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» THE CURRENT SITUATION RAISES
NUMEROUS ECONOMIC AND
SOCIAL QUESTIONS.

THOMAS KOHL

) J PROF. ACHIM WAMBAG!:I, PHD
Managing Director ;

President



DEAR READERS,

The war in Ukraine has overturned fundamental assumptions regarding security, peace and free-
dom in Europe. It has also vividly exposed Germany’s economic dependence on non-EU count-
ries, as spiking commodity prices, supply chain disruptions and associated price inflation took
hold in the spring of last year. The Russian invasion prompted German Chancellor Olaf Scholz
to speak of a Zeitenwende, of a world-historical “change of epochs”. To be sure, the current mo-
ment raises numerous economic and social questions: How can Europe be strengthened as an
economic actor, and how can it assert its values? Can the transition to climate neutrality streng-
then Europe’s economy while making it more independent? What are the impacts of war-related
migration for the European labour market? These are just some of the issues being examined at
ZEW with the goal of offering insights and recommendations to the policy debate. In the Zeiten-
wende section of this report, you’ll find more information about our recent activities in the do-
main of policy advising.

In 2022, our staff returned to the institute after a long period of pandemic-related remote work.
Accordingly, we were once again able to welcome prominent personalities as guests, including
Dr. Danyal Bayaz, Baden-Wiirttemberg’s Finance Minister; Professor Monika Schnitzer, the Chair-
woman of the German Council of Economic Experts; and Carsten Spohr, CEO of Lufthansa. All
three gave talks as part of the lecture series First-Hand Information on Economic Policy. We we-
re particularly pleased to hold our first ZEW Alumni Day since the outbreak of the pandemic. Last
year was also marked by intensive preparation for the 2023 evaluation of the institute by the
Leibniz Association.

With a view to the strategic orientation of our research, 2022 saw the establishment of the
“Health Markets and Health Policy” Research Group, which represents a valuable addition to
ZEW’s research programme. An additional welcome development was the acquisition of Profes-
sor Nicolas Ziebarth of Cornell University as the new head of the “Labour Markets and Social
Insurance” Research Unit. Professor Ziebarth is an internationally renowned expert on health,
public, and labour economics.

Last year ZEW’s economic policy expertise was again in high demand. Notable female resear-
chers at ZEW participated in numerous policy forums at the federal level. Professor Irene Bert-
schek was appointed by Chancellor Scholz to his Zukunftsrat (“Future Council”). In addition,
Bertschek has long been a member of the Expert Commission on Research and Innovation (EFI),
assuming the role of deputy chairwoman last year. Professor Melanie Arntz was appointed in
2022 to the Council of the World of Work of the Federal Ministry of Labour and Social Affairs. Last
but not least, Professor Tabea Bucher-Koenen has been advising the federal government and
Federal Ministry of Finance on the design of private pension schemes.

WE HOPE YOU ENJOY READING MORE ABOUT OUR DIVERSE ACTIVITIES OVER THE PAST YEAR!

L ... fo

PRESIDENT MANAGING DIRECTOR

FOREWORD.

FOREWORD | 7
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ABOUT US.

EMPLOYEES

¥ A
88 9

The Mannheim-based ZEW - Leibniz Centre for European Economic
Research is a leading German economic policy institute with a strong
Europe-wide reputation, and a member of the Leibniz Association.
Its applied empirical research aims to study and help design well-
performing markets and institutions in Europe. In particular, it seeks
to understand how to create a market framework that will enable the
sustainable and efficient development of European economies. ZEW
also offers evidence-based policy advising.

The size of ZEW and the broad spectrum of topics studied by our re-
search units enable us to carry out major economic policy advising
projects.

Under the leadership of Professor Achim Wambach, the president of
the institute, and Thomas Kohl, the institute’s managing director,
ZEW currently employees some 190 people spread out across nine

research units, four junior research groups, and two service units.

RESEARCH JUNIOR RESEARCH SERVICE
UNITS GROUPS UNITS

ABOUT US| 9
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SUPERVISORY BOARD

SCIENTIFIC ADVISORY COUNCIL

CHAIR

DR. HANS REITER

Ministry of Science, Research and the Arts
Baden-Wiirttemberg

VICE-CHAIR

DR. RALF KRIEGER
Freudenberg SE

CHAIR

PROF. DR. KAl A. KONRAD

Max Planck Institute for Tax Law and Public Finance,
Munich

VICE-CHAIR

PROF. DR. NADINE RIEDEL
University of Miinster

DR. ELGA BARTSCH
Federal Ministry for Economic Affairs and Climate
Action

HEIKO ENGLING
Ministry of Finance of the State of
Baden-Wirttemberg

DR. NATALIA JAEKEL
State Ministry of Baden-Wiirttemberg

MICHAEL KLEINER
Ministry for Economic Affairs, Labour and Tourism
Baden-Wirttemberg

PROF. DR. INGRID OTT
KIT — Karlsruhe Institute for Technology

DR. INES PLOSS
Heidelberg Materials AG

PROF. DR. THOMAS PUHL
University of Mannheim

DR. ALBRECHT SCHUTTE
MdL Baden-Wiirttemberg

PROF. DR. PETER WINKER
Giessen University

PROF. DR. DR. H.C. USCHI BACKES-GELLNER
University of Zurich, CH

PROF. DR. OTTMAR EDENHOFER
Potsdam Institute for Climate Impact Research

PROF. DR. CHRISTOPH ENGEL
Max Planck Institute for Research on Collective
Goods, Bonn

PROF. BERND FITZENBERGER, PHD
Institute for Employment Research of the German
Federal Employment Agency, Nuremberg

PROF. DIETMAR HARHOFF, PHD
Max Planck Institute for Innovation and Competition,
Munich

PROF. PIERRE A. MOHNEN, PHD
UNU-MERIT, Maastricht University, NL

PROF. DR. AXEL OCKENFELS
University of Cologne

PROF. JORG ROCHOLL, PHD
European School of Management and Technology
(ESMT) Berlin

PROF. DR. BETTINA ROCKENBACH
University of Cologne

PROF. DR. ISABEL SCHNABEL
University of Bonn

PROF. DR. MONIKA SCHNITZER
Ludwig Maximilian University of Munich

AS OF JULY 2023

COMMITTEES.

COMMITTEES | 11



PRESENTATIONS AT CONFERENCES
REFEREE REPORTS

ARTICLES ACCEPTED

IN PEER-REVIEWED
JOURNALS

TEACHING ACTIVITIES
CONFERENCES/
WORKSHOPSS

fHigh:

166

PRIZES/
AWARDS

RESEARCH PROJECTS

2022 IN NUMBERS

LEW SCIENTIFIC OUTPUT

122022 IN NUMBERS



GERMAN FEDERAL o
MINISTRIES AND FOREIGN
GOVERNMENT AGENCIES o

FOUNDATIONS/DFG/

9 0/ RESEARCH INSTITUTIONS
0

FEDERAL

STATES 1 30/

27
0 COMPANIES/

ASSOCIATIONS

INSTITUTIONS

SOURCES OF THIRD-PARTY
FUNDING IN 2022
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188

EMPLOYEES IN TOTAL 5 S 8 o/

FEMALE EMPLOYEES

116

RESEARCHERS

39

RESEARCHERS
EMPLOYED ON A
PART-TIME BASIS

21

INTERNATIONAL
RESEARCHERS

PERSONNEL.

14 | PERSONNEL

72

STUDENT RESEARCH
ASSISTANTS

37

INTERNS

1

APPRENTICES/
TRAINEES

34,99

AVERAGE AGE OF
ZEW RESEARCHERS

7,37

AVERAGE NUMBER
OF YEARS RESEARCHERS
ARE AT ZEW

9*
DOCTORAL
GRADUATIONS

AS OF DECEMBER 2022
* CUMULATIVE FOR 2022




AS OF MAY 2023

ZEW PROFIT AND LOSS STATEMENT

2021 2022*

Institutional funds 12,073 12,274
Joint Initiative for Research and Innovation Funding 349 350
Third-party funds (turnover, inventory changes, subsidies) 7,896 6,675
Other business revenues 174 212
Other interest and similar revenues 11 13
Income from the reversal of the special item for contributions to fixed assets 645 653
Staff expenditures 14,799 13,977
Third-party services 1,339 1,175
Other operating expenditures 4,310 4,754
Asset write-offs 631 642
Allocation to special items for contributions to fixed assets 411 237
Negative financial result 31 24
Financial result 1 0

TOTAL EXPENSES 21,522 20,809

PROFIT/LOSS FOR THE FINANCIAL YEAR -374 -632

Withdrawals from appropriated reserves 5

61 688

ZEW BALANCE SHEET AS OF 31 DECEMBER 2

LIABILITIES AND EQUITY 2021 2022*
Intangible assets 373 303 Share capital 26 26
Downpayments made 0 0 Appropriated reserves 3,194 2,692
'cag:lsfritfttii:?: process 7,724 7,496 Other reserves 2,169 2,169
Equipment 598 491 Netincome 187
Stocks 4,691 3,090 UNTAXED RESERVES
Receivables/other assets 1,141 696 Reserves 2,481 2,180
Cash at banks 6,449 5,589 Advances received 4,967 3,323
CURRENT ASSETS 12,281 9,375 Liabilities to banks 2,751 2,109

. Other liabilities 1,823 1,645
Prepaid expenses 401 550

TOTAL 21,377 18,215

TOTAL 21,377 18,215

* preliminary figures in K euros

FINANCES.

