
The use of fossil fuels is one of the
main causes of the man-made green-
house effect. The production of electric-
ity, the manufacture of industrial goods
and traffic and transport, play a consid-
erable role in greenhouse gas emis-
sions. In the European energy market
there are different tools which, through
changes in energy prices, should pro-
vide incentives for the use of energy ef-
ficient and climate friendly technolo-
gies. The most important tools include
European carbon dioxide (CO2) emis-

sions trading, energy taxes, measures
in the transport sector as well as 
the promotion of renewable energy
sources.

The ZEW analysis (ZEW Discussion
Paper No. 07-019) is based on econom-
ic simulation studies which examine
the effects of the introduction of the
above named climate protection tools
on the economic development of the
EU. The focus lies on equilibrium mod-
els and macro-econometric models.
Both model types can quantify the di-

rect as well as indirect effects on the
overall economy. The effects are prima-
rily identified as a change in the com-
mon gross domestic product (GDP),
employment, social services and ex-
port. The reference scenario is always
the development which would have oc-
curred if the climate policy measure had
not been introduced. The identified
costs, for example in the form of a low-
er GDP, can here be interpreted as the
price that must be paid for climate pro-
tection. These take the form of macro-
economic inefficiencies caused by tax-
ation (“dead-weight welfare loss”).

The findings of the simulation stud-
ies for the most important political
tools in the climate and energy sector
are summarised below: emissions trad-
ing, energy taxes, the regulation in the
transport sector and the promotion of
renewable energy sources. This only
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What Price Does Europe Pay for 
Climate Protection?
The European Union plans to continue to push forwards the use of environmentally
friendly technology to drastically reduce greenhouse gas emissions. At the same
time, the public debate is increasingly concerned with the economic risks of a 
unilateral climate policy – for example reduced competitiveness. Given that a glob-
al policy approach would be ideal, the European Union must ask itself how far it
should go as “pioneer” in climate protection and what costs will arise as a result of
this. A currrent ZEW study investigates, on the basis of existing simulation studies,
the overall economic costs which arise from climate protection regulation in the 
European energy market.
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concerns the macro-economic costs
which arise as a result of the climate
policy. There is no economic evaluation
of the expected damage which climate
change may cause.

Emissions trading was introduced in
all European member states at the be-
ginning of 2005. This sets maximum
amounts of CO2 emissions for energy in-
tensive industry and allows, via the
trading of CO2 emission allowances, the
minimal cost fulfilment of the maximum
amounts. The initial allocation of the
certificates lies with the member states.
They determine what share of the emis-
sions reduction the emissions trading
sector and the remaining non-trading
sectors must achieve. 

Most studies examined show that
the annual GDP decreases slightly due
to the emissions trading. In 2010, the
GDP decreased by 0.4 percent on aver-
age compared to the expected baseline
development; export by 0.5 percent.
The EU emissions reduction target out-
lined in the Kyoto Protocol is reached in
all studies. 

Decisive for the extent of costs is
how the remaining inland emissions re-
duction is distributed between the 
emissions trading sector and the non-
trading sectors. Costs are lowest if flex-
ible mechanisms can be limitlessly
used – they allow the emitters to gener-
ate certificates with investments in cli-
mate and environmental protection
projects in other industrial and devel-
oping countries – and inland emissions
reduction is optimally divided between
the sectors according to limit avoidance
costs. 

Energy taxation

Energy taxes exist in all member 
states of the European Union. Typically
electricity, heating and transport fuels
are taxed whereby the extent of the tax-
es varies considerably from country to
country. In 2003, an EU guideline on the
harmonisation of energy taxation was
adopted. In comparison to many na-
tional valid energy taxes, minimum tax-
es are, nevertheless, quite low. Addi-

tionally, the guideline envisages many,
partly state-specific, transition and ex-
ception regulations. National energy
taxation is, therefore, decisive for eco-
nomic development. The ZEW analysis,
therefore, includes simulations of na-
tional energy taxes and the European
energy tax guideline.

In the scenarios, the GDP can fall as
well as rise with the national energy tax-
ation. This is due to a double dividend
effect: With government spending held
constant, energy taxes may replace
more distorting taxation on, for exam-
ple, labour. It is particularly the extent
of the taxes and the emissions reduc-
tion achieved with this which are deci-
sive as well as existing tax reductions
and use of revenue. 

Studies which assume, for example,
a CO2 reduction of around 3 percent as
well as tax reductions for energy inten-
sive sectors and the return distribution
of revenue with a reduction of the ancil-
lary labour costs, show an increase of
the GDP of between 0 and 0.1 percent
for 2010. In the same year, export falls
by 0 to 0.1 percent. In these cases the
decrease in demand from abroad is,
therefore, compensated by lower
labour costs. The studies on the EU en-
ergy taxation guideline show that this
hardly has any effect on the economic
development of the EU. The reduction of
CO2 emissions is, however, with only
around 0.5 percent, also comparably
low.

Other measures which influence
costs on a national and European level
include, for example, efficiency stan-
dards and road utilisation charges.
Here, too, it is primarily the extent of the
charges, the emissions reduction asso-
ciated with this, and the use of the rev-
enue, which is decisive for the overall 
economic costs. Overall, the measures
for emissions reduction in the traffic
and transport sector appear relatively
expensive. The common GDP would, for
example, fall by around 1.8 percent as a
result of a road utilization charge which
reduces CO2 emissions by 1.8 percent,
the revenue of which is used for a re-
duction of labour costs.

