
Swiss Institute for International Economics and
Applied Economic Research (SIAW-HSG)

University of St. Gallen (HSG)
Bodanstrasse 8
CH-9000 St. Gallen
Switzerland
www.siaw.unisg.ch

Tel. ++41 (0)71 – 224 23 50
Fax ++41 (0)71 – 224 22 98

Printers: Niedermann Druck AG, St. Gallen



2

1. Editorial 3

2. Staff 5

3. Research Activities 7

3.1 International Economics 7

3.2 Economic Policy 15

3.3 Publications / blogs / interviews (in the German Part) 22

3.4 Presentations (in the German Part) 34

3.5 Doctoral Theses and Habilitations (in the German Part) 42

3.6 Awards (in the German Part) 43

4. Other Professional Activities (in the German Part) 44

5. Sponsoring Institutions (in the German Part) 50

6. SIAW Publications (in the German Part) 53

6.1 Journal Aussenwirtschaft 53



3

1. Editorial

After several years of transition, the year 2011 was once again a nearly ,normal’ year for our institute,
because all chairs have been filled and could accomplish their tasks. On February 2011, RETO FÖLLMI
took over the chair for International Economics that had been filled by HEINZ HAUSER up until 2008.
We are happy that our institute is again complete and we look confidentially forward to further col‐
laboration with him which last year has already been proved to be very fruitful.

In 2011, the University of St. Gallen got a new organisational structure that is also relevant for our
institute. The former departments of the university have been re‐named in ‘schools’ and the Depart‐
ment of Political Science, which previously had been integrated into the Law Department has now
joined with the Economics Department. Thus, we now have a ,School of Economics and Political Sci‐
ence’ with two departments, the ‘Department of Economics’ and the ‘Department of Political Science’.
All professors of our institute belong to the Department of Economics. The closer administrative con‐
nection between Economics and Political Science is insofar beneficial for our institute as SIMON
EVENETT as well AS RETO FÖLLMI do a large part of their teaching in the International Affairs pro‐
grammes. These programmes mainly consist of courses in Economics and Political Science and are,
besides the economics programmes, now also administered by our School.

On the personal side, besides the usual fluctuations concerning our scientific assistants and doctoral
students, we had additional important changes. First of all, we have been strengthened on this side.
After MARK SCHELKER came to us as assistant professor in 2010, in 2011 CHRISTINE BENESCH joined the
SIAW. She is also assistant professor and works in the area of Media Economics. She is financed by the
profile area ‘Economic Policy’ of the school of Economics and Political Science. This profile area is
intended not only to increase policy relevant research at our university but also to strengthen the
presence of the HSG in the public discourse about economic policy, at the national as well as the in‐
ternational level. It is chaired by SIMON EVENETT and GEBHARD KIRCHGÄSSNER, the former being more
responsible for the international and the latter more for the national discussion about economic policy.
These functions complement well with the research and consulting activities of our institute which
always have been closely related to the practice of economic policy. Moreover, at January 1 last year,
Simon Evenett took over the academic direction of the MBA programme of the Executive School of
Management, Technology and Law at our university.

We also had personal changes at the executive committees of our Institute. At end of July, Prof. Dr.
PETER NOBEL, who had been the president of our institute for many years, stepped back because he
retired from the university in 2010. We gratefully thank him for his engagement in this position and
his strong support for our institute. The Senate of the university elected Prof. Dr. MONIKA BÜTLER as
his successor. We are very glad about this decision. The collaboration with her started very well, and
she will be of great help for our institute in the future.

Last year, ERIKA FORSTER, member of the Council of States of the Swiss Federation, also stepped back
from her function as president of the Board of the Institute’s Association of Sponsoring Institutions.
We thank her as well for the generous help and support she has provided over many years. Her suc‐
cessor is Dr. RÉNE BUHOLZER. In the meantime, he has been elected as member of our executive com‐
mittee. We are very grateful that he took over this responsibility and look forward to fruitful collabo‐
rations.
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Independent of these changes, activities in our institute continued with unchanged high intensity. As
this report shows, this holds for research in the same way as for our participation in the economic
policy debate. The latter holds in particular for SIMON EVENETT and his project ,Global Trade Alert‘
which monitors economic policies on a worldwide scale in order to uncover protectionist measures
and to make them publicly. Again, this project has attached a great deal of international attention last
year.

We can again report good news about current and former collaborators of our institute. LARS FELD
who is head of the Walter Eucken Institute and director of the Economic Policy Department of the
Institute of General Economic Research at the University of Freiburg (Germany) since October 2010,
has been elected by the German government as member of the German Council of Economic Experts.
He serves in this position since April last year. We express our sincere congratulations on this honor‐
ary appointment. GEBHARD KIRCHGÄSSNER has been awarded an honorary doctoral degree by the Fac‐
ulty of Economics and Social Sciences of the University of Fribourg.

We do not want to end this editorial without expressing our gratitude to the supporters and staff of
our Institute. As the authority responsible for higher education, the Canton of St Gallen allows us the
required autonomy to structure our research and consultancy activities. We would like to thank the
members of the Executive Board as well as the members of the Institute’s Association of Sponsoring
Institutions who give us financial support and are always approachable for valuable suggestions and
advice. As always, we also want to thank all of our staff for making an essential contribution to our
efforts with their commitment and dedication.

St. Gallen, 27 February 2012

Prof. Dr. Simon Evenett Prof. Dr. Reto Föllmi Prof. Dr. Dr. h. c. Gebhard Kirchgässner
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2. Staff

Steering Committee

Prof. Dr. PETERNOBEL (until 31.07.)
Prof. Dr. MONIKA BÜTLER (since 01.08.)
Prof. Dr. AYMO BRUNETTI
Ständerätin ERIKA FORSTER
Prof. Dr. BRUNO JEITZINER
Prof. Dr. CHRISTIANKEUSCHNIGG
Prof. Dr. ERNSTMOHR

Executive Board

Prof. Dr. SIMON J. EVENETT
Prof. Dr. RETO FÖLLMI (since 01.02.)
Prof. Dr. Dr. h. c. GEBHARDKIRCHGÄSSNER

Professor Emeritus

Prof. Dr. HEINZHAUSER

Departments

International Economics

Prof. Dr. SIMON J. EVENETT Prof. Dr. RETO FÖLLMI (since 01.02.)
JOHANNES FRITZ STEFAN LEGGE (since 01.09.)
DARYAGERASIMENKO LUKAS SCHMID (since 01.02.)
SANNAMAARLA (since 01.02.)
MALWINANOWAKOWSKA (until 15.02.)
MARTINWERMELINGER

FABIAN SCHNELL (since 01.01.2012)
ALEXA TIEMANN (since 01.02.)

