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ATYPICAL EMPLOYMENT
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tracts are on the rise in Germany but 
still account only for a small share of 
total employment. A joint study by IZA 
and the Bertelsmann Foundation ex-
plores this trend from an international 
perspective. Page 7
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The f ifth joint international confer-
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economists from around the world 
in Cape Town, South Africa. This 
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employment issues in low-income 
countries. Page 9

ENTREPRENEURIAL SUCCESS
An IZA/DIW Berlin workshop ex-
amined the role of personality traits 
as a key to entrepreneurial success. 
This line of research uses an inter-
disciplinary approach, combining 
methodology from economics and 
business administration as well as 
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SHORT-TIME WORK
A recent IZA study shows that short-
time work has played a major role 
in mitigating the impact of the crisis 
on the German labor market. As 
the economy recovers, however, the 
instrument should be phased out in 
time. Page 4

While many western industrial nations are 
battling with the consequences of the global 
and f inancial crisis, the German labor mar-
ket has shown a remarkable resistance. The 
expected rise in unemployment did not ap-
pear. In fact, there are already signs that the 
labor market will emerge unscarred from the 
crisis as the economy picks up again. This 
observation is in stark contrast to assess-
ments made only a few years ago when Ger-
many’s labor market structure was rightly 
criticized as too rigid and ineff icient. The 
current stability must certainly not be at-
tributed to the policy measures implement-
ed during the crisis to support the economy 
and save jobs. It is much rather the positive 
result of the fundamental labor market and 
social policy reforms known as “Agenda 
2010”, which were initiated in 2003. 

Against this backdrop, IZA is urging poli-
cymakers to continue down the road of 
reform in order to achieve full employment 
by the end of the decade. This goal is am-
bitious but not unrealistic. However, it can 
only be reached if the success of the Agenda 
2010 is built upon rather than calling it into 
question. 

In a recent contribution to the IZA Policy 
Paper Series, IZA Directors Klaus F. Zimmer-
mann and Hilmar Schneider provide a f irst as-
sessment of the Agenda 2010 and outline the 
core principles of a new “Agenda 2020” that 
would further stimulate the dynamic devel-
opment of the German labor market.

Agenda 2010: Successful formula for  
security and  flexibility

The labor market reforms of 2003 have 
changed the way of thinking in German so-
cial policy by introducing the principle of 
“supporting and demanding”. 

Generally speaking, this approach to the 
problem has been proven right. Despite 
its mechanical f laws and a hesitant pace 
of reform, this new orientation of labor 
market policy has been shown to be suc-
cessful, even in a relatively short period 
of time. The abandonment of the policy 
of rewarding non-work, the liberalization 
of temporary work and the eff iciency-en-
hancing organizational reform of employ-
ment administration have led to a reduc-
tion of structural employment for the f irst 

time in three decades 
(see Figure ).

The labor market re-
forms have been ac-
companied with con-
sistent corporate 
restructuring efforts. 
Unions have also set 
the right priorities in 
wage bargaining by giv-
ing precedence to job 
security. This in turn 
has been rewarded in 
the petering out of the 
economic crisis.

Unemployment trend in Germany: Reforms have a 
visible impact
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FERTILITY AND FEMALE WORK
In his op-ed, IZA Director Zimmer-
mann argues that family policy must 
f inally set the right incentives to 
achieve the dual goal of higher birth 
rates and higher female labor force 
participation. Page 16
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employed under the auspices of the consul-
tancy; and hence they are in a better posi-
tion to f ind new employment.

The only existing evaluation of placement 
consultancies found them to be no more 
effective than the Federal Employment 
Agency. Hence claims for an expansion of 
the placement model cannot be justif ied. 
In particular, there is an underlying danger 
that the period of unemployment benefit 
entitlement can be abused. The suppos-
edly improved protection can easily bring 
about the incentive to do exactly the oppo-
site: namely the active triggering of the risk 
which was meant to be avoided.

How closely the labor market is connected 
to government regulations is shown par-
ticularly by the rise in the labor market par-

ticipation rate of older people by 
15 percentage points to 54% in 
only five years. For decades it had 
seemed as if an apparent declin-
ing productivity of older workers 
had been responsible for the de-
crease in their employment op-
portunities. We now know that 
financial incentives often defined 
the position of older workers in 
the employment process. As long 
as the welfare state actively pro-
moted early retirement options, 
companies and employees made 
ample use of it. 

Since early retirement options 
have been drastically restricted, either em-
ployees or companies have themselves been 
forced to bear the costs which arise from 
an early exit from the labor market, which 
they are evidently not prepared to do. This is 
where the still very strong employment pro-
tection legislation suddenly comes into ef-
fect, a right which in the past many employ-
ees themselves had willingly sold. As a result 
companies have suddenly “discovered” that 
their older employees are indeed still of use.

In the same breath, the myth that older 
workers prevent younger ones from enter-
ing the labor market has been shattered. 
The labor market participation of 15 to 
24-year-olds has also been increasing since 
2003. The number of jobs in an economy 
evidently is not a fundamental constant 
which can be met with a redistribution of 
work. The recent reforms have contributed 
substantially to the rising rate of employ-
ment (see Figure page 3 ). 

The introduction of Hartz IV abolished 
many benefits, including unemployment 
assistance. As a result the amount of ben-
efit can drop to the income support level 
in as little as 12 months after becoming 

ever, have since then 
returned to regular 
employment (see Fig-
ure ). The number 
of short-time workers 
had nearly halved by 
the end of 2009, fol-
lowing the peak in May 
of that year, without 
having resulted in a 
noticeable increase in 
the number of unem-
ployed. 

The policy instrument 
of short-time work has 

thus fulf illed its purpose as a crisis buf-
fer. It is now time for a gradual return to 
its “normal level” in order to discourage 
companies from delaying structural adjust-

ments, which are independent of the crisis 
(see Figure  and also the next article in 
this issue of IZA Compact).

Evidence of any positive effects of person-
nel placement consultancies (Transferge-
sellschaften) has yet to be shown. Funded 
mainly by the Federal Employment Agency, 
these organizations are meant to provide 
laid-off workers with effective job search 
assistance. For this, however, the employ-
ment contract with the current employer is 

ended in exchange 
for a new, f ixed-
term contract with 
the placement con-
sultancy in ques-
tion. The workers 
are de facto giving 
up any job protec-
tion. They can of-
f icially remain with 
the placement con-
sultancy for up to a 
year. The model is 
based on the idea 
that job seekers 
avoid being stigma-
tized when they are 

These measures have kept unit labor costs 
in Germany virtually constant since the 
mid-1990s while they have risen consider-
ably in the most important comparable 
countries. All of which has re-
sulted in a substantial rise in the 
international competitiveness 
of German companies in recent 
years (see Figure ).

The most striking progress can 
be seen in the reduction in unem-
ployment by more than 1.4 mil-
lion since 2005. Even at the end 
of the crisis year of 2009, unem-
ployment was at its second-low-
est since 1994; in the former East 
Germany unemployment even 
sank to its lowest level since reuni-
fication. Employment hardly de-
creased in comparison with 2008 
and is still at a record level of over 40 million 
employed individuals. This is all the more 
remarkable because working hours have 
been drastically reduced. The fact that this 
has not resulted in a comparable decrease 
of employment shows how highly businesses 
value retaining their qualified workers.

This was undoubtedly helped by the rapid 
expansion of short-time work with few 
bureaucratic hurdles, which created an 
enormous buffer. Many companies, how-

International comparison of unit labor costs:
Germany well-prepared for the crisis 
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more, workfare prevents 
companies from paying 
low wages at the burden of 
the welfare state. 

An alternative that is still 
being discussed in politi-
cal circles is a more gener-
ous arrangement to earn 
additional income when 
claiming benefits. How-
ever, this is just another 
form of in-work benefit 
that would generate sub-
stantial windfall and an 
undesirable subsidiza-
tion of part-time work. 
Instead, policymakers 

should focus on a gradual implementation 
of the quid pro quo approach embodied 
in the workfare principle. Also, in order 
to create more equal opportunities, the 
court-mandated revision of child benefits 
should lead to a higher share of benefits 
being paid in the form of vouchers.

Job centers: 
More individual support needed

The top priority for job centers should be 
that each customer is guaranteed one-stop 
support with effective and custom-tailored 
advice from one particular caseworker. 
Strictly speaking, this would require the 
creation of a wide-reaching federal organi-
zational structure. Early intervention and 
support makes sense at the onset of unem-
ployment, especially for those in danger of 
becoming long-term unemployed, such as 
older, low-skilled or immigrant workers. An 
independent organization should support 
the whole process for these groups right 
from the beginning, i.e., at the time of job 
loss. Later, it should also take responsibility 
for all other long-term unemployed. Only in 
this way can structural unemployment be re-

in-hand work is on the rise. The extent of 
the shadow economy can only be guessed. 
According to recent estimates, it generates 
one sixth of German GDP, which is equiva-
lent to six to seven million illegal jobs when 
calculated proportionally to the number of 
employed. The cause of the high unemploy-
ment rate among the low-skilled can defi-
nitely not be that there is too little work in 
Germany.

There is currently sufficient employment in 
the low-wage sector for those who do not 
have any other employment prospects be-
cause of a lack of qualifications. However, it 
is a matter of making these jobs worthwhile.

