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ZEW Celebrating its Tenth Anniversary

Since its foundation in 1991, the ZEW has developed into one of the leading economic research institutes
in Germany and Europe. The national Science Council’s excellent rating is not the only finding that attests to
the ZEW’s strong performance. A further indicator is the steep rise in external funds the ZEW has managed

to attract since it was set up.

m Ten years have passed since the ZEW
was founded. Although short compared
with other anniversaries, such a period
presents an opportunity to look back on
what has been accomplished and to look
ahead. In the course of the last ten years
according to the national Science Council
the ZEW acquired an excellent reputa-
tion, both nationally and internationally,
in the field of application-related empiri-
cal economic research. It has distinguish-
ed itself in particular on account of its
work on international comparative issues
and the creation of databases that are of
great value for researchers. The key tasks
of the ZEW are economic research, eco-
nomic policy recommendations and the
dissemination of its research findings
through publications and further training
seminars. The institute targets decision-
makers in politics, industry and public
administration, national and foreign re-
searchers and the interested public.
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The local press reports about the ZEW taking up its work on April 1, 1991. From the left: ZEW founding
directors E.-O. Schulze and Prof. Dr. Dr. h.c. H. Konig, minister K. von Trotha, H. Freudenberg.

The decision to establish the ZEW was
taken in 1990 on the initiative of the
state government of Baden-Wiirttem-
berg, the business community of Baden-
Wiirttemberg and the University of
Mannheim. The institute started its work
soon after in April 1991. Whereas at the
beginning of 1992 the ZEW employed 17
staff, 15 of whom were researchers, the
number now stands at 118, 78 of whom
do research.

Research approach
and research departments

In its research the ZEW chiefly pur-
sues a microeconomic and microecono-
metric approach. In doing so, the ZEW
sets high value on interdisciplinary work:

Although it is mainly economists and
business management experts that work
on research projects, industrial en-
gineers, specialists in business applica-
tions of computer science and lawyers
are also involved.

Among other things, the research in-
stitute has devoted itself to working on
international comparative issues. For in-
stance, it examines the effects of increas-
ing European integration or of the intro-
duction of the euro on the German la-
bour market or compares the tax burden
of companies in selected European
countries and the US. Some of the ZEW’s
databases, which serve as a basis for its
research, have also gained great signifi-
cance. It is the ZEW that possesses Ger-
many’s largest data record on company
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innovations, the Mannheim Innovation
Panel. A database on start-ups used to
analyse the setting-up, growth and clo-
sure of companies was developed as
well. The ZEW now also makes selected
databases available to external users
for academic research in accordance
with stipulations governing data pri-
vacy.

In terms of its organisation, the ZEW
is divided into the following five research
departments:

International Finance and

Financial Management

Labour Markets, Human Resources

and Social Policy

Industrial Economics and

International Management

Corporate Taxation and Public Finance

Environmental and Resource Eco-

nomics, Environmental Management.

Currently the ZEW is busy setting up
an additional research focus ”New Infor-
mation and Communications Technolo-
gies in Global Networks”. It will take up

scientific advisory board made up of
renowned German and foreign experts
as well as senior managers from indus-
try and public administration. This
scientific advisory board meets regular-
ly to discuss and evaluate the ZEW’s re-
search projects. When the ZEW was
thoroughly evaluated by the national
Science Council in 1998, it confirmed
the high quality of the research done at
the institute and recommended that the
ZEW be included in the joint support
scheme of the Federal government and
the constituent states (“Blue List”).

National and international
cooperation

For the research done at the ZEW, re-
search professors are of great signi-
ficance. These university professors as-
sume the role of project managers at the
ZEW and thus constantly provide the
research done at the institute with new
impetus and scientific findings.

Development of third-party funds in million Euro
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economic developments related to the
“digital economy” and their repercus-
sions on the “old economy”. This new
focus fits into the ZEW’s existing struc-
tures, for here too applied basic research
is combined with empirical analyses
and interdisciplinary work.