Economic Policy

Prof. Dr. Dr. h. c. GEBHARDKIRCHGÄSSNER
Prof. Dr. CHRISTINE BENESCH (since 01.04.)
BERITGERRITZEN
FLORIANHABERMACHER
TERESAKÖRNER
Prof. Dr. MARK SCHELKER
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Research Fellows

Prof. Dr. LARS P. FELD
Prof. Dr. JÜRGENWOLTERS

Research Associates

PD Dr. CHRISTOPHA. SCHALTEGGER
Dr. MATHIEU TRÉPANIER
Dr. SACHAWUNSCH‐VINCENT
Dr. THOMASA. ZIMMERMANN

Secretariat

MICHÈLEKLARER
GABRIELA SCHMID
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3. Research Activities

3.1 Section International Economics

Directors: Prof. Dr. SIMON J. EVENETT Prof. Dr. RETO FÖLLMI (since 01.02.)

Resear�ers: Resear�ers:
JOHANNES FRITZ STEFAN LEGGE (since 01.09.)
DARYAGERASIMENKO LUKAS SCHMID (since 01.09.)
SANNMAARALA (since 01.02.) FABIAN SCHNELL (since 01.01.2012)
MALWINANOWAKOWSKA (until 15.02.) ALEXA TIEMANN (since 01.02.)
MARTINWERMELINGER

from left to right, ba� row: Darya Gerasimenko, Fabian S�nell
from left to right, front row: Stefan Legge, Prof. Dr. Reto Föllmi, Prof. Dr. Simon Evenett, Johannes Fritz,
Mi�èle Klarer
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The International Economics section is jointly led by Prof. SIMON J. EVENETT Ph.D and Prof. Dr. RETO
FÖLLMI. Both chairs are committed to the same goal‐‐to improve our understanding of the world
economy through high quality research that also has well‐founded implications for policymakers and
other decision‐makers. As a result, the outcome of this section can take many forms: from peer‐
reviewed academic journals to policy reports to speeches and to interviews with the media. The year
2011 was an exceptionally active one for the section and this short summary does not really do justice
to the various accomplishments made.

A) Chair Prof. Dr. SIMON J. EVENETT

Under a team led by Prof. SIMON J. EVENETT, this section was at the forefront of global efforts to moni‐
tor the resort to protectionism by governments. Such monitoring took place as part of the Global
Trade Alert, a worldwide initiative comprising of independent researchers from all over the world
that is coordinated from St. Gallen. The Global Trade Alert has established itself as a leading source of
information on government commercial policies. Two reports were published last year along with
several columns and much media commentary. At the end of last year the work of the Global Trade
Alert had been cited in nearly 300 journal articles, studies, and government reports. Nearly 17,000
people had used the Alertʹs website 15 times or more since the initiative was launched in June 2009.

Prof. EVENETT was also actively involved in monitoring developments in the ill‐fated Doha round of
multilateral trade negotiations at the WTO. At various points in 2011, trade ministers and diplomats
tried to finalise a deal that would bring these negotiations to a close. Along with Prof. RICHARD BALD‐
WIN (Graduate Institute, Geneva), Prof. EVENETT co‐edited two volumes on the Doha round negotia‐
tions in 2011. One of these volumes drew upon the insights of researchers, the other volume com‐
prised proposals from leading former trade diplomats. Alas, no conclusion to this Round was possible
and now the WTO appears more helpless than ever. Much more thinking is needed if this important
international institution is to regain lost ground.

From January 2011 on Professor EVENETT took on greater university responsibilities. He took up the
post of Academic Director of the HSG MBA programme and thus became a Director of the HSG Exec‐
utive School. Much time was spent reviewing every aspect of the MBA programme (including com‐
missioning an external review of the MBA programme by persons that have run renowned pro‐
grammes) and in seeking improvements were necessary. The core curriculum was extended and four
tracks of electives offered. Improvements were made in the organisation of the MBAʹs programme.
MBA student satisfaction appeared to rise as time went by. Over 100 HSG MBA alumni (out of 350)
came to the first HSG MBA Alumni weekend in September 2011, a substantial turnout. More relation‐
ships with local, national, and international employers were nurtured.

The assistants of SIMON J. EVENETT, have been very involved in the execution of the Global Trade
Alert. This initiative has provided our doctoral students with an opportunity to write articles on press‐
ing matters of international trade policy. To date, Miss DARYAGERASIMENKO has established a reputa‐
tion as one of the few Russian trade policy experts that writes in English. Her writings are followed
closely by experts, diplomats, and government officials in the CIS region. Miss SANNAMAARALA took
responsibility for monitoring worldwide the use of antidumping, countervailing duty, and safeguard
measures. Given the more frequent use of these measures, Miss MAARALAʹs contribution was signifi‐
cant. Mr. JOHANNES FRITZ played an important role in monitoring those parts of the world for which
no extenal expert was available. Mr. MARTINWERMELINGER also contributed to the monitoring as well
as spending several months in 2011 at the United Nations headquarters in Bangkok. Here he under‐
took research on a number of protectionism‐related topics.
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Dr. THOMAS A. ZIMMERMANN works as head of the Department “Law, Organization and Accre‐
ditation” and Member of the Board at the Swiss State Secretariat for Economic Affairs (SECO) since
spring 2009. At the same time, he is active as a research associate at SIAW‐HSG, teaching in a manage‐
ment development program on behalf of the institute and offering a preparatory seminar for the
chairs of the yearly “Model WTO” Conference which is organized by oikos St. Gallen.

B) Chair Prof. Dr. RETO FÖLLMI

In the outgoing year 2011, the chair of Prof. FÖLLMI concentrated his research activities on growth,
distribution and trade, and of political economy. We communicated our findings in scientific confe‐
rences and workshops, and used the acquired knowledge in teaching as well as in economic policy
consulting. We are happy to report the chair acquired a founding of 1 Mio. CHF over 3 years through
the project SINERGIA of the Swiss National Science Foundation, a joint‐venture with the Federal Insti‐
tute of Technology (Prof. Peter Egger) and the University of Zürich (Prof. JOSEF ZWEIMÜLLER). The
grant will help to finance our research on economic inequality and international trade.

The Team

Prof. Dr. RETO FÖLLMI, who has been Professor of International Economics at our Institute since Febru‐
ary 2011, co‐chairs the International Economics Section together with Prof. Dr. SIMON EVENETT. From
September 2007 to January 2011 he was teaching as Professor of Macroeconomics at the University of
Berne. He is member of the programme commission of the PhD in Economics and Finance at the Uni‐
versity of St Gallen. The core areas of his research are questions of economic growth, foreign trade and
the distribution of income.

STEFAN LEGGE joined our team in September 2011. He studied at the Universities of St Gallen (Switzer‐
land) and Mannheim (Germany) as well as at the University of California in San Diego, USA. After ob‐
taining a Masterʹs in Economics (MEcon) in 2011, he commenced a PhD in Economics and Finance
(PEF). In his dissertation, he will focus on growth, trade and inequality.