Benefit claims should generally be coupled 
with an obligation for something in return 
in the form of work in the broadest sense, 
to which measures of further professional 
and social training belong. This means that 
benefits have to be “earned” one way or an-
other. This principle, also known as work-
fare, creates strong incentives to work in 
the low-wage sector for those people whose 
qualifications are not enough to attain a 
sufficiently high hourly wage in the market. 
Workfare works 
without lowering 
the basic minimum 
income level and 
results in higher 
income. Whoever 
has the opportu-
nity to earn more 
with menial work 
than the minimum 
income level has 
an incentive to do 
so. Workfare turns 
benefit recipients 
into taxpayers, and 
thus helps to lower 
public spending 
and create more 
leeway for future in-
vestments. Further-

unemployed. The pres-
sure on those unemployed 
to f ind a job as quickly as 
possible has increased be-
cause of this. This explains 
not only a large part of the 
labor market success but 
also the political resistance 
against the Hartz reforms. 
The unemployed are pre-
pared to make greater con-
cessions to avert the threat 
of income loss. The result 
is that the unemployment 
duration has noticeably 
decreased and the propor-
tion of unemployed who 
go from receiving unem-
ployment benefit type I to unemployment 
benefit type II is clearly lower than before 
when the process was from unemployment 
benefit to income support. In this way un-
employment was actually halved, albeit 
only among those who receive unemploy-
ment benefit I. They are prepared nowa-
days to accept jobs which they would not 
have done under past conditions. This may 
be regrettable, but it cannot be denied that 
it is still better to accept a job which pays 
less than the last one than to become long-
term unemployed.

The situation of the long-term unemployed 
in Germany clearly demonstrates how im-
portant it is to promote a greater willingness 
to make concessions when searching for a 
new job. Although the 2005 reforms have 
improved the labor market prospects of 
long-term unemployed, they have not whol-
ly succeeded in providing the exact help this 
group needs (see Figure ). Short-term un-
employment has fallen considerably more 
quickly than long-term unemployment, 
which now accounts for over 50% of total 
unemployment. Offers of further training 
are insufficient in helping their plight .

Social justice requires reciprocity

The central problem of the German wel-
fare state is that low-wage work is not suf-
f iciently attractive. It is particularly true 
of low-skilled workers that it is often not 
worthwhile to be engaged in regular work 
because the wages are often little more 
than welfare benefits when unemployed. 
The wages employers would have to pay for 
menial labor to pay off bear no relation to 
the market value of the service provided. 
Empirical studies for Germany have shown 
that the implicitly generated minimum 
wage calculated in this manner is in the 
range of 10 to 12 euros an hour gross.

A consequence of this is that Germany is 
a world leader in do-it-yourself, and cash-

Labor force participation rates, 55 to 64 years of 
age: Boosted by the abolishment of early retirement 
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show that the education factor is not being 
sufficiently utilized as a key to the labor mar-
ket. To a certain extent it is also a failure of 
the market, as the importance of education 
and further training is not being recognized 
early enough and, by international compari-
son, human capital is not being sufficiently 
rewarded. In a phase when using the avail-
able knowledge most effectively should be 
all that matters, allowing highly qualified 
workers to emigrate to countries which offer 
much more attractive working conditions is 
a luxury Germany cannot afford.

The crucial foundation for cognitive and 
non-cognitive development is laid in early 
childhood. Family background should not 
determine children’s opportunities later 
in life. More autonomy and competition 
between the schools will enhance perfor-
mance; student selection for the differ-
ent levels of secondary education should 
occur at a higher age. The dual system of 
vocational training, which combines class-
room learning with apprenticeships, can 
be shortened. To avoid a f inancial entry 
barrier to university education, tuition fees 
could be f inanced by a graduate tax on em-
ployed workers with a university degree. 

Notwithstanding all the efforts at educating 
Germany’s youth, the country is dependent 
on the immigration of high-skilled work-
ers to combat the consequences of demo-
graphic change and the growing shortage 
of skilled labor. A selection system based 
on economic criteria would significantly 
increase the economic benefits of immigra-
tion. Sustainable migration and integration 
policies are a prerequisite of successful la-
bor market modernization and a major step 
on the road to full employment.

of Hartz IV recipients. Single parents with 
children under age 18 make up about half of 
all benefit recipients with children.

Moreover, it would make sense to grant 
more non-cash benefits such as vouchers 
for training and employment programs. 
This would stimulate the market for certi-
f ied training providers, prevent the misuse 
of benefit payments and improve the effec-
tiveness of qualif ication measures. 

Educational reform, migration 
and integration

The IZA strategy paper for labor market 
modernization also contains recommen-
dations for the education sector. Knowl-
edge and skills are becoming increasingly 
important as key resources for growth and 
prosperity, all the more in the face of the 
imminent demographic change. The pa-
rameters of the labor market will drastical-
ly change in the coming years compared to 
the situation at the turn of the millennium. 
On the one hand, there is an easing of the 
labor market due to demographic changes 
and the opportunities resulting from new 
areas of employment; on the other hand, 
there is growing f inancial strain on labor 
through the burden of increasing social 
security contributions. New employment 
opportunities can come from this if politi-
cians, unions and employers react sensibly 
to this process of change. Society and pol-
iticians must be aware that education and 
migration policies face especially diff icult 
challenges in light of a shrinking and aging 
working population and the simultane-
ously growing demand for human capital. 

Even before the PISA study it was recog-
nized that the German education system 
had to be put to the test. In the face of an 
internationalization of labor markets, Ger-
man education institutes have fallen be-
hind. Compared internationally, childcare 
facilities with qualified programs are too 
few, educational outcomes have too great a 
regional variance, the average time required 
for school, training and university is too 
long, and the proportion of workers with 
no qualifications is still too high. All of these 

duced once and for all. In addition, job cen-
ters could be created which are independent 
from local government and unemployment 
insurance and whose task is to find work in 
the most efficient manner, as is the model 
in the Netherlands (where it applies to all 
those unemployed). In this model the task 
of finding work for these problem groups 
would be taken away from the Federal Em-
ployment Agency and the local administra-
tion. In practice this would mean that the 
current structure in place for advising Hartz 
IV recipients would be dismantled, become 
independent and be replaced with one with 
expanded responsibilities and instruments. 
Only in this way can we ultimately avoid the 
collapse of effective support of job seekers 
in a federal structure which works against it-
self. The Federal Employment Agency could 
confine its work to processing unemploy-
ment insurance benefits and supporting the 
short-term unemployed.

On the road to these changes, the existing 
job centers can be improved by strengthen-
ing the position of the caseworker. The case-
worker is the central figure at the job center 
for a successful integration process and new 
employment. Performance pay is necessary 
for good caseworkers and counselors, as 
is usual in other areas of industry; even in 
the public sector the idea of a stronger link 
between pay and performance is gaining 
ground. In addition, benchmarking could 
increase competition for performance and 
competency among job centers.

This help often comes too late for young 
drop-outs, low-skilled workers, immigrants, 
single-parent families and older recipients 
of Hartz IV. Hence these groups often re-
main dependent on state benefits for too 
long, sometimes permanently. It is not only 
about help in finding a job for these groups 
with specific needs, but also about solving 
diverse social conflicts, family problems, a 
lack of motivation and qualifications, all of 
which prove to be barriers to finding work. 
Effective support tailored to individual 
needs must be improved. Particularly single 
mothers need more help not only to escape 
from benefit dependency, but also to avoid 
their children becoming the next generation 

Short-Time Work
The German Answer to the Economic Crisis 

Hilmar Schneider
Klaus F. Zimmermann

Agenda 2020: 
Strategies to Achieve Full 
Employment in Germany

IZA Policy Paper No. 15 
http://ftp.iza.org/pp15.pdf

The reaction of the German labor mar-
ket to the worst global recession in post-
war history was relatively mild. It has 
so far not translated into a signif icant 
employment decline. Quite the contrary, 
the size of the German working popula-

tion remained at a record level of more 
than 40 million people through both 
2008 and 2009. Short-time work cer-
tainly made a substantial contribution 
to this astonishing development. The 
instrument helped signif icantly to cush-

ion layoffs by extending subsidies for a 
temporary reduction in working hours. 
A recent study by IZA Director Klaus F. 
Zimmermann, IZA Research Associate Ulf 
Rinne and Karl Brenke (DIW Berlin) ana-
lyzes how short-time work has developed 
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and where in the economy it is 
especially common, in particu-
lar during the latest economic 
crisis. Short-time work was, and 
is, especially common in Ger-
many’s industrial sectors which 
rely heavily on exports as well 
as those service sectors closely 
linked to industrial produc-
tion. At the end of 2009 one in 
six employees with jobs subject 
to social security contributions 
and employed in machine con-
struction and metal production 
worked reduced hours; in the 
automobile industry it was one 
in seven. As the number of short-
time workers declines, the pro-
portion of those who had long 
since had their regular working 
hours reduced is growing. Therefore, the 
indications are that a base of long-term 
short-time workers is developing.

A look back in history

The origins of a specif ied payment made 
to employees in the case of short-time 
work can be dated to the beginning of the 
last century. The precursor was a law on 
amendments to tobacco tax in 1909, as 
a rise in tolls and taxes would mean less 
work in the tobacco processing plants. 
After World War I, short-time work was 
integrated into the newly created unem-
ployment benef it scheme in all sectors 
of the industry. Short-time work was de-
ployed on a massive scale during the f irst 
economic crisis of the Weimar Republic. 
By the time the world economic crisis 
peaked in 1932, the share of short-time 
workers had increased to more than 
20 percent. 

