the breach. The court would have to disallow the 
Bundestag from approving additional ESM aid programmes. But 
this would not only block the OMT programme. Paralysing the 
ESM would undermine the legitimate part of EU rescue policy as 
well, resulting in a European constitutional crisis.

Neither the ECJ nor the German Constitutional Court are inter-
ested in such an outcome. What they will likely do instead is 
seek a compromise by preserving the OMT scheme but restrict-
ing its scope and effectiveness. For instance, the ECB could be 
asked to reclaim its preferential creditor status. And this is just 
as well: keeping states above water via loans does not lie in the 
purview of monetary policy. The ECB shares this view in princi-
ple, and the German Constitutional Court will ultimately relieve 
the central bank, despite scolding it for exceeding its mandate. 
The political task now is to reform fiscal policy institutions in the 
eurozone so that they can handle the next crisis without sad-
dling the ECB with the task of stabilising highly indebted mem-
ber states.
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