Renewable energy sources

The EU guideline introduced in 2001
to promote renewable energy sources
envisages that, by 2010, around 22 per-
cent of overall electricity consumption
will come from renewable energy
sources. The more long-term goal is that
renewable energy sources will, by
2020, make up around 20 percent of
primary energy consumption and
around 30 percent of total electricity
consumption. 

It is up to the European member 
states how to achieve these targets. The
predominant tools which promote re-
newable energy sources are the fixed
tariffs which are paid to renewable en-
ergy providers if they feed their electric-
ity into the public electricity network.
Some simulation studies also show
that the promotion can have short-term
effects on growth and employment. In
the long term, though, the higher costs
which arise through the production of
renewable energy outweigh the bene-
fits and the overall economic effects are
negative. The reviewed studies suggest
that the increase in the share of renew-
able energy to 30 percent of the overall
electricity consumption by 2020 leads
to a loss in the GDP of between 0.2 and
0.8 percent. Export falls to around 
0.3 percent and employment by around
0.2 percent.

Implications for climate policy

For future climate policy, the greater
economic costs which can arise if ambi-
tious climate targets are set by politi-
cians need to be considered. Simula-
tions with alterative scenarios show
that overall economic costs clearly rise
if emissions are to be drastically re-
duced using the existing tools. The
more ambitious these reduction targets
are, the more important it is to have an
efficient design of the climate policy
measures so that the economic devel-
opment of the European Union is not
held back unnecessarily.

Astrid Dannenberg, dannenberg@zew.de
Dr. Tim Mennel, mennel@zew.de



In 2006, the number of start-ups in
Germany decreased by four percent
compared to the previous year. In the
hightech sector the number has, never-
theless, stabilised, all be it on a low lev-
el (2006: 17,700 start-ups, 2005:
17,600 start-ups). A possible reason for
this consolidation is particularly the in-
creasingly positive economic climate in
Germany.

Despite this careful optimism, the all
clear cannot be sounded just yet – the
quantity of the start-ups in the hightech
sector may have stabilised but there is
still room for improvement in certain
qualitative aspects. The total number of
hightech start-ups in Germany is still,
as before, at its lowest level since 1995.
Not only does the development in the
hightech sector suffer from this but

there is, as a result, also a lack of impor-
tant impetus for the overall economy if
fewer highly innovative businesses are
being founded.

In this context, the decrease in 
the number of new businesses by spin-
offs from universities or other public
scientific institutions is particularly no-
ticeable. The percentage of university 
start-ups of the total number of new 
businesses has been continually de-
creasing since 2004. In 2005/2006, the
average in the hightech sectors was 
only twelve percent compared to 18 per-
cent in 2003 and 14 percent in 2004. A
possible explanation for this is the
shortage of natural scientists and engi-
neers. With the upturn in the 
economy, young skilled employees are
in increased demand. Against this

background, many potential business
founders opt for a secure job with a
company as opposed to the risk of a 
start-up. The study figures clearly show
that 62 percent of university start-ups
compared to 49 percent of other start-
ups do their own research and develop-
ment and use their own patents (25 per-
cent compared to eleven percent). The
share of employees with a university
degree is, with around 60 percent, 20
percent points more than in other high-
tech companies.

Little financing from third parties

Young start-ups also face problems
in financing. Only five percent of all
hightech start-ups have, since 2005, re-
ceived capital contributions from third
parties, i.e. private investors, “business
angels” or venture capital investors.
The most important source of financing
for young start-ups in Germany remains
their own money which 58 percent of
those surveyed use. Besides their own
private financing, many start-ups are al-
so increasingly using cashflow as their
business establishes itself. Start-ups
which receive financial aid from third
parties clearly differentiate themselves
from the others. They are bigger, grow
quicker, are more innovative and out-
source R&D more often. The percentage
of university spin-offs here is, with 
42 percent, particularly high. Amongst
the businesses which have received
new capital from third parties, it is the
financing from private investors (includ-
ing “business angels”) which is consid-
erably more significant than financing
from venture capital companies. Here,
the financial contribution from private
investors is not only limited to financing
the business founding alone (seed and
start-up financing).

Dr. Helmut Fryges, fryges@zew.de
Dr. Sandra Gottschalk, gottschalk@zew.de
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Number of Start-ups in the Hightech
Sector Stabilises
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The number of start-ups in the hightech sector in Germany has stabilised in the past
year. This is shown in a study which the ZEW carried out on behalf of Microsoft Ger-
many. The study reveals that the number of start-ups in the hightech sector remained
constant in 2006 compared to the previous year, all be it on a low level. The hightech
sector has, nevertheless, developed against the overall trend as the number of start-
ups across all economic sectors is still decreasing.  The study also shows that a short-
age of skilled employees and financing problems are hurdles which hightech start-
ups need to take seriously and this also has a negative effect on the start-up figures.
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In most countries there exists a com-
pulsory school starting age, which 
obliges cohorts of e.g. 6 year old pupils
to start school each year. If the admis-
sion rule into the first grade 
of primary school is respected, then
pupils that vary in age up to twelve
months end up in the same class. 