LUKAS SCHMID has been a member of our team since February 2011. He studied Political Science and
Economics at the University of Berne, graduating in 2008 with a licentiate. After having participated in
the Swiss Programme for Beginning Doctoral Students in Economics at the Gerzensee Study Centre of
the Swiss National Bank, he currently follows a doctoral student programme at the University of
Berne. His dissertation deals with political economics, inequality and education.

FABIAN SCHNELL joined our team in January 2012. He studied at the University of St Gallen (Switzer‐
land), at the LSE (United Kingdom) and at the University of Goteborg (Sweden), obtaining a Masterʹs
in Economics (MEcon) in 2009. He then commenced on a PhD in Economics and Finance (PEF) and
completed the Swiss Programme for Beginning Doctoral Students in Economics at the Gerzensee
Study Centre of the Swiss National Bank. In his dissertation, he is concentrating on the subjects of
structural change and monetary policy. FABIAN SCHNELL also holds a part‐time employment as a re‐
search assistant in economics policy with economiesuisse.

ALEXA TIEMANN was a member of our group from February to November 2011 as teaching assistant
for international economics. She studied at the University of Tübingen and worked afterwards as con‐
sultant for the World Bank. In her dissertation, co‐supervised by Prof. FÖLLMI, she scrutinizes the het‐
erogeneous effects of reforms and institutions on the growth performance of developing countries.
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Ongoing research projects

1) Innovations, international product cycles and economic growth

The project ʺThe Macroeconomics of Model Tʺ studies the incentives of firms to pursue cost‐saving
process innovations. Firms undertake either product innovations that introduce new luxury goods for
the rich; or process innovations that transform existing luxuries into mass products for the poor. A
prototypical example for such a product cycle is the automobile. Initially an exclusive product for the
very rich, the automobile became affordable to the middle class after the introduction of Ford’s Model
T, ʺthe car that put America on wheelsʺ. The rich consume a wide range of exclusive high‐quality
products and the poor a more narrow range of low‐quality mass products. In this framework, in‐
equality affects the composition of R&D through price and market size effects. The inequality‐growth
relationship depends on how mass production affects productivity; and on the particular dimension
of inequality (income gaps versus income concentration). The model is sufficiently tractable to incor‐
porate learning‐by‐doing, oligopolistic market structures, and quality upgrading.

In the project ʺproduct cycles and internationalʺ RETO FÖLLMI together with ANDREAS KOHLER and
SANDRA HANSLIN (UZH) consider the impact of the entry of emerging economies on growth and in‐
novations in the industralized countries. Innovation takes place in the rich North while firms in the
poor South at random imitate products manufactured in the North. The model is able to generate en‐
dogenous product cycles as described by Vernon (1966) where the different stages of the product cycle
are not only determined by supply side factors but also by the distribution of income between North
and South. We further provide suggestive evidence for the product cycle stages. We show that the
innovation‐imitation process depends crucially on within and across countries income inequality.

2) Distribution and international trade

In the project ʺFinancial market imperfections and the distribution of trade gainsʺ we explore theoreti‐
cally how the interaction of wealth inequality and imperfect capital markets determines trade flows.
When access to credit is limited, firm entry and the capacity to export will be limited as well. Such a
model would bring forward an explanation for the presence of firm heterogeneity that is complemen‐
tary to the standard explanation that firm exhibit large productivity differences. With more integrated
markets, profit margins shrink, which makes access to credit particularly difficult for the relatively
poor entrepreneur. Richer entrepreneurs, by contrast, win because they can take advantage of new
export opportunities. This set‐up gives several testable predictions. On the one hand, trade flows are
jointly determined by inequality and financial market imperfections. On the other hand and on a more
micro level, it would be interesting to see whether economic integration induces significant realloca‐
tion of capital from smaller to larger firms.

3) Political Economy, Distribution and Economics of Education

In their project Compulsory Voting, RETO FÖLLMI and LUKAS SCHMID, together with DOMINIK
HANGARTNER (LSE) and MICHAEL BECHTEL (Swiss Federal Institute of Technology), investigate the
impacts of mandatory voting and electoral participation in the Cantons of Switzerland. The project
concentrates on the Cantons of Thurgau, Waadt and Ticino. The standard theory predicts that man‐
datory voting and electoral participation increases the cost of non‐voting so that the rate of participa‐
tion should rise. At the same time, compulsory voting changes the electorate which should have an
influence on political results.

We found that the mandatory voting and electoral participation led to an increase of the rate of partic‐
ipation of about 30 percent. We then evaluated the postulated effects on redistribution. To this end, we
established a data set of all Swiss Cantons, including information on Cantonal and Federal votes as
well as several categories of public expenditures. Initial results indicate that neither the aggregated
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preferences for redistribution nor the different categories of expenditure are systematically modified.
It will now be analysed if there is actually no difference between the preferences of voters and non‐
voters or if balancing effects are accountable for this result.

The project Effects of Education, in cooperation with STEFAN BOES (University of Berne) and DOMINIK
HANGARTNER (LSE), investigates the impact of education on a personʹs success in the labour market
(wage, employment) and risk preferences. Theoretical and empirical studies emphasises the positive
effects of education on productivity, innovation and international competitiveness. At an empirical
level, the importance of education is undisputed, though a precise identification of its impact often
remains difficult because education is a function of several variables which, at the same time, are also
drivers of productivity and creativity in working life (motivation etc.).

In an international context, the Swiss education system where primary school students have to take an
exam before starting secondary school or a gymnasium constitutes a unique set‐up to answer the
question of the impact of education. These exams are used to assign each student to the secondary
level best adapted to his or her academic performance. The project uses a critical threshold value as a
natural experiment to investigate how students slightly below and above this threshold differ with
regard to certain variables of interest. This analysis provides information about the causal effects of
education. The objective of this project is, on the one hand, to make a crucial contribution to the identi‐
fication of educational effects and, on the other hand, to deliver evidence on the impacts of the Swiss
education system.

C) Major Publications

SIMON J. EVENETT and VALERIE Y. SUSLOW, Prerequisites for Private Restraints on Market Access and
International Cartels, Journal of International Economic Law 3 (2000), Number 4, pp. 593‐631.

SIMON J. EVENETT, MARGARETC. LEVENSTEIN and VALERIEY. SUSLOW, International Cartel Enforcement:
Lessons from the 1990s, The World Economy 24 (2001), Issue 9, pp. 1221‐1245.

SIMON J. EVENETT and WOLFGANG KELLER, On the Theories Explaining the Success of the Gravity
Equatioin, Journal of Political Economy 110/2 (2002), pp. 281‐316.