The standard of the work done in the
research departments and the degree to
which it is geared towards the institute’s
research programme is monitored
through regular evaluations. These eva-
luations are carried out by the ZEW’s
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The institute cultivates intensive co-
operation with a host of cooperation
partners, in particular universities and
economic research institutions in Europe
and the US. Cooperation with Mann-
heim University is especially close. For
example, the president of the ZEW also
holds a chair at the university’s faculty
of economics. Through these diverse
contacts with researchers from all over
the world, the ZEW is integrated into a
close-knit national and international re-
search network. The presence of visiting

scholars at the ZEW, like Nobel prize
winner Prof. James ). Heckman, encour-
ages the creation of such a network as
does the organisation of academic
workshops with national and internatio-
nal participants. The frequent and ac-
tive attendance of ZEW’s research staff
at conferences in Germany and abroad
also contributes to this.

Every year since 1999 the ZEW has
organised a so-called Summer Work-
shop that is meant to further advance
the knowledge of young economic rese-
archers. Ph.D. students from Germany
and elsewhere enjoy the possibility to
discuss their theses with internationally
renowned academics and their peers,
as well as the possibility to get involved
in the ZEW’s research projects.

Research funding

In 2000 the ZEW’s budget amounted
to about 10 million euro. Accounting for
around 60 per cent, financial contribu-
tions from the state of Baden-Wirttem-
berg represent the most important source
of revenue. They are mostly made avail-
able for economic research geared to-
wards basic research and for the funding
of infrastructure. The remaining 40 per
cent of the budget come almost exclu-
sively from externally funded research
projects. The institutions commissioning
research are the European Commission,
federal and state ministries and institu-
tions, companies and associations, the
German Research Foundation, founda-
tions like the Volkswagen Foundation or
Thyssen Foundation, and national and
international organisations.

The ZEW’s increasing importance is
not only reflected in its staff figures, as
was mentioned at the beginning, but al-
so in the increase in external funds. The
volume of external funds rose from
350,000 euro in the financial year
1992/93 to some four million euro at
present.

The ZEW receives ideational and fi-
nancial support from the Club of ZEW
Friends and Sponsors (Férderkreis “Wis-
senschaft und Praxis am ZEW elV.”)
founded in 1993. It comprises compa-
nies mostly based in the Rhine-Neckar-
Triangle, but also elsewhere in Baden-
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Wiirttemberg or in other states. This
group of friends and patrons is an excel-
lent example of the link between acade-
mia and industry that the ZEW culti-
vates. The ZEW’s research departments
benefit from suggestions made by the
friends and patrons and vice versa.

Knowledge transfer

Apart from doing research, communi-
cating the ZEW’s research findings to
companies, politicians, the research
community and the general public re-
presents another essential aim of the
institute. Dissemination occurs in the
form of statements made to the media,
lectures, and comments and expert opi-
nions, via the internet and various pub-
lications. Among others, the ZEW has
three series of publications: the English-
language ZEW Economic Studies, ZEW

ZEW - Historical Data

1990: Decision is made to set up the
ZEW. The ZEW is founded as a subsidi-
ary of GKW, a limited liability company
for the advancement of science and the
arts, on the initiative of the state govern-
ment of Baden-Wiirttemberg, the busi-
ness community of Baden-Wiirttemberg
and the University of Mannheim.

April 1991: Located in Mannheim, Kai-
serring 14-16, the ZEW starts with its re-
search projects headed by the directors
Professor Dr. Dr. h.c. Heinz Konig (scien-
tific director) and Ernst-Otto Schulze
(commercial director).

1993: The “Club of ZEW Friends and
Sponsors” is set up to support the work
done by the ZEW. Many large companies
and SMEs as well as public figures from
the region, the state of Baden-Wiirttem-
berg and the whole of Germany have
become members and more are joining.

1 Dec 1996: Relocation to the new build-
inginlL7,1.

1 April 1997: The state of Baden-Wiirt-
temberg becomes a direct partner of
ZEW Ltd.

1 April 1997: Professor Dr. Wolfgang
Franz succeeds Professor Dr. Dr. h.c.
Heinz Konig as the scientific director/
president of the ZEW.

Dec 1998: The national Science Council
evaluates the ZEW. It decides to recom-
mend the inclusion of the ZEW in the
“Blue List”.

