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For the f irst time since 1999, the Annual Con-
ference of the European Association of La-
bour Economists (EALE) is held in Germany 
again this year (September 20-22). The selec-
tion of Bonn as the conference venue is not a 
coincidence. The former German capital has 
a strong international reputation as a City of 
Science. Bonn is also home to IZA, host and 
co-organizer of the EALE 2012 Conference. 

IZA is pleased to accept this great honor, 
given the institute’s traditionally close ties 
with EALE. Like hardly any other research 
institute in the world, IZA concentrates ex-
clusively on the analysis of the global labor 
markets and labor market policy advice. For 
this purpose, IZA cooperates with many 
other institutions, think tanks and societies 
like EALE. With over 1,200 fellows and af-
f iliates, many of whom are also EALE mem-
bers, IZA runs the world’s largest research 
network in economic science.

Headquartered in Bonn, IZA serves as a vir-
tual center in labor economics with a global 
reach and extensive online services that pro-
vide scholars around the world with excel-
lent opportunities for research collabora-
tion. In particular, IZA’s International Data 
Service Center (IDSC) offers remote com-
puting with a number of datasets that are 
relevant for labor market research. 

Part of IZA’s mission is to foster and acceler-
ate the exchange of knowledge. The IZA Dis-
cussion Paper Series with close to 7,000 pa-
pers to date is widely recognized as the most 
influential working paper series in the f ield. A 
new attractive option for researcher to pub-
lish their f indings in peer-reviewed outlets is 
IZA’s new series of f ive Open Access Journals 
(see last issue of IZA Compact), which offers 
a fast referee process and free paper access 
from all over the world. The IZA Journal Se-
ries ideally complements the existing EALE 
and IZA print journals.

IZA also aims at adding momentum to the dy-
namic field of labor economics by constantly 
initiating new projects and organizing a vari-
ety of workshops and conferences. For young 
scholars, in particular, IZA offers a number 
of activities, including the European Summer 
School in Labor Economics, and – similar to 
EALE – a Young Labor Economist Award. 

Owing to substantial support from the 
Deutsche Post Foundation, IZA’s research 
activities are completely independent from 
political or corporate agendas. They are solely 
based on the premise to find the best solu-

“EALE and IZA share the same 
goal of improving the quality of 
labor economics research. It is 
wonderful that IZA is hosting 
the 2012 EALE conference.”

Jan C. van Ours 
Tilburg University, President of EALE

TAX MODEL FOR GERMANY
A new IZA study proposes an inte-
grated system of income taxation 
and social security contributions 
that would be simple, eff icient and 
fair at the same time.  Page 10

YOUTH UNEMPLOYMENT
Given the recent rise of youth un-
employment in many countries, the 
question how to better integrate the 
young in the labor market is a major 
policy concern and the topic of an IZA 
workshop. Page 9

ETHICS RULES IN SCIENCE
In his op-ed, IZA Director Klaus F. 
Zimmermann explains why IZA has 
been one of the f irst economic re-
search institutions to adopt a code 
of ethics.  Page 12

“Our Bonn region of science and 
research is characterized by an 
excellent academic landscape, 
featuring internationally active 
research institutes and global 
scientific institutes like the United Nations 
University and, in the very near future, the 
Intergovernmental Platform on Ecosystem 
Services IPBES. Numerous forms of 
cooperation between internationally active 
enterprises headquartered here and our 
scientific and research institutions make 
use of the mutual transfer of innovation in 
science and business. The Institute for the 
Study of Labor (IZA) is such a successful 
example. We are pleased that IZA is hosting 
the EALE 2012 Conference, providing 
international scientists with the opportunity 
for intense scientific exchange and for 
becoming acquainted with Germany’s United 
Nations city and its numerous facets.”

Jürgen Nimptsch 
Mayor of Bonn
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Among the hot topics of the conference 
are temporary work and f ixed-term em-
ployment. An expert panel including Hilmar 
Schneider, IZA Director of Labor Policy, dis-
cusses the German “job miracle” and the 
role of temporary work, which has been 
among the fastest growing segments of 
the German labor market since the major 
reforms were initiated in 2003. This raises 
the questions: Will temporary jobs displace 
regular jobs? Will they dominate the labor 
market of the future? Does this call for leg-
islative action, e.g. to guarantee equal pay? 
Another session led by IZA Program Direc-
tor Marco Caliendo (University of Potsdam) 
sheds light on the role of temporary work 
and f ixed-term employment as a bridge 
into regular employment. The presenta-
tions include country studies from the 
United States, Denmark and Germany.

Chaired by long-time IZA Research Fellow 
and current EALE President Jan van Ours 
(Tilburg University), another session is dedi-
cated to “Unemployment Benefits during 
the Great Recession.” It addresses the ques-
tion whether an unemployment insurance 
system should have automatic cyclical ad-
justments in terms of generosity. A session 
chaired by Corrado Giulietti (IZA Deputy Di-
rector of Research) provides an overview on 
the most important labor market challenges 
in China, ranging from the mass rural-to-ur-
ban migration to returns on education and 
discrimination in hiring (see page 5 for more 
on IZA’s China activities). New findings 
from “The Economics of Happiness and Un-
happiness” are presented by world-leading 
experts in the field, including IZA Research 
Director Andrew J. Oswald.

IZA Director Klaus F. Zimmermann: “The on-
going crisis in Europe forces us to come up 
with strategies to make our labor markets 
more open and flexible. This is the key to a 
dynamic new Europe. Given the major dif-
ferences that still exist between the national 

track in economic and labor market terms. 
The successful reforms are the main rea-
son why the German labor market remains 
relatively unharmed by the crisis. In retro-
spect, the reform packages – implemented 
with enormous speed and scope – funda-
mentally reshaped the rigid German wel-
fare state and created stronger behavioral 
incentives. At the same time, successful 
labor market institutions, such as Ger-
many’s dual system of vocational training, 
remained largely unchanged.

Germany’s route to success is currently 
admired around the world. And even if 
many “typically German” policy elements 
cannot easily be transferred to other 
countries, the German example should en-
courage other European countries to fol-
low a similar – sometimes painful – reform 
path. With the right amount of political 
determination, comparable results could 
be achieved in the not too distant future.

Against this background, the EALE 2012 
Conference features a number of highly 
topical sessions and attracts around 450 
researchers – the largest number of par-
ticipants ever. This must be attributed to 
the strong efforts of the EALE Program 
Committee, which consists of nearly 50 
renowned economists, most of whom are 
also IZA Research Fellows.

The f irst keynote speech of the conference 
is given by Sandra Black (University of Texas 
at Austin), entitled “On the Other Side of 
the Glass Ceiling: The Effect of Women at 
the Top.” In a second speech, David Autor 
(MIT) analyzes “The Impact of Trade and 
Technology on Task Demands: Evidence 
from Local Labor Markets.” The third key-
note speaker, Enrico Moretti (University of 
California, Berkeley), winner of the 2006 
IZA Young Labor Economist Award, will 
give the Adam Smith Lecture on “The Ge-
ography of Wages, Productivity and Jobs.”

tions for today’s labor market problems. 
This objective is also shared by the members 
of EALE, the oldest and largest European 
society of labor economists. The successful 
partnership of EALE and IZA in organizing 
this year’s conference can therefore serve as 
an example for future collaboration.