There are several reasons why being
the relatively younger at the start of pri-
mary school may affect pupils’ perform-
ance. In the first grade of primary
school, relative immaturity of the 
youngest pupils within their age cohort
may disadvantage them, because they
are less able to perform the same tasks,
though they may also benefit from peer
effects from their older classmates.

If the effects of relative age van-
ished over time, there would be little to
worry about. However, relative age in
the first grade of primary school may 
also have a more lasting effect on per-
formance. Indeed, previous research ar-
gues that early childhood maturity can
influence long-term cognitive perform-
ance through ability grouping. For ex-
ample, Allen and Barnsley find out
(“Streams and tiers: the interaction of

ability, maturity, and training systems
with age-dependent recursive selec-
tion”, 1993) that it might be difficult for
teachers to differentiate between abili-
ty and maturity for children at school
starting age. As a result, if children have
different levels of maturity at the start of
primary school and they are grouped
according to observed ability, the 
youngest children may be more likely to
end up in low-performing peer groups.
Over time, they risk learning less and
they may face a higher risk of repeating
a grade in primary school. This effect
can be expected to be stronger if a lot of
ability grouping is going on for instance
through grade repetition or skipping.
The graph shows that the practice of
spreading pupils over grades by ability
varies considerably between countries.

The ZEW study provides causal evi-
dence on the long-term effect of predict-
ed relative age in the first grade of pri-
mary school on maths and reading test
scores at age 15. Our measure of rela-
tive age is constructed using the 
arguably exogenous national rules for
admission to primary school and birth
month. We also try to assess through

which particular channels, for instance
an increased risk of grade repetition, or
selection into the vocational track, it oc-
curs. This is done for 16 countries.

Spreading of pupils across grades
plays an important role

The study finds that relative age
when entering primary school has a
positive effect of between 0.2 to 0.3
standard deviations in test scores in 10
out of the 16 studied countries. More-
over, in most countries the effect of rel-
ative age on long term test scores ap-
pears to work through the spreading of
pupils across grades. In particular, in-
creased grade retention and/or late 
start among the youngest pupils in an
age cohort seem to play a role. Indeed,
the coefficient of relative age becomes
non significant or is importantly re-
duced when including these control
variables. Furthermore, in Iceland,
Poland and Serbia-Montenegro, rela-
tive age has no significant impact on
test scores, and there is very little
spreading across grades going on.

In Denmark, Japan and Korea, rela-
tive age has a significant positive effect
but no spreading across grades is ob-
served. In those countries, intra-class 
ability grouping and very early pupil
competition could also play a role.

Maresa Sprietsma, sprietsma@zew.de

Being among the eldest in the first grade of primary school yields an age premium
at age 15 of about twenty percent of a standard deviation higher test scores in 10 out
of 16 countries. This is the result of a new ZEW international comparative study. The
study also shows that most of the effect of relative age comes from grade repetition
and selection of pupils into different grades, as well as intra-class ability grouping. 

Relative Age in First Grade Influences
Pupils’ Long-Term Performance
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Shares of pupils that started primary school the same year that attend the ‘right’ grade , one or two grades too low and a grade too high at age 15.
Source: ZEW
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Asiatic countries such as India,
South Korea, Taiwan, Singapore and
China have, since the mid 1990s,
worked very hard to catch up with
Western industrial nations in research
and development (R&D) as well as in in-
novation. With the development of their
R&D capacity combined with invest-
ments in higher education, they have
created the conditions for the transition
from imitative innovations to original
innovations. German companies must,
therefore, reckon with an increased
number of competitors in global tech-
nology in the future from the Asiatic 
emerging countries such as India and
particularly China. These are the find-
ings of an analysis of global technolog-
ical competition as part of the extensive
study on “Germany’s technological per-
formance” which a consortium of insti-
tutes has conducted under the lead
management of the ZEW on behalf of
the Federal Ministry of Education and
Research.

R&D investments in China

China’s share, for example, in world-
wide R&D expenditure has risen from 
4 percent in 1996 to 11 percent in 2004.
China’s R&D expenditure, calculated as
purchasing power parity, was almost
double that of Germany in 2004 and the
number of people working in R&D is
around 2.5 times greater. These efforts
are now bearing fruit. An increasing
number of scientific publications is be-
ing compiled in the Asiatic emerging
countries. With view to the product
range offered on international markets

there is, on the other hand, hardly any
evidence, until now, of the clear in-
crease in investments in R&D. It is, nev-
ertheless, only a matter of time until
success will  be seen also here. 

Until now, Germany has largely ben-
efited from the high demand from the 
emerging countries, particularly from
China as it induced the export-driven
boom. Germany’s specialisation in “so-
phisticated consumer goods”, for ex-
ample engine and automobile con-
struction, perfectly corresponded to
demand from the emerging countries.
Germany’s import demand also benefit-
ed from the more intensive worldwide
competition in high end technology
(particularly information and communi-
cations technology), bought about by
the offer of these countries, and the
price reductions which were a result of
this. These increased opportunities in
the international reorganisation of the
value creation chain in conjunction
with minor cost increases, product in-
novations and particularly cost cutting
process innovations, created benefits
in the international price competition.
The path of growth on which the Ger-
man economy currently finds itself, re-
sulted from this.