FINANCES | 15
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LEW

ALUMNI.

A DENSE WORLDWIDE NETWORK.

Our network of alumnae and alumni boasts nearly 600 members, many of
whom have pursued exciting careers in academia, business, or the public
sector and now hold influential positions worldwide.

Within our network lies a treasure trove of invaluable experiences and in-
fluential connections. We nurture these bonds to enrich the institute’s en-
deavors. From collaborating on projects to appointing our alumni as ZEW
Research Associates, we tap into their expertise as trusted advisors and
catalysts for success. Furthermore, we aim to involve alumni even more in
guiding and training ZEW's aspiring researchers.

In September 2022, we took a significant step in this direction with an
Alumni Day at ZEW. Over 60 alumni joined current ZEW members in a re-
laxed setting, making the day an opportunity for extensive discussions. The
feedback was overwhelmingly positive. We also launched the L7,1 LinkedIn
group in 2022, providing former and current employees with a forum for
exchange. The group focuses on sharing updates about our members, ZEW
news, and entertaining content. Garnering over 170 members within a few
weeks, the group was an immediate hit — a testament to the resonance of
our approach.

WHERE DO OUR ALUMNI WORK?

@

0,
0
PUBLIC SECTOR

187, W4

NOT KNOWN OTHER

JOIN OUR

LINKEDIN ALUMNI
GROUP L7.1

PEOPLE AT ZEW | 17



AWARE OF ONE'S OWN STRENGTHS

» THE FOCUS |IS ON BECOMING BETTER
AND WEAKNESSES.

PAUL BERBEE
PhD spokesperson, researcher ir
“Labour Markets an i



-
h 4

MENTAL -
HEALTH.

BOLSTERING THE RESILIENCE
OF DOCTORAL STUDENTS.

Doctoral work provides a unique opportunity to delve into a research topic over an
extended time period. Yet completing a dissertation is not without its challenges:
The research and writing process is rarely straightforward, and doctoral candidates
are often pushed to the limits of their emotional endurance. Aside from the satisfac-
tion that can come from making progress on a dissertation, many doctoral candi-
dates also experience stress, self-doubt and loneliness. With the aim of ameliorating
such negative psychological impacts, ZEW developed a training course titled “Resil-
ience Strategies for PhD Students”, which presents the most important building
blocks of resilience over a series of five workshops. The aim of the course is to help
doctoral researchers become better aware of their goals, motivations, strengths and
weaknesses; to highlight available resources; to improve self-management tech-
niques; and to furnish tools for addressing problems and setbacks. The workshops
are unique for their integration of recent insights from the neurosciences and for
their open-discussion format; the participants are given ample opportunity to share
experiences with long-time professors and with each other.

The first series of workshops at ZEW were greeted with resoundingly positive feed-
back. As the course is specifically tailored to the needs of doctoral candidates at
ZEW, it represents a particular valuable addition to our course offerings. The Resil-
ience Strategies course will be offered again in 2023.

I
o

ABOUT THE COURSE

5 WORKSHOPS ON THE FOLLOWING TOPICS:
SELF-AWARENESS
SELF-CONFIDENCE
SELF-EFFICACY
SOCIAL SUPPORT AND NETWORKS
BASICS OF COMMUNICATION PSYCHOLOGY

PEOPLE AT ZEW | 19




» WE ACTIVELY PURSUE AN
OPEN SCIENCE

STRATEGY. a

4 |

7

MARKUS KOTTE

Member in the
“Strategy & Change” team

LEILI ERFANIAN

Information and Knowledge
nt Officerin



HERE TODAY.

TRANSPARENT AND INNOVATIVE RESEARCH
DATA MANAGEMENT.

At ZEW we are dedicated to ensuring unrestricted and cost-free access to our research
findings. In furtherance of this aim, we have adopted an open science strategy, which
commits us to openness and transparency in our publication activities. In 2022,
more than half of ZEW’s high-ranking publications were released under the open ac-

cess standard. We also provide special funding to make articles available free of
charge.

As part of our commitment to transparency, we recently introduced VIVO, a data man-
agement system that makes it easier to document our research activities. ZEW staff
can directly enter their publications and project activities into the new system. VIVO
provides a concise overview of current and historical research output, and is thus a
highly valuable resource.

Our forward-looking open-science strategy in combination with this advanced data
management tool has enhanced internal communication while also advancing the
democratic character of our research activities.

OPEN ACCESS SHARE OF PEER-REVIEWED
ARTICLES AT ZEW

- 55

/ 53%

427,

3%

\

221,

PEOPLE AT ZEW | 21
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A TESTBED

FOR BUSINESS. N

THE ZEW HUB:
A FORUM FOR FIELD EXPERIMENTS.

Wars, pandemics, inflation: Especially during times of crisis, firms and institutions
are confronted with the need to develop innovative and effective solutions. The ZEW
Hub was established in recognition of this fact. It provides companies with an op-
portunity to conduct valuable field experiments and thereby strengthen their busi-
ness activities. Companies can develop, assess and implement tailor-made solutions
by drawing on ZEW’s expertise in evidence-based research. Which form of customer
address is most suitable for selling a particular product? Do bonus payments increa-
se employee satisfaction? Do energy efficiency measures actually lead to electricity
savings? The experimental opportunities are numerous and extend to all areas and
levels of the firm.

The Hub consolidates ZEW’s expertise across its research units, in part by serving
as a forum for knowledge transfer within the institute. Young researchers also parti-
cularly benefit from the Hub, as it furnishes them with infrastructure to conduct field
experiments.

HOW FIELD EXPERIMENTS ENABLE CAUSAL INFERENCE
THE EXAMPLE OF DIFFERENT CUSTOMER APPROACHES

RANDOMLY ° 28 2 RANDOMLY
ASSIGNED ' " ' ASSIGNED

e LA |
NO TARGETED

TARGETED
CUSTOMER APPROACH A CUSTOMER APPROACH

AVOIDING
DISRUPTIVE
INFLUENCES

DIFFERENCES:

P N)
— EFFECT OF «— \) ﬁ!
FE l"l THE MEASURE i Zn

USING

PEOPLE AT ZEW | 23












AN INTERVIEW WITH

Dr. Ralph Rheinboldt, Member of the

Executive Board of Fuchs SE and Chairman

of the ZEW Sponsors’ Association, and

ZEW President Prof. Achim Wambach, PhD

On the topic of German energy security:
Is the public debate on this issue headed
in the right direction? And what does the
field of economics have to say?

Rheinboldt: From my perspective, we need
to discuss both security of supply and energy pric-
es; these two issues must be considered jointly.
The future viability of Germany as location for in-
dustrial production is very much at stake, and en-
ergy prices are highly relevant in this context.

Wambach: Ensuring security of supply is an
importantissue and the government is sure to take
action in this area, among others. The Platform for
a Climate-Neutral Power System [a deliberative fo-
rum established by the reigning German coalition]
is currently discussing how the energy market
should be redesigned; one laudable recommenda-
tion is to devote more attention to promoting pow-
er-system capacity. To be sure, energy will remain
expensive moving forward. The days of cheap nat-
ural gas are over. Germany will continue to import
liquefied natural gas (LNG) over the medium term.
We already had the highest energy costs in Europe
before the outbreak of the crisis, and they will not

» THE DAYS
OF CHEAP
NATURAL GAS
ARE OVER.

become cheaper with the shift to LNG. The govern-
ment has been focusing on the power prices paid
by industry consumers while forgetting that house-
holds will ultimately shoulder the burden of price
subsidies to industry. Given this fact, we should
strive to ensure an efficient energy market, in order
to keep prices as low as possible.

Rheinboldt: Will the market always be able
to ensure efficient energy prices? Hopefully. We
will potentially need a special energy tariff for in-
dustrial consumers. The topic of energy prices is
naturally linked to that of employment. Discussion
concerning the substitution of domestic produc-
tion with imports is certainly relevant and legiti-

mate. However, domestic employment will suffer;

INTERVIEW | 27



» WE WILL SEE
EVEN HIGHER
INTEREST
RATES.