K. van Miert, Prof. Dr. W. Franz and Prof. Dr. Dr. h.c. mult. O. Issing at the ZEW Economic Forum 1999.

Wirtschaftsanalysen (ZEW Economic
Analyses) and Umwelt- und Ressourcen-
d6konomie (Environmental and Resource
Economics). Moreover, the research in-
stitute makes its know-how available to
national and international specialists
and executives in further training semi-
nars and company-specific seminars. In
seminars on issues such as the manage-
ment of financial markets, business ma-
nagement and company organisation as
well as on taxes, accounting and public
finance, the ZEW passes its research
findings on to practitioners. Apart from
in-house research staff, speakers in-
clude university professors and acclaim-
ed practitioners.

ZEW events

Activities with respect to the series of
lectures for the wider public have been
stepped up, too. The beginning of 1993
saw the first lecture of the biannual
“Economic policy by practitioners”
(“Wirtschaftspolitik aus erster Hand”)
where a distinguished representative of
German politics or economics is invited
to provide an insight into current econo-
mic developments. Speakers have in-
cluded Dr. Rolf-E. Breuer, spokesman for
the board of management of Deutsche
Bank AG, Federal Minister of Economics
Dr. Werner Miiller and the head of the
Confederation of German Employer As-
sociations Dr. Dieter Hundt.

Over the years numerous events have
been added. They include the “Mann-

heim Economic and Monetary Talks”
(“Mannheimer Wirtschafts- und Wah-
rungsgesprache”), a series of lectures
focusing on banking, organized by the
ZEW together with Mannheim Univer-
sity, the region’s banking association
and the Academy of Administration and
Business Management Rhine-Neckar. A
further event is the “ZEW Economic
Forum” (“ZEW Wirtschaftsforum”) which
lasts a whole day and brings together
entrepreneurs and representatives from
associations and public institutions for
the purpose of discussing topical ques-
tions related to economic policy. Speak-
ers at the most recent forums included
Professor Dr. Dr. h.c. mult. Otmar Issing,
member of the ECB’s board of directors,
and Karel van Miert, at the time EU Com-
missioner for competition policy, as well
as state finance ministers Professor Dr.
Georg Milbradt and Gerhard Stratthaus.
On the occasion of its tenth anniver-
sary the ZEW hosted a birthday party on
2 February 2001, the focus of which was
a panel discussion. As one would expect
from a centre for European economic re-
search, the discussion revolved around
a topic of international relevance: “The
economic integration of Europe — chal-
lenges, opportunities, risks”. The panel-
ists were Erwin Teufel, Premier of the
state of Baden-Wirttemberg, Professor
Dr. Dr. h.c. mult. Otmar Issing, member
of the ECB’s board of directors, and Pro-
fessor Dr. Jiirgen Strube, chief executive
officer of BASF AG. <
Prof. Dr. Wolfgang Franz, franz@zew.de
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Knowledge Transfer from Public
Research Better Than it is Said to be

The knowledge and technology transfer between public research institutions and industry has achieved

a high level in Germany. Companies and scientists use a host of different transfer channels to exchange

new findings. However, the extent to which the different public research institutions cooperate with industry
varies greatly. But a new ZEW study reveals that due to impediments and a lack of structures that act as
incentives in public research institutions, a lot of potential for cooperation is still untapped.

Positioning of public research institutions in Germany

in terms of knowledge and technology transfer
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The size of the circles represents the degree to which impediments to business contacts are perceived at the institu-
tions. The length of the lines illustrates the degree of heterogeneity among research units within an institution.
Source: ZEW survey “Interaction between research institutions and industry 2000”

m The ZEW, the Fraunhofer Institute for
Systems Technique and Innovation Re-
search (ISI) and the ifo Institute for Eco-
nomic Research were commissioned by
the German Federal Ministry of Educa-
tion and Research to conduct a compre-
hensive analysis of the knowledge and
technology transfer system in Germany.
The study shows that over the past
years the transfer of knowledge has
been continuously improved in Ger-
many and has reached a high level. In
the government-funded research scene
it is the institutes belonging to the
Fraunhofer Society and the technical
universities that boast particularly in-
tensive interactions with industry. They
both combine favourable conditions for
firm interaction in terms of disciplinary
structure, size and research orientation
with a high level of transfer activities. In-
stitutions geared towards pure research

with a large share of basic funding such
as many Max-Planck-Institutes and insti-
tutes forming part of the Leibniz asso-
ciation are less committed to transfer. In
the case of the Helmholtz association
(HGF), comprising 16 large research cen-
tres, the level of interaction is consider-
ably lower than one would expect as
many HGF-centres are specialised in
technical fields with significant transfer
potentials. Universities for applied
science and general universities are
also less involved in interaction with
firms.