Regulations governing short-time 
work during the time of the Weimar 
Republic were broadly adopted by the 
Federal Republic. Short-time work was 
again deployed on a large scale in the 
second half of the 1960s, which wit-
nessed the f irst post-war economic 
crisis. After little over a year, how-
ever, short-time work had once again 
disappeared and unemployment had 
greatly declined. Another vigorous rise 
in short-time work in the middle of the 
1970s and the f irst half of the 1980s 
resulted from the oil and energy crises.

German reunif ication presented a 
special case. Following the monetary, 
economic and social union, produc-
tion in the former German Demo-
cratic Republic collapsed at lightning 
speed, and underemployment drasti-
cally increased. Initially, the response 

was predominantly the deployment of 
short-time work (see Figure ). In the 
beginning of 1991, more than a quarter 
of all employees in East Germany were in 
short-time work. The reduction in work-
ing hours was often as much as 100 per-
cent. On the one hand, the wish was to 
retain the workforce because it frequent-
ly represented the intrinsic essence of the 
f irms, with a view to privatization; on the 
other hand, the soaring rise in unemploy-
ment was supposed to be kept in check. 
This backdrop, therefore, meant that 
short-time work was widely used, since 
time was needed to conceive, then intro-
duce, other labor market policy instru-
ments to create jobs, and encourage fur-
ther education and retraining. As these 
became available, the number of short-
time workers in East Germany drastically 
declined. Hence, short-time work at that 

time did not serve as an instru-
ment to bridge a temporary pro-
duction gap but as f irst aid to 
help cushion the social shock of 
the economic upheaval.

A short while later, following the 
end of the reunif ication boom, 
the number of short-time work-
ers once again increased – this 
time, however, primarily in West 
Germany. In the two periods 
of economic downturn which 
were to follow (1996/1997 and 
2001/2004), short-time work, in 
contrast, increased relatively lit-
tle although unemployment rose 
steeply. 

Short-time work during the crisis

Even so, in the recent economic crisis 
short-time work was applied more exten-
sively than ever before in the history of 
the German Federal Republic following 
the upheaval of reunif ication. Amend-
ments to laws and regulations certainly 
made a substantial contribution. The 
number of short-time workers drastically 
increased from October 2008 and peaked 
in the second quarter of 2009. In May 
2009 more than 1.5 million employees 
received the short-time work allowance 
due to economic reasons. In December, 
the month for which there is the most re-
cent data, this f igure still stood at more 
than 800,000. The question how much of 
the reduction in short-time work can be 
attributed to dismissals or a reduction of 
work ca pacity within the company can-
not be answered due to the scarcity of 

information. Unemployment would 
have undoubtedly risen much more 
steeply – in absolute terms around 
twice as much as it actually had 
grown from the middle of last year. In 
addition to the decrease in the num-
ber of short-time workers, the actual 
f igures regarding the development of 
employment and unemployment also 
indicate more of a loosening rather 
than a tightening of the labor market 
(see Figure ).

Short-time work is clearly one of the 
key reasons why the Germany labor 
market has remained largely unaf-
fected by the massive drop in pro-
duction that has hit the economy in 
the spring of 2008. In other indus-
trial countries the impact of the cri-
sis was much stronger: In the United 
States or Spain, for instance, unem-
ployment more than doubled while 
the German rate remained nearly 
constant (see Table page 6 ).

Number of short-time workers over time

Source: Federal Employment Agency
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SHORT-TIME WORK

Manufacturing 
particularly affected

With regard to different sec-
tors, there are also large dif-
ferences in the extent of short-
time work as a consequence of 
the recession. While before the 
economic crisis short-time work 
could also be found to a consid-
erable degree in the construc-
tion industry, the main empha-
sis shifted to the manufacturing 
sector during the course of the 
crisis. In the middle of 2009, this 
sector accounted for four-f ifths 
of short-time workers. However, 
not only did f irms in manufac-
turing determine the rise of 
short-time work, they also gov-
erned its fall. The development 
of short-time work in other sec-
tors generally proceeded less 
dynamically. 

Nonetheless, the effect of short-
time work on this sector has 
been far greater. The reason for this was 
that the crisis in Germany had so far been 
felt mainly in the form of a drastic decrease 
in foreign demand, and the export indus-
try is driven in particular by f irms in the 
manufacturing sector. At the end of 2009, 
one in ten employees subject to social se-
curity contributions were receiving short-
time work allowance due to a reduction of 
working hours in light of the economic situ-
ation. This proportion was much lower in 
every other sector.

A survey of the individual sectors reveals 
a more diverse picture: short-time work 
was widespread within the manufacturing 
sector, in particular in engineering, metal 
construction and car manufacturing – all 
of which are export-oriented industries. 
The same goes for textile manufactur-
ing. In comparison, short-time work was 
used less extensively in sectors which ca-
ter more for the domestic market. Thus, 
the share of short-time work in the food 
industry was a mere 0.3 percent at the 
end of last year. Furthermore, not every 
export-oriented industry had to extensive-
ly adopt short-time work. One example is 
the pharmaceutical industry, whose turn-
over is generally less dependent on f luctu-
ations in the world economy: this sector’s 
rate of short-time work was 0.8 percent.

A relatively large number of short-time 
workers are to be found in areas of the 
service sector in which a considerable 
share of the activity is of an industrial na-
ture − such as the transport sector and 
wholesale trade, engineering services, 

advertising and temporary employment 
agencies. Others sectors also include IT 
services and consulting. There are, how-
ever, sectors in the service industry in 
which there is no discernible reason for 
the reduction in work hours. They should 
not have been affected, either directly or 
indirectly, by the weak foreign demand. 
Some of them, such as retail trade, hotels 
and restaurants, and travel agencies, are 
geared towards domestic consumption; 
and domestic demand in Germany had 
remained stabile despite the economic 
crisis. In the construction sector, the ex-
tent of short-time work supposedly put 
down to the economic circumstances is 
surprisingly high, even though produc-
tion in this sector increased signif icantly 
from the middle of 2009 and a seasonal 
short-time allowance for loss of working 
hours due to weather conditions is avail-
able. Other sectors of the economy, such 
as public administration, education and 
teaching, as well as health care and social 
services, are by and large not sensitive to 
economic circumstances – nevertheless, 
short-time workers can also be found 
here. It may be that these sectors have 
resorted to short-time work not because 
of economic circumstances but more be-
cause of internal diff iculties or structural 
problems.

Prolonged short-time work

The average loss of hours for each short-
time worker has changed little since the 
middle of 2009; in the past this aver-
age had risen signif icantly during the 

expansion phase of short-time 
work. In December 2009, 60 
percent of short-time workers 
had working hours reduced by 
up to a quarter of their con-
tractual obligation. As few as 
one in ten had their normal 
working hours reduced by 
more than a half. The aver-
age loss of hours amounted to 
nearly 30 percent. Since 3 per-
cent of all employees subject 
to social security contribu-
tions were involved in short-
time work at the end of 2009, 
the reduction of their working 
hours accounts for less than 
1 percent of the contractually 
obligated work volume.

Whilst the total number of 
short-time workers fell, the 
share of employees who had ex-
perienced a loss of hours over a 
prolonged period of time rose 
considerably (see Figure page 
7 ). By the end of 2009 three 

quarters of short-time workers (more 
than 600,000) had been working short-
time for more than six months, 85,000 
for even more than a year. The structure 
of these time periods indicates that it is 
leading to a structural hardening and the 
establishing of a base of long-term short-
time workers. This form of long-term un-
employment is predominantly found in 
manufacturing, especially in the metal 
sector such as engineering and the auto-
mobile industry.

Consequences and policy responses

Short-time work is an instrument which 
can be utilized by f irms to react f lexibly to 
changing economic circumstances. In pe-
riods in which the economy is struggling, 
the social blow of lost working hours can 
be cushioned; and when the situation 
improves, the necessary personnel are 
immediately available. It was therefore 
right to make the regulations governing 
short-time work more attractive to those 
affected by the crisis. In this manner, a 
rise in unemployment was prevented. The 
vigorous adoption of the short-time work 
regulations during the crisis is proof of 
the success of this policy.

It must be kept in mind, however, that 
short-time work only represents an in-
strument for the temporary stabilizati-
on of the labor market: in the medium 
term, negative effects can also appear. 
Hence, f irms could be tempted by the 
possibility of longer implementation of 
short-time work to neglect the necessa-

Real gross domestic product, employed 
and unemployed workers (2008–2009) 

Real GDP Employed Unemployed
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IZA RESEARCH

Temporary and Atypical Employment on the Rise in Germany
IZA Report Provides International Comparison

The standard employment relationship in 
Germany is increasingly becoming replaced 
by more flexible forms of employment. 
Among these are f ixed-term contracts, 
temporary employment, “mini-jobs” and 
other low-wage jobs, as well as self-em-
ployment. Most notably, temporary em-
ployment has doubled between 2000 and 
2007. But contrary to public perception, 
these jobs are not of major signif icance 
as a share of total employment. Accord-
ing to recent data, temporary employment 
accounts for only 1.6 percent of all hours 
worked in Germany (see Figure ). A new 
research report published by IZA and the 
Bertelsmann Foundation puts the trend to-
ward atypical employment into an interna-
tional perspective.

