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On June 22-24, 2006, European population 
economists gathered for their 20th annual 
congress in Verona, Italy. Traditionally this 
conference is not only concerned with the 
exchange of research on demographic pro-
cesses (e.g. marriage, fertility, migration, and 
mortality) and their political implications, 
but it includes a variety of related disciplines 
such as household economics, labor eco-
nomics, public economics, and health eco-
nomics. The agenda of this year’s meeting 
with about 300 participants included more 
than 200 individual presentations. During 
the event, ESPE President Patricia Apps (Uni-
versity of Sydney and IZA) and President-
Elect Barry R. Chiswick (University of Chicago 
at Illinois and IZA) presented a recognition 
plaque to IZA Director and ESPE co-founder 
Klaus F. Zimmermann “for his inspiration and 
leadership in creating the European Society 
for Population Economics and for 20 years of 
dedicated guidance to ESPE.”

During the two decades of its existence, the 
European Society for Population Economics 
(ESPE) has developed into a highly renowned 
and internationally influential scientif ic as-

sociation. The Journal of Population Economics, 
established with the help of the Society, has 
become one of the leading academic jour-
nals in economic science worldwide. The 
Institute for the Study of Labor (IZA) hosts the 
internet homepages of ESPE (www.espe.org) 
and the Journal of Population Economics  
(www.popecon.org) as well as the editorial 
off ice of the Journal.

Demographic phenomena greatly shape 
today’s scientif ic and political debates. Due 
to declining fertility rates and instable fam-
ily structures, European populations are 
shrinking. As the labor force is aging and the 
funding problems of pension and health in-
surances are growing, governments f ind it 
increasingly diff icult to keep up the provision 
of public goods without resorting to high 
budget deficits. New forms of intergenera-
tional unfairness are evolving. Demographic, 
political, and economic factors require ma-
jor adjustments that are reflected by increas-
ing international migration. The migration 
flows, in turn, create a wide array of chal-
lenges for society — and, as such, for scien-
tif ic research.

20th Anniversary of the European Society  
for Population Economics (ESPE)
Researching the Major Social Challenge of Our Time

Pierre Pestieau, Gerhard Schmitt-Rink, Klaus F. Zimmermann, Bernard M. S. van Praag, Jo Ritzen

EMPLOYMENT OF OLDER WORKERS

A recent IZA Discussion Paper ana-
lyzes the effectiveness of improve-
ments in the institutional framework 
for the employment of older workers 
in Germany and criticizes the incom-
plete paradigm shift. page 4

EAST GERMAN LABOR MARKET 

An IZA Discussion Paper f inds that 
West German transfer payments 
and labor market regulations have 
contributed signif icantly to the 
persistent underperformance of the 
East. page 6

IZA/WORLD BANK INITIATIVE  
TO REDUCE POVERTY 

Employment strategies must be at 
the core of international develop-
ment assistance. To serve this goal, 
IZA and the World Bank have started 
a joint initiative, which was presented 
during an international expert con-
ference in Berlin. page 7

HIGHER WAGE INEQUALITY
WITHIN EDUCATIONAL GROUPS

Educational policies to promote ac-
cess to university education may, ac-
cording to an IZA Discussion Paper, 
in fact contribute to rising inequality 
due to higher wage dispersion among 
graduates. page 9
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Bernard M. S. van Praag  
(67, University of Amsterdam, ESPE President 1986/87) 

After completing his studies at the University of Amsterdam, 
Bernard van Praag’s academic career included stints at the 
Free University of Brussels, the University of Leiden, and the 
Erasmus University Rotterdam before he returned to the Uni-
versity of Amsterdam. Van Praag became the f irst President 
of ESPE in 1986/1987. At the time, the Dutch economist was 
a Professor at the Erasmus University Rotterdam. In 1992 
he moved back to the University of Amsterdam, where he is 
still an active faculty member. In addition to his role as the  
co-founder of ESPE, van Praag was also the Founding Director 
of the renowned Tinbergen Institute. Between 1988 and 1992, 
he was a member of the Dutch Scientif ic Council for Govern-
ment Policy, a prominent advisory body for the Dutch gov-
ernment on long-term policy issues. He was the responsible 
council member for the report that initiated the demographic 
discussion on the aging society in the Netherlands. In 1999 van 
Praag was elected a member of the Royal Dutch Academy of 
Sciences. He also served as Managing Director of the Founda-
tion for Economic Research (SEO, Amsterdam). His research, 
which has been published in a wide array of top international 
journals, deals not only with demographic questions, but also 
with issues of labor and health economics.

Pierre Pestieau  
(62, University of Liège, ESPE President-Elect 1986/87,  
ESPE President 1988) 

After studying philosophy, sociology, and economics at the 
University of Louvain, Pierre Pestieau received his Ph.D. in 
economics from Yale University in 1972 and became Assis-
tant Professor at Cornell University. Since 1975, he has been 
Full Professor of Economics at the University of Liège, where 
he is also President of the Centre de Recherche en Economie 
Publique et de la Population (CREPP). Since the beginning of 
his career, Pestieau has continually produced important con-
tributions to population research. He has been one of the 
most active supporters of ESPE. His research interests also 
include public economics and social insurance. He has held 
visiting positions at renowned European universities as well 
as in Peru, Canada, and the United States. Pestieau has pub-
lished a number of books and articles in major international 
journals. The Belgian economist is Co-editor of the Journal of 
Public Economics and Associate Editor of the Journal of Popu-
lation Economics. In 1988 Pestieau became President of ESPE. 
In 1989 he received the Francqui Prize, the highest scientif ic 
award in Belgium, for his contributions to the advancement 
of economic science. 

Gerhard Schmitt-Rink  
(80, Ruhr University Bochum, ESPE Treasurer 1986-1989)

ESPE Founding Member Gerhard Schmitt-Rink looks back 
on a long career as a professor at the renowned economics  
department of the Ruhr University Bochum, where he was  
active from 1970 until he became a Professor Emeritus in 
1991. Schmitt-Rink also held various visiting positions in the 
United States, China, India, Singapore, and Afghanistan. As 
a Professor Emeritus he continues relentlessly to promote 
academic science, for instance as the Founding Dean of the 
economics department at Martin Luther University Halle-Wit-

ESPE Founding Fathers

 ESPE ANNIVERSARY

tenberg and a Founding Board Member of the Academies of 
Business and Administration in Wiesbaden and Cologne. His 
numerous publications on such topics as consumption dy-
namics, international trade, distribution and growth theory, 
as well as macro and population economics, reflect his broad  
research focus. His work has contributed greatly to the suc-
cess of ESPE. 

Klaus F. Zimmermann  
(53, IZA, DIW Berlin, University of Bonn, Free University 
of Berlin, ESPE Secretary 1986—1992, ESPE Conference 
Organizer, Mannheim 1988, ESPE President-Elect 1993, 
ESPE President 1994) 

As an expert for research in population economics, Klaus F. 
Zimmermann headed the Population Economics Section and 
served as Council Member for the German Population Asso-
ciation (DGBw) before co-founding the European Society for 
Population Economics in 1986. As ESPE Secretary (until 1992), 
President-Elect (1993), President (1994), and Member of the 
ESPE Council (1995—1998 and 2004—2006), Zimmermann has 
decisively shaped the advancement of ESPE as the most im-
portant international association of population economists. 
After completing his studies at the University of Mannheim 
and taking up visiting positions at the Center for Operations 
Research and Econometrics (CORE), University of Louvain-la-
Neuve, and the University of Pennsylvania, Philadelphia, Zim-
mermann became Professor of Economics at the University 
of Munich (1989—1998). Since 1998, he has been Professor of 
Economics at the University of Bonn, and since 2001 also Hon-
orary Professor at the Free University of Berlin. In addition to 
his tasks as Director of the Institute for the Study of Labor 
(IZA) since 1998 and as President of the German Institute for 
Economic Research (DIW Berlin) since 2000, he is a member of 
various policy and scientif ic advisory groups and continues to 
conduct research, especially on the labor market implications 
of migration. Since 1988, he has been Managing Editor and 
Editor-in-chief of the Journal of Population Economics. His 
publication record includes 33 books and nearly 200 articles 
in renowned international journals and collected volumes.

Jo Ritzen  
(60, President of the University of Maastricht,  
ESPE Conference Organizer, Rotterdam 1987) 

Prior to the foundation of ESPE, Jo Ritzen had already achieved 
an impressive academic career. After stints at the University 
of Nijmegen, the University of California at Berkeley, and the 
Robert M. LaFollette Institute of Public Affairs at the Uni-
versity of Wisconsin-Madison, he became a professor at the 
Erasmus University Rotterdam when ESPE was established. 
He then opted for a political career: Between 1989 and 1998, 
he held several cabinet positions in the Dutch government, in-
cluding Minister of Education, Cultural Affairs, and Science. 
As the Minister of Education, he was one of the longest-serv-
ing cabinet members worldwide. During his term in off ice, he 
initiated important reforms of the Dutch educational system. 
Subsequently, Ritzen accepted leadership positions at the 
World Bank, serving as Vice President of the Development 
Economics Department (1999—2001) and Vice President of 
the Human Development Network (2001—2003). Since 2003, 
Jo Ritzen has been President of the University of Maastricht. 
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Looking back at the academic debate 20 
years ago, it is disturbing to note that the 
key problems, as well as their potential so-
lutions, were already known back then. In 
view of these problems and the need to in-
vestigate them scientif ically, the foundation 
of ESPE had long been overdue at the time. 
That the political practice in most countries 
has not suff iciently advanced since then, is 
therefore not due to a lack of forethought 
among economists, but at most to their 
failure to convey their insights adequately 
to policymakers and the public. The pro-
blem must also be attributed in part to the 
long-term nature of demographic effects. 
Even 20 years after the problematic demo-
graphic processes have been noticed, their 
consequences are only slowly beginning 
to show. And it will take another 20 years 
until their effects have fully and irreversibly 
come to bear.

It was not a mere coincidence that ESPE’s 
birthplace was in the border triangle be-
tween Belgium, Germany, and the Neth-
erlands. In the Continental Europe of the 
1980s, the Centre for Operation Research and 
Econometrics (CORE), founded by Jacques 
Drèze in Louvain-la-Neuve, was the only 
prominent research center. At the time, 
CORE initiated the foundation of the Euro-
pean Economic Association (EEA), which held 
its f irst annual congress in Vienna in 1986. 
The establishment of the EEA was part of 
a general awakening with regard to Euro-
pean research, which has since then im-
proved the competitiveness of economic 
research institutions in Europe vis-à-vis 
their dominant North American counter-
parts. The Netherlands and Germany were 
then among the most active European na-
tions conducting research in population 
economics. 