EALE 2012: Hot Topics

This year’s EALE conference comes at a 
time of great economic uncertainty and 
dramatic unemployment rates, particu-
larly among young people, in many Eu-
ropean countries. Finding answers to the 
most pressing questions in labor econom-
ics therefore seems more important than 
ever. One of the few countries that have 
so far weathered the economic and f inan-
cial crisis quite well is Germany. Not so 
long ago called the “sick man of Europe”, 
Germany now serves as a model for many 
other EU countries. It should not be over-
looked that a series of highly disputed la-
bor market reforms have been implement-
ed with remarkable political courage since 
2003. These reforms have shown that it is 
possible for ailing countries to get back on 

Number of EALE Conference Participants 2000 – 2012
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Marco Caliendo
Jens Hogenacker

The German Labor Market after the Great 
Recession: Successful Reforms and Future 
Challenges

IZA Discussion Paper No. 6810 
http://ftp.iza.org/dp6810.pdf

Ulf Rinne 
Klaus F. Zimmermann

Another Economic Miracle? 
The German Labor Market and 
the Great Recession

IZA Discussion Paper No. 6250 
http://ftp.iza.org/dp6250.pdf

forthcoming:  
IZA Journal of Labor Policy 2012, 1(3)
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The 2012 IZA Prize in Labor Economics is awarded 
to Richard Blundell (University College London 
and IFS) for his path-breaking contributions to the 
econometric analysis of labor markets and public 
policy reforms. Professor Blundell has played a 
major role in the development of modern labor 
and policy analysis. His work is characterized by 
a focus on pressing questions in economic policy, 
the development of cutting-edge econometric 
methods to tackle such questions, and painstaking 
analysis of micro data. Blundell’s contributions 
laid the foundations for the modern economic 
analysis of labor supply, consumer behavior, and 
policy reforms. His work has been enormously 
influential in the worldwide debates about tax and 
welfare reforms over the past decades.

Richard Blundell has provided some of the most significant 
contributions to the econometric analysis of labor supply. 
Among his early work was a seminal paper with Richard Smith in 
which they provided a novel test for endogeneity in econometric 
models (Econometrica, 1986). The test signified a crucial 
advancement in addressing important empirical questions, for 
instance, regarding the relationship between household income 
and female labor supply. Richard Blundell’s work has greatly 
enhanced our understanding of how taxation and social policy 
influence individuals’ labor market behavior. Blundell did not 
only help develop a new theoretical framework for understanding 
labor supply reactions to policy changes. He also complemented 
the theoretical analysis by developing the necessary instruments 
for careful empirical analysis, and he applied these tools to real-
world policy questions. His paper with Alan Duncan and Costas 
Meghir (Econometrica, 1998) is exemplary of this approach. The 
authors developed novel methods to examine how household 
labor supply responds to tax reforms, and used these methods 
to estimate the reactions to the UK policy reforms in the 1980s. 

Richard Blundell also made fundamental contributions 
to studying labor supply and consumer demand in an 
integrated, unifying framework. His approach offered a 
dynamic perspective, taking into account that consumption 
smoothing over the life-cycle and labor supply are inherently 
linked. More recently, Blundell has also been concerned with 
economic inequality and the changes in income distributions. 
He made important methodological contributions that have 
advanced the econometric modeling of such dynamic issues. 
Furthermore, Blundell was among the f irst to explicitly take 
individual-level heterogeneity into account when assessing 
actual policy problems. 

In addition to his academic contributions, 
Richard Blundell has made a compelling 
case for more evidence-based research and 
policy advice. He has taken a leading role 
in demonstrating the importance of giving 
researchers enhanced access to micro data for 
their research. Throughout his career, Blundell 
has intensely engaged in the policy debate. 
From 2006 until 2011, he served as co-editor 
of the inf luential Mirrlees Review. In this role, 
he provided practical recommendations for 
improving UK tax policy and helped develop the 
pillars of an eff icient modern tax system. His 
enduring commitment to research and policy 
make Blundell a role model for combining 
academic strength with policy relevance. 

Richard Blundell currently holds the David Ricardo Chair 
of Political Economy at University College London and is 
Research Director of the Institute for Fiscal Studies, where he 
is also Director of the ESRC Centre for the Microeconomic 
Analysis of Public Policy. He is a Commander of the British 
Empire, Fellow of the Econometric Society and of the British 
Academy, and Honorary Member of the American Economic 
Association and the American Academy of Arts and Science. 
In 1995, he was awarded the Yrjö Jahnsson Prize for his work 
in microeconometrics, labor supply and consumer behavior; in 
2000, he received the Frisch Medal by the Econometric Society 
for his 1998 Econometrica paper with Alan Duncan and Costas 
Meghir. Blundell has delivered numerous distinguished lectures, 
and he holds honorary doctoral degrees from the Universities of 
St. Gallen, Bergen, and Mannheim. He is the current president 
of the Royal Economic Society, and past president of the 
Econometric Society, the European Economic Association, and 
the Society of Labor Economists. He also served as co-editor for 
journals such as Econometrica, the Journal of Econometrics, 
and the Review of Economic Studies.

The IZA Prize in Labor Economics 2012 honors the work of 
an eminent scholar who has greatly shaped our view on labor 
market analysis and economic policy. 

August 2012

labor markets of the EU member countries, 
the exchange of knowledge and experience 
with labor market reforms is vital for the 
design of effective labor market reforms in 
the crisis countries. In this respect, the EALE 
Conference is not just of academic, but also 
of political importance.”

Highlight: IZA Prize Ceremony

An integral part of this year’s conference 
program is the Award Ceremony for the 
2012 IZA Prize in Labor Economics, which 

goes to Richard Blundell (University College 
London) for his path-breaking contributions 
to the econometric analysis of labor markets 
and public policy reforms (see Award State-
ment below ). Blundell has played a major 
role in the development of modern labor and 
policy analysis. His work is characterized by 
a focus on pressing questions in economic 
policy, the development of cutting-edge 
econometric methods to tackle such ques-
tions, and painstaking analysis of micro 
data. Blundell’s contributions laid the foun-
dations for the modern economic analysis of 

labor supply, consumer behavior, and policy 
reforms. The volume contributed by Richard 
Blundell to the IZA Prize Book Series is al-
ready forthcoming.

Richard Blundell

2012 IZA Prize in Labor Economics 
Award Statement

Richard Blundell 

Taxation and Labor Supply

edited by Andreas Peichl and 
Klaus F. Zimmermann

Oxford University Press

(forthcoming 2013)

George A. Akerlof
Marco Caliendo
Richard Portes

Jan Svejnar
Klaus F. Zimmermann
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programs (like training) and a negative im-
pact of punitive measures (like sanctions), 
as Patrick Arni (IZA) shows in his analysis of 
Swiss register data. Interestingly, the policy 
regime – i.e. the fact that some unemploy-
ment insurance agencies use more support-
ive programs and others more punitive ones 
– affects as well the earnings of job seekers, 
independently of whether they finally got 
treated or not. The question whether eligi-
ble workers claim unemployment insurance 
at all was analyzed by Sylvie Blasco (GAINS, 
University of Maine and IZA). A large frac-
tion of workers in France does not take up 
their insurance rights. It turns out that the 
claiming effort and costs, which are relative-
ly high in France, are a crucial reason for this 
phenomenon – many people rather invest di-
rectly in job search than in claiming efforts. 
Less job search effort, on the other hand, 
seems to be caused by the recently increased 
maximum duration of unemployment ben-
efits in the U.S. Ioana Marinescu (University 
of Chicago and IZA) analyzed data of a large 
employment website, which shows that this 
reform seems to have led the job seekers to 
file job applications less frequently.

The exact design of social insurance regu-
lations is crucial, as the contribution by 
Erzo Luttmer (Dartmouth College and IZA) 
revealed. Strengthening the accessibility 
and eligibility conditions of disability in-
surance in the Netherlands led to “social 
support shopping”: People shifted to other 
social insurance programs like unemploy-
ment insurance or social assistance. Un-
intended effects of regulations can also be 
found in other f ields of life: Colin P. Green 
(Lancaster University) demonstrated that 
increased bar opening hours in England 
and Wales increased worker absenteeism, 

The amount of household production is 
also dependent on the racial composition 
of couples: J. Ignacio Gimenez Nadal (Univer-
sity of Zaragoza) f inds in his analysis of 
the American time use survey that women 
dedicate more and men less time to house-
work when being in black-white couples, 
compared to non-mixed couples.