This pattern reflects the diversity of
the tasks assigned to public research in-
stitutions in an economy. This diversity
demands to weigh up business orienta-
tion, scientific research and the teach-
ing of students. The intensity of transfer
activities varies considerably within the
individual institutions (see diagram).

Universities and public research in-
stitutions use various types of interac-
tion for their business contacts. Con-
tract research represents just one as-
pect. From the point of view of the re-
search institutions, informal forms of
exchanging knowledge, but also the
passing on of knowledge via publica-
tions are equally important, too. Know-
ledge transfer resulting from personnel
mobility is regarded as significant in all
the types of institutions that were analys-
ed. At present, new firms set up by
scientists are still of minor importance
for the transfer of knowledge and tech-
nology, although this transfer channel is
expected to gain importance in the
years to come.

Barriers to knowledge transfer

Yet, there are a number of impedi-
ments obstructing the transfer of know-
ledge and technology. They include a
lack in qualified personnel, financing
problems, time-consuming teaching
and administrative responsibilities and
a (perceived) lack of openness on the
part of the companies.

The study identifies starting points
for an intensification of knowledge
transfer between public research and
companies. These starting points include
improving incentive mechanisms for
scientists, for instance in the field of
public service law or patent exploitation.
Moreover, the study recommends that
cooperation between public research in-
stitutions focusing on pure research and
institutions geared towards industry be
stepped up. <

Dirk Czarnitzki, czarnitzki@zew.de,
Dr. Christian Rammer, rammer@zew.de
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Late Motherhood Causes Pay Losses

Discontinuous employment biographies generate negative income effects. This problem affects mainly women
who still raise the children in most cases and thus give up their job for a while. A recent ZEW study analysed
the extent of their pay losses and the income effect associated with the timing of an employment break.

Pay losses of different employment profiles

m When starting a family it is not only
the consumption expenditure of the
household that increases. What makes
an even greater difference is the income
loss of one parent, usually the mother,
who temporarily gives up or reduces her
job and devotes herself to child rearing.
Additionally, her future income poten-
tial decreases. Work experience is regard-
ed as one of the most important factors
influencing the wage rate that each indi-
vidual can attain. Not only do deviations
from full-time employment represent an
interruption in human capital formation,
they may also cause a devaluation of
the human assets that were accumulat-
ed in the past. Deviations are thus sus-
pected of causing severe income losses.
On the one hand, the accumulated hu-
man capital becomes obsolete after an
employment break due to technical pro-
gress and innovations in the work pro-
cess. On the other hand, people partici-
pate to a lesser degree in vocational
training programs during their employ-
ment break or part-time period. The lat-
er a person takes time off, the more pro-
fessional experience he or she will have
gained, and the higher the negative in-
come effect resulting from skill obsoles-
cence.

This finding is confirmed by a recent
ZEW study, for which the Thyssen Foun-
dation granted financial assistance.
Based on a representative sample of
the Socio-Economic Panel consisting of
women aged 30 to 55 years, holding a
technical college, college, or university
degree, the influence of work experi-
ence on the wage rate is analyzed. In a
simultaneous Maximum Likelihood esti-
mation, the depreciation rates of em-
ployment breaks (including parental
leave, work as housewife and unem-
ployment), and part-time work periods,
as well as the return to the resulting
effective years of full employment are
estimated.
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Reading aid: Dark grey parts of the bar characterize periods of full, light grey periods of part-time employment; white
parts employment breaks. The numbers within the bars depict the duration of these periods. The amount on the right

hand side of the graph is the hourly wage rate resulting from the respective employment profiles.

