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Patents versus Secrecy: Heterogeneous Costs  
of Disclosure and the Propensity to Patent
Is it better to patent or to keep a invention secret? A patent does not only 
protect an invention, it also requires its (potentially costly) disclosure: 
The patented knowledge could enable competitors to invent around and 
to legally enter the market. A ZEW study investigates to what extent the 
effect of disclosure requirement influences the decision to patent.

Patents have two major effects. First, 
they help to protect innovative ideas from 
imitation for a certain time. This allows 
inventors to appropriate the profits of 
their research efforts, thus providing 
them with incentives for further research 
and new ideas. Without patent protec-
tion, third parties may copy ideas, there-
by diminishing returns for the inventor.

The second main effect of patents is 
that they are able to diffuse knowledge. 
Patents are publicly accessible docu-
ments containing detailed descriptions 
of inventions, for example concerning 
new technological functions, novel mate-

rials, or innovative pharamceutical com-
pounds. In this way patent documents 
enable third parties to appropriate new 
knowledge, to conduct their own research, 
and to develop further ideas. 

The Effects of Disclosure

Most studies assume that disclosure 
requirements have no bearing on the pro-
tection provided by a patent. In other 
words, they assume that disclosure plays 
no important role until the patent expires. 
From this point of view, there is little con-
nection between the disclosure require-

ment and a company’s decision to patent 
an invention or to keep it secret. 

Analysing the Propensity to Patent 

ZEW Discussion Paper No. 12-010 
takes a closer look at the effects of dis-
closure. It investigates whether compa-
nies take disclosure costs into account 
when deciding whether to patent an in-
vention or keep it secret. Disclosure may 
be expensive in that it enables competi-
tors to invent around the patent and to 
enter the market with a variant of the pat-
ented subject. 

The ZEW study evaluated data on 
some 800 industrial and service-sector 
firms. The data basis is the 2005 survey 
of the Mannheim Innovation Panel (MIP) 
provided by ZEW. In this year, besides the 
common innovation indicators the MIP 
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Disclosure costs have a negative effect on innovation and economic growth.
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Broad Funding for Product Innovation Pays Off
Innovation projects can and do fail, no matter how much companies in-
vest in them. A new ZEW study shows how funding strategies can help 
companies to increase the likelihood of successful product innovations.

ZEW Discussion Paper No 11-073 is 
based on data gathered by the Mannheim 
Innovation Panel (MIP). The study rests 
on information from some 1,500 innova-
tive companies in Germany. 

Based on the premise that companies 
determine both the amount of funding al-
located to product innovation and the 
number of projects they fund, the  ZEW 
study employs a great variety of models 

to examine whether the distribution of 
resources among more projects leads 
more often to new products that generate 
higher revenues. 

It is Better to Fund Many Projects

The study also investigates whether 
the chances of successful product inno-
vation are augmented by the selective al-

location of funding, for example by halt-
ing funding for less promising projects 
and concentrating it in more promising 
ones. More over, the researchers of the 
study  conclude that funding many inno-
vation projects with fewer resources is 
more promising than funding fewer pro-
jects with more resources. The positive 
effect of such broad-based funding is es-
pecially strong when product innovation 
is cutting-edge. 

Early Resource Allocation for Success

The study conducted by ZEW research-
ers shows the very important role of re-
source allocation for successful product 
innovation. By pursuing many different 
projects, companies can avoid the risk of 
backing the wrong horse, especially if 
market conditions are very uncertain, e.g.  
massive unpredictable fluctuations in de-
mand. The variety of innovations more 
than compensates for the reduced fund-
ing received by individual projects. 

In later stages of innovation projects, 
however, firms should be selective again 
and shut down quickly less promising 
projects. This frees resources to suffi-
ciently fund market introduction of those 
innovations that proved to fit best to a 
dynamic market environment.

Dr. Christian Rammer, rammer@zew.de

also collected information on the compa-
nies’ competitive environment between 
2002 and 2004. The empirical model 
used by the ZEW researchers in this study 
reflects the propensity to patent depend-
ing on the extent of disclosure costs. The 
researchers found a significant connec-
tion between the disclosure costs and a 
company’s decision to patent. 

The analysis shows that the likelihood 
of filing a patent application is negatively 
related with the inventor’s believe that 
the divulged information would help com-
petitors. In other words, the perceived 
harm of disclosure seems to outweight 
the perceived benefits of patent protec-

tion if the company believes that the oth-
er competitors have much to gain from 
the disclosed information. 