Female labor force participation could also 
be driven by housing prices, as William John-
son (University of Virginia) pointed out in 
his contribution. The evidence, however, 
does not support the hypothesis of a caus-
al impact of higher house prices on female 
labor supply, as he f inds. Volunteering, on 
the other hand, turns out to have a posi-
tive effect on the probability of getting a 
full-time job offer as well as on the wage 
level of the offer. Robert Sauer (University 
of Bristol and IZA) f inds, moreover, that 
adverse selection plays an important role 
in the decision to volunteer: Women who 
are highly educated but show low market-
productivity volunteer most often. Specif ic 
selection patterns could potentially also 
explain the observation that the wage gap 

between genders tends to become smaller 
over time: The increased labor force partic-
ipation of women may be mostly driven by 
females with higher labor market abilities. 
Cecilia Machado (Getulio Vargas Foundation 
and IZA) f inds, however, that this positive 
selection is unlikely to explain the entire 
convergence of the wage gap.

To what degree are the earnings of workers 
affected by the labor market policy pro-
grams they followed during their spell of 
unemployment before? There is a relevant 
and persistent positive impact of supportive 

In addition to its European activities, IZA 
has always made strong efforts to bring 
together labor economists from both sides 
of the Atlantic in order to stimulate the in-
ternational discussion on cutting-edge la-
bor market research. In this spirit, a joint 
meeting with the members of IZA and the 
Society of Labor Economists (SOLE) was 
initiated a decade ago. The venture devel-
oped into a successful series, with the 11th 
edition of the Transatlantic Meeting held in 
Buch/Ammersee earlier this year.

Since the launch of the first Transatlantic 
Meeting, Daniel S. Hamermesh (University of 
Texas at Austin and IZA) played a major role 
as an inspiring and effective co-organizer 
of the events. This year, Dan served in this 
function for the last time. With his bound-
less creative energy and uplifting spirit, he 
crucially shaped the reputation, vivacity and 
atmosphere of the joint meetings. IZA would 
like to thank Dan warmly for his exceptional 
commitment over the past ten years. He 
leaves a firm base for a long-lasting continu-
ation of the success story of the IZA/SOLE 
Transatlantic Meetings.

This year’s program – co-organized by Dan 
A. Black (University of Chicago and IZA), 
Marco Caliendo (University of Potsdam and 
IZA), and Daniel S. Hamermesh – featured 
a broad variety of labor-related topics. The 
constantly high rate of submissions – only 
10 percent of the papers could be accepted 
for presentation – ensures an exceptionally 
high academic quality of the conference. 

Jungmin Lee (Sogang University and IZA) 
looked at the question what people would 
do with a “gift of time” if, for instance, 
the government decides to reduce weekly 
working hours. After legislative changes 
in Japan around 1990 and in Korea in the 
early 2000s, the people took the gift of 
time literally and spent it mainly on leisure 
(most prominently on watching TV) and on 
personal maintenance. Interestingly, they 
invested only very small amounts of the ad-
ditional free time in household production.

Spending less time on household produc-
tion was possible due to a reform in the 
early 1990s in Spain, which brought uni-
versal provision of free child care for 3-year 
olds. Nuria Rodriguez-Planas (IZA, IAE-CSIC 
and Universitat Pompeu Fabra) showed 
that this leads to a sizable increase in em-
ployment and hours worked by mothers 
with children of eligible age. These posi-
tive effects are quite persistent over time. 

IZA Cooperation with the Society of Labor Economists (SOLE): 
11th Transatlantic Meeting

Participants of the 11th IZA/SOLE Transatlantic Meeting of Labor Economists
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from his presented study that air pollution 
negatively affects the school performance 
of 2nd through 6th grade students in Cali-
fornia. Given that low-income children 
tend to live in high pollution areas, this re-
sult may be relevant for the issue of social 
inequality. The results of Fruehwirth’s work 
suggest that grade repetition in school 
fails, in most cases, to yield the desired re-
sult: it is not an eff icient policy for raising 
the performance of low achieving students.

Migration devaluates human capital. A 
historical example was analyzed by Thomas 
Bauer (RWI and IZA) who follows up the 
economic integration of forced migrants, 
the population of Germans who were ex-
pelled from Eastern Europe after World 
War II. His research shows that these mi-
grants did worse in post-war Germany 
than the locals. Migrants are confronted 
with the question whether to stay in the 
host country or to return back home. The 
fact that return migration is a non-random 
event has often been ignored so far when 
comparing wage achievements of migrants 
and locals. Costanza Biavaschi (IZA) takes 
this explicitly into account by construct-
ing the wage distribution for the case that 
all Mexican immigrants were to stay in the 
U.S. and no one returned. The result is that 
the returnees are mostly high wage earn-
ers; they are, however, weaker in observed 
skills than the stayers. Failure to consider 
this selection issue may result in an under-
statement of the performance of return 
migrants. Brian Cadena (University of Colo-
rado, Boulder) also focused on Mexican-
born migrants. He shows that they reacted 
to some degree on the U.S. housing crisis 
by moving into regions where the declines 
in the construction industry were smaller.

The presented papers are available at: 
 www.iza.org/link/TAM2012

correlated to the moves of the CEO’s pay – 
whereas this link could not be found for non-
management workers. Macis demonstrates 
in his research that female leadership has a 
specific impact on firm performance and 
the size of gender gaps in wages and pro-
motions. The executives’ labor market was 
as well in the focus of the presentation by 
Paul Oyer (Stanford University). His analysis 
of recruiting information for students at a 
known MBA school revealed that the firms’ 
search proceeds like capital investment deci-
sions: Either the specific performance (suc-
cessful industry experience in the case of 
executives) must be observable or the firm 
aims at trying out a candidate that made a 
good impression (high general ability) on a 
probationary basis.

Human capital building was an important 
issue at the Transatlantic Meeting, not only 
at the MBA level. W. Craig Riddell (University 
of British Columbia and IZA) focused in his 
contribution on exploring the mechanisms 
behind the clear and proven link between 
education and individual earnings. Using 
Canadian data he provides evidence that 
formal schooling exerts a substantial effect 
on cognitive skills like numeracy, literacy and 
problem-solving; these, in turn, affect earn-
ings. Another important source of cognitive 
and non-cognitive skills is intergenerational 
transmission, as Silke Anger (DIW Berlin and 
IZA) demonstrates using the German SOEP. 
Interestingly, the intergenerational correla-
tion is much stronger for cognitive than for 
non-cognitive skills, suggesting that the lat-
ter are more easily influenced by external 
entities, such as school or society.

John C. Ham (University of Maryland and 
IZA) and Jane Cooley Fruehwirth (Cambridge 
University) identif ied further mechanisms 
that are important for successful human 
capital building in school. Ham concluded 

whereas reduced opening hours reduced 
absence in Spain. His results suggest that 
alcohol expenditure increased due to the 
longer opening hours, with negative effects 
on health.

Aaron J. Sojourner (University of Minnesota 
and IZA) and Jason Lindo (University of Or-
egon and IZA) also provided health-related 
contributions to the conference. Sojourner 
explored the impact of unionization on 
employment levels, care quality and wages 
in U.S. nursing homes. He f inds positive 
effects of unions on service productivity: 
staff ing levels are lower, with no decline 
in care quality. Lindo’s contribution fo-
cused on the importance of accounting for 
the fact that information like birth weight 
or dates usually produce “heaped” data, 
i.e. are discontinuously measured. Such 
data “heaps” may, for example, confuse 
the causal analysis of the effect of birth-
weight-related treatments on infant health.

The worker-firm relation is not only shaped 
by unions but also by the mutual matching 
decision between potential employers and 
employees. Cristian Bartolucci (Collegio Carlo 
Alberto) finds evidence in his study of the 
Veneto Region in Italy that there is indeed 
positive sorting: more productive workers 
move to better firms. Jennifer Brown (North-
western University) demonstrated, using the 
ATP tennis tour as an example, that tourna-
ments not always reach their aim to identify 
the best as the winner. This may be relevant 
for competitions among construction firms 
or investment banks or for personnel tour-
naments to find a CEO. The interaction be-
tween executive’s and firm’s performance 
was analyzed in the contributions of Brian 
Bell (London School of Economics) and 
Mario Macis (Johns Hopkins University and 
IZA). Bell shows for the UK that increases 
or decreases in the firm value were clearly 

ed that this traditional event is a preferred 
platform for knowledge exchange of topical 
labor issues. While the labor market situa-
tion in China differs profoundly from other 
countries, key challenges are very similar 
and researchers can learn from each other 
by comparing their works and by exchanging 
views on relevant policy issues. 