Effects on R&D location Germany

What effect does the emergence of
new R&D competitors, particularly in 
Asia but also in Central and South
America as well as in Central and East-
ern Europe, have in the long-term on
the R&D location of Germany? With re-
gards to the division of labour in 

research it is less the fundamental and
applied re-search which will be effected
by the addition of new competitors –
which is comparably important in Ger-
many – but more so the market-
orientated experimental development.
Additionally, the extent to which Ger-
many will be affected also depends on
what level regional separation is possi-
ble between the production and the re-
search locations. As long as innovation
and production are dependent on high
quality local services and system com-
petence in the value creation chain, for 
example in machine and automobile
construction, a migration of research
and production will occur only to a lim-
ited extent.

A second aspect is the extent to
which the R&D and innovation process-
es can be broken down. The easier this
is, the easier it is to tap into the bene-
fits of an international R&D labour 
division with the emerging countries.
High value services such as R&D are in-
creasingly easier to modularise with the 
increasing performance of the informa-
tion and communication technology,
they become “tradable”. This increases
the pressure to be permanently innova-
tive.

The German economy cannot com-
pete with the up-and-coming emerging
countries on the costs side, only on the
innovation side. This requires greater
efforts; in addition to this, the develop-
ment of international labour division in
R&D also puts pressure on the special-
isation profile of highly-developed 
national economies. In some areas a
continued loss of jobs in the R&D inten-
sive industry is unavoidable. Increased
specialisation in the initial phases of
the innovation value creation chains
which require high quality services, not
only in R&D, should ease the necessary
adjustment processes.

Jürgen Egeln, egeln@zew.de

The world economy is currently experiencing a phase of rapid change, also in the
field of the development, production and exchange of technological goods. This
change is being considerably pushed forwards by the rapid economic growth of the
emerging countries, in particular China. The effect this has on the German economy
is one of the subjects examined in a “technological performance” study which the
ZEW conducted together with other research institutes.

Germany Faces New Competitors in
Worldwide Technological Competition
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In the model which the ZEW study
(ZEW Discussion Paper No. 07-015) 
uses, cognitive skills such as intelli-
gence, memory power and general
problem solving skills and non-cogni-
tive skills such as motivation, self-reg-
ulation and persistency are simply 
differentiated.  These form the basis for
success in school which is measured
empirically with school performance
tests (PISA studies) as well as for hu-
man capital  which is measured with 
data on earned income from the socio-
economic panel, Berlin.

For the simulation, the new skills of
a period are modelled as function of the
same skills from the previous period,
the investments in the current period as
well as existing other skills. The param-
eters of the model are calibrated in a
way that the PISA allocation of reading
skills at age 16 for various assumptions
follows heterogeneity of investments as

well as different individual learning
skills. The disparity of human capital,
on the other hand, is adapted to the em-
pirical disparity of the earned income of
the working population. 

Cognitive and non-cognitive skills

The diagram shows the develop-
ment of cognitive and non-cognitive
skills for a person who has, aged 16,
with these skills, a reading ability which
equals the median reading ability level
of the PISA data for 2000 for Germany.
While intelligence reaches its peak at
the age of 24 years, non-cognitive skills
reach their peak later in the life cycle.
By the age of 6 years, for example, 90
percent of cognitive capacity have been
developed. In this phase children also
learn the diversity of human forms of
expression and behaviour patterns.
Childhood can, therefore, be seen as a

critical phase in the formation of human
capital.

With the aid of the simulation mod-
el, the ZEW study estimates the return
of age-related investment strategies in
human capital for children who differ-
entiate from each other in the develop-
ment of their skills due to differences in
their environment or in their abilities of
converting investments into new skills.
The findings reveal that promoting
skills in early childhood brings with it a
greater expectancy of a higher return
than investments later in life. The earli-
er the promotion begins, the greater the
return during the life cycle will be. Non-
cognitive skills can be influenced
longer than cognitive skills.

Invest in disadvantaged children

The ZEW study also examines how
so-called compensating interventions
influence the formation of human capi-
tal. It was examined whether existing
resources should be used to invest in
children who are at a disadvantage be-
cause of their environment or in chil-
dren who acquire a higher level of skills
due to the favourable environment in
which they grow up.

The answer lies in the social goal of
such programmes. If the goal is the
maximisation of the sum of society’s
human capital it is most effective to in-
vest in children who are already at an
advantage as skills and further invest-
ments in education mutually benefit
each other. If the goal is the maximisa-
tion of the individual human capital
growth, relative to existing capital, then
it is more effective to invest  in children
who are at a greater disadvantage be-
cause of their environment. If reducing
inequality is the goal, then disadvan-
taged children should be promoted.

PD Dr. Friedhelm Pfeiffer, pfeiffer@zew.de
Karsten Reuß, reuss@zew.de

The Acquisition and Return of Skills
in the Life Cycle 
Human capital research studies indicate that early childhood plays a key role in the
formation of cognitive and non-cognitive skills. To illustrate the significance of learn-
ing in early childhood compared to learning in school, the ZEW conducted a simula-
tion study on the formation of human capital during the life cycle. It indicates that it
may be important for future education policies to promote children as early as possi-
ble. Programmes for disadvantaged children are also welcomed whereby the support
offered to children should be maintained over a long period for it to be successful.

Development of cognitive and non-cognitive skills during the life cycle

Source: ZEW calculations
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Together with psychologists from
the University of Salzburg and the LMU
Munich, the ZEW has conducted an ex-
tensive review of behavioural-econom-
ic insights in relation to reform prob-
lems. With econometric and experi-
mental approaches, a series of aspects
was also empirically investigated which
are important for the acceptance or re-
fusal of reforms.