Relevance for Patent Legislation

The study’s findings are significant for 
the drafting of future patent legislation.
This especially holds true for mea sures 
designed to strengthen the benefits of 
patent disclosure for third parties, such 
as the introduction or expansion of the 
research use exemption. In German pat-
ent law as well as in the patent provisions 
of many other countries, the research use 
exemption allows patented inventions to 

be used as inputs in third-party research 
without constituting a patent infringe-
ment. In this way, other companies are 
able to obtain information about inven-
tions, develop and improve them, or dis-
cover new fields of application. 

According to the findings of the study, 
however, the expansion of the research 
privilege – which, by extension, would be 
strengthening the disclosure effect for 
third parties – could motivate companies 
to keep their discoveries secret instead 
of patenting them. This, in turn, could 
have adverse effects on productivity and 
the strength of innovation systems.

Dr. Diana Heger, heger@zew.de

The ZEW study illustrates that funding strategies have a decisive impact on the success of product 
innovation processes. Pursing many different projects helps to avoid the risk of backing the wrong horse.
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The Positive and negative Effects of Market  
Concentration on Investment Funds
A new ZEW study investigates whether European financial market inte-
gration has created advantages for private and institutional investors. 
The study focuses in particular on decisions made by investment funds 
concerning where to locate their domicile.

More than 65,000 investments existed 
worldwide by the end of 2006. As a result 
of EU legal harmonisation, the competi-
tion between investment funds in Europe 
has increased markedly. So the introduc-
tion of a “European passport” for mutual 
funds that invest in defined asset classes 
and adhere to Undertakings for Collective 
Investment in Transferable Securities 
(UCITS) has spawned intense competition 
between investment companies concern-
ing where to domicile their business. 

More Possibilities with uCITS Passport

The UCITS passport makes it possible 
to register a mutual fund in any EU coun-
try and to conduct business in other mem-
ber states without the need for further 
authorisation. Furthermore, fund compa-
nies headquartered outside the EU can 
conduct business in all EU Member 
States, provided they possess an author-
ised branch office in the EU. 

The quick implementation of UCITS 
guidelines and favourable regulatory con-
ditions allowed Luxembourg and Ireland 
in particular to grow into global centres 
of the fund industry. The extraordinary 
role of the mutual fund industry is best 
visible when comparing its relative size 
in European countries. According to cal-
culated ratios, total net assets of funds 
amounted to 572 per cent of national GDP 
in Luxembourg, in Ireland even to 680 per 
cent compared to Germany (50 per cent) 
or Switzerland (74 per cent) in mid-2011.

Profitable Extent of Concentration

In the ight of these developments, 
ZEW Discussion Paper No 11-085 exam-
ined the extent to which investors profit 
from market concentration. The study fo-

cused on the decisions made by funds 
concerning where to domicile their busi-
ness, since market integration allows 
companies to concentrate their activities 
in specialised centres, thus reducing 
start-up costs for fund companies. 

The study relies on data that concerns 
open ended mutual funds of many differ-
ent types. The sample contained all to-
gether 11,735 investment funds from 22 
countries which represent 80 per cent of 
the fund volume issued globally between 
the years of 1997 and 2006. The period 
of investigation was restricted to 1997 to 
2006 in order to exclude distortions cre-
ated by the recent financial crisis.

The study’s findings show considera-
ble differences in mutual fund fees be-
tween countries and fund types, with 
stock market funds being the most expen-
sive and money market funds the most 
affordable. Furthermore, institutional 
funds are cheaper. The findings also show 
that investors profit from investment in-
dustry concentration. This is due to the 

relationship that exists between market 
size and mutual fund fees created by 
economies of scale and scope. The total 
cost rate of a fund is lower if the volume 
of invested capital is higher. Thus, as the 
size of the investment company increases 
(measured in terms of the managed vol-
ume of investment for all issued funds), 
fees for fund administration sink.

Disadvantages of Market Integration

Advantages, however, come with dis-
advantages. Generally, fund fees increase 
as the number of countries in which a 
fund is active rises, because cross-border 
business activities require additional 
partners and authorisations. 

For instance, the total cost rate in-
creases by almost 30 base points when a 
fund is offered in seven countries instead 
of only one. In this regard, the new imple-

mentation of the UCITS IV Directive of 
2011 is very important, as it allows set-
ting up and managing a UCITS fund in an-
other EU Member State without having to 
comply with local “substance-criteria” of 
infrastructure. Overall, the results strong-
ly indicate that market integration works 
in the globalised fund industry.

Gunnar Lang, lang@zew.de

The total costs of funds decline by market integration in Europe.
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Q&A: How Can we Contain the European Debt Crisis? 

FIRE instead of Eurobonds: A new Solution  
Concept to Tackle the European Debt Crisis 
Europe should address the crisis of confidence at the European bond 
markets through a direct equalisation of interest rates. Such a solution, 
as suggested by Friedrich Heinemann, rules out the collective liability of 
Eurobonds and is affordable even if applied to Spain and Italy. 

