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Organization 

University of Trás-os-Montes e Alto Douro 

The University of Trás-os-Montes e Alto Douro (UTAD) was established in 1986 in Vila Real, 

representing the culmination of a process for the installation of higher education in the interior 

North of Portugal, initiated in 1973 with the Polytechnic Institute of Vila Real, followed by, in 

1979, the University Institute of Trás-os-Montes e Alto Douro. Currently, UTAD is organized into 

five university schools ─ School of Agrarian and Veterinarian Sciences (ECAV); School of 

Humanities and Social Sciences (ECHS); School of Sciences and technology (ECT); School of 

Environmental and Life Sciences (ECVA); and the School of Nursing in Vila Real (ESEnfVR). Also, it 

includes eight research centres, which are important for creation and diffusion of science, 

technology, innovation and culture: Animal and Veterinary Science Centre (CECAV); Centre of 

Studies and Research on Security and Defense of Trás-os-Montes e Alto Douro (CEISDTAD); 

Humanities Research Centre (CEL); Centre for Transdisciplinary Development Studies 

(CETRAD); Research Centre for Sport, Health and Human Development (CIDESD); Research 

Centre on Agri-Environmental and Biological Technologies (CITAB); Research Centre of 

Mathematics (CM) and the Chemistry Centre (CQ). All these teaching and research structures are 

based within a campus with 120 ha, housing a Botanical Garden of UTAD, one of the largest in 

Europe, with a collection that amounts to about 1000 plant species. The UTAD has had since its 

genesis a preponderant role in the production of knowledge within rural areas, and boosting 
regional development through a relevant and recognized presence in many areas of research, 

teaching and extension in the community. 

Centre for Transdisciplinary Development Studies 

The Centre for Transdisciplinary Development Studies (CETRAD) is based at the UTAD in Vila 
Real, Northeast Portugal, and at the University Institute of Maia, on the Atlantic coast near the 

country’s second largest city of Porto. The Centre is evaluated, validated and partly-financed by 

Portugal’s Foundation for Science and Technology (FCT). It has over 60 researchers with Ph.D.s 

and is the only Portuguese research centre that focuses exclusively on rural, regional and local 

development. Some centres share its interests, but not its inter-disciplinarity. And others display 

its inter-disciplinarity, but address different concerns. Still others focus on more technical aspects 

without reference to key economic, socio-cultural, management and policy contexts that rural 

livelihoods are embedded, and form the main focus of the Centre's work. In collaboration with its 

networks of partner organizations, CETRAD focuses on these issues in an innovative manner, 

basing its approach upon core values of inter-, multi-and trans-disciplinarities, stakeholder 

participation, and beneficiary empowerment. The Centre has regional, national and increasingly 
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international visibility in its field, based on its proven expertise, extensive networking, high quality 

publications on priority issues and its design of practical solutions for development problems 

wherever they manifest themselves.  

The Portuguese Economic Journal 

The Portuguese Economic Journal (PEJ) is a triannual peer-reviewed academic journal of 

economics. It is published by Springer on behalf of ISEG – Lisbon School of Economics & 

Management of Universidade de Lisboa. The journal was established in 2002. PEJ aims to publish 

high-quality theoretical, empirical, applied or policy-oriented research papers on any field in 

economics. The geographical reference in the name of the journal only means that the journal is an 

initiative of Portuguese scholars. PEJ is indexed in the Web of Science’s Social Science Citation 

Index and Journal Citation Reports/Social Sciences Edition. It is also indexed in SCOPUS, EconLit, 

Google Scholar, EBSCO Discovery Service, CSA, ProQuest, Academic OneFile, Bibliography of 
Asian Studies, CSA Environmental Sciences, ECONIS, International Bibliography of the Social 

Sciences (IBSS), OCLC, Research Papers in Economics (RePEc), SCImago, Summon by ProQuest, 

amongst many other. 

Since 2007, PEJ organises an annual meeting held at different Portuguese universities. Other sister 

initiatives of PEJ include the Portuguese Economic Network (an open-access society), the 

Portuguese Economy Research Report (a blog dedicated to research), and the YouTube channel 

that features PEJ Talks and PEJ resources. 

  

https://pascal.iseg.ulisboa.pt/~pej/
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Committees 

Local Organizing Committee 

Chair 

João Rebelo (UTAD, CETRAD, Portugal) 

 

Members 

Ana Marta-Costa (UTAD, CETRAD, Portugal) 

José Vaz Caldas (UTAD, CETRAD, Portugal) 

Leonida Correia (UTAD, CETRAD, Portugal) 

Lina Lourenço-Gomes (UTAD, CETRAD, Portugal) 

Patrícia António (UTAD, CETRAD, Portugal) 

Patrícia Martins (UTAD, CETRAD, Portugal) 

Sofia Gouveia (UTAD, CETRAD, Portugal) 

 

Secretariat  

Sónia Abreu (UTAD, CETRAD) 

Manuela Mourão (UTAD, CETRAD) 