The labor market reforms of the past years 
have reduced the restrictions on flexible 
employment types. However, temporary 
employment rarely serves as a bridge to 
standard employment contracts. German 

ry efforts for improvement: in particular, 
improvements in competitiveness and fo-
cusing on new market conditions which 
also require adjustments to the structure 
and scope of the personnel. Therefore, 
policymakers should be contemplating 
an early exit out of the current rules go-
verning short-time work.

The discussion, 
however, has 
mainly concen-
trated on con-
f licting sugges-
tions: instead of 
considering pos-
sible scenarios for 
a phasing out of 
short-time work, 
politicians are 
currently consid-
ering the idea of 
once again in-
creasing the eli-
gibility period for 
the short-time 
work allowance. 
F u r t h e r m o r e , 
social security 
c o n t r i b u t i o n s 
for short-time 
work are not to 
be paid by the 
employers from 
the beginning of 

2011, as was planned, but will continue 
to be reimbursed by the Federal Employ-
ment Agency. Collective wage bargaining 
agreements, which, in the case of short-
time work over a longer period, both 
parties can bear a greater portion of the 
costs than before, are possibly more ef-
f icient than these legal specif ications. In 

this way, incentives to refrain from mak-
ing the necessary structural adjustments 
can be avoided.

There is the danger with all forms of 
state intervention associated with cash 
benef its or other instruments (such as 
transfer payments, tax breaks or subsi-
dies) that they are open to abuse or lead 
to deadweight losses. This also seems to 
be the case with short-time work. Thus, 
short-time workers are also to be found 
in sectors not confronted with a loss of 
working hours primarily due to economic 
conditions. A narrower interpretation 
and a consistent application of the laws, 
together with tighter controls, could 
overcome some shortcomings. With this 
in mind, an institutionalizing of the ex-
tension period for short-time work is un-
advisable, as misapplication can never be 
completely avoided.

Karl Brenke
Ulf Rinne
Klaus F. Zimmermann

Kurzarbeit: 
Nützlich in der Krise, aber 
nun den Ausstieg einleiten

Wochenbericht des DIW Berlin 
16/2010, 2–13
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ATYPICAL EMPLOYMENT

employer’s layoff costs would then be the 
same regardless of job tenure, while both 
sides would benefit from enhanced trans-
parency and legal certainty.

A similar system could be implemented 
for temporary work. This would increase 
fairness and bridge the gap between tem-
porary workers and the core workforce. 
Improving the working conditions of tem-
porary employees and increasing their job 
security with tenure would be possible 
without jeopardizing the important func-
tion of temporary work as a means to ac-
commodate workload peaks.

There is no practical justif ication for the 
tax and contribution privileges of mini-jobs 
as main or side jobs. In fact, an abolition 
of mini-jobs in favor of an activation policy 
aimed at full-time employment would cre-
ate various advantages: First, it would help 
stop the downward trend of hourly wages. 
Second, it would solve some of the prob-
lems associated with part-time work as a 
means to supplement the income of benefit 
recipients. Third, it would create enhanced 
possibilities for workplace training and 
thus stimulate upward wage mobility. In 
contrast, in-work benefit schemes or fur-
ther exemptions for labor income earned 
by benefit recipients would be counterpro-
ductive as they aggravate the downward 
pressure on wages and impose an addi-
tional burden on public budgets. 

Modern-style self-employment is not fully 
integrated into social security. Since it is 
not covered by risk protection provided by 
professional associations, unemployment 
of previously self-employed individuals 
may directly lead to dependency on tax-f i-
nanced basic income – possibly throughout 
old age if private retirement provisions are 
insufficient. This heavy burden on society 
could be avoided by establishing a man-
datory insurance for the self-employed in 
cases where suff icient private provision 
cannot be demonstrated.

A careful standardization of what is cur-
rently considered “atypical” employment 
could provide a compromise between the 
need for f lexibility on the one hand and the 
justif ied interest in reliable social security 
on the other. 

due to the de-
cline of collective 
bargaining in the 
private service 
sector, but also 
to activation 
measures and the 
general increase 
in mini-jobs, as 
well as part-time 
work and margin-
al employment 
used by trans-
fer recipients 
to supplement 
their benefit in-
come. Yet, there 
is no empirical 
evidence of fall-
ing reservation 
wages among 
the unemployed 
as a result of the 
labor market re-
forms. In the re-
cent past, wage 

dispersion in Germany has become quite 
pronounced by European standards. 

Regulation or laissez-faire?

Since atypical employment has created new 
job prospects, especially in the service sec-
tor, the need for regulation is a controversial 
issue. In terms of employment policy objec-
tives, less regulation seems desirable, while 
from a social policy perspective more regula-
tion is often called for.

On the one hand, a return to restrictive regu-
lation without taking into account the char-
acteristics of different sectors, jobs and labor 
market groups would jeopardize the newly 
created employment potential. On the other 
hand, a laissez-faire approach would provide 
firms with additional incentives to replace 
regular employment with atypical work, 
which ought to be avoided from a macroeco-
nomic viewpoint. A careful policy response 
therefore requires sound knowledge of the 
facts, to which the study by IZA and the Ber-
telsmann Foundation aims to contribute.

As far as f ixed-term employment is con-
cerned, the analysis suggests little need 
for action, although the rise of f ixed-term 
contracts particularly in the public sec-
tor is mainly a result of Germany’s strong 
employment protection. A possible option 
would be to increase employment protec-
tion with job tenure. However, since this 
would not solve the problems associated 
with seniority rules, a better alternative 
would be the introduction of severance pay 
accounts into which employers pay regu-
lar contributions for each employee. The 

employers no longer use temporary work 
primarily to accommodate short-term 
peaks in labor demand. Instead, it has be-
come an employment type in its own right, 
which has not yet fulfilled the hopes of many 
employees to end up in regular employment. 

The analysis of f ixed-term contracts reveals 
a different picture. At f irst glance, this type 
of employment appears rather prevalent 
in Germany. With a share of about 15 per-
cent of total employment, Germany clearly 
exceeds the international average in this 
respect. However, a closer look at the rea-
sons for f ixed-term employment puts its 
role into perspective. Apprenticeships and 
vocational training account for more than 
half of all f ixed-term contracts. While in-
voluntary f ixed-term jobs still seem quite 
high at 25 percent, this f igure is in fact the 
third-lowest among 23 European coun-
tries. By comparison, the share of invol-
untary f ixed-term employment is over 80 
percent in Southern Europe, and between 
40 and 60 percent even in France and the 
Scandinavian countries (see Figure ).

A unique feature of the German labor market 
is the existence of so-called “mini-jobs” main-
ly in the service sector. They have become in-
creasingly attractive for employees because 
they are largely exempt from taxes and social 
security contributions, which also results in 
reduced labor costs for the employer. One of 
the key problems of this type of employment 
is that formal barriers impede the transition 
to longer part-time or full-time jobs. 

Low-wage employment has grown signif i-
cantly over the past years. This is partly 

Werner Eichhorst (IZA)
Paul Marx (IZA)
Eric Thode (Bertelsmann Stiftung)

Atypische Beschäftigung 
und Niedriglohnarbeit

IZA Research Report Nr. 25 
www.iza.org/link/report25.pdf
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Fafchamps held an inspiring keynote ad-
dress on work and employment during 
the development process. He laid out the 
development steps of the organization of 
work in Western countries. In the initial 
stage, most of the work was organized 
within households. Households self-pro-
vided agricultural activities and process-
ing, food preparation, child and elderly 
care, domestic services etc. The self-pro-The self-pro-
vision of most goods within the household 
means that individuals undertake many 
different tasks without specializing on 
a subset of these tasks. Gains from spe-
cialization, i.e. becoming more skilled at 
these tasks, could be achieved when work-
ers focus on a smaller range of activities. 
In this case, however, they must provide 

the goods and services 
not only to their family 
members but to a larger 
number of people out-
side their family.

Eventually an “entre-
preneurship revolution” 
took place where mi-
cro-entrepreneurs and 
family f irms and farms 
produced and sold 
products and services 
in a market. This emer-
gence of a huge informal 
sector is visible in most 
African countries today. 
The entrepreneurship 
revolution represents 
a substantial change 
in mindset because the 
market provides imme-
diate reciprocity (in the 
form of payment) but 
no insurance (in case of 

sickness). People become skilled at pro-
viding one particular good or service, but 
they might not be skilled at managing or 
growing into larger f irms.

In Western economies, the industrial rev-
olution then led to inventions in technol-
ogy, but also in organizational methods 
(accounting, invoicing), which made large 
f irms and large (civil service) organiza-
tions possible. This growth in organiza-
tions also led to the development of per-
manent employment: Larger f irms require 
more than one supervisor, which requires 
hiring trusted people for management. 
Labor management and delegation of 
authority become necessary. With the de-
velopment of more complex and sophisti-

theme of the conference was whether 
jobs or earnings matter most. Should the 
Western model of wage work with formal 
employment in larger formal f irms be at 
the center of attention? Or should policies 
focus on the incomes of the poor, who 
mainly work in informal microenterprises 
and small-scale farming?