28 | INTERVIEW

this should not be overlooked. In this way, framing
the discussion solely in terms of security of supply
and energy prices leads to an excessively narrow
perspective. To be sure, this discussion is neces-
sary for ensuring the strength of the German econ-
omy and its attractiveness as a business location.

Let us turn to the topic of inflation. The ECB keeps
raising interest rates, despite forecasts of weak
growth. In this environment, one would normally
expect interest rate cuts. Is the ECB acting
appropriately in the current situation?

Wambach: While inflation slowed somewhat
atthe beginning of 2023, itis too early to sound the
all-clear. Wage demands are very high. Inflation is
not only attributable to rising energy costs, but also
to higher prices in other areas. Therefore, the ECB
would be well advised not to announce that the bat-
tle against inflation has been won. | think we will
see even higher interest rates.

Rheinboldt: There has been a massive in-
crease in the price of many input materials, not
only due to rising energy prices, but also due to
supply chain problems, falling production capac-
ities and high freight rates in the global logistics
market. | think it would be wrong to believe that
we have seen the end of inflationary trends. With
regard to your question: The ECB is acting as one
might expect, as it has been setting interest rates
rather high in order to counter inflation. One
should mention that inflation has led many firms
to have large sums tied up in current assets, due
to price increases in input materials. So in addition
to increased interest rates, the financing needs of
companies have increased.



We had a global financial crisis in 2008 and
2009. The US emerged from this crisis faster
than Europe. Is history repeating itself?

Rheinboldt: Other countries, including the
US and China, have been pursuing hard-nosed,
self-interested industrial policy. Adopting such an
approach has been difficult for the EU. | find the two
crises difficult to compare. The 2008-09 crisis was
a financial crisis that had no impact on our supply
chains. The current crisis has demonstrated that
global supply chains are not always advantageous.
Indeed, the crisis indicates that the partial region-
alisation of German and European supply chains
could be beneficial.

Wambach: The crises are not comparable.
One should not underestimate that European banks
were not as profitable as US banks, even before the
financial crisis. And the problems in the European
monetary union that led to the euro crisis do not
exist in the same way in the US. Regionalisation is
a tool to make supply chains more secure. Another
toolis to diversify supply chains, so as not to be de-
pendent on a single supplier.

Rheinboldt: One thing is certain: Diversifica-
tionis the order of the day. Of course, it is better for
us as a company to have a multiple supplier strat-
egy for all input materials. Yet we have to meet reg-
ulatory requirements in this regard. Government
must strike the right balance, which means avoiding
a mere proliferation of rules and regulations.

Wambach: Reshoring — the process of bring-
ing supply chains back to the home region — works
differently in national economies compared to busi-
ness management. As a company, | can acquire an-
other European company or engage a supplier in

» DIVERSI-
FICATION IS
THE ORDER
OF THE DAY.

INTERVIEW | 29



Europe. However, in a national economy, something
else needs to be sacrificed for that. Let’s take the
example of the chip industry: The EU has passed the
Chips Act. If we produce chips in Europe, given the
current scarcity of skilled workers, our production
of other goods will inevitably decrease. Studies in-
dicate that if we pursue extensive reshoring to Eu-
rope, Germany stands to lose seven per cent of its
value creation.

Rheinboldt: Let’s consider another market:
the battery technology associated with electric
mobility. The EU has initiated substantial pro-
grammes to attract investments back to Europe and
Germany in this field. | find this favourable since
relying on imported technologies from Asia for
achieving electric mobility in Europe would create
a new dependency.

MORE
ON THIS

Mr. Habeck stated towards the end of last year
that 2023 would be the year of industrial policy.
The primary objective is to preserve value
creation, the industrial core of Germany, the
production of essential goods, and consequently,
jobs and economic resilience.

Rheinboldt: | think looking back at 2022
shows that the German industry is very resilient.
Nevertheless, | agree with him: We must prioritise
industrial policy more than everto ensure our con-
tinued success. Companies, | believe, are prepared
and have demonstrated their commitment to pre-
serving employment through innovation and re-
sponsible actions. My outlook is positive.

Wambach: | believe that quote originated
during a period of exceptionally high energy prices,
when there were concerns about a massive decline
in the industry. Otherwise, | find the statement too
defensive. Our focus should not merely be on pre-
serving the industry; rather, we are facing an im-
mense transformation. We must successfully nav-
igate the energy transition while simultaneously
fostering prosperity. Achieving this necessitates
implementing traditional economic policies, such
as developing robust infrastructure, streamlining
approval procedures, and addressing the shortage
of skilled workers.

Would you like to learn more

about the topic? Then listen in
to the #ZEWPodcast. The entire
interview (in German language)
is available as a podcast
episode at
www.zew.de/AM8506.

TOPIC...

30 | INTERVIEW



THE ZEW SPONSORS’

ASSOCIATION
FOR SCIENCE
AND PRACTICE

The members of the Sponsors’ Association, 140 companies and individuals, ensure

ZEW FORDERKREIS

a constant exchange between the domains of research and entrepreneurial practice.

Among other things, the association promotes research projects with practical appli-

cations, recognises outstanding scientific contributions through awards, and supports

lecture series featuring distinguished speakers from the worlds of politics, business,

and academia. Regular meetings are held between the board, ZEW President Achim

Wambach, and other ZEW researchers for in-depth discussions on pressing issues,

such as the energy crisis and inflation. These candid exchanges benefit both parties,

fostering dialogue and collaboration between science and business.

COMMITMENT o

THAT
PAYS.

THE ZEW SPONSORS’ ASSOCIATION FOR SCIENCE AND PRACTICE | 31






EU-WIDE PROCUREMENT OF NATURAL GAS

AVOIDING ENERGY
PRICE SPIKES

ZEW POLICY BRIEF BY LEONARDO GIUFFRIDA, PHD

Since the start of the Russian-Ukrainian war, EU countries have recognised the urgency of
reducing their energy dependence on Russia while protecting European households and
businesses from rising energy costs. Joint procurement of natural gas would address this
dual problem. EU-wide procurement would be an efficient means of preventing energy price
spikes, as a ZEW policy brief shows.

The natural gas supply situation in Europe continues to worsen as costs are rising and sup-
plies are cut. Efforts by many European countries to reduce their dependence on Russian gas
following the invasion of Ukraine are immense, and a joint approach would improve the si-
tuation for all countries. The study assumes that centralised procurement is much more ef-
fective in the case of natural gas than it was for COVID-19 vaccines. This makes it a valuable
policy tool for shielding EU businesses and citizens from rising energy prices.

EU-wide procurement always involves trade-offs, even for a commodity like natural gas, but
it can be worth it: after all, not all products and services that are purchased centrally come
with the same trade-offs. One of the main advantages of procurement centralisation is lower
prices, by virtue of greater purchasing power, which increases the purchaser’s leverage whi-
le tapping economies of scale. Other benefits include lower administrative costs, as fewer
tenders and contracts are required, orimproved management, due to the need for fewer pro-
curement officers. Costs include, for example, the need to set up a coordination unit or cen-
tral procurement office, or difficulties in adapting to specific local needs.

When it comes to centralisation of gas purchasing, the benefits tend to outweigh the asso-
ciated costs. In fact, the cost-benefit analysis is significantly more favourable for natural gas
than for other products and services. This is primarily because natural gas is a relatively
straight-forward, standardised commodity. Another factor is the structure of the market,
which features just a few incumbent suppliers, due to resource monopolies. EU-wide procu-
rement would therefore be much more effective for this commodity, even given rigid procu-

rement rules.

ZEW POLICY BRIEF
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WORST-CASE SCENARIO

GAS MARKET
COLLAPSE

ZEW POLICY BRIEF BY PROF. ACHIM WAMBACH, PHD
AND PROF. DR. AXEL OCKENFELS

Although hopes are high that the gas supply will be secured by measures taken by the fed-
eral government, we must still be prepared for the worst-case scenario — a collapse of trad-
ing in the gas market —, warn Professor Axel Ockenfels (University of Cologne) and ZEW Pres-
ident Professor Achim Wambach. Both economists therefore not only call for stronger incen-
tives to shift away from gas, but also outline what a suitable economic regulatory framework
might look like if trading in the gas market collapses.

In a functioning market, the price is determined by supply and demand. However, this mech-
anism can fail when markets for essential goods face extreme shortages, as is currently the
case with gas. In the event of a collapse, the market can no longer fulfil its price-determining
function to balance supply and demand. In this case, the state must step in and, in extreme
cases, even determine the gas price and how the gas is allocated. Policymakers and regula-
tors still have to provide answers as to who will receive how much gas and at what price in
the event of a market collapse. Yet clearly communicated emergency plans are already need-
ed today. This is because the answer to the question of what exactly happens in the event
of a market collapse has a significantimpact on current behaviour and thus on the likelihood
of a collapse. After all, if companies facing a gas shortage assume that they will be given pri-
ority and receive gas at moderate prices, they have little incentive to prepare for such an
event. The shortage will then even be exacerbated as they will continue their high consump-
tion. In contrast, there is a strong incentive to save gas in cases where companies expect to
be left empty-handed or have to pay extremely high prices.