 

 

Scientific Committee 

Chair 

Vasco Carvalho (University of Cambridge, UK) 

 

Members  

Ana Rute Cardoso (Institute for Economic Analysis - CSIC and Barcelona GSE, Spain) 

Fernando Branco (Católica-Lisbon SBE, Portugal) 

Francisco Gomes (London Business School, UK) 

Isabel Horta Correia (Banco de Portugal and Católica-Lisbon SBE, Portugal) 

Joana Pais (ISEG of ULisboa, Portugal) 

Joao Santos Silva (University of Surrey, UK) 

Nuno Limão (University of Maryland, USA) 

Paulo Guimarães (Banco de Portugal and Universidade do Porto, Portugal) 

Pedro Vicente (NOVA SBE, Portugal) 

Ricardo Reis (London School of Economics, UK) 

Sílvia Gonçalves (Western University - Ontario, Canada) 

Sofia Villas-Boas (University of California - Berkeley, USA)  

http://pej2017.utad.pt/scientific-committee/
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Keynote Speaker 

Sofia Villas-Boas 

Sofia Berto Villas-Boas is a Professor in the Department of Agricultural and Resource Economics 
at U. C. Berkeley. Born in Portugal in 1971 she received her Ph.D. in economics from U. C. 

Berkeley in 2002. Her research interests include industrial organization, consumer behavior, food 

Policy, and environmental regulation. Her recent empirical work has focused on the economics 

behind wholesale price discrimination banning legislation, contractual relationships along a vertical 

supply chain, and identifying the role of those contracts in explaining pass-through of cost shocks 

along the supply chain into retail prices that consumers face. Sofia has published in the top 

economic journals such as Review of Economic Studies, Management Science, Rand Journal of 

Economics, and the Journal of Environmental Economics and Management. 

  

http://pej2017.utad.pt/workshop/
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Final Program 

JULY 7 

 

 09:00 Registration | Complexo Laboratorial Building (entrance hall) 

 

 10:00 – 10:30 Welcome Session | Complexo Laboratorial Building (auditorium B0.01) 

 

 10:30 – 12:30 Parallel Sessions I | Complexo Laboratorial Building 

 

Industrial Organization I 
Room: 1.01 | Chair: Odd Rune Straume (U. Minho) | 10:30-12:30 

 

Measuring the Benefits and Costs of Intermediation in Vertical Relations 
Javier Donna (Ohio State University), Pedro Pereira (Autoridade da Concorrência), Tiago Pires (U. North Carolina), André Trindade 

(Getulio Vargas Foundation) 

Content Provision and Multi-Homing 
Armando Jose Garcia Pires (Norwegian School of Economics) 

Environmental Regulations, Firm Performance, and Local Economies: Evidence from China 
Ellen Lin (UC Berkeley) 

Competition and Physician Behaviour: Does the Competitive Environment Affect the Propensity to Issue Sickness 

Certificates? 
Kurt Brekke (Norwegian School of Economics), Tor Helge Holmås (Uni Research AS), Karin Monstad (Uni Reseach AS), Odd Rune 

Straume (U. Minho) 

 

Macro and Fiscal Policy 
Room: 1.04 | Chair: Pedro Brinca (NovaSBE) | 10:30-12:30 

 

Fiscal Devolution and Tax Competition: a Double-Edged Sword? 
Luís Pinheiro de Matos (Cardiff University) 

Fiscal Multipliers and Financial Crises 
Miguel Faria-e-Castro (Federal Reserve Bank of St. Louis) 

Finding a Local Fiscal Multiplier: Do Local Elections Matter? 
Bruno Carvalho (NovaSBE), Francesco Franco (UNL), Susana Peralta (UNL) 

Fiscal Consolidation and Income Inequality 
Pedro Brinca (NovaSBE), Miguel Ferreira (Nova SBE), Francesco Franco (UNL), Hans Holter (University of Oslo), Laurence Malafry 

(Stockholm University) 
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Labor I 
Room: 1.13 | Chair: António Rua (Banco de Portugal) | 10:30-12:30 

 

Diverging Trends of Wage Inequality in Europe 
João Pereira (U. Évora), Aurora Galego (U. Évora) 

A Trap for Some, a Stepping Stone for Others: Low-Pay Duration and Transitions out of Low Pay among Young Labor 

Market Entrants 
Hugo Castro Silva (Instituto Superior Técnico, ULisboa), Francisco Lima (Instituto Superior Técnico, ULisboa) 

Wage Inequality between Permanent and Fixed-Term Contracts: A Firm-Level Analysis 
Marta Silva (Banco de Portugal), Luis Filipe Martins (ISCTE – IUL) 

Zooming the Ins and Outs of the U.S. Unemployment 
Pedro Portugal (Banco de Portugal), António Rua (Banco de Portugal) 

 

 12:30 – 14:00 Lunch | Panorâmico Restaurant 

 

 

 14:00 – 16:00 Parallel Sessions II | Complexo Laboratorial Building 

 

