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Environment and Employment
New IZA Program Area Established

Environmental destruction, climate change,
and natural disasters do not only cause se-
vere ecological damage, they also harm the
global economy and the national labor mar-
kets. The Fukushima disaster, for instance,
will have vast economic and employment
consequences far beyond Japan. Internation-
al responses in terms of nuclear energy strat-
egy, particularly in Germany, have a strong
economic component.

Although a new environmental thinking is
evolving in many industrialized countries, the
dynamic growth of developing and emerg-
ing economies results in a net increase in
environmental problems. While the western
countries, despite all efforts to reduce emis-
sions, will still be responsible for more than
half of the greenhouse gases to be emitted
during the next decade, the developing coun-
tries will be most vulnerable to the conse-
quences.

Melting glaciers in the Arctic, rising sea levels
and water warming threaten the ecosystem
of the oceans and the existence of entire re-
gions of the world. Powerful storms devas-
tate places that used to be safe. Extended
droughts, growing water shortages and
other changes in environmental conditions
lead to new migration movements. Mean-
while, international climate initiatives are
still hampered by conflicts

of interest between the na-

tions that should share the

common interest to save

the planet.

In economic science, stud-
ies that analyze these in-
terdependencies and their
consequences are also
still scarce. Little is known
about the actual employ-
ment opportunities result-
ing from new environmen-
tal technologies. There is

no doubt that this sector will flourish as new
products and production methods are need-
ed to exploit natural resources more respon-
sibly. Repairing the environmental damage
already done can also offer new employment
opportunities. New occupations and fields
of study will evolve. Yet it is still unclear how
these “green jobs” will develop and spread
internationally.

With the support of its large global research
network, 1ZA will look at these questions
more closely within a newly established pro-
gram area on “Environment and Employ-
ment.” The IZA Discussion Paper Series has
already published a number of studies relat-
ed to this topic.

Fukushima and the consequences
for the energy sector

A recent paper (IZA DP No. 5896) analyz-
es how policy changes affect shareholder
wealth in the context of environmental regu-
lation. The study exploits the unique and un-
expected German reaction to the Fukushima
Daiichi nuclear disaster, which involved the
immediate shutdown of almost half of Ger-
many’s nuclear reactors while safety checks
were carried out, and a three-month mora-
torium on extending the lives of others. Using
the event study methodology, the findings

Klaus Topfer at IZA Policy Fellow Meeting in Berlin

1ZA/WORLD BANK COOPERATION

In a memorandum of understanding,
IZA and the World Bank have decided
to continue and extend their success-
ful collaboration into a number of

new areas. Page 3

NEWS FROM THE IDSC

Major data providers now use the in-
novative JoSuA software developed by
the International Data Service Center
(IDSC) of IZA. The IDSC has also de-
veloped a new indicator of economic
activity based on road toll data for
trucks. Page 4

RECENT IZA EVENTS

This year’s IZA/OECD employment
seminar brought together a num-
ber of prominent policy experts to
discuss job creation in hard times.
Workshops held at IZA analyzed
the sources of welfare and well-
being, and discrimination and
ethnicity. Page 5-7

NEW IZA PROGRAM DIRECTOR

The renowned development econo-
mist David Lam (University of
Michigan) will coordinate the new
GLM|LIC Program of IZA and DFID.
The first call for proposals was pub-
lished. Page 8
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1ZA HOSTS EALE 2012

From September 20-22, 2012, I1ZA
will host the Annual Conference of
the European Association of Labour
Economists (EALE) in Bonn. The
event will also feature

the presentation of the

2012 IZA Prize in Labor

Economics.

Institute for the Study of Labor | 1Z A COMPACT | December 2011




'}nz;\

ENVIRONMENT AND EMPLOYMENT

indicate a wealth transfer from nuclear to
renewable energy companies in Germany.
The authors also find that the joint market
capitalization of these firms has decreased,
but the amount of this combined decrease
is small. Substantial heterogeneity in the
shareholder wealth effects across Euro-
pean countries can be linked to different
nuclear energy policies. The shareholder
wealth of nuclear and conventional energy
companies in the United States has been
unaffected.

Other studies have explored the effects of
hurricanes on local labor markets. One
paper (IZA DP No. 2976), published in

conflicts with local populations by putting
pressure on employment and local wages,
trade and natural resources such as water,
especially if those regions are already poor.

Beyond confirming previous findings that
natural disasters are positively associated
with emigration rates, the study shows that
natural disasters due to climate change
involve the migration of only the highly
skilled people. This raises equity issues for
developing countries: on the one hand,
they must reallocate their resources to deal
with the consequences of climate change
instead of investing in human capital; on
the other hand, they must cope with the

text of climate change and environmental
legislations.

The need for additional research activity in
environmental labor economics extends to
a number of research areas, such as migra-
tion, institutions, development and behav-
ioral economics. Karine Nyborg (University
of Oslo and IZA) stressed the impact of
environmental performance on the firm
level. Her research indicates a relationship
between the firms’ corporate social iden-
tity and worker motivation in the sense that
if more productive workers self-select into
green firms, this may provide a productiv-
ity advantage for this group of companies.