For Germany, demographic change had 
long been a serious challenge. But the 
country still lacked research capacity and 
a platform for scientif ic and political ex-
change. In the early 1980s, the German Pop-
ulation Association (Deutsche Gesellschaft für 
Bevölkerungswissenschaft, DGBw) was a forum 
for interested German economist including 
Gunter Steinmann (University of Paderborn, 
now University of Halle), Gerhard Schmitt-
Rink (University of Bochum, now Professor 
Emeritus in Wiesbaden), Bernhard Felderer 
(University of Cologne, now Institute for 
Advanced Studies, Vienna), and Klaus F. 
Zimmermann (University of Mannheim, now 
IZA und University of Bonn, also President 
of the German Institute for Economic Re-
search, DIW Berlin). Starting in 1982, Zim-
mermann chaired the population econom-
ics section founded on his initiative within 
the DGBw, while Felderer headed the popu-
lation economics section of the German Eco-
nomic Association (Verein für Socialpolitik, VfS) 
as of 1985. On the national level, therefore, 
German population economists had been 
well mobilized and organized by the mid-
1980s.

After the attempt to integrate the group of 
economists into the International Union for 
the Scientific Study of Population (IUSSP) had 
failed, the idea to create an own interna-
tional learned society began to take shape. 
In 1986, Zimmermann, while being a Re-
search Fellow at CORE, became aware of 
the preparations to establish the EEA. He 
also got in contact with Pierre Pestieau (Uni-
versity of Liège and CORE). On his weekly 
commute between Louvain-la-Neuve and 
Mannheim, Zimmermann regularly met 
with Schmitt-Rink in Wiesbaden to discuss 
the foundation of a European learned so-
ciety. Step by step, on an old typewriter in 

Schmitt-Rink’s kitchen, the statutes of a Eu-
ropean Society for Population Economics 
were put together. Back at CORE, Zimmer-
mann enticed Pestieau to support the idea 
of a new society. Together they managed to 
attract Bernard van Praag (University of Rot-
terdam, now University of Amsterdam) to 
take a prominent part in this initiative. 

As early as in fall 1986, the project was 
institutionalized during a conference on 
“Demographic Change and Economic De-
velopment” organized by Alois Wenig (Uni-
versity of Hagen, now University of Halle) 
and Zimmermann at the University of 
Hagen. Bernard van Praag was elected as 
President for the 1986/87 term, Pierre Pes-
tieau as President-Elect, Gerhard Schmitt-
Rink as Treasurer and Klaus F. Zimmer-
mann as Secretary. They constituted the 
f irst ESPE Executive Committee. President 
and President-Elect were elected for a one-
year term, Treasurer and Secretary for three 
years. The President-Elect would automati-
cally become President for the next term. 
Jo Ritzen (University of Rotterdam, now 
University of Maastricht) was chosen as 
the organizer for the f irst annual meeting, 
which took place at the University of Rot-
terdam on September 17—19, 1987. Thanks 
to a perfect organization, the meeting was 
highly successful and productive. Many of 
the f irst congress participants have mean-
while produced important research output, 
often as a result of fruitful collaboration. 

The foundation of the Society has greatly 
contributed to establishing population 
economics as a recognized subdiscipline of 
economic science. The fact that ESPE has 
remained the only international learned so-
ciety of its kind until today underscores its 
special role and signif icance.

20 years after: ESPE’s first Executive Committee at IZA in Bonn on June 7, 2006
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The situation of older workers in the German 
labor market has become an important focus 
of scientific and political debates in recent 
years. Although a number of changes in the 
institutional framework for the employment 
of older workers have been implemented in 
Germany, the development is still unsatisfac-
tory. Older members of the labor force aged 
55 to 64 remain significantly less well inte-
grated into the labor market than younger 
age cohorts, they are less likely to appear as 
suppliers of labor in the labor market, and 
they also have a lower employment rate. At 
the same time, the unemployment rate of 
older persons is higher despite various early 
retirement options.

Against this backdrop, a recent IZA Discus-
sion Paper by IZA Senior Research Associ-
ate Werner Eichhorst uses an approach that 
focuses on institutional determinants of 
employment among older people. The pa-
per analyzes to what extent Germany’s in-
stitutional framework has actually improved 
in this respect. Special attention is given to 
the effects of the most recent reforms and 
the need for further action. It thus becomes 
apparent that the “paradigm shift” towards 
a stronger occupational integration of older 
people is still far from completion.

There are still enormous deficits with regard 
to the employment of older workers in Ger-
many. Despite a slight increase in gainful 
employment of older people during recent 
years, the employment rate of all persons 
aged 55 to 64 remains below the interna-
tional average – and well below the EU target 
of 50%. Spells of unemployment or non-par-
ticipation and unemployment financed by 
welfare transfers still play a large role in the 
transition to retirement. This involves not 
only a loss of productive labor force poten-
tial, but also a considerable burden on the 
social security system. In the light of demo-
graphic change, improved labor market inte-
gration towards the end of people’s working 
lives must become one of the key objectives 
of employment policy. In this respect, Ger-
man policymakers have recently passed and 
implemented several reforms of the institu-
tional framework. It remains to be exam-
ined, however, to what extent these reforms 
have actually improved the labor market 
prospects of older workers.

Labor Market Regulation

According to the German Dismissal Protec-
tion Law, longer periods of notice apply in 
cases of long job tenure. If dismissal protec-

tion rises with the employee’s age and job 
tenure, laying off older employees becomes 
more difficult and more expensive for the 
employer. When employees cannot easily be 
fired, however, firms increasingly resort to 
termination agreements in combination with 
severance payments. On the other hand, it 
is safe to assume that employers will be less 
willing to hire older workers if they are faced 
with a high degree of uncertainty about the 
costs and legal consequences of a potential 
layoff under current German dismissal pro-
tection legislation. The legal protection of 
older workers may therefore adversely affect 
their reemployment prospects after a job 
loss. 

But employers need not immediately offer 
older employees a permanent employment 
contract covered by dismissal protection. In 
order to alleviate the negative effects of dis-
missal protection on the reemployment pros-
pects of older persons, the Hartz reforms of 
2003 established the option to hire workers 
aged 50 and over on fixed-term employment 
contracts for several consecutive stints (in 
connection with the general possibility to 
limit employment to two years without any 
given reason). Recent evaluations of this new 
regulation, however, show no indication that 
the share of employees with fixed-term con-
tracts has actually risen among older work-
ers.

Remuneration

According to available information, seniority 
pay (age-related wage increases) is not very 
pronounced in Germany. However, collective 
agreements often contain wage increases 

based on job tenure, which may be sensible 
from an operational point of view. In ordi-
nary employment, this results in a positive 
correlation of remuneration and age. How-
ever, this practice may make accepting a new 
job less attractive for older persons. Thus, 
older employees tend to claim higher wages 
because they have already had the benefits 
of long job tenure with their former employ-
ers before they became unemployed. This 
lock-in effect of seniority pay in the former 
company may keep older persons from ac-
cepting relatively low-paid work.

Transfer Payments

Several options of early retirement and pos-
sibilities to enter old-age pension before the 
official retirement age of 65 have already 
been cut back in recent years. However, it is 
still possible to “partially” retire at age 55. 
This scheme is supported by labor market 
policy funds for up to six years. In practice, 
this model of partial retirement, mostly used 
as a “block model”, does not lead to a grad-
ual transition to retirement but simply to an 
earlier labor market exit.

Receiving transfer payments in the interim 
period before the regular old-age pension 
sets in should lose some significance in 
coming years due to the changes in pension 
schemes, the shortening of the eligibility 
period for unemployment benefits, and the 
discontinuation of wage-dependent unem-
ployment assistance. Raising the age thresh-
olds of pension funds will further delay the 
average exit from working life. However, 
there is a rising transfer dependency among 
older workers below retirement age. This 

The Incomplete Paradigm Shift
Age-Neutral Regulations Needed for the German Labor Market 

EMPLOYMENT OF OLDER WORKERS
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may be attributed to partial retirement or to 
unemployment benefits without the obliga-
tion to actively participate in the labor mar-
ket. Although some transfer payments are no 
longer as generous as they used to be, there 
will still be options of leaving the labor force 
early during the next years. The incentives 
to use these remaining paths will become 
stronger. This will only change with further 
reforms and an adjustment of labor market 
structures to the changed conditions. To the 
extent to which comfortable early retirement 
options are removed, older workers will de-
pend more strongly on continuing employ-
ment or seeking reemployment in potentially 
less attractive jobs.

Active Labor Market Policy

Active labor market policy can contribute to 
avoiding or shortening unemployment spells 
by applying suitable instruments. With re-
gard to the older labor force, it is especially 
important in how far the instruments and 
their practical application contribute to a 
better match of older job-seekers and avail-
able vacancies by lowering their reservation 
wages and improving their skills, productivity, 
and mobility. It is a proven fact that job cre-
ation and structural adjustment programs, 
in which older unemployed workers have a 
large share, fail to contribute to re-integra-
tion in the regular labor market. They mainly 
serve to disguise unemployment figures that 
would otherwise show up in the statistics. 
The available integration allowances are 
more effective but susceptible to deadweight 
effects. Further training measures are not 
sufficiently geared towards older workers. 
They are also implemented too late as they 
are only available after job loss has already 
occurred, or above a certain age threshold. 
Overall, the group of older people receiving 
wage replacement payments under passive 
labor market policy programs outnumbers 
those participating in training programs and 
other active measures by far. This shows that 
there is still a massive need to cut down on 
subsidized inactivity. 

The role of active labor market policy in inte-
grating older people in the labor market is at 
best ambivalent. The Federal Labor Agency 
(BA) lacks a consistent strategy to advise, 
place and activate older people and those 
with reduced earning capacity. Partial re-
tirement and the implicit expectation of im-
minent retirement still impede a consistent 
activation of the older working population. 
The BA programs often seem to aim at an 
early transition from employment to old-age 
or disability pension rather than providing 
re-employment incentives. This policy has a 
negative effect on the re-integration prob-
abilities and consequently on the social se-
curity budgets.