What is the central idea of your recent 
proposal?

The basic idea is that countries like 
Germany and the Netherlands use a part 
of their crisis-related interest savings to 
ease the interest burden of countries with 
particularly high interest rates. The mon-
ey of the countries benefiting from his-
torically low interest rates would flow into 
the “FIRE Fund”. “FIRE” is the acronym for 
“fiscal interest rate equalization”. 

Countries in crisis would receive a 
compensating amount when their bond 
issuances suffer from market interest 
rates exceeding a critical level. This sup-
port would be granted for one year sub-
jected to conditions. FIRE programmes 
would only be extended if the benefiting 
country would be able to submit proof of 
its reform progress. 

What benefits would you expect if this 
approach was put into practice?

The establishment of such a FIRE Fund 
would result in an acceptable interest bur-
den for new bond issues of troubled coun-
tries. Their efforts for consolidation would 

no longer be undermined by the high in-
terest rates on the market.

What are the advantages of FIRE, com-
pared to Eurobonds?

Eurobonds work with joint and several 
liabilities whereas FIRE does not imply any 
kind of mutual guarantee. 

As opposed to Eurobonds, FIRE only 
reduces spreads in interest rates, it 
doesn’t entirely eliminate them. Transfers 
within the FIRE approach are, in sharp 

contrast to the hidden subsidies coming 
with Eurobonds, completely transparent. 
Transparency would reduce the danger of 
troubled countries relying on permanent 
support and slowing their reform efforts.

How expensive would FIRE be for Ger-
man taxpayers?

Germany would come off cheaper with 
this system. Eurobonds imply a total in-
terest rate levelling and thus conceal a 
significantly higher transfer volume. My 
own calculations show that the elevated 
interest burdens of the troubled countries 

are comparable in size to the savings of 
the creditworthy countries. 

Can you give a specific size?
Assuming that FIRE finances a cap on 

Italian and Spanish interest rates at five 
per cent, this would require an annual 
equalisation payment of 5.7 billion eurs 
for these two countries’ 2012 issues. The 
financing would be split among Germany 
(90 per cent), the Netherlands (8 per 
cent), and Finland (2 per cent), according 
to the advantages each country draws 
from low interest rates. 

For all these reasons FIRE would be 
the better way compared to an extension 
of liability, notwithstanding the burdens 
linked with this concept. 

You can find a long version of the FIRE 
concept at: www.zew.de/fire2012

PD Dr. Friedrich Heinemann, heinemann@zew.de

PD Dr. Friedrich Heinemann is the head of the Research 
Department of Corporate Taxation and Public Finance at 
ZEW. His research focuses on empirical public econom-
ics, federalism in Europe, and tax competition. 
In 2010 he received his venia legendi for economics from 
the University of Heidelberg. Along with work in several 
research groups, Heinemann is a board member of the 
Arbeitskreis Europäische Integration e.V. and a member 
of the Scientific Board of the Institute for European Pol-
itics in Berlin. Photo: ZEW
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Selection of Potential Energy Policy Indicators
Indicators can help identify which energy policies are successful – and 
which aren’t. Selecting the right indicators, however, requires a trans-
parent and clearly comprehensible approach. This is the conclusion of a 
study commissioned by the Federation of German Industries (BDI) that 
was recently published by ZEW.

Securing a sustainable energy supply 
for private households and for the econ-
omy is one of the greatest challenges of 
the 21st century. Governments create 
framework conditions and incentives to 
reach this goal. Multiple impacts of po-
litical decisions on the environment and 
on economic growth have to be taken in-
to account. In this context the traditional 
goal of energy policy is to ensure that en-

ergy supplies are reli able, environmen-
tally friendly, and economically efficient. 
Energy policy has to meet these three 
goals to be successful and to gain the 
necessary public acceptance. 

Yet energy policy is an extremely com-
plex domain of activity, making it difficult 
to obtain a clear picture of the actual 
situa tion. For this reason, indicators can 
be useful. They can point to new develop-

ments and urgent problems, provide a 
simple description of complex issues, 
and raise public awareness.

Evaluation of Potential Indicators

There is an extremely wide range of 
potential energy policy indicators. In the 
study commissioned by the Federation of 
German Industries (BDI) alone, ZEW re-
searchers evaluated over 100 potential 
indicators and determined which meas-
ures provide the best results. 

To conduct the study, ZEW economists 
drew on monitoring reports, recent liter-
arure, as well as expert opinions. The 
study’s authors found that most indica-
tors are prone to problems and neglect 
important aspects of energy policy goals. 

Furthermore, they found that attempts 
to reduce the number of indicators to a 
manageable size necessarily result in the 
loss of crucial information. To address 
these problems, the authors argue that 
indicators must be selected in a transpar-
ent and clearly comprehensible manner.

