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Stress — Crisis
Capital Shortfalls

European Banks Under
Scenario Reveals Huge

The financial crisis of 2007 and 2008 has led to a massive up-
heaval in international capital markets. Nearly one decade later
it seems that the problems resulting from it are still ongoing. Ac-
cording to two studies conducted by ZEW in collaboration with
the New York University Stern School of Business and the Univer-
sity of Lausanne, and based on the stress tests carried out in Eu-
rope and the USAin 2014 and 2016, the size of capital shortfalls
of banks across EU countries is estimated in the billions in the
event of a new systemic financial crisis.

Banks and credit institutions across Europe lack sufficient
capital to offset the losses expected in the case of another fi-
nancial crisis. Those banks in need of recapitalisation are not
only from peripheral countries of the eurozone such as Italy and
Spain, but also from EU core countries such as Germany and

France. The magnitude of losses, however, depends on the se-
verity of the stress scenarios.

The researchers based their comparison on two benchmark
methodologies; the approach taken by the European Banking
Authority (EBA) in stress tests conducted in 2014, and the meth-
odology applied by the US Federal Reserve (Fed) in the stress
test conducted in the US banking sectorin 2016.

About 70 Per Cent of the Banking Sector Covered

The latest EBA stress test consists of 51 European banks,
which comprise about 70 per cent of the banking sector, and of
which 34 are publicly listed. The banks in this sample represent
about EUR 27 trillion in total assets. The total market capitali-
sation of the 34 publicly listed banks is EUR 693 billion, the av-
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erage market equity/assets ratio is 4.4 per cent. On the basis of
these figures, the researcher teams from ZEW, Stern School and
the University of Lausanne compared the market data as of
November 2014 — after the European Central Bank’s (ECB) stress
test and shortly before the start of the Banking Union — to mar-
ket data up untilJune 2016. In the end, the size of capital short-
falls of banks across EU countries was estimated in case of a
systemic financial crisis.

Building on assumptions made in the EBA and Fed stress
tests, researchers extended comparison by a market-based ap-
proach, which assumed a global stock market decline of 40 per
cent over six months.

Capital Shortfalls in a Crisis Scenario Increased from
EUR 655 Billion to EUR 882 Billion

On average, the capital shortfalls in a crisis scenario have
increased by 35 per cent, from EUR 655 billion to EUR 882 bil-
lion, since October 2014. The banks with the largest percentage
increase in systemic risk are from Spain, with an increase in
capital shortfalls of 110 per cent, followed by Ireland (89.2 per
cent), the UK (73.9 per cent) and Sweden (71.2 per cent).

Italian banks’ shortfall increased by 29.2 per cent, while that
of German banks rose by about 8 per cent. The banks with the
largest declines in market capitalisation are from Germany (49.4
per cent), Italy (47 per cent) and Spain (41.7 per cent).

Under the conditions of the stress scenario assumed in the
EBA stress test, the capital shortfalls of all 51 banks total EUR
5.6 billion. The stress scenario assumed in the Fed stress test
resulted in total capital shortfalls of EUR 123 billion for all 51

banks. According to the Fed stress test, the banks with the larg-
est capital shortfalls are the Deutsche Bank (EUR 19 billion),
and the French banks, Société Générale (EUR 13 billion) and
BNP Paribas (EUR 10 billion).

Capital Shortfalls of EUR 675 Billion Revealed - French
and German Banks Involved

Following the market-based approach, which assumed a glob-
al stock market decline of 40 per cent over six months, the stud-
ies authors revealed capital shortfalls of EUR 675 billion for the
34 listed banks, while the Fed stress test demonstrated short-
falls of EUR 92 billion. The banks with the largest capital short-
falls were the French banks, Crédit Agricole (EUR 79 billion) and
BNP Paribas (EUR 75 billion), as well as Germany’s Deutsche
Bank (EUR 60 billion).

According to the researchers, the results suggest that the
European financial sector requires a comprehensive recapitali-
sation across almost all countries, including Germany. The USA
have drawn their own conclusions and implemented compre-
hensive measures for the recapitalisation of the American bank-
ing sector as early as in 2008. A lack of political will means that
this has still not happened in Europe.

The complete studies are available for download at:

www.sascha-steffen.de/uploads/5/9/9/3/5993642/

shortfalls_v28july2016_final.pdf, www.sascha-steffen.de/
uploads/5/9/9/3/5993642/benchmarking_august2016.pdf
Prof. Dr. Sascha Steffen, steffen@zew.de

Prof. Viral V. Acharya, PhD, vacharya@stern.nyu.edu
Diane Pierret, PhD, diane.pierret@unil.ch
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Digitisation in the Electricity Industry
Proceeds at Too Slow a Pace

The digital revolution is gradually encroaching on all economic
sectors, including the electricity industry. The “Act on the Digiti-
sation of the Energy Transition” shows just how high this devel-
opment ranks on the German political agenda. The digitisation
process in the German and French electricity industry is, however,
still too slow-paced. This is one of the key findings of the ZEW En-
ergy Market Barometer, a survey among approximately 200 ener-
gy market experts conducted biannually by ZEW.