The economists also recommend that, irrespective of the so-called privileged customer
groups, priority be given to those companies that have a highervalue added by gas, that can
less easily switch from gas to other energy sources and whose products are more difficult to
substitute. Finally, to prepare for a gas shortage, both economists advocate further incen-
tives such as shutdown auctions for a longer period of time to encourage companies to save
even more gas.
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INFLUX OF RUSSIAN MIGRANTS LIKELY

MIGRATION STRATEGY

ZEW EXPERT BRIEF BY KATIA GALLEGOS TORRES
AND DR. KATRIN SOMMERFELD

Several million people from Ukraine have fled the country since the start of the war. As a
result of the invasion, more and more people are also fleeing from Russia. Reasons for this
range from the restricted freedom of expression, fear of political persecution or being drafted
into military service, to poor economic prospects. What is different with current Russian
migrants fleeing to neighbouring countries compared to Ukrainian migrants, is that there
are indications that the economically active population is over-represented among the
Russian emigrants. This may include specialists in the IT and other creative sectors of the
economy, who have international language skills as well as customers.

Past economic ties between Germany and Russia and the presence of Russian diaspora in
Germany such as represented by ethnic Germans (“Spéataussiedler”) will likely contribute to
the desire of some Russians to move to Germany in the medium to long run. A study by ZEW
thus recommends policymakers to bring forward a strategy of how to deal with migrants from
Russia. A smart policy would take into account the main strategic arguments, would try to
build up immigration policies targeted at Russian immigrants and would keep up the corre-
sponding capacities to also deal with Russian immigrants in the future.

If Russians are free to move within Germany, one would expect the regional distribution to
follow past ethnic networks. Russian citizens are currently concentrated in large cities such
as Berlin, Hamburg and Munich. Meanwhile ethnic Germans (“Spataussiedler”) are largerin
number and somewhat more equally dispersed throughout the country.

Germany has not yet seen such an immediate wave of Russian migration given flight and ot-
her travel restrictions, but examples from countries geographically and culturally closer to
Russia are informative on what is to come in the more medium term. There are indications
that post-Soviet countries of the Caucasus and Central Asia, as well as countries like Turkey,
are sought after by Russians. Armenia, for example, has already received an estimated num-
ber of up to 75,000 people from Russia in just the first three weeks of war, which is 2.5 per
cent of its population.

ZEW EXPERT BRIEF
»Regionale Verteilung
russischer Communities
in Deutschland“
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ECB COMMUNICATION

FOCUS ON
PRICE STABILITY

ZEW EXPERT BRIEF BY PROF. DR. FRIEDRICH HEINEMANN
AND JAN KEMPER

In public speeches, Christine Lagarde and the other members of the ECB's Governing Coun-
cil more frequently address additional goals beyond the main monetary policy objective of
price stability. A ZEW study, supported by the Brigitte Strube Foundation, analysed this
change in the ECB’s communication since the introduction of the euro. For this study, over

3,800 speeches were compared with the help of Al-based text analysis methods.

These research results show that Council members dedicated significantly more attention
to economic and social goals other than price stability since the introduction of the euro.
Financial stability, government bond markets and public debt, for example, are addressed
significantly more often since the financial and public debt crisis in 2008/09. Over the past
five years, however, climate policy has been the “shooting star” in ECB speeches. Before this
point in time, climate policy was hardly ever addressed by ECB representatives. Now, they
address the issue in every other speech. Compared to her fellow ECB Executive Board mem-
bers, ECB President Christine Lagarde mentions climate policy most frequently in her speech-
es, while her predecessor Mario Draghi hardly ever addressed the issue.

The focus on the primary objective of price stability has fluctuated over the years. Compared
to the years following the introduction of the euro, the prominence of the price stability
issue had somewhat declined before the pandemic. Due to the rising inflation, price stabil-
ity has become a more prominent concern again. In their speeches, representatives from
Southern Europe do not address price stability as often as their colleagues in Northern and
Western Europe.

According to the study, opening monetary policy discourse to a wide variety of objectives
clearly reflects the ECB’s strategy to demonstrate that monetary policy goes hand in hand
with societal accountability. The authors point out that this strategy might turn out to be risky
regarding the latest significant surge in inflation. If ECB representatives continue to address
a wide variety of issues, this could reduce their credibility concerning monetary policy. The
public might start to think, the ECB no longer prioritises price stability. The study authors
therefore recommend the ECB to communicate in unmistakable terms that its monetary pol-
icy is now completely focused on fighting inflation.

ZEW EXPERT BRIEF

»Inflation of Objectives
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CORE BUDGETS

ROLE OF STATE-OWNED
ENTERPRISES

ZEW EXPERT BRIEF BY DR. ZAREH ASATRYAN, PROF. DR. FRIEDRICH HEINEMANN
AND JUSTUS NOVER

The core budget of the federal government, the federal states, the municipalities and social
security system provide less and less of a comprehensive picture of government activities.
Over the last ten years, the number and economic relevance of state-owned enterprises
(SOEs), whose figures are not included in the core budgets, have increased significantly.
This is confirmed by a study conducted by ZEW with the support of the Strube Stiftung.

Enterprises that are predominantly state-owned have gained in importance, as calcula-
tions by ZEW show. Nearly 40 per cent of all public sector employees in Germany work in
SOEs rather than in public authorities funded from the core budgets. Since 2008, the total
number of these enterprises has grown considerably, especially among municipalities and
federal states. For municipalities, the increase is 26 per cent, for federal states 54 per cent.
The number of people employed by SOEs at the municipal level has reached almost the
same number of employees financed through the core budgets. The total debt volume of
enterprises owned by municipalities even exceeds the debt reported for the core budgets.
The authors of the study point out that SOEs are likely to offer greater flexibility and better
corporate control compared to the public sector. Therefore, SOEs should not necessarily
be viewed in a purely negative light. Still, high debt beyond the budget reduces fiscal trans-
parency. Especially the federal states’ common debt figures now only provide limited in-
formation.

The study shows that the federal states’ debt per capita differs greatly depending on wheth-
er the debt of SOEs is considered along with the core budgets. Some federal states that
already have a high debt level in their core budget, such as Berlin and Saarland, report a
particularly high level of debt in SOEs, but so does the wealthy federal state of Hesse.
The results are also highly relevant for the debt brake anchored in the German Basic Law.
Even if the analysis cannot prove it, the study authors suspect that the federal and state
governments are shifting debt to where it is not restricted by the debt brake.
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To provide context to the subtopics addressed in this

annual report, the following chart shows historical

change in European inflation rates, German military

spending, German CO2 emissions, and the number of

NEW CHALLENGES FOR THE TRANS' refugees seeking protection in Germany. Refugee figures

prior to 2007 are not available. The chart also includes

FORMATION UF -I-HE ECUNUMY7 values for the Indicator of Economic Sentiment, which

. is published by ZEW each month based on its survey of

market experts. Absolute figures over a ten-year period
are shown at the top right.
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Note: In the chart below, the ZEW Indicator
of Economic Sentiment is shown in points
(from -100 to +100). All other data are in per
cent, compared to the previous year.
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TREND CHANGE IN %

g E INFLATION (in %) 2.2 8.7 +295.45%7 A
é :,; EMISSIONS (in ktcoz2e)* 916,901 762,000 -16.89% a
E g g MILITARY SPENDING (in USD billions) 43.8 57 +30.13% 7
E EE REFUGEES 549,825 3.079.000 +460.007 2

* Not including emissions from land use, land use change, or forestry

HISTORICAL TRENDS (1992—2022' (The blue areas demarcate the 10-year time frame of the above table.)

INFLATION® EMISSIONS? MILITARY SPENDING REFUGEES#
‘92 '97 ‘02 ‘07 ‘12 ‘17 ‘22 '92 ‘97 ‘02 ‘07 ‘12 ‘17 ‘22 '92 ‘97 02 ‘07 ‘12 ‘17 ‘22 ‘92 ‘97 02 ‘07 ‘12 ‘17 ‘22

Military spending

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Sources: (1) European Central Bank — Statistical Data Warehou ) Federal Environment Agency, National Greenhouse Gas Inventories, 1990 to 2020 (as of 5/2022),
2021 data are preliminary; (3)www.macrotrends.net; (4) www.d .de — Federal Statistical Office
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THE PANDEMIC INCREASED THE RISK OF
EXCESSIVE HOUSEHOLD DEBT

=> Financial difficulties increase with the intensity of income and asset losses.
= Households should be supported in making provisions to reduce the risks of
over-indebtedness following financial setbacks.

