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How to improve job opportunities for youth, 
including through self-employment and 
small scale entrepreneurship, was at the cen-
ter of the discussions during the 7th IZA/
World Bank Conference on Employment and 
Development, held in New Delhi, November 
5-7, 2012, in collaboration with the Indian 
Council for Research and International Eco-
nomic Relations (ICRIER). Attended by more 
than 120 policymakers, researchers, and 
representatives of international institutions, 
the conference was opened by IZA Director 
Klaus F. Zimmermann and Arup Banerji, Sector 
Director at the World Bank. Both referred to 
the importance of their institutions’ strong 
partnership that started in 2006 and has 
been instrumental in shaping the research on 
labor economics in low and middle income 
countries. 

IZA Research Fellow Kaushik Basu, former 
Chief Economic Advisor to India’s Ministry of 
Finance and recently appointed Senior Vice 
President and Chief Economist at the World 
Bank, gave a keynote speech on “Challenges 
and Opportunities for Job Creation in Low 
Income Countries.” An important message 
from his presentation was the need to adapt 
policies to priorities in a country’s particular 
context. With respect to labor market regu-

lations, he highlighted the fact that while 
good labor laws can lead to better salaries 
and better working conditions for workers, 
in many countries – including India – regu-
lations are too restrictive and can reduce 
incentives to create jobs and, instead, work 
to promote informality. In response to ques-
tions from the audience on the optimal bal-
ance of labor market regulations, Zimmer-
mann commented that rigid employment 
legislation has, in some instances, created a 
two-tier labor market, divided between the 
permanently employed and relatively well-
protected “insiders” and the unprotected 
“outsiders,” such as the unemployed and in-
formal sector workers. 

The ensuing discussion led by David Lam 
(University of Michigan and IZA) focused 
on the immense demographic challenge for 
job creation lying ahead. In South Asia, for 
example, the labor force is growing by one 
million people every month; the majority of 
new entrants are youth. While young people 
account for 12 percent of the population in 
high-income countries and in Europe, they 
make up about 20 percent of the popula-
tion in low-income countries. In addition to 
the demographic pressure, the issues of low 
skills, skills mismatches, and lack of protec-

IZA and World Bank Address the Challenge of 
Youth Employment and Entrepreneurship
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Kaushik Basu (Chief Economist, World Bank)

GLM|LIC Workshop in New Delhi

In conjunction with the IZA/World Bank Conference in New Delhi, the f irst capacity 
building event in the IZA/DFID Growth and Labour Markets in Low Income Countries 
Programme (GLM|LIC) took place. The aim was to improve research proposals from 
researchers based in low-income countries, which will be submitted to the program’s 
second call for proposals. Whether part of a team led by researchers from the North, 
or leading a research project themselves, GLM|LIC encourages applications involving 
researchers from low-income countries and intends to spend a signif icant portion of 
funds to support capacity building this way. 

Teams of researchers from Benin, Cameroon, Malawi, South Africa and Uganda were 
selected to present their research proposals, ranging from the evaluation of aff irmative 
action policies for women in education in Uganda to analysis of labor demand elastici-
ties in Cameroonian manufacturing. The presentations revealed there are many inter-
esting and important policy changes to be analyzed, and there are some rich datasets 
yet to be explored for labor market research.

Francis Teal (Oxford University and IZA), Farzana Afridi (ISI Delhi and IZA) and Tilman 
Brück (Humboldt University and IZA) gave very constructive comments for strength-
ening the proposals. Besides project-specif ic suggestions, three general issues were 
raised: Any project proposal should focus on one clear research question, discuss cau-
sality (for non-experimental setups), and establish policy relevance. 

The workshop was co-funded by the International Development Research Centre, a 
part of Canada’s aid program that supports research in developing countries. 

GLM|LIC also organized two special sessions of the IZA/World Bank Conference, in 
which invited researchers presented projects on low-income country labor markets. 
Margaret Sheridan (Harvard Medical School) presented a project on high-risk youth 
in Liberia. Their project uses an experimental setup to test the effect of a behavioral 
‘transformation program’ and an unconditional cash grant on behavioral and eco-
nomic outcomes (like savings and employment) among male street youth in Monro-
via. Sheridan, who holds a PhD in Clinical Psychology, gave an interesting discussion 
on how different kinds of non-cognitive skills are related to different behavioral out-
comes, and how these skills can be measured through survey questions and incentiv-
ized games. Some preliminary results of the project show that sustained changes in 
behavior seem to be possible, but the project is currently collecting end-line data to 
analyze the long-term impacts of the interventions.

Tilman Brück presented some background and details of his long-standing work col-
lecting household panel survey data in Kyrgyzstan, in cooperation with research in-
stitutes in Bishkek, Kyrgyzstan. The ‘Life in Kyrgyzstan’ panel survey collects data of 
3,000 households annually, including details of household members who migrated. 
Covering information on many topics, include demographics, migration, employment, 
social networks, and subjective well-being, the data allow for thorough analyses of 
labor market behavior and gender issues, for example. According to Brück, women’s 
position in the labor market will be an important topic for future research, because 
restrictions on women appear to be growing in the country as the role of religion in 
society is becoming stronger.

Francisco Campos (World Bank) presented two projects to be carried out in Togo. The 
f irst project compares the effect of two types of training for informal sector business 
owners, in order to demonstrate what type of human capital development best de-
termines f irm performance, and whether women and youth respond differently to 
different trainings. The second project evaluates the effect of three alternative youth 
employment interventions on outcomes such as employment and social status, and 
will also focus on differences between men and women. Both projects are set up as 
randomized control trials, and will shed light on what works in addressing gender in-
equalities in earnings and productivity.

The third and f inal GLM|LIC call for proposals will be announced in late spring or early 
summer 2013. Newsletter subscription is available at:

 www.iza.org/glm-lic/newsletter

tion that characterize the policy environ-
ment in many developing countries are ma-
jor issues of concern.

The conference continued with the launch 
of the World Development Report (WDR) 
2013 on Jobs (see box ). Martin Rama, 
Director of the WDR 2013, placed jobs at 
the center of economic development, driv-
ing not only households’ welfare but also 
productivity and social cohesion. He noted 
that jobs with the greatest development 
pay-offs are those that make cities function 
better, connect the economy to the global 
markets, protect the environment, foster 
trust and civic engagement, and reduce 
poverty. Rama also pointed out that “these 
jobs are not only found in the formal sec-
tor, but in the informal sector,” compris-
ing the majority of workers in middle- and 
low-income countries, which highlights the 
importance of improving job opportunities 
there. 

The conference then featured several par-
allel sessions on various topics including 
Growth and Labor Markets in Low Income 
Countries, f inancial incentives and youth 
employment, conflict, migration, wage 
gaps, female labor force participation, hu-
man capital, inequality and risky behavior. 
There were also special sessions by the ILO 
and the OECD, a presentation of the World 
Bank’s Independent Evaluation Group on 
Youth Employment Programs, as well as 
several multidonor-funded sessions on 
informality and entrepreneurship topics. 
Many of the papers presented included the 
results of recent evaluations or experiments 
looking at programs to improve access to 
wage or self-employment for youth. 

The closing panel of the conference focused 
on the topic of youth employment and en-
trepreneurship. The panel, chaired by Arup 
Banerji, included Kaushik Basu and Klaus 
F. Zimmermann, as well as Rajat Kathuria 
(ICRIER) and Haroon Bhorat (University of 
Cape Town). All panelists acknowledged 
that youth face special constraints when 
it comes to f inding jobs. The lack of work 
experience, less developed social net-
works, and the lack of knowledge about 
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job-search techniques makes it more diff i-
cult to access wage employment. Likewise, 
the lack of capital and business contacts 
makes it more diff icult to start a business. 
The panel agreed that, at least in the me-
dium term, it is unlikely that economies will 
generate suff icient wage employment for 
all. “Today, a majority of those working are 
self-employed or small scale entrepreneurs 
and this is not going to change overnight”, 
stated Kathuria. Zimmermann added that 
there is a worldwide trend towards a self-
employment type of subcontracting rela-
tionship in order to avoid paying taxes on 
what would otherwise be regular workers. 
But it is not easy to identify, design and 
implement policy interventions to facilitate 
transitions into self-employment or help 
those who are already in a given activity to 
increase earnings. 

“Part of the problem is that the self-em-
ployed and entrepreneurs are a heteroge-
neous group: some are innovative entrepre-
neurs with growth potential and ambitions, 
whereas others are there by necessity. Even 
among the former, the distinction between 
‘high end’ and ‘low end’ entrepreneurs is 
crucial,” stressed Bhorat. What came out 
of the discussions is that identifying the 
“gazelles” among business enterprises and 

screening out those 
that are not economi-
cally viable can be 
f irst steps in the right 
direction. Policy in-

terventions, including business training, 
access to credit, advisory services, inte-
gration into value chains, or micro-fran-
chising, can then be adapted to the needs 
to these very distinct groups. Participants 
also highlighted the role of external factors 
such as regulations that make it diff icult to 
create businesses, lack of infrastructure, 
imperfections in product markets that re-
duce competition and make the entry to 
new business diff icult. All of these can be 
major obstacles for entrepreneurial activi-
ties. Basu also warned against putting all 
bets into self-employment and entrepre-
neurship as the source of jobs for youth. 
He insisted on the need to encourage the 
creation of suff icient wage employment 
through, for instance, rural development, 
investments in agriculture, and the cre-
ation of new urban centers. “The cascad-
ing effect of the elite jobs, and a cascading 
effect of wage employment overall, cannot 
be denied,” said Basu.