Among the most pressing issues in the agen-
da of policy makers in China is the rapid 
change in labor outcomes, a topic covered 
by the papers presented by Du Yang (CASS) 
and Hartmut Lehmann (University of Bologna 

research on these issues and to compare 
these studies with those based on other la-
bor markets, such as Europe and the U.S. 
The fourth edition of this workshop took 
place in Bonn on July 20-21 and was at-
tended by scholars from Chinese, Europe-
an and U.S. institutions. The major issues 
covered were wage and employment condi-
tions, income distribution, well-being, mi-
gration, health and education. 

In their welcoming remarks, Xiangquan Zeng 
(Renmin University of China and IZA) and 
IZA Director Klaus F. Zimmermann highlight-

Parallel to its rise as a global player in the 
world economy, China is experiencing sub-
stantial demographic changes and a steady 
structural change towards a market econo-
my. As these phenomena pose major chal-
lenges for the Chinese labor market, they 
are at the center of the policy debate within 
the Chinese government, but also the focus 
of many researchers worldwide. 

An IZA workshop co-organized with the 
Center for Employment Research in China 
(CIER) at Renmin University of China aims 
at bringing together scholars to discuss 

CIER/IZA Workshop in Bonn: 
Experts Discuss Key Labor Market Issues in China
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China was given by Núria Rodríguez-Planas 
(IZA, IAE-CSIC and UPF). Her study, based 
on randomized evaluation, showed that 
a program offering mentoring services to 
improve school outcomes and reduce risky 
behavior was extremely successful among 
those youths with higher chances of being 
drug users. Strikingly, the program was un-
successful among less risk-prone youths as 
it increased their probability of engaging in 
risky activities during high school. 

The program also included presentations on 
other key issues such as poverty and health. 
Zhong Zhao (Renmin University of China and 
IZA) presented the results of a study on ur-
ban poverty at the household and commu-
nity level in China. His results indicate that 
education at the household level is a major 

determinant of poverty incidence, while 
the relationship between community 
poverty and community infrastructure is 
weak. The presentation by Hong Liu (Cen-
tral University of Finance and Econom-
ics) outlined the features of a recent sub-
sidized voluntary public health insurance 
program in China. Her estimation of the 
program impact on health care utiliza-
tion and expenditure showed that the 
policy significantly increased the utiliza-
tion of formal medical services. This em-
pirical paper was complemented by the 
theoretical work by Hao Zhang (Univer-
sity of Hawaii at Manoa), who presented 

the simulation results of a model where the 
health investment depends crucially on the 
various decisions and trade-offs faced over 
the life cycle.

As a concluding presentation, Corrado Gi-
ulietti and Martin Guzi outlined the features 
of the RUMIC data, a new dataset available 
at the IZA International Data Service Center 
(IDSC) on which several papers presented in 
the workshop were based. The presentation 
was an important opportunity for dissemi-
nating news and updates on the current and 
future activities with the RUMIC data.

The success of this year’s CIER/IZA work-
shop is a strong encouragement for fur-
ther expanding IZA’s research portfolio 
on China. The institute has also organized 
sessions on China at the EALE Conference 
in Bonn (see the f irst article in this issue of 
IZA Compact) and the ASSA meeting in 
San Diego in January 2013. Furthermore, 
IZA researchers are currently involved in an 
exchange program sponsored by the Euro-
pean Union, which involves Renmin Univer-
sity of China and CERGE in Prague.

The papers presented at the workshop are 
downloadable at:

 www.iza.org/link/CIER2012

Three presentations were focused on well-
being related topics. The f irst by Corrado 
Giulietti (IZA) explored the relationship be-
tween remittances and the well-being of ru-
ral-to-urban migrants in China. The study 
found that sending money back home 
increases the well-being of migrants. Fur-
thermore, it provided evidence that well-
being data can be used to elicit whether 
remittances are motivated by altruism or 
by the presence of implicit contracts with 
the family left-behind. The second paper 
presented by Nico Heerink (Wageningen UR) 
provided insights about working condi-
tions and job satisfaction of the younger 
generation of rural-to-urban migrants. 
Strikingly, he found that job satisfaction 
was higher among the new generation of 
migrants. In her paper on the impact of 

happiness on job f inding rates, Annabelle 
Krause (IZA) analyzed the relationship be-
tween life satisfaction and subsequent la-
bor market outcomes using data for a sam-
ple of individuals who became unemployed 
in Germany. Her f indings point to the exis-
tence of a positive effect of life satisfaction 
on re-employment probability. 

Another major challenge for China is the 
large educational gap between children of 
migrants and children of urban residents. 
This topic was explored by Shuaizhang Feng 
(Shanghai University of Finance and Eco-
nomics and IZA). The study found that 
migrant students in China who were pre-
vented from enrolling in public schools 
exhibited much lower test scores than 
migrants who were able to access public 
schools. This suggests that access to public 
schools is a crucial determinant of school-
ing outcomes. A description of education 
in China was presented by Martin Guzi 
(IZA), who examined children’s school per-
formance and the access to senior-middle 
education in rural China using the RUMIC 
data. The most striking result is that f irst 
born children, when compared to their 
younger siblings, are strongly incentivized 
for continuing education beyond the com-
pulsory level. An opportunity for discussing 
the education systems in the U.S. vis-à-vis 

and IZA). Yang explores whether and how 
manufacturing firms respond to shocks in 
the labor costs and whether skilled and un-
skilled workers are differently affected. His 
study suggests that Chinese firms are rather 
reactive to labor market changes, which 
suggests that strict regulations in the labor 
markets might impede firms’ adjustment in 
technology. Lehmann provided an assess-
ment of the costs of job loss using data from 
the Rural-to-Urban Migration in China (RU-
MIC) dataset for the year 2009. The results 
indicate that migrant workers who have 
been displaced are less likely to face longer 
unemployment spells or wage penalties, 
while urban displaced workers incur very 
large costs in terms of the two outcomes, 
suggesting the presence of segmentation in 
urban labor markets.

Migration issues were covered in the 
papers by John Giles (World Bank and 
IZA), Costanza Biavaschi (IZA) and Gur-
gen Aslanyan (CERGE-EI). Giles inves-
tigates the impact of land tenure on 
farmers’ decision to migrate. Estima-
tions of the theoretical model indicate 
that if exogenous land reallocation 
takes place in the village, farmers are 
less likely to migrate. This result high-
lights the importance of secure prop-
erty rights in facilitating labor market 
integration. Migration and integration 
issues were also discussed by Costan-
za Biavaschi. Her co-authored study found 
that in Germany migrants from Eastern 
partnership countries, such as Ukraine, 
are over-represented in low-skilled occupa-
tions and are more likely to be overquali-
f ied. The authors concluded that, while 
high-skilled migration from EaP countries 
is desirable in Germany, this can only be 
achieved through policies that promote, 
for example, full recognition of foreign 
qualif ications, which in turn is expected 
to improve the labor market participation 
of these migrants. The third paper on mi-
gration treated the relationship between 
welfare and migration from a theoretical 
perspective. Aslanyan explored the wel-
fare consequences of selective immigra-
tion policies on welfare in the host coun-
try. While the relationship between welfare 
and migration has been typically a matter 
for western policy makers, it is becoming of 
interest of Chinese policy makers as well, 
since the rising number of welfare polices 
introduced in each city are likely to have an 
effect on both rural to urban migration and 
mobility across cities. The model outlined 
in the presentation postulates that while 
point-based immigration policies could 
decrease the overall economy welfare, 
policies which favor unskilled immigration 
might also have detrimental effects. 