The COVID-19 pandemic was an extraordinary crisis with wide-ranging impacts on human
health, society and the economy. In cooperation with the Leibniz Institute for Resilience
Research and the University of Mannheim, ZEW has been conducting empirical studies
to investigate how the pandemic affected the financial and psychological well-being of
the working population in Germany.

The results of the first survey conducted in December 2020 and January 2021 suggest
that about one fifth of the survey participants encountered financial difficulties between
March and December 2020. The financial repercussions of the pandemic were a poten-
tial trigger for the increasing financial vulnerability of households. Survey participants
were more likely to report financial difficulties if they faced income losses, dealt with
substantial asset losses, or held no significant financial assets before the crisis. More-
over, the survey shed light on how households adapted their financial behaviour in re-
sponse to financial distress. About 73 per cent of respondents grappling with financial
challenges cut their expenses, three out of ten borrowed money from family or friends or
made purchases on account. In addition, about a quarter of the respondents made use
of overdraft facilities, postponed or suspended payment obligations, made purchases
on instalment plans, or exceeded their available credit lines. Accordingly, there are in-
dications of financial behaviour that can pose risks of over-indebtedness over the long
term. The findings underline the importance of supporting households in taking pro-
active measures for financial preparedness and safeguarding them against unforeseen
financial setbacks, thereby mitigating the risks of over-indebtedness.

46 | PENSIONS AND SUSTAINABLE FINANCIAL MARKETS

STUDY

“Finanzielle Vulnerabilitat in der Coronakrise”

www.zew.de/PU83784



FINANCIAL DIFFICULTY AND STRATEGIES FOR RESOLUTION
DURING THE COVID-19 CRISIS

RATE OF
FINANCIAL DIFFICULTY

q 4
CHANGE IN INCOME Effects of the crisis on
since the beginning of the crisis FINANCIAL ASSETS
A A
10.2 9.4
. No change/ — —_ significant profits
income gains
2.4
—|  small profits
14.9 4.5
up to-10% e H no effect
40.5 43.5
up to -20% —_— e not applicable*
g
(72}
S 47.1 22.9
up to-35% —_ — minor losses
71.3 70.0
over35% —_— —_— significant losses
0 20 40 60 60 40 20 0 .. existing
Amount of households ... ... with financial difficulties (%) financial assets
Cut down on expenses =726
Borrowed money from family/friends = 30.4
Made purchases on account = 29.3
Made use of overdraft facilities =1 26.4
Postponed/suspended payment obligations = 25.3
Made purchases in instalments = 24.2
Exceeded available credit lines B 15.1
Chose not to apply for credit (assumed rejection) =— 10.3 SOURCE :
Took out a personal or consumer loan 9.5 Aprea, C., T. Bucher-Koenen,
Applied for credit but was rejected 7.9 M. Cziriak, D. Gilan, 0. Hahad
Received a salary advance or employer loan - |k~ 2.9 and M. Lohner (2022),
Other 5.4 Finanzielle Vulnerabilitat in
None of the above B—i 5.5 der Coronakrise, DIFIS-Impuls
Not specified 5.3 Share of respondents who adopted each strategy (%) 6/2022.

. Survey

December 2020 and January 2021

About one-fifth of survey participants
experienced financial difficulties between
March and December 2020.

739 H3/10

difficulties borrowed money from friends
cut down on their expenses. or family, or shopped on credit.



NOT IN THE MOOD? BANK MANAGER SENTIMENT,
LOAN GROWTH AND BANK RISK

= Financial supervision and regulation should take bank managers’ sentiment into
account in their analyse.

Instincts and emotions can have a significant impact on agents’ economic decisions. A
ZEW study specifically focused on the sentiment of bank managers to answer two ques-
tions: Compared to what economic and financial fundamentals would justify, are bank
managers systematically too optimistic or too pessimistic? And if so, does this influ-
ence bank managers’ lending policy and the bank’s perceived risk by financial markets?
Answering these questions is important from both an economic and financial stability
perspective. If banks lend too little, they would not fulfil their main purpose, which is to
finance the economy. If, on the contrary, banks lend too much and/or if their riskiness
is underestimated, this could threaten the stability of the financial system.

To answer these questions, ZEW researchers collected press releases from around 200
European banks from the period between 2006 and 2019. They then applied methods
of text analysis to convert each press release into a value indicating how optimistic or
pessimistic that press release is (optimism value; see chart). Finally, they isolated the
part of each score that cannot be explained by contemporaneous economic and finan-
cial fundamentals - the bank managers’ sentiment.

The authors find that bank manager sentiment systematically influences banks’ credit
supply and the risk of the banks as perceived by financial markets. Besides, bank man-
ager sentiment adjusts too slowly to new economic and financial conditions. With regard
to potential real economic consequences and the stability of the financial system, poli-
cymakers should therefore take bank manager sentiment into account in their analyses.
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WORKERS FROM EASTERN EUROPE HELP RELIEVE
THE TIGHT GERMAN LABOUR MARKET

= As a result of the EU eastward enlargement, the number of people from these
countries taking up employment subject to social insurance contributions in
Germany has increased sharply, especially in occupations facing shortages in
skilled labour.

Employees from eastern and south-eastern EU Member States work disproportionately
often in occupational fields where there are shortages of skilled workers. Such is the re-
sult of a ZEW study that examined the development of employment trends following the
two Eastern enlargements of the EU in 2004 and 2007. In Germany, freedom of move-
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ment for workers from the new EU Member States was not granted until seven years af-
ter each respective enlargement. Accordingly, citizens from the EU-8 countries (Estonia,
Latvia, Lithuania, Poland, Slovakia, Slovenia, Czech Republic, and Hungary) attained full
freedom of movement in May 2011, followed by citizens from the EU-2 countries (Bul-
garia and Romania) in January 2014.

In the subsequent years, the share of foreign workers subject to social security contri-
butions rose sharply, reaching 12.9 per cent (1.3 million workers) in 2020. This means
that the share doubled in a period of ten years: from 2000 to 2010, this share of work-
ers had still remained relatively constant at around 6.5 per cent.

Workers from the EU-8 and EU-2 countries are most commonly employed in postal ser-
vices, warehousing and logistics, vehicle operation, and cleaning industries. These oc-
cupations are particularly characterised by low requirements for language skills and a
low share of non-routine interactive tasks. Compared to Germans, employees from the
new EU countries work disproportionately often in occupations which are experiencing a
shortage of skilled workers. While around 43 per cent of workers liable to social security
contributions from the EU-8 and EU2 countries work in occupations with skilled labour
shortages, this is only true for about 32 per cent of Germans. Thus, workers from these
EU Member States tend to relieve the tight German labour market.
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EMPLOYEE STRUCTURE

IN GERMANY

Top 5 occupational groups for employees subject to social security contributions from EU-8 + EU-2

62,000
Food and
beverage production

68,800
Building
construction

107,500 102,700
Cleaning

Vehicle drivers

171,300
Warehousing | mail |

for transport

delivery | cargo handling

SOURCES: Federal Employment Agency: Employees subject to social security contributions by nationality (2022) and occupational group (2019)



LOCKDOWN DEMONSTRATIONS INCREASED INCIDENCE
OF COVID INFECTION

=> Protests against pandemic lockdowns caused a jump in infection rates in
protestors’ local areas.

In November 2020, two large-scale demonstrations in which tens of thousands of people
protested against lockdown measures resulted in up to 21,000 additional COVID-19 in-
fections. This is the key finding of a study conducted by researchers at ZEW and Hum-
boldt University of Berlin; the study was published in the prominent international jour-
nal Health Economics.

The authors analysed the infection situation before and after two large demonstrations
in Leipzig and Berlin, which attracted up to 45,000 participants. Demonstrators at these
events usually did not comply with the applicable hygiene requirements, such as wear-
ing facial coverings or keeping a minimum distance from each other. Drawing on data
from bus companies specialised in transporting demonstrators to such events, the re-
searchers determined the departure points of the demonstrators. Based on these loca-
tions, the study examined the incidence of infection before and after the demonstra-
tions, comparing regions with and without such bus connections.

“Spreading the Disease: Protest in Times of Pandemics”

www.zew.de/PU83546

STUDY

The figure shows the seven-day incidence of COVID-19 infections for locations with and
without a bus connection to the demonstrations. After the completion of the mean in-
cubation and reporting period for new infections of approximately ten days, higher in-
fection rates can be observed in the local areas of the protest participants. The study
controlled for otherinfluencing factors, and the graph has been adjusted to account for

these factors. Accordingly, the remaining excess infections in the locations with bus

connections can be attributed to participation in the protests.




SEVEN-DAY INCIDENCES FOR LOCATIONS WITH AND WITHOUT
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IS THE DIGITAL TRANSFORMATION AN
ENERGY GUZZLER?