Policy Day

A half-day policy forum was devoted to 
issues related to youth employment and 
entrepreneurship in India. The forum was 
opened by Isher Judge Ahluwalia, Chairperson 
of the Board of Governors of ICRIER, who 

stressed the “need for linking India’s growth 
to employment-intensive growth and pre-
paring India to have the right measures in 
place in order to exploit the demographic 
opportunity.” Subramaniam Ramadurai, Advi-
sor to the Prime Minister on the National 
Council on Skill Development, underlined 
in his speech that India is an example of a 
country that is focused on, yet struggling 
to realize the benefits of its large and still 
growing young population. It is the second 
most populous country in the world, and 
its 15 to 24-year old population is the larg-
est and growing. Ramadurai concluded, 
“Our youth can be an asset only if we in-
vest in their skills. A knowledge-driven gen-
eration will be an asset. Denied this invest-
ment, it will become a social and economic 
high risk.” He pledged further investment 
in vocational training programs as well as 
measures on all fronts to improve entre-
preneurship for the youths. He noted that 
the Indian government is working intensely 
on creating technology-based job search 
platforms, as well as the development of a 
score card on key skills needed in the labor 
market.

The ensuing panel discussion focused on 
the question of the role of the private sec-
tor in providing skills. The Minister of La-
bor of Saudi Arabia, Adel Fakieh, gave an in-
teresting vision of Saudi Arabia’s approach 
to dealing with the skills shortage. Saudi 
Arabia is currently testing a market-orient-
ed approach by having exclusively private 

The Jobs Knowledge Platform

Policymakers around the world are looking for practical solu-
tions to expand job creation and improve job opportunities. 
Addressing this key global policy priority, the Jobs Knowledge 
Platform (JKP) aims to:

•	 Share insights and build synergies across different ap-
proaches, sectors, and disciplines

•	 Create a community to exchange challenges and solutions
•	 Inform important policy debates

The Jobs Knowledge Platform is managed by the World Bank in 
collaboration with IZA and other partner organizations includ-
ing the Economic Research Forum, Fedesarrollo, the Interna-
tional Development Research Centre, the Latin American and 
Caribbean Economic Association, the McKinsey Global Insti-
tute, and REALM/AMERU.

In addition to a series of events, the JKP has a website that en-
ables analysts, policymakers, and the broader public to com-
municate and learn through a variety of online features and 
interactive tools, all focused around a set of key debates.

 www.jobsknowledge.org

IZA Contributes to World Development Report 2013

For the f irst time in decades, the new World Bank Develop-
ment Report for 2013 concentrates on jobs, stating that em-
ployment is a cornerstone of development: “Jobs are critical 
for reducing poverty, making cities work, and providing youth 
with alternatives to violence.” Headed by IZA Director Klaus 
F. Zimmermann and Werner Eichhorst (IZA Deputy Director 
of Labor Policy), an IZA team of experts has contributed an 
extended background on the role of vocational training for job 
creation among young people.

The study highlights and assesses differences in the setup and 
functioning of the vocational education and training policies 
in major world regions as an important driver of differential 
labor market situations. It argues in favor of bringing academic 
education closer to the private sector to acquire experience 
with current work practices. Vocational schooling is seen as 
a crucial element and necessary precondition for the employ-
ability and productivity of young people. Dual vocational edu-
cation and training should be strengthened, modernized, and 
made more market-oriented, bringing them closer to the needs 
of dynamically changing and evolving labor markets. Where in-
formal employment is part of the economic and social reality, 
informal apprenticeships should be better articulated with the 
schooling system and the formal sector.

The background paper is also available as IZA Discussion Pa-
per No. 6890:

 http://ftp.iza.org/dp6890.pdf
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sector f irms shaping training curricula, es-
tablishing a voucher system, and eventually 
introducing venture capital funds into the 
training systems in order to create an eco-
system of improved skills matching. Bishwa-
nath Goldar (Institute of Economic Growth, 
University of Delhi) responded that “for 
Indian youths of which many are still work-
ing in the agricultural sector, such schemes 
would only be realistic if lost wages when 
moving out of the agricultural system into 
a vocational training system can be com-
pensated.” Focusing on the question on 
how to cross the f inancing hurdle to train 
500 million new entrants to the labor force 
by 2022, Ashok Sahu (Planning Commission, 
Government of India) stated that it was 
important that institutions, policy mak-
ers, civil society, and society as a whole 
work together. There was general agree-
ment among discussants countries like In-
dia “need to help young people (and their 
parents) to choose wisely among the op-
portunities and develop cost-effective ways 
of having young people on the bottom of 
the skills scale move into more productive 
jobs”. The World Bank’s John Blomquist add-
ed that attention to design and vigorous 
implementation of (innovative) training 
programs based on evaluations of youth 
employment and training programs is criti-
cal for development of cost-effective and 
eff icient interventions.

In another special session on alternative and 
innovative ways to support current self-em-
ployed or small-scale entrepreneurs, Rehana 
Rijawala represented India’s Self Employed 
Women’s Association (SEWA). SEWA mem-
bers have empowered themselves by orga-
nizing into labor unions and into 100 coop-
eratives. “Empowering poor women in the 
informal sector, mainly located in remote 
rural areas, to achieve secure employment 
and self-reliance, is our main objective,” said 
Rijawala. Gouri Gupta (National Institute for 
Entrepreneurship and Small Business Devel-
opment) summarized the challenges to sup-
port entrepreneurship as threefold: (i) infor-
mation asymmetry; (ii) access to credit; and 
(iii) training, i.e. building business, manage-
ment, financial, and marketing skills into 
training curricula that reach out to young 
people of all skill levels.

“The primary path out of poverty is income 
diversification by securing another job. 
Successful income diversification involves 
‘knowing somebody’ with access to infor-
mation about the jobs,” said the CEO of 
“Babajob”, Sean Blagsvedt. His company 
places a greater focus on mobile phones 
and SMS job alerts as the delivery and en-
gagement platform rather than on internet 
platforms which many job seekers cannot 
access. Blagsveldt called on policymakers to 

Limited Labor Market Impacts of a Large-Scale Indian Public Works Program

Rural households in many developing countries experience wide-spread unemploy-
ment and underemployment. One important cause of this are the highly seasonal job 
opportunities in largely agricultural labor markets. Standard government programs 
meant to provide a safety net for these households often face severe implementation 
issues, however. In this situation, public works programs are increasingly thought of 
as a potential silver bullet: They allow households to decide if and when to sign up 
for temporary employment, which increases program flexibility and should reduce 
administrative problems associated with identifying the target population. Empirical 
research on whether public works programs do indeed work well in this context is still 
relatively limited, however.

A new study by Laura Zimmermann (University of Michigan and IZA) analyzes the la-
bor market impacts of the world’s largest and most ambitious public works program, 
the Indian National Rural Employment Guarantee Scheme (NREGS). The program is 
based on a legal guarantee of providing up to 100 days of public-sector employment 
per year for each rural household willing to do manual work at the minimum wage. 
Since there are no other eligibility criteria, this means that adults from all rural house-
holds (about 70% of the Indian population), can apply for public employment. Annual 
program expenditures typically amount to around 1% of Indian GDP. 

In addition to the large scale of the program, NREGS employment is an attractive 
alternative source of income: Households can apply for work at any time, and the 
wage is often higher than private-sector wages for comparable jobs in agriculture since 
minimum wage laws in India are typically not well enforced. This should be especially 
important during the agricultural off-season when only few job opportunities exist in 
many rural villages. Moreover, NREGS pays men and women equally, whereas there is 
a substantial gender wage gap in the private sector. 

To evaluate the labor market impacts of NREGS, the study uses a regression disconti-
nuity design. It exploits the fact that NREGS, while implemented non-randomly, was 
rolled out in three phases between 2006 and 2008 and introduced to poor districts 
f irst according to a poverty index. While the exact government algorithm is unknown, 
institutional knowledge allows the creation of the likely algorithm used to assign dis-
tricts to implementation phases. Intuitively, the empirical strategy relies on the idea 
that the last few districts that were just “poor enough” to receive NREGS in a given 
phase should be very similar to districts that were just “too rich” to get the program 
since the phase poverty cutoff is arbitrary, so that comparing these districts before the 
rollout was complete provides us with a clean treatment and control group.

The results suggest that the introduction of NREGS has had very limited impacts on 
rural Indian labor markets: The scheme does not signif icantly affect public or private 
employment, although the estimated coeff icients for private employment are negative 
and sometimes of non-trivial magnitude. Growing evidence suggests that the inability 
of NREGS to substantially increase public-sector employment is due to widespread 
rationing, since local institutions often seem unable to handle the high demand for 
work. There is no effect on male private wages, whereas the wages of the quite selected 
sample of women working in the private agricultural sector increase by about 20%. 
This effect is concentrated during the agricultural main season, when women arguably 
have a choice between private and NREGS employment and upwards wage pressures 
are therefore highest. 

Overall, this analysis suggests that 
the welfare benefits of NREGS for 
Indian households are likely to be 
small. This is especially true if some 
manipulation of the assignment 
process was possible that the pro-
posed algorithm does not take into 
account, since the estimated coeff i-
cients are then likely overestimates.

Laura Zimmermann 

Labor Market Impacts of a 
Large-Scale Public Works 
Program: Evidence from 
the Indian Employment 
Guarantee Scheme

IZA Discussion Paper 6858
http://ftp.iza.org/dp6858.pdf
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warned that it threatens “to spawn a lost 
generation that may f ind it hard to recov-
er.” While the audience agreed that access 
to productive and rewarding jobs remains 
diff icult for many new labor entrants, the 
panel concluded that improving school-
to-work and unemployment-to-work tran-
sitions requires action on various fronts, 
from ensuring investment in early child-
hood and formal education, to fostering a 
good match between skills taught in school 
and those needed in the market, to reduc-
ing the cost of employing youth for f irms 
and boosting the employability of the long-
term unemployed or under-employed in 
precarious and informal activities. 