Another theme of the discussions was 
whether governments should restrict 
themselves to the enabling environment 
(i.e., stable macroeconomic policies, a 
conducive investment climate, not too 
much regulatory burden) or pursue a 
more active development policy including 
industrial policies, promoting of strategic 
sectors, picking winners etc.

Joining the forces of IZA and the World 
Bank again helped to stimulate discussions 
and presentations of research with the in-
tention to support policymaking and to 
nurture the link between academics and 
policy making. In this spirit, the keynote 
speeches were given by Otaviano Canuto, 
Vice-President and Head of the Poverty 
Reduction and Economic Management 
(PREM) Network of the World Bank, and 
Marcel Fafchamps, Professor of Development 
Economics at Oxford. Similarly, the panel 
for the f inal discussion was composed of 
both scholars and policymakers.

Following the opening words of Robert 
Holzmann (Co-Director of the IZA research 
area on Employment and Development), 

In May 2010, IZA and the World Bank 
held their f ifth joint research conference 
on employment in developing countries in 
South Africa. Among the 120 participants 
from all over the world were 16 scholars 
from Cape Town and other South African 
universities. The parallel sessions of the 
two-day conference featured 94 research 
papers on a wide range of topics in devel-
opment economics.

This year’s discussions and presentations 
focused particularly on employment is-
sues in low-income countries, with an 
emphasis on Sub-Saharan Africa. Many 
African countries have to deal with high 
population growth. A large share of young 
people about to enter the labor market 

are confronted with a very small wage 
employment sector and a general lack of 
employment opportunities. In addition 
to the population pressure, there are dif-
f iculties in expanding agricultural employ-
ment due to land degradation, erosion, 
and desertif ication. The number of f irms 
and employees is often very small and 
grows only slowly, if at all.

While increasing labor demand is a pivotal 
goal, social protection is no less impor-
tant. Highly volatile incomes, vulnerabil-
ity and poverty are not only problems in 
themselves; they can also hinder or reduce 
development and employment creation 
via poverty traps or changes in investment 
and consumption patterns. A concurrent 

Employment and Development
Fifth IZA/World Bank Research Conference
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parallel sessions covered a wide range of 
topics including labor market institutions 
and regulations, informality, investment 
climate, productivity, f irm dynamics, f irm 
creation, entrepreneurship, trade, labor 
supply, education, training and skills, in-
come mobility, microcredit, minimum 
wages, conditional cash transfers, unem-
ployment insurance, discrimination, and 
migration.

The conference concluded with a panel 
debate, linking academic research and 
policy making, about where development 
aid should be invested in order to create 
more and better jobs. Suppose a philan-
thropic institution donates a large sum of 
money, which is the priority f ield this mon-
ey should go to? Chaired by Arup Banerji 
(World Bank), Haroon Bhorat (University of 
Cape Town), Gary Fields (Cornell Universi-
ty), Louise Fox (World Bank) and Francis Teal 
(Oxford University) debated controversial-
ly about this intriguing question.

Francis Teal stressed the need to reduce 
distortions due to the tax system in the 
agricultural sector and labor-intensive 
export products. As examples he pointed 
to the great momentum that had been un-
leashed by a reduction of the tax rate for 
cocoa farmers in Ghana, and the recent 
growth in the textile and f lower industry 
in Africa. Promoting export-oriented la-
bor-intensive products in agriculture and 
manufacturing by reducing the tax burden 
is one of the policies that worked well for 
creating many jobs in the tradable export 
sector, Teal argued.

Gary Fields suggested supporting the 
many (informal) household f irms and 
farms in order to make them sustainable. 
This would not only reduce poverty, but it 
could also help to initiate positive dynam-
ics. Low labor demand is partly due to low 
demand for products because of the very 
low incomes in these countries. There are 
many small-scale interventions that have 
high short-term returns such as irrigation 
treadle pumps, Honey Care Africa Bee 
Huts etc. Micro-franchising helps these in-
formal entrepreneurs to reach bigger mar-
kets. Such support could help to increase 
the incomes of these household f irms and 
farms from very low to low.

Louise Fox emphasized Africa’s particu-
lar diff iculties with a very large growth of 
the labor force and presented a whole list 
of suggestions for increasing productive 
employment. In particular, she explained 
the high potential of mobile banking. 
Mobile phone bank accounts have spread 
rapidly in countries like Kenya if permit-
ted by governments. They serve as a cost-

Macroeconomic developments neverthe-
less need to be monitored carefully. While 
government debt ratios have remained 
low and stable in developing economies, 
the risk of releveraging and overheating 
remains in emerging markets due to a wall 
of liquidity and cheap money. In addition, 
the reemergence of export-led growth is 
not yet guaranteed.

Despite these reassuring macroeconomic 
f igures, the f inancial crisis is still likely to 
be felt in the labor market. In contrast to 
developed economies, where the unem-
ployment rate went up, the burden of the 
crisis will primarily lead to lower earnings 
in developing countries due to a shift to-
wards low-pay/low-productivity jobs and 
increasing underemployment. The poor 
cannot afford to be unemployed. In view 
of this long-term impact of the crisis on 
the labor market, targeted policy respons-
es are needed.

Whereas a purely Schumpeterian “cre-
ative destruction” philosophy might 
welcome the crisis to weed out the most 
unproductive f irms, the possibility of de-
f lationary spirals due to wage def lation 
and the negative effects of long-term 
unemployment speak in favor of policy 
intervention. This may be particularly 
important in developing countries, where 
household responses may lead to irre-
versible long-term consequences, such 
as under-nutrition, child mortality and 
neglected health investments, child labor 
and reduced schooling, or poverty traps 
after sale of livestock and other subsis-
tence farming assets. Tailored policy re-
sponses must also take f iscal and politi-
cal economy constraints into account. A 
major problem in developing countries is 
their lack of high-frequency and mean-
ingful labor market data, which makes 
timing and targeting diff icult.

One of the lessons learned from previ-
ous crises is that earnings and jobs will 
recover only with a long delay even when 
GDP rebounds rapidly to pre-crisis levels. 
The policy response must therefore focus 
on the long run, with a need for continued 
safety nets aimed at income maintenance. 
At the same time, worker reinsertion into 
higher paying jobs is helpful to enhance 
and support structural change. Given the 
limited f iscal space of most developing 
countries, it may be appropriate to focus 
on increasing productive employment by 
improving the investment climate, reduc-
ing regulations, increasing sectoral mobil-
ity and encouraging structural change.

In addition to the two keynote speeches, 
the 94 research papers presented in the 

cated production machinery, production 
workers also entered into long-term rela-
tionships with their employers in order to 
reduce shirking, pilferage or damage. In 
contrast to the entrepreneurship revolu-
tion, quite different types of people are 
required for employment in large f irms: In 
wage employment, discipline is required 
and opportunism is discouraged. In entre-
preneurship, personal initiative and op-
portunism are essential.

In developed economies, these permanent 
employment contracts have become so 
pervasive that they are considered normal. 
They are preferred by many people since 
they shift the risk to the employer. In many 
African economies, on the other hand, 
employment in large and medium-sized 
f irms is still very rare. Permanent employ-
ment at the same time has some eff iciency 
costs as it reduces the flexibility of employ-
ers. In recent years, developed economies 
partially moved to more flexible forms of 
employment contracts. Fafchamps pointed 
out that these other forms of employment 
are also compatible with large hierarchies, 
including sub-contracting or self-employ-
ment in franchised f irms. Self-employment 
in large franchised f irms would mean that a 
product or service would be made and sold 
by common standards (including stand-
ardized marketing and advertising) but 
that production, and possibly sales, would 
remain in atomized production units by 
self-employed entrepreneurs. According 
to Fafchamps, permanent wage employ-
ment in large organizations therefore need 
not automatically be the next development 
step for Africa.

The second keynote address by Otaviano 
Canuto on “Labor market adjustment dur-
ing and after the crisis” provided a more 
macroeconomic perspective on labor 
market problems and underemployment 
and stressed the link to policy making. He 
emphasized that the crisis might have a 
long-term impact on developing countries 
due to irreversible effects of reductions 
in child schooling, nutrition and poverty 
traps. Canuto pointed out that in the last 
decade developing countries have been 
able to maintain a substantial growth 
premium relative to developed countries. 
While annual growth rates in the develop-
ing countries between 1960 and the late 
1990s roughly resembled those of the de-
veloped world, since 2000 the developing 
countries have witnessed substantially 
higher growth rates. Even throughout the 
current economic crisis, the growth rate 
has remained positive in the developing 
countries as a whole (even if China and In-
dia are excluded), though not in all regions 
of the world.
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neurial talents are explicitly self ish. The re-
searchers found that making a distinction 
between creative talent and business talent 
explains systematic differences in self ish 
behavior. Generally, both the less business 
talented and the more creative are more 
willing to forego private payoffs to avoid 

losses to others. Less 
creative individuals 
with business talent 
are signif icantly more 
self ish than all others, 
including the creative 
with business talent.