Human Capital and Ability

In light of the fast structural change, it can 
no longer be assumed that professional 
skills, once acquired, will suffice to perma-
nently meet the changing demands of the 
labor market. However, Germany faces large 
shortcomings with regard to “lifelong learn-
ing”, which may be explained with the insti-
tutional structures of the educational and 
further training systems. On the one hand, 
the highly developed and differentiated vo-
cational training system facilitates entry into 
working life. But on the other hand, it leads 
to a strong focus on a specific occupation, 
which makes adjustment to changing labor 
market conditions more difficult. This prob-
lem, which is particularly pronounced in 
Germany, is even exacerbated by the steep 
decline in participation in labor market re-
lated further training as people grow older, 
and by the concentration of further educa-
tion on the better qualified. In fact, older 
people with low formal qualifications, who 
are exposed to a particularly high risk of be-
coming unemployed, have hardly any access 
to further training.

In addition, institutional disincentives have 
contributed to the common notion that 
productivity decreases with age. The per-
formance that is potentially attainable over 
the course of a long working life cannot be 
mobilized if investments into further training 
are not undertaken due to expectations of 
an early labor market exit. In this case, pro-
ductivity may indeed decrease and turn the 
prejudice into a self-fulfilling prophecy. Ac-
cording to firm surveys as part of the Hartz 
evaluation, older workers do not have a low-
er but simply a different capability, which 
may be beneficial in a mixed-age corporate 
workforce. Further training and age-related 
forms of work organization therefore play an 
important part in maintaining or improving 
the potential of older workers. This can only 
be achieved if the investments are large and 
early enough, and if they also reach the less 
qualified, who face a particularly high un-
employment risk.

Institutional Reforms Urgently Needed

International comparisons show that it is in-
deed possible to achieve a permanently high-
er employment rate of older people. They 
also show that phases 
of massive early retire-
ment can be overcome by 
means of suitable institu-
tional reforms to improve 
the labor market integra-
tion of older workers. 
This depends not only on 
a consistent implementa-
tion of effective reforms 

but also on giving people enough time to 
adjust to the modified framework. Under 
these conditions, the employment rate of 
older workers can be raised even in Ger-
many. What we need is “age-neutral” labor 
market regulations, which not only increase 
labor supply and labor demand but also lead 
to a better match of both sides.

This requires the removal of all early retire-
ment incentives, such as partial retirement 
or unemployment benefits without the obli-
gation to accept a job (§ 428 Social Security 
Code III). In order to avoid an escape into 
disability pension and other transfer sys-
tems, people with reduced earning capacity 
should no longer receive the full amount of 
pension payments. 

The comparison with other countries further 
shows that the job supply in an economy is 
not at all fixed. More jobs may result from 
changes in the institutional framework, from 
which older workers would benefit as well. 
A reform of dismissal protection, a general 
liberalization of fixed-term employment, as 
well as a flexible and performance-based 
remuneration are of special importance to 
older workers. The effective activation of 
older workers is another element of a consis-
tent strategy. It is impossible to re-integrate 
older people in the labor market if this group 
faces lower expectations concerning job 
search, availability, and reasonability than 
younger people. Against this background, 
the current practice of the BA is highly coun-
terproductive. 

The (re-)employment of older workers will 
be easier to achieve if long-term human capi-
tal accumulation is institutionalized so that 
qualifications can be adjusted to changing 
labor market demands before it is too late. 
This requires the development of suitable 
organizational and financial models, which 
is primarily the responsibility of firms and 
collective bargaining parties. But individu-
als must also feel more responsible for ac-
quiring new skills in order to maintain their 
“employability”. Investment in human capi-
tal must become as universally accepted as 
investment in private old-age provision.
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The East German economic and labor 
market situation has made disappoint-
ing progress since German reunif ication. 
This sorry performance may seem puz-
zling, for East Germans were the envy of 
their newly-capitalist neighbors. Through 
reunif ication, they received well-function-
ing legal and welfare systems, an orderly 
privatization process, generous welfare 
benefits and infrastructure investment 
— all f inanced by transfers from West Ger-
many. At the beginning of the nineties, this 
jump start helped East Germany to have 
a much smoother transition in terms of 
macroeconomic stability than its Eastern 
European neighbors. But after an initial 
straw fire, spurred by West Germany, the 
Eastern neighbors started to catch-up or 
even to overhaul. Today, transfers are run-
ning at around 80 billion Euros per year 
(about 4% of Germany’s GDP) with no sign 
of abating. About one quarter of East Ger-
man private consumption is paid by West 
German transfers. Never before has a re-
gion received such immense support in the 
move to capitalism; but the fledgling has 
not thrived. What went wrong?

A recent study by IZA Research Fellow Dennis 
J. Snower (Kiel Institute for the World Econo-
my and University of Kiel) and Christian Merkl 
(Kiel Institute for the World Economy and 
University of Kiel) attends to this question 
and explores the phenomenon of “the car-
ing hand that cripples.” The paper provides 
a sober assessment of the East German 

labor market problem, suggesting that the 
problems have been exacerbated by various 
forms of “care” that the East has received 
from the West: support in bargaining, un-
employment benefits, and job security 
provisions, in particular. The authors con-
clude that the East German labor market is 
in trouble precisely because of the support 
it has received. Therefore, East Germany 
seems to be an important case study in the 
pitfalls to transition, highlighting weakness-
es of other European welfare systems.

Disguised as social support, the implemen-
tation of West German wage levels and 
labor market regulations to East German 
labor markets was a serious mistake in the 
reunif ication process. Since right after re-
unif ication East German wage bargaining 
was primarily in the hands of West Ger-
man unions und employers, the Western-
ers rapidly raised the Eastern wage, in the 
name of solidarity with the Easterners. In 
reality, however, Western unions feared mi-
gration of workers from East to West and of 
f irms in the opposite direction resulting in 
downward pressure on Western wages and 
employment. In addition, the East inherit-
ed generous unemployment support. Along 
with stringent security provisions and other 
labor market regulations, this also put up-
ward pressure on wages. This massive East 
German wage hike right after reunif ication 
reduced the hiring rate and thereby led to a 
sharply lower employment rate.

The Caring Hand that Cripples
The East German Labor Market after Reunification
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Source: IZA Discussion Paper No. 2066

By now, East German wage negotiations are 
emancipating themselves from West Ger-
man influence. Supporting evidence comes 
from East German labor cost data, which 
is compared to predicted labor costs under 
self-sufficient bargaining (ratio of actual to 
predicted labor costs). The results show that 
West Germans still have a hand in the East 
German bargaining process, although the 
influence has gone down significantly ( Fi-
gure). But even though East Germans began 
to gain control over their own wages, which 
thereafter fell relative to productivity, the 
employment rate barely rose. One explana-
tion is that  the “caring hand” increased job 
security (raising firing costs) and installed 
additional labor market regulations (raising 
hiring costs). As a result, labor market shocks 
had more persistent after-effects, and the 
East German employment collapse became 
long-lived. 

Yet, employment persistence can only explain 
why the employment response was sluggish 
in the wake of unification, but not why the 
Eastern employment rate hardly rose at all. 
The paper suggests that this phenomenon 
may have arisen because East German labor 
force participants fell into “traps”. For in-
stance, due to unemployment benefits, as-
sociated welfare entitlements, and job secu-
rity provisions, wages relative to productivity 
remained particularly high for East German 
unskilled workers, who thus became espe-
cially unemployment-prone. Without jobs, 
they could not get on-the-job training and 
become integrated in the workforce, thus 
falling into a “low-skill trap”. Second, since 
the younger workers have a longer time hori-
zon over which they earn wage income, to be 
set against the fixed cost of migrating, the 
younger East Germans have had a greater 
incentive to migrate to the West, where ex-
pected income is higher. Thereby the East 
became susceptible to an “aging trap” in 
which old skills and old capital dampened 
labor productivity and thus labor demand.

A third point is that due to the post-unifica-
tion wage hike and investment subsidies it be-
came profitable for firms to invest in labor-
saving physical capital. Once this capital was 
in place, it was of course more difficult to find 
jobs for East Germany’s unemployed. Invest-
ment in labor-saving capital raised incentives 
for workers to acquire the associated “labor-
saving labor” skills. The resulting “labor-sav-
ing capital-skills trap”, economizes on labor, 
despite high unemployment. Another trap 
stems from the vast investment subsidies in 
East Germany, which generated capital that 
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propped up uncompetitive enterprises and 
prevented layoffs in declining industries. This 
fact provides an explanation for the lower 
labor productivity in the East, even though 
capital intensity is comparable or higher. The 
resulting “wrong capital-skills trap” helps 
keep Eastern Germans unemployment-prone 
and dependent on hand-outs from the West.

The analysis implies that East German labor 
market performance could have been bet-
ter over the past decade if the initial labor 
market shortcomings had been less en-
cumbered by the West German “caring 
hand”. All in all it is pointless to wait for the 
problem to disappear of its own accord.  

In the absence of fundamental policy re-
form, the damage is permanent, not tempo-
rary. The reasons are that even once the East 
Germans gain control over their own wages, 
the resulting wage negotiations – based on 
generous unemployment 
benefits and job secu-
rity provisions – will still 
generate wages that are 
high relative to produc-
tivity. Furthermore, the 
resulting unemployment 
can become perpetuated 
through various labor 
market traps. Without 
a policy reform package 

International development cooperation 
must shift its focus towards helping less 
developed countries create more and bet-
ter jobs while effectively curbing child labor 
and other forms of exploitation. In a joint 
appeal to policymakers in the Western  
industrialized countries, the World Bank 
and IZA called for a more forceful ap-
proach to f ighting mass unemployment in 
the developing world. In the absence of ad-
ditional efforts in this f ield, the goal of re-
ducing poverty and social exclusion would 
become out of reach. At the same time, 
South-North migration would continue to 
increase. This is why employment strate-
gies must be at the core of development  
assistance.

Against this background, IZA and the 
World Bank have started a new initiative 
to stimulate cooperation between research 
institutions, donor organizations, and poli-
cymakers in order to strengthen the role of 
job creation in international aid programs.

This initiative was presented to the public 
during an international expert conference 
taking place in Berlin from May 25-27. In 
her opening remarks, German Develop-
ment Minister Heidemarie Wieczorek-Zeul 
pointed out that it is in the own interest 
of industrial nations to help create better 
labor market prospects in less developed 
countries. She warned that more than 
half of the global labor force is either un-
deremployed or long-term unemployed.  
This situation may well pose a threat to 
world peace and security as it affects the 
lives of over three billion youths under  
age 25.

Globalization has increased uncertainty for 
workers in both developed and developing 
countries. While most economists agree 
that in the long term there will be gains 
for everyone, some workers will lose in the 
short run and must be protected. The need 
to better understand the effects of global-
ization on workers and what can be done 
to compensate those who lose out is even 
more urgent in developing countries where 
workers are often poor and public social 
protection systems underdeveloped.