Indicators for Reliability, Environmental 
Friendliness, and Economic Efficiency

The authors based their study on the 
three key objectives of successful energy 
policy mentioned above: reliability, envi-
ronmental friendliness, and economic ef-
ficiency. First, the authors subdivided 
these objectives into their constitutive 
elements. For each element suitable in-
dicators were then proposed and, where 
possible, quantified with data.

For the objective of reliability, the  
authors examined the energy supply 
chain, beginning with demand elasticity. 
This measure provides an indication of 
the potential severity of a supply disrup-
tion. Indicators for “grid reliability” and 
“reserve capacities” measure supply reli-
ability from a technological perspective; 
“resource availability” puts into relief the 
political risks of a supply disruption; and 
“price security” assesses the supply risks 
impacting global energy markets.

Environmental friendliness turned out 
to be a particularly multi-faceted objec-
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The wind energy produced in Nothern Germany has to be transported to the Southern regions of the country. 
For this purpose the extension of the grid infrastructure is needed.
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tive. For this reason the study identified 
at least ten relevant dimensions, includ-
ing climate change, soil and water acidi-
fication, particulate emissions, and re-
source depletion. The proposed potential 
environmental indicators measure, among 
other factors, pollutant emissions and re-
source depletion, and permit conclusions 

about the environmental friendliness of 
an energy system. 

The authors defined economic effi-
ciency as the total economic efficiency of 
energy supply. The accompanying indica-
tors were designed to verify whether the 
conditions for efficient energy supply 
have been satisfied, such as competition 
on energy markets, the internalization of 
externalities, information transparency 
and the economic costs of energy policy 
interventions.

For all the detailed specificity provided 
by the study, the authors came across 
many areas in which further research is 
urgently needed. For instance, although 
there are many good indicators for energy 
reliability, much more work must be done 
on demand flexibility and elasticity, an 
area likely to gain much more importance 

in the future. In addition, the indicators 
for the political risks of energy disrup-
tions require empirical verification, and 
researchers must develop a proven indi-
cator for the quality of electricity supply 
if power grid assessment is to improve 
significantly. When examining environ-
mental friendliness, the study’s authors 
encountered a variety of gaps in the data 
for soil and water emissions, resource de-
pletion, and land use. The authors con-
cluded that emission indicators need to 

be checked regularly to make sure they 
stay relevant. Furthermore, definitional 
problems arose in the measurement of 
resource depletion and land use that still 
need to be addressed. 

The Problem of Measuring Efficiency

According to the study, the greatest 
challenge lies in measuring economic ef-
ficiency, especially when it comes to the 
effects of external factors and market reg-
ulations. For both these areas, there is a 
shortage of solid, undisputed indicators 
for cost measurement. While indicators 
for individual aspects such as bureau-
cratic costs have been used in other coun-
tries, the total economic costs of energy 
policy measures – including, for example, 
cost effects related to international com-
petition – are hard to measure with indi-
cators alone.

Indicators Point the Way to Further  
Research in Sepcific Areas

While the approach to indicator selec-
tion presented in the study may help 
identify informative metrics for measuring 
the success of energy policy, much more 
research is required. 

There are gaps in data and a lack of 
suitable parameters for some areas. As 
emphasized in the study, energy policy 
cannot be adequately evaluated with in-
dicators alone. Simple statistics do not 
suffice to represent complex causal rela-
tionships or fully explain the rise of spe-
cific trends. Researchers who want to 
know whether they are on the right track 
must undertake prospective analysis in 
addition to retrospective observation, 
and evaluate the individual measures 
taken to reach energy policy goals. Indi-
cators can supplement this work, but 
their greatest value is to point the way to 
further research by indicating areas that 
warrant closer scrutiny.

The study “Indikatoren für die energie-
politische Zielerreichung” (“Indicators for 
the Identification of Successful Energy 
Policies”) that was commissioned by BDI 
and published by ZEW can be found in 
German lanugage in the Internet at: 
http://www.zew.de/publication6622

Prof. Dr. Andreas Löschel, loeschel@zew.de
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Q&A: How will Cloud Computing Change the Way we Work? 

Working Anywhere, Anytime is now Possible
More and more companies are shifting to cloud computing, where ser-
vices like information storage and software applications do not depend 
on in-house data centres. These services are now offered by cloud com-
puting providers in the Internet. ZEW researcher Dr. Jörg Ohnemus dis-
cusses the influence of cloud computing on business and work. 

Why is it worthwhile for companies to 
use cloud computing for IT applications 
instead of keeping them on site? 