Participants of the CIER/IZA Workshop
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links between certain kinds of leader char-
acteristics (particularly being pro-active 
and innate persistence) and the subsequent 
f inancial performance of those companies. 
Amanda Goodall then presented “Expert 
Leaders in a Fast Moving Environment.” 
According to data from the entire history 
of Formula 1 racing, teams do best when 
headed by former mechanics and rac-
ing drivers rather than by leaders without 
hands-on technical experience. This adds 
to the emerging literature on the need for 
‘expert leaders’ rather than managers with 
only generic skills. In an unusual paper en-
titled “Understanding the Size and Profit-
ability of Firms: The Role of a Biological 
Factor”, Luigi Guiso (Einaudi Institute for 
Economics and Finance) demonstrates a 
link between the relative length of the sec-
ond-to-fourth f ingers of entrepreneurs and 
their companies’ employment and sales 
growth. It is known from the biology litera-
ture that this ratio (known as the second-
to-fourth digit ratio) is associated with the 
level of testosterone in the mother’s womb 
just before birth.

Day two opened with gender and leader-
ship. Amalia Miller (University of Virginia) 
studied the effects of women on boards 
in Norway after legislation introducing 
gender quotas. The paper “A Female Style 
in Corporate Leadership? Evidence from 
Quotas” showed that having more women 
in the boardroom makes f irms less likely 
to engage in mass layoffs during a reces-
sion. A high proportion of females in the 
boardroom produces smaller employment 
contractions, and worse profitability, dur-
ing a recession. Luca Flabbi (Georgetown 
University and IZA) and Mario Macis (Johns 
Hopkins University and IZA) presented 
“Do Female Executives Make a Difference? 
The Impact of Female Leadership on Firm 
Performance and Gender Gaps in Wages 
and Promotions”. In a large Italian dataset 
covering two decades, the authors show 
that female executives make a difference. 
Women leaders are more successful the 
higher the share of female workers in the 
f irm. The authors conclude that female ex-
ecutives correct the discrimination gener-
ated by male CEOs. 

In the final session of the workshop, the is-
sue of why it is that CEOs matter was ad-
dressed. Francisco Perez-Gonzalez (Stanford 
University) and Daniel Wolfenzon (Colum-
bia University) presented “Evaluating the 
Impact of The Boss: Evidence from CEO 
Hospitalization Events.” In Danish data the 
authors examined the effect on firm perfor-
mance of a hospitalization of the CEO. This 

The second session focused on supervisors 
and senior managers. Jan Sauermann (ROA, 
Maastricht University and IZA) presented 
the paper “Under Pressure: Supervisors’ 
Role in Implicit Targets and Effort,” which 
uses data from a call center to examine the 
mixed effects of pressure on the productiv-
ity of workers after they have been ranked 
by their supervisors. This was followed by 
Kathryn Shaw (Stanford University and IZA) 
and Christopher Stanton (University of Utah) 
who looked at “The Value of Bosses.” They 
study a company that specializes in tech-
nology services. The key f inding here is that 
individual supervisors have a big influence 
on the productivity of their team. Chang-
ing the boss from one of rather low quality 
to one of high quality increases the entire 
team’s total output by approximately ten 
percent. This may help us to understand 
why leaders earn large salaries.

The afternoon opened with a session on 
education and leadership. Roland Fryer (Har-
vard University) presented “Injecting Suc-
cessful Charter School Strategies into Tradi-
tional Public Schools: Early Results from an 
Experiment in Houston.” The paper shows 
that pupils’ results in highly disadvantaged 
high schools are radically improved when 
those schools adopt the same practices as 
used by so-called Charter schools in the U.S. 
Eric Hanushek (Stanford University), who has 
worked on education for most of his career, 
presented “Estimating the Effect of Leaders 
on Public Sector Productivity: The Case of 
School Principals.” Data on U.S. high schools 
revealed that the identity of the school prin-
cipal (the head of the school) has a remark-
ably large effect on the pupils’ results in the 
school. The interesting aspect of his work is 
that he shows this by studying heads as they 
move from one school to another – and in 
this way he is able to isolate the true school-
leader effect on a whole school. The strength 
of the results was surprising. The education 
session closed with a presentation by Bruce 
Weinberg (Ohio State University and IZA) and 
Xu Lin (Wayne State University) on “Popu-
lar Peers’ Effects.” Their paper studies style 
leaders among adolescents. It shows that 
people with lots of friends have considerably 
greater influence on the actions chosen by 
other young people.

The characteristics of leaders was the focus 
of the f inal session of the f irst day. Steven 
Kaplan (University of Chicago) presented 
“Which CEO Characteristics and Abilities 
Matter?”, examining the psychological and 
personality characteristics of CEOs in-
volved in buyout and venture capital trans-
actions. The authors f ind strong statistical 

In August, IZA held a workshop on the “Eco-
nomics of Leadership” at the Sloan School 
of Management, MIT. Organized by Amanda 
Goodall (IZA) with Nicholas Bloom (Stanford 
University and IZA) and Antoinette Schoar 
(MIT and IZA), this was the first event of 
its kind. Although leadership is potentially 
an important topic, it has only recently re-
ceived attention from economists. This may 
be because of the difficulties involved in 
identifying the effects of leaders upon orga-
nizational performance. Longitudinal stud-
ies start to make this possible, as do natural 
experiments (for example, after the sudden 
death of a leader). Another possible reason 
for the neglect of leadership is that econo-
mists’ general theoretical view is that indi-
viduals are of second-order importance be-
cause what really matters are the underlying 
impersonal forces of supply and demand. A 
third possibility is that the study of leaders 
has been largely ignored in economics be-
cause of economists’ general reluctance to 
engage in qualitative face-to-face research 
in real workplaces.

The session topics focused on questions 
about why leaders matter, their character-
istics, and what they do. Evidence about 
the role of supervisors and senior manag-
ers was also presented, and there was a 
session devoted to leadership in the edu-
cation sector. The workshop showed em-
pirically that leaders of organizations have 
substantial effects, and, as the conference 
organizers agreed, it is thus perplexing that 
the economics literature on this topic over 
the last 100 years is almost non-existent.

Nicholas Bloom opened the workshop with 
a presentation entitled “Why CEOs Are 
Needed to Drive Change.” He presented evi-
dence that management practices vary enor-
mously across the world, and that certain 
kinds of efficient management practices are 
both much more common in industrialized 
nations and associated with higher produc-
tivity. Bloom and his co-authors show that 
management practices really matter. Maria 
Guadalupe (Columbia University and IZA) 
and Julie Wulf (Harvard Business School) 
presented “Who Lives in the C-Suite: The Di-
vision of Labor in Top Management.” They 
provide evidence from the U.S. showing that 
there has been a marked growth in the num-
ber of ‘functional managers’ just below the 
level of the CEO. In other words, in countries 
like the United States there are now many 
more people who occupy the C-Suite (CFO, 
COO, etc). Raffaella Sadun (Harvard Business 
School) presented joint work on “Manage-
rial Capital at the Top: Evidence from CEOs’ 
Use of Time.”

IZA at MIT: Workshop on the Economics of Leadership
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IZA Workshop in Potsdam:
New Directions in the Economics of Entrepreneurship
Entrepreneurship research is still a growing 
interdisciplinary field, reflecting the impor-
tant role entrepreneurs play in the economy. 
Over the last three years, IZA has continu-
ously expanded its network in this area by 
establishing a new workshop series in col-
laboration with DIW Berlin. The 3rd IZA 
Workshop on Entrepreneurship Research, 
held in Potsdam in June, brought together 
over 20 international leading experts from 
different research areas, such as economics, 
business administration and psychology. 
The workshop was organized by IZA Pro-
gram Director Marco Caliendo (University of 
Potsdam) and Alexander Kritikos (University 
of Potsdam, DIW Berlin and IZA).

The keynote speech was delivered by Simon 
C. Parker (Ivey School, University of West-
ern Ontario and IZA), one of the world’s 
leading experts in entrepreneurship re-
search. Parker gave a detailed overview 
of new directions in the f ield, such as the 
growing scholarly interest in entrepreneur-
ship and business cycles. To date, little is 
known about how entrepreneurs have a 
bearing on business cycles and vice versa. 
Especially in current times of multiple inter-
national bank and debt crises, the question 
whether entrepreneurship plays a counter- 
or rather pro-cyclical role in stabilizing the 
economy during recessions offers many 
possibilities for future research.