Another challenge researchers at the confer-
ence have discussed is how to think about 
labor markets in developing countries where 
unemployment may be considered a sign of 
relative wealth, in the sense that the unem-
ployed have the means to support them-
selves while they look for a job. Nearly all 
poor people in devel-
oping countries work 
because they must in 
order to survive, but 
often the jobs pay 
very little, $1 or $2 
per day. The policy 
dilemma then is not 
simply about the 
quantity of job cre-
ation, but also about 
the quality of the 
newly created jobs.

The conference pro-
vided an opportunity 
for experts to discuss 
these and other em-
ployment challenges 
in developing coun-

Improving Labor Market Structures to Reduce Poverty:
World Bank and IZA Launch New Initiative at Berlin Conference 

tries and establish priorities for further re-
search that can be applied in World Bank 
and other development cooperation agen-
cies. Applauding the steps that Germany 
has already undertaken in this direction, the 
World Bank and IZA asked the industrial na-
tions to support joint research in this field 
as the basis for effective policy advice.

Please refer to the complete program on the 
next page for an overview of the topics and 
papers presented during the conference in 
Berlin. A summary of the panel sessions is 
available from the IZA website. Meanwhile, 
IZA has conducted its f irst training pro-
gram for young labor economists in Kenya. 
More details on this project will be featured 
in the next issue of IZA Compact. 

► www.iza.org/link/worldbankreport

IZA DISCUSSION PAPER NO. 2066

IZA/World Bank Conference in Berlin

IZA DP No. 2066

The Caring Hand that Cripples:
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that is “deep” (radically improves employ-
ment incentives) and “broad” (a range of 
complementary measures), East Germany 
is likely to remain dependent on the caring 
hand that cripples.

Klaus F. Zimmermann, Olivier Bargain, Robert Holzmann, Stefano Scarpetta
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IZA/World Bank Conference in Berlin

May 25
Opening Remarks by Heidemarie Wieczorek-Zeul
(Federal Minister for Economic Cooperation and Devel-
opment, Germany) 
Robert Holzmann (Director of the Social Protection 
Department, World Bank, USA and IZA) and Klaus F. 
Zimmermann (Director of IZA and President of DIW 
Berlin, Germany): “Why a New Theme for IZA?”

Panel Session: “Globalization, Labor 
Market Developments and Poverty”
Chair: Robert Holzmann (World Bank, USA and IZA)
Discussion: Duncan Campbell (ILO, Switzer-
land), Erik Thorbecke (Cornell University, USA), 
Francis Teal (Oxford University, UK), Timo 
Voipio (Ministry for Foreign Affairs, Finland)

Panel Session: “Assessing Informal-
ity and Vulnerability in Labor Markets 
of Developing Countries”
Chair: Boris Najman (University of Paris I, France)
Discussion: Gary Fields (Cornell University, 
USA), Jean-Paul Azam (IDEI, France), Ragui 
Assaad (Population Council for West Asia and North 
Africa, Egypt), Rachel Phillipson (DFID, UK)

May 26

Panel Session: “Regulatory and Labor  
Market Policy Reforms: What Is Feasible?”
Chair: Klaus F. Zimmermann (IZA 
and DIW Berlin, Germany)
Discussion: Jan Svejnar (University of Michigan, 
USA and IZA), Stefano Scarpetta (World Bank, 
USA and IZA), Ernest Aryeetey (ISSER, Ghana), 
Thomas Haahr (Directorate General Develop-
ment of the European Commission, Belgium)

Panel Session: “Skill Development for 
Better Labor Market Outcomes”
Chair: Marco Vivarelli (Catholic University 
of Sacro Cuore, Italy and IZA)
Discussion: Bob Gregory (Australian National 
University, Canberra), Ira N. Gang (Rutgers 
University, USA and IZA), Sumon Bhaumik 
(Brunel University, UK and IZA), Miriam Altman 
(Human Sciences Research Council, South Africa)

Panel Session: “International Mi-
gration and Labor Markets”
Chair: Pierella Paci (World Bank, USA)
Discussion: Klaus F. Zimmermann (IZA and DIW 
Berlin, Germany), Barry R. Chiswick (University of 
Illinois at Chicago, USA and IZA), Amelie Constant 
(IZA, Germany), Irina Kausch (GTZ, Germany)

Parallel Sessions

Vulnerability I
Chair: Jackson Janes (AICGS, USA)
Elsa V. Artadi (Harvard University, 
USA): “Going into Labor: Earnings vs. 
Infant Survival in Rural Africa”
Dhushyanth Raju (Cornell University, USA): 
“Do Wages Compensate for Harmful Child 
Labor? Evidence from the Philippines”
Christophe J. Nordman (DIAL, France): “Is 
There a Glass Ceiling in Morocco? Evidence 
from Matched Worker-Firm Data”

Skills I
Chair: Tilman Brück (DIW 
Berlin, Germany and IZA)

Bernhard Ganglmair (Bonn University, 
Germany): “’Intrinsic Competition’ and the 
Labor-Schooling Trade-off in Uganda”
Francis J. Teal (Oxford University, UK): “Learning 
and Earning in Africa: Evidence from Ghana”
Miriam Altman (Human Sciences Research Council, 
South Africa): “Low Skill Work in South Africa”

Labor Market Policies I
Chair: Jan Svejnar (University of 
Michigan, USA and IZA)
Marco Manacorda (Queen Mary, University of 
London, UK): “Minimum Wages in Mexico”
James Albrecht (Georgetown University, USA and 
IZA): “The Effects of Labor Market Policies 
in an Economy with an Informal Sector”
Bibhas Chandra Saha (University of East 
Anglia, UK): “Impact of Labour Unions 
and Economic Reforms on the Number 
of Registered Factories in India”

Informality I
Chair: Gary S. Fields (Cornell University, USA)
Rita K. Almeida (World Bank, USA and IZA): 
“Enforcement of Regulation, Informal 
Labor and Firm Performance”
Kenneth A. Swinnerton (US Department 
of Labor, USA): “A Model of Informal 
Sector Labor Markets”
Sher Verick (UNECA, Ethiopia and IZA): 
“The Impact of Globalization on 
the Informal Sector in Africa”

May 27

Parallel Sessions

Vulnerability II
Chair: James Albrecht (George-
town University, USA and IZA)
Theis Theisen (Agder University College, 
Norway): “Multiple-Job-Holding in 
Africa: The Case of Tanzania”
Johannes P. Jütting (OECD, France): “Measuring 
Gender (In)Equality: Introducing the Gender, 
Institutions and Development Data Base (GID)”
Nicola Coniglio (University of Bari, Italy): 
“Does Clandestinity Damage Potential 
Development in the Countries of Origin? 
A Study of Illegal Migrants in Italy”

Skills II
Chair: Samir Radwan (Economic 
Research Forum, Egypt)
Alexander Muravyev (European University 
Institute, Italy): “Human Capital Externalities: 
Evidence from the Transition Economy of Russia”
Ulf Rinne (IZA, Germany): “Beautiful Serbia”
Chiara Binelli (UCL and IFS, UK): “Educa-
tional Attainment and Wages in Brazil”

Labor Market Policies II
Chair: Carmen Pages (World Bank, USA and IZA)
Sara Lemos (University of Leicester, UK 
and IZA): “Minimum Wage Effects 
in a Developing Country”
Katherine Terrell (University of Michigan, 
USA and IZA): “The Effects of Multiple 
Minimum Wages Throughout the Labor 
Market: The Case of Costa Rica”
Frank L. McIntyre (Brigham Young University, USA): 
“An Empirical Model of Illegal Work, the Mini-
mum Wage, and Mandated Non-Wage Benefits”

Migration I
Chair: Barry R. Chiswick (University of 
Illinois at Chicago, USA and IZA)
Xin Meng (Australian National Univer-
sity, Australia): “Impact of the Guest 
Worker System on Poverty and Wellbeing 
of Migrant Workers in Urban China”
Gorawut Numnak (University of New 
England, Australia): “Development and 
Structural Diversification of the Thai Economy: 
The Cause of Labour Immigration”
Michael M. Lokshin (World Bank, USA): “Male 
Work Migration and Labor Force Partici-
pation of Left-Behind Wives in Nepal”

Parallel Sessions

Informality II
Chair: Olivier Bargain (IZA, Germany)
Isabel Günther (University of Göttingen, 
Germany): “Competitive and Segmented 
Informal Labor Markets”
Justin Sandefur (Oxford University, UK): “Explain-
ing the Trend toward Informal Employment in 
Africa: Evidence from Ghanaian Manufacturing”
Saumik Paul (Claremont Graduate Univesity, 
USA): “Opening the Pandora’s Box? Trade 
Openness and Informal Sector Growth”

Globalization
Chair: Stefano Scarpetta (World 
Bank, USA and IZA)
Maria Ines Terra Ortiz (UDELAR, Uruguay): “The 
Effects of Increasing Openness and Integration 
to the MERCOSUR on the Uruguayan Labour 
Market. A CGE Modeling Analysis”
John Bennett (Brunel University, UK): “Regulatory 
Barriers and Entry in Developing Economies”
Melissa L. Dell (Oxford University, UK): “Widening 
the Border: The Impact of NAFTA on Female 
Labor Force Participation in Mexico”

Migration II
Chair: Amelie Constant (IZA, Germany)
Emily Christi A. Cabegin (De La Salle Univer-
sity-Manila, Philippines and IZA): “The Effect 
of Filipino Overseas Migration on the Non-
Migrant Spouse’s Labor Supply Behavior”
Eduardo Rodriguez-Oreggia (University 
Iberoamericana, Mexico): “The Effect of 
Remittances on Labor Force Participation: 
An Analysis of Mexico’s 2002 ENET”
Mariapia Mendola (University of Milano-Bicocca, 
Italy): “Migration and Technological Change in 
Rural Households: Complements or Substitutes?”

Labor Market Policies III
Chair: Carmel U. Chiswick (University 
of Illinois at Chicago, USA and IZA)
Carmen Pages (World Bank, USA 
and IZA): “The Economic Effects of 
Employment Protection Laws”
Manisha G. Singh (India Development Founda-
tion, India): “Labor Adjustment in an Evolving 
Marketplace - An Empirical Investigation”
Klara Sabirianova Peter (Georgia State University, 
USA and IZA): “Public Sector Pay and Corrup-
tion: Measuring Bribery from Micro Data”

All studies presented at the Parallel Sessions 
are downloadable from the IZA homepage.