=> Additional electricity demand overrides energy-saving potential of ICT
technologies in companies.
= Energy consumption of small companies increases more than that of large ones.

According to the International Energy Agency, the manufacturing industry accounts for
26 per cent of global CO2 emissions and 38 per cent of global energy consumption.
So the savings potential is huge. New digital technologies, such as smart sensors and
further developments in data analysis, make it possible to use energy and resources
more efficiently in production. However, these technologies also consume energy. An
analysis by ZEW and the University of Gottingen of more than 28,700 manufacturing
companies provides new insights into the relationship between digital technologies
and changes in energy consumption.

The study shows that changes in energy consumption vary greatly between companies
as the use of digital technologies increases. On average, energy consumption rises by
1.03 per cent. Electricity consumption even grows by 1.34 per cent. Non-electric fossil
fuel use, on the other hand, does not change significantly. The results thus suggest that
the overallrise in energy consumption is due to an increase in electricity consumption.
Furthermore, the analysis shows that on average there is a greater increase in electricity
consumption in small and medium-sized enterprises in economically underdeveloped
regions compared to large companies in economically stronger regions. This has signifi-
cant political implications. Structural support measures for small and medium-sized
enterprises and those in structurally weak regions may conflict with the goal of reducing
the energy consumption of these enterprises, according to the current state of research.

STUDY

“What Drives the Relationship Between Digitalization and Industrial Energy Demand?
Exploring Firm-Level Heterogeneity”

www.zew.de/PU83816
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DISTRIBUTION OF ESTIMATED CHANGE IN ENERGY CONSUMPTION
(IN PER CENT)
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non-electric fossil fuels did not experience significant change. Therefore, the results suggest that the overall increase in energy consumption

On average, energy consumption rose by 1.03 per cent. Electricity consumption by itself increased by 1.34 per cent, whereas the use of
was the result of increased electricity usage.
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DIGITAL START-UPS:
A CATALYST FOR CORPORATE INNOVATION

=> Established companies expect innovations and access to technological
knowledge from collaborations.

=> Often it is more available information that is needed for more cooperation.

The combination of market experience and financial strength of established companies
with the agility and technological know-how of digital start-ups holds a variety of poten-
tials, but also poses some challenges. A representative company survey by ZEW shows
that, in Germany, one in every three companies in the information economy and one in
five in the manufacturing industry is currently collaborating with digital start-ups or has
done so in the past. In the survey, more than 1,200 companies in these industries were
asked about the scale, motives and obstacles of cooperation between established com-
panies and digital start-ups.

As the results show, companies hope that through collaboration with digital start-ups

they can develop new products or services or improve existing ones. Established busi-
nesses expect to get access to technological know-how, technology or software. In most
cases companies achieve at least part of their set goals through the cooperation. For
instance, they were able to improve their products or services or create something new
through cooperation. In contrast, around 60 per cent see no projects as suitable for
cooperation. Moreover, around half of businesses are uncertain about the benefit of a
cooperation or feel that there is uncertainty in regard to maturity, reliability or survival
chances of the collaborating start-up. Improving available information on collaboration
possibilities or organising networking events can therefore help to bring together suit-
able cooperation partners.

ZEW EXPERTISE
“Schwerpunktstudie Kooperationen mit digitalen Start-ups: Die Sicht etablierter Unternehmen”
www.zew.de/PU83756.pdf
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RATE OF PAST, PRESENT AND
FUTURE CORPORATE COOPERATION

WITH DIGITAL STARTUPS
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THE GERMAN INNOVATION SYSTEM IS SUFFERING
FROM LONG COVID

= The COVID-19 pandemic has led to short- and long-term declines
in innovation spending.
=> Highly-digitalised firms were more resilient in the crisis.

The outbreak of the COVID-19 pandemic in early 2020 was an unexpected blow to econo-
mies worldwide, and it triggered a deep recession. To survive in such moments of crisis,
firms must adapt their business strategies. Past crises have shown that in a recession,
firms spend less on innovation due to lower demand and lack of liquidity. During the
COVID-19 pandemic, the decline in innovation spending was likely to be even more
pronounced, as it was accompanied by other intensifying factors, including extensive
reliance on remote work, supply chain disruptions, and loss of labour inputs due to
illness or quarantine. On the other hand, the pandemic restrictions forced many firms
to develop new products, processes and business models.

Based on 2019-2022 data from the Mannheim Innovation Panel, a ZEW study with-
in the H2020 project “GROWINPRO” examined the short- and long-term effects of the
pandemic on innovation expenditures by German firms. In order to isolate impacts, it
exploited the fact that not all firms were equally affected by the pandemic. The study
shows that firms that were severely affected by COVID-19 reduced their innovation
spending by 21 per cent more than comparable firms that were hardly affected. Firms
that had digitalised before the crisis also proved to be more resilient during the crisis.
Furthermore, firms heavily affected by the pandemic planned to spend significantly less
oninnovation in 2021 and 2022 as well. These long-term COVID-19 effects have been
inhibiting more rapid post-pandemic recovery.

STUDY
“Pandemic Effects: Is the German Innovation System Suffering from Long-COVID?”
www.growinpro.eu/pandemic-effects-is-the-german-innovation-system-suffering-from-long-covid
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EFFECTS OF THE CORONAVIRUS PANDEMIC
ON INNOVATION EXPENDITURE
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The figure compares the average yearly change in innovation expenditures for companies that were very
adversely affected by the pandemic in 2020 with those that were hardly or not at all negatively affected.
SOURCE: ZEW
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MORE ECO-FRIENDLY PRODUCT INNOVATION
THROUGH GREEN PUBLIC PROCUREMENT

=> Green public procurement has a high priority in European policy.
= SMEs in particular introduce more eco-friendly products as a result.

Public sector procurement represents a considerable share of demand in certain sub-
sectors — and thus has a strong impact on the products and services offered by firms.
In 2017, for example, public procurement corresponded to 16 per cent of EU GDP. In
recent years, environmental criteria have become increasingly common in public sec-
tor calls for tender. One goal of such criteria is to encourage companies to develop green
innovations.

A ZEW study analysed how green public procurement impacted private-sector environ-
mental innovation. When a company introduces a new product or process that has en-
vironmental benefits compared to the company’s usual way of doing business, this is
termed an ‘environmental innovation’.

The study shows that companies acquiring public sector contracts with green criteria
are 20 percentage points more likely to introduce eco-friendly product innovations.
However, green public procurement has no significant impact on the introduction of
eco-friendly processes (e.g. manufacturing techniques). A look at the individual com-
pany sizes shows that green public procurement mainly influences small and medium-
sized enterprises. Winning green public procurement contracts increases their likeli-
hood of introducing more eco-friendly products by 25 percentage points. Ultimately,
the study confirms that green public procurement is effective as a demand-side policy
tool for encouraging innovation, especially among small and medium-sized enterprises.

STUDY
“Does Green Public Procurement Trigger Environmental Innovations?”
www.zew.de/PU82817
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CHANGE IN LIKELIHOOD OF INTRODUCING
MORE ECO-FRIENDLY PRODUCTS AND
SERVICES BY COMPANY

EMISSION-FREE FERRY “MF AMPERE”
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The figure illustrates the change in probability that companies
will introduce more eco-friendly products and services when
companies have 1) won a public procurement contract with
environmental criteria (+20 percentage points) versus when
they have 2) won a public procurement contract without
environmental criteria (-6 percentage points).

SOURCE: ZEW, Corvus Energy

. y N y y N y y N y y N y N y N y N y N y N y y N y y N



NIIS3d 1INIVIN







I

NOBEL PRIZE WINNER WELCOMED AS
WORKSHOP GUEST

=>» The market design workshop saw vibrant scholarly exchange on a range of topics.
=> Nobel laureate Paul Milgrom gave a talk as the guest of honour.

Following several pandemic-related postponements, the second KIT-Paris-ZEW Work-
shop took place in June of 2022. Held at the Paris-Panthéon-Assas University, the work-
shop, which was dedicated to market design topics, hosted a total of twelve renowned
researchers as well as outstanding young talents who presented their findings and dis-
cussed the results. As a co-organiser, ZEW’s “Market Design” Unit was represented by
a large number of participants at the event. The presented papers, which stimulated
vibrant scholarly exchange, addressed a range of general theoretical, applied and ex-
perimental topics, including marketplace rating systems, the design of crowd-funding
mechanisms, exam design features that maximise imparted knowledge, how algorithms
can affect auction outcomes, and techniques for motivating healthy eating behaviour
amongst children.

Paul Milgrom of Stanford University was the guest of honour at the event. His 2020
Nobel Prize in economics brought renewed global attention to the field of market de-
sign. In his talk, he discussed the use of algorithms to improve auction mechanisms.
Algorithms can generate better investment incentives as part of auctions for the allo-
cation of scarce resources, such as airport take-off and landing slots. In an interview
with ZEW, Milgrom also discussed the challenges and opportunities attendant to the
design of efficient and effective markets, highlighting by way of example his recent re-
search on markets mechanisms to manage water scarcity in California.