The programs of the conference and the 
policy forum are available online: 

 www.iza.org/link/ worldb2012
 www.iza.org/link/ worldbpf2012

training, similar to the German vocational 
dual training programs, which have proven 
to be a successful intervention to closely 
link employers to young apprentices and 
ease the school-to-work transition. Other 
priorities mentioned by the panelists in-
clude provisions for reliable and modern in-
frastructure, an environment that not only 
facilitates small-scale self-employment but 
also allows large-scale economic entities to 
flourish, more carefully tuned labor mar-
ket policies, greater access to credit, and 
governance that takes youths into account. 
“Benefiting from the dynamism of youth 
also means addressing the challenges of 
gender, income, social, and rural-urban 
disparities,” added Deshpande. 

Stefano Scarpetta gave the OECD perspec-
tive by pointing out that the global eco-
nomic crisis, prolonged by strains within 
the euro area, has put millions of youth out 
of work – 50 percent in Spain and Greece, 
and 30 percent in Italy and Portugal. He 

support more complete exposure of labor 
market information data, as well as identi-
fication data (especially for the poor in the 
labor force, where information is scarce), in 
order for digital exchange brokers to utilize 
the data to improve the matching process 
for both employers and employees.

A closing panel discussion chaired by Arup 
Banerji, consisting of Ashwini Deshpande 
(Delhi School of Economics), Pronab Sen 
(Principal Advisor, Planning Commission), 
Stefano Scarpetta (OECD and IZA) and Klaus 
F. Zimmermann, focused on policy and 
research implications when addressing 
the challenges of youth employment. Sen 
stated that “the f irst and foremost need 
is improvement in training and education” 
underlining the issue that “trainees are bur-
dened with training costs in India instead 
of having a system where the f irms f inance 
the training for their apprentices.” Zim-
mermann added that it would be useful 
to expand apprenticeships and on-the-job 

1. Complete abolition of mini- and midi-
jobs, with full income tax and social 
security contributions on all labor in-
come (“abolition”)

2. Extension of mini- and midi-job month-
ly income limits to 600 euros and 1,000 
euros, respectively (“extension”)

3. Abolition of mini-jobs and extension 
of midi-jobs to all monthly incomes up 
to 800 euros (“transition zone 0-800 
euros”)

4. Replacement of the 400-euro income 
limit with a tax-free allowance of 400 
euros also deductible from incomes 
up to 800 euros (“allowance”)

5. Introduction of a tax-free income level 
of 200 euros, beyond which regular 
contribution rates are due (“200 euro 
tax-free”).

Options 1, 3 and 5 would reduce house-
hold budgets as former mini-jobbers would 
then be subject to income tax and social 
security contributions. As a result, some of 
them would completely withdraw from the 
labor market, while others would extend 
their labor supply. Options 2 and 4 would 
lower taxes compared with the status quo 
and therefore increase disposable income. 
This would lead to an additional demand 
for mini-jobs. In a couple household, the 
primary wage earner would reduce their la-
bor supply, while the secondary wage earn-
er would take up employment or increase 
the number of working hours.

partially passed on to the employer, who 
is able to pay lower wages. On the other 
hand, mini-jobs appear particularly attrac-
tive to married women, who may choose to 
gradually return back to work after child-
birth by working a few hours without pay-
ing taxes and contributions.

Problems arise when mini-jobbers plan 
to extend their working hours or move on 
to better paid jobs. Once they exceed the 
400-euro monthly limit, they must pay in-
come tax on their entire labor income. In 
addition, under married couples’ income 
tax splitting, f irst and secondary earners 
are subject to the same marginal tax rate, 
although secondary earners often have 
much lower gross income. This is why high 
effective marginal taxation rates apply 
beyond the 400-euro limit. As a conse-
quence, mini-jobs pose a high barrier for 
(re-)entry into employment. Adjustments 
to the existing legal framework are there-
fore strongly desirable from an economic 
point of view. They could start with cor-
rections of the mini-job regulations or the 
taxation of married couples – or a combi-
nation of both.

In order to assess the effects of possible 
adjustments of the mini-job provisions on 
employment, public budgets and the in-
come distribution, IZA used its own simu-
lation model, IZAΨMOD. Five different re-
form proposals were compared:

The so-called “mini-jobs” are clearly on 
the rise in Germany. How must this trend 
be assessed from an economic point of 
view, and what legislative changes would 
make sense? Commissioned by the Ber-
telsmann Foundation, IZA studied the 
effects of several different reform op-
tions. The legal restrictions on mini-jobs 
were eased in 2003. The monthly income 
limit was raised from 325 to 400 euros, 
and the restriction of working time to 15 
hours per week was abolished. The em-
ployee pays no taxes and social security 
contributions on income up to 400 euros. 
Above this threshold, a “transition zone” 
(also referred to as “midi-jobs”) up to 800 
euros is subject to full income tax liability 
and gradually increasing social security 
contributions.

The direct result of this legislative change 
was a substantial expansion of mini-jobs, 
with the number of people employed in 
these jobs growing from 4.2 million in 2002 
to 7.4 million in 2011. Out of those, 2.5 
million hold second jobs. At the same time 
the number of regular jobs decreased, par-
ticularly in the low-wage sector, but also in 
such industries as restaurant and retail. 

The reasons for this trend are to be found 
in rational considerations of both employ-
ers and employees. While the employee is 
meant to benefit from the tax exemption, 
it must be assumed that this advantage is 

Mini-Jobs and Tax Splitting for Married Couples: 
Reforms Will Lead to More Regular Jobs
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yield sizeable effects of about 76,000 
and 42,000 new jobs, respectively. Indi-
vidual taxation and real splitting would 
lead to an increase in employment of 
about 25,000 to 26,000 full-time equiva-
lents (FTE). The basic allowance splitting 
would cause a decrease of 20,000 FTE. 
All splitting reforms would have a posi-
tive impact on female employment. They 
lead to a more balanced distribution of 
employment between spouses and to ad-
ditional tax revenues of between 10 and 
28 billion euros. Taking into account ex-
tra expenses of one to three billion euros 
in welfare (ALG II) and child benef its, this 
leaves additional revenues between 9 and 
24 billion euros.

A combination of mini-job and tax split-
ting reforms seems even more desirable. 
As they would not impede but complement 
each other, the employment effects would 
be particularly favorable (see table ). 
Depending on the extent of a tax splitting 
reform, net additional revenues between 8 
and 24 billion euros would arise for public 
budgets. These funds could be used for the 
support of families. 

This leaves addi-
tional revenue of 
half a billion euros, 
slightly less under 
the “200 euros tax-
free” option. The 
“transition zone 
0-800 euros” ap-
proach is largely 
r e venue - neut r a l , 
while an extension 
of mini- and midi-
jobs would cost 
public budgets 
about one billion 
euros. The same 
applies to the “al-
lowance” alterna-
tive. 

As far as married 
couples’ tax split-
ting is concerned, 
IZA simulated three 
reform proposals:

1. C o m p l e t e 
abolition of tax 
splitting (individual 

taxation without exception)
2. Real splitting (similar to current rules 

for divorced or separated couples, 
with maximum transferable income at 
13,805 euros)

3. Basic allowance splitting (only the tax-
free allowance of 8,004 euros is trans-
ferable to the spouse). 

These reforms would have signif icantly 
larger impacts on employment and pub-
lic budgets. Individual taxation would 
result in 77,000 additional jobs. Real 
and basic allowance splitting would also 

Overall, the employment effects of re-
forms targeted exclusively at mini-jobs 
are relatively low. The largest increase 
of about 85,000 additional jobs would 
occur with the “extension” approach. 
The “allowance” option would cause 
an increase of 16,000 employees. Nega-
tive effects arise from the other alterna-
tives, with a decrease between 43,000 
and 90,000 jobs. Fiscal effects are also 
moderate. The abolition of mini- and 
midi-jobs would lead to additional social 
security revenue, but also to additional 
expenses for welfare benef it payments. 

Effects of combined reforms on 
employment and public budgets

A b o l i t i o n  o f  
t a x  s p l i t t i n g R e a l  s p l i t t i n g B a s i c  a l l o w a n c e  

s p l i t t i n g
A b o l i t i o n  o f  FTE: 49.1 FTE: 36.3 FTE: -7.4
m i n i - / m i d i - j o b s Part.: 22.0 Part.: 12.8 Part.: -20.6
E x t e n s i o n  o f FTE: 25.5 FTE: 11.9 FTE: 26.3
m i n i - / m i d i - j o b s Part.: 139.0 Part.: 133.2 Part.: 107.1
T r a n s i t i o n  z o n e FTE: 25.3 FTE: 25.9 FTE: -20
0 - 8 0 0  e u r o s Part.: 59.2 Part.: 54.7 Part.: 18.5
T a x - f r e e  a l l o w a n c e  FTE: 23.8 FTE: 24.1 FTE: -20.6
o f  4 0 0  e u r o s Part.: 78.4 Part.: 80.6 Part.: 49.1
T a x - f r e e  i n c o m e  l i m i t  FTE: 46.7 FTE: 32.3 FTE: -9.1
o f  2 0 0  e u r o s Part.: 27.6 Part.: 15.6 Part.: -15.3

A b o l i t i o n  o f  
t a x  s p l i t t i n g R e a l  s p l i t t i n g B a s i c  a l l o w a n c e  

s p l i t t i n g
A b o l i t i o n  o f  
m i n i - / m i d i - j o b s
E x t e n s i o n  o f
m i n i - / m i d i - j o b s
T r a n s i t i o n  z o n e
0 - 8 0 0  e u r o s
T a x - f r e e  a l l o w a n c e  
o f  4 0 0  e u r o s
T a x - f r e e  i n c o m e  l i m i t
o f  2 0 0  e u r o s 24.5 9.7 16.4

E m p l o y m e n t  e f f e c t s  i n  1 , 0 0 0  f u l l - t i m e  e q u i v a l e n t s  ( F T E )  a n d  p a r t i c i p a t i o n  i n  
1 , 0 0 0  i n d i v i d u a l s

E f f e c t s  o n  p u b l i c  b u d g e t s  i n  b i l l i o n  e u r o s  

24.5 9.6 16.3

23.3 8.4 15
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Adjusting working hours may be the most 
neglected approach to tackle the impend-
ing consequences of demographic change. 
In addition to controlled immigration 
and efforts to raise female employment, 
a moderate extension of working time of-
fers a vast potential to cope with labor 
shortages.