The findings of the ZEW study reveal
that a woman’s pay rate depends
strongly on her work history. Devalua-
tion of accumulated work experience
due to the withdrawal from full employ-
ment is 33 percent for each year of dis-
continuity. Conversely, part-time work
periods do not reveal any significant de-
preciation effects for previous years of
full time employment.

Simulations help to illustrate how the
devaluation of work experience affects
the hourly wage rate (see figure). While
a 45-year-old woman who has been con-
tinuously employed full time attains an
average hourly pay rate of 36.20 marks,
the employment profiles 1 to 4 show
varying deductions. If a 30-year-old
woman takes time off from work for one
year, and subsequently works part-time
for two years, her hourly wage rate will
be 0.30 marks lower. A three-year em-
ployment break will result in an income
loss of 1.20 marks per hour. The reduc-
tion is even worse if the same employ-
ment break occurs at the age of 35. The
hourly wage rate will then be just over
33.00 marks, i.e. just as high as after a
ten-year discontinuity phase starting at

Source: ZEW

the age of 30 and consisting of three
years out of work and seven years of
part-time employment. This illustrates
the strong influence of the timing of dis-
continuities: The later the break occurs
the more human capital is in danger of
becoming depreciated.

The later the employment break,
the higher the pay losses

The trend towards delayed mother-
hood, which can be observed not only in
Germany, thus leads to distinct income
losses, provided it is linked with a long
employment break. Negative income
effects of part-time employment are
much smaller. But not all women have
the opportunity to work a reduced num-
bers of hours due to a lack in child care
facilities and part-time jobs. This is where
politicians need to act. They can contri-
bute to reducing the outlined income
losses by improving the conditions for
gainfully employed mothers (and fathers)
and by encouraging employers to offer
more part-time jobs. <

Dr. Miriam Beblo, beblo@zew.de,
Elke Wolf, wolf@zew.de
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Self-Employment - A Permanent
Escape Route from Unemployment

In the light of the high unemployment rate, many governments rely on grants for business start-ups. Parti-
cularly the jobless increasingly set up their own business not least because the development criteria were
improved in the mid-nineties with the introduction of the so-called bridging allowance. From 1990 to 1998
approx. 458,000 jobless founders of businesses received financial assistance from the employment office.
The persons benefiting from the assistance increased from approx. 13,000 in 1990 to nearly 100,000 in 1998.

m The ZEW investigated the opportuni-
ties and limits of self-employment of
formerly jobless persons on the basis of a
sample from the Socio-Economic Panel
of 3,782 persons for the period from
1983 to 1996. The results suggest that
formerly unemployed founders of firms
regard self-employment by no means as
their last chance to work again. Rather,
when comparing them to the other un-
employed, they have good qualifica-
tions and only set up a business, if this
kind of employment ensures an income
that is much higher than their unem-
ployment benefit. The duration of unem-
ployment does not matter either when
becoming self-employed. The hypo-
thesis that the long-term unemployed
establish their own business because
they are discriminated against when
seeking dependent employment was
thus not confirmed in this study.

The study distinguishes between two
groups. On the one hand it analyses
how successful the alternative of depend-
ent employment would have been for
the unemployed who set up their own
business. In the second group, the ZEW
examined unemployed persons that
took up dependent employment and
analyzed self-employment as an alter-
native. For the first group, the renewed
risk of unemployment is lower for self-
employed persons than for those in de-
pendent employment (see chart). This
finding, however, does not allow the
conclusion that an extension of the bridg-
ing allowance would lead to a notice-
able, additional reduction of unemploy-
ment. This would be erroneous because
dependent employment is more stable
for the second group than self-employ-
ment. This result clearly demonstrates

Length of stay in self-employment and dependent employment *
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that the unemployed do find their opti-
mum solution for reemployment and
that they are not pushed into taking up
self-employment.

Bridging allowance does hardly
reduce unemployment

In a next step the ZEW analyzed the
efficiency of the bridging allowance. The
study revealed that in phases of restric-
tive grant allocations the unemployed
that took up dependent employment
bear a higher risk of renewed unemploy-
ment than in a situation where they
would have set up their own business.
Credit market restrictions can thus be
overcome with the help of the bridging
allowance. It smoothes the way into
self-employment for unemployed per-
sons that are suited for self-employ-
ment but cannot raise a credit because
they are unemployed.