In the f irst session of the workshop, Werner 
Bönte (University of Wuppertal) explored 
whether gender differences in task matched 
personality traits – including competitive-
ness, risk tolerance, and autonomy – ex-
plain why women are still less likely to either 
have a preference for entrepreneurship or 
to be engaged in the creation of businesses. 
The results indicate that gender differences 
particularly in competitiveness contribute 
signif icantly to this gender gap. Daniel S. 
J. Lechmann and Claus Schnabel (University 
of Erlangen-Nuremberg) used a large rep-
resentative German dataset to test the 
popular “jack-of-all-trades” view of entre-

preneurship, according to which successful 
entrepreneurs are multi-skilled. Consistent 
with the theory, the study found that self-
employed individuals perform more tasks 
and their work requires more skills than 
that of paid employees. However, they also 
need more expert skills, not only broader 
basic skills.

During the second session, Philipp Koel-
linger (Erasmus University of Rotterdam) 
talked about Genoeconomics, a new line 
of research that examines how genes af-
fect entrepreneurial behavior. Roxana Tur-
turea (Erasmus University Rotterdam) em-
pirically assessed the relationship between 
Attention Deficit Hyperactivity Disorder 
(AD/HD) symptoms and the entrepreneur-
ial intentions and motives of students in 
higher education. One of the main results 
was that AD/HD symptoms have a positive 
effect on entrepreneurial intentions, even 
after controlling for potential mediators.

In the last session of the f irst workshop day, 
Niels C. Westergård-Nielsen (Aarhus Univer-
sity and IZA) looked at the longevity of 
new firms in Denmark and investigated 
what factors determine the pace of job 
creations from new firms over the busi-
ness cycles. The authors found that the 
growth of new firms is modest at best: 
Only 3% of the surviving f irms in the 
sample had more than 20 employees at 
the end of the observation period. Ex-
cept for f irms in the IT/business servic-
es and the rentals sector, growth was 
very low and declining with age. Diemo 
Urbig (Jackstädt Research Center for 
Entrepreneurship and Innovation) shed 
new light on the relationship between 
personality, generalized beliefs and the 
selection into entrepreneurship. His co-
authored study developed a theoretical 
model that links generalized beliefs 
about the eff icacy of internal as well 
as external factors on success with the 
decision to become self-employed. A 
major – rather counter-intuitive – impli-

cation is that factors which actually make 
entrepreneurial success more likely can de-
crease the likelihood of entrepreneurship 
under certain conditions.

In the f irst session of the second workshop 
day, Thomas B. Astebro (HEC Paris) assessed 
the relative importance of partners’ human 
and social capital on commercialization 
outcomes. His results showed that projects 
run by partnerships were f ive times more 
likely to reach commercialization, and had 
mean revenues approximately ten times 
greater than projects run by solo-entrepre-
neurs. Based on qualitative interviews, Enri-
co Sass (University of Potsdam) gave insights 
into the motivation of university scientists 
to found a new business in order to com-
mercialize their research results. Overall, 
the study identif ied six different types of 
entrepreneurial motivation. For example, 
some university scientists found their own 
business because they are very dissatisf ied 
with the academic reward system, whereas 
others simply strive for independence in 
their job environment.

is like a ‘natural experiment’ in which the 
leader of the firm is randomly taken away 
from the organization for a period. The 
authors find a large negative effect on firm 
performance, which reinforces the idea that 
bosses really matter to their companies.

Next Antoinette Schoar presented “Shaped 
by Booms and Busts: How the Economy 
Impacts CEO Careers and Management 

Styles.” The paper f inds that leaders who 
began their careers during a recession take 
less time to become CEOs, but end up as 
CEOs in smaller f irms. They also receive 
lower compensation, are more likely to 
spend most of their career in one f irm, and 
are likely to be more risk averse once they 
become a CEO. Eric Van den Steen (Harvard 
Business School) f inished the workshop off 
with “The Role of Leaders in Strategy For-

mulation.” Using a mathematical model 
the paper studies why different people may 
systematically consider different decisions 
‘strategic’, why important decision makers 
should be involved in the development of 
the strategy, and why leaders with strong 
vision are more likely to propose a strategy 
and have their strategies implemented.

 www.iza.org/link/Leadership2012

Participants of the Entrepreneurship Workshop
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per share. The authors suggest that ethnic 
heterogeneous teams accommodate a more 
diverse pool of relevant knowledge facilitat-
ing mutual learning.

In the closing session, Henry Sauermann 
(Georgia Institute of Technology) examined 
the intentions of individuals who are drawn 
to entrepreneurial ventures as employees – 
so-called “joiners” – and whether these indi-
viduals differ from the founders. The authors 
compared founder and joiner intentions 
with respect to different individual charac-
teristics, social context, and perceived com-
mercial opportunities. Their results imply 
that individuals with joiner and founder in-
tentions share many similarities when com-
pared to “non-entrepreneurs”, but differ in a 
range of personal characteristics.

The Third IZA Workshop on Entrepreneur-
ship Research once again provided a broad 
overview of current research questions in the 
field. The workshop also highlighted new di-
rections in the economics of entrepreneur-
ship to drive further research in this area. 
The papers presented during the workshop 
are downloadable from the IZA homepage:

 www.iza.org/link/EntreRes2012

hort of individuals. The results indicate that 
entrepreneurial activity is remarkably and 
robustly persistent even after controlling for 
opportunity costs. This puts special empha-
sis on the importance of identifying the ex-
ante higher-ability types as soon as possible 
and provide them with financial means that 
are proportional to their stock of entrepre-
neurial skills.

In the sixth session, Christian Schultz (Uni-
versity of Potsdam) analyzed the effects of 
different course contents of an entrepre-
neurship course and team composition on 
the success of student teams participating 
in the largest business plan competition in 
Germany. Success is measured by different 
rankings of the business plans by external ju-
rors. While the authors do not find an effect 
of team composition in the case of service- 
and technology-oriented business plans, the 
contextual variable course content emerges 
as highly significant to predict the rank 
bracket of the participating teams. Sander 
Hoogendoorn (University of Amsterdam) used 
a randomized field experiment to measure 
the causal effect of ethnic diversity on the 
performance of business teams. The study 
finds that ethnically diverse teams perform 
better in terms of sales, profits and profits 

The fifth session consisted of two stud-
ies using different identification strategies 
to evaluate the effect of entrepreneurial 
human capital formation. Laura Rosendahl 
Huber (University of Amsterdam) used a 
randomized field experiment to analyze the 
effectiveness of a program providing early 
entrepreneurship education on both cogni-
tive and non-cognitive entrepreneurial ac-
tivity. Since their surprising results indicate 
that the program does not affect cognitive, 
but has a robust positive effect on non-
cognitive entrepreneurial skills, the authors 
assume that non-cognitive entrepreneurial 
skills are best developed at an early age. The 
second study was conducted by Russell Toth 
(University of Sydney) and tested a theoretic 
model implying that the accumulation of 
entrepreneurship-specific human capital 
changes the occupational choice incentives 
of the individual. According to the model, 
an individual is more likely to find it opti-
mal to remain in self-employment in subse-
quent periods, even if opportunity costs of 
self-employment increase after the start-up 
phase. To this end, the author exploited the 
1997-98 Indonesian financial crisis as a nat-
ural experiment, which provides a source of 
exogenous assignment into entrepreneurial 
activity amongst a relatively high-ability co-

and a matching estimator, the authors also 
found a large scarring effect for both gen-
ders. Employing data also from Norway, 
Kai Liu (NHH) presented a paper propos-
ing that skill mismatch is another impor-
tant mechanism behind the persistent 
career loss from graduating in recessions. 
The study found that those graduates who 
were mismatched to the wrong industry on 
their f irst job were much more vulnerable 
to business cycle variations at the time of 
graduation. Instead, the careers of gradu-
ates who were matched to the right indus-
try were immune from the negative impact 
of graduating in recessions. Mariana Viollaz 
(CEDLAS-UNLP) presented a paper con-
sidering the scarring effect of informality 
on top of youth unemployment on future 
labor market outcomes comparing two 
Latin American countries – Argentina and 
Brazil. The f indings indicated a strong and 
signif icant scarring effect. In particular, 
cohorts who were exposed to higher levels 
of unemployment and informality in their 
youth fared systematically worse in the la-
bor market as adults. However, the persis-
tence and wage penalty effects were mainly 
present in the early years of adulthood and 
disappeared over time. 

prolonging unemployment drastically de-
creased the chances of finding employment. 
However, the authors found no effects on 
the quality of subsequent employment as 
measured by wages. Furthermore, the anal-
ysis suggested that the presence of negative 
duration dependence in the job finding rate 
was induced by negative signaling and not 
by human capital depreciation.