In a recent contribution to the “IZA Stand-
punkte” series, Hilmar Schneider (IZA Direc-
tor of Labor Policy) evaluates, using Ger-
many as an example, what requirements 
need to be met for working time extension 
strategies to be successful. Statistically, 
Germany’s annual volume of work of 58 
billion hours (in 2011) and an annual aver-
age of 41 million people in paid work trans-
late into 30 working hours per week. If all 

Extension of Working Time in Response to the Demographic Challenge
employees worked full-time in the statisti-
cal average, which corresponds with the 
current situation in Japan and the United 
States, the impending dramatic decrease of 
the German labor force could be compen-
sated, at least in terms of numbers. Many 
part-time workers indeed express the desire 
to work more. If they are unable to extend 
their hours, this is not due to a lack of job 
opportunities, but rather because it is of-
ten not worthwhile f inancially. The legisla-
tor takes a substantial part of the blame. 
Tax privileges for mini-jobs, free health in-
surance for spouses of employees, married 
couples’ income tax splitting, tax breaks 
for supplementary income earned during 
early retirement, and the rules governing 
extra labor income for welfare recipients 
are the main reasons why part-time work is 

often more worthwhile than full-time em-
ployment.

The study illustrates how large the effect of 
political adjustments in this f ield could be: 
In purely mathematical terms, per capita 
working time would only need to be ex-
tended by one hour a day (with full pay) by 
2050 to compensate for the labor shortage 
resulting from demographic change.

However, removing the existing disincen-
tives for part-time work cannot be success-
ful without investing in the infrastructure 
of childcare and care for the elderly or the 
disabled. Policymakers should also require 
employers to undertake additional efforts 
to sustain the productivity of their work-
force over the working life.
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There are many different approaches to 
deal with the problems related to demo-
graphic change, but when designing a com-
prehensive strategy to tackle these prob-
lems, policymakers in Germany, as well as 
in other countries facing a shrinking popu-
lation, should definitely take the issue of 
working time into account.

Ultimately, this would bring more women 
from mini-jobs or part-time employment 
into full-time jobs. Older employees would 
voluntarily choose to retire later, and re-
cipients of social security benefit payments 
who are able to work would have larger 
incentives to enhance their efforts to seek 
employment. 

Hilmar Schneider 
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NEUJOBS:
Interdisciplinary Project on the Future of European Labor Markets

New IZA Research Sta� 

What is the impact of the demographic 
change on the European labor markets? 
What policy initiatives should be taken to 
address this challenge and ensure a sus-
tainable future?

Analyzing the effects of demographic and 
socio-ecological changes on the various 
European labor markets and evaluating ap-
propriate policy approaches are at the core 
of a European interdisciplinary research 
project called NEUJOBS. Since the start in 
2011, IZA has actively participated in this 
project, founded by the European Commis-
sion within its 7th Framework Programme. 
Designed for a period of four years, NEU-
JOBS brings together the expertise of 29 
European research institutions in the areas 
of economics, political science, sociology, 
demography and ecology. 

The starting point for a detailed analysis 
of future developments on European la-
bor markets are projections based on sev-
eral scenarios of social and demographic 
change. Various assumptions with regard 

In September and October 2012, 
three new Research Associates 
joined the IZA core staff in Bonn. 

Karina Doorley received her PhD from 
University College Dublin in 2012. 
Prior to this, she studied economics 
at Cambridge University and Univer-
sity College Dublin. She spent much 
of her doctoral studies at CEPS/
INSTEAD in Luxembourg. Her the-
sis focused on the effect of f iscal 
and social policies on labor supply and 
redistribution in Europe. Her research in-
terests include labor market policy evalu-
ation, discrimination and wealth portfo-
lios.

Before becoming a member of the IZA re-
search team in September, Benjamin Elsner 
had already been part of the IZA network 

to socio-ecological changes, e.g. the trans-
mission from fossil fuels to renewable en-
ergies, regional agglomeration effects or 
changes in the average education level un-
derlie these predictions. Country-specif ic 
forecasts concerning the impact of demo-
graphic change and the extent of migration 
complete these projections, which aim at 
providing different illustrations of what the 
social and demographic future might look 
like (also on national and regional levels).

The projections eventually form the basis 
for an evaluation of possible developments 
on the different European labor markets. 
IZA’s main contribution is the micro-
econometric evaluation of the status quo 
and potential trends in labor supply and 
demand on the European level by 2030. To 
this end, the IZA research teams uses meth-
odology developed at IZA (see e.g. Andreas 
Peichl and Sebastian Siegloch, “Account-
ing for Labor Demand Effects in Structural 
Labor Supply Models,” Labour Economics, 
2012, 19 (1), 129-138). The labor supply 
projections until 2030 are based on the 

so-called “reweighting” method, which 
integrates the demographic forecasts into 
the empirically estimated model of labor 
supply. One of the key results so far is that 
the relative decline of labor supply in terms 
of hours is twice as strong as the decline 
in terms of working age population. This is 
in part due to the increasing importance of 
older workers, who tend to work less, but 
also to the specif ic disincentives for older 
workers to work.

IZA will also use these labor supply and 
demand projections in the context of the 
NEUJOBS project to analyze possible 
changes in employment and the resulting 
wage distribution, and to examine the po-
tential effect of various labor market policy 
programs.

Further information about the project, in-
cluding the preliminary f indings of all par-
ticipating research institutes, is available 
online:

 www.neujobs.eu 

Linguère Mously Mbaye, Benjamin Elsner and Karina Doorley

as a Research Aff iliate for a year. He re-
cently received his PhD from Trinity Col-
lege Dublin. Prior to his doctoral studies 
he completed an M.A. (Dipl.-Vw.) in eco-
nomics at the University of Regensburg, 
Germany. His research interests are inter-
national migration and social networks. 
In his PhD thesis he analyzed the effect 
of emigration on wages in Eastern Europe 

after EU enlargement in 2004. For 
this project he received the FEEM 
award of the European Economic 
Association in 2010.

Linguère Mously Mbaye is complet-
ing her PhD in Development Eco-
nomics at the Center for Studies 
and Research in Development 
Economics (CERDI), University 
of Auvergne in France. Her main 
f ields of interest are development 

economics, international migration and 
applied microeconometrics. Her current 
research focuses on the economics of 
migration from Africa, particularly from 
Senegal to the Northern countries, and 
on the relationship between environment 
and migration in developing countries.



Institute for the Study of Labor  |  I Z A COMPACT  |  December 20128

EALE 2012

At the end of the conference the fruitful 
partnership of EALE and IZA was under-
scored once more during the joint Prize 
Ceremonies featuring the annual EALE 
Awards as well as the prestigious IZA Prize 
in Labor Economics (see last issue of IZA 
Compact). The joint conference organiza-
tion will certainly serve as an example for 
future collaboration.

employment. Another IZA session pro-
vided an overview on the most important 
labor market challenges in China, ranging 
from the mass rural-to-urban migration to 
returns on education and discrimination in 
hiring. Last but not least, IZA contributed 
a session on new findings from “The Eco-
nomics of Happiness and Unhappiness”, 
presented by world-leading experts in the 
f ield.

With around 450 researchers – the larg-
est number of participants ever – the EALE 
2012 Conference was a big success. This 
must also be attributed to the strong ef-
forts of the EALE Program Committee, 
which consisted of nearly 50 renowned 
economists, most of whom are IZA Re-
search Fellows. 

On the initiative of IZA, the Annual Con-
ference of the European Association of La-
bour Economists (EALE) came to Germany 
again for the f irst time since 1999 and was 
held at IZA’s hometown of Bonn in Septem-
ber 2012. IZA was pleased to accept the 
great honor of hosting and co-organizing 
this event, given the institute’s tradition-
ally close ties with EALE. The conference 
program covered a broad range of policy 
oriented topics: Keynote speeches ad-
dressed the impact of trade and technol-
ogy dynamics on task demands as well as 
the growing relevance of stimulating labor 
supply of women and older workers due to 
demographic change. Special IZA sessions 
debated the current German “job miracle” 
and the role of temporary work and f ixed-
term employment as a bridge into regular 

EALE 2012: Impressions from Europe’s Largest Meeting of 
Labor Economists Hosted by IZA in Bonn

Bonn
EALE

Conference

20 - 22 September

2012

Jan van Ours (Tilburg University; President EALE 2012), Klaus F. Zimmermann Historic Venue: The Former German Parliament Building

David Autor (MIT)Sandra Black (University of Texas, Austin)Enrico Morreti (University of California, Berkeley)

Richard Blundell (University College London) Alexander Spermann (Randstad), Elke Jahn (IAB), Hilmar Schneider (IZA)
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change much in the West, it signif icantly 
declined in the East and was below the 
Western level since the late 1990s. To a 
large extent, this f inding can be explained 
by flatter wage profiles in the East indicat-
ing that East Germans facing high regional 
unemployment rates appropriated smaller 
rents than West Germans. Liu investigated 
how US workers respond to wage risks. His 
results suggest that job mobility is an im-
portant channel for employed workers who 
face wage shocks.