First and foremost, cloud computing 
can help companies to cut costs. Invest-
ments in in-house IT systems usually 
have to be designed to match peak de-
mands. If services and processes that re-
quire those investments only occur occa-

sionally, these investments rarely pay off. 
By deploying services “in the cloud”, 
companies can forgo those expensive in-
vestments. IT costs thus become variable 
depending on usage. Cloud computing 
also increases company flexibility, as ser-
vices can be quickly adapted to one’s 
needs, regardless of scale.

Which businesses profit most from 
cloud computing services?

Small and medium-sized companies 
probably profit most from cloud comput-
ing, since they do not have to buy, for ex-
ample, expensive and only temporarily 
needed software licences. Cloud comput-
ing allows them to use those services flex-
ibly on request and in the required scope 
when they are really needed. 

Furthermore, especially start-ups and 
young companies that have not yet estab-

lished their own IT infrastructure benefit 
from cloud computing services, since 
they do not have any adjustment costs by 
switching to cloud services.

What are the risks faced by the users 
of external IT services?

When you decide to use cloud servic-
es, you become of course to some extent 
dependent on your cloud service provid-

ers, which undercuts some of your direct 
process control. But this is not unique to 
cloud computing, however; it happens 
every time services are outsourced. The 
important thing is that the companies 
agree on the exact requirements and per-
formance qualities of cloud services with 
their future cloud service provider. Yet de-
spite service level agreements like these, 
technical problems of the service provid-
er can lead to interruptions in services 
and loss of data. Unfortunately for cloud 
service providers there have already been 
some prominent cases where this has 
happened, triggering heated discussions 
about the reliability of cloud computing.

What challenges does cloud comput-
ing still face?

Many companies are very careful and 
reluctant to use public cloud computing 

due to legal uncertainties. In Germany, for 
instance, data privacy laws require that 
companies maintain strict control over 
client data at all times. This is not always 
guaranteed when client data are stored 
on a public cloud server, especially when 
the data centre is located for example in 
the United States. To date, German com-
panies have been able to store client da-
ta only within Europe without encounter-
ing legal trouble. This has led to the de-
velopment that some cloud service pro-
viders establish data centres in Europe, 
although most of their cloud infrastruc-
ture is located in North America.

At least in part, cloud services free 
companies from having to invest in hard-
ware, software, and in-house IT support. 
Will this effect lead to large IT depart-
ment layoffs? 

This is very unlikely to happen. Of 
course, some IT jobs will be lost, but on 
the other side new personnel will be 
needed for other positions due to the 
overall increasing digitalization of busi-
ness operations of the companies. At 
least medium and large-sized companies 
are currently trending toward hybrid cloud 
solutions – a mixture of internal cloud 
services, which further requires in-house 
IT personnel, and public cloud applica-
tions. In addition, IT service providers 
themselves have a large and growing 
need for IT specialists. 

Will cloud computing turn our working 
environment upside down?

Cloud computing will not totally 
change our working environment over-
night and turn it upside down. The re-
quirements placed on cloud services by 
companies are too specific for that. To-
gether with the trend toward the mobile 
Internet, however, cloud computing will 
eventually allow us to work anywhere in 
the world and at any time. 

This will certainly affect how compa-
nies organise their business processes 
and how individuals manage their work-
ing and free time in the future.

Dr. Jörg Ohnemus, ohnemus@zew.de 
Kathrin Böhmer, boehmer@zew.de

Dr. Jörg Ohnemus has been a member of the Research 
Group of “Information and Communication Technologies” 
at the Centre for European Economic Research (ZEW) 
since 2004. He studied economics at the University of 
Mannheim. His dissertation (Humboldt-Universität zu 
Berlin) analysed the outsourcing of information technol-
ogy and IT-intensive business processes and its effects 
on firm success. His research concentrates mainly on the 
adoption and effects of (new) information and commu-
nication technologies on firm productivity. Photo: ZEW
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Spring Meeting of young Economists at ZEW
At the end of April 2012 some 200 scholars assembled for three days to 
take part in the 17th Spring Meeting of Young Economists (SMYE) at ZEW 
in Mannheim. Organized by young economists for young economists, 
the SMYE is the largest conference in Europe especially geared toward 
young academics in the field of economics. 

The conference is designed to give PhD 
students, post-docs, and junior profes-
sors the chance to meet in a friendly at-
mosphere and develop new ideas. 

The SMYE takes place once a year, 
each year in a different European country. 
Past locations include Istanbul, Luxem-
bourg, and Groningen. For this year’s con-

ference, ZEW had the honour of hosting 
the event in Mannheim. The SMYE was 
succesfully organised by some of the in-
stitute’s young researchers. 

Of the 650 applications received, 
about 200 of the top candidates were in-
vited to present their economic research 
and to discuss common problems. 