Several characteristics of human
judgement which are well documented
in the behavioural-economic literature
are shown to be of direct relevance for
reform acceptancy. Here the phenome-
na of “status quo bias”, the “loss aver-
sion” and also the “framing effects” can
be named. The status quo bias means
that people give one option of many
preference only because this has be-
come, due to historic coincidence, the
status quo. The loss aversion describes
the pattern of people experiencing
clearly stronger (negative) feelings
with, for example, the loss of 100 euros
than the reverse – the (positive) feel-
ings in the case of winning the same
amount. Framing effects, lastly, de-
scribe the fact that the synonymous
representation of one and the same 
circumstances can lead to differing 
decisions. Typically in medicine, for ex-
ample, a therapy with a “90 percent
probability of survival” is chosen more
often than a therapy with a “10 percent
death probability” although both thera-
pies deal with an identical risk profile.

The theoretical and empirical find-
ings of the study show that these and
other psychological phenomena are di-
rectly relevant for the context of reform.
The status quo bias explains why, for
example, many people in this country

are so attached to the health system
which is the product of historic devel-
opment but, with its many shortcom-
ings, would never be constructed in this
form today. The loss aversion can lead
to even reforms with a positive ex-
pectancy value, with regards to income
and employment growth, being met
with rejection because the losers of
these reforms perceive these losses
considerably more intensively than the

reverse, with regards to the benefits of
the winners. The framing effects offer
helpful insights with view to a commu-
nications policy to accompany the re-
form: A reduction in contributions for
parents, for example, for long-term care
insurance, has clearly better prospects
of being met with general acceptancy
than an extra contribution for people
without children even though both con-
cepts amount to identical distribution
of costs.

With regard to reforms of the welfare
state, the conducted experiments con-
firm a series of theoretically estab-

lished expectations. The perception of
the inevitability of a reform appears to
promote acceptancy. It appears that
with the insight of the unavoidability of
change, the “loyalty” to the status quo
is lost. This also fits in with evidence
found in international country compar-
isons that bigger reforms are usually at
an advantage with an economic crisis.

Experiments confirm theory

Experiments on tax reform projects
confirm the high relevance of fairness
categories for the acceptancy question.
Particularly interesting here is that 
international comparisons appear to 
influence domestic judgements of fair-
ness. This is remarkable but reveals

that judgements of fairness have, by no
means, an absolute and unchangeable
nature but can be strongly influenced
by the environment.

Finally, the experiments conducted
on communications policy reveal that it
is of significance which type communi-
cates the reforms. Experts as communi-
cators were viewed as surprisingly
poor. On the other hand, transparency,
but also the message of the irrefutabil-
ity of a reform, improve acceptancy sig-
nificantly.

Dr. Friedrich Heinemann,
heinemann@zew.de

Psychology, Growth and Reforms 

Photography: www.digitalstock.de

Politics is often confronted with the problem that reforms recommended by experts
are met with rejection from a large part of the population. The resistance against re-
forms which are seen as essential by the experts, for example raising the age of re-
tirement, often appears irrational. Against this background, a ZEW study on behalf
of the German Federal Ministry of Finance has investigated the resistance to reforms
based on a psychological approach taking account of deviations from the assump-
tions of the strict rationality of the homo oeconomicus.
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Economic aspects of the diffusion
and use of information and communica-
tion technology (ICT) were at the centre
of this year’s ZEW Summer Workshop.
The event, which was held between
12th and 15th June 2007 at the ZEW and
which was financially supported by the
Fritz Thyssen Foundation, offered 13
junior researchers the opportunity to
present and discuss their research and
receive advice on their work from expe-
rienced researchers. 

On the first day of the ZEW Summer
Workshop 2007, the junior researchers’
presentations looked at the effects of
ICT on economic growth and work or-
ganisation. On the second day, empiri-
cal investigations on a micro-economic
level were presented that dealt with
topics such as knowledge-management
and the pattern of offers on “name-
your-own-price” online markets. Theo-
retical models of ICT industries were at
the centre of discussion on the third
day of the summer workshop.

Overview lectures

Besides the presentations given by
junior researchers, several overview
lectures on the different economic as-
pects of ICT formed the second pillar of
the event. Professor Lex Borghans of
the University of Maastricht examined
the relationship between wages and
the increase of ICT use at the work-
place. He critically examined the much-
discussed hypothesis of the comple-
mentarity between computers and
qualified employees. 

Professor Michael Baye of the Uni-
versity of Indiana in Bloomington, USA,
theoretically and empirically examined
the supply and demand of consumer
goods on digital markets. In particular
he investigated why different providers
offer identical goods at different prices
on price comparison websites. 

Martin Peitz, Professor at the Inter-
national University in Germany and at
the University of Mannheim, gave an
overview on models of ICT industries
within the theory of two-sided markets
in his lecture. Afterwards, he presented
an extract from his current research on

communication and business platforms
in ICT industries. His model demon-
strates how compatibility and competi-
tion between different platforms on a
market result in sellers’ incentives to in-
novate.