1ZA Workshop on Environment and Labor

the American Economic Review, finds that
earnings of the average worker in a Florida
county rose over 4% within the first quarter
of being hit by a major hurricane relative
to counties not hit, and rose about 1.25%
for workers in Florida counties hit by less
severe hurricanes. Concomitantly, employ-
ment fell between 1.5 and 5% depending on
hurricane strength. On the other hand, the
effects of hurricanes on neighboring coun-
ties had the opposite effects, moving earn-
ings down between 3 and 4% in the quarter
the hurricane struck.

New migration movements
due to climate change

Another IZA Discussion Paper (No. 5927)
analyzes the relationship between climate
change, natural disasters and migration,
which is crucial both for rich and poor
countries. It finds that indeed migration is
one of the solutions to confront the issue of
natural disasters caused by environmental
decline. According to the International Or-
ganization for Migration (IOM), by the half
century, 200 million people - equal to the
current estimate of international migrants
- could be permanent or temporary envi-
ronmental migrants within their countries
or overseas. Environmental migration is
often at the origin of population displace-
ment which can affect the stability of the
hosting areas in many ways. It can induce

brain drain effect when they are at their
most vulnerable. The study calls on the de-
veloped countries to provide more support
and increase their political will to combat
climate change and its damaging conse-
quences above all in the poorest countries,
which contribute the least towards climate
change and yet suffer the greatest conse-
quences.

IZA Workshop on Environment and Labor

The above-mentioned study co-authored
by Linguére Mously Mbaye (University of Au-
vergne and IZA) was one of the papers pre-
sented at the first workshop within the new
IZA program area, which was held in Bonn
in December 2011, organized by IZA Direc-
tor Klaus F. Zimmermann and Andreas Peichl
(1ZA).

The workshop was kicked off by a round-
table discussion which illustrated the im-
portance and the manifold challenges for
research on the economic impact of en-
vironmental changes. Despite the socio-
ecological transition representing a major
challenge to policymakers in developed as
well as in emerging and transition econo-
mies, not much is known about the poten-
tial consequences for the respective labor
markets. The panelists agreed that empiri-
cal evidence is essential to assess employ-
ment destruction and creation in the con-

Olivier Deschenes (University of California,
Santa Barbara and I1ZA) examined employ-
ment effects of domestic environmental
regulations on U.S. industries and presented
estimates of the cross elasticity of full-time
employment with respect to electricity pric-
es. Based on historical data for 1976-2007,
his main results indicate that employment
rates are only weakly related to electric-
ity prices in the short run with cross-price
elasticities of employment with respect to
electricity prices of around -0.15%. Look-
ing at recent changes in environmental
regulations, a predicted price increase of
4% would lead to a reduction of about 0.6%
in full-time equivalent employment. Hence,
environmental friendly policies come at a
price but the price seems rather small when
compared to employment losses during re-
cessions.

The presentation by Ferdinand Dudenhiffer
(University of Duisburg-Essen) depicted a
future shift of passenger car demand from
the almost saturated markets in Europe, the
U.S. and Japan to emerging markets such
as China, Russia or India. Given positive
growth rates in these countries and the rela-
tively low density of car ownership among
inhabitants, Dudenhoffer expects total car
sales to increase by around 50% until 2025.
While the focus in emerging countries is
likely to be on low-cost cars, Dudenhoffer
illustrated a trend towards modern safety
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features and low CO2 emission in developed
countries. He viewed electronic cars as likely

to represent one possible solution to the
challenge of the combined trends toward
rising demand for cars on the one hand and
increasing environmental consciousness on
the other. A consequence would be an em-
ployment shift from the mechanical to the
chemical sector as well as increasing de-
mand for high-skilled labor within the auto-
motive industry.

Analyzing the consequences of climate
change in the Middle East and North Af-
rica (MENA) region, Quentin Wodon (World
Bank and IZA) provided an insight into the
relationship between regional climate con-
ditions and internal migration patterns in
Yemen. With low and decreasing per capita
availability of water, Yemen is one of the
most vulnerable countries to a predicted

André Betzer

Markus Doumet

Ulf Rinne

How Policy Changes Affect
Shareholder Wealth:

The Case of the Fukushima
Daiichi Nuclear Disaster
IZA Discussion Paper No. 5896
http://ftp.iza.org/dp5896.pdf

1ZA AND WORLD BANK

increase in temperature. Wodon showed
that rainfall and temperature conditions
indeed affect migration decisions, but only
play a limited role in comparison with so-
cio-economic and cost factors. Based on
historical data, it is thus predicted that ris-
ing temperature may not have a large im-
pact on future net internal migration. One
important coping mechanism for house-
holds to deal with higher temperatures
or lower levels of rainfall are remittances.
Comparing households residing in areas
which are more or less affected by unfavor-
able climate conditions, Wodon found that
households in the least favorable areas
are not more likely to receive remittances.
These households do, however, benefitto a
greater extent from remittances in terms of’
reducing poverty and malnutrition. House-
holds in better areas rather use remittance
flows for education investments.

Alassane Drabo
Linguére Mously Mbaye
Climate Change, Natural

Disasters and Migration:
An Empirical Analysis in

Developing Countries

IZA Discussion Paper No. 5927
http://ftp.iza.org/dp5927.pdf

The workshop showcased frontier research
on environmental labor economics and
underlined the importance of this line of

research.