David Croson (SMU Cox 
School of Business) 
presented a model 
which tries to explain 
why self-employment 
is chosen despite the 
evidence that newly 
self-employed indi-
viduals earn less than 
comparable individu-
als who continue their 
current employment. 
Founded on utility 
maximization by a ra-
tional individual, the 
model demonstrates 

not only that newly self-employed individu-
als are willing to accept lower earnings out-
comes in exchange for psychic benefits from 
self-employment, but also that the struc-
ture of their optimal launch-timing decision 
guarantees that they will quit at a time such 
that their income will, at least initially, be re-
duced. Another contribution from a psycho-
logical perspective was presented by Alina 
Rusakova and Michael Fritsch (both University 

ander Kritikos (DIW Berlin), the workshop 
gathered a number of renowned experts 
to present and discuss recent research. 
The keynote speech was delivered by David 
Audretsch, who is Director of the Institute 
for Development Strategies (Indiana Uni-
versity) and one of the world’s leading ex-

perts in entrepreneurship research. In his 
presentation he explained the relevance of 
this subdiscipline and how it has developed 
since the 1980s.

In the f irst session, Ute Weitzel (Utrecht Uni-
versity) presented an economic lab experi-
ment, conducted at the universities of Jena 
and Utrecht, in which the researchers in-
vestigated if individuals with high entrepre-

Successful business creation and start-ups 
are of great importance for the perfor-
mance of labor markets. Therefore, labor 
market research puts increasing weight 
on the investigation of the nature of en-
trepreneurship and the role of personality 
traits as a determinant for the long-term 

success of entrepreneurs. This line of re-
search requires a strongly interdisciplinary 
approach, combining methodology from 
economics, business administration and 
psychology. The 1st Joint DIW Berlin/IZA 
Workshop on Entrepreneurship Research, 
held at IZA in Bonn on February 25-26, 
2010, underscored the IZA network’s lead-
ing role in this area. Organized by IZA Re-
search Director Marco Caliendo and Alex-

Personality Traits as a Key to Entrepreneurial Success?
Joint IZA/DIW Berlin Workshop

effective device for savings, transactions 
and provide cheap banking services to 
rural villages.

Haroon Bhorat also argued in favor of help-
ing the very large informal sector to obtain 
better income generating activities. One 
important step would be to let informal en-
terprises participate in state procurement. 
State procurement presents a large part of 
the economy and is usually done via ten-
ders. Public tenders, however, are often so 
complicated that many microenterprises 
cannot compete due to a lack of account-
ing or inability to read and understand the 
legal documents. He suggested that a small 
share of the tenders should be devoted par-
ticularly to microenterprises.

In the subsequent discussion, one contro-
versial question was whether to support 
the income opportunities in the informal 
sector, or to discourage informal sector 
activities and instead focus on developing 
formal (and eventually larger) f irms. While 
the latter may not yield short-term effects 
due to the small size of the formal sector 
in many developing countries, it could 
set the economies on a higher growth 
path, which would ultimately create more 
(wage) employment.

In a similar spirit, the panel chair Arup Ba-
nerji contrasted the panelists’ call for bet-
ter earnings opportunities with the policy 
objective to create more jobs in large for-
mal-sector f irms because policy makers 

think that people want regular jobs. The 
lack of consensus on this issue is partly 
due to limited evidence on the effects and 
effectiveness of such policies in develop-
ing countries. But the point of view also 
depends on whether the key objective pur-
sued is poverty reduction, growth, or de-
velopment in the sense of creating a mod-
ern nation state.

The complete program of the conference 
is available online:

 www.iza.org/conference_files/worldb2010
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trepreneurs have higher returns to educa-
tion than employees. This may be due to 
fewer organizational constraints faced by 
entrepreneurs when optimizing the profit-
able employment of their education. On a 
similar issue, Katrin Burmeister-Lamp (Eras-
mus University Rotterdam) presented her 
research to get a better notion of time al-
location between the wage job and the new 
enterprise. Two experiments with entrepre-
neurs and students indicate that entrepre-
neurs appear to be more determined with 
their decision goals – striving for gains and 
avoiding losses – than are students.

Robert W. Fairlie (University of California, 
Santa Cruz) examined whether employer-
provided health insurance in the United 
States may restrict business creation. The 
results provide some evidence that an “en-
trepreneurship lock” exists, which raises 
concerns that the bundling of health in-
surance and employment may create an 
ineff icient allocation of which or when 
workers start businesses. Simon C. Parker 
(University of Western Ontario) extended 
the well-known occupational choice model 
of entrepreneurship by distinguishing be-
tween entrepreneurs who take over estab-
lished businesses and those who start up 
new ventures from scratch. He showed that 
the new venture creation mode is associat-
ed with higher levels of schooling, whereas 
entrepreneurs whose parents run a family 
f irm tend to invest the least in education. 

Ulrich Kaiser (University of Zurich) used pro-
pensity score matching methods to quan-
tify the effects of past self-employment 
experience on subsequent earnings in de-
pendent employment. His results generally 
confirm existing studies that f ind a spell 
of self-employment to be associated with 
lower hourly wages compared to workers 
who were consecutively wage-employed. 
However, this effect is largely due to sector-
switching and mainly applies to formerly 
self-employed with low incomes and no 

of Jena). On the basis of microdata from 
the German Socio-Economic Panel (SOEP), 
they found significant links between entre-
preneurship and cultural creativity.

Frank Fossen (DIW Berlin) presented the 
results of a joint research project with 
Marco Caliendo and Alexander Kritikos. 
Also drawing on SOEP data, they examine 
to which extent the “Big Five” and other 
personality traits more specif ically related 
to entrepreneurial tasks influence self-em-
ployment entry and survival in Germany. 
The empirical analysis reveals that “risk at-
titudes” and “locus of control” have strong 
effects on both entry and survival. Among 
the Big Five, “openness to experience” and 
“extraversion” help explain entrepreneurial 
development. The contribution by Marco 
Vivarelli (Università Cattolica del Sacro 
Cuore) consisted of an investigation into 
the determinants of product innovation 
in young innovative companies in Italy. 
He showed that in-house research and de-
velopment is linked to the propensity to 
introduce product innovation both in ma-
ture f irms and young f irms. However, in-
novation intensity in young f irms is mainly 
dependent on embodied technical change 
from external sources.

George A. Panos (University of Aberdeen) 
explained in his presentation how case-
control matching allows the identif ica-
tion of differences between entrepreneurs 
and non-entrepreneurs by analyzing their 
investment behavior in the stock market. 
His results indicate that potential future 
entrepreneurs are more willing to invest in 
the stock market. Mirjam van Praag (Univer-
sity of Amsterdam) analyzed how valuable 
education is for the performance of en-
trepreneurs compared to employees, and 
how these differences can be explained. 
Based on a large panel of U.S. labor force 
participants, her study shows that educa-
tion affects people’s decisions to become 
an entrepreneur negatively but that en-

New IZA Research Report: Analysis of the European Social Agendas
A new IZA Research Report on EU social 
policies tracks the impact of the subse-
quent European Social Agendas, which 
were presented by the European Com-
mission within the framework of the Lis-
bon Strategy, on actual policies adopted. 
The study also assesses the role played by 
the European Parliament with regard to 
regulatory, funding and “soft law” instru-
ments. Furthermore, the authors discuss 
the overall development of welfare states 
under the umbrella of EU policy strategies 
and in the current economic crisis. For the 
future EU 2020 strategy, the report calls 

for a more active involvement of the Euro-
pean Parliament and a more balanced ap-
proach to economic and social objectives.

The analysis was commissioned by the Eu-
ropean Parliament and prepared by IZA, 
the Austrian WIFO research institute and 
Brussels-based IDEA Consult. Coordinat-
ed by IZA Deputy Director of Labor Policy 
Werner Eichhorst, the report was presented 
to the European Parliament’s Committee 
on Employment Social Affairs and is now 
available as IZA Research Report No. 24.

Werner Eichhorst
Stephanie Devisscher
Thomas Leoni
Paul Marx
Ulrike Mühlberger
Bernd Schulte
Barbara Vandeweghe

Analysis of the Social 
Agendas

IZA Research Report No. 24 
www.iza.org/link/report24.pdf

employees. Joop Hartog (University of Am-
sterdam) analyzed how valuable cognitive 
and social abilities are for the earnings of 
entrepreneurs vs. employees. His results 
indicate that verbal and clerical abilities 
have a stronger impact on wages, whereas 
mathematical, social and technical ability 
are more valuable for entrepreneurs. The 
balance in the various kinds of ability also 
generates a higher income, but only for en-
trepreneurs.

Milo Bianchi (Paris School of Economics) 
showed that utility differences between 
the self-employed and employees increase 
with f inancial development. This effect is 
not explained by increased profits but by 
an increased value of non-monetary ben-
efits, in particular job independence. Joana 
Mendonça (Technical University of Lisbon) 
introduced the distinction between entre-
preneurs’ and employees’ human capital 
to verify their effect on f irm performance 
measured through survival and sales. Her 
results show that education and manage-
rial experience of the business owner are 
important determinants of f irm survival. 
A more experienced workforce also raises 
survival probabilities, although it may lead 
to lower sales increases. 

The 1st Joint DIW Berlin/IZA Workshop 
on Entrepreneurship Research provided a 
broad overview of current research ques-
tions in the f ield. The f indings are particu-
larly relevant for policymaking to stimulate 
successful start-ups. The papers presented 
during the workshop are downloadable 
from the IZA homepage.

 www.iza.org/conference_files/EntreRes2010
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In a session on smoking and illicit drug use, 
Gabriella Conti (University of Chicago) pro-
vided convincing evidence of the existence 
of a positive and signif icant relationship 
between cognitive ability and lifetime can-
nabis use. Steven Lehrer (Queen’s University) 
investigated adolescent smoking decisions 
and showed that impulsivity has a signif i-
cant impact on smoking behavior.