Marianne Saam, saam@zew.de

The Economics of Information and
Communication Technology

The ZEW has awarded the Heinz
König Young Scholar Award for the
fourth time. This year the Portuguese
Joao Vareda received the research
award. Mr. Vareda is an economist
currently finishing his Ph.D in eco-
nomics at the New University of Lis-
bon (Universidade Nova). He received
the Heinz König Young Scholar Award
for a paper that studies how the obli-
gation of former monopolists in 
telecommunication markets to grant
their competitors access to the net-
work infrastructure affects their in-
vestment behaviour.

The annual ZEW award is endowed
with 5,000 Euros and an invitation for
a research stay at the ZEW. This
year’s prize is sponsored by BASF AG. 

Mr. Vareda analyzes whether in 
telecommunication markets the obli-
gation to grant competitors access to
the own network affects the invest-
ments of former monopolists in qual-
ity improvements and in cost reduc-
tions. For this purpose, he developed
a model that describes competition
between an incumbent and a new en-
trant in a telecommunication market.
Mr. Vareda shows that a reduction in
the price for the entrant to access the
network reduces the incentives for
the former monopolist to invest in
quality improvements. On the other
hand, it increases its incentives to in-
vest in cost reductions.

ZEW’s president, Prof. Dr. Dr. h.c.
mult. Wolfgang Franz, awarded the
prize on behalf of the sponsor, BASF
AG, and honoured Mr. Vareda’s paper
in his speech: “With the paper pre-
sented at this year’s Summer Work-
shop, Joao Vareda contributes signif-
icantly to the current debate about
the effects of economic policies to 
improve competition and investment
incentives in telecommunication
markets. This issue also concerns
Germany notably.”

The Heinz König Young Scholar
Award, named after ZEW’s late found-
ing director, Prof. Dr. Dr. h.c. Heinz
König, is always awarded at ZEW’s
Summer Workshop that takes place
in Mannheim every year. The best
submission is awarded with the
Heinz König Young Scholar Award. 

The laureate, Joao Vareda, and ZEW’s president, 
Wolfgang Franz, at the award ceremony.

Joao Vareda receives the Heinz König Young Scholar Award
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On 15th and 16th May 2007, the ZEW,
together with the Federal Ministry of Fi-
nance and the Max-Planck Institute for
Intellectual Property, Competition and
Tax Law (Munich), held the internation-
al tax conference in Berlin. The confer-
ence examined the current work on a
Common Consolidated Corporate Tax

Base (CCCTB) for EU businesses. Inter-
nationally renowned representatives
from politics, academia, business and
administration, discussed various is-
sues related to the CCCTB. Here it be-
came evident that the CCCTB project,
prompted by the European Commis-
sion, could contribute to strength-
ening competitiveness of the European 
Union. Before a legislature proposal
can be made, though, an intensive dis-
cussion on the different related issues
is, nevertheless, needed.

A total of 233 participants from 27
member states participated in the con-
ference which was opened by the Feder-
al Minister of Finance, Peer Steinbrück.
In his speech he highlighted the 
relationship of differing interests be-
tween national sovereignty, on the one
hand, and the demands of the internal

market on the other and argued for a
balancing out of the differing interests.
EU Commissioner László Kovács then
spoke on the current status of work on
the CCCTB. Christoph Spengel (Univer-
sity of Mannheim and guest professor
at the ZEW)  highlighted the deficits of
current tax conditions for European

businesses and explained the benefits
as well as the approach and open ques-
tions of a CCCTB. These questions were
then examined in three panels of inter-
nationally renowned experts from poli-
tics, academia, business and adminis-
tration.

Taxable business profit

The first panel examined the com-
mon structural features of taxable in-
come. The EU Commission’s work in
this field is at an advanced stage and
points to an agreement being reached
in the fields of, for example, deprecia-
tion and amortisation and provisions.
There still remains, nevertheless, a
need for clarification in many areas. The
question of whether a common tax
base should exist as an option for busi-

nesses or whether it should be compul-
sory was also controversially debated.

The second panel of the conference
dealt with consolidation and apprtion-
ment as well as international aspects.
This is still in the early stages; it must
first be established on what premises
businesses should apply the CCCTB.
The aggregation, strived for by the 
CCCTB concept, of individual tax bases
forming the consolidated tax base and
the apportionment between the affect-
ed members states using a formula,
was viewed as a far-reaching change of
current international taxation practice.
This concerns an area with far-reaching
consequences for the tax revenue of the
member states. International aspects
affect relationships between member 
states and nations outside the EU. In
particular, the question of whether the
existing tax treaties of the members 
states can be maintained was also dis-
cussed.

Reducing administrative hurdles

The conference’s third panel was
dedicated to the administrative matters
of the CCCTB. Conference participants
emphasised that the introduction of a
CCCTB is also especially concerned
with reducing administrative hurdles
which companies currently face with
the different national tax systems with-
in the EU. Uniform administrative regu-
lations and corresponding adjustments
of the structures in administrative and
court procedures were, therefore, seen
as necessary.

The conference revealed how di-
verse the questions concerning a 
CCCTB are and offered an extensive
range of opinions and expertise which
the EU Commission can use in its fur-
ther work.

Carsten Wendt, wendt@zew.de

International Tax Conference as Part
of EU Council Presidency

The second panel of the International Tax Conference in Berlin. 