In the current ZEW Energy Market Barometer, ZEW and the
Grenoble Ecole de Management (GEM) surveyed experts with
special regard to the progress of digitisation in the German and
French electricity industry. Within the framework of the GEM En-
ergy Market Barometer, the GEM surveyed approximately 80
French energy market experts.

Digitisation in the Electricity Sector Still in its Infancy

According to the findings, experts from both countries con-
sider the pace of the digitisation to be too slow. In total, 40 per
cent of the German energy market experts claimed that the
speed of digitisation in Germany is adequate. 41 per cent of the
respondents consider the pace at which digitisation proceeds
to be too slow, and six per cent stated that the progress of dig-
itisation is much too slow. The results of the French survey were
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even more clear-cut: The absolute majority of the participants
from France stated that the digitisation is proceeding at too slow
a pace. Merely 33 per cent of the French survey participants con-
sider the speed of digitisation to be adequate.

When asked about the German electricity industry, a relative
majority of the German experts perceive the level of digitisation
in Germany to be average in comparison to other West European
countries. Nevertheless, experts consider the speed of the pro-
gress to be too slow.

The ZEW Energy Market Barometer

The ZEW Energy Market Barometer is a biannual survey con-
ducted amongst some 200 experts from academia and the pri-
vate sector (including energy supply, trading, and service pro-
viders). Participants are surveyed in regard to their expectations
concerning short- (six-month horizon) and medium-term (five-
year horizon) developments in national and international ener-
gy markets and prices. A summary of the full results from the
latest survey (survey period: May 2016, approximately 180 re-
sponses) is published in the German edition of the ZEWnews.

It is available for download (German language only) at:

http://www.zew.de/fileadmin/FTP/zn/schwerpunkte/

energiemarkt/Energiemarkt0816.pdf

Philipp Massier, massier@zew.de
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State Aid for Companies in Financial Straits
Realised Desired Results

In a study commissioned by the European Commission, ZEW econ-
omists examined whether state aid for restructuring is an effec-
tive tool for helping companies in financial straits. The study’s
authors found that state aid significantly improves a company’s
chances of survival and contributes considerably to its complete
financial recovery.

State aid for restructuring — for example, in the form of gov-
ernment loans — is generally regarded as an effective means for
saving companies from a market exit when they encounter fi-
nancial difficulties, thus preserving jobs and company expertise.

But state aid carries certain risks. Multiple studies have found
instances of politically motivated wasteful spending and market
distortion. To curtail negative effects like these, the European
Commission must carefully review each application before grant-
ing approval. An essential precondition for a go-ahead from the
European Commission is that the company in question would
in all likelihood not survive without state aid and is very likely
to be salvageable.

In view of these risks, the study examined whether state aid
significantly improves a company’s chances for survival and
contributes to its financial recovery. The authors first identified
all companies in the EU that received state aid for restructuring

The EU Commission decides whether a company receives state aid for restructuring.

between 2003 and 2012. They then matched each company that
received state aid for restructuring with a similar company that
had not received aid. This company, known as a “nearest neigh-
bour”, was in the same industrial sector, had approximately the
same size, and found itself in a comparable financial situation.

Next, the study’s authors looked at how companies that re-
ceived state aid performed over time relative to their respective
nearest neighbours. Specifically, they assessed the companies’
likelihood of survival and likelihood of complete financial re-

covery. They examined all companies in the EU that received
state aid for restructuring between 2003 and 2012.

The authors found that state aid for restructuring significant-
lyincreased a company’s chances of survival. The aid-receiving
companies had an estimated lifespan of 19 to 29 years depend-
ing on how “survival” was defined (bankruptcy or market exit).
The estimated lifespan for the nearest neighbours, which did
not receive aid, was 11 to 14 years, only half as high. In other
words, the state restructuring measures increased company
lifespan between 8 and 15 years.

ESTIMATED LIKELIHOOD OF SURVIVAL FOR COMPANIES
THAT RECEIVED STATE AID AND FOR THOSE THAT DID NOT

LIKELIHOOD OF SURVIVAL

Aid for restructuring

No aid for restructuring

PERIOD OF ANALYSIS IN YEARS

Source: ZEW

Similar results were found for the likelihood of a company’s
complete financial recovery, though here it became clear that
the effects of restructuring measures did not present themselves
immediately. 45 to 47 per cent of the companies that received
state aid (and only 26 to 31 per cent of those that did not) were
on healthy footing 6 years after the restructuring measures were
introduced. Three years after the restructuring statistically sig-
nificant differences in the likelihood of company’s financial re-
covery were not yet discernible.

Overall, the study found that state aid significantly improved
a company’s chances of survival and contributed considerably
to its complete financial recovery. But since the effects of the
aid are not immediately apparent, the success of restructuring
programmes should be judged over a long-term period.