However, the effectiveness of bridg-
ing allowance in fighting unemploy-
ment should be viewed carefully. It

might be true that the offer of bridging
allowance in the current form is the right
way, but it should also be noted that a
broad extension of that programme
would hardly reduce unemployment. In
the light of the self selection process
leading to self-employment or to depend-
ent employment one should not under-
estimate dead-weight effects. It might
happen, for instance, that persons in
dependent employment intending to set
up their own business choose to become
unemployed just in order to benefit from
the bridging allowance. An extension of
bridging allowance thus might not result
in an increased number of self-employed
persons but only in an increase of the
short-term unemployed. For this reason
the unlimited granting of bridging allow-
ance to all those willing to found their
own business is not so much the prob-
lem, but rather the negative incentives
resulting from the structure of this in-
centive: Bridging allowance do not have
to be paid back. <

Frank Reize, reize@zew.de
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Investment Behaviour and Taxation

How does corporate investment behaviour react to changes in taxation parameters? Even before the most
recent discussion about tax reform this had been a topical, but empirically controversial question. The ZEW
examined this question and came to the conclusion that taxation parameters influence investment
behaviour far less than is generally thought.

m In an empirical study, the ZEW estimat-
ed several microeconomic investment
functions. The key task was to measure
how corporate investment behaviour re-
sponded to changes in user cost of capi-
tal in the period 1987-1997. To that
end, company-specific user cost of capi-
tal were calculated for the first time from
annual account data. The Deutsche Bun-
desbank’s corporate balance sheet sta-
tistics provided the basis.

In the period under review the evolu-
tion of user cost of capital was markedly
determined by the level of interest rates
(see diagram). Other determinants were
the corporate tax rate, sources of financ-
ing driven by retained earnings, debt
and new equity, and the asset structure
that distinguishes between buildings,
machinery and equipment. The ana-
lyses show that apart from the reduction
in the corporate tax rate, the shift from
debt financing to financing by retained
earnings also contributed to the increase
in user cost of capital.

As part of panel-econometric analy-
ses, the ZEW estimated autoregressive
distributed lag models (ADL) and error
correction models (ECM). The estimated
elasticities of the investments with re-
gard to user cost of capital are on the

User cost of capital and level of interest rates
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order of -0.4 and thus significantly lower
than the values macroeconometric stud-
ies for Germany arrived at. However,
comparable microeconometric studies
for the US produced results similar to
those of the ZEW analyses.

Tax reform 2001 has negative
income effects

Estimated elasticities allow for quan-
tification of tax reform measures on in-
vestment. For instance, the taxation pa-
rameters coming into effect in 2001 re-
sult in an increase in quantifiable user

cost of capital. This would cause the
propensity to invest to decline. How-
ever, it has to be said that the approach
used only allows the reduction in the
corporate tax rate and the restriction of
depreciations allowances on buildings
and machinery to be quantified. Other
elements of the assessment basis can-
not be taken into account. In particular
it has so far been impossible to quantify
investment effects brought about by the
switch in the corporate tax system from
a full imputation system with a split tax
rate to shareholder relief system. <

Fred Ramb, ramb@zew.de

ZEW Economic Studies

Karl Ludwig Brockmann, Marcus Stronzik (Eds.):
Flexible Mechanism for an Efficient Climate Policy

In the Kyoto Protocol to the UN Framework Convention on Climate Change, industrialized countries agreed on binding absolute
targets for greenhouse gas emissions and on the admission of flexible market-economy instruments — such as emissions trad-
ing, joint implementation and the clean development mechanism — used for reaching these targets. The contributions reveal
that flexible instruments can lower the costs of climate protection considerably — not only in theory, but also in practice. Con-
cerning implementation, it will be necessary to take care of possible loopholes, uncertainties and transaction costs which may
be too high if no proper design is chosen.

Physica-Verlag, Vol. 11, Heidelberg/New York, 2000, ISBN 3-7908-1314-1
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Expert Workshop on “Transition to Flexible Pay”

m In September 2000, the ZEW organis-
ed an expert workshop on “Transition to
Flexible Pay” in cooperation with Prof.
Walter Oechsler of the chair and semi-
nar for business management, person-
nel management, and occupational
science at the University of Mannheim.
The workshop took place within the
framework of the joint DFG project
“Transition to Flexible Pay from an Eco-
nomic and Legal Viewpoint”. The partici-
pants consisted of company represent-
atives from personnel departments and
works council members.