Alcohol, sex and risky behaviors were the 
focus of the third session. Glen R. Waddell 
(University of Oregon and IZA) found that 
female sexual activity is higher where the 
alcohol consumption of their male peers 
is higher, while there is no evidence that 
male sexual activity responds to female-
peer alcohol consumption. Hendrik Wolff 
(University of Washington and IZA) 
showed that the introduction of Viagra 
in 1998 led to a dramatic increase in the 
number of male sex offense arrests in the 
over 45 age group.

In the session on gangs, crime and produc-
tivity, Gary Sweeteen (Arizona State Universi-
ty) showed that both gang joining and gang 

leaving have little causal impact on offend-
ing. Klara Sabirianova Peter (Georgia State 
University and IZA) presented her work 
on the determinants of bribery in Russian 
healthcare. The likelihood and amount of 
informal pay or bribes decreases with age 
but increases with education, income, em-
ployment participation and poor health in 
Russia.

In his keynote speech, Rosenfeld demon-
strated the connection between the econ-
omy, property crime and violent crime. 
According to his research, the causal ef-
fect runs from the economy to property 
crime and then to violent crime. In ad-
dition, he showed that the economy and 
imprisonment can explain much of the 

In cooperation with DIW DC and the An-
drew Young School of Policy Studies at 
Georgia State University, IZA organized 
the second annual meeting on the Eco-
nomics of Risky Behaviors at Stone Moun-
tain, Georgia, in March 2010. Economic 
experts and criminologists from all over 
the world presented cutting-edge research 
on the causes and consequences of risky 
behaviors. IZA Research Fellows Amelie F. 
Constant (Executive Director of DIW DC) 
and Erdal Tekin (Georgia State University) 
organized a three-day conference f illed 
with lively discussions and innovative pre-
sentations on research related to a variety 
of risky behaviors and outcomes ranging 
from substance abuse to obesity. Keynote 
speaker Richard Rosenfeld, professor of 
criminology at the University of Missouri-
Saint Louis and the current president of 
the American Society of Criminology, pre-
sented his research on “Street Crime and 
the Economy: The Role of Underground 
Markets.” 

The f irst session dealt with risky behaviors 
and health. David Frisvold (Emory Univer-

sity) and Jason Fletcher (Yale University) ana-
lyzed the effects of the educational quality 
on health outcomes. College selectivity is 
associated with a reduction in several mea-
sures of weight during old age, but there is 
no evidence of mechanisms such as access 
to care and insurance coverage. Katherine 
G. Carman (Tilburg University) presented a 
paper on flue shots, mammogram and the 
perception of probabilities, according to 
which people overestimate risk, and those 
who have a higher estimate of the benefit 
of preventive care obtain care. Tatiana An-
dreyeva (Yale University) found that soft 
drink and fast food advertising increases 
consumption and thereby obesity among 
5th graders, whereas cereal advertising is 
weakly associated with a lower BMI.

Second Annual Meeting on the Economics of Risky Behaviors
crime drop in the 1990s. The results have 
recently been replicated for some Euro-
pean nations. 

The session on experimental evidence 
started with research on gender differ-
ences in risky behavior. Patrick J. Nolen 
(University of Essex and IZA) showed that 
girls tend to be more risk averse than boys, 
and that nurture plays a large role. Nuria 
Rodrigues-Planas (Universitat Autonoma 
de Barcelona and IZA) found that an af-
ter-school program for at-risk youth was 
largely unsuccessful in preventing risky be-
havior. Antonio Filippin (University of Milan 
and IZA) looked at the social context and 
the effect of alcohol consumption on eco-
nomic behavior, which in his experiment 
did not differ much between drinkers and 
non-drinkers. 

Jason Fletcher (Yale University) found friend-
ship networks to be important in deter-
mining adolescent tobacco and alcohol 
use. David C. Ribar (University of North 
Carolina and IZA) ended the session with 
a presentation on f inancial stress, family 

conflict, and youths’ successful transition 
to adult roles. The key f inding is that f inan-
cial stress and conflict have independent 
effects on youths’ transitions, and youths’ 
perspectives were different than those of 
their mothers.

In their closing remarks, the organizers un-
derlined the importance of this line of re-
search and pledged to continue the confer-
ence series in 2011.

The presented papers are available online:

 www.iza.org/link/AMERB2010 
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ics). Sutherland presented her ongoing re-
search on how to “stress test” European 
welfare systems with the pan-European 
microsimulation model EUROMOD. Meyer 
reported on trends in economic well-being 
in the U.S. over the past 45 years using 
consumption and income-based measures 
of inequality with a special focus on past 
recessions. One important conclusion of 
his work was that consumption inequality 
has been less pronounced than income in-
equality. Finally, Bourguignon took a more 
global perspective and discussed develop-
ments in the world income distribution. 
He concluded that the crisis may have even 
accelerated the global inequality reduction 
process.

The conference closed with a panel discus-
sion. Bourguignon, Nolan and Sutherland 
discussed with Sir Anthony B. Atkinson (Nuff-
ield College) and Tim Callan (ESRI, Dublin) 
the promises and limits of forward-looking 
income distribution scenarios for inform-
ing policy responses. The participants 
agreed that there is much work to do and 
that the different approaches for providing 
forward-looking scenarios should be them-
selves “stress-tested” in the future when 
micro data on the actual development dur-
ing the crisis becomes available. This will be 
the topic of one of the next joint IZA/OECD 
workshops.

The presented papers from this workshop 
will be collected in a special volume of Re-
search in Labor Economics in 2011. They 
are available online at:

 www.iza.org/link/IZA-OECD-2010

sess how changes in macro variables “feed 
through” to individual households as rep-
resented in micro-data. These techniques 
can be adopted to provide a forward-
looking perspective and assess potential 
consequences of macro shocks on the 
household level more promptly. An impor-
tant contribution made by the participants 
was to clarify the strengths and weaknesses 
of different approaches, like micro-macro 
linkages, CGE models, reweighting proce-
dures, structural microsimulation models 
or reduced form estimations, and to dis-
cuss a set of commonly-agreed principles.

Many up-to-date questions were posed 
and answered during the workshop. For in-
stance, Brian Nolan (Trinity College in Dub-
lin) looked at the effects on the income dis-
tribution of cutting public sector pay rates 
– a question which is currently very virulent 
for the Greek government. Moreover, sever-
al papers using different methods were pre-
sented that predicted which groups would 
be hit hardest by the economic downturn. 
This particular issue was also addressed by 
David G. Blanchflower, (Dartmouth College 
and IZA Program Director) in his opening 
keynote. Blanchflower explained why coun-
tries are hit so differently by the economic 
crisis in terms of rising unemployment. He 
discussed the UK as a case study where 
youth unemployment has been a particu-
larly striking problem. Blanchflower also 
raised concerns that the crisis could persist 
if the stimulus were to be removed before 
recovery has been established.

Other keynote speakers were Holly Suther-
land (University of Essex), Bruce Meyer (Uni-
versity of Chicago), and Francois Bourguignon 
(Director of the Paris School of Econom-

In February 2010, IZA and the OECD held 
a two-day conference titled “Economic 
Crisis, Rising Unemployment and Policy 
Responses: What Does It Mean for the In-
come Distribution?” The event was part of 
IZA’s research program area “The Future 
of Labor” and took place at the OECD in 
Paris. Andreas Peichl, IZA Senior Research 
Associate and Deputy Program Director 
organized the conference together with 
Herwig Immervoll, Head of the Employment-
Oriented Social Policies Division at the 
OECD and IZA Research Fellow.

The current severe global economic down-
turn has made it starkly evident that mac-
ro-level changes can have substantial ef-
fects on the distribution of resources at the 
individual and household levels. The topic 
of the conference was therefore highly rel-
evant for both economists and policy mak-
ers.

Yet, the identif ication of appropriate policy 
responses that aim at supporting vulner-
able groups are hampered by how little 
is known about the likely distribution of 
changes in (un)employment and market in-
come as well as the capacity of existing re-
distribution systems to soften the negative 
impact of job and income losses. Usually, 
studies that assess the consequences of 
economic downturns are backward-look-
ing and are published at a time when the 
crisis has already been overcome. This is 
mostly due to the fact that it often takes 
several years until micro-level data become 
available. 

As macro indicators are obtainable much 
more quickly, the aim of the workshop 
was to identify possible techniques to as-

Joint IZA/OECD Workshop Examines Crisis Effects on Income Distribution

A recent book by IZA Research Fellow John T. 
Addison provides the first ever comprehensive 
economic evaluation of the long-standing 
German system of works councils and worker 
directors on company boards. This system of 
codetermination, or Mitbestimmung, is unique 
in the degree of information provision, con-
sultation, and participation ceded employ-
ees. Addison analyzes the effects of works 
councils on establishment productivity, prof-
itability, investment in physical and intan-
gible capital, employment, training, wages 
and organizational flexibility, as well as the 
influence of worker directors on some of the 
same indicators plus, critically, shareholder 

value. Today, works councils are in decline 
while worker directors have scarcely been 
embraced either from within or without. This 
book examines these challenges and address-
es the likely evolution of codetermination.