Photography: BMF
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The first conference of the Research
Network on Innovation and Competition
Policy (RNIC) was held on 4th and 5th
May 2007 in the ZEW. Around 60 aca-
demics attended who presented a se-
lection of 22 papers. The selection of
the presentations put a focus on merg-
er control and abuse of dominant posi-
tions, and all papers were required to
offer applications to actual competition
policy. These included works by
renowned academics such as Stephen
Martin (Purdue University), Wernhard
Möschel (University of Tübingen) and
Giancarlo Spagnolo (University of Rome
“Tor Vergata”) as well as junior re-
searchers. There were also two plenary
lectures.

Lars-Hendrik Röller (President of the
European School of Management and
Technology, esmt) began the confer-
ence with a lecture on the work of the
competition directorate general of the
European Commission whom he ad-
vised, as chief economist, between
2003 and 2006. Röller spoke of the use
of economic models in the decisions of
the European Commission and about
open research questions. He particular-
ly attributed research work on the dy-
namic aspects of competition policy
and for recognising the misuse of mar-
ket power, with increased significance.
At the end of the conference, Joseph
Harrington (Johns Hopkins University)
spoke on the exposure and prevention
of cartels. With the use of several spec-
tacular cases from the past months, he
highlighted the topicality and relevance
of this area of research. Harrington
showed possible indicators for the  ex-
istence of cartels and spoke on the op-
timal structuring of leniency policies
which could reduce any incentives to
form cartels.

The many positive responses at the
end of the conference promise that con-
tact between the ZEW and its guests will

be established and strengthened in the
future. This will be reflected in research
projects and participation in further
workshops and conferences which will
take place as part of the RNIC. 

The RNIC is a research network
which was founded at the beginning of
2007 as part of the pact for research
and innovation of the Gottfried Wilhelm
Leibniz e.V. scientific organisation. It
aims to promote, with juristic and eco-
nomic expertise, academic, applica-
tion-oriented research on European
competition policy. The key emphasis
lies on the development of analytical
methods which could be used in legal
disputes and in the investigation of dy-
namic aspects of competition policy. Of
particular interest is also the effect
competition policy regulations and de-
cisions has on the innovation level of
businesses. The network includes, be-
sides the ZEW, also the Social Science
Research Centre Berlin, the universities

of Tübingen, KU Leuven, UNU-MERIT
(Maastricht), Mannheim and Vienna, as
well as the Institut d’Économie Indus-
trielle (Toulouse). Detailed information
on the network is available on the Inter-
net at: www.zew.de/RNIC
Dr. Patrick Beschorner, beschorner@zew.de

Conference of the Research Network
on Innovation and Competition Policy

The ZEW carried out a Financial Market
Survey for Central and Eastern Europe
and Austria in co-oporation with Erste
Bank, Vienna, for the first time in June
2007. The ZEW has been conducting an
analogue monthly survey for Germany
since 1991, and in Switzerland there is
a survey of this type since June 2006.
The new survey offers insights into the
assessment of the current economic
situation, and the financial market ex-
perts’ expectations of financial market
experts for the next six months con-
cerning the general economic situation,
inflation rates, interest rates, exchange
rates and stock market indices for Cen-
tral and Eastern Europe (CEE), Austria

and the Eurozone. The CEE region ob-
served in the survey consists of Bulgar-
ia, Croatia, Czech Republic, Hungary,
Poland, Romania, Serbia, Slovakia and
Slovenia. 
The indicators reflect the difference be-
tween the percentage of analysts who
are optimistic and the percentage of an-
alysts who are pessimistic. Positive val-
ues of the balance indicate that the
number of participants expecting a rise
in the respective variable outweigh the
number of participants with negative
expectations.
For further information please contact:
Mariela Borell, borell@zew.de
Dr. Katrin Ullrich, ullrich@zew.de 

New ZEW Financial Market Survey for Central and Eastern Europe and
Austria in Co-oporation with Erste Bank, Vienna

I N S I D E  Z E W

Lars-Hendrik Röller giving his lecture.

Photography: ZEW
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The European Central Bank (ECB) has left the interest rates at 4 per-
cent in their latest monetary policy meeting and confirms that it wants
to leave the expectations of the market participants, who expect an-
other interest increase in September or October, unchanged. ECB pres-
ident Trichet emphasised the continuing risk of inflation resulting from
the credit demand which is still high and the re-accelerated growth of
the money supply M3. Furthermore the firms’ capacity utilisation is
high and the labour market improves constantly. This can result in a
higher than expected growth of the firms' profit margins and the em-
ployees' salaries and after that in an increased pricing pressure. More-
over the oil price's continuing upward movement is another risk to the
inflation rate which stands at 1.9 percent in June and so is near the
threshold of 2 percent defined by the ECB. For this reason the analysts
expect another interest rate move almost unchanged. 

Sandra Schmidt, s.schmidt@zew.de

The number of financial market experts who expect a continuation
of the interest rate break in the United States increased again this
month. One reason is the declining inflationary pressure in the United
States. Personal consumption expenditures fell below the FED's upper
limit of 2 percentage points again. The last time this was the case was
in April 2005. Another reason for the expected interest break is the low-
er growth rate of the US-economy. Though business cycle indicators
signalled faster growth in the United States in the past weeks, the re-
covery does not seem become very strong. This is also reflected by the 
economic expectations indicator for the US-economy, which dropped
again in July. In the moment, only one quarter of all experts reckons
with faster growth in the United States. More than half of all experts,
however, thinks that growth performance in the world’s largest econ-
omy will remain unchanged in the next six months. 