The paper presented by Achim Schmillen and 
Matthias Umkehrer (both IAB Nuremberg) 
focused on the scarring effect of youth 
unemployment on long-term labor market 
outcomes in Germany. Using detailed ad-
ministrative matched employer-employee 
data, which allows following a large num-
ber of individuals over a 25-year period, 
they showed that youth unemployment has 
signif icant and persistent scarring effects. 
These effects were pronounced for those 
individuals who have experienced longer 
periods of youth unemployment. Katrine 
Holm Reiso (NHH) presented evidence from 
Norway on the effect of unemployment in a 
worker’s early career and subsequent labor 
market outcomes focusing on individuals 
who have already some working experi-
ence. Employing rich administrative data 

Given the recent rise of youth unemploy-
ment in many countries, with rates as high 
as and 50 percent in Greece and Spain, 
the question how to better integrate the 
young in the labor market has become a 
major policy concern. In order to better 
understand the phenomenon of youth un-
employment and to evaluation different 
policy approaches aimed at labor market 
integration, an IZA workshop organized by 
IZA Program Director Pierre Cahuc (CREST-
Ecole Polytechnique, Paris) and IZA Depu-
ty Program Director Konstantinos Tatsiramos 
(University of Leicester) gathered leading 
researchers in the f ield at IZA in June. 

The first session was devoted to the scar-
ring effects of youth unemployment and 
featured results from various countries. The 
study presented by Bart Cockx (Ghent Uni-
versity and IZA) examined whether and to 
what extent further unemployment experi-
ence for youths who are already long-term 
unemployed imposes a penalty on subse-
quent labor market outcomes. The analysis 
was based on Belgian youths who remained 
more than nine months in unemployment 
after leaving school using administrative 
data. The main finding suggested that 

IZA Workshop Analyzes Youth Unemployment  
and Labor Market Integration of the Young
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Overall, the findings suggested small effects. 
However, for workers bound by minimum 
wages, the tax cuts increased the probability 
of entering into employment, suggesting that 
high minimum wages represent an obstacle 
to labor market entry among the young.

The last two papers of the workshop looked 
at the role of education, training and de-
mand factors in explaining youth unemploy-
ment patterns. Christopher Smith (Federal 
Reserve) investigated the factors explaining 
the dramatic decline in youth employment 
in the U.S. since the 1990s. He argued that 
in addition to immigration, occupational 
polarization in the U.S. adult labor market 
has resulted in increased competition for 
jobs that teens traditionally hold. Overall, 
these demand factors can explain at least 
half of the observed decline, and supply fac-
tors such as education can explain much of 
the remaining decline. Bibiana Taboada (Inter-
American Development Bank) presented the 
results of an evaluation of a youth training 
program in the Dominican Republic on tra-
ditional labor market outcomes and on out-
comes related to youth behavior, expecta-
tions about the future and socio-economic 
skills. The findings suggested a positive ef-
fect on job formality for men and on month-
ly earnings for those employed, but no over-
all impact on employment rates. Regarding 
non-labor market outcomes, the program 
reduced teenage pregnancy and increased 
youth’s expectations about the future and 
non-cognitive skills.

The presented papers are downloadable at: 
 www.iza.org/link/Youth2012

designs exploiting the spatial dimension and 
conclude that minimum wages in the United 
States have not reduced employment. Ste-
ven Stillman (University of Otago and IZA) 
analyzed the impact of the 2008 policy re-
form in New Zealand, which resulted in an 
increase in the real value of the minimum 
wage faced by 16 to 17-year-old workers. 
Comparing the outcomes before and after 
the reform with those of 20 to 21-year-olds 
who were not affected directly by the re-
form, the authors found no evidence of ad-
verse employment effects immediately fol-
lowing the policy change in 2008. However, 
the employment rate of the affected group 
decreased in the subsequent two years 
with employment losses occurring entirely 
among students who were combining study 
with part-time employment.

Claudia Duarte (Bank of Portugal) looked at 
the impact of minimum wage policy on low-
wage earners in Portugal. Focusing on the 
increase of the minimum wage in 2006, the 
study found a significant reduction in lower-
tail wage inequality, which was explained 
by significant wage increases in the lower 
percentiles of the wage distribution and 
below-average wage increases at median 
wages. Overall, for low-wage workers there 
was a detrimental effect of the minimum 
wage on employment, but most importantly 
on match stability, with only minor gains in 
terms of wages. Per Skedinger (IFN) investigat-
ed the effects of two large payroll tax cuts for 
young workers implemented in two Swedish 
reforms in 2007 and 2009. His analysis fo-
cused on the retail industry considering job 
accessions, separations, hours and wages. 

The second session of the workshop was de-
voted to the evaluation of active labor mar-
ket programs for the youth. Ricarda Schmidl 
(IZA) analyzed the impact of participation in 
various programs in Germany on the prob-
ability to be in regular employment. These 
programs included job creation schemes, 
wage subsidies, and short- and longer-term 
vocational training schemes. The find-
ings suggested positive long-term employ-
ment effects for nearly all measures aimed 
at labor market integration. The strongest 
effects were observed for participants in 
wage subsidies followed by job search as-
sistance and training. Anton Nivorozhkin (IAB) 
considered the possibility that an excessive 
targeting of young welfare recipients by ac-
tive labor market programs might not be ef-
fective. Comparing individuals who were 24 
years old after the 2005 welfare reform in 
Germany, and were increasingly targeted to 
participate in various programs, with those 
who were 25 years old, the study found that 
activation did not lead to significant im-
provement in labor market outcomes.

The third session of the workshop was fo-
cused on the impact of the minimum wage 
and taxes on youth unemployment. William 
Wascher (Federal Reserve) presented new 
evidence on the effect of the minimum wage 
on employment, and critically assessed new 
research claiming that the standard panel 
data approach that has prevailed in the 
recent literature fails to account for spatial 
heterogeneity. The evidence shows that min-
imum wages pose a tradeoff of higher wages 
for some against job losses for others. This 
contrasts with studies which adopt research 

benefit. The labor market impact could 
amount to half a million new jobs. High-
skilled women, in particular, would have a 
much stronger incentive to work. The tax 
rates are also set in a way that would not 
further increase public debt. On the con-
trary, the cost saved in the long run from 
the reduction of bureaucracy could be used 
to pay off debt.

income tax system. The integrated income 
tax would then be used to f inance social 
security as well as other state expenditures 
such as investment in education and infra-
structure. 

By merging all taxes and contributions on 
income into one single payment to the state, 
tax-payers could much more easily deter-
mine their effective individual tax rate. In ad-
dition, the complicated tax schedule would 
be replaced by a simple tax bracket system, 
while a number of existing tax breaks would 
be eliminated. The tax splitting system for 
married couples, which currently keeps 
many women from working (full-time), 
would be replaced by individual taxation.

According to the simulations, this tax mod-
el would only make the richest 10 percent of 
the population pay higher taxes, while low- 
and middle-income earners would clearly 

The system of income taxation in Germany 
is too complex and intransparent. Many re-
form proposals have been publicly debated 
during the past years. However, so far, con-
flicting goals of positive employment and 
distributional effects without a negative 
impact on the state’s budget could not be 
overcome. A common problem of previous 
reform proposals is that they have neglect-
ed social security contributions and their 
interactions with income taxes.