As in past years, this year’s SMYE fea-
tured three internationally renowned re-
searchers as keynote speakers. The first 
speaker was Professor Armin Falk of the 
University of Bonn, whose research fo-
cuses on the empirical examination of 
human decision-making. 

The second keynote speaker to ad-
dress the participants was Dr. Ayhan Köse 
of the International Monetary Fund (IMF). 
The research carried out by Köse and his 
colleagues has provided important in-
sights into international dependencies 
between national economies and the 
transmission mechanisms of economic 
cycles. Dr. Mary Amiti, economist at the 
Federal Reserve Bank of New York, was 
the third keynote speaker. After summa-
rizing current efforts to explain the eco-
nomic crisis that began in 2008, she 
showed how the scarcity of financing for 
commercial transactions played a crucial 
role in the crisis.

Understanding the importance of fos-
tering the next generation, the keynote 
speakers showed exceptional generosity. 
Not only did they waive their speaking 
fees, they each met with young scholars 
after their talks and attended lectures by 
other participants. 

For more information about the confer-
ence go to: www smye2012.org

Jan Hogrefe, hogrefe@zew.de

Some 200 young economists presented their research and discussed common economic problems.

Photo: ZEW

ZEW Economic Forum: Perspectives for the Euro
ZEW President Prof. Dr. Dr. h.c. mult. Wolfgang Franz welcomed some 
400 guests to the ZEW Economic Forum in June. Renowned political rep-
resentatives, financial experts, and researchers discussed reasons for 
and possible solutions to the eurozone debt crisis at the event titled “Per-
spectives for the Euro”. 

Prof. Dr. Clemens Fuest (Oxford Univer-
sity), Dr. Ulrich Kater (Deka Bank), and 
Prof. Dr. Manfred Neumann (Bonn Univer-
sity), as well as Prof. Dr. Dr. h.c. Hans-
Werner Sinn (ifo Institute) debated on the 
question of how growth can be stimulat-

ed, even when there is no alternative to 
reducing the states’ debt burdens. The 
second part of the ZEW Economic Forum 
was dedicated to “science for practice”. 
ZEW researchers presented findings from 
their current research on investments and 

taxes, the financial centre Frankfurt, and 
the German export boom. The event was 
concluded with the lectures of Dr. Jens 
Weidmann, President of Deutsche Bun-
desbank (German Federal Bank), and 
Prof. Dr. Dr. h.c. mult. Wolfgang Franz, 
Chairman of the German Council of Eco-
nomic Experts and ZEW President. Weid 
mann lectured on the medium-term role 
of monetary policy. Franz discussed per-
spectives for the euro and gave a résumé 
of this year’s Economic Forum.

Kathrin Boehmer, boehmer@zew.de
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ZEW Researchers Receive Sakip Sabanci International Research Award 2012

The ZEW Study “The Effectiveness of Countercyclical Fiscal Pol-
icy in Turkey During the Recent Economic Crisis-Evidence from 
a Natural Experiment” received the Sakip Sabanci International 
Research Award 2012. The authors of the paper are ZEW re-
searchers Florian Misch, PhD, and Dr. Atilim Seymen. The award 
includes an endowment of 20,000 USD, and was given to them 
during a ceremony in Istanbul in June 2012. The topic of the 
2012 competition was “Performance of the Turkish Economy 
during Global Crises”. 
Using an innovative statistical approach, the awarded paper 
analyses the effects of a temporary consumption tax cut, imple-
mented by the Turkish government during the 2009 global eco-
nomic crisis, on firm sales. The research findings show positive 
effects of consumption tax cuts on firm sales. This is consistent 
with predictions of the theo ry, thereby providing new evidence 
on the effects of a specific countercyclical fiscal measure.

Researchers of Fudan university Visit ZEW

A delegation of researchers from the renowned Fudan Univer-
sity in Shanghai visited ZEW in July. The Chinese delegation was 
headed by the director of the Institute of World Economy at 
Fudan University, Professor Hua Min, and attended a workshop. 
During two days, problems and phenomena like trade surpluses 
or the impacts of the euro crisis on the Chinese economy have 
been discussed under the title “Challenges and Countermea-
sures for Manufacturing-Based Economies: Resource Scarcity, 
Currency Appreciation, and Trade Surplus”. A focus was on the 
exchange of experience with trading CO2 emissions certificates 
in Europe and China, an area in which ZEW and Fudan Univer-
sity are already cooperating. Apart from scientific exchange, the 
event was also devoted to exploring the possibilities for an even 
more substantial cooperation in the future.