Strong resistance in companies

The participants discussed various
issues and sought answers to the ques-
tion as to why many companies do not
adjust their wages and salaries in the
light of continuously high unemploy-
ment, even though they would be legal-
ly entitled to do so. Nowadays, the ad-
justment of worktime is relatively wide-
spread in the German economy, how-
ever, the transition to flexible pay was
met and still meets with strong resist-
ance in companies. Labour market eco-
nomists explain this phenomenon, inter
alia, with performance pay models. On
the basis of these models, it seems to
be a rational measure for the companies
to pay wages and salaries exceeding the
market equilibrium so as to attain a pro-
ductivity edge or to save recruiting
costs. Moreover, the insider-outsider
theory which points out the role of un-
ions and works councils as representa-
tives of the workers and not of the un-
employed is being discussed as a pos-
sible explanation for the existing wage
rigidities despite high unemployment.

From the viewpoint of firms, poten-
tials for flexible pay exist primarily in
high-yield sectors. In the crisis-ridden
construction industry, however, there
are hardly any possibilities to adapt
wages to the economic situation. This is
mainly due to provisions in collective
wage agreements which basically do not
allow for flexible salary systems. There-
fore crisis-ridden companies as a rule
react with redundancies instead of wage

reductions to fluctuating sales, and thus
put even more strain on the tight labour
market.

Enterprises identify the existing
collective wage agreements and em-
ployment protection laws as the most
decisive factors hampering the transi-
tion to flexible pay. Compared to that,
the remittance of work counsils seems
to play no decisive role for the majority of
firms. However there are different mech-
anisms in different labour markets. In
the case of lower qualified employees, it
is the existing collective agreements but
also implicit wage agreements that are
stated as important reasons speaking
against wage reductions. Wage reduc-
tions for highly qualified employees will
have negative impacts when recruiting
new staff, and entail the risk of losing
long-standing top performers.

further transition to flexible wages. Ap-
praisal methods and criteria will only
make sense if they are negotiated in the
companies within the respective frame-
work conditions.

It was pointed out that legal provi-
sions aggravate the transition to flexible
wages in many ways and sometimes
even prevent it. On the other hand, how-
ever, there seem to exist unexplored
scope of action for more flexibility which
the companies have not used effectively
thus far. For instance, companies volun-
tarily apply collectively agreed wages to
out-of-tariff employment relationships,
or tariff-bound companies pay wages
exceeding the agreed scale. Further-
more, more flexible wage agreements
are possible from a legal point of view,
for instance hardship clauses, reduced
pay schemes for the unemployed, etc.

According to company representa-
tives, it would be desirable for corporate
success to differentiate pay to a higher
degree on the basis of individual per-
formance. At present, many enterprises
are planning to extend premiums for the
attainment of production targets and
profit-related pay components. This,
however, requires objective appraisal
methods. Provisions in collective wage
agreements stipulating binding uniform
appraisal criteria are not helpful for a

Such measures are however seldomly
used by firms. This might be due to the
above mentioned economic mechanism
which restricts more wage competition
as a result of efficient wages or insider-
outsider forces or is perhaps due to the
ignorance of potentials for more flexible
pay even despite the restrictive German
labour laws. <

Dr. Friedhelm Pfeiffer, pfeiffer@zew.de,

Lars Reichmann,
reichmann@personal.bwl.uni-mannheim
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ZEW Financial Market Test

 ZEWFinancialMarketTest
Results of the Survey in January 2001

m The Financial Market Test conducted
by the ZEW is a monthly business survey
of German financial market experts
which started in December 1991. The
survey asks for the predominant expec-
tations about the development in six in-
ternational financial markets.

As a whole around 400 experts take
part in the survey. 270 of them work in
banks, 50 in insurance companies, 40 in
investment companies and 40 in other
industries. Participants in the survey are

financial experts of the finance depart-
ments, the research departments and
the economic departments as well as
the investment and securities depart-
ments of the firms. In detail, the financial
experts are questioned on their medium
term expectations about the develop-
ment of important international finan-
cial markets with respect to the busi-
ness cycle, the inflation rate, short term
and long term interest rates, the ex-
change rate and share prices.