► www.iza.org/conference_files/worldb2006

IZA/World Bank Conference: Employment and Development



Institute for the Study of Labor | I Z A COMPACT | July 2006 9

Most national governments consider edu-
cational expansion as an important policy 
tool when trying to reduce economic in-
equality. At the same time, emerging evi-
dence reveals that aggregate wage inequal-
ity is due not only to differences between 
educational groups but arises from differ-
ences within these groups as well. Accord-
ingly, if wage equality is a political goal, a 
country where such a mechanism promotes 
wage inequality might wish to reverse the 
underlying causes.

Against this background, an IZA Discussion 
Paper by Santiago Budría (University of Ma-
deira) and Pedro Telhado Pereira (University 
of Madeira and IZA) sheds further light on 
the interplay between education and wage 
inequality using data from nine European 
countries including Germany, UK, Greece, 
France, Finland, Portugal, Norway, Italy, 
and Sweden. The paper explores the con-
nection between education and wage dis-
tributions by calculating returns to educa-
tion. It offers a more differentiated view 
by considering four educational qualif i-
cations: tertiary, upper secondary, lower 
secondary, and less than lower secondary. 
Furthermore, the study investigates the 
role that education has played in shaping 
the European wage distribution over the 
last decade.

The main f inding is that returns to educa-
tion tend to increase over the wage dis-
tribution. This is interpreted as a positive 
impact of education on within-group in-
equality. However, the impact of education 
differs signif icantly across education levels: 
While it is large for tertiary education, the 
impact is only modest for lower or upper 
secondary education. In most countries, 
therefore, wage dispersion is much higher 
among tertiary educated individuals than 
among individuals with less educational 
attainment, except in Germany, Greece, 
and Italy, where differences are relatively 
small.

The analysis differentiates between three 
groups of countries. In the f irst group 
(France, Portugal, and Sweden) the returns 
to all education levels decreased over the 
sample period, contributing towards wage 
compression. For the second group (Ger-
many, UK, Finland, and Norway) there is 
mixed evidence across education levels. 
In Germany and the UK, decreases in the 
impact of tertiary education are accom-
panied by similar increases in the impact 
of lower or upper secondary education. 

In these countries, therefore, changes in 
average returns had an ambiguous effect 
on wage inequality. In Norway and Finland, 
changes were relatively larger for the ter-
tiary group. Estimates for Norway point to  
rising wage inequality, while the opposite 
applies to Finland. Finally, in the third 
group (Italy and Greece), differences be-
tween the groups increased during the past 
decade.

Next, the paper focuses on changes in  
within-group inequality. Again, it differen-
tiates between three groups of countries. 
In the f irst group (Portugal and Sweden), 
there is a tendency towards wage compres-
sion. In the second group (Germany, UK, 
Finland, and France), overall within-group 
dispersion did not follow a clear trend. In 
Germany, the UK and Finland, changes 
across groups had a similar magnitude and 
opposite signs. In France, however, the rise 
in wage dispersion among tertiary educat-
ed workers was quantitatively more impor-
tant than the decrease in wage dispersion 
among secondary educated workers, sug-
gesting that overall within-group disper-
sion may have risen over the last decade. 
Finally, in the third group (Greece, Norway, 
and Italy), wage dispersion rose within all 
education levels.

Differentiating between education lev-
els, an important conclusion arises. Over 
the last years, the wage distribution of 
the highly educated became increasingly 
dispersed. In Germany, Greece, France, 
Norway, and Italy, the tendency of tertiary 
education to be more valued in high-paid 
jobs became more acute. These results 
point to increasing heterogeneity within 
the group of highly educated workers. 
Changes in the distribution of skills, ex-
perience, and type and quality of qualif i-
cations awarded by universities may have 
contributed to larger wage differentials 
among university graduates. Thus, for ex-
ample, the educational expansion that has 
occurred over the last decades may have 
been parallel to an increasing proportion 
of low-ability individu-
als accessing higher ed-
ucation. If ability and 
education are comple-
mentary, then a dete-
rioration of the returns 
earned by individuals 
at the lower part of 
the wage distribution 
(i.e., with lower ability) 
and, thus, an increase 

in the dispersion of returns should be 
observable. The results for Germany and 
France seem to conf irm this hypothesis, 
as increasing wage differentials among 
the highly educated were mostly due to 
decreasing returns among workers in low-
paid jobs. However, the opposite occurs 
in Greece, Norway, and Italy, where rising 
dispersion was mostly due to rising returns 
among workers in high-paid jobs.

Clearly, further research needs to be done 
in order to assess the causes of increas-
ing wage differentials among the highly 
educated, and to investigate whether this 
is a European or a worldwide phenom-
enon. The results presented here give initial  
evidence that, over the last years, ter-
tiary education has contributed to raising  
European wage inequality through the 
within-group dimension. Furthermore, in 
some cases (Norway, Italy, and Greece), the  
positive association between higher edu-
cation and within-group dispersion was 
reinforced by increases in the wage pre-
mium earned by tertiary educated workers.  
In countries where returns to tertiary edu-
cation fell, such as Germany and France, 
increasing wage dispersion among the 
tertiary group could have offset – or even 
reversed – the tendency towards wage com-
pression.

The analysis has a clear implication for 
the demand for education. Investing in  
education, rather than assuring a certain 
level of earnings, gives access to a dis-
tribution of earnings. Not only average 
wages increase with education level, but 
also wage dispersion. To the extent that 
prospective students are not aware of the  
characteristics which will place them 
at some point of the wage distribution,  
the returns to tertiary education are large-
ly unpredictable. In other words, investing  
in higher education is subject to a consid-
erable (and increasing) amount of wage 
risk.

Rising Wage Dispersion among University Graduates Contributes 
to Higher Income Inequality

IZA DISCUSSION PAPER NO. 1763

IZA DP No. 1763

Educational Qualifications and Wage Inequality:
Evidence for Europe

Santiago Budría
Pedro Telhado Pereira
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IZA TOPIC WEEK 

To foster international research exchange in 
its key research areas, IZA has established 
“topic weeks” which take place at IZA once 
a year for each program area. With an ex-
tensive program of presentations, working 
groups, discussions and opportunities for 
close interaction with IZA staff members 
and guest researchers, the IZA topic weeks 
extend far beyond the regular workshops 
and thus offer an ideal platform for produc-
tive research visits at IZA. 

The First IZA Topic Week on Institutions 
and the Employment Relationship (as part 
of the IZA program area “Behavioral and 
Personnel Economics”) was held at IZA dur-
ing the week of July 3–7, 2006. A number of 
renowned labor economists explored how 
labor market institutions are responding to 
a changing demand for labor services in this 
era of increasing globalization.

The topic week showcased new theoreti-
cal and empirical research on labor mar-
ket institutions. Guy Laroque (CREST-INSEE 
and IZA) presented a paper that revisits the 
standard optimal taxation result accord-
ing to which the marginal tax rate should 
be everywhere non-negative. He showed 
that this result crucially depends upon the 
assumption that there is a single dimension 
of heterogeneity, “skill”. When one adds a 
heterogeneous fixed cost of working, opti-
mal taxation involves subsidizing low skilled 
work in a number of circumstances. The ef-
fectiveness of such a policy requires being 
able to measure the effect of the tax upon 
individuals at different parts of the wage 
distribution.

The measurement issue was addressed by 
Nicole Fortin (University of British Colum-
bia). Her presentation develops a new, em-
pirically tractable technique for studying the 
effect of institutions. Fortin illustrated the 
technique with an application to assessing 
the role of changes in unionization and pub-
lic sector employment on increasing male 
wage inequality in the United States and the 
United Kingdom. She showed that these in-
stitutional changes play an important role 
in explaining the recent increase in the “po-
larization of income”.

Labor law is also an important policy vari-
able through its effect on turnover costs.  
Gerd Muehlheusser (University of Bern and 
IZA) analyzes the incentive to stipulate ex-
cessive damage clauses and contract dura-
tions in labor contracts due to rent seeking 
motives between contracting parties vis-à-

also consistent with the effect of declining 
unionization on wage inequality discussed 
by Nicole Fortin.

The topic week also had a number of presen-
tations reporting new advances in our un-
derstanding of how employee performance 
is related to the way work is organized. It 
is often hypothesized that worker perfor-
mance depends upon their perception of 
how “fairly” they are being treated. The first 
step in such an exercise to document wheth-
er or not there is scientific validity to the 
concept of a “fair wage”. Eric Verhoogen (Co-
lumbia University and IZA) found evidence 
of a robust association between the rate 
of unemployment and the wages of similar 
workers in the outside market and worker 
perceptions of wage-fairness: an increase 
in unemployment or a decrease in outside 
wages leads workers to perceive their wage 
to be fairer.

These results show that worker perception 
of pay is affected by others. The next step 
is to explore how interactions with others 
affect performance, the subject of three 
presentations at the topic week. By using 
high-frequency panel data (daily and week-
ly) on individual worker performance for all 
operators at two light manufacturing firms, 
Takao Kato (Colgate University, Columbia 
Business School and IZA), a leading expert 
on the Japanese Economy shows that mem-
bership in offline teams initially enhances 
individual productivity by about 3% and 
lowers rejection rates by about 27%. These 
improvements are dissipated, typically at 10 
to 16% per 100 days in a team; while initially 
teams lead to more downtime, these costs 
diminish over time. The performance- en-
hancing effects of team membership are 
generally greater and more long-lasting for 
team members who are solicited by man-
agement. 

Iwan Barankay (University of Essex and IZA) 
discussed new results from a long term 
project using field data collected from ag-
ricultural workers. His paper shows that 
by combining a firm’s personnel data with 
individual survey data, one is able to iden-
tify whether a worker’s productivity affects 
their friends’ productivity, and to describe 
the mechanism behind such peer effects. 
The study finds that working with friends in-
creases the productivity of low ability work-
ers and decreases the productivity of high 
ability workers. Furthermore peer effects 
only exist when friends are able to observe 
each other.

Enhancing Labor Pay and Performance 
IZA Topic Week on Institutions and the Employment Relationship

vis third parties, and among the contracting 
parties themselves. One can induce a Pareto 
improvement by imposing an upper bound 
on the enforceable damages, and can thus 
explain why courts are reluctant to enforce 
large penalty clauses. IZA Program Director 
W. Bentley MacLeod (Columbia University) 
presented a review of the various alternatives 
to formal contracts that have been studied 
in the literature, including performance pay 
and social networks. These two institutions 
figured prominently in the empirical papers 
discussed during the IZA Topic Week.