Matthias Köhler, koehler@zew.de
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ECB: Experts’ Attitude Unchanged

United States: Interest rate break will continue

The Financial Market Test conducted
by the ZEW is a monthly business sur-
vey 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 350 experts take
part in the survey. 280 of them work in
banks, 50 in insurance companies and 

investment companies and 20 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 in-
vestment  and securities departments of
the firms. The experts are questioned on
their medium term expectations about
the development of important interna-
tional financial markets with respect to

the business cycle, the inflation rate,
short term and long term interest rates,
the exchange rate and share prices. 

Information on the applied proce-
dure is available as an abridged version
published by the ZEW. The present sur-
vey was conducted between 2 July and
16 July, 2007. All calculations are
termed to 20 July, 2007.

Sandra Schmidt, s.schmidt@zew.de

Results of the Survey in July 2007



■  ZEW Economic Studies

Anja Kuckulenz
Studies on Continuing Vocational Training in Germany – An Empirical Assessment
This book offers a comprehensive empirical analysis of continuing vocational training in Germany. Specific issues concerning
continuing training that are debated in academia as well as in public are discussed. Wage and productivity effects of training
are analysed, explicitly accounting for the heterogeneity of training participants. Additionally, different types of training that
vary in the degree of firm specificity are considered. Wage and productivity effects of training are compared to examine how
the training rent is shared between employer and employee. Finally, evidence is given on whether positive externalities of con-
tinuing training exist.
Volume 37, Physica Verlag, Heidelberg/New York, 2007, ISBN 978-3-7908-1967-0

No. 07-024, AbdelRahmen El Lahga,
Nicolas Moreau: Would you Marry me?
The Effects of Marriage on German Cou-
ples’ Allocation of Time.
No. 07-025, Andreas Lange, Andreas
Löschel, Carsten Vogt, Andreas Ziegler:
On the Self-serving Use of Equity Princi-
ples in International Climate Negotia-
tions.
No. 07-026, Niels Anger, Christoph
Böhringer, Ulf Moslener: Macroeco-
nomic Impacts of the Clean Develop-
ment Mechanism: The Role of Invest-
ment Barriers and regulations.
No. 07-027, Christoph Grimpe, Katrin
Hussinger: Pre-empting Technology
Competition Through Firm Acquisitions.
No. 07-028, Dirk Czarnitzki, Wolfgang
Glänzel, Katrin Hussinger: Heterogene-
ity of Patenting Activity and Its Implica-
tions for Scientific Research.
No. 07-029, Friedrich Heinemann: Is the
Welfare State Self-destructive? A Study
of Government Benefit Morale.
No. 07-030, Ulrich Oberndorfer, Dirk Ul-
bricht: Lost in Transmission? Stock Mar-
ket Impacts of the 2006 European Gas
Crisis.
No. 07-031, Alisher Aldashev, Johannes

Gernandt, Stephan Lothar Thomsen:
Earnings Prospects for People with Mi-
gration Background in Germany.
No. 07-032, Helmut Fryges, Joachim
Wagner: Exports and Productivity
Growth – First Evidence from a Continu-
ous Treatment Approach.
No. 07-033, Alexandra Spitz-Oener,
Sandra E. Black: Explaining Womens’
Success: Technological Change and the
Skill Content of Womens’ Work.
No. 07-034, Astrid Dannenberg,
Thomas Riechmann, Bodo Sturm,
Carsten Vogt: Inequity Aversion and In-
dividual Behavior in Public Good
Games: An Experimental Investigation.
No. 07-035, Andreas Oestreicher,
Christoph Spengel: Tax Harmonisation
in Europe – The Determination of Corpo-
rate Taxable Income in the EU Member
States.
No. 07-036, Benny Geis, Friedrich
Heinemann, Alexander Kalb: Local Gov-
ernments in the Wake of Demographic
Change: Efficiency and Economies of S-
cale in German Municipalities.
No. 07-037, Maresa Sprietsma: The Ef-
fect of Relative Age in the First Grade of
Primary School on Long-Term Scholas-

tic Results: International Comparative
Evidence Using PISA 2003.
No. 07-038, Victoria Alexeeva-Talebi,
Niels Anger: Developing Supra-Euro-
pean Emissions Trading Schemes: An
Efficiency and International Trade
Analysis.
No. 07-039, Margit Vanberg: Implica-
tions of Network Convergence on Local
Access Regulation in the U.S. and the
EU.
No. 07-040, Maresa Sprietsma: Com-
puters as Pedagogical Tools in Brazil: A
Pseude-panel Analysis.
No. 07-041, Thomas Kruppe, Eva Müller,
Laura Wichert, Ralf Wilke: On the Defini-
tion of Unemployment and its Imple-
mentation in Register Data – The Case
of Germany.
No. 07-042, Martin Biewen, Bernd
Fitzenberger, Aderonke Osikumino,
Marie Waller: Which Program for
Whom? Evidence on the Comparative
Effectiveness of Public Sponsored
Training Programs in Germany.
No. 07-044, Alexander Mihailov, Katrin
Ullrich: Independence and Accountabil-
ity of Monetary and Fiscal Policy Com-
mittees.
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■  ZEW Discussion Papers


