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ABSTRACT
Etiopathology of Europe’s Sick Man:
Worker Flows in Germany, 1959-2016*
We provide new estimates on worker flow rates in and out of unemployment for Germany
covering the last six decades. In the 1980s, Germany emerged as the sick man of Europe
with a labor market characterized by persistently high unemployment rates. We attribute a
substantial fraction of the rise in unemployment to a dramatic increase in inflow rates
compared to the 1960s. Germany’s recovery started in the mid-2000s after the Hartz reforms,
when inflow rates persistently decreased. Comparing the German and U.S. labor market
during recessions uncovers a striking similarity between the recent financial crisis in the U.S.
and the German recession in the 1980s. We relate these findings to existing theories on labor
market differences between the U.S. and Germany.
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Introduction

In the 1980s, Germany emerged as the sick man of Europe with a labor market characterized
by persistently high unemployment rates (e.g. Economist (1999)). The recent cure of the
German patient has raised the question what might have been the appropriate therapy.
This paper provides new estimates on worker flow rates in and out of unemployment for
Germany from 1959 to 2016 to document Germany’s etiopathology. Six decades of worker
flow rates allow us to uncover striking similarities between recent labor market developments
in Germany and past episodes from the U.S.
Based on changes in our new worker flow rates, we identify five distinct episodes in the
history of the German labor market: The Wirtschaftswunder episode (1959-1973) characterized by negligible inflow rates compared to the U.S. Inflow rates were lower by a factor of
6 while outflow rates were only lower by a factor of 2. The subsequent inflow shift episode
(1973-1980) marks the beginning of the German unemployment dilemma with an unprecedented threefold increase in inflow rates in the presence of only mildly decreasing outflow
rates. This inflow shift predates and at least partly conflicts with what the literature on
technology-led structural change has described as “a surge in unemployment duration and a
stable separation rate” Hornstein et al. (2007, p. 22). The surge in outflow rates did happen
but later than commonly assumed.1 During the outflow shift period (1980-1990), outflow
rates declined permanently by 50% while inflow rates increased only mildly. During the
reunification episode (1990-2003), the labor market stagnated with depressed outflow rates.
Finally, the episode of the German labor market miracle (2003-2016) in the aftermath of the
Hartz reforms put the German labor market on the mend; inflow rates declined substantially
while outflow rates increased slightly.
We demonstrate that the different episodes were also characterized by distinct business cycle
reactions. While inflow rates spiked sharply and decreased quickly during the Wirtschaftswunder and labor market miracle episodes, they stayed persistently elevated during the other
episodes. Both of these reactions have counterparts in the history of the U.S. labor market.
When comparing the German experiences to the U.S., we uncover striking similarities between the financial crisis in the U.S. and the German recession in the 1980s. Conversely, the
financial crisis in Germany looks similar to the U.S. in the 1980s.
1

The IT revolution is typically believed to start in the early 1970’s.
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Data

We use data from (archived) monthly reports of the employment agency on initial unemployment benefit claims dating back until 1959 (Amtliche Nachrichten der Bundesanstalt für
Arbeit (ANBA)).2 We use this data together with unemployment rates to construct monthly
in- and outflow rates from and to unemployment to provide estimates of worker flow rates
covering six decades. The series cover periods with unemployment rates below 1 percent
during the 1970s to periods with unemployment rates exceeding 10 percent in the 2000s.
We derive an estimate of the inflow rate πeu by dividing the number of benefit claims by the
number of employed workers. We obtain monthly data from (archived) reports since 1967.3
To construct the unemployment outflow rate πue , we use the stock-flow relationship
ut+1 = (1 − πue,t )ut + πeu,t (1 − ut )

(1)

where ut denotes the unemployment rate in period t and πeu,t and πue,t denote the in- and
outflow rate in period t. Rearranging this relation and using information on the unemployment rate and our estimate of the inflow rate allows us to back out an estimate of the
outflow rate. We add further 8 years based on annual data from 1959 to 1966. We obtain
estimates for monthly flow rates by dividing annual inflows by 12.4 In the figures below, we
use interpolation of the annual data to obtain smooth quarterly time series. These periods
are shaded in grey and have to be interpreted with more caution. We provide the underlying
data used in this paper as spreadsheet for download from the authors’ webpage.
As discussed in the next section, the constructed flow rates provide estimates that closely
track flow rates obtained from high-quality SIAB micro data during a period of overlap.
An advantage of our new data series over worker flow rates based on micro data is that
it is available immediately within the month and is easy to extend based on the approach
developed in this paper. Alternative sources like the SIAB micro data become typically
available with a time lag of two years and tight data protection regulation. We expect
therefore that such a timely and easily available measure will be also instrumental for realtime monetary and fiscal policy decisions.
2