SIMON J. EVENETT and DOUGLAS H. BROOKS, Competition Policy and Development in Asia, Palgrave Mac‐
millan, London 2005.

SIMON J. EVENETT, Corporate Strategy and Political Economy in a World Free of Dumping, Journal of
Law and Economics of International Trade 2 (2005), pp. 89‐104.

SIMON J. EVENETT and EDWINVERMULST, The Politicisation of EC Anti‐dumping Policy: Member States,
Their Votes, and the European Commission,World Economy 28 (2005), pp. 701‐718.

SIMON J. EVENETT and BERNARD HOEKMAN, Economic Development and Multilateral Trade Cooperation,
Palgrave Macmillan, New York 2005.

SIMON J. EVENETT and BERNARDHOEKMAN, The WTO and Government Procurement, Edward Elgar Pub‐
lishers, Cheltenham 2006.

SIMON J. EVENETT, The Simple Analytics of U.S. Antidumping Orders: Bureaucratic Discretion, Anti‐
Importer Bias, and The Bryd Amendment, European Journal of Political Economy 22/3 (2006), pp. 732‐
749.

SIMON J. EVENETT, The WTO Ministerial Conference in Hong Kong: What Next?, Journal of World Trade
40/2 (2006), pp. 221‐238.
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SIMON J. EVENETT, Global Trade Alert ‐ First Report, www.globaltradealert.org and www.voxeu.org, 8th
July, 2009.

SIMON J. EVENETT, Broken Promises: A G‐20 Summit Report by Global Alert, 2nd GTA Report, CEPR
London, September 2009.

SIMON J. EVENETT, The Unrelenting Pressure of Protectionism: The 3rd GTA Report, A Focus on the
Asia‐Pacific Region, CEPR London, December 2009.

SIMON J. EVENETT, Will Stabilisation Limit Protectionism?, 4th GTA Report, CEPR London, February
2010.

SIMON J. EVENETT, The US‐Sino Currency Dispute: New Insights from Economics, Politics, and Law,
Vox eBook, CEPR London, April 2010.

SIMON J. EVENETT, Africa Resists the Protectionist Temptation, 5th GTA Report, CEPR London, May
2010.

SIMON J. EVENETT, Uneven Compliance, 6th GTA Report, CEPR London, June 2010.

SIMON J. EVENETT, Managed Exports and the Recovery of World Trade, 7th GTA Report, CEPR London,
October 2010.

SIMON J. EVENETT, Tensions Contained.....For Now, 8th GTA Report, CEPR London, November 2010.

SIMON J. EVENETT, Resolve Falters As Global Prospects Worsen: The 9th GTA Report, Vox eBook, CEPR
London, 20. Juli 2011.

SIMON J. EVENETT, Trade Tensions Mount: The 10th GTA Report, Vox eBook, CEPR London, 21. No‐
vember 2011.

RETO FÖLLMI and JOSEF ZWEIMÜLLER, Inequality, Market Power, and Product Diversity, Economic Let‐
ters 1 (2004), pp. 139 – 145.

RETO FÖLLMI and JOSEF ZWEIMÜLLER, Product‐Market Competition in the Water Industry: Voluntary
Nondiscriminatory Pricing, Journal of Industry, Competition and Trade 2 (2005), pp. 115 – 135.

RETO FÖLLMI (ed.), Consumption Structure and Macroeconomics: Structural Change and the Relationship
between Inequeality and Growth, Lecture Notes in Economics and Mathematical Systems, Vol. 554,
Springer‐Verlag Berlin/Heidelberg/New York, 2005.

RETO FÖLLMI and JOSEF ZWEIMÜLLER, Income Distribution and Demand‐Induced Innovations, Review of
Economic Studies 4 (2006), pp. 941 – 960.

RETO FÖLLMI, GIUSEPPE BERTOLA and JOSEF ZWEIMÜLLER (ed.), Income Distribution in Macroeconomic
Models, Princeton University Press, Oxford, 2006.

RETO FÖLLMI and MANUEL OECHSLIN, Who gains from Non‐collusive Corruption?, Journal of Develop‐
ment Economics 1 (2007), pp. 95 – 119.

RETO FÖLLMI and MANUEL OECHSLIN, Why Progressive Redistribution Can Hurt the Poor, Journal of
Public Economics 3‐4 (2008), pp. 738 – 747.

RETO FÖLLMI and JOSEF ZWEIMÜLLER, Structural Change, Engel’s Consumption Cycles and Kaldor’s
Facts of Economic Growth, Journal of Monetary Economics 7 (2008), pp. 1317 – 1328.

RETO FÖLLMI and MANUELOECHSLIN, Market Imperfections, Wealth Inequality, and the Distribution of
Trade Gains, Journal of Economic Dynamics and Control, 1 (2010), pp. 15 – 25.

RETO FÖLLMI, RINA ROSENBLATT‐WISCH and KLAUS REINER SCHENK‐HOPPÉ, Consumption Paths under
Prospect Utility in an Optimal Growth Model, Journal of Economic Dynamics and Control, 3 (2011),
pp. 273 – 281.
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RETO FÖLLMI and JOSEF ZWEIMÜLLER, Exclusive Goods and Formal‐Sector Employment, American Eco‐
nomic Journal: Macroeconomics, 1 (2011), pp. 242 – 272.

RETO FÖLLMI and URSMEISTER, Enhancing the Efficiency of Water Supply – Product Market Competi‐
tion versus Trade, forthcoming in: Journal of Industry, Competition and Trade 2012.

HEINZHAUSER and KAI‐UWE SCHANZ , Das neue GATT. Die Welthandelsordnung nach Abschluss der Uru‐
guay‐Runde, München, Oldenbourg 1994.

HEINZHAUSER and ALEXIAMÜLLER, Legitimacy: The Missing Link for Explaining EU‐Institution Buil‐
ding, in: Aussenwirtschaft, Bd. 50 (1995), Heft I, pp. 17‐42.

HEINZ HAUSER and DAVID DEWILD, Dimensionen internationaler Ordnungsaufgaben: Die Sicherung
des Wettbewerbs vor staatlichen Eingriffen, in: W. KORFF et al. (eds.), Handbuch der Wirtschaftsethik,
Vol. 2, Ethik wirtschaftlicher Ordnungen, Gütersloher Verlagshaus, Gütersloh 1999, pp. 468‐484.

HEINZ HAUSER, Die WTO‐Streitschlichtung aus einer Law and Economics Perspektive, in: H. BERG
(ed.), Theorie der Wirtschaftspolitik; Erfahrungen – Probleme – Perspektiven, Berlin, Duncker & Humblot
2000, pp. 79‐111.