Klaus Topfer at IZA Policy Fellow Meeting

The fall meeting of the IZA Policy Fellow
network in Berlin also centered around the
economic impact of environmental trends.
Klaus Topfer, former executive director of the
UN Environment Programme and chair-
man of the German Ethics Commission to
Assess Nuclear Power Phase-out, under-
scored the need to monitor and evaluate
the new policy strategy in the energy sec-
tor in order to realize the potential of green
jobs. IZA will keep continue to stimulate
the political and scientific debate in this
area (see also the op-ed by IZA Director
Klaus F. Zimmermann on page 8).

Ariel R. Belasen
Solomon W. Polachek

How Disasters Affect Local
Labor Markets:

The Effects of Hurricanes in
Florida

IZA Discussion Paper No. 2976
http://ftp.iza.org/dp2976.pdf

World Bank and I1ZA Sign Collaboration Contract
Joint Work on “World Bank Jobs Knowledge Platform” and “IZA World of Labor”

On December 2, 2011, Arup Banerji, Direc-
tor for Social Protection and Labor within
the World Bank’s Human Development
Network and IZA Research Fellow, signed
a collaboration contract with IZA Direc-
tor Klaus F. Zimmermann on

the premises of the World

Bank in Washington, DC.

The memorandum of un-

derstanding documents

how both institutions have

been collaborating inten-
sively over the last years in a
series of activities and have
decided to continue and ex-
tend this collaboration into
a number of new areas.

Important knowledge gaps
and weak capacity have lim-
ited the identification and
implementation of effective
labor market policy reforms
in developing and transitions countries.
Against this background, the World Bank
and IZA had launched a joint research

area on “Employment and Development”
in 2006. At the heart of this partnership
is the development of operationally-ori-
ented research and policy advice on labor
market issues. The World Bank and 1ZA

share a common mission in promoting rig-
orous research and evidence-based policy
analysis to support countries with the de-
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sign and implementation of labor policies
to create and provide access to jobs.

Therefore, the core of the collaboration in
the near future will be the joint develop-
ment of the “World Bank
Jobs Knowledge Platform”
and the “IZA World of La-
bor” project. At the same
time, IZA and the World
Bank will continue its many
successful joint conferences
and workshops and its re-
search activities dealing
with the pressing issues of
developing, emerging and
transitional countries. The
next joint IZA/World Bank
“Employment and Develop-
ment” conference is sched-
uled to take place in Delhi,
India, in November 2012.
IZA research teams also sup-
port the forthcoming World Development
Report on Jobs.

/>IZA




IDSC NEWS
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Innovative IZA Technology:
JoSuA Software Facilitates Data Access for Empirical Research

An innovative software solution named
JoSuA (an acronym for Job Submission
Application), which was developed at IZA,
enables social scientists from all over the
world to work with highly protected data-
sets without leaving their office.

So far researchers who wanted to analyze
sensitive datasets, such as official statis-
tics, usually had to visit the data provider
in order to access the data. This often
involved extended - and expensive - re-
search stays at statistical offices and simi-
lar institutions. With the help of JoSuA,
such data can now be accessed by remote
computing from anywhere in the world
without breaching data protection rules.
This is a milestone especially in empirical
labor market research. Since the new tech-

nology taps into underused resources, its
wider dissemination is also desirable from
a research policy perspective.

The Institute for Educational Quality Im-
provement (IQB), which is responsible for
the PISA data, has already successfully
employed JoSuA for quite some time. The
software was recently also installed at the
Institute for Employment Research (IAB)
of the Federal Labor Agency, the first ma-
jor German data provider to offer this new
service.

JoSuA was developed by the International
Data Service Center (IDSC), which was
established at IZA with support from the
Federal Ministry of Education and Sci-
ence eight years ago. The idea to develop

such a solution arose from the global
IZA network, which now has more than
1,000 members, 90 percent of which work
abroad. Originally designed to cater to
the needs of the IZA fellows and affiliates,
JoSuA can be configured to the require-
ments of any data producer who wants
to make their data available for scien-
tific research. Nikos Askitas, Head of the
IDSC and inventor of JoSuA, is therefore
in touch with a number

of potential
abroad.

partners

» http://idsc.iza.org

Nowcasting the Business Cycle: IZA Presents the Toll Index

In a recent paper forthcoming in the Jour-
nal of Forecasting, Nikos Askitas, Head of
IZA’s International Data Service Center
(IDSC), and IZA Director Klaus F. Zim-
mermann have in-
troduced the Toll

dex for Manufacturing, Germany’s most
commonly used indicator. Significant
deviations were only observed in Janu-
ary, which may be due to the weather-

Month-over-Month Changes in the Toll Index and the to be

Production Index (January - October 2011)

it uses real data and is thus not prone to
subsequent corrections due to the use of
estimates. Second, it is available twice as
fast as the Production Index, which takes

more than a month
released.
Since the data for
the Toll Index could

technically be de-
livered in real time,
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ture, depending on
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\ media, including
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Index as an early
indicator for the 2
German business 7.6
cycle. ltuses freight 15 A
traffic data to de-
liver a quick and 10
reliable account of
current economic 5 4.2
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activity. 4.0
0
Due to the large
share of just-in- 5
time  production,
road goods trans- | -10
port serves as an
excellent proxy for | -15
domestic  produc- 111 2m 3
tion. Since trucks
over twelve metric Source: IDSC

4/11 5/11 6/11 711 8/11

e=Toll Index Production Index in Manufacturing

Germany’s lead-
ing business weekly
Wirtschaftswoche,

9/11 10/11

tons gross weight
are subject to a
distance-based toll on German highways,
IZA derives its Toll Index from the number
of trips, the mileage and the number of in-
coming and outgoing vehicles at German
borders. The data from the TollCollect
MAUT system are provided by the German
Federal Office for Goods Transport.