The workshop underscored the value of in-person exchange in addition to the now com-
mon virtual exchanges. The third workshop is currently in planning and slated to take

https://zewquote.podigee.io/23-neue-episode/

INTERVIEW

place in Mannheim in 2023.
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CONTRACTOR CATEGORIES PROMOTE
CONTRACT STABILITY

=> Contractors are often grouped into categories.
= The well-known theory of optimal contracts cannot explain this practice.
= A new stability concept under renegotiation provides a possible explanation.

In many situations in which a formal contract governs an economic transaction, con-
tractors are grouped into categories. For example, most procurement departments clas-
sify their suppliers into categories. Similarly, employees are classified into salary bands
and policyholders are subdivided into risk classes. However, such a rough classifica-
tion cannot always be explained by transaction costs. Contract theory indicates that
contracts tailored to individual characteristics of the counterparty are optimal. How-
ever, this often requires the counterparty to provide potentially private information. For
example, since only suppliers know their cost structures, and only policyholders know
their individual risks, such contracts are inefficient, because they can be renegotiated
after the contract has been signed. This possibility for renegotiation undermines the
incentives for contractors to disclose private information. Therefore, when contracts
are drafted, they must provide incentives to disclose private information. The ZEW re-
search unit has thus developed a new theoretical concept for stable contracts, i.e. con-
tracts that are not renegotiated. They show that stable contracts optimally group con-
tractors into categories. Categorical grouping protects the private information of the
individuals, while nevertheless allowing segmentation according to individual charac-
teristics. The study described in the foregoing received a revise and resubmit decision
from the prestigious American Economic Review.
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FOR A MORE FACTUAL DEBATE ON THE GERMAN
NUCLEAR PHASE-OUT

=> Professor Sebastian Rausch appraised current research findings in an article
published in Nature Climate Change.

The proper role of nuclear energy is a recurring theme given its relevance not only for
climate change and energy security, but also for air pollution and human health. Nu-
clear power is controversial, not least because of the risk of accidents and the problem
of nuclear waste. At the same time, nuclear energy has been gaining support as a form
of energy generation with low greenhouse gas emissions.

In the aftermath of the 2011 Fukushima disaster, Germany vowed to completely phase
out nuclear power. This process, which was completed in April 2023, furnishes a nat-
ural experiment for examining the effects of a large-scale transition away from nuclear
energy. ZEW researchers conducted a cost-benefit analysis of the impacts of concrete
policy measures while also drawing comparisons to other policy options and evaluat-
ing a counterfactual scenario that presumed continued reliance on nuclear power. To
compare scenarios, the researchers estimated “social costs”, which consisted of two
components: private costs that could be traced back to changes in energy production
expenditures and net electricity imports, as well as external costs such as health costs
(resulting, for example, from local air pollution due to the additional use of fossil ener-
gy as an alternative energy source). According to a recent study, these health damages
account for almost two-thirds of the social costs of the nuclear phase-out. These costs
are offset by a reduction in external costs stemming from the storage of nuclear waste
and the risk of nuclear accidents.

As Germany ratified its nuclear phase-out, the expansion of fossil-based power gen-
eration was cheaper than the expansion of renewable energy, due to the overcapaci-
ty in the domain of fossil-based power generation. Today, renewable energy sources
have lower electricity generation costs than conventional ones, which is why the high
health damage from fossil fuels is likely to be lower in future nuclear phase-outs. This
augments the relative importance of waste storage and the risk of nuclear accidents
in relation to increased air pollution. Energy security will continue to be important, but
will lose significance as an argument for continued reliance on nuclear power, due to
the competitiveness of renewable energy.
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“Assessing Nuclear Phase-Out”
www.zew.de/PU83256

STUDY
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= making a basic quantity of energy available to consumers at a fixed price, while mar-

REDUCING GAS CONSUMPTION BY HOUSEHOLDS
AND COMPANIES

=> Real-time billing can help households save energy.
=> Rising prices require changes in the production processes used by companies.

Germany had to sharply reduce its natural gas consumption in the winter of 2022 -2023
due to the cessation of Russian imports. However, gas supplies remain limited, and
Germany must keep a close eye on reserve levels. To encourage lower natural gas and
electricity consumption, prices should not be lowered. Instead, government should
provide support to households and companies on a lump-sum basis, i.e. regardless of
current consumption. Germany’s Expert Commission on Gas and Heat has proposed

ket-based pricing applies for higher demand levels. The idea is to preserve incentives
to reduce natural gas consumption.

ZEW researchers assessed which support measures are effective in encouraging house-
holds and companies to further reduce gas consumption. For households, one of the
key challenges is the fact that the massive increases in natural gas and electricity pric-
es are only reflected in utility bills after a long delay, with final accounting taking place
just once each year. The true costs of energy consumption thus only become apparent
after a significant time lag, which dilutes incentives for near-term adjustment.

With a view to companies, energy costs historically account for just two to three per
cent of total expenditures on average. However, last year’s price increases go far be-
yond historically observed values, and require adjustments to production processes.
When developing government support measures, it is crucial to differentiate between
companies that can pass on increased energy costs to final consumers through higher
prices and those that are not able to do so.

E|=
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HOW DOES AUSTERITY AFFECT
REDISTRIBUTIVE POLICY?

=>» Empirical research on how austerity influences distributive policy.
=> Deficit limits in Italy have led to significant increases in tax rates on
high incomes.

In response to the global financial crisis of 2007 — 2009 and the COVID-19 outbreak
of 2020, governments enacted comprehensive stimulus measures. Yet such stimu-
lus measures often require fiscal austerity in subsequent years. So far, evidence
concerning the distributional impacts of austerity measures has been largely an-
ecdotal. Accordingly, ZEW took up this question in a recent study. The researchers
drew on data from Italian local governments to provide the first quasi-experimental
evidence of the impact of austerity measures on distributional policies. Italy is par-
ticularly well suited for the study of this research question, as Italian municipalities
have considerable autonomy in setting local income taxes with non-linear sched-
ules. The researchers took advantage of a strong exogenous constraint on the fiscal
space of Italian municipalities — namely, the introduction of a national balanced
budget requirement in 2013 that extended the Stability Pact requirement to previ-
ously exempted municipalities. The results of the study show that local governments
responded to this fiscal requirement by gradually increasing tax rates. The increase
in tax rates was larger for higher incomes, and only became significant for individ-
uals with taxable incomes above the median (see figure). The relative impact was
considerable: Tax rates forincome earners in the top decile of the municipalincome
distribution increase by 13 per cent compared to the sample mean. Examining the
intersection between fiscal policy and taxation, the study is a good example of re-
search conducted by ZEW’s “Corporate Taxation and Public Finance” Unit.

STUDY
“Austerity and Distributional Policy”
www.zew.de/PU81747
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FISCAL RULE LEADS TO
SIGNIFICANT HIKE IN INCOME
TAX RATES ABOVE MEDIAN INCOME
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Evidence from the European Public Country-By-Country Reporting”

“How Do Investors Value the Publication of Tax Information?
www.zew.de/PU83798

STUDY

HOW HAVE INVESTORS ASSESSED NEW TAX
REPORTING RULES?

=> The announcement of a country-by-country reporting requirement in the EU
triggered significant stock price declines.

=> Reputational losses and possible distortions to competition are more important
to investors than information gains.

In tandem with measures designed to curb profit shifting by multinational companies,
the OECD and European Commission have been expanding tax transparency require-
ments. In June 2021, for example, the EU Commission announced it would introduce
public country-by-country reporting (CbCR) for large companies. This tax policy push
came unexpectedly (see figure), as there had long been strong support for the exist-
ing, confidential CbCR.

In cooperation with the Collaborative Research Center 266 and the University of Mann-
heim, ZEW researchers investigated how capital markets reacted to this policy announce-
ment. The investigation showed that the policy announcement led to significant share
price losses for impacted companies. Specifically, the cumulative average abnormal
return (CAAR) registered a decline of -0.699 per cent, which translates into a capitali-
sation loss of around 65 billion euros for up to three days after the announcement. This
result suggests that investors value reputational risks and potential competitive dis-
advantages more highly than the potential benefits of an improved informational en-
vironment. This is also reflected in cross-sectional tests, in which the average negative
investor reaction is more pronounced for companies with higher reputational risks and
in more competitive environments. The conclusions of the study are of particular im-
portance not only for current tax policy in the EU, but also with regard to current debates
on similar disclosure requirements, particularly in the US.
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“ChCR”

COUNTRY-BY-COUNTRY-REPORTING

PART OF THE ACTION PLAN
to develop more fiscal transparency in the fight

against international tax planning.
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REAL-WORLD DATA FOR THE EVALUATION OF
DIGITAL HEALTH APPS

=> Digital health apps are becoming ever-more common.
=> Real-world data offer evidence-based opportunities for improving their adoption.