MONIKA BÜTLER and HEINZ HAUSER; The WTO Dispute Settlement System: A First Assessment from
an Economic Perspective, Journal of Law, Economics & Organization, Vol. 16 (2000), Issue 2, pp. 503‐
533. Republished in: LISA L. MARTIN (ed.) (2005), International Institutions in the New Global Economy,
HELEN V. MILNER (series ed.), The International Library of Writings on the New Global Economy,
Vol. 6, Cheltenham: Edward Elgar, pp. 433‐463. Also republished in: PETROS C. MAVROIDIS and
ALAN O. SYKES (eds.) (2005), The WTO and International Trade Law/Dispute Settlement, in: KYM AN‐
DERSON and BERNARD HOEKMAN (series eds.), Critical Perspectives on the Global Trading System
and the WTO, Vol. 3, Cheltenham: Edward Elgar 2005, pp. 21‐51.

HEINZ HAUSER and SACHA WUNSCH‐VINCENT, A Call for a WTO‐Ecommerce‐Initiative, International
Journal of Communications Law and Policy, Issue 6 (winter 2000/2001), pp. 1‐35 (http://www.ijcip.org).

HEINZ HAUSER, Die Ministererklärung von Doha: Start zu einer kleinen Marktöffnungsrunde oder zu
einer umfassenden Entwicklungsrunde?, Aussenwirtschaft Bd. 57, Heft II (2000), pp. 127‐150.

HEINZHAUSER, Die WTO nach Cancứn, Aussenwirtschaft Bd. 58, No. IV (2003), pp. 459‐488.

HEINZ HAUSER and ALEXANDER ROITINGER, Renegotiation in Transatlantic Trade Disputes, in: ERNST‐
ULRICH PETERSMANN und MARK POLLAK (eds.) Transatlantic Economic Disputes: The EU, The US, and
The WTO, Oxford University Press, Oxford 2003, Chapter 19, pp. 487‐506.

HEINZ HAUSER and ALEXANDER ROITINGER, Two Perspectives on International Trade Agreements,
Zeitschrift für ausländisches öffentliches Recht und Völkerrecht, Band 64/3 (2004), pp. 641‐658.

HEINZ HAUSER, Schweizerische Aussenwirtschaftspolitik zwischen Wunsch und Wirklichkeit, Aus‐
senwirtschaft Bd. 61 (2006), No. I, pp. 9‐23.

HEINZ HAUSER, Die Zukunft des Welthandelssystems, Aussenwirtschaft Bd. 61 (2006), No. III, pp. 255‐
273.

SACHAWUNSCH‐VINCENT, The WTO, the Internet and Trade in Digital Products – EC‐US Perspectives, Hart
Publishing, Oxford 2005.
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A) General Objectives of our Research

The Focus of research in our department, Economic Policy and Political Economy, has been enlarged
in the last year to include also Media Economics, as Prof. Dr. CHRISTINE BENESCH has joined our
group. Besides this, Prof. Dr. GEBHARD KIRCHGÄSSNER and Prof. Dr. MARK SCHELKER are still working
in the area of Political Economy, focussing on direct democracy and federalism. In addition, our team
has also been active in the area of Environmental and Health Economics. Finally, another focus area
during the past year were contributions to fundamental problems of Economics and other Social Sci‐
ences.

It is also to be mentioned that we were again involved in the research activities of theWork, Ageing and
Welfare Research Centre which is supported by the University of St Gallen and made possible the foun‐
dation of the St Gallen Centre for Ageing, Welfare, and Labour Market Analysis (SCALA). Prof. Dr GEB‐
HARDKIRCHGÄSSNER is leader of its Economic and Political Determinants of Welfare research unit. In addi‐
tion, our group also carried out work relating to the research unit The Economics of Ageing and Health.

Prof. Dr. MARK SCHELKER and Prof. Dr. GEBHARD KIRCHGÄSSNER are also involved in the Sinergia pro‐
ject The Swiss Confederation: A Natural Laboratory for Research on Fiscal and Political Decentralization, a re‐
search programme financed by the Swiss National Science Foundation (SNSF) which started at the
end of 2010. Prof. Dr. MARK SCHELKER is coordinator of the sub‐project Institutions and Regulation in
Switzerland.

Concerning economic policy advice, questions of fiscal federalism as well as government debt were to
the fore. In a testimony before the Fiscal Commission of the Swiss National Council as well as to a con‐
ference in Barcelona, the results of the first four years of the New Swiss Fiscal Equalisation System
have been commented upon. Several lectures in Austria were concerned with questions of debt
breaks.

B) The Team

Prof. Dr. Dr. h.c. GEBHARDKIRCHGÄSSNER is the director of the Department for Economic Policy. In his
research, he focuses on current topics in economic and, especially, fiscal policy, on questions of politi‐
cal economy, in particular in connection with the Swiss institutions of direct democracy and federal‐
ism, as well as on basic methodological questions in economics and other social sciences. From 2008 to
2011, he was also acting as President of the Swiss Society of Economics and Statistics. In November
last year, he was awarded a honorary doctorate by the University of Fribourg (Switzerland).

BERIT GERRITZEN joined our team in February 2009. After graduating from the Masters programme in
Economics (MECON), she has all but completed the course phase of the PhD in Economics and Fi‐
nance (PEF) programme last year. Her dissertation concentrates on issues of health economics. To‐
gether with GEBHARDKIRCHGÄSSNER, she has already written some papers on the Swiss health system.

FLORIANHABERMACHER has been a team member since 2008. He studied at the Swiss Federal Institute
of Technology Lausanne, where he received a Master of Science in Environmental Sciences and Engi‐
neering. He has submitted his thesis proposal last year, after his completion of the Swiss Programme
for beginning Doctoral Students in Economics at the Gerzensee Study Centre of the Swiss National
Bank. In his thesis, he addresses topics relating to environmental economics, especially questions of
the design of environmental and energy taxes.

TERESA KÖRNER joined our team in February 2010. She studied in Innsbruck as well as at the Univer‐
sidad Nacional Autónoma de México and the Instituto Technológico Autónomo de México, both in
Mexico City, and received a Master of Social and Economic Sciences at the University of Innsbruck in
Austria. Last year, she participated in the Swiss Programme for beginning Doctoral Students in Eco‐
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nomics at the Gerzensee Study Centre of the Swiss National Bank. She too will concentrate on ques-
tions of environmental economy in her dissertation.

Prof. Dr. CHRISTINE BENESCH is Assistant Professor at the S�ool of Economics and Political Science
(SEPS) of the University of St Gallen and associated to the Department Economic Policy of the Swiss
Institute for International Economics and Applied Economic Resear� (SIAW). She completed her
PhD in 2009 at the University of Zuri� with a thesis about an economic analysis of media consump-
tion. She continues her work in the area of Media Economics. She is financed by the Economic Policy
profile area of the Department of Economics.