As the figure shows, the Toll Index is
mostly in line with the Production In-

related road closures for truck traffic.
Other potential error sources include
transit traffic, which has no direct effect
on the German economy, or the freight
shift from road to rail. The IDSC con-
stantly refines the Toll Index to reflect
these peculiarities.

Compared to the Production Index, the
Toll Index has two main advantages: First,

have already re-
> tza = ported in detail
about the enor-

mous potential of the Toll Index.

For more information and the most recent
data, please visit the IDSC homepage:

»  http://idsc.iza.org
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IZA PUBLICATIONS
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IZA Contributes to Major International Journals

IZA researchers and network members regu-
larly publish in the international scientific
journals. In addition, IZA experts serve as
co-editors and guest editors of single vol-

umes or special issues. The most recent ex-
amples include a special issue of the Interna-
tional Journal of Manpower introducing the
IZA Evaluation Dataset, a new volume of the

Research in Labor Economics series focusing
on worker well-being, and a special issue of
the Journal of Economic Psychology dedicat-
ed to entrepreneurial personality.

International Journal of Manpower Features IZA Evaluation Dataset

A special issue of the International Journal
of Manpower contains a number of inno-
vative studies based on the IZA Evalua-
tion Dataset, a newly created data source
for the evaluation of active labor market
policies in Germany. IZA Deputy Direc-
tor of Research Corrado Giulietti served as
guest editor for the issue. Among the IZA
authors are Klaus F. Zimmermann (IZA and

Research in Labor Economics: New Volume and Advisory Board

The most recent volume of Research in La-
bor Economics (RLE) contains ten original
innovative chapters on worker well-being.
The articles cover such topics as time allo-
cated to work and human capital acquisi-
tion, aspects of risk in the earnings process,
migration, and the impact of public policies
and institutions on employment and earn-
ings. The RLE series, which is co-edited by

University of Bonn), Marco Caliendo (Uni-
versity of Potsdam and 1ZA), Hilmar Sch-
neider (1ZA), Armin Falk (University of Bonn
and IZA), Gerard van den Berg (University of
Mannheim and 1ZA) and Amelie Constant
(George Washington University, DIW DC
and IZA). The studies analyze job search
behavior and labor market reintegration
of the unemployed, with a focus on ethnic

IZA, now benefits from a newly established
Editorial Advisory Board including, among
other prominent scholars, Nobel laure-
ates James Heckman (University of Chicago
and 1ZA) and Christopher Pissarides (London
School of Economics and IZA). As another
milestone in the success story of RLE, the
series has now been included in the newly
launched Thomson Reuters Book Citation

Special Issue of Journal of Economic Psychology
on Entrepreneurial Personality

Guest-edited by Marco Caliendo and Alexander
Kritikos (both University of Potsdam and IZA),
a forthcoming issue of the Journal of Eco-
nomic Psychology centers around the topic
of entrepreneurial personality. IZA pursues
a number of projects in entrepreneurship

High-Profile IZA/OECD Employment Seminar:

research, including a series of workshops at
which the papers in this issue were presented.
The next IZA Workshop on entrepreneurship
research will be held at the University of Pots-
dam in June 2012. The call for papers is now
available from the IZA homepage.

Job Creation in Hard Times

In November 2011, the third IZA Employ-
ment Seminar was held in cooperation
with the Employment Directorate of the
OECD in Paris. Following up on earlier
meetings in 2008 and 2009, the latest
event brought together about 80 high-
ranking academic and policy experts to
discuss the impact of the global economic
crisis on labor markets in Europe and the
US. The seminar, entitled “Job Creation in
Hard Times: Learning from the Past and
New Policy Directions”, was organized
by Werner Eichhorst (IZA), Stefano Scarpetta
(OECD; IZA Program Director) and Klaus

F. Zimmermann (IZA Director; University of
Bonn).

After the introductory presentation by
Stefano Scarpetta, Karl Pichelmann (Euro-
pean Commission) gave an overview of the
diversity of labor market responses during
and after the crisis across OECD member
states. He pointed at the risk of persis-
tently higher unemployment in a number
of countries. Recent work by the OECD
shows thatin particularyoung people face
major obstacles to labor market entry. At
the same time, rising long-term unemploy-
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differences, the role
of social networks,
and the threat effect
of program partici-
pation.

Index, which will en-
able a wider dissemi-
nation of each article
and a better analysis
of citations.