Data from 1959 to 1967 is only reported annually.
We base unemployment status on benefit recipient status rather than search activity. This approach is
standard for the use of administrative data. We have documented in Hartung et al. (2016) that inflows to
unemployment based on benefit recipient status and based on a registered unemployment, mimicking closer
job search, track each other closely. We refer the interested reader to Hartung et al. (2016) for further
details.
4
We use the overlap between 1967 and 1976 to adjust for a small level difference.
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Labor market episodes

The upper part of Figure 1 compares our new estimates (red solid line) to flow rates based
on SIAB data (blue dashed line) from Hartung et al. (2016).5 Inflow rates match level and
cyclical movements remarkably well (top left panel). Outflow rates (top right panel) match
level and trend of the micro data well. The largest discrepancy occurs during the 1980s with
a level difference on average of 12% over the outflow rate from the micro data.
5

Details on data and construction of worker flows rates from SIAB micro data can be found in Jung and
Kuhn (2014) and Hartung et al. (2016).
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Figure 1: Inflow and outflow rates (1959-2016)
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(c) Inflow rates (GER and U.S.)

(d) Outflow rates (GER and U.S.)
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Notes: Inflow and outflow rates from and to unemployment (quarterly averages of seasonally adjusted monthly rates). Top left panel: Inflow rates from SIAB micro data (blue dashed line) and
new estimates (red solid line). Top right panel: Outflow rates from SIAB micro data (blue dashed
line) and new estimates (red solid line). Grey shaded area indicates period with annual data only
(1959-1966). Bottom left: Estimates of inflow rates for the U.S. (dashed line) and Germany (solid
line). Bottom right: Estimates of outflow rates for the U.S. (dashed line) and Germany (solid line).

To put our estimates further into perspective, we compare them to estimates for the U.S.
The lower part of Figure 1 shows data for the period of overlap. For the U.S., we merge flow
rates from the Bureau of Labor Statistics (BLS) going back until 1991 with flow rates from
Shimer (2007) for the period 1967-1991.6
6

In the period of overlap the two data series behave almost identically once the level is shifted. Accounting for
time aggregation in Shimer (2007) increases flow rates; we prefer the level of the BLS data for comparison.
However, the difference is minor for the discussion in this paper.
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Wirtschaftswunder (1959-1973): During this episode, the German real growth rates
regularly exceeded 5 percent. The German labor market was characterized by very low
inflow rates. While outflow rates in Germany were at about 50% of their U.S. counterpart,
German inflow rates were at only 0.2% throughout that period compared to around 1.3% in
the U.S. During this episode, American workers were roughly 6 times more likely to become
unemployed than German workers.
Inflow shift (1973-1980) and Outflow shift (1980-1990): The two “shift” episodes
lead to what constitutes the German unemployment dilemma. Our estimates scrutinize the
idea formulated in among others Hornstein et al. (2007) that high unemployment rates need
to be explained by “a surge in unemployment duration and a stable separation rate”. While
it is true that average unemployment durations increased in the 1970s by about 25%, the
initial driver of the surge in unemployment rates was a threefold increase of the inflow rate
during the inflow shift episode (1973-1980). Only during the outflow shift episode, outflow
rates shifted permanently down to 6 − 7% and did not recover for the next three decades.
Reunification (1990-2003) and labor market miracle (2005-2016): The reunification episode saw flow rates remaining at their previous levels and a stagnant labor market
with stubbornly high unemployment rates. The Hartz reforms and the subsequent labor
market miracle revived the German patient. Since 2005 inflow rates moved down by 33%
reversing part of the inflow shift; outflow rates increased slightly by 15% leading to a further
decline of unemployment. Unlike most existing explanations suggest, it was the reversal of
the inflow shift rather than the outflow shift that drove German unemployment rates down
over the past decade. Hartung et al. (2016) explore the workings behind the German labor
market miracle based on a structural labor search model and provide additional evidence for
the decrease of inflow rates.