The important issue of employment protec-
tion was discussed by David Huffman (IZA).
He showed that laboratory experiments can 
be a powerful tool for the study of complex 
labor market institutions, such as employ-
ment protection legislation (EPL), where it 
is extremely difficult, often impossible, to 
demonstrate a causal link between an ob-
served policy change and changes in labor 
market performance. In a laboratory setting 
one can be assured that the treatment (in 
this case employment protection) is exog-
enous, allowing the researcher to identify 
the causal impact of the policy change on 
labor market performance. This work pro-
duced two significant findings: First, con-
sistent with standard economic theory, it 
was found that EPL in the presence of fixed 
wage contracts leads to a significant decline 
in both performance and pay. Surprisingly, 
it was also found that if f irms are allowed 
to offer contracts with a bonus, this greatly 
reduced the efficiency loss and resulted in 
increased pay for workers relative to the 
non-EPL case.

Daniel Parent (McGill University) showed re-
sults on the impact of performance pay on 
employment using a large panel of work-
ers in the United States. The study finds, 
consistent with the experimental evidence 
above, that the use of performance pay is 
associated with higher incomes and more 
stable job matches. However, the improved 
quality of job matches does have another 
consequence discussed by Thomas Lemieux 
(University of British Columbia and NBER). 
If performance pay results in more able 
workers receiving more pay, this implies 
that compensation more accurately re-
flects worker ability, leading to an increase 
in wage inequality. Lemieux found that this 
can potentially explain up to 25% of the in-
creased in wage inequality among males 
over the 1980s and 90s. Given that labor 
unions tend to compress the wage distribu-
tion by attaching wages to jobs, this result is 
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Alexandre Mas (University of California, 
Berkeley and NBER) reported results using 
scanner data from a grocery store checkout 
to provide a clean measure of worker per-
formance. He f inds strong evidence of posi-
tive productivity spillovers from the intro-
duction of highly productive personnel into 
a shift. A 10% increase in average co-worker 
permanent productivity is associated with 
1.7% increase in a worker’s effort. Most of 
this peer effect arises from low productiv-
ity workers benefiting from the presence of 
high productivity workers. Spillovers arose 
from the low productivity worker being di-
rectly in the line-of-sight of the new work-
ers, not vice versa. This is very interesting 
because in contrast to standard agency 
models, the evidence here seems to suggest 
that there is an encouragement or demon-
stration effect.The authors calculate that 
by optimally arranging the mix of workers 
in each shift, this f irm could obtain the 
same amount of sales with approximately 
124,000 fewer hours worked each year, or 
more than a million dollars worth of sav-
ings.

Finally, three papers explored different as-
pects of career development and human 
capital formation in labor markets. Janet 
Currie (Columbia University, IZA and NBER) 
presented a paper that bridges the gap be-
tween the literature on “health capital” and 
the labor economics literature on human 
capital by reviewing the literature about 
the effects of parents’ socioeconomic sta-
tus on child health, and subsequent labor 

market outcomes. The literature suggests 
that poor health leads to lower school at-
tendance, poorer academic performance, 
and ultimately lower lifetime income, illus-
trating the important role that inequality in 
health plays in the transmission of inequal-
ity across generations.

Till von Wachter (Columbia University and 
IZA) f inds that another source of inequal-
ity arises from the year in which an indi-
vidual enters into the labor market. His 
presentation reported the results from the 
paper. He concludes that college gradu-
ates who enter the labor market during 
a recession face a loss in income. Al-
though for the average worker the effects 
of recession at entry fade within 8–10 years, 
graduates from the bottom of the wage 
distribution suffer permanent earnings 
losses. 

David Autor (MIT, NBER and IZA) shows that 
moving welfare participants into tempo-
rary help jobs boosts their short-term earn-
ings, but these gains are offset by lower 
earnings, less frequent employment, and 
potentially higher welfare recidivism over 
the next one to two years. In contrast, 
placements in direct-hire jobs raise partici-
pant earnings substantially and reduce re-
cidivism both one and two years following 
placement. Autor showed that encouraging 
low-skilled workers to take temporary help 
agency jobs is no more effective and pos-
sibly less effective than providing no job 
placements at all.

The f irst IZA Topic Week in the program 
area “Behavioral and Personnel Econom-
ics” has shown the high methodological 
standards and policy relevance of mod-
ern labor economics The outcome of the 
discussions during the topic found that 
there needs to be continual innovation and 
learning regarding best labor practices, 
particularly in terms of our ability to mea-
sure and reward employee effort, either 
through explicit performance pay, or im-
plicitly using innovative work practices 
based upon organizing f irms in a way that 
makes work both more enjoyable and more 
productive.

In addition, to produce high-quality policy 
relevant labor market research, the use of 
diverse data sources is inevitable: large 
scale panel data sets, f irm-level f ield data, 
administrative records provided by both 
governments and f irms, and experimental 
laboratory data are necessary to complete 
our understanding of complex labor market 
processes. In this context, IZA continues its 
efforts to ensure access to administrative 
data through the IZA Data Service Center, 
to produce comprehensive data sets, and 
to intensify the cooperation with the Bonn 
Laboratory for Experimental Economics 
headed by IZA Director of Research, Armin 
Falk. These activities are crucial to creating 
an ever expanding data basis for future la-
bor market research.

  

PERSONNEL ECONOMICS

The IZA Data Service Center has become 
an important information broker for labor 
economists around the world. Supported 
by the Federal Ministry of Education and 
Research, IZA has continuously improved 
the service range of the center. Besides 
miscellaneous search options available for 
interested researchers, authorized research-
ers can analyze several datasets by means of 
controlled remote data processing. Further-
more the Data Service Center offers a trans-
lation of all German documentation as well 

as support to make German datasets avail-
able for labor economists abroad. 

Services

-  The center offers support with all ques-
tions on finding accessing and using data

-  The center will help establish contact to 
German officials and other data providers 

-  It serves as an agent for data access pro-
cedures with German authorities

 Data Processing with JOSUA 
(Job Submission Application)

-  Individual datasets are not transmitted 
– only computing results can be down-
loaded through an encrypted interface

-  JOSUA allows you to jointly work on a 
research project with co-authors

-  JOSUA uses a human interface to accept 
requests and ensure security 

-   Direct data access is not possible by using 
JOSUA

Access Rules

-  No direct access of any kind is permitted 

-  Data processing is limited to researchers 
working for an academic or non-profit 
organization

-  For using controlled remote data process-
ing, interested researchers must sign a joint 
time-limited project application with IZA

► http://metadata.iza.org

IZA Data Service Center – Information Broker for Labor Economists
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On May 18–21, 2006 the conference center 
of Deutsche Post World Net at Lake Am-
mersee in Buch, Bavaria. once again hosted 
the annual IZA/SOLE Transatlantic Meet-
ing of labor economists from Europe and 
North America. Chaired by IZA Program 
Director Dan Hamermesh (University of 
Texas at Austin) the conference offered an 
impressive variety of high-quality research 
f indings on international labor markets.

In his presentation on “Productivity Spill-
overs in the Workplace” Enrico Moretti (Uni-
versity of California at Berkeley) used a data 
on the productivity of supermarket cashiers 
to estimate peer effects and found that spa-
tial proximity matters in production, with 
productive workers inducing higher produc-
tivity in their neighbors. Shqiponja Telhaj (Lon-
don School of Economics) investigated peer 
effects in the school attainment of pupils in 
England, using the transition from primary to 
secondary school and the associated change 
in the pupils’ group environment. The results 
of her paper indicate that peer effects exist 
but are rather small. Mari Rege (now Univer-
sity of Stavanger) also examined peer effects 
in her paper on “Social Interaction and Dis-
ability Pension Participation.” Using plant 
closings of close-by plants as an instrument 
for the disability entry rate of neighbors, she 
found that individuals were more likely to 
receive a disability pension if their neighbors 
also did. Bas ter Weel (Maastricht University) 
presented evidence for Britain and Germany 
that non-cognitive interpersonal skills (char-
acterized as “caring” and “directness”) are 
important for labor market outcomes, with 
“directness” having become more important 
over the last twenty years. Giovanni Pica (Uni-
versity of Salerno) examined how a regime 
shift in Italian employment protection legis-
lation affected wages. He found that the in-
troduction of increased firing costs for small 
firms lowered wages, particularly for young 
blue-collar workers. Duncan McVicar (Queen’s 
University, Belfast) examined whether unem-
ployment insurance recipients are more likely 
to leave unemployment if their job search ac-
tivities were monitored. His analysis showed 
that with a lack of monitoring, unemployed 
individuals in Northern Ireland were less 
likely to leave unemployment even while they 
continued to receive job search assistance. 

Francis Green (University of Kent) discussed 
the fear of job loss. Using German and Aus-
tralian data, he found that subjective mea-
sures of the probability of job loss do predict 
actual job loss, but that workers overesti-
mate their actual probability of job loss by a 
factor of two. Sarah Hamersma (University of 
Florida) presented evidence that the take-up 
of wage subsidies for disadvantaged work-

ers depends in part on how many such eligi-
ble workers are employed at a firm. She did 
not find evidence, however, that firms can 
influence job durations near programmatic 
threshold levels to capture greater subsidies. 
Hilmar Schneider (IZA) analyed “The Impact 
of Labor Market Reforms on the Effective-
ness of Training Programs in Germany,” 
finding small positive effects of the Hartz 
labor market reforms on the employment 
probabilities of program participants.

David Blau and Ryan Goodstein (University 
of North Carolina at Chapel Hill) studied 
“Trends in the Labor Force Participation 
Rate of Older Men in the United States”, 
concluding that changes in the educational 
distribution were the largest determinant 
of the increase in male labor force partici-
pation since the late 1990s after nearly a 
full century of decline.

Uta Schönberg (University of Rochester) pre-
sented “Maternity Leave Legislation, Female 
Labor Supply, and the Family Wage Gap.” 
Using changes in German family leave poli-
cy in the late 1970s as a natural experiment, 
she found that an increase in the length of 
available maternity leave delayed women’s 
return to work and had a negative impact 
on wages even 8 years after giving birth. 
Almudena Sevilla-Sanz (University of Essex) 
used detailed time-use data to examine 
the division of work within the household 
in Spain. She found that the time women 
devote to housework is related non-linearly 
to their relative income, so that housework 
time does not decrease as fast as their in-
come relative to their husband’s increases. 

Gerald Oettinger (University of Texas at Aus-
tin) analyzed the growth of home-based 
wage and salary employment in the United 
States, f inding that the wage penalty asso-
ciated with working at home fell substan-
tially between 1980 and 2000 even while 
home-based wage and salary employment 
increased. He concludes that changes in 
information technology have substantially 
improved worker productivity at home.