»  www.iza.org/rle

| 2 www.iza.org/
conference_files/
EntreRes2012

ment requires consistent policy action. In
his subsequent keynote address, Richard
Layard (LSE; 2008 IZA Prize Laureate)
stressed the need to broaden policies to
counter inactivity stemming from disabil-
ity, particularly mental health issues. The
panel discussion moderated by John Mar-
tin (OECD and IZA), Lisa Lynch (Brandeis
University and 1ZA) and Georg Fischer (Eu-
ropean Commission and IZA) reflected on
the current and future employment policy
priorities in the US and the EU.
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IZA EVENTS

On the second day, two panels moderated
by Werner Eichhorst provided up-to-date
assessments of the labor market situation
in the UK and Ireland (David Bell, University
of Stirling and 1ZA), Spain (Juan Jimeno, Bank
of Spain and I1ZA), Portugal (Pedro Portugal,
Bank of Portugal and IZA), the Baltic coun-
tries (Raul Eamets, University of Tartu and
IZA), Germany (Klaus F. Zimmermann),
the Netherlands (Jules Theeuwes, SEO Eco-
nomic Research and IZA) and Denmark
(Torben Andersen, University of Aarhus and
IZA). The striking diversity of labor market
responses between countries was attribut-
ed to the varying use of different elements
of flexibility such as redundancies, flex-
ible working time and wage adjustments.
Furthermore, the speakers pointed at the
unequal distribution of unemployment to
the detriment of young people and workers
on fixed-term contracts in many European
countries, in particular those with a stark

contrast in regulation between permanent
and flexible labor contracts.

Two policy panels addressed, first, options
to reform employment protection in order
to close the gap in regulation between per-
manent and temporary contracts based
on assessments provided by Juan Dolado
(University of Madrid and 1ZA) and Pierre
Cahuc (Ecole Polytechnique; IZA Program
Director) and discussed by Sandrine Cazes
(ILO and IZA). Second, the recalibration of
unemployment benefits in terms of condi-
tions for benefit receipt and benefit gener-
osity was discussed by Paolo Sestito (Bank of
Italy and I1ZA), Antoine Magnier (DARES) and
Lisa Lynch. The seminar was summarized in
a concluding statement by Robert Bednarzik
(Georgetown University and 1ZA). One of
the core lessons of the seminar, as stressed
by many speakers, is the need for a reas-
sessment of the different elements of flex-

ibility, in particular to stimulate internal
flexibility within firms if certain conditions
are met. This also implies an active involve-
ment of the social partners. Furthermore,

smoother transitions into stable employ-
ment for young people is a major challenge
which implies reconsidering dismissal pro-
tection on the one hand and the regulation
of fixed-term contracts and agency work
on the other. Finally, while unemployment
benefits should be adjusted to provide ap-
propriate protection in case of job losses
also for workers on flexible contracts,
policy makers should also counter any risks
of emerging long-term unemployment. To
achieve this, many participants empha-
sized the need for well-targeted and consis-
tently implemented activation and training
programs to speed up reemployment even
in hard times.

»  www.iza.org/link/OECD2011

Interdisciplinary IZA Workshop on Discrimination and Ethnicity

What is the extent of discrimination based
on ethnic identity? What are the roles of
stereotypes as opposed to prejudice in ob-
served discrimination? What are effective
policies to counteract stereotypes, preju-
dice and biases against particular ethnic
groups? These are some of the research
questions addressed by the participants
of the IZA Workshop on Discrimination
and Ethnicity, held at IZA in Bonn in Oc-
tober/November 2011. Funded

by the Thyssen Foundation, the

workshop featured speakers

from across the disciplines of
economics and psychology to

present and discuss methods

used in measurement of dis-
crimination in a variety of con-

texts. The event was organized

by IZA Senior Research Associ-

ate Zahra Siddique and 1ZA Di-

rector Klaus F. Zimmermann.

Within economics, discrimi-

nation is generally modeled

as arising due to preferences

against certain ethnic groups

or due to stereotypes regarding these
groups. Empirical literature has focused
on identifying the extent of discrimina-
tion, as well as the mechanisms underly-
ing observed discrimination. ldentifying
mechanisms has an impact on the kind
of policies that may be devised to com-
bat discrimination. Within the psychology
literature, the focus has been on explicit
and implicit forms of discrimination. The
literature in psychology mostly relies on
data from highly controlled laboratory ex-

periments to understand

the different forms of bias

against different ethnic

groups. The workshop

brought together research-

ers in both fields to pres-

ent, extend and complement methods
which may be used to combat discrimina-
tion.

In his keynote speech, David Neumark
(University of California, Irvine and IZA),
a pioneer in the use of field experiments
to measure discrimination in economics,
described the history of such experiments
(audits and correspondence studies). A
criticism of the use of these field experi-
ments has been that group differences in
the variance of unobservable productivity
can generate spurious evidence of discrim-
ination. During his presentation, David
described an unbiased estimate of dis-

crimination which uses
data from such a field
experiment and which
exploits variation in
applicant characteris-
tics that affect hiring.

Two studies examined discrimination by

using data from naturally occurring exper-

iments: Joseph Price (Brigham Young Uni-
versity and IZA) demonstrated
that simply raising awareness
of racial bias can have a dra-
matic impact on decision-mak-
ing by exploiting widespread
media coverage of racial bias
among NBA referees. Brian Ru-
bineau (Cornell University) used
data from repeated quasi-au-
dit studies of medical students
to disconfirm the role of ste-
reotypes in racial disparities in
medical care.

A set of studies used data

from field experiments on dis-

crimination: Liang Choon Wang
(Monash University) collected and used
data from an experiment using Craigslist
to find evidence of racial discrimination
in the U.S. apartment rental market. Dan-
Olof Rooth (Linnaeus University and IZA)
combined data from a field experiment
measuring whether recruiters exhibit dis-
crimination in hiring with recruiter perfor-
mance on implicit associations using the
Implicit Association Test (widely used in
social psychology) to show that automatic
processes may exert a significant impact

Institute for the Study of Labor | 1Z A COMPACT | December 2011




IZA EVENTS

R

on recruiters hiring decisions. UIf Rinne
(I1ZA) evaluated the impact of anonymous
job applications in the hiring of fresh PhD
economists on the academic job mar-
ket, finding that female applicants face
a disadvantage with anonymous job ap-
plications, and that certain professional
signals are weighted differently with and
without anonymization. Ruth Ditlmann
(Yale University) investigated discrimina-
tion against Latino customers in retail
stores in the United States as well as the
effectiveness of municipal identification
cards as a potential buffer against this
discrimination.