Atılım Seymen and Florian Misch ( from the right) 

Photo: private

ZEW Researcher Receives First-Ever Best Paper 
Award of the uniCredit & universities Foundation

ZEW’s researcher Christiane Bradler is a recipient of the first-
ever Best Paper Award of the UniCredit & Universities Founda-
tion for the category “The Social Dimensions of Organizations”. 
This honour was given to her after the same titled workshop at 
the Central European University in Budapest at the end of April. 
The award was presented to Bradler and her co-authors – Su-
sanne Neckermann (ZEW/University of Rotterdam), Robert Dur 
(University of Rotterdam), and Arjan Non (University of Maas-
tricht) – by the CEO of the UniCredit Bank of Hungary during a 
ceremony on April 28, 2012 at the Central European University. 
Her paper, titled “Employee Recognition and Performance: A 
Field Experiment” investigates how acts of appreciation affect 
employee motivation.

Christiane Bradler (centre) works at ZEW’s Research Department of Labour Markets, 
Human Resources and Social Policy.

Photo: UniCredit

Researcher of Fudan University during their visit at ZEW in Mannheim.

Photo: ZEW
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In 2010 the companies of the German Vehicle Construction Sec-
tor have caught up the cuts in innovation expenditures realised 
in 2009. For 2011 innovation budgets are planned to rise fur-
ther. For the automotive sector, investments in new products 
and processes reached almost 33 billion euros in 2011. In oth-
er vehicle construction branches, innovation expenditures have 
summed up to more than four billion euros in 2011. Due to the 
unclear economic developments, the planning figures for 2012 
have been calculated quite cautiously. 

Dr. Christian Rammer, rammer@zew.de

On a five-year time horizon prices of 10 to 20 euros per tonne 
CO2 on the European emission markets seem likely. A majority 
of 53 per cent of the experts surveyed by the ZEW Energy Market 
Barometer holds this view. Furthermore, roughly one third of the 
experts expect emission prices of 20 to 30 euros per tonne CO2. 
Some five per cent forecast a price range between 30 to 35  
euros. The ZEW Energy Market Barometer is an industry-specific 
indicator of economic sentiment based on a semi-annual survey 
of more than 200 experts .

Nikolas Wölfing, woelfing@zew.de

The downward trend of the sentiment index for road transport 
has come to a halt. The surveyed experts seem to have over-
come their pessimism regarding transport volumes for road 
freight. This is the result of the ProgTrans/ ZEW Transport Market 
Barometer that surveyed about 250 transport market experts in 
mid-2012. Although the majority of experts anticipate transport 
volumes to remain stable, about a quarter of the analysts expect 
road freight to increase. With regard to domestic routes, more 
than 40 per cent foresee rising road freight volumes. 

Dr. Claudia Hermeling, hermeling@zew.de

According to the experts surveyed for the ZEW Energy Market 
Barometer, wholesale energy prices will remain mostly un-
changed on a six-month time horizon. 75 per cent of the experts 
foresee stable prices for coal. With regard to natural gas and 
crude oil, about 65 and 57 per cent respectively expect prices to 
move sidewards. Electricity prices are prognosticated to remain 
stable. Nevertheless, almost 30 per cent expect electricity rates 
to rise over the next six months. The ZEW Energy Market Barom-
eter is a biannual survey of some 200 energy market experts.

Nikolas Wölfing, woelfing@zew.de
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ZEW Financial Market Test July 2012

Germany: Expectations Decline Slightly 
The ZEW German Indicator of Economic Sentiment stands at a 
level of minus 19.6 points in July 2012. It has dropped by 2.7 
points. “The decline of the economic expectations concering 
the end of 2012 is flattening out gently. This could possibly be 
an early sign of an encouraging development in 2013. However, 
risks should not be underestimated,” says ZEW President Prof. 
Dr. Dr. h.c. mult. Wolfgang Franz. The indicator reflecting the ass-
essment of the current economic situation in Germany has 
dropped by 12.1 points in July. It is now standing at the 21.1 
points-mark. Economic expectations for the Eurozone have de-
clined by 2.2 points to minus 22.3 points in July. The indicator 
for the current economic situation in the eurozone remains al-
most unchanged at minus 72.9 points (up 0.3 points).

Frieder Mokinski, mokinski@zew.de

Switzerland: Economic Expectations Stabilise 
Economic expectations for Switzerland have improved slightly 
by 0.9 points in July 2012. The ZEW-CS-Indicator is now standing 
at minus 42.5 points. The share of analysts expecting the eco-
nomic development in Switzerland to stay unchanged over the 
next six months has grown by 5.9 percentage points to 53.7 per 
cent. After the steep fall in the past month, the assessment of 
the current economic situation declined slightly by 1.3 points to 
18.4 points. The majority of analysts appraises the current 
Swiss economic situation as “normal” (70.4 per cent). ZEW-CS 
Indicator is calculated monthly by ZEW in cooperation with Cred-
it Suisse (CS) and reflects the expectations of the surveyed fi-
nancial market experts regarding the economic development in 
Switzerland on a six-month-time-horizon.