To construct forecasted figures, the
qualitative response categories (increas-
ing, unchanged, declining) are trans-
formed into quantitative figures by the
Carlson/Parkin  procedure. Additional
information to the applied procedure is
available as an abridged version pub-
lished by the ZEW. The present survey
was conducted between Dec. 27, 2000
and Jan. 16, 2001 and all calculations
are termed to Jan. 19, 2001. <

Felix Hiifner, huefner@zew.de

Euro zone: Experts expect ECB to cut interest rates

m Compared with the previous month, there has been a land-
slide in expectations regarding the money market rates in the
euro zone. Now a good 60 per cent of the analysts anticipate
the ECB cutting key interest rates. As recently as December not
even a quarter of the respondents held this view. According to
the forecast, in April the three-month Euribor will stand at 4.5
per cent and thus be 30 basis points lower than at present.
Surprisingly, the Fed’s rate cut of 3 January has not had any
quantifiable effect. A comparison of the answers given before
and after this date does not reveal any significant discrepan-
cies in the euro interest rate expectations. Yet, the impetus for
a reassessment of the monetary policy situation is coming from
the US, particularly from drastically deflated expectations con-
cerning the economic situation in the US. The resulting cooling-
off of the world economy has lessened fears of inflation in Ger-

many, too. <« Dr. Friedrich Heinemann, heinemann@zew.de

Money market: Actual development and forecast
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Japan: Risk of recession increasing

Yen: Actual development and forecast

m |s Japan facing a recession? That is what business expecta-
tions are strongly indicating. Whereas a month ago the balance
of positive and negative economic expectations was as high as
14.9, in January it dropped to -2.9. Thus the trend, which has
been heading downwards for some months, has gathered fur-
ther momentum. At the same time analysts — influenced by the
Fed’s interest rate cut right at the beginning of the new year
and by the expectation that inflation figures will remain low —
no longer assume the Bank of Japan will raise interest rates.
Currently only the weaker yen may affect the economic situa-
tion positively. Compared with the previous month, expectations
that the yen will continue to be weak have grown considerably.
Together with the looming risk of recession and the unappeal-
ingly low interest rates, this could cause invested funds to be
withdrawn, mainly from Japanese bonds and from money mar-
ket securities. < Dr. Michael Schréder, schroeder@zew.de
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ZEW Economic Studies

Smolny, Werner:
Endogenous Innovations and Knowledge Spillovers. A Theoretical and Empirical Analysis.

This book contains a theoretical and empirical analysis of the sources of technological change and economic growth. The first
part takes an aggregate view at the growth process. Scale economies and knowledge spillovers are analysed with a broad panel
of sectoral data for Germany and the United States. The second part contains a micro analysis of endogenous innovations and
knowledge spillovers. The determinants of innovations are analysed and the effects of innovations on productivity and market
behaviour are discussed. The models are estimated with a broad panel of firm level data from the ifo firm panel.

Physica-Verlag, Vol. 12, Heidelberg/New York, 2000, ISBN 3-7908-1320-6.

Lechner, Michael; Pfeiffer, Friedhelm:
Econometric Evaluations of Labour Market Policies

Empirical measurement of impacts of active labour market programmes has started to become a central task of economic re-
searchers. New improved econometric methods have been developed that will probably influence future empirical work in
various other fields of economics as well. This volume contains a selection of original papers from leading experts, among them
James J. Heckman, Nobel Proze Winner 2000 in economics, addressing these econometric issues at the theoretical and empiri-
cal level. The theoretical part contains papers on tight bounds of average treatment effects, instrumental variables estimators,
impact measurement with multiple programme options and statistical profiling. The empirical part provides the reader with eco-

nometric evaluations of active labour market programmes in Canada, Germany, France, Italy, the Slovak Republic and Sweden.
Physica-Verlag, Vol. 13, Heidelberg/New York, 2001, ISBN 3-7908-1372-9.

You may also order these books online: www.springer.de/economics
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