Another set of papers used data from
laboratory experiments to understand
the mechanisms driving discrimination:
Marie-Anne Valfort (University of Paris 1
Panthéon-Sorbonne) used a formal model

and data from experimental games to pre-
dict that the growing numbers of Muslims
would lead to significant reductions in
generosity of the rooted French towards
Muslims and that this would be driven
by the activation of rooted French preju-
dice against Muslims. Basit Zafar (Federal
Reserve Bank of New York) used data col-
lected from the trust and dictator games
in urban Pakistan to examine biases and
stereotypes across gender and social sta-
tus. Michele Belot (Nuffield College and
IZA) examined whether limitations in the
ability to remember people from other
races can explain differences in trust deci-
sions within and across race. Hilary Berg-
sieker (Princeton University) presented
evidence that high status groups come to
interethnic interactions with the goal of
being liked (to disconfirm the stereotype
of being bigoted) while low status groups

IZA Workshop on the Sources of Welfare and

In recent years, it has been argued,
among others by the Stiglitz Commis-
sion on the Measurement of Economic
Performance and Social Progress, that
alternative welfare indicators should
complement the GDP and other stan-
dard measures in order to provide a more
accurate assessment of a nation’s well-
being. Against this background, an IZA
workshop attracted some of the world’s
most renowned happiness researchers to
present new approaches to achieving this
goal. The workshop was co-organized
by IZA Program Director David G. Blanch-
flower (Dartmouth Col-

lege), Deputy Program

Director Andreas Peichl

(1ZA) and Acting IZA

Research Director An-

drew J. Oswald (Univer-

sity of Warwick).

In the first paper pre-

sentation, Bert Van Lan-

deghem (K.U. Leuven)

identified trends in well-being over time
for Germany, Britain and Switzerland.
While well-being slightly decreased in
these countries, a remarkable exception
is East Germany, where life satisfaction
increased overall and has considerably
caught up with West Germany. Arthur van
Soest (Tilburg University and 1ZA) ana-
lyzed life satisfaction among older Euro-
peans. The study showed, among other
things, that controlling for differences in
response scales has a substantial effect
on the comparison of the distribution of
life satisfaction among European coun-
tries. Eugenio Proto (University of Warwick)
examined the hump-shaped relation be-

tween income and life satisfaction. He
argued that neuroticism is responsible for
the decline of happiness with high income
and its increase for lower incomes, sug-
gesting that the effect is due to the psy-
chological cost of the gap between aspira-
tion and realized income.

Andrew Steptoe (University College London)
provided an epidemiological
tive on well-being and health. In a simi-
lar approach, Blanchflower and Oswald
evaluated the “pulse of the nation” and
illustrated that events like the 7/7 London

perspec-

bombings and the financial crisis had a
measurable impact on the heart rate of
Londoners. Emilia Simeonova (Tufts Univer-
sity) presented the first research to show
thatunconditional cash transfers can have
lasting long-term impacts on both labor
market and non-labor market outcomes
for the children of the affected families.
Richard P. Dorsett (NIESR) reported on the
results of a field experiment on well-being
and in-work benefits. Simon Jiger (Harvard
University and IZA) found a positive effect
of stock market returns on stock owner
well-being relative to the effect in the over-
all population.
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come to interethnic interaction with the
goal of being respected (to disconfirm the
stereotype of being low-skill or lazy). This
divergence in goals then leads to frustrat-
ing encounters, even in the absence of any
kind of discrimination. Hilary also pre-
sented her finding that members of low
status groups are less likely to trust out-
group members following interpersonal
trust betrayal, and that this is particularly
true if subjective closeness to out-group
members is low.

The papers presented during the work-
shop are downloadable from the IZA web-
site:

»  www.iza.org/conference_files/ETHN2011/

Well-Being

Thomas Deckers (University of Bonn and
IZA) studied the effect of real versus
nominal income on life satisfaction. The
analysis suggests that people do not per-
ceive money as neutral: the loss in life sat-
isfaction caused by a higher price level is
much larger than the gain in life satisfac-
tion induced by a corresponding increase
in nominal income. Anne C. Gielen (1ZA)
found that there is no direct link between
unhappiness and job finding, which helps
explain why activation policies are often
needed to bring unemployed back to work
more quickly. Claudia Senik (Paris School of
Economics and IZA)
shed light on the im-
portant  differences
in self-declared hap-
piness across coun-
tries of equivalent
affluence. Her study
showed that some of
the international het-
erogeneity in happi-
ness is due to psycho-
logical and cultural rather than economic
factors. Olga Popova (CERGE-EI) examined
life(dis) satisfaction and migration deci-
sions among people from Central and
Eastern Europe, while Olivier Bargain (Uni-
versity of Aix-Marseille Il and 1ZA) esti-
mated collective models using traditional
versus subjective data.