4

Comparing German and U.S. recessions

The different labor market episodes differed not only in mean in- and outflow rates but also
with respect to their cyclical behavior. Figure 2 compares the reaction of in- and outflow
rates in Germany in 1980 to the U.S. in 2007 and vice versa. The similarity of the reaction
is striking.
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Figure 2: Comparing 1980 and 2007 recessions
(a) Inflows: GER-1980 and US-2007

(b) Outflows: GER-1980 and US-2007
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(c) Inflows: GER-2007 and US-1981
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(d) Outflows: GER-2007 and US-1981
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Notes: Solid line is German is the recession 1980:4 (2007:4) in the upper (lower) part, dashed line
is the U.S. recession 2007:4 (1981:3) in the upper and lower part based on NBER dating. All rates
are normalized to 1 at the start of the recession. A period is a quarter.

Figures 2a and 2b show that the 1980 recession in Germany was followed by a sluggish
recovery. The initial spike in inflow rates was followed by persistently high rates even 8
years later. This pattern matches closely the 2007 recession in the U.S. The U.S. inflow rate
during the financial crisis spiked and remained high even 6 years after the crisis had started
(Figure 2a). These patterns are in strong contrast to the U.S. in the 1980s and Germany in
2007. In 2007, the initial spike of inflows rates in Germany was followed by a quick recovery
matching closely the U.S. experience of the 1980s. The evolution of German outflow rate in
the 1980s is almost identical to the recent U.S. experience (Figure 2b).
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Discussion and concluding remarks

Almost 60 years of data on worker flows for Germany confirm key properties highlighted
by many scholars. But the picture that emerges based on our extended dataset offers a
more nuanced view on German labor market dynamics. It allows us to revisit a number of
arguments that have been discussed in the literature to explain different developments in
labor markets between the U.S. and Europe.
Scholars have argued that the European unemployment experience during the 1970s and
1980s is explained by the same shock as the U.S. but meeting different labor market institutions in terms of the unemployment benefit system (Ljungqvist and Sargent (1998)),
wage setting (Bertola and Ichino (1995)), and employment protection (Bentolila and Bertola
(1990)).
While different institutions can explain differences in average unemployment rates, Jung
and Kuhn (2014) show how business cycle reactions can provide additional information
about institutional differences. In this paper, we document a striking similarity in business
cycle reactions between the U.S. and Germany. Some might argue these similarities are
purely coincidental. Yet, the question remains why Germany as a country with more rigid
labor market institutions throughout the entire period went through a large crisis in 2007
without persistent scars while the U.S. did suffer for years. If one stays within the commonshock-meets-different-institutions paradigm, the starting point is to search for changes in the
institutional setting in reaction to the shock rather than to look for traditional differences
across labor markets, which have largely persisted across both countries over time. The
obvious candidate for such changes are unemployment benefits. The U.S. extended maximum
benefit durations from 26 weeks to an unprecedented 99 weeks during Great Recession. In
fact, the divergence between Germany and the U.S. reaction in Figure 2 coincides with
the quarter when these extended unemployment benefits were not prolonged unexpectedly
(quarter 24 is the end of the year 2013). Similarly, in 1985 Germany extended benefits for
workers older than 49 years from 12 to 18 months, and a year later, benefits were further
extended to a maximum of 24 months, and yet another year later to 32 months. This
coincides with the point of divergence around quarter 17 in Figure 2 when inflow rates
diverged. This might have contributed to the persistence of depressed outflow rates. While
we observe correlations in this paper, there is an intense ongoing debate on the magnitude
of the causal effect of benefit extensions in the U.S. (Hagedorn et al. (2016) and ChodorowReich and Karabarbounis (2016)). So far, no consensus has been reached. For Germany, a
quantification has been given by Bender et al. (2012) using regression discontinuities. They
8

find small but highly significant effects. However, Hagedorn et al. (2016) stress that these
effects might be substantially downward biased because they do not include macroeconomic
feedback effects on job creation. Considering the 2007 recession, it is noteworthy that the
German labor market was able to recover very quickly just at a time when together with the
Hartz reforms precisely the benefit extensions of the 1980s for older workers were abolished.
In Hartung et al. (2016), we provide a quantitative analysis of the causal effects of the Hartz
reforms on business cycle dynamics and provide further empirical evidence.
Alternatively, if one gives up the common-shock-meets-different-institutions paradigm for
the recent financial crisis, one might also have to reconsider the German experience in the
1980s. It might have simply been the case that Germany was hit by a very different shock
than the U.S. after all.
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