Prof. Dr. MARK SCHELKER is also Assistant Professor at the S�ool of Economics and Political Science
(SEPS) of the University of St Gallen and associated to the Department Economic Policy of the Swiss
Institute for International Economics and Applied Economic Resear� (SIAW). In 2007, he obtained
his doctoral degree at the University of Fribourg (Switzerland) on the work of audit divisions and au-
dit commissions as institutions for the control of governments and bureaucracy. He continues to deal
with questions of political economy.

Prof. Dr. LARS FELD, who belonged from 1995 to 2002 to our group and who did his PhD as well as his
habilitation at the University of St Gallen during this period is still associated with our institute as
resear� fellow. Since October 2010 he �airs the famous Walter Eu�en Institute at the University of
Freiburg i.Br. (Germany). Last year, he has been elected by the German Federal Government as mem-
ber of the German Council of Economic Experts.

Granting of a doctorate honoris causa to Prof. Dr. Gebhard Kir�gässner by the Dean of the Faculty of Econom-
ics and Social Sciences, Prof. Dr. Jean-Jacques Friboulet, University of Fribourg, November 15th, 2011.
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C) The Projects

1. Basic Questions of Economics and other Social Sciences

In a first paper in this area, GEBHARD KIRCHGÄSSNER deals with the question of scientific process in
Economics. He resorts to the scientific concepts of falsificationism, paradigms, scientific revolutions,
normal science as well as scientific research programmes, which have been proposed and discussed
by KARL POPPER, THOMAS KUHN and IMRE LAKATOS in the philosophy of science debates of the sixties
and seventies of the last century. Whether we like it or not, applying Kuhn’s terminology, most re‐
search activities in economics today belong to normal science. Strictly speaking, scientific revolutions
are the rare exception; they might have taken place perhaps two or three times in the last centuries.
The basic paradigm of economics or the hard core of their scientific research programme, the core of
the economic model of behaviour, is hardly disputed, even if there are strong debates about the safety
belt around this core. In this belt, the interdisciplinary collaboration between economists and psy‐
chologists has led to considerable progress in recent years.

Unquestionably, progress has been made in the areas of economic methods as well as in the applica‐
tion of these methods on economic questions. But here again, we are within the range of ‘normal sci‐
ence’, even if the derived results are not only interesting from a scientific point of view but also of
high relevance for economic policy. Claims stating that the current way of empirical‐quantitative eco‐
nomics is a failure and that we should decouple from this development dominated by the Anglo‐
Saxon countries and go back to the German Order Theory, which could be heard in the German de‐
bate during the crisis year of 2009, can only be understood against the background of (disappointed)
political expectations, quite apart from the fact that the intentions of the Order Theory, to analyse not
only the economic processes themselves but also the conditions given by the institutional frame, have
been taken up by modern Institutional Economics. Thus, there is no reason to dispense with the
methodological instruments of modern Economics.

On the other hand, it can hardly be denied that a culture of puzzle solving has developed in econom‐
ics, where these puzzles sometimes have little connection to economic policy questions. However, this
neither implies that there is no progress in Economics nor that economic research is generally irrele‐
vant for economic policy. With respect to progress, our situation is not principally different from that
of other sciences. In other sciences as well, it is often not clear a priori whether new theoretical ap‐
proaches really have more explanatory power than the old ones. However, the fact that the largest
part of economic research (as well as of the research of other sciences) is normal science (in Kuhn’s
sense) does not disqualify this research in any way.

A second paper discusses problems of measurability and interpersonal comparability of individual
utilities, which are closely related to the problem of value freedom. Recently, this discussion has been
reinforced by the increasing use of survey data measuring individual subjective satisfaction with life
and/or happiness without, however, really showing new aspects. All the various procedures to meas‐
ure the preferences of individuals or their willingness to pay are confronted with the same basic prob‐
lems, whenever attempts are made to draw conclusions about individual utilities from these data. The
problems are even reinforced if these data are to be used to evaluate societal states. In this case, not
only additional assumptions, but also additional value judgements are necessary which go much fur‐
ther than the  comparatively innocuous  Pareto principle. This also holds for the most recent at‐
tempts to go in this direction. Economists are tempted again and again to smuggle value judgements
into quasi‐factual statements by making statements from a ‘purely economic perspective’, which, in
fact, depend to a large extent on their personal value judgements.

Economists are, however, not the only scientists who fall into this temptation. The philosophy of sci‐
ence debate of the past decades about the principle of value freedom has shown that many scientists
have problems accepting the fundamental dichotomy between facts and values and, consequently,
acknowledging that claims about the validity of value statements are principally different from factu‐
al claims. Also, value statements cannot be tested in the same way as factual statements. This is not
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only due to the fact that it is often difficult to distinguish between the normative and positive parts of
a statement because they are intermingled. A more important reason for this might be that many have
difficulty in accepting that the value statements in which they believe and which are largely support‐
ed by others as well, cannot be assessed as being ‘true’, at least as long as a realistic concept of truth is
accepted. This holds despite the fact that nearly all of us apply such a realistic concept of truth in our
everyday life, at least implicitly.

This does, however, not imply that economists  in the same way as other scientists  are not allowed
to make political (economic policy) recommendations if they are convinced that by following these
recommendations, the societal situation could be improved. Such recommendations are actually ex‐
pected. Scientific honesty demands, however, not to confine oneself to an alleged economic perspec‐
tive which only takes allocation effects into account, but to also consider the distributional conse‐
quences. Moreover, political honesty is demanded as well. This implies laying open the reasons why
one believes that it is justified to demand from the losers of economic policy measures, who nearly
always exist, to bear certain burdens (and possible also why compensations are not possible), i.e. that
the underlying value judgements are disclosed and (comprehensible) reasons for these value decisions
are presented.

In a last paper in this area, the role and task of universities and faculties for Economics and Business
are discussed. Besides academic self‐administration, which always also has to be taken into account,
there are four areas where such universities (and partly also such faculties) are active: teaching, aca‐
demic research, consulting, and executive education. There are considerable challenges in all four
areas, even if they are different for members of economics and business (management) departments.
For example, the main load of academic teaching of economists is not for economics but for business
and management students. With respect to consulting, it has to be distinguished between economic
policy consulting of economists and consulting for firms by members of the management department.
Executive education is mainly a task of the latter group (and of members of the law departments), and
economists play only a minor role in this area.

There were, however, quite different, additional challenges coming up in relation to the economic and
financial crisis of recent years. While economics has rather been blamed being indirectly responsible
for this crisis, because its protagonists did not expect the economic crisis once the financial crisis start‐
ed, business economics has been blamed much more directly. By applying the concept of shareholder
value and thereby putting the emphasis on the profit motive and the rights of the shareholders, busi‐
ness economics has been accused of having quasi bred those managers who have caused the crisis by
their greed. This is definitely a rather abridged and misleading vision of academic management train‐
ing, but it is, at least, the case that experiments have shown that in general, business students are more
self‐interested (selfish) than students of other faculties. It is still open whether this is as a result of their
academic education or of self‐selection –most probably both factors play a role. But even if it were
only self‐selection, we have to take into account the demand from the general public that academic
teaching in economics and business should also communicate ethical values, and not only values that
are relevant for the scientific process as, for example, the correct handling of the intellectual property
of others.