A f inal group of presentations dealt with 
other important labor market issues such 
as entrepreneurship, migration and per-
sonality traits. Philippe Bracke (London 
School of Economics) studied the link be-
tween homeownership and entrepreneur-
ship using British data. His main result 
was that being a homeowner reduced the 
probability of starting an entrepreneurial 
activity by approximately 25 percent. He 
showed that the negative relation is due 
to risk considerations deriving from the 
commitment to pay a mortgage. Corrado 
Giulietti (IZA) presented a paper on the 

impact of immigration on the well-being 
of natives in Germany. The analysis pro-
vides robust evidence that higher immi-
gration in local labor markets positively 
affects the well-being of natives. Further 
tests show that the positive effect mainly 
operates through non-labor channels, in 
particular complementarity in consump-
tion goods. Bas ter Weel (CPB Netherlands 
and IZA) investigated the effect of con-
scientiousness measured in childhood on 
adult outcomes and concluded that early 
conscientiousness is predictive for adult 
outcomes.

The list of presented papers at ESSLE 2012 
is available online:

 www.iza.org/link/ESSLE2012

The welfare state and sickness pay were 
discussed by Lazlo Görke (University of 
Trier and IZA) and Martin Ljunge (Univer-
sity of Copenhagen). Görke investigated 
the impact of trade union membership on 
sickness absence. He showed in a theo-
retical model that union members, be-
ing dismissed less often than non-union 
members, may have stronger incentives 
to be absent from work. Görke found em-
pirical support for his model by analyzing 
the effects of the 1996 sick pay reform in 
Germany. He showed that union members 
were more often and longer absent from 
work before the reform, but responded 
to the cut in sick pay by a stronger de-
cline in the duration of absence periods 
due to sickness. His f indings suggest that 
more f lexibility in the use of paid absence 
due to sickness constitutes a private gain 
from trade union membership. Ljunge ex-
amined the important question whether 
social insurance programs have long-run 
effects on behavior by studying the take-
up decision of sick leave benef its follow-
ing the expansion of the Swedish welfare 
state. His analysis revealed that the ben-

ef it take up decision can be affected by 
the behavior of slightly older role models 
pointing to the importance of peer-group 
effects.

Regina Riphahn (University of Erlangen-
Nuremberg and IZA) and Kai Liu (Norwe-
gian School of Economics) focused on the 
role of wage and job mobility. Riphahn 
used the Sample of Integrated Labour Mar-
ket Biographies, a two-percent random 
sample from data on the German unem-
ployment insurance, in order to docu-
ment how wage mobility developed in the 
Western (Eastern) part of Germany from 
1975 (1992)-2008. Her empirical analysis 
showed that at the beginning of the 1990s 
wage mobility was substantially higher in 
the East. Whereas wage mobility did not 

The 14th European Summer Symposium 
in Labour Economics (ESSLE) was hosted 
jointly by IZA and CEPR at the Deutsche 
Post Management Training Center in Buch/
Ammersee, Germany, in September 2012. 
The organizers, Giuseppe Bertola (EDHEC 
Business School), Marco Caliendo (Universi-
ty of Potsdam and IZA) and Josef Zweimüller 
(University of Zurich and IZA) had put to-
gether a program that spanned a wide ar-
ray of microeconomic and macroeconomic 
topics in labor market research. Around 
thirty participants, including renowned 
international scholars as well as talented 
young labor economists, presented and 
discussed their current research results, 
some of which are summarized below.

One important theme of the symposium 
was to analyze the effects of labor mar-
ket institutions. Olivier Charlot (University 
of Cergy-Pontoise) presented work on the 
determinants of entries in temporary and 
permanent jobs and the duration of tem-
porary jobs. His model shed light on the 
trade-off between temporary and perma-
nent contracts showing that rigid employ-

ment protection laws can induce an excess 
labor turnover in temporary jobs with only 
minor effects on total employment. Juan 
Dolado (Carlos III University of Madrid and 
IZA) explored the link between temporary 
and permanent contracts and total factor 
productivity. His theoretical model showed 
that a large gap in f iring costs between 
temporary and permanent jobs can lead to 
a low conversion rate from the former to 
the latter type of job. This in turn can re-
duce the incentives of workers with regard 
to qualif ication and training which has a 
negative impact on the total factor pro-
ductivity. In an empirical application of his 
model, he showed that the segmentation of 
employment protection laws in Spain de-
creased the total factor productivity by 15 
percent in the period from 1992 to 2005.

IZA/CEPR European Summer Symposium in Labour Economics
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The Great Recession has resulted in dif-
f icult adjustment processes in Russia and 
other successor states of the Soviet Union 
as well as in Asia. These adjustments were 
analyzed by leading experts on labor mar-
kets in the region during an IZA workshop 
in cooperation with the Centre for La-
bor Market Studies (CLMS) of the Higher 
School of Economics, Moscow, on Octo-
ber 5-6, 2012. Among the organizers were 
Hartmut Lehmann (University of Bologna), 
IZA Program Director for “Labor Markets 
in Emerging and Transition Economics,” 
and IZA Fellow Vladimir Gimpelson (CLMS). 

In their opening remarks, Lehmann and 
Sergey Roshchin (Vice-Rector, Higher School 
of Economics) stressed the strong ties be-
tween the Higher School of Economies, 
the main Russian Research University in 
the Social Sciences, and IZA. Both speak-
ers understood the workshop as a further 
expression of these ties and as a platform 
where researchers from Russia, Central 
Asia and China can interact with research-
ers from Europe and North America who 
study labor markets in post-Communist 
societies.

The f irst session dealt with the demograph-
ic crisis in Russia, in particular with the de-
clining fertility rates and the recent “Mater-
nity Capital” (MC) policy introduced by the 
Russian Parliament in 2007 to reverse the 
current trend of having only one child. The 
f irst paper presented by Fabian Slonimczyk 
(Higher School of Economics) estimated a 
dynamic stochastic discrete choice model 
of fertility and employment using data 
from rounds XIII-XIX of the Russian Lon-
gitudinal Monitoring Survey. The authors 
found limited, if any effect of the MC in 
terms of increasing fertility rates. While 
Russian women do respond to economic 
incentives, the very restrictive conditions of 
the MC measure make it ineffective in the 
long run. The second paper by Maria Giulia 
Silvagni (University of Bologna) assessed fer-

tility intentions of Russian women and men 
using data from the f irst wave (year 2004) 
of the Russian Generations and Gender 
Survey within the framework of the Theory 
of Planned Behavior. Her results show that 
mothers are more concerned about the 
negative consequences of having a second 
child relative to fathers. These results are 
driven by the f inancial condition and em-
ployment status of women. From a policy 
perspective, this session provided evidence 
that policies designed to give f inancial in-
centive to parents with one child capture 
the correct target, but that the current de-
sign of the MC is not suff iciently effective 
at solving the Russian demographic crisis.

Russia is the main recipient of large migra-
tion flows from Central Asia. The papers 
presented in the second session looked at 
the situation of Tajik migrants in Russia and 
the role of remittances in informal transfers 
within social networks in Kyrgyzstan. The 
study presented by Eugenia Chernina (Higher 
School of Economics) merged the 2007 and 
2009 rounds of the World Bank Tajik Living 
Standards Survey with the respective rounds 
of the Russian Longitudinal Monitoring Sur-
vey. Migrants on average are found to be 
younger than non-migrants, to have larger 
household size and to be married. Migrants 
are also predominantly males and possess 
registration and work permits. To compare 
migrants’ and natives’ earnings, the authors 
estimated a wage equation for Russian 
male employees and then used it to predict 
earnings of natives with migrants’ charac-
teristics, which were then compared with 
actual migrants’ wages. The estimated mi-
grant-natives wage gap amounted to 8 and 
15 percent in 2007 and 2009, respectively. 
Oaxaca-Blinder decomposition suggests 
that the gap is mainly explained by returns 
to characteristics. One thus can conclude 
that discrimination of migrants in the Rus-
sian labor market is possible.

The paper presented by Bakhrom Mirka-
simov (DIW Berlin) investigated the impact 

of migration on the degree of cooperation 
within social networks of households left 
behind. In particular, the authors ana-
lyzed whether migration and remittances 
strengthen or weaken the degree of in-
formal transfers within social networks. 
They distinguish between monetary and 
non-monetary transfers as well as between 
providing and receiving transfers. Kyrgyz-
stan is particularly suited for this analysis 
given its high incidence of labor migration 
to Russia and remittance receipts as well 
as its culture of mutual help within social 
networks. The main f indings establish that 
migrant households make more f inancial 
transfers than non-migrant households, 
particularly in rural areas. The authors 
also f ind that the receipt of non-financial 
help in the form of labor is concentrated 
on households with dependents (small 
children or elderly members), although this 
non-financial help for households with re-
mittances is rather small. This small effect 
might be explained with an income effect 
brought on by remittances: an increased 
income might lower the participation of 
women in the labor market. 

Pension reform is one of the pressing issues 
in the successor states of the Soviet Union. 
Anton Nivorozhkin (IAB, Nuremberg) focused 
on this issue within the Russian context 
when presenting a paper on retirement con-
sumption smoothing in urban Russia. Using 
the NOBUS data set, the study arrives at 
two important findings. First, a significant 
fraction of individuals who reach retire-
ment age and receive a pension continue 
to work; that is, labor supply after reaching 
retirement age is found to be an important 
consumption smoothing strategy of Russian 
households. An important policy implica-
tion of this result could be that retirement 
should be handled in a more flexible fash-
ion, allowing physically capable workers to 
retire much later while at the same time rais-
ing the pension levels for those who are no 
longer able to work after reaching the pres-
ently statutory low retirement age (for men) 

IZA/HSE Workshop in Moscow on Labor Market Adjustments 
in CIS Countries, Central Asia and China

Hartmut Lehmann

Sergey Roshchin

Vladimir Gimpelson
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of 60. Second, the fall in food consumption 
is greater than the fall in the consumption 
of non-durables. This smaller fall in the 
consumption of non-durables is linked to 
in-kind government transfers. Monetizing 
these in-kind transfers might go some way 
in dampening the fall in food consumption 
upon retirement.