In “School Enrollment Impacts of Non-Tradi-
tional Household Structure,” Richard Akresh 
(University of Illinois at Urbana-Cham-
paign) presented evidence that children who 
were fostered received more education than 
both their host siblings and their biological 
siblings who were not fostered. Data from 
Burkina Faso suggest that this improve-
ment in schooling translates into a long-run 
improvement in educational and occupa-
tional attainment. Stephen Gibbons (London 
School of Economics) addressed the impact 
of attending a religiously-affiliated primary 

school and found that attending a faith 
school in England does relatively little to af-
fect test scores after primary school. Brahim 
Boudarbat (University of Montreal) presented 
“Choice of University Major in Canada” and 
concluded that future expected incomes are 
more important in determining courses of 
study for men than for women.

Uwe Sunde (IZA) developed a search model 
of the labor market in which uncertainty 
about job finding probabilities leads unem-
ployed to become discouraged and exit the 
labor market. Negative updating after unsuc-
cessful search implies that the beliefs of the 
unemployed about themselves, and conse-
quently their subjective job finding probabili-
ties, decline with unemployment duration. 
David Jaeger (College of William and Mary) 
presented “Direct Evidence on Risk Attitudes 
and Migration.” He found strong evidence 
that individuals who are risk takers are more 
likely to migrate within Germany. Caitlin My-
ers (Middlebury College) examined how the 
racial, gender, and age composition of local 
television news journalists is used to gain 
market share. Her results indicate that televi-
sion stations sort along racial lines in order to 
present differentiated products, consistent 
with models of customer discrimination.

Using matched employer-employee data, Jo-
sef Zweimüller (University of Zurich) showed 
that wages compensate for f irm-specif ic 
accident risks. He found little evidence, 
however, that more productive workers 
sort into more secure f irms.

Manuela Angelucci (University of Arizona) pre-
sented “Indirect Effects of an Aid Program: 
The Case of Progresa and Consumption.” 
She found that cash payments to poor rural 
households increased the consumption of 
non-poor households in the same villages, 
indicating spillover effects of aid programs.

Alexander Koch (Royal Holloway, University of 
London) presented “An Experimental Test 
of Career Concerns” and provided evidence 
that individuals exert more effort when in-
formation about their ability is uncertain in 
order to influence the beliefs of others about 
themselves. Paul Oyer (Stanford University) 
concluded the conference with “The Mak-
ing of an Investment Banker: Macroeco-
nomic Shocks, Career Choice, and Lifetime 
Income.” Using information on Stanford 
graduates, he finds that individuals who at-
tend business school when the stock market 
is weak are less likely to work on Wall Street 
initially. Subsequent “career stickiness” leads 
to a substantial impact on career earnings of 
those who attend graduate school during a 
bear market.

Fifth IZA/SOLE Transatlantic Meeting of Labor Economists

IZA EVENTS
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IZA TOWER TALK

Meinhard Miegel, Director of the Institute for 
Economics and Society (IWG Bonn), was 
the invited speaker at the IZA Tower Talk 
on April 26, 2006. His speech and the sub-
sequent discussion with Hilmar Schneider, 
IZA Director of Labor Policy, dealt with the 
question whether there are limits to eco-
nomic growth and continued welfare gains 
in the Western industrialized countries. 

Ever since the 1970s, the West has been pre-
occupied with achieving high growth rates 
– at the price of debt accumulation, Miegel 
argued. As a result, economic growth no 
longer increases our wealth, but only serves 
to maintain our “façade of prosperity” and 
to secure the status quo. In addition, vast 
sums are needed to f inance the treatment 
of modern illnesses, military operations, 
the f ight against terrorism and drug traf-
f icking, and the protection of property 
rights. At the same time, the cohesion of 
Western societies has been eroding, giving 
rise to such phenomena as child poverty. 

Against this background, Miegel called for 
efforts to curb the ubiquitous waste of re-
sources and abandon the f ixation on con-

tinuous material gains. As “hundreds of mil-
lions” of people in such countries as China 
and India are beginning to catch up with the 
West in economic terms, this process will 
inevitably force the developed nations to 
give up “a noticeable share” of their wealth, 
Miegel anticipated. Given that the 200,000 
new workers in emerging economies who 
enter the global labor market every day can 
easily compete with Western labor in terms 
of training and motivation, but are willing 
to work at a lower wage, the consequence 
will be a gradual convergence of worldwide 
income levels at a rate signif icantly below 
the excessive Western standard. 

According to Miegel, the industrial nations 
have left behind a historically unique pe-
riod of growth and entered an era of “new 
normality”. While people have not yet inter-
nalized this trend, everyone can feel the ef-
fects in the form of stagnating wages, fall-
ing pensions, and rising prices for natural 
resources. No wonder then, Miegel argued, 
that Germany’s “hypertrophic” welfare 
state, owing to its excessive expansion in 
the wake of favorable growth prospects in 
the 1960s and 70s, can no longer function 

under altered economic conditions. Miegel 
underscored the need for further economic 
policy and labor market reforms, but he 
warned that it would be an illusion to be-
lieve that these reforms could restore the 
old status quo. While the emerging market 
countries are still decades away from fac-
ing the same problems as the West, the ag-
ing and declining industrial societies must 
utilize their scarce resources more wisely 
lest they lose too much of their wealth. But 
this, Miegel said, would require fundamen-
tal changes in our notions and attitudes 
– as well as a move towards new, more im-
material social values. 

Abandon the Fixation on Growth Rates
Meinhard Miegel at IZA Tower Talk

Meinhard Miegel has 
been Director of the 
Institute for Economics 
and Society in Bonn 

since 1977. A renowned expert in the fields 
of demography, labor markets, and social 
security, Miegel has been a member of various 
economic, political, and social commissions.

March 28, 2006 marked the 13th “IZA 
Tower Talk” taking place in the headquar-
ters building of Deutsche Post World Net 
in Bonn. The invited speaker, Klaus von 
Dohnanyi, was Vice Chair of the “Convent 
for Germany”. Analyzing the causes of 
Germany’s high unemployment rates, he 
rejected the hypothesis that the country’s 
role as Europe’s economic laggard is due to 
a blatant failure to implement the necessary 
reforms. Although he stressed the need for 
courageous reforms, von Dohnanyi viewed 
the historically and internationally unprec-
edented economic burden resulting from 
German reunif ication as the main cause 
of the unemployment crisis. The f iscal re-
quirements to meet the convergence crite-
ria for the introduction of the Euro further 
aggravated the problem. 

In 1989, “the f irst EU eastern enlargement 
took place in our own country”, abruptly 
forcing Germany to integrate a large num-
ber of workers “without products or cus-

tomers” and necessitating massive f iscal 
transfers to the east. In order to f inance 
German reunif ication, the German labor 
market also had to bear additional non-
wage labor costs, von Dohnanyi claimed. 
“We are reluctant to recognize the eco-
nomic burden of the politically fortunate 
German reunif ication,” he criticized. Since 
a closer look reveals that the economic 
performance of former West Germany con-
tinues to measure up to international stan-
dards, von Dohnanyi deplored the “typi-
cally German” way of lamenting one’s own 
“misery”. After all, Germany has been able 
to maintain its strong position in the global 
marketplace despite the entry of new com-
petitors such as China and India. 

Since the 1980s, Germany’s actual com-
petitiveness has not declined although 
the negative economic impact of German 
reunif ication coincided with a loss of com-
petitive advantage over other EU member 
states when Germany’s exceptionally strong 

currency and stable prices were sacrif iced 
to the introduction of the Euro, which von 
Dohnanyi explicitly supported. 

Against this background, he called for more 
self-confidence in Germany’s economic 
power and reformability, but also for more 
“truthfulness” in dealing with economic 
facts. This would be a prerequisite for in-
spiring the confidence and courage among 
society that is needed to tackle the most 
important reforms in the light of Germa-
ny’s unique situation. 

Unemployment in Germany – 
Why Our Explanations Are Questionable
Klaus von Dohnanyi at IZA Tower Talk

Klaus von Dohnanyi was 
Vice Chair of the Convent 
for Germany, a non-par-
tisan advisory body for 

political reform. He looks back on a long career in 
politics. Among other offices, he was Mayor of the 
city-state of Hamburg (1981-1988) and Federal 
Minister of Education and Science (1972-1974).
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(Harvard University) will be the lecturers at 
this 10-year-anniversary of the School. The 
application deadline is February 1, 2007. 
Further details are available on the IZA 
homepage.

► www.iza.org/conference_files/SUMS2007

IZA SHORT NEWS

September 3-4, 2006  IZA/EUI Workshop on Demographic Change and Secular Transitions  IZA, Bonn, Germany
 in Labor Markets: What Can We Learn from a Dynamic Perspective
September 14-16, 2006  IZA/CEPR European Summer Symposium in Labour Economics (ESSLE 2006)  Buch/Ammersee, Germany
October 6-7, 2006  IFAU/IZA Conference on Labour Market Policy Evaluation Uppsala, Schweden
April 23-29, 2007  10th IZA European Summer School Labor Economics  Buch/Ammersee, Germany
May 30 - June 2, 2007 IZA Topic Week: Nonmarket Time in Economics IZA, Bonn, Germany

Forthcoming IZA Conferences

IZA Fellows Testifi ed on Immigration Issues before U.S. Senate Committee
On April 25, 2006, leading economists 
and migration experts testif ied in front of 
the U.S. Senate Judiciary Committee on 
the economics of migration. IZA Program 
Director Barry R. Chiswick (University of 
Illionois at Chicago), IZA Research Fel-
low Harry J. Holzer (Georgetown Univer-
sity) and IZA Research Fellow Richard B. 

Freeman (Harvard University) along 
with Dan Siciliano (Stanford Law School) 
presented the views of economic science 
on the highly charged and emotional U.S. 
debate on immigration. The agenda includ-
ed high- and low-skilled immigrants, illegal 
immigrants, foreign students, guestworker 
programs, and amnesty schemes. The 

testimony by Chiswick, who has had 
numerous media appearances with the 
heating up of the debate on immigration 
reform, was broadcast on television and 
quoted by many newspapers across the 
United States. 

► www.iza.org/link/archive

New Book: Global Migration and the World Economy
A new book “Global Migration and the 
World Economy – Two Centuries of Policy 
and Performance” by IZA Research Fel-
lows Timothy J. Hatton (Australian National 
University and University of Essex) and 
Jeffrey G. Williamson (Harvard University) 
offers a uniquely comprehensive look 
at 200 years of world mass migration. 
which began in the early nineteenth 
century, when advances in transporta-
tion technology and industrial revolutions 
at home enabled  increasing numbers of 
people to set off for other parts of the 
globe. 