 

Microeconomics: Theory 
Room: 1.01 | Chair: Joana Resende (CEFUP, U. Porto) | 14:00-16:00 

 

Examining Proof of Existence of Utility Functions  
Kazem Falahati (Glasgow Caledonian University) 

Optimal Learning before Choice 
Tony Ke (MIT Sloan School of Management), J. Miguel Villas-Boas (University of California, Berkeley) 

Priority Pricing by a Durable Goods Monopolist 
João Correia-da-Silva (U. Porto) 

Personalized Pricing with Targeted Advertising: Who are the Winners? 
Rosa-Branca Esteves (U. Minho, NIPE), Joana Resende (CEFUP, U. Porto) 

 

 

Heterogeneous Firms 
Room: 1.14 | Chair: Luís F. Costa (ISEG – ULisboa & UECE) | 14:00-16:00 

 
Identifying Demand Shocks from Production Data 

Carlos Santos (Nova SBE) 

How to Allocate R&D Subsidies: do Financial Constraints Matter? 
Carlos Carreira (U. Coimbra), Filipe Silva (OECD) 

Heterogeneous Investment Dynamics of Manufacturing Firms 
Alexandros Fakos (ITAM), Tiago Tavares (CIE ITAM) 

How Do Firms React to Demand and Productivity Shocks? The Effects of Financial Strength on Price and Markup 

Responses 
Paulo Brito (ISEG – ULisboa & UECE), Luís F. Costa (ISEG – ULisboa & UECE), Cláudia Custódio (Imperial College Business School), Carlos 

Santos (Nova SBE) 

 

Macroeconomics I 
Room: 1.04 | Chair: Adriana Cornea-Madeira (University of York) | 14:00-15:30 

 

Can Trade Unions Increase Social Welfare? An R&D Model with Cash-in-Advance Constraints 
António Neto (University of Porto), Yuichi Furukawa (Chukyo University), Ana Paula Ribeiro (CEF.UP - FEP) 

Is the Skills Mismatch Important under Skill-Biased Technological Change and Imperfect Substitutability Between 

Immigrants and Natives? 
Susana Gabriel (U. Porto), Pedro Gil (U. Porto), Oscar Afonso (U. Porto) 

Wage Inflation and Unemployment under Heterogeneous Expectations with Evolutionary Learning 
Adriana Cornea-Madeira (University of York), João Madeira (University of York) 
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Trade and International Economics 
Room: 1.13 | Chair: Sofia Gouveia (UTAD) | 14:00-16:00 

 

Exports Dynamics at the Product Level: A Gravity Model Applied to Douro Wine 
Anthony Macedo (UTAD), Sofia Gouveia (UTAD, CETRAD), Joao Rebelo (UTAD, CETRAD) 

Knowledge Flows and Dark Matter 
João Ayres (University of Minnesota) 

From Primary Commodities to Output Fluctuations 
Daniela Costa (University of Minnesota) 

Firm Characteristics and Export Behavior: Application to Portuguese Wine Firms 
Niaz Bashiri Behmiri (UTAD, CETRAD), João Rebelo (UTAD, CETRAD), Sofia Gouveia (UTAD, CETRAD), Patrícia António (UTAD, 

CETRAD) 

 

 16:00 – 16:30 Coffee Break 
 

 

 20:00 – 23:30 Conference Dinner | DOC Rui Paula (Folgosa do Douro - Armamar) 

 

JULY 8 

 

 09:00 – 11:00 Parallel Sessions III | Complexo Laboratorial Building 
 

Industrial Organization II 
Room: 1.01 | Chair: João Oliveira (Banco de Portugal) | 09:00-10:30 

 

The Effect of Public Appeals on Urban Residential Water Conservation: An Event Study Using Hourly Water Meter Data 

from San Francisco 
Dina Gorenshteyn (University of California, Berkeley) 

For Whom the Bell Tolls: The Effects of Tolls in an Uncongested Motorway on Road Safety 
Alfredo Pereira (College of William and Mary), Rui Marvão Pereira (College of William and Mary), João Pereira dos Santos (Nova SBE) 

Inefficiency Distribution of the European Banking System 
João Oliveira (Banco de Portugal) 

 

Macroeconomics II 
Room: 1.04 | Chair: Francesca Loria (European University Institute) | 09:00-11:00 

 

From Convergence to Divergence: Portuguese Demography and Economic Growth, 1500-1850 
Nuno Palma (University of Groningen), Jaime Reis (Instituto de Ciências Sociais, ULisboa) 

Why is Europe Falling Behind? Structural Transformation and Services' Productivity Differences between Europe and the 

U.S. 
Cesare Buiatti (University of Illinois), João Duarte (University of Cambridge), Luis Felipe Saenz (University of Illinois, Urbana-Champaign) 

A Tale of Two Sectors: Why is Misallocation Higher in Services than in Manufacturing? 
Daniel Dias (Board of Governors of the Federal Reserv.), Carlos Marques (Banco de Portugal), Christine