The social policy implications of the pro-
found demographic changes taking place 
in Russia over the next decades were at the 
center of the invited policy lecture given 
by Michał Rutkowski (Country Director of 
the World Bank for Russia). The next de-
cades will see a large decline in the Russian 
population and in the working age popu-
lation compared to the combined group 
of the elderly and children. The large rise 
in the dependency ratio and the project-
ed decrease in the labor force will require 
substantial reform efforts regarding edu-
cation, pension and health policies. A re-
duced labor force means less growth unless 
policies are set in motion that counteract 
this. One way of counteracting the demo-
graphic trends would be to increase the 
participation rate, but this rate is already 
high in international perspective and thus 
cannot be raised much further. Second, 
the retirement age can be raised, but this 
is politically extremely sensitive in Russia. 
Third, the government can encourage fur-
ther immigration into Russia, but the share 
of migrants is already quite high and it is 
not clear whether more migrants can eas-
ily be attracted. Fourth, policies need to be 
implemented that increase the human cap-
ital of the workforce. This was presented as 
the most promising avenue in the short and 
medium run, requiring major reforms in the 
Russian educational system. 

Rutkowski also discussed the need for pen-
sion reform in the light of the demographic 
developments. At the center of this reform 
must be a higher retirement age despite its 
political sensitivity since it raises revenues 
as well as benefits to individuals and thus 
prevents a majority of pensioners to fall 
into old age poverty. One central aspect of 
health policies required in the context of a 
rapidly aging population is the investment 
in health of the population at all ages, thus 
ensuring a more healthy workforce and 
more healthy pensioners, mitigating the f i-
nancial pressures on health care.

Informal and contingent employment are 
wide-spread in the region. John Bennett 
(Brunel University and IZA) and Andreas 
Woergoetter (OECD) discussed these two 
types of employment in Russia. The paper 
presented by Bennett on risk attitudes and 
informality, with an application to Russia, 
developed a theoretical framework to ex-

amine the decision by a worker of whether 
to quit a formal job in a declining sector in 
order to enter the informal labor market. A 
mean-variance utility function is assumed, 
with the sensitivity of both the mean and 
variance of lifetime income to a measure 
of skill being greater for quitting than for 
keeping the formal job. In this framework, 
a condition is derived that could be tested 
empirically to indicate whether workers 
perceive the relative risk to be greater from 
quitting or from staying in the formal job. 
Initial testing on RLMS data indicated that 
if the self-employed are included in the ‘in-
formality’ group, measures of skills can be 
identif ied for which the posited sensitiv-
ity was indeed greater in informal than in 
formal work. It also suggested that in this 
case workers tended to regard staying in 
the formal job to be more risky than quit-
ting in favor of informal work. The study of 
contingent employment presented by Wo-
ergoetter looked into the use of f ixed-term 
contracts and agency work in Russia short-
ly after the crisis years 2009-2010 with the 
help of an enterprise survey. The empirical 
results show that the use of non-standard 
labor contracts is not uniform across sec-
tors, f irm size and skill requirements. They 
also reveal the complementarity of the two 
types of contracts, since the use of tempo-
rary employment contracts also increases 
the likelihood of using agency work. On the 
negative side, the increase in non-standard 
labor contracts contributes to increased 
income polarization, while, on the positive 
side, it attenuates the rise in unemploy-
ment during a crisis period.

How do minimum wages affect labor mar-
ket adjustment and the wage distribution 
in Russia? In the session dedicated to these 
questions, Alexander Muravyev (St. Peters-
burg University, GSOM and IZA) focused 
on the employment effects of the minimum 
wage in Russia. The presented study is 
based on the standard methodology intro-
duced by Neumark and Washer and relates 
labor market outcomes at the regional level 
to the relative minimum wage (captured by 
the Kaitz index) in a panel setting. The re-
sults suggest no statistically or economical-
ly signif icant effects of the minimum wage 
on non-employment and unemployment in 
the general workforce. There is, however, 
an adverse effect of the minimum wage on 
young workers, most notably, in the form 
of higher unemployment among those aged 
16-24. Most importantly, the analysis sug-
gests that minimum wage hikes are associ-
ated with an increase in the share of work-
ers employed in the informal sector. The 
paper by Anna Lukiyanova (Higher School 
of Economics), focusing on the effect of 
the minimum wage on the distribution of 
wages in Russia, uses regional variation in 

the relative level of the federal minimum 
wage to identify the impact of the threefold 
increase in the real value of the minimum 
wage on the Russian wage distribution be-
tween 2005 and 2009. The analysis sug-
gests that the minimum wage can account 
for the bulk of the decline of inequality in 
the lower tail of the distribution, particu-
larly for females.

In a subsequent session, Francesco Pastore 
(Second University of Naples and IZA) dis-
cussed the intergenerational transfer of 
poverty in Mongolia, considering house-
hold poverty as a risk factor for youth 
poverty. The study, based on a unique, 
nationally representative School-to-Work 
Transition survey, f inds that a young per-
son born into a household living on 1$ a 
day ceteris paribus has a probability about 
four times greater of dropping out of 
school, 2.5 times greater of being educa-
tionally marginalized and 20 times greater 
of becoming a working poor than a con-
temporary born into a family living on 3$ 
a day. Thus in Mongolia, one of the 50 
poorest countries in the world, “inherited” 
poverty, seemingly working through educa-
tional channels, can only be fought by in-
tervening at an early age.

In the second presentation Zhong Zhao 
(Renmin University of China and IZA) 
discussed his research agenda on the fate 
of rural-to-urban migrants during the f i-
nancial crisis of 2008. The study aimed at 
establishing what type of urban migrant 
and migrant household survive such crisis, 
remaining in the urban labor market and 
to what extent individual characteristics, 
household structure, saving and risk man-
agement and social networking contrib-
ute to the survival. Given the large share 
of migrants in the Chinese workforce, an 
answer to these questions is of great po-
litical importance. Zhao’s presentation 
did not provide def initive answers to these 
questions yet, but discussed the methods 
through which migrants surviving in the 
urban labor market could be identif ied us-
ing the Rural to Urban Migration in China 
(RUMIC) panel data set. 

The workshop brought together junior and 
senior researchers from various geographic 
areas and academic backgrounds, working 
on quite diverse topics. It was this diver-
sity that contributed in particular to a very 
fruitful exchange of ideas and methods of 
how to study the labor markets in this re-
gion of the world.

Most of the studies presented during the 
workshop are viewable online at:

 www.iza.org/link/moscow2012
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Mirroring the Large Variety of Evaluation Research
4th Joint IZA/IFAU Conference on Labor Market Policy Evaluation

Program evaluation is essential for policy 
makers who want to base their policy design 
on hard evidence. The evaluation of the ef-
fectiveness of policy interventions gains ad-
ditional importance in times of tight govern-
ment budgets. Applications of econometric 
program evaluation are therefore spread 
to more and more different subject areas. 
In addition, availability of highly detailed, 
high-quality databases for profound evalua-
tion research is more and more improved, in 
particular in Europe (see box  p. 13).

This diversif ied development of policy 
evaluation research has been very well 
documented in the newest edition of the 
Conference on Labor Market Policy Evalu-
ation, the 4th edition jointly organized by 
IZA and IFAU (Uppsala). The event, which 
took place in Bonn, reflected a broad pan-
orama of recent cutting-edge policy evalu-
ation research projects. The topics of the 

discussed projects did not only cover la-
bor market policy in its narrow sense but 
went beyond, approaching different policy 
f ields within the evaluation of public poli-
cies. Moreover, as a traditional aspect of 
this conference series, an important focus 
was as well given to methodological con-
tributions – in order to support the transfer 
of recent econometric developments into 
evaluation applications.

The demand for participation at the confer-
ence was high, only about 15% of the sub-
missions could be accepted. The scientif ic 
committee of the conference – comprising 
Patrick Arni (IZA), Marco Caliendo (University 
of Potsdam and IZA), Per Johansson (IFAU 
and IZA), Erik Mellander (IFAU), Gerard J. van 

den Berg (University of Mannheim and IZA), 
and Johan Vikström (IFAU) – was confronted 
with the big challenge of choosing a well-
balanced selection of contributions. The 
conference program covered a broad vari-
ety of evaluation projects, ranging from the 
analysis of policies in higher education to 
welfare reforms, to impacts of labor mar-
ket policies on f irms, and the evaluation of 
programs for older unemployed workers.

Welfare reforms are high on the UK’s policy 
agenda. The focus of the reforms is on in-
creasing the support and activation of the 
individuals on welfare, in order to improve 
their chances to find back into sustainable 
employment. A major pilot project which 
follows this aim is ERA, the “Employment 
Retention and Advancement” program. 
The project was open for 16,000 volunteers 
on welfare and implemented as a field ex-
periment. The randomly chosen treatment 

group was offered a package of support 
and incentive measures: additional counsel-
ing, monetary bonuses to keep newly found 
full-time jobs and subsidies for further edu-
cation. The offered measures aimed, in par-
ticular, at helping the individuals (formerly) 
on welfare to keep newly found jobs over a 
longer time. This aim was, however, reached 
only in the shorter run. Beyond the time 
of direct support via these measures (over 
three years), the positive impact on job sta-
bility vanished, as evaluations show. This 
contrasts to experience from the US where 
an almost identical ERA program resulted 
in better employment effects. Richard Dorsett 
(NIESR, London) analyzed this issue in his 
contribution, pooling the individual data 
about the UK and the US ERA programs. He 

found a series of institutional reasons for the 
better performance of ERA in the US. More-
over, the participating population of ERA in 
the UK had significantly different character-
istics. In tendency, a higher proportion of 
individuals with lower employment chances 
were treated by ERA in the UK, as compared 
to the US. 