The study is available for download at:

www.zew.de/publikation8384

Dr. Sven Heim, heim@zew.de
Prof. Dr. Kai Hiischelrath, hueschelrath@zew.de



How to Incentivize Creativity — Results from
a Large-scale Laboratory Experiment

Many studies have shown that companies can motivate their em-
ployees to complete simple, routine tasks with financial incen-
tives. A recent ZEW paper analyses whether financial bonuses
have the same effect for creative, non-routine tasks.

Companies have traditionally relied on financial incentives
to ensure a high level of performance from their employees. The
effectiveness of such incentives for routine tasks is well docu-
mented. A recent ZEW study has examined whether performance
and non-performance-based financial incentives can motivate
employees entrusted with non-routine tasks or whether they
suppress their intrinsic motivation (“crowding out™).

The study selected more than 1,000 participants and ran-
domly assigned them to groups of five, each consisting of an
“employer” and four “employees”. The employees then com-
pleted three rounds of either a simple, routine task or a creative,
non-routine task, in one of the following treatments, which were
again randomly considered: control, a non-performance-based
financial bonus, or a performance-based competitive bonus.

Results Are Highly Relevant for Practice

After each round, employees received a previously arranged
base pay regardless of the treatment. When the first round was
over and prior to knowing employee output, employers in the
performance-based competitive treatment and in the non-per-
formance-based financial bonus treatment could decide to in-
crease the base pay with their own money. With the former, em-
ployers only compensated the two best-performing employees.
With the latter, all four employers received compensation, but
only halfas much as in the competitive scenario. In other words,
both forms of bonus cost the employer the same amount. The
difference was how the money was distributed among the em-
ployees. Finally, in the third round, employees performed a task
once again for the base pay — without the chance to receive a

bonus. From these experiments, the ZEW study was able to iden-
tify a base-level value for employee performance, examine the
influence of each system of compensation, and analyse wheth-
er the bonuses affect subsequent work, even if no further bo-
nuses are granted. The findings of the ZEW study are highly rel-
evant for practice. On a whole, performance-based competitive
bonuses achieved significantly better results than the non-per-
formance-based type.

Competition Increases Motivation in the Long-term

Competition among employees increased motivation in both
simple, routine tasks and in non-routine, creative tasks. The ex-
tent of the effect was comparable, indicating that each type of
task was equally sensitive to performance-based bonuses.

If the employees discovered at the end of the second round
that they were among the two best and were thus to receive a
bonus, their performance in the third round was higher than that
in the first round, though none of the employees in the third
round received a bonus. Those who lost the competition re-
turned to first-round output levels, undeterred. This shows that
financial bonuses do not reduce creative performance by su-
pressing the intrinsic motivation of employees; on the contrary:
the ZEW findings indicate that performance-based bonuses
through competition can foster employees’ creative performance
in the long term as well as in the short.

Employees responded differently to non-performance-based
bonuses. Those entrusted with simple, routine tasks significant-
ly increased their performance after receiving the bonus. The
performance of employees who carried out creative, non-routine
tasks remained unchanged — a sign that non-performance-based
bonuses do not motivate employees in these situations.

The complete study is available for download at:

http://www.zew.de/PU78024

Arne Jonas Warnke, warnke@zew.de
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Intangible Assets Provide Market Boost
to Company Productivity

There’s been much complaining in recent years about falling in-
vestment levels in Europe. But according to a new study by ZEW,
investment activity has merely shifted emphasis, with more re-
sources being placed in intangible assets than in physical capital.
Atthe same time, intangible investment has become a major driv-
er of firm productivity.

From 1995 to 2015 the EU-15 investment rate — the ratio of
gross capital formation to GDP — dropped 1.8 percentage points
to 19.4 percent. In Germany, the decline was even greater — 3.3
percentage points. As a result, German economists and politi-
cians began to speak of weak investment, which they feared
would undermine productivity and economic competitiveness.

A recent ZEW study suggests that the conventional under-
standing of investment, which focuses on capital expenditure
on physical assets such as machinery, vehicles, and buildings,
does only partially take into account investment in intangible
capital. Today, this type of capital, which includes research and
development (R&D), software, training, marketing, and organi-
sational capital, plays a crucial role in company productivity and
competitiveness. More than ever, it is not just the factors of pro-
duction that contribute to productivity, but also unique selling
points such as quality, brand, and customer-tailored solutions.
These types of assets allow companies to fetch higher prices,
generating greater profits. Product differentiation is especially
important in globalised markets, where industrial nations like
Germany must compete with countries that not only have enor-
mous wage-cost advantages but also have access to advanced
production technologies.

Another factor driving investment activity in intangibles is
the structural transition to a knowledge economy. An expanding
portion of private-sector production consists of services based
primarily on the use of human capital instead of physical assets.

Dynamic Levels of Intangible Investment

The study is based on data from the Mannheim Innovation
Panel (MIP), which has gathered information about the innova-
tion behaviour of German firms annually since 1993. The MIP is
part of a Europe-wide effort to measure innovation under the
auspices of Eurostat — the Community Innovation Surveys. The
MIP collects data about investments in seven areas of intan-
gibles: R&D, software and databases, intellectual property rights
(IPRs), design, training, marketing, and organisational capital.

The study found investments in intangibles to be consider-
ably more dynamic than those in physical capital. Forinstance,
between 2006 and 2014, investments in intangibles increased
by 30 per cent, while investments in tangible assets fell by 9 per
cent. In 2014, the German private-sector economy saw 181.2

billion euros of investment in intangibles, significantly higher
than 138.5 billion invested in physical capital. By far, the larg-
est areas forintangibles were R&D and marketing, which brought
in 34 and 30 per cent of total investment, respectively. Software
received 11 per cent; design and organisational capital, 9 per
cent each; training, 5 per cent; and copyrights, 4 per cent.

R&D is the dominant area of investment in only a few sectors —
the electrical industry, mechanical engineering, vehicles, and
technical services. In the other areas, even in the research-in-
tensive chemical and pharmaceutical industries, marketing has
become more important. This is especially true in consumer
goods, financial services, and corporate services. Design plays
a subordinate role in all sectors, while training and organiza-
tional capital are particularly important in consulting (legal, eco-
nomic, corporate, promotional). IPRs are important exclusively
in the information and communication sectors, namely in pub-
lishing and broadcasting.

Production Rises Most Noticeable in Marketing

In the second part of the ZEW study, researchers identified
the productivity effects of intangibles using a microeconomic
panel analysis from MIP data. Based on the analysis, they esti-
mate that almost all the intangible investments under study in-
crease company productivity. Between 2006 and 2014, the av-
erage rate of return on investments across all the sectors was
3.4 per cent for software, 3.6 per cent for training, 4.3 per cent
for R&D, and 5.8 per cent for marketing. The positive effects are
stronger in the services sector than in the industrial sector. In-
terestingly, investments in marketing contribute more than R&D
to productivity growth both in manufacturing and services. The
only intangible areas that do not influence productivity are de-
sign and IPRs. Though the study’s authors did not find organi-
sational capital to increase productivity independently, this may
be due to the difficulty of accurate measurement in this area.

Given these results, concern about declining investment in
German firms must be put into perspective. Investments in in-
tangible assets contribute appreciably to company productivity
and competitiveness and they make up the larger part of invest-
ment in the private sector. Discussions of capital investment
and how to improve it should focus on intangible assets, and
economic policy should take into account the particular financ-
ing they require. Their highly firm-specific character makes them
ill-suited for securing external capital, restricting their options
when it comes to financing loans.

Download the study (in German language only) at:

http://www.zew.de/PU78004

Dr. Christian Rammer, rammer@zew.de
Prof. Dr. Bettina Peters, peters@zew.de
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Potential for Energy Savings by Households
Depends Largely on Income

Energy reduction is one of the central objectives of Germany’s
transition to a clean energy economy. By 2050, Germany’s Ener-
giewende aims to cut energy consumption to half of 2008 levels.
But when it comes to energy reduction in private homes, the po-
tential for savings varies greatly according to income level and
household size. This has important ramifications for Energie-
wende policy — a fact that has received too little attention in the
public discussion.

Over the past decade, prices for household electricity have
risen sharply, with the cost of a kilowatt hour climbing from
€0.20 in 2007 to €0.30 in 2015. Some have sought to justify
this increase as an incentive to conserve energy. But a recent
ZEW study shows that the potential for savings is very different
depending on household type. In particular, it found that house-
holds with low disposable incomes can save much less energy
than wealthier ones.

The study evaluated data for more than 200,000 households
in Germany from 1993 to 2008. It found that heat and electric-
ity are necessities: demand for them is relatively high regardless
of household income. Household size in turn has a much strong-
er impact on energy needs. For instance, two adults living to-
gether use only about 1.5 times as much energy as an adult liv-
ing alone. In other words: the more people living in a household,
the lower the per capita demand for energy.

Rising Energy Prices Disproportionately Affect Poor
Households

Together, these aspects of energy consumption lead to no-
table differences in how households respond to rising energy
prices. In a single-person household with a disposable income
in the bottom 25 per cent, a 1-per cent increase in electricity
prices leads to a 0.18-per cent reduction of demand. By contrast,
a well-off single-person household with a disposable income in
the top 25 per cent will see a drop of 0.57 per centin consump-

tion — three times as high — when faced with the same price in-
crease. Similar patterns can be observed for heat demand. Ac-
cordingly, rising electricity prices impact households with low
disposable incomes more than other additional expenses do
because the potential for energy savings is low. Households
with high disposable incomes have more room for savings, and
thus can better offset price hikes. Ultimately, then, increases in
energy prices hit poorer households harder than the well-off.
Economists call this a “regressive effect”. As simulations have
shown, rising energy prices exacerbate economic inequality.
These findings cast doubt on the appropriateness of current
energy policy in Germany. One aspect that should be given spe-
cial scrutiny is subsidies for green electricity, which have done
much to drive up energy costs in recent years, disproportionate-
ly affecting poorer households. Whenever policy can directly
affect cost structure, outcomes of this sort should be avoided.

Progressive Taxes Are a Better Way to Finance
Climate Protection

This is not to make a case against the Energiewende. But the
study’s findings urge us to reconsider the specific form climate
policy should take. First and foremost, climate policy must be
designed as cost efficiently as possible, giving more climate
protection for every euro invested. In past years, steps have
been made in the right direction, but further reforms are neces-
sary. In particular, the financing mechanism must be adjusted
in certain areas. Electricity prices are a practical way to incen-
tivise saving energy, but they should not rise excessively. Cli-
mate protection is a task for society as a whole, which is why
more of it must be funded by progressive taxes. This has the
benefit of making the costs of climate protection more transpar-
ent while helping avoid an unfair distribution of its burdens.

The study is available for download at:

www.zew.de/publikation8446

Dr. Peter Heindl, heindl@zew.de

Photo: © istockphoto.col
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Q&A: What Impact Does Deregulation Have on the Interurban Bus Sector?

EU Policy Will Make More Integration
Possible in the Interurban Bus Sector

Since the German interurban bus sector underwent extensive de-
regulations in 2013, licensed bus companies have been able to
offer regularly scheduled services on routes of over 50 kilometres.
The ZEW Economist Kai Hiischelrath has singled out the sector as
a perfect example for the success of European deregulation and
despite the spate of recent mergers sees no reason to be overly
concerned about decreasing competition.

How do you see developments in the three-and-a-half years
after Germany’s Passenger Transport Act was amended?

As expected, deregulation brought many new players to the
market. Some of these newcomers have a regional focus; others
have been intent on building out a Germany-wide network. Some
have been very successful; others have been forced out of the
market fairly quickly. All this growth and start-up activity, cou-
pled with a large demand for interurban travel, is likely to lead
to there being as many passengers in 2016 as had been origi-
nally projected for 2030. These impressive figures underline the
dynamics enjoyed by the market since deregulation.

Photo: © istockphoto.com/jrkphoto

Interurban bus carriers work on expanding their international connections
within the next years.

Who benefits most from the deregulation of the interurban
bus sector?

On the demand side, customers with limited budgets such
as students and senior citizens have certainly appreciated low-
costinterurban bus options. Deregulation has improved the mo-
bility of these groups. On the supply side, cites have an interest
in being part of a long-distance bus network. In a ZEW study we
showed that the likelihood of being added to an interurban bus
service network depends not only on the size of a city’s popu-
lation but also on factors such as average income, the shares
of younger and older residents, and the density of automobiles.

Some recent mergers in the interurban bus sector have at-
tracted much attention. How should they be seen from a com-
petitive standpoint?

The advantages that mergers bring can be in customers’ in-
terest. The most important advantage is surely a larger network.
But horizontal mergers also decrease competition, which can
ultimately lead to price increases. In another ZEW study we dis-
covered that the average price for a particular interurban bus
route was particularly low (in November 2014), when MeinFern-
bus and FlixBus were in direct competition on that particular
route. After the two companies merged last year, price increas-
es on these routes appear likely. But | do not expect serious
problems from recent mergers. Much of the demand is likely to
respond very sensibly to price increases, while there are still
close substitutes such as car-sharing. Moreover, for the time
being at least it is still fairly easy to enter the interurban bus
market, making substantial long-term price increases unlikely.

What about the liberalisation of the interurban bus sector
elsewhere in Europe?

The EU Commission has been trying to liberalise interurban
bus sectors at the national level for years now. Nevertheless, we
are still quite a way from reaching this goal. For instance, while
the sector was deregulated in the UK and in Sweden decades
ago, the necessary legislative steps in France were not taken
until August of 2015. The coming years also promise to be in-
teresting as experienced interurban bus carriers work on ex-
panding their international connections. Thanks to current reg-
ulations on the European domestic market, this is not only easy
to implement; itis also possible to create an integrated Europe-
an interurban bus sector in the medium term.

Prof. Dr. Kai Hiischelrath

Since January 2012, Prof. Dr. Kai Hiischel-
rath has been head of ZEW’s Research
Group “Competition and Regulation” and
coordinator of the Leibniz ScienceCam-
pus “Mannheim Centre for Competition
and Innovation” (MaCCl). In October
2013, he joined the University of Mann-
heim as Professor of Economics, Compe-
tition Policy. Professor Hiischelrath’s research mainly concen-
trates on the entire field of industrial organisation with a
particular focus on competitive strategy and competition policy.
hueschelrath@zew.de
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Brexit Reveals Tensions in Europe

The decision of the British voters to leave the European Union has
sparked concerns across the continent. How should and can the
process of European integration continue? And what will Germa-
ny and France, the two leading economies in Europe besides the
UK, do? These are key issues regarding the future of the EU ad-
dressed at the ZEW Lunch Debate on September 28, 2016 at the
Representation of the State of Baden-Wiirttemberg in Brussels.

In his opening speech “Brexit: A Fractured Europe?”, ZEW
President Achim Wambach pointed out that decision-making
competencies regarding important EU questions need to be
shifted back to the national parliaments. In order to remain ca-
pable of effective policy action, EU Member States must shoul-
dertheirresponsibilities — particularly in view of the Brexit vote,
which revealed significant tensions within the European Union.

During the debate, Friedrich Heinemann, head of the ZEW
Research Department “Corporate Taxation and Public Finance”,
and Pierre Boyer, junior professor for theoretical financial eco-
nomics at the Ecole Polytechnique, Paris, explained where these
tensions are rooted. In collaboration with the University of Mann-
heim, ZEW and the Ecole Polytechnique conducted a survey
among French and German members of parliament (MPs) in or-
derto explore possible approaches for tackling economic policy
issues as well as the allocation of EU competencies in a
post-Brexit EU. “We know a lot about the voters’ opinions on EU
policy. What we don’t know is what the politicians think on these
matters”, says Friedrich Heinemann, explaining the survey ap-
proach. All in all, the survey revealed that French MPs are in
general more open towards shifting competencies to Brussels,
while their German counterparts are more reluctant to granting
competencies to the EU.

Europe Relies on Solidarity Among its Member States

Atthe panel discussion, Friedrich Heinemann and Pierre Boy-
er were joined by Sylvie Goulard, member of the European Par-
liament (MEP) in the Group of the Alliance of Liberals and Dem-
ocrats for Europe (ALDE) and member of the Committee on Eco-
nomic and Monetary Affairs, and Peter Simon, MEP in the Group
of the Progressive Alliance of Socialists and Democrats and vice
chairman of the Committee on Economic and Monetary Affairs.
ZEW President Achim Wambach moderated the debate, which
was attended by about 140 high-level representatives of the EU
Parliament and the EU Commission, as well as numerous re-
nowned guests from businesses and associations.

For Sylvie Goulard, the findings of the survey among French
and German MPs did not come as a surprise: “Franco-German
relations are traditionally characterised by different views on
political questions.” A positive result of the survey is, however,
that the MPs from both countries agreed on two major security
issues of our time: migration and defence policy. “Now, we must
not waste time”, emphasised Goulard, “we have already lost

valuable time since the Brexit vote.” Due to the decision of the
British voters to leave the EU, Europe relies more than ever on
solidarity among the Member States. Otherwise, the prospects
for the European Union are rather sombre.

During the debate, Peter Simon pointed towards the self-cen-
tred views of many European countries. According to Simon, the
findings of the study reflect the selfish attitude adopted by many
Member States. “The core problem is that Member States deem
the EU a great concept as long as they benefit directly from its
membership, and as long as they don’t need to cede any com-
petencies.” Over the past decade, the national opinion regard-
ing the EU was mainly formed in view of short-term economic

Photo: Thomas Jr j

Debating the future of the European Union (from right to left): Member of the EU
Parliament Sylvie Goulard, ZEW Researcher Friedrich Heinemann, Member of the
EU Parliament Peter Simon, Pierre Boyer from the Ecole Polytechnique, and ZEW
President Achim Wambach.

benefits, while many Europeans have lost focus of the long-term
benefits of the European Union. “What we need is a strategy for
the fundamental development of the European Union”, says Si-
mon, “we need more Europe.” To this end, Europe needs deci-
sion-making procedures leading to balanced outcomes for all
Member States involved.

Pierre Boyer also addressed the issue, “Some MPs argue that
granting competencies to the EU goes hand in hand with losing
control over national politics.” On answering to “quo vadis Eu-
rope?”, the French economist explained: “Political decisions
and mechanisms spreading the burden of possible risks may
contribute to a more successful integration.”

During the discussion, the panellists were asked what a prac-
tical approach to risk sharing in the eurozone could look like. What
will happen to the European Energy Union? What are the pros-
pects fora common tax policy for all Member States? And, finally,
do the political views of the parties in the EU Parliament and
various national parliaments correspond to currently pressing
social and economic constraints? These questions certainly em-
phasised the need for an intensive exchange of ideas regarding
the future of the EU, beyond the scope of a ZEW Lunch Debate.

Felix Kretz, kretz@zew.de
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ZEW Plays Dominant Role at the VfS-Annual Conference 2016

: Peter Neidlinger

The association’s Chairwoman Monika Schnitzer welcomes the participants of
the VfS-Annual Conference 2016.

Having contributed a total of 18 presentations, ZEW played an
important role at the Annual Conference of the Verein fiir Social-
politik (VfS), held at the University of Augsburg, where the Mann-

heim institute also hosted an information stand. From 4 to 7
September 2016, about 800 researchers exchanged ideas on
the core topic “Demographic Change” at the economic associ-
ation’s international conference.

The presentation of recent research findings earned ZEW a key
role in the VfS Annual Conference: The researchers discussed,
among other things, whether offshoring to Eastern Europe and
China affects European labour markets, whether user feedback
in social media increases a company’s innovative capability, as
well as the influence of municipal politics on municipal business
taxes. In addition to the presentations, ZEW also hosted an own
information stand at the congress, which offered VfS participants
the opportunity to catch up on research, publications, events,
and career possibilities at ZEW.

ZEW Strongly Represented at EEA-ESEM 2016

Numerous scientists from ZEW presented their research results
atthe 31th Annual Congress of the European Economic Associ-
ation (EEA) in Geneva, which was held in August 2016. In addi-
tion to the presentations, ZEW also participated as EEA-ESEM
2016 exhibitor, hosting an information stand at the congress.
The 69th Annual European Meeting of the Econometric Society
(ESEM) ran in parallel with the Annual Congress of the EEA.

Within the framework of the EEA, ZEW researchers as well as
ZEW research associates provided seven presentations on their
recent research findings. ZEW researchers discussed how trade
liberalisation affects the integration of men and women in Mex-
ico into the formal labour market, in what way job creation
schemes prove successfulin turbulent times, and what rules for
public procurement help prevent nepotism and corruption.

The list of more than 1,300 participants attending the 2016
EEA-ESEM included leading international researchers. Besides
the Italian economist and EEA President Fabrizio Zilibotti, PhD,
his French colleague, Professor Philippe Aghion, PhD, from the
College de France and London School of Economics, and Profes-
sor Richard Baldwin, PhD, from the Graduate Institute of Inter-
national and Development Studies, attended the event.

The EEA currently has more than 3,200 members and publishes
the renowned Journal of the European Economic Association
(JEEA) six times peryear. The annual congress regularly provides
a platform for discussion and the exchange of ideas in the field
of economics. The congress was hosted by the Geneva School
of Economics and Management and the Graduate Institute of
International and Development Studies of Geneva.

ZEW and Tsinghua University Hosted Workshop on Innovation and Entrepreneurship

The participants of the Tsinghua-ZEW Workshop “From Europe to China —
Exploring New Frontiers in Economics of Innovation and Entrepreneurship”.

ZEW and the Research Center for Technological Innovation (RC-
Tl) of Tsinghua University, Beijing, jointly organised the first
workshop entitled “From Europe to China — Exploring New Fron-

tiers in Economics of Innovation and Entrepreneurship” on June
30andJuly 1, 2016, at ZEW in Mannheim. Within the framework
of the 2-day workshop, ZEW and RCTI researchers presented
their latest findings concerning, among other things, the qual-
ity of patents in cross-country comparison and women’s entre-
preneurship. The workshop aimed to strengthen the research
cooperation between Germany and China in the fields of eco-
nomics of innovation and entrepreneurship.

Pierre Mohnen (UNU-MERIT and Maastricht University) gave the
first keynote speech on “R&D, innovation and survival in Chi-
nese manufacturing firms”. After having been appointed as a
research fellow of the RCTI, Philipp Boeing, as well as his col-
leagues from ZEW’s Research Department “Economics of Inno-
vation and Industrial Dynamics” and scholars from Tsinghua
University, presented novel research on global patenting and
diverse challenges for entrepreneurship. The next workshop is
scheduled to take place at Tsinghua University in 2017.
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Annual Conference of the Leibniz
ScienceCampus MaCCl

The Mannheim Centre for Competition and Innovation (MaCCl),
a joint initiative of ZEW and the University of Mannheim, is
pleased to announce its 2017 Annual Conference. The aim of
the conference is to provide a platform for exchange and discus-
sion on topics in competition- and innovation-related research
between academic researchers and practitioners in public au-
thorities, legal counsel, and economic consultancies.

The conference will primarily consist of parallel sessions in which
original research papers from all fields of competition law and
economics may be presented. The parallelsessions will also in-
clude papers on business strategy related to competition, on the
intersection between competition and innovation, and on regu-
lated industries.

All papers should be submitted to the organising committee via
macciannual2017@zew.de no later than December 21, 2016. For
further information please visit: www.zew.de/macciannual2017

2017 ZEW Public Finance Conference:
Public Finance and Development

ZEW is pleased to announce the 2017 ZEW Public Finance Con-
ference. Papers in all fields of public finance are welcome. The
particular focus of the 2017 annual conference will be on public
finance and development, including (but not restricted to) re-
search on economic development and the structure of public
spending and taxation, optimal taxation facing administrative
constraints, behavioural responses to taxation in developing
countries, political institutions and fiscal capacity, tax non-com-
pliance and under-investment in public goods, income inequal-
ity and public policies, migration, remittances, demographic
change and public finances, development aid, EU development
spending, taxation and inequality.

Please submit all papers via our conference management web-
site (https://easychair.org/conferences/?conf=2017zewpf) by Feb-
ruary 15, 2017. For further information please visit: www.zew.de/
publicfinance2017

Global Mergers and Acquisitions —
Mega Deals Have Become Commonplace

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: ZEW

Whilst the number of mergers and acquisitions fell in the first six
months of 2016, the volume of individual transactions contin-
ued to increase. In May 2016, the overall volume of all transac-
tions (a total of 525) amounted to EUR 194 billion. Unlike small
and medium-sized enterprises, many large businesses have
completed considerable restructuring processes in the past few
years and are now once again ready to focus on inorganic growth
in the factor market to increase their returns. Furthermore, large
businesses were easily able to acquire equivalent capital for
their acquisitions from international financial markets. The sec-
tors concerned by mega deals included the oil and gas industry,
the semi-conductorindustry and the the cable network market.

Niklas Diirr, duerr@zew.de

Information Economy in Germany -
Mobile Working Is Gaining Importance

Strongly agree Partly agree
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Source: ZEW

Mobile working allows for a more flexible work environment. Al-
most 80 percent of firms in the German information economy (ICT
sector, media and knowledge-intensive service providers) ex-
pect mobile working to become increasingly important in the
coming two years. With a vast majority of about 80 per cent, re-
spectively, firms in the sub-sectors of the ICT sector as well as
knowledge-intensive service providers predict that mobile work-
ing will continue to gain importance. In particular ICT service pro-
viders are convinced of the rise of mobile working, with more
than 80 per cent sharing this opinion. With a share of merely 72
per cent, media service providers are less convinced about the
importance of mobile work in the future.

Dr. J6rg Ohnemus, ohnemus@zew.de
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Designing a Better Market

In 2012 Edvard Munch’s “The
Scream” was auctioned by Sotheby’s
forarecord price of nearly 120 million
dollars. The painting was sold using
; the English auction format, meaning

the auction started with a low mini-
? mum bid and ended when no one was

willing to bid more. This auction for-
mat raises interesting questions, however: Was the buyer of
“The Scream” potentially willing to pay more? More specifical-
ly: Could the painting have been sold for an even higher price
given a different set of auction rules? “Market design” is a new
subfield of economics that seeks to answer questions such as
these.

The objective of market design consists not only in analysing
individual markets, but also in actively designing them. To this
end, researchers in that field avail themselves of economic tech-
niques such as game theory and behavioural economics. Yet as
real markets are highly complex, market design is inherently in-
terdisciplinary in nature, and has crossover to other fields, such
as psychology and computer science.

As a subfield, market design has a great deal of practical po-
tential. Clearly, the state takes a direct hand in shaping market
conditions in a wide variety of domains, whether this involves
the allocation of cellular frequencies, the contracting of public
works, the running of emissions trading, or the promotion of re-
newable energy. Yet market design is also useful as an analytic
tool in areas that are not traditionally considered markets, be-
cause no money changes hands. Examples include the assign-
ment of students to schools or the allocation of donor organs.
Market design can help to optimise transactions in such “match-
ing markets”. Thanks to progress in market design, for example,
one donor kidney can now save several lives, instead of just
one: this occurs when a donor kidney is a missing link in a chain
of incompatible donor-spender pairs.

Market design involves a change of perspective in the field
of economics, as details and frictions in real markets are no
longer ignored. On the contrary, market design realises that it
is essential to understand the idiosyncrasies of a real market in
order to create rules that are optimally attuned to it.

The benefits of market design research can be illustrated by
returning to the auction mentioned at the outset. As a thought
experiment, let us imagine that the buyer had been willing to
pay 160 million dollars. Furthermore, imagine that the auction-
eer had not started with a low price, but rather with a high price
that was gradually reduced. In this type of auction, the first bid-
der to accept the current price wins the auction. Known as a
Dutch auction, this auction format is used for selling various
commodities, such as flowers. Would the bidder, who was will-
ing to pay 160 million dollars, have waited until the price fell to
120 million dollars? Or, for fear of losing, would he have bid
earlier, perhaps at 150 million dollars? In this way, we see the
risk aversion of the bidder is one key factor.

We should expand our use of market design as a tool for de-
termining the optimal design of real markets in Germany. Many
markets that depend on an exchange of money could benefit
from the adoption of market-design instruments. Public procure-
ment or government bond auctions are just two possible exam-
ples. Enormous potential is also available in “matching mar-
kets”. The complaints raised by students each year in Germany
after they are assigned a place in university as well as the des-
perate efforts of parents to find a spot in preschool are both
connected to allocation problems that could be considerably
alleviated through improved market design.

This article is an English translation of a piece that appeared in more lengthy form in the 5 September 2016 issue of the newspaper

Frankfurter Allgemeine Zeitung.
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