John T. Addison is the Hugh C. Lane Profes-
sor of Economic Theory at the University of 
South Carolina and Professor of Economics 
at the Queen’s University Belfast School of 
Management. An IZA Research Fellow since 
2001, he has contributed nearly 50 research 
papers to the IZA Discussion Paper Series. 
His work is mainly concerned with unions 
and plant closings, unemployment duration 

analysis, employment protection, and the 
impact of employee involvement on firm per-
formance.

Book Recommendation: 
“The Economics of Codetermination: Lessons from the German Experience”

John T. Addison

The Economics of 
Codetermination: 
Lessons from the 
German Experience

Palgrave Macmillan 2009 ISBN: 
978-0-230-60609-8 
ISBN10: 0-230-60609-1 
192 pages
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IZA Research Fellow Deborah A. Cobb-Clark Heads Melbourne Institute
IZA Research Fellow Deborah A. Cobb-
Clark, a world expert on the effects of 
public policies on labor market out-
comes, was recently appointed Director 
of the Melbourne Institute of Applied 
Economic and Social Research and Ron-
ald F. Henderson Professor at the Univer-
sity of Melbourne. She took up her new 
position in April 2010.

Aff iliated with IZA for almost a decade 
now, Professor Cobb-Clark has been 

a frequent visitor to IZA over the past 
years. She is the former Head of the Eco-
nomics Program at the Research School 
of Social Sciences, and inaugural Direc-
tor of the Social Policy Evaluation, Analy-
sis and Research (SPEAR) Centre at the 
Australian National University. Much of 
her research has focused on immigration 
policy and its impact on the labor mar-
ket outcomes of migrants. She has also 
examined how the receipt of income sup-
port affects young people’s decisions to 

engage in risky be-
havior and the role 
of gender in promo-
tions, occupational 
choice, and wages. 
She is currently lead-
ing the innovative 
Youth in Focus proj-
ect, a longitudinal 
survey funded by the 
Australian Research Council and the 
Commonwealth Government.

IZA Research Fellow Andrew J. Oswald Joins Editorial Board of Science
IZA Research Fellow Andrew J. Oswald (Uni-
versity of Warwick) has joined the board of 
editors of Science, the principal journal of the 
American Association for the Advancement 
of Science. Along with Ernst Fehr (University of 
Zurich), who is also an IZA Fellow, he is one 
of the few economists to have been invited to 
join Science’s board in the journal’s 130-year 
history.

Oswald is known for his research at the bor-
ders between economics, psychology and 
epidemiology, while Fehr has made impor-
tant contributions to behavioral and experi-
mental economics, as well as to the emerging 
field of neuroeconomics.

Science and Nature are viewed as the two 
leading scientific journals in the world; they 

have print circula-
tions of approximately 
100,000 and Impact 
Factors of approxi-
mately 30. Science’s 
estimated readership is 
one million people per 
week.

IZA Director Klaus F. Zimmermann Re-elected Head of the ARGE Institutes
Klaus F. Zimmermann, Director of IZA and Pres-
ident of the German Institute for Economic 
Research (DIW Berlin), was re-elected for 
another three years as Director of the Execu-
tive Board of the Association of German Eco-
nomic Research Institutes (ARGE) in April 
2010. “The ARGE institutes will continue to 
promote economic and social policies based 

on sound scientific research,” said Zimmer-
mann after the unanimous vote. “As head of 
the ARGE, I am determined to keep making 
the voices of economic reason heard among 
policymakers.”

Established in 1950, ARGE comprises 29 
German economic research institutes includ-

ing IZA and DIW Berlin. 
The association’s main 
objective is to provide 
a forum for information 
exchange on current 
issues in economic re-
search and policy.

CentER Society Prize 2010 for IZA Research Associate Anne C. Gielen
IZA Research Associate Anne C. Gielen was 
awarded the CentER Society Prize 2010 
for her dissertation on “Age-Specific Labor 
Market Dynamics” (2008). This year’s prize 
honored the CentER dissertation research re-
ceiving the most media attention (based on 
CentER Dissertations published and cited in 
the media between 2004-2009). Gielen’s pa-
per was selected from five nominations.

The prize-winning publication is a collection 
of four studies which investigate how labor 
market flexibility can contribute to achieving 
a better allocation of labor in the economy. 
The focus lies on several aspects of flex-
ibility: labor mobility, flexible wage schemes, 
and flexibility in working hours. The effects 
are studied using panel data and matched 
worker-firm data, which allow to uncover 

labor supply and labor 
demand relations that 
determine individual la-
bor market behavior.

CentER is an interna-
tionally acclaimed re-
search center at Tilburg 
University.

IZA Research Fellow Douglas J. Krupka Passed Away
IZA is deeply saddened by the unexpected 
passing of Douglas J. Krupka after a brief 
and f ierce battle with cancer. Born 1974 
in Cleveland, Ohio, Doug received a BA 
from the University of Virginia, and a 
Masters and PhD from the University of 
Chicago. He worked as an Assistant Pro-
fessor at Georgia State University before 
coming to IZA as a Senior Research As-
sociate and Deputy Program Director for 

the “Future of Labor” research program 
in 2007. He had just joined the Institute 
for Research on Labor, Employment, and 
the Economy and the Ford School at the 
University of Michigan in the fall of 2009.

Doug was not only an outstanding scholar 
with numerous publications, presenta-
tions, and awards, but also a prolif ic 
reader, avid adventurer and traveler, and 

had a special love 
for animals and the 
environment. He is 
survived by his wife, 
Erin, who is also an 
IZA Alumna and Re-
search Fellow, and 
two children.



Institute for the Study of Labor

I Z A  COMPACT

>> Opinion

Institute for the Study of Labor  |  I Z A COMPACT  |  April / May 200616 Institute for the Study of Labor  |  I Z A COMPACT  |  July/August 2010

Klaus F. Zimmermann

Editor: 

Managing Editors: 

Address:

Phone:

Fax:

E-Mail: 

Web:

Graphics/Photographs:

Printing:

Layout: 

Prof. Dr. Klaus F. Zimmermann
Mark Fallak, Holger Hinte
IZA, P.O. Box 7240, 53072 Bonn, Germany
+49 (0) 228 - 38 94 223
+49 (0) 228 - 38 94 510
compact@iza.org
www.iza.org
IZA
Güll GmbH, Lindau
IZA

Fertility and Female Work

Although female labor force participation in Germa-
ny is rising, and women fared relatively better during 
the crisis than men, fertility remains dismally low. In 
2009, Germany had again the lowest net reproduc-
tion rate among all 27 member states of the Euro-
pean Union. 

The low birth rate, which has been at sub-replace-
ment levels for decades now, is the deplorable con-
sequence of a long-term trend. While Germany was 
able to f ill the gap with immigration for some time, 
it now faces growing emigration rates. The unfavor-
able age structure and a declining population will 
soon lead to a painful shortage of skilled labor, which 
will further aggravate the f inancing problems of the 
welfare state. At the same time, regional development 
will become more diff icult as rural areas become in-
creasingly depopulated. Ultimately, all of society will 
have to pay the price in terms of slower growth and 
reduced wealth. 

Demographic change, combined with high and ris-
ing educational attainment, stimulates female labor 
force participation, but women still predominantly 
work part-time. An expansion of female labor, which 
is not only socially desirable but also necessary to 
overcome the skills shortage, can only be realized if 
childcare services are substantially improved. Other-
wise fertility will remain low. 

High birth rates and full labor market integration of 
mothers are not mutually exclusive per se. Other so-
cieties, such as Sweden or France, can sustain high 
fertility rates because they are more successful at 
making family and work compatible. 

A labor market oriented family policy should include 
measures to support corporate childcare initiatives, 
expand the facilities for infant and toddler care, en-

sure that enough kindergarten slots are available, and 
promote daycare in schools. If married couples’ tax 
splitting were abolished, tax revenues would increase 
by 30 billion euros annually, which could be used to 
f inance family policies. This would increase the work 
incentives for women, thereby fostering economic 
growth and raising domestic demand through a shift 
from household to market production. 

Unfortunately, the translation of research f indings 
into economic policy moves at a snail’s pace. Eco-
nomic analyses of the above issues have been avail-
able for many years.* As far back as 1985, my book 
on “female work and fertility” published by Springer 
discussed most of these questions. In a contribution 
to the economic policy journal Wirtschaftsdienst in 
1984, I already proposed economic policy responses 
to the f indings from research on population and fam-
ily policy. The article is as relevant today as ever.

The German Economic Association (Verein für Social-
politik), f inally recognizing the signif icance of the eco-
nomic issues surrounding fertility and female work, 
has made “family economics” the theme of this year’s 
annual meeting to be held in Kiel in September. Let’s 
hope that decision makers in politics, society and 
business get their act together in time before demo-
graphic change starts to irrevocably dictate the agen-
da from 2015 on.

*  K. F. Zimmermann, Familien�konomie. Theoretische und empi- K. F. Zimmermann, Familien�konomie. Theoretische und empi-
rische Untersuchungen zur Frauenerwerbstätigkeit und Gebur-
tenentwicklung, Springer-Verlag 1985;

  K. F. Zimmermann, Grenzen einer Bev�lkerungspolitik durch 
Familienpolitik, Wirtschaftsdienst 1984, IV, 180 - 185.