The presentation of Barbara Sianesi (IFS, 
London) took up this issue and showed 
that the participation group was indeed se-
lective and not fully representative for the 
full population that would be eligible for 
ERA in the case of its general implemen-
tation. She shows in her research that the 
outcomes of the ERA program in the UK 
would have been better if some subpopu-
lations had participated more numerously. 
Mathieu Chemin (McGill University) focused 
in his presentation on welfare reforms in 
France which took place in 1989. He docu-
mented that an increase in the generosity 
of the provided welfare benefits was as-
sociated with lower employment rates and 
longer unemployment durations of the eli-
gible individuals. He used these results to 
give some predictions on how the negative 
unemployment impacts of the more recent 
welfare reform in France in 2007 could 
have been more limited.

How sizable is the return to higher educa-
tion, and in which degree does this poten-
tial profit increase the propensity of the in-
dividuals to take up higher education? Bas 
van der Klaauw (VU University Amsterdam 
and IZA) addressed this type of question 
by looking at the specif ic example of the 
return of going to a Medical School in the 
Netherlands. Admission to these schools 
is limited and regulated by a lottery, but 
also dependent on high school grades. Van 
der Klaauw and his co-authors exploit this 
specif ic mechanism to identify the specif ic 
earnings potential due to going to a medi-
cal school. They f ind that doctors earn at 
least 20 percent more than people who 
end up in the next-best occupation. This 
rent gets even bigger in the longer run, 20 
years after participation in the lottery. Ser-
gio Urzua (University of Maryland and IZA) 
analyzed the Chilean higher education 
system in his research. The country intro-
duced 2006 a broadly funded and available 
“State Guaranteed Credit” option, in order 
to support higher education participation. 
The evaluation reveals that individuals who 
profit from this credit offer show clearly 
lower dropout rates from higher educa-
tion. The positive effect of this credit mea-
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sure was highest for low-income families. 
However, the credit beneficiaries earned 
on average lower wages than those who did 
not use the credits.

Interesting contributions to the evalua-
tion methodology have been presented 
by Johan Vikström and Martin Huber (Uni-
versity of St. Gallen). Vikström considered 
cases of evaluation where different steps of 
treatments may start and stop at different 
times. This situation may arrive, e.g., in the 
case of training programs for unemployed 
people; these programs may take place at 
different points in time in the unemploy-
ment spell. Another example would be 
medical treatments which are only given 
after some specif ic waiting time. Vikström 
presented a new, adapted estimator for 
such situations of varying dynamic treat-
ment sequences. Huber focused the at-
tention in his contribution on the fact that 
there may be several steps of outcomes of a 
newly tested policy intervention. The policy 
could, for example, f irst affect the motiva-
tion and effort provision of the individual, 
and secondly her or his success on the la-
bor market. Separating effects of policies 
which operate indirectly via such interme-
diate outcomes from direct impacts on the 
f inal outcomes is a considerable method-
ological challenge. The author presented a 
newly developed estimation approach that 
allows to trace out such indirect effects on 
intermediary outcomes of evaluations.

Back in the practical implementation of 
policy evaluation, two French scholars 
gave interesting insights in most recent ex-
perimental evaluation projects about job 
search in France. Luc Behaghel (Paris School 
of Economics and IZA) reported results on 
a large-scale f ield experiment within the 
French unemployment insurance system. 
In this pilot project, it was randomly varied 
whether unemployed job seekers were of-
fered counseling sessions by the public pro-
vider or by a private provider. Interestingly, 
the success rate – the f inding of new jobs 
– was much higher in the case of the public 
provider. Seemingly, the private providers 
did not have enough incentives to put ef-
fort into improving the job search success 
of the unemployed individuals. Instead, 
they more often “parked” the individuals in 
the unemployment system. Thomas Le Bar-
banchon (CREST) presented a second recent 
f ield experiment in which potential dis-
crimination in the application procedure 
was analyzed. Do anonymized resumes – 
without socio-demographic information, 
in particular gender and ethnicity – lead to 
different hiring decisions? The researchers 
found that in the anonymized procedure 
more women had been invited for job inter-
views. Surprisingly, the opposite happened 

in the case of individuals with migration 
background or living in a deprived neigh-
borhood. Additional analyses are run in 
order to f ind out why anonymization was 
negative for these individuals.

A different focus on issues of labor market 
policies has been taken by Conny Wunsch 
(VU University Amsterdam and IZA). In 
her presentation, she asked the question 
whether f irms do benefit from active la-
bor market policies. Using a very detailed 
dataset about unemployed individuals 
and f irms in Germany she had to conclude 
that no positive effect of these policies on 
f irm’s performance could be identif ied. So, 
German unemployment insurance cannot 
argue by scientif ic evidence that its labor 
market policy measures provide a direct 
profit for the employers who hire the un-
employed job seekers.

A more positive evaluation result on social 
insurance effects was found by Ulrika Vik-
man (IFAU) for the case of older long-term 
unemployed workers in Sweden. A reform 
reduced unemployment insurance (UI) 
benefit duration from 90 to 60 weeks for 
this group. If they wanted to keep the ben-
efits beyond this time, they were obliged 

to participate in a workfare program. The 
evaluation revealed that job f inding in-
creased, as a result of a double-incentive: 
due to the shortened UI duration, on one 
hand, and the deterrence effect of the 
workfare program, on the other hand. Job 
seekers do not like this type of program 
and try to avoid it by investing more effort 
in job search; this “threat effect” has been 
observed in many different European UI 
systems. The impact of an opposite policy 
change has been analyzed by Stefan Staubli 
(RAND and IZA). In 1988, the Austrian 
UI massively increased the benefit dura-
tion for some regions (negatively affected 
by structural changes), from 30 to 209 (!) 
weeks. Moreover, individuals aged 55+ en-
joyed in these times relaxed access to dis-
ability insurance (DI). As a consequence of 
these conditions, older unemployed indi-
viduals followed much more often a path-
way to early retirement, using the longer UI 
benefits f irst and then the relaxed access to 
DI, in order to bridge the gap to eligibility 
for regular public pensions.

The conference papers are downloadable 
at:

 www.iza.org/link/Eval2012

Europe and IZA at the Forefront of Developing 
Administrative Data Sources for Research

At the IZA/IFAU Evaluation Conference (see main 
text), keynote speaker Raj Chetty (Harvard Univer-
sity and IZA), winner of the 2010 IZA Young Labor 
Economist Award, spoke on “The Transformative 
Role of Administrative Data in Evaluating Economic 
Policies.” Defining administrative data as person 
data which is collected by an administrative process 
without a person being asked to reveal that data (as 
opposed to survey data), he identif ied the three main 
advantages of such data to be long observation in-
tervals, quality, and large sample sizes, all of which 
allow for improved data analysis. 

He proceeded by identifying three key trends in the international literature: First, since 
1980 there has been a strong decline in the number of papers published in the top 
economics journals which are based on pre-existing survey data. Second, in the same 
time interval there is an opposite trend which shows a strong increase in the number of 
publications, in top journals, which use administrative data. Third, Europe (and with 
it Germany) has taken the lead in the availability of administrative data causing an 
increase in the number of studies which analyze European countries. 

This is an independent assessment of the work done by IZA and its International Data 
Service Center (IZA) over the last 15 years. In Germany the move to ease access to 
German administrative data began with a group of German economists, among them 
IZA Director Klaus F. Zimmermann, raising the issue and starting a debate (see IZA Dis-
cussion Paper No. 14) which dramatically improved the situation. Today, while there 
is still a lot of work to be done, the available German administrative data are among 
the most detailed datasets in Europe. IZA can look back on a long road of diff iculties 
left behind. IZA with its IDSC are today among the leading members of the growing 
German Data Infrastructure. 
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What is the role of post-enlargement mo-
bility for the European Union’s ability to 
absorb asymmetric economic shocks dur-
ing the current economic crisis? Has post-
enlargement migration contributed to the 
sustainability of the Eurozone; and has it 
affected the European welfare systems? Can 
brain circulation act as a vehicle of alloca-
tive efficiency of EU labor markets? These 
are the key questions addressed at the 5th 
Workshop on “EU Enlargement and the La-
bor Markets” (a sub-area of IZA’s migration 
program) organized under the title “Migra-
tion, Crisis, and Adjustment in an Enlarged 
E(M)U” at Central European University 
(CEU) in Budapest, October 12-13, 2012.

This workshop series ref lects the long-
standing commitment of IZA and its mi-
gration program to study EU enlargement 
and its broader consequences. It built on 
the success of a series of workshops orga-
nized by IZA since 2006 that resulted in a 
volume entitled “EU Labor Markets after 
Post-Enlargement Migration,” re-
cently praised by Princeton Uni-
versity as one of the “Notewor-
thy Books in Industrial Relations 
and Labor Economics” for 2010. 
Since 2011 the Center for Euro-
pean Union Research (CEUR) 
has joined forces with IZA in the 
organization of this workshop 
series.  Building on this expertise, 
this year’s workshop deepened 
the knowledge about cross-bor-
der mobility in an enlarged EU 
and enlightened the growing, yet 
rather uninformed debate about 
the role of post-enlargement migration for 
economic adjustment in the crisis-stricken 
labor markets of the Eurozone and the EU 
as a whole.

The workshop was opened by Katalin Far-
kas, Provost and Academic Pro-Rector of 
CEU, who commended the cooperation 

Migration, Crisis, and Adjustment in an Enlarged E(M)U II
5th Workshop on EU Enlargement and the Labor Markets

between CEU and IZA. She highlighted the 
importance of the workshop for the aca-
demic and policy debate about European 
migration and labor markets not just from 
the economic, but also from political, so-
cial, and even philosophical perspectives. 
IZA Director Klaus F. Zimmermann reviewed 
the state of the art of migration research 
in the European context, identifying a num-
ber of robust f indings but also open ques-
tions. Zimmermann noted that the current 
economic crisis and the 2004 and 2007 
enlargements offer unprecedented op-
portunities for researchers to advance the 
understanding of the causes and effects of 
human migration. 