The book is the f irst comprehensive 
economic assessment of world mass 
migration taking a long-run historical per-
spective, including north-north, south-
south, and south-north migrations. It 
considers two centuries of global mobil-
ity, assessing its impact on the migrants 
themselves as well as on the sending and 
receiving countries. Against this back-
ground the authors show how contem-
porary debates about migration perfor-
mance and policy can be informed by a 
comprehensive historical perspective.

Timothy J. Hatton
Jeffrey G. Williamson

Global Migration and
the World Economy

MIT Press, 2006
448 pages 
ISBN: 0-262-08342-6 

The well established annual IZA Summer 
School in Labor Economics provides a 
group of selected advanced graduate stu-
dents with the opportunity to present their 
current research f indings and discuss future 
projects with established researchers in the 
Deutsche Post World Net conference center 
at the Ammersee Lake (near Munich) in Ba-
varia. The IZA Summer School gratefully ac-
knowledges funding by the European Union 
(under the Sixth Framework Programme/
Marie Curie Conferences and Training 

IZA European Summer School in Labor Economics 2006/2007
Courses). This year’s Summer School (April 
3–9, 2006) invited 34 students from 19 dif-
ferent nationalities. Gilles Saint-Paul (Univer-
sity of Toulouse) lectured on “Labor Mar-
ket Models for the New Economy”, whereas 
Peter Gottschalk (Boston College) taught on 
“Topics in Inequality and Mobility”. 

The forthcoming IZA European Sum-
mer School in Labor Economics will take 
place on April 23–29, 2007. Giuseppe Bertola 
(University of Turin) and Richard B. Freeman 

IZA Topic Week: Nonmarket Time in Economics 
Deadline: September 18, 2006

The IZA Topic Week “Nonmarket Time in 
Economics”, organized by IZA Program 
Director Daniel S. Hamermesh (University of 
Texas at Austin) and IZA Senior Research 
Associate Ana Rute Cardoso, will take place 

in Bonn on May 30 until June 2, 2007. This 
expert conference offers an ideal forum for 
discussion among eminent senior econo-
mists and young researchers. The submis-
sion deadline for papers to be presented at 

the topic week is September 18, 2006. Fur-
ther details and an online submission form 
are available on the IZA homepage.

► www.iza.org/conference_files/nmte_tw2007
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IZA Guest Researchers

From April 2006 until July 2006 the following renowned economists stayed at IZA to discuss issues of labor market research and policy:

James Albrecht (Georgetown University and IZA); Badi H. Baltagi (Syracuse University and IZA); Lutz Bellmann (IAB, Nürnberg and IZA); 
Sumon Bhaumik (Brunel University and IZA); Alena Bicakova (European University Institute); Michael Bognanno (Temple University and 
IZA); Daniele Checchi (University of Milan and IZA); Leif Danziger (Ben Gurion University and IZA); Ralitza Dimova (Brunel University); 
Christian Dustmann (University College London and IZA); Gil S. Epstein (Bar-Ilan University and IZA); Rob Euwals (CPB Netherlands Bu-
reau for Economic Policy Analysis and IZA); Ira N. Gang (Rutgers University and IZA); Lorenz Goette (University of Zurich and IZA); Carlos 
Gradín (University of Vigo); Erica L. Groshen (Federal Reserve Bank of New York and IZA); Spyros Konstantopoulos (Northwestern Uni-
versity and IZA); Olga Kupets (National University of Kiev-Mohyla Academy and IZA); Erzo Luttmer (Harvard University); Eduardo Me-
lero Martín (Universidad Carlos III, Madrid and IZA); Pierre-Carl Michaud (RAND and IZA); Shoshana Neuman (Bar-Ilan University and 
IZA); David Neumark (Public Policy Institute of California and IZA); Ronald L. Oaxaca (University of Arizona and IZA); Elena Pastorino 
(University of Iowa); Yona Rubinstein (Tel Aviv University and IZA); Uta Schönberg (University of Rochester and IZA); Saul Schwartz (Car-
leton University and IZA); Thomas Siedler (University of Essex and IZA); Leslie S. Stratton (Virginia Commonwealth University and IZA); 
Mehmet Tosun (West Virginia University); Manuelita Ureta (Texas A&M University and IZA); Maarten Vendrik (University of Maastricht); 
Susan Vroman (Georgetown University and IZA); Georg Weizsäcker (London School of Economics and IZA); Myeong-Su Yun (Tulane Uni-
versity and IZA); Christian Zimmermann (University of Connecticut)

IZA PEOPLE

Hartmut Lehmann

IZA Researcher Ana Rute Cardoso Elected to 
EALE Executive Committee

IZA Program Director Hartmut Lehmann Serves on  
ACES Executive Committee
Hartmut Lehmann (University of Bologna), IZA Program 
Director for Labor Markets in Emerging and Transition 
Economies, has been elected to the Executive Com-
mittee of the Association for Comparative Economic 
Studies (ACES) for a three-year term. ACES is the larg-
est and most renowned association in the f ield. Its 

purpose is to promote scholarly exchange among per-
sons interested in comparative studies of economic 
systems, planning, and economic development, and to 
further the growth of systematic knowledge in these 
areas by facilitating research, instruction, and publi-
cation.

IZA Research Fellow Received Best Young Economist Award
Etienne Wasmer, Professor of Economics at the  
University of Quebec at Montreal and IZA Re-
search Fellow since 1999, received the Best Young  
Economist Award (below age 40), which is award-
ed annually since 2000 by the influential “Cer-
cle des Economistes” and the daily newspaper  
Le Monde. 

The prize was delivered at the French Senate 
on May 9 by Michel Pébereau, President of the 
BNP bank. The 36-year-old IZA Fellow shares the 
award with Thierry Mayer (University of Paris XI).  
Past laureates include IZA Program Director Pierre Ca-
huc (University of Paris I); among the new nominees is 
IZA Fellow Fabien Postel-Vinay.

Ana Rute Cardoso, IZA Senior Research Associate 
and Deputy Program Director for the IZA research  
program area “The Future of Labor”, has been elect-
ed as a member of the Executive Committee of the  
European Association of Labour Economists (EALE), 
receiving the largest number of votes. The three oth-

er newly or re-elected committee members consist  
of IZA Research Fellows Regina T. Riphahn (Univer-
sity of Erlangen-Nuremberg), Zvi Eckstein (Tel Aviv  
University), and Adriana Kugler (University of Hous-
ton).

New IZA Research Associate
Randall Akee completed his Ph.D. in Political Econ-
omy and Government at Harvard University in June 
2006. Utilizing a novel panel data set of immigrants 
to the U.S. from a small developing country, his the-
sis focused on the self-selection of immigrants. Prior 
to his doctoral studies, Randall earned a Master’s 
degree in International and Development Economics 

at Yale University. He also spent several years work-
ing for the State of Hawaii Office of Hawaiian Affairs 
Economic Development Division. His main research 
interests are Labor Economics, Economic Develop-
ment and Migration. He joined IZA as a Research 
Associate in August 2006. He is also a member of the 
IZA Migration Program.

Etienne Wasmer

Ana Rute Cardoso

Randall Akee
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In Germany, legal minimum wages are currently in effect 
only for the construction industry, which is covered by the 
Law on the Posting of Workers (Arbeitnehmerentsendege-
setz). Recently, however, the Federal Government has an-
nounced that it will consider reform proposals to extend 
these minimum wage regulations to other industries as 
well. Although it remains unclear how this would be done, 
it is conceivable that the above-mentioned law would be 
used to declare collective agreements including minimum 
wages as binding for the entire industry. Cleaning contrac-
tors and temp agencies, for instance, will likely be subject 
to this form of regulation in the near future. Another op-
tion would be to adopt minimum wage laws, such as in 
the United States and a number of European countries, 
which would apply to all industries nationwide. 

What prompts the government to interfere with the 
market mechanism – and even with the constitutionally 
guaranteed collective bargaining autonomy – in such a 
drastic way? Among the main driving forces are social 
policy considerations. Labor is supposed to provide an 
income above the poverty level. This argument fails to 
recognize, however, that many low-paid jobs are not the 
single source of household income, but merely a form of 
additional earnings. Another goal is to prevent foreign 
f irms from easy market access. This was the main reason 
behind the introduction of minimum wages in the con-
struction industry. What this all boils down to is a simple 
form of protectionism: By impeding competition, prices 
are kept artif icially high. As a consequence, potential 
gains in purchasing power, which would stimulate de-
mand, are not realized. And, possibly even worse, f irms 
lack an important incentive to innovate. 

Existing scientif ic analyses of other countries with mini-
mum wage laws provide ambiguous results as to whether 
minimum wages have positive or detrimental effects on 
employment. Due to limited data and methodological 
problems, most of these studies are not sufficiently com-
pelling. In any case, they cannot be taken as evidence that 

an introduction of minimum wages in Germany would 
not harm the economy. The same applies to the argument 
that minimum wages would not have any negative em-
ployment effect because they also exist in countries with 
more favorable labor market trends. Any comparison of 
this sort would need to take into account that Germany’s 
entire labor and social policy framework differs substan-
tially from that of other nations. In contrast to the Anglo-
Saxon countries, for instance, Germany has a generous 
welfare state system that offers few incentives to take up 
low-paid employment. This means that minimum wages 
in Germany would need to be relatively high in order to 
attract people from welfare to work. This would not just 
make existing jobs in the low-wage sector more expen-
sive, but it would cause a domino effect across the wage 
distribution: Better qualif ied workers would also demand 
higher wages in order to re-establish the previous wage 
differential. The skilled trades would be affected just as 
well as providers of simple services – and basically all la-
bor-intensive industries, in which firms can respond to 
higher wages only by raising prices. Given that domestic 
demand in Germany is chronically weak in these sectors, 
it would be unrealistic to believe that higher prices can 
actually be achieved in the market. The more likely conse-
quence would be a reduced supply of goods and services, 
which would result in higher unemployment.

As well-meaning as the introduction of nationally binding 
minimum wages may be in terms of social policy goals, 
policymakers should be aware that they are contemplat-
ing a dangerous f ield experiment. The high unemploy-
ment rate of low-skilled workers in Germany – and the 
enormous gap between the employment prospects of 
different skill groups – is virtually unparalleled in the in-
dustrialized world. This is why Germany needs more jobs 
in the low-wage sector rather than a minimum wage.

Minimum Wages Threaten Jobs