A new IZA study tackles this issue by pro-
posing an integrated system of taxation. 
Simulations show that this comprehensive 
reform resolves conflicting goals: employ-
ment increases, inequality decreases and 
tax revenues slightly increase.

Under the model, social security contribu-
tions, which currently have a regressive ef-
fect, would be integrated in the progressive 
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Short NEwS

The Research in Labor Economics series, 
co-edited by IZA, recently published a vol-
ume on informal employment in emerging 
and transition economies. Informality and 
informal employment are wide-spread 
and growing phenomena in all regions of 
the world, in particular in low and middle 
income economies. A large part of eco-
nomic activity in these countries is not 
registered or under-declared and many 
workers enter employment relationships 
that do not provide any or only partial 

Research in Labor Economics: New Volume on Informal Employment
protection, work with little or no physical 
capital, receive low wages and work under 
conditions that can be hazardous to their 
health. The volume sheds light on the inci-
dence and persistence of informality and 
the role of institutions and government 
regulations. The articles offer insights into 
issues such as how labor and tax regula-
tions determine the incidence of informal-
ity, whether reforms on tax and other 
regulations can reduce informal employ-
ment, to what extent informality occurs 

as a result of job separa-
tions, how persistent is 
informal employment, 
how informal employ-
ment can be detected 
and whether migration 
can be a substitute for 
informal employment.

More information at: 
 http://rle.iza.org

On September 7, Germany’s and Sweden’s 
f inance ministers, Wolfgang Schäuble and An-
ders Borg, met in Stockholm to discuss the 
international lessons to be learned from 
Germany’s success in mastering the global 
economic and f inancial crisis. In an open-
ing speech at the conference, IZA Director 
Klaus F. Zimmermann put both countries in 
a European perspective. He pointed out 
that Germany’s largest post-war reform of 
the labor market and social security, intro-

IZA Presentations at Finance Ministers’ Meeting in Stockholm
duced ten years ago, contained many ele-
ments previously developed and tested in 
Scandinavia – a good example of mutual 
learning in Europe.

The success of Germany’s reforms, which 
were heavily disputed in the beginning, 
is now recognized around the world. By 
boosting labor market flexibility without 
sacrif icing social security, these reforms 
made the labor market more crisis-resis-

tant and helped prepare it 
for the demographic chal-
lenge. In a similar fashion, 
Sweden reformed its labor 
market and social policies, 
particular in the area of 
benefit payments. In both 
countries, the unemploy-
ment rates are signif icantly 
below the EU average of 
10.2 percent. According to 

Zimmermann, the rest of Europe should 
follow these examples and strengthen their 
efforts to create more labor market flex-
ibility. While each country has to f ind its 
own custom-tailored solution, Sweden and 
Germany can certainly serve as role mod-
els, he said.

IZA Program Director Marco Caliendo com-
mented on the causes and consequences of 
high youth unemployment in large parts of 
the EU. He explained that many countries 
lack an effective system of vocational train-
ing and could learn from Germany’s dual 
system of apprenticeships and vocational 
schools. At the same time, self-employ-
ment should be stimulated because entre-
preneurship is the key to future economic 
growth. In this context, Caliendo called for 
strengthening start-up programs for young 
and older entrepreneurs.

makers and econo-
mists alike.

The research ac-
tivities in this f ield 
will be coordinated 
by IZA Program Director Olivier Deschenes, 
who is an environmental and labor econ-
omist at the University of California, San-
ta Barbara. He is also aff iliated with the 
Bren School of Environmental Manage-
ment, an NBER Research Associate and 
Co-Associate Director of the University 
of California Center for Energy and Envi-
ronmental Economics (UCE3). Deschenes 
holds a Ph.D. in Economics from Princ-
eton University. Among his research top-
ics are the economic impacts of climate 
change, the effect of ambient air pollu-
tion on health, and the effect of energy 
prices on labor markets in the context of 
climate policies.

more impacted by these regulations? Do 
carbon-pricing policies or renewable ener-
gy policies lead to changes in energy prices 
and employment levels? 

In Germany, the energy policy has trig-
gered concerns about possible impacts on 
the economy and local employment. How 
can Germany f ind a cost effective way to 
develop sustainable energy? What will the 
phase out of nuclear energy do to the la-
bor markets? 

Natural disasters and climate change not 
only cause ecological damage, they also 
harm global economy and local labor mar-
kets. How can we evaluate their impacts 
on mobility decisions and labor markets? 
The Environment and Employment pro-
gram at IZA generates credible and in-
dependent research that addresses these 
questions and speaks directly to policy-

Optimal environmental policy aims at 
equalizing benef its and costs of improv-
ing environmental quality. While the ben-
ef its generally accrue in form of increased 
health, worker productivity, quality of 
life, and amenity values, the costs of en-
vironmental regulations are mostly borne 
through potential impacts on industrial 
activity and labor market outcomes. Thus 
successful policy development requires 
detailed information on the connection 
between environmental regulations and 
labor market and industrial activity.

Against this background, IZA has estab-
lished a new research program on “Envi-
ronment and Employment”, which aims at 
providing credible empirical evidence on 
the costs and benef its of environmental 
policies. How do ambient air quality regu-
lations affect industrial output and value 
added? Which sectors of the economy are 

New IZA Program Director: Olivier Deschenes

Marco Caliendo and Klaus F. Zimmermann

Olivier Deschenes
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Ethics Rules for Academic Science?

Big companies have their own corporate governance 
code. Members of parliament agree to abide by an 
ethics code to disclose conflicts of interest. More and 
more industries establish codes of conduct aimed at 
greater transparency.

This debate has also reached academic science. In 
January, the American Economic Association adopted 
new conflict-of-interest rules. This month the German-
speaking economists associated in the Verein für So-
cialpolitik followed suit with their own code of conduct. 

These ethical guidelines are not just about creating 
transparency in dealing with economic issues and the 
question whether research activities, media appear-
ances and policy advice might be influenced by outside 
funding. They are also about researchers’ non-finan-
cial ties to political parties, churches, labor unions or 
business associations. In addition, these guidelines de-
fine proper scientific conduct.

I welcome this debate and I have pushed strongly for it 
within the IZA network. In labor economics, the focus 
on empirical research is particularly strong. Beyond 
data analysis, labor economists are often engaged in 
media activities and policy advice. Sound rules of con-
duct therefore have a long tradition in our field.

Against this background, IZA has developed its own 
code of ethics based on recommendations from our 
own committee of international scholars. The “IZA 
Guiding Principles of Research Integrity” were commu-
nicated to our network members and after discussions 
posted online in April 2012. We are pleased to have re-
ceived a lot of positive feedback from around the world 
and requests by other institutions to copy the content 
of our guidelines for their own purposes. 

IZA is recognized as a non-profit, non-partisan institu-
tion whose scientific independence is laid down in its 
statutes. Thanks to a solid funding base provided by 
the Deutsche Post Foundation and additional funding 
from various institutions worldwide, IZA is indepen-
dent from commissioned research and faces no restric-
tions concerning its research topics and advisory activ-
ities. We have made this transparent on our homepage 
and in our publications from the very beginning.

The more than 1,200 international researchers affiliat-
ed with IZA, who have by now contributed over 6,800 
studies to the IZA Discussion Paper Series and other 
IZA outlets, are responsible for their own funding. 
Consequently, IZA’s research output reflects the broad 
knowledge base of today’s labor economics with all its 
facets and alternative scientific approaches.

The important debate on ethics in scientific research, 
however, should not be misused as a weapon in social 
policy battles nor against research competitors. Unfor-
tunately, the internet also serves as an increasingly ex-
plosive platform for precisely these purposes. In many 
cases those (typically anonymous) commentators who 
decry the lack of ethical principles in scientific research 
fail to engage in ethical behavior themselves. Fairness 
and the quest for truth must be the basic principles 
guiding the debate.

Media representatives should also abide by the ethical 
standards of their profession. Given instances of mis-
conduct, they should get their own house in order first.

 www.iza.org/link/researchintegrity