Ori Heffetz (Cornell University) looked
“beyond happiness and satisfaction”
to develop a national well-being index
based on stated preference. Lex Borghans
(Maastricht University and IZA) analyzed
heterogeneous preferences, female labor
participation and life satisfaction. Erik
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Schokkaert (K.U. Leuven) demonstrated
the importance of individual preferences
for welfare state provisions and their per-
ceived fairness. This theoretical finding
was supported by an empirical study pre-

sented by Dirk Neumann (1ZA). Likewise,
Koen Decancg (University of Antwerp) ar-
gued that preferences should be taken
into account when measuring multidi-
mensional poverty.

The presented studies are downloadable
at:

»  www.iza.org/link/wellbeing2011

IZA/DFID Program “Growth and Labor Markets in Low Income Countries”
David Lam Appointed Program Director — Call for Proposals Published

David Lam (University of Michigan) has
been appointed as Program Director for
the new research program on Growth and
Labor Markets in Low Income Countries,
a collaboration between the United King-
dom Department for International Devel-
opment (DFID) and IZA (see last issue of
IZA Compact).

The objective of the new program is to im-
prove knowledge on labor market issues in
low-income countries through the funding
of scientific research and capacity build-
ing activities. A major goal is to provide
evidence that will improve labor market
policies. The program will allocate over
10 million euros to fund peer-reviewed
research projects based in institutions
around the globe.

David Lam is a renowned researcher in the
field of economic demography and devel-
opment, with publications in top journals
such as the American Economic Review
and the Journal of Development Econom-
ics. He is Professor in the Department
of Economics and Research Professor in

the Population Studies Center, University
of Michigan. He was elected as the 2011
President of the Population Association
of America. He has previously worked as
independent expertin a number of capaci-
ties, including as consultant and organizer
for the World Bank, the United Nations
Population Division, the Inter-American
Development Bank, and the South Africa
Office of the Presidency.

As IZA Program Director, Lam will provide
the intellectual leadership of the program.
This includes the identification of re-
search gaps and specification of research
areas for the calls for proposals. He will
also lead the monitoring and evaluation of
funded research projects, and the synthe-
sizing of results of the program.

“This program is an ambitious investment
in improving our understanding of how
labor markets work in the world’s poor-
est countries. The program will engage
top economists in the world to study la-
bor market imperfections, obstacles to
productive employment, and gender gaps

in employment
opportunities.
The results will
lead to better
policies that
will improve
the  prospects
for  economic
growth and pov-
erty alleviation
in these coun-
tries,” said Lam.

The Department for International De-
velopment (DFID) is a United Kingdom
Government’s Department, which was
established in 1997. DFID’s goal is to pro-
mote sustainable development and elimi-
nate world poverty, leading the UK’s fight
against world poverty.

The first call for proposals for the GLM |
LIC program was published in early De-
cember. For further information visit the
program website:

»  htep://glm-lic.iza.org

Comparative Study on Labor Relations in Germany and Brazil

In November 2011, IZA Deputy Director
of Labor Policy Werner Eichhorst, together
with José Pastore, professor of Industrial
Relations at the University of Sao Paulo,
presented a joint study (co-authored with
IZA Research Associate Paul Marx) at semi-
nars organized by the Chamber of Com-
merce of the State of Sao Paulo (Feco-
mércio) and the National Confederation
of Brazilian Industry (CNI) in Brasilia as
well as before the Labor Committee of the
Lower House of Brazilian Parliament.

The study, supported by Bradesco, a major
bank in Brazil, compares labor market insti-
tutions and dynamics in Germany and Bra-
zil with particular emphasis on the role of
dismissal protection, flexible contracts, un-
employment benefit systems and collective
bargaining. Brazilian discussants, among
them leading members of the business com-
munity, trade union leaders and represen-
tatives of both chambers of the Brazilian
Congress, were particularly interested in

Werner Eichhorst (2nd from left) with Brazilian policymakers and business leaders

learning more about the beneficial role of
internal flexibility regarding working time
and wages at the plant level which helped
stabilize employment during the 2008-09
crisis in the German manufacturing sector.

The English version of the study is down-
loadable as IZA Discussion Paper No. 6137.
The paper is also available in Portuguese.

»  http://ftp.iza.org/dp6137.pdf
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International Study Finds No “Welfare Migration” Within EU

According to a comprehensive study of
19 European countries over a period from
1993 to 2008, national differences in
unemployment benefits have no impact
on migration flows within the European
Union. Contrary to widespread prejudice,
benefit generosity overall does not influ-
ence the individual decision to migrate.
For non-EU immigrants only a small, sta-
tistically insignificant effect was found.

IZA Director Klaus F. Zimmermann called
it “a popular myth that scores of immi-
grants come to take advantage of the wel-
fare state.” While such cases exist, they
are rather due to ill-designed immigration
policies than to generous public benefits,
said Zimmermann. The results from the
study were widely published in German
and international media.

Corado Giulietti
Martin Guzi

Moartin Kahanec
Klaus F. Zimmermann

Unemployment Benefits and
Immigration:
Evidence from the EU

IZA Discussion Paper No. 6075
http://ftp.iza.org/dp6075.pdf

Zimmermann Supports German Initiative to Attract
Skilled Workers from Southern Europe

IZA Director Klaus F. Zimmermann supports
the initiative by Germany’s Economics
Minister Philipp Résler to recruit high-skilled
workers from southern European countries
that are facing high rates of unemploy-
ment. Both Europe and Germany could
benefit from this plan, Zimmermann told
the German business daily Handelsblatt.