Martin Kahanec, Associate Professor at 
CEU and Deputy Program Director for 
Migration at IZA, followed up by empha-
sizing the importance of migration for the 
adjustment of the EU labor markets to 
asymmetric economic shocks during the 
current crisis. He stressed the role of such 

adjustment for the EU and 
the sustainability of the 
Eurozone, suggesting that 
the EU post-enlargement 
experience should be eval-
uated also from this per-
spective. Presentations by 
Tatiana Fic (NIESR) on the 
redistributive effects of 
post-enlargement migra-
tion and Anzelika Zaiceva 
(University of Modena 
and Reggio Emilia and 
IZA) on return migration 
during the crisis provided 

insights into the possible effects of post-
enlargement migration on receiving and 
sending countries. 

The experience of receiving countries with 
post-enlargement migration and its role 
during the current crisis was covered in pre-
sentations by Stephen Drinkwater (Swansea 

University and IZA) on the United Kingdom, 
Adele Bergin (ESRI) on Ireland, Eskil Wadensjö 
(Stockholm University and IZA) on Sweden, 
Benjamin Elsner (IZA) on Germany, and Núria 
Rodríguez-Planas (IZA, IAE-CSIC and UPF) on 
Spain. The consensus that emerged was that 
post-enlargement migration did not result 
in any significant displacement or welfare 
shopping in the receiving countries. Rather, 
it helped the receiving countries to fill skill 
gaps and reduce labor market mismatches. 
Significant labor migration, including reallo-
cation from more to less affected countries, 
was observed during the crisis, showing an 
important role of migration as an adjust-
ment mechanism.

The same questions from the sending 
countries’ perspective were addressed 
by Pawel Kaczmarczyk (Warsaw University, 
IZA and CELSI) on Poland, Lucia Kureková 
(Central European University, SGI and 
CELSI) on Slovakia, Mihails Hazans (Uni-
versity of Latvia, IZA and CELSI) on Lat-
via and the Baltic states, Monica Roman 
(Bucharest Academy of Economic Stud-
ies) and Daniela Andrén (Örebro University 
and CELSI) on Romania, and Ágnes Hárs 
(Kopint-Tárki and CELSI) on Hungary. 
They underscored the role of migration 
as an adjustment mechanism. While in 
the short run it provided jobs to the mov-
ers and eased the pressures on source 
countries’ social security systems, the 
long run-prospects depend on eff icient 
brain circulation, including return and 
re-employment of workers in their home 
countries. The workshop was closed by 
a roundtable discussion which elicited 
insights into overall mobility patterns in 
response to the crisis and synthesized the 
evidence from the workshop. 

View the program and a video of the event 
online at:

 www.iza.org/link/CEU2012

Martin Kahanec, Tatiana Fic Anzelika Zaiceva, Katalin Farkas
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First IZA@DC Young Scholar Program in Washington

Successful Start of IZA’s New Open Access Journals 

The IZA@DC Young Scholar Program, a 
joint project with the Georgetown Uni-
versity Economics Department and its 
Georgetown Center of Economic Research 
(GCER), took place for the f irst time in 
October 2012. The main objective of this 
program is to expose Ph.D. students from 
outside of the U.S. to some of the world’s 
leading labor economists through a week 
of presentations, and to give them 
the opportunity to create net-
works and commence collaborat-
ing on research projects with local 
researchers from the Washington 
metro area.

The organizers, Frank Vella 
(Georgetown University and IZA) 
and Steffen Künn (IZA), selected ten 
outstanding Ph.D. students from 
seven different countries outside 
the U.S. The main part of the 
one-week program consisted of 
presentations by f ive senior labor 
economists. Each day a different 
speaker presented their frontier research 
covering a wide range of topics and dif-
ferent methodologies within the f ield of 
labor economics. The f irst speaker, Joshua 
Angrist (MIT and IZA) presented empirical 
evidence on the effectiveness of charter 
schools in the U.S. using a natural experi-
ment. Jean-Marc Robin (Sciences Po, Paris 
and IZA) gave insights into an empirical 

In 2012 IZA launched its new online open access journal series with Springer Verlag (see IZA Compact, June 2012). A growing number of 
contributions to the IZA journals is now available online – freely and easily accessible through the SpringerOpen Journal websites. The 
very f irst articles include the following papers, authored by prominent economists, which cover topical issues at the core 
of each journal.

“Tall or taller, pretty or prettier: is discrimination absolute or relative?” by Daniel S. Hamermesh, IZA Journal of Labor 
Economics 2012, 1:2 (www.izajole.com/content/1/1/2)

“Notes on behavioral economics and labor market policy” by Linda Babcock, William J. Congdon, Law-
rence F. Katz and Sendhil Mullainathan, IZA Journal of Labor Policy 2012, 1:2 (www.izajolp.com/con-
tent/1/1/2)

“Immigration, obesity and labor market outcomes in the UK” by Susan L. Averett, Laura M. Argys and 
Jennifer L. Kohn, IZA Journal of Migration 2012, 1:2 (www.izajom.com/content/1/1/2)

“Industrial decline and labor reallocation in a transforming economy: Romania in early transition” by 
John S. Earle, IZA Journal of Labor and Development 2012, 1:2 (www.izajold.com/content/1/1/2)

“The future of retirement and the pension system: How the public’s expectations vary over time and 
across socio-economic groups” by Luc Bissonnette and Arthur van Soest, IZA Journal of European Labor 
Studies 2012, 1:2 (www.izajoels.com/content/1/1/2)

More articles are available on the homepage of the IZA Journal Series:  journals.iza.org/

IZA invites its network members and all other labor economists to contribute to the new IZA Journals.

application of an advanced job search 
model, while Raquel Fernández (New York 
University and IZA) introduced a dynamic 
life-cycle model explaining the increase 
in female labor force participation in the 
last decades. Results from a laboratory 
experiment were presented by John C. Ham 
(University of Maryland and IZA), who in-
vestigated the impact of cognitive skills, 

personality traits and gender on economic 
decisions. Petra E. Todd (University of Penn-
sylvania and IZA) used a f ield experiment in 
Malawi to investigate the influence of be-
liefs about HIV status on risky behavior. In 
addition to attending these presentations, 
the students were given the opportunity to 
collectively meet with the speakers. During 
those meetings the students discussed their 

own research and took the opportunity to 
ask questions about important issues in 
academic research, such as the publication 
process or the job market.

The second part of the program consisted 
of presentations by the students. Each ses-
sion was chaired by a senior researcher 
from the Washington area and attracted 

other doctoral students and fac-
ulty members from Georgetown 
University, who contributed use-
ful comments and suggestions.

In order to take full advantage 
of their stay in Washington, the 
students also coordinated vis-
its to many different institutions 
such as the World Bank, Urban 
Institute, Brookings Institutions, 
U.S. Bureau of Labor Statistics, 
Inter-American Development 
Bank, Georgetown University and 
George Washington University to 
meet with IZA Research Fellows at 

these institutions for individual talks. Both 
the students and the IZA Fellows provided 
a lot of positive feedback on these meetings 
and agreed that the main objective of the 
IZA@DC Young Scholar Program to foster 
the exchange of international students with 
top researchers from the DC area was suc-
cessfully met.
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Franco-German Engine Needs Kick-Start

The Franco-German friendship served as a strong 
foundation for the development of the European Union 
and its trump card, the euro. I grew up close to the 
French border and participated in a youth exchange 
program. At that time Jean-Jacques Servan-Schreiber 
wrote “The American Challenge“. Later I served on the 
German-French Council of Economic Advisors.

Today the Franco-German engine is stalling. But is it 
needed anymore? After all, much attention is now fo-
cused on the Chinese challenge and the transatlantic 
axis, which during Obama’s f irst term has not gained 
the stability that many observers had hoped for. On 
the other hand, the transatlantic relationship is im-
portant to Americans only if Europe is strong and 
united. This is one of the reasons why the crumbling 
Franco-German axis needs to be invigorated. 

A half century ago, on January 22, 1963, both coun-
tries signed their historic friendship treaty. Since 
then, there has been an abundance of successful 
cultural, educational and youth exchange programs. 
Cross-border trade has flourished, and the govern-
ments have cooperated well in managing the eco-
nomic crisis.

But on the key issues of economic, f iscal, employment 
and social policy, the neighbors keep treading their 
own paths. For example, the January 1988 amend-
ment of the Elysée Treaty called for joint annual bud-
get consultations before the budget plans go to the 
national parliaments for approval. This was never 
really implemented. Likewise, the German-French 
“Agenda 2020” adopted at the February 2010 sum-
mit has not yet led to closer cooperation in practice. 

After the French presidential elections, national dif-
ferences in judging the need for structural reforms of 
the labor market and social security, the role of f is-

cal discipline, and the tasks of the European Central 
Bank have grown substantially.

The German-style “social market economy” is char-
acterized by competition paired with societal con-
sensus, structural reforms and f iscal stability. The 
“Grande Nation”, in contrast, favors the principle of 
centralized “planif ication”, based on the notion of 
“égalité”. This fundamental difference becomes ap-
parent in all binational debates among policymakers, 
business leaders or academics.

The impact of demographic change will fall much 
more heavily on Germany than on France, which is 
soon to become the most populous country of the 
European Union. Obviously, the French are more 
successful in combining family and work through 
job flexibility and adequate child care. At the same 
time, the French labor market as a whole is much less 
f lexible, productivity is lower, and export activity is 
weaker than in Germany. And French policymakers 
still seem to believe they can avoid the inevitable ex-
pansion of working time.

The Franco-German project urgently needs to be re-
vived. Both nations can learn a lot from each other 
and help make Europe more competitive again. The 
euro crisis must be used to implement structural 
reforms and restore f iscal health in Europe without 
strangling investment in the name of austerity. Ger-
many’s economic performance of the past decade 
shows that this can be done.

The 50th anniversary of the Elysée Treaty should re-
mind us that Europe can only “function” if the Paris-
Berlin axis is functional.