Gunnar Lang, lang@zew.de

CEE Region: Expectations Decline 
Economic expectations for Central and Eastern Europe including 
Turkey (CEE) have decreased by 7.6 points in July 2012. The 
ZEW-Erste Group Bank Economic Sentiment Indicator is stand-
ing at minus 7.6 points. The assessment of the current econom-
ic situation for the CEE region has slightly fallen to a level of mi-
nus 2.7 points in July. The economic sentiments for the euro-
zone have slightly improved by 4.0 points to a level of minus 6.1 
points. Experts’ assessment of the current economic situation 
for the euro zone has remained almost unchanged in July. The re-
spective indicator has decreased by 1.3 points to a value of mi-
nus 68.0 points.The economic sentiment indicator for the CEE re-
gion and further financial market data are surveyed monthly by 
ZEW with the support of Erste Group Bank, Vienna.

Zwetelina Iliewa, iliewa@zew.de
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Growth
Like a deus ex machina, growth has 
mutated into the great hope of 2012. 
Inspired by the election promises of 
the new French president, increasing 
support is being garnered by voices 
of opposition to German-led austerity 
who would put an end to ostensibly 

destructive belt-tightening and return us to the easy days of 
larger deficits. In this connection, past experience and insights 
concerning effective growth policies are being largely ignored – 
and not just at the EU level, where misinformation abounds, 
from the unsuccessful Lisbon Strategy of 2000 to more recent 
discussions concerning “project bonds” that would be granted 
by the European Investment Bank. One cause for consternation 
is the frequent confusion between business cycles and growth.

Growth, as we know, is trend development of real gross domes-
tic product under normal capacity utilisation – in other words, 
it is a measure of expanding output potential. The factors that 
contribute to growth are well known: human capital, physical 
capital (including infrastructure), technological innovation, and 
effective regulation with a view to flexible and open labour and 
product markets, sound public finances, and efficient social 
systems. As achieving growth at a national or European level 
necessitates policy measures that take these growth factors in-
to account, it is contradictory to advocate growth while at the 
same time ignoring public debt problems.

Business cycles, on the other hand, are fluctuations in capacity 
utilisation triggered by swings in macroeconomic demand. In 
times of recession, countercyclical policies (such as economic 
stimulus plans) can help to counteract slowdown, although such 
measures have their limits. Indeed, we can be sort of glad if 
stimulus spending leads merely to a proportionate increase in 
GDP – i.e. if the “fiscal multiplier” is one. 
Yet as policy-makers typically ignore the flipside of Keynes’s 
prescriptions – that is, to run budget surpluses and pay down 
debt during times of expansion – countercyclical spending leads 
to ever increasing public debt, the repayment of which is post-
poned in perpetuity. The excuses are always the same: When 
times are good, we shouldn’t undermine the recovery. And when 
times are bad, we can’t risk intensifying the recession. So when 
is time to pay down debt?

Many European countries proclaim that current deficit spending 
is directed at preventing a collapse in output, and that fiscal con-
solidation is still on the agenda, yet must be delayed due to cur-
rent headwinds. This argument is not without its merits, and 
would be acceptable if the problem countries within the eurozone 
made credible promises to reduce deficits and debt. Yet I am re-
minded of a line from Goethe’s Faust: “I hear the message well, 
but lack faith’s constant trust”. 

The problem countries within the eurozone must rapidly and 
comprehensively reform their regulatory and social systems if 
fiscal consolidation is to be slightly postponed. Reforms are 
needed to flexibilise labour and product markets, including the 
elimination of barriers to entry, excessive bureaucracy, and oth-
er hurdles to competition. Furthermore, amendments are need-
ed to restrictive social protection policies that discourage entre-
preneurial initiative. Beyond such reforms, in Spain efforts must 
focus on recapitalising key parts of the financial sector. If the 
Spanish government provides for this recapitalisation (and not 
the EFSF), then the country’s public debt levels will of course in-
crease. But this recapitalisation, in conjunction with other reform 
measures, would have a positive signalling effect for financial 
markets, and could win acceptance for a prolonged timetable for 
fiscal consolidation.

Pro-growth policies and fiscal consolidation don’t have to con-
tradict each other; in fact, they are symbiotic. As a complement 
to the European Fiscal Compact, a growth pact could transform 
existing subsidies, such as those for agriculture (without – hor-
ribile dictu – sparing the French), at least partially into pro-
growth investment. In Germany it is difficult to understand why 
parts of the opposition in the Bundestag call for the ruling coa-
lition to adhere more closely to the country’s “debt brake” reg-
ulations, yet at the same time claim that restrictions to deficit 
spending represent “ruinous cutbacks” in the problem countries 
of the eurozone.
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