Taking all together, Economics, as well as the corresponding universities and faculties, face large chal‐
lenges, if they want to meet their social responsibility in this century. However, there is nothing to
prevent them from mastering these challenges.
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2. Political Economics

MARK SCHELKER continued his research on the influence of public auditing institutions on government
sector performance. Specifically his research focused on the influence of auditor tenure length and
term limits as well as auditor expertise on public sector credit ratings. These studies are part of a
broader research agenda analysing the effectiveness of public auditing institutions. Previous research
has focused on auditor independence and the audit mandate and how they affect fiscal policy out‐
comes. Moreover, the research project measuring bureaucratic effectiveness and bureaucratic rents as
well as the research on voter behaviour have been progressing over the last year. In the context of the
research on voter behaviour MARK SCHELKER analysed how voters react to the diluted incentives of an
officeholder to cater to voters instead of personal interest. The study analyses if voters install a divid‐
ed government as a reaction to a lame‐duck term, in which an incumbent executive cannot run for re‐
election and hence does not have re‐election incentives. Divided government can be useful in control‐
ling an unaccountable executive since it forces him or her to compromise over policy with a legislature
dominated by an opposing party majority. The empirical analysis in the period from 1975 to 2000 at
the United States state level shows that lame‐duck governors face a 10 to 15 percent higher probability
of confronting an opposing party majority in the legislature (i.e. a divided government). This is evi‐
dence for relatively sophisticated voting behaviour. Voters seem to anticipate the weakened electoral
incentives of lame‐duck governors and use the electoral mechanisms to mitigate such accountability
problems.

A new and ambitious project of MARK SCHELKER addresses the institutional determinants of regula‐
tion. Regulation is omnipresent around the world. The recent regulatory failures, for example in the
financial sector or in deep‐sea oil extraction, as well as the heated debates on post‐crisis regulation
illustrate the need to better understand the origins and determinants of regulation. From these regula‐
tory failures it became once more apparent that special interests are keen to lobby for regulatory fa‐
vours in the political process. The project analyses how political institutions affect the emergence and
evolution of regulation and regulatory regimes. Interestingly, there is no significant research directed
on the influence of political institutions on regulation. Specifically, this research project studies the
influence of political institutions on regulatory activity and regulatory quality. The main focus is on
the influence of the separation of powers in government regimes, electoral rules and democratic par‐
ticipation rights of the citizenry on the extent, structure and evolution of regulation. Moreover, regula‐
tory and fiscal decisions are unlikely to be independent, since they are determined in the same politi‐
cal process. Therefore, an analysis of the interplay of regulation and taxation is due. The empirical
analysis approaches these questions in two ways. First and foremost, the analysis focuses on regulato‐
ry activity measured across the Swiss cantons for the past 110 years. Secondly, it focuses on the regula‐
tory content of two specific dimensions, namely on cantonal domestic market regulation and envi‐
ronmental protection regulation. The project collects data on cantonal regulatory activity for the past
110 years and it constructs measures on cantonal domestic market regulation and environmental pro‐
tection regulation for the past 30 years. This data is then combined with information on political insti‐
tutions and economic and socio‐demographic factors across cantons and time. Major challenges are
the extensive data collection and the construction of meaningful regulation measures.

This project was launched by the end of 2010 and is co‐sponsored by the Profilbereich Wirtschaftspolitik
of the University of St Gallen and the Sinergia project The Swiss Confederation: A Natural Laboratory for
Research on Fiscal and Political Decentralization, which is funded by the Swiss National Science Founda‐
tion (SNF). In the context of the SNF Sinergia Project, MARK SCHELKER is the coordinator of Subproject
10 Political Institutions and Regulation. Further questions on the topic will be address by using country
as well as US state data.
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3. Media Economics

CHRISTINE BENESCH’s research agenda of the past year has consisted of analysing how regulation and
other media market institutions affect media consumption and, in particular, news consumption and
how it influences the behaviour of voters and politicians. Recent research shows that information ac‐
cess is crucial for voters in order to be able to enforce their preferences in the political process. Hence,
an extended debate exists on how media markets should be organised in order for the media to opti‐
mally fulfil their public service mission.

Literature on the political economy of media emphasises the importance of media’s independence
from government. Although the media are generally considered free, there exists a long‐standing tra‐
dition of public service broadcasting in many European countries. One of last year’s research projects
investigated how media consumers react to this kind of state ownership of TV stations and to the dif‐
ferent regulatory regimes to which public broadcasters are subject. Interventions in television markets
are usually justified by market failures and public good or merit good aspects of information and
should therefore be beneficial for consumers. However, even in countries where government interven‐
tion in TV markets is supposedly benevolent, tightly regulated public service broadcasters – whose
finances depend on license fees or other forms of public funding – might be prone to political influ‐
ence as well. Ultimately, the question of whether and under what circumstances public broadcasting is
beneficial for consumers is an empirical one. The project provides an empirical investigation into the
effects of state ownership of TV stations and the regulation and financing of these public broadcasters
on media consumers. Thereby, the amount of media consumption, i.e. the amount of time spent on the
different types of media, serves as an indicator for how consumers assess the quality of media content.
The empirical analysis is restricted to European countries with a similar degree of general media free‐
dom, but differences in the regulation of television markets.

These empirical results reveal that, on average, television news consumption is lower when the share
of state‐owned TV stations is higher. This negative effect of state ownership is larger when regulatory
supervision of public broadcasters lies within a Ministry as opposed to a more independent regulatory
body. When public broadcasters are subject to a regime of self‐regulation, television consumption
increases with a higher share of state ownership. The share of commercial income of public broadcast‐
ers (as compared to government funding) has no effect on the relationship between the share of state
ownership and TV consumption. Furthermore, the analysis shows that the negative relationship be‐
tween state involvement and news consumption is stronger for people who exhibit high levels of po‐
litical interest than for those who show little political interest. Hence, the results are, on the one hand,
consistent with the theory of media capture where low transaction costs between government and the
media increase the likelihood of political capture. On the other hand, the empirical results do not sup‐
port the theoretical predictions that a larger extent of commercial orientation decreases the likelihood
of media capture. Hence, in the setting of public broadcasting in Europe, formal regulatory provisions
seem to be more relevant than the source of funding for factual independence. Regulatory approaches
that keep public TV stations formally independent (i.e. self‐regulation) seem to be successful at main‐
taining an arm’s‐length relationship between government and public TV stations. In addition, they are
also successful in combining the positive aspects of public television, i.e. its public service mission,
with media independence.