Mobile health applications are becoming increasingly popular and serve a range of
purposes — for example, to remind users to take medications or to document blood
sugar levels. In 2019, the Digital Care Act was passed in Germany, which, among other
things, introduced the reimbursement of health apps prescribed by a medical profes-
sional from the social health insurances. The new legislation broadly sets forth how
app developers can demonstrate the use-value of their products. To this end, the legis-
lation foresees drawing on real-world data — such as claims data from health insurance
companies, or digitally collected biomarkers such as blood pressure — to evaluate app
benefits. However, since the introduction of the Digital Care Act, such data have rarely
been used in evaluations.

Against this backdrop, the Health Innovation Hub of the German Federal Ministry of
Health and the Digital Medicine Society convened a series of discussion panels to bring
together international experts in the field of evidence generation for digital medical
products. ZEW researchers were among the participants. The discussion panels aimed
to (1) accelerate innovative approaches for the evaluation of digital medical products;
and (2) promote the international harmonisation of best practice. The experts identified
nine topic areas (see figure) in which there is a need for action by researchers or regula-
tors. Addressing these topic areas will enable the broader use of real-world data in the
future — an important building block for the safe, effective and evidence-based intro-
duction of digital health solutions and for their proactive adoption by the population.

STUDY
“Advancing Digital Health Applications: Priorities for Innovation in Real-World Evidence Generation”
www.zew.de/PU83242
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FIELDS OF ACTION

FOR WIDER USE OF REAL-WORLD DATA

Standardisation of

endpoints

Determining suitable
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Equal access to
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OVERVIEW OF UKRAINIAN AND
RUSSIAN-SPEAKING PSYCHOTHERAPISTS

=> High demand for psychological support for refugees expected

= Map with Ukrainian and Russian-speaking psychotherapists accessed
over 100,000 times

Several million people have fled from war and violence in Ukraine, especially women
and children. Often they need not only medical but also psychological help after their
arrival in Germany. However, the existing language barrier should not be underesti-
mated: While interpreters can facilitate communication in the treatment of physical
illnesses, for example, it is a challenge to establish a relationship of trust with psycho-

=6

therapists in this way. Of the 17 associations of statutory health insurance physicians
to which most practices belong, 16 (all except Thuringia) enable patients to search for
doctors with certain language skills. However, since this information is difficult to ob-
tain, the ZEW economists created an easily accessible and simplified map on Google
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Maps containing all psychotherapists who speak Ukrainian or Russian. The map was

accessed over 100,000 times in the first year, showing that data on medical care can
only unfold an added value if they are prepared in an easily accessible way.

In addition to the direct benefit for the displaced persons, the map provides an over-
view of the regional distribution of the indicated language skills. A total of 659 psycho-
therapeutic practices offering treatment in Ukrainian and Russian are listed in the reg-
isters of the associations of statutory health insurance physicians, most of which are
located in Mecklenburg-Western Pomerania, the fewest in Bavaria.

www.google.com/maps/d/edit?mid
&l1=50.862297420450744%2C10.545151099999978&z

ACCESS THE MAP AT
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RUSSIAN- OR UKRAINIAN-SPEAKING
PSYCHOTHERAPISTS PER 1 MILLION RESIDENTS

Accessed on Google Maps
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GOVERNMENT SPENDING STATISTICS INDICATE
INEQUALITY IS LESS SEVERE THAN COMMONLY ASSSUMED

=> Current literature on inequality considers non-monetary government benefits only
on the basis of assumptions and in a redistribution-neutral manner.
=> Consideration of the actual use of these benefits reduces inequality.

Traditional approaches to measuring inequality typically only consider monetary income.
Current research on Distributional National Accounts transcends this limitation by con-
structing measures of inequality that are consistent with national accounts. An impor-
tant step in this regard is the allocation of all government expenditures to households
and persons. While the allocation of monetary benefits — for example, a child benefit
or housing benefit — is easily observable, non-monetary benefits (e.g. education, in-
frastructure, or defence) are less easy to measure directly. Previous studies have thus
assumed that such benefits are distributed proportional to cash income. However, this
approach precludes from the outset the possibility that non-monetary benefits can have
redistributive effects.

Building on findings from a policy advising project (research on the German govern-
ment’s 6th Poverty and Wealth Report), ZEW researchers studied the actual distribution
of non-monetary benefits by specifically examining state-level spending on education
in the US. The findings speak against the assumption that such benefits are proportion-
ally distributed. On the contrary, state expenditures on education, in a cross-section of
one year, are equally distributed across all income groups. If one were to assume equal
distribution of all non-monetary benefits in line with the results presented here for edu-
cation, this would yield a significant decrease in inequality.

STUDY

“Government Expenditure in the DINA Framework: Allocation Methods and
Consequences for Post-Tax Income Inequality”

www.zew.de/PU83229
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PUBLIC EXPENDITURE ON EDUCATION BY INCOME:
COMPARISON OF ALLOCATION METHODS
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The figure shows the distribution of public education spending in the US across income deciles in 2017. The blue bars represent our findings for the actual use of
funds toward education. This is contrasted with the assumption-based distributions proportional to income (in green) and as a lump sum per person (in gray).

SOURCE: ZEW, own calculations



WHAT ARE THE CHALLENGES TO EUROPEAN
WELFARE STATES?

= ZEW is heavily involved in the WelaR project, launched in 2022.

Under the leadership of KU Leuven, the ZEW research units of “Inequality and Distri-
bution Policy”, “Environmental and Climate Economics” as well as “Labour Markets
and Social Insurance” are participating in this multinational research undertaking.
The overarching goal of the Europe Horizon project is to identify challenges faced by
the welfare state and to elaborate effective solutions. A focus is being placed on four
megatrends — namely, digitalisation, globalisation, climate change, and demographic
change. These megatrends are impacting labour markets and society — and they pose
multifaceted challenges to European welfare states. WelLaR (short for “Welfare Systems
and Labour Market Policies for Economic and Social Resilience in Europe”) aims to fill
knowledge gaps about these trends by pursuing two main objectives. First, the project
will conduct a comprehensive and comparative diagnosis of how these megatrends
impact labour market and present risks to the welfare state. Based on these insights,
the second goal is to develop policy recommendations for the adaptation of the wel-
fare state. A particular emphasis is being placed on groups that are often confronted
with higher labour market risks — namely, women, young workers, people in atypical
employment, and the working poor.

In developing policy proposals, the project will take an interdisciplinary approach, com-

g bining quantitative and qualitative methods and adopting cross-national perspectives.
§ To ensure robust policy proposals, extensive consultations and feedback loops with
i’_a stakeholders will be undertaken, in order to enrich and validate quantitative and quali-
x = tative findings. The project will enhance the networking of ZEW at the EU level while
= also laying an important foundation for future evidence-based policy advising projects.

96 | INEQUALITY AND PUBLIC POLICY



“WelLaR™

WELFARE SYSTEMS AND LABOUR MARKET POLICIES FOR
ECONOMIC AND SOCIAL RESILIENCE IN EUROPE
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KLIMA
MUSS SICH
LOHMEN

=

AN ECONOMIC-ECOLOGICAL COMPASS 7 :

COMBINING ECOLOGICAL
PRINCIPLES WITH THE
POWER OF THE MARKET

In his book “Klima muss sich lohnen”, ZEW President Achim Wambach analyses various
climate policy measures and illuminates their underlying market mechanisms. In the
process, he shows how these measures sometimes have contrary or unanticipated out-
comes that diverge from what policymakers intend or what consumers expect. Wambach
comes to a number of surprising conclusions. For example, solar systems may make
economic sense, but they are not sensible for climate policy. Furthermore, purchasing
green electricity does not reduce carbon emissions — but driving less does, at least for
the time being. The president of ZEW makes it clear that climate protection needs to be
recalibrated by making fewer appeals to individual responsibility or to the pangs of con-
science. Instead, there should be a stronger emphasis on well-designed regulatory con-
ditions, and a greater trust in market mechanisms. Ultimately, the most effective route

to climate protection is to harness the allocative wisdom of the market.

VOICES.

The task ahead is daunting: The next ten years will be crucial for the
monumental task of ecological transformation. We need to rethink all areas
of life. Wambach’s book makes an important contribution to this undertak-
ing. One used to speak of reconciling the economy with the environment.
Today, we are one step closer to achieving this goal. We now know that

intact ecosystems are essential for economic success.

Winfried Kretschmann
Minister-President of Baden-Wiirttemberg

This book identifies the policy measures that actually work while clearing
up numerous misunderstandings. It provides a clear picture of a complex

situation.
Klaus Miiller
President of the Federal Network Agency
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