Since the introduction of the euro took away
the instrument of exchange rate flexibility,

it was clear that labor mobility would be
needed as a channel of adjustment for re-
gional disparities. “The eurozone states not
only failed to meet the deficit targets, they
also failed to stimulate mobility between the
national labor markets,” said Zimmermann.
He had already argued previously that Ger-
many neglected a great opportunity by
closing its borders to labor migration from
eastern European countries during the first
years after EU enlargement.

Start-up Subsidies for the Unemployed:
Successful Policy Instrument

A new study by Marco Caliendo (Univer-
sity of Potsdam and IZA), Jens Hogenack-
er, Steffen Kinn (both 1ZA), and Frank
Wiellner (IAB) finds that Germany’s
start-up subsidies for the unemployed
result in high survival rates and low
deadweight losses. Contrary to common
perception, the money seems well spent:
After 19 months (four months after the
maximum program duration), the start-
up survival rate is 75-84 percent. With an
additional 7-12 percent of participants
back in regular employment, this results
in an overall labor market integration
rate of up to 94 percent.

With an additional 7-12 percent of partici-
pants back in regular employment, this re-

sults in an overall labor market integration
rate of up to 94 percent.

The average net monthly income gener-
ated from the start-up is around 2,500
euros for men (well above comparable
employees) and 1,670 euros (slightly less
than an average employee, but still suffi-
cient to live without additional transfers).
Also, deadweight losses are much lower
than often assumed. While 47 percent
of the previously unemployed - looking
back on a successful start-up - claim they
would have gone into self-employment
anyway, about 70 percent state they
would not have made it through the first
six months without the subsidy. Accord-
ingly, the study estimates the rate of po-

IZA Director Advises Chinese Government

IZA Director Klaus F. Zimmermann has been
selected as a Member of the Advisory Com-
mittee of the China Institute of Income
Distribution Studies at Beijing Normal Uni-
versity. The Committee assembles distin-

guished national and international experts
in the field of income distribution and pov-
erty studies. Professor Zhao Renwei, Honor-
ary Fellow of Chinese Academy of Social
Sciences is Chairman of the Committee.
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Zimmermann added: “Mobility is tradi-
tionally low in Europe. It should not take
government intervention to get jobless
skilled workers from southern Europe to
come to Germany at least temporarily.
The common market and existing ethnic
networks should do the trick. But the re-
luctance even among high-skilled workers
to move within the EU shows that much
remains to be done in terms of European
integration.”

tentially successful entrepreneurs without
government support at about 19 percent.
The authors argue that policymakers seem
to overestimate the deadweight effect and
underestimate the positive impact on en-
trepreneurial success.

Marco Caliendo
Jens Hogenacker
Steffen Kiinn
Frank Wiefner

Alte Idee, neues Programm:
Der Griindungszuschuss als
Nachfolger von Uber-

briickungsgeld und Ich-AG

IZA Discussion Paper No. 6035
http://ftp.iza.org/dp6035.pdf
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The Institute concentrates on studying la-
bor market issues in China and provides
policy recommendations to the Chinese
government.
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Green Energy and the Labor Market

After the German government coalition announced
its nuclear energy phase-out this spring, green
technology has been hailed as the future job en-
gine. According to many pundits, environmental
protection could soon become Germany’s leading
industry - employing more people than automobile
and machinery manufacturing combined.

But will the new energy policy really have such a
huge impact on the labor market? So far this is
wishful thinking based on largely unfounded as-
sumptions. There has been hardly any thorough
scientific assessment, much less an employment

that giving up nuclear energy might threaten the
competitiveness of German industry - especially
in energy-intensive sectors - with dramatic conse-
quences for the labor market.

For the “energy turnaround” to become a success
story with green jobs booming, German firms need
high-skilled specialists - and they need them fast.
This is one of the reasons why the official target
to increase the share of renewable energies to 35
percent of by 2020 is very ambitious. A shortage of
specialists in the solar and wind energy sectors is
already apparent today. The same is true for elec-

policy to support these ambitious goals.
The federal government has now decided

trical engineering. New technologies
also require trained craftsmen who run

. . German juire
to accompany the redesign of its energy . and maintain them.
and environmental policies with a sci- f!rms n'eed
entific evaluation process. This was the high-skilled This poses a great challenge to univer-
right thing to do because rigorous evalu- specialists — sity education and vocational training.
ation is the only way to reveal economic  gnd they need The green markets can only flourish
and social adjustment problems early them fast. with an abundance of qualified and cer-

enough.

tified personnel. But even if universities

Particularly with regard to the labor market, the
optimistic expectations can only be realized if the
energy policy goals are aligned with employment
policy. In this context, four key questions must be
answered: What conditions must be met for the
new energy policy to become a job engine? How
will employment change - not only in quantitative
but also in qualitative terms? What is the scope of
skilled labor shortages in these relatively new oc-
cupations? How does education and training need
to reflect the changing qualification requirements?

A sound assessment of the employment situation
should also account for the often-voiced concerns

Managing Editors:

were to establish new specialized fields
of study, it would take years for the first graduates
to enter the labor market.

At this point, the labor marketis clearly ill-prepared
for the new opportunities ahead. If this does not
change quickly, the heralded “job miracle” might
well turn into a “job disaster”.
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