Media consumption is not only influenced by access to different types of media and their regulation,
but, interestingly, there also exist differences in media consumption of groups with similar media
access and consumption possibilities. In particular, women, on average, consume less political news
than men. In another research project, CHRISTINE BENESCH empirically analyses this gender gap in
news consumption and explores several possible explanations for it. The analysis is not able to identi‐
fy a single root cause for women’s lower news consumption. Data from the Pew Research Center for
the US reveal that neither differences in education and/or income nor other socio‐demographic charac‐
teristics can explain the gender gap in news consumption. Survey measures of levels of enjoyment, job
benefits of news consumption and time available for the news are also not helpful in explaining the
news consumption gender gap. Gender differences are, however, particularly large among working
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people with children. In a cross‐country setting, the news gender gap is correlated with measures of
gender equality, and is especially large in countries with low scores of gender equality in politics as
well as in the economy. The sources of the gender gap appear not only to be located in the political
sphere (e.g., lower political interest among women or lower benefits of political knowledge for wom‐
en) put also in the economic one. Specifically, the dual burden of job and children seems to restrain
women’s news consumption in certain countries. Hence, gender‐specific opportunity costs of time
which are shaped by intra‐household division of labour and more general gender roles seem to play
an important role. The news gender gap is a relevant aspect of the gender gap in political involve‐
ment, and trying to understand it may help to understand gender inequalities in politics.

In another project, CHRISTINE BENESCH has analysed the question how media consumption affects poli‐
tics. Using the differences in the diffusion of local TV in Switzerland as a natural experiment, the pro‐
ject has investigated how access to local TV news affects the behaviour of voters and politicians. Two
major aspects of TV are highlighted in the empirical analysis. Local TV attracts different socio‐
economic groups than other media like newspapers and radio. People with low and intermediate lev‐
els of education are more likely to watch TV news when local TV is available. This effect is found in
areas where local TV markets match well with jurisdictions. For people with higher education, news
consumption does not differ with the availability of local TV. More importantly, people react to the
news supply of local TV stations by increasing their participation in Federal elections. Again, this ef‐
fect is much more pronounced for people with low to intermediate education than for those with high
education and limited to areas where local TV markets correspond to one jurisdiction or electoral dis‐
trict. When local TV markets span several jurisdictions there is no statistically significant effect of the
availability of local TV news on voter participation.

The second aspect which distinguishes TV from more traditional media is the transmission of infor‐
mation not only via words but also via moving pictures. Therefore, person‐related information be‐
comes more important than factual information compared to information in newspapers and on radio.
Hence, the role of individual politicians is being strengthened in comparison with the role played by
parties and their political programmes. The empirical results show that parties – especially small ones
with negligible chance of being elected into the Council of States (the small chamber of the Swiss Fed‐
eral parliament with two representatives from each full canton) – nominate more candidates for the
Council of States when local TV is available. Again, this effect is stronger in regions with a good match
between local TV markets and electoral districts and it is confirmed in cross‐sectional as well as panel
data. The paper not only provides evidence that the presence of local TV affects the behaviour of vot‐
ers and politicians systematically, but the findings also have impacts for the regulation of local TV
markets. In Switzerland, a new Radio and Television Law (RTVG) has been enacted in 2007. While
local TV stations do generally not need a license anymore, a few licensed channels get public subsi‐
dies. However, only one station per pre‐defined territory gets such a subsidy. These pre‐defined terri‐
tories span usually over several cantons. The research presented here shows, however, that particular‐
ly TV stations covering only one canton produce meaningful information which is consumed by vot‐
ers and leads them to increase their political participation. If local TV is to be subsidised efficiently,
more attention should be paid to the match between TV markets and sub‐national jurisdictions.

4. Environmental Economics

FLORIAN HABERMACHER has studied the question how unilateral, market‐based climate protection
measures can be designed more efficiently. One problem of such measures is that the reduction of the
domestic CO2 emissions increases foreign emissions through several channels. If the domestic price of
fossil energy sources is increased through CO2 taxes or CO2 certificate systems, this not only yields to
a domestic consumption reduction but tends also to increase the import of foreign goods which are
produced with a large energy input. In addition, the reduction of the domestic demand for fossil fuels
reduces the world market prices for energy. Both effects increase the foreign fossil fuel consumption;
the domestic savings are accompanied by leakage effects. Moreover, in terms of climate politics, the
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unilateral climate protection measures increase therewith the incentive for third countries to abstain
from relevant climate protection measures, since the reduced fuel prices and the increased demand for
their energy‐intensive export goods implies additional benefits for them when they keep on refraining
from carbon pricing measures. This can make the climate negotiations even more difficult.

An analysis based on a dynamic numeric model of the global fossil fuel markets has shown that the
medium‐ and long‐term leakage effects could be strong especially for the case of regional oil savings:
if, for example, Switzerland or the European Union reduce their oil consumption, an important frac‐
tion of these savings could be offset in the remainder of the world during the subsequent decades,
which is notably due to the fact that oil is relatively scarce in the medium term, implying that – assum‐
ing no worldwide climate protection measure is implemented in time – the amount of oil consumed in
the longer run is determined primarily by the existing reserves rather than by the demand in the indi‐
vidual regions. Coal reserves, in contrast, are so immense, that a regional consumption change has
only minor effects on the global coal trade, wherewith the leakage effects seem rather low for coal in
the medium term.

Leakage effects have been analysed already by other economists. Very often, however, they have been
assessed for general CO2 taxes instead of for taxes on particular fossil fuels. In addition, the moderate
leakage reported in literature are often due to a static modelling of the fuel markets which cannot ac‐
count for the here examined and relevant time dimension, especially the exhaustibility of the re‐
sources.

This analysis is relevant for the optimal design of future climate measures, for the European Union,
which, besides oil and gas, also uses substantial amounts of coal, probably to an even greater degree
than for Switzerland. The first results show that the paradigm of a single price for emissions from
various fossil fuels must be reviewed. In order to make climate measures efficient, especially those
fuels that imply low leakage rates should be taxed, that is, maybe coal rather than oil.

The model calculations have shown that the main conclusions may be exactly reversed if ever‐scarcer
crude oil will in future be replaced by synthetic oil from coal liquefaction plants. For the past several
decades, such plants produce synthetic oil in South Africa, supplying a third of the national liquid fuel
consumption. Synthetic oil is much more CO2 intensive than crude oil. Thus, in this case current do‐
mestic oil economies are subject to ‘negative’ emission leakage, that is, today’s emission reductions
through domestic oil consumption reductions lead to even larger worldwide emission savings in the
medium term. The primary reason for this is that crude oil is, in this case, available during a longer
period, delaying coal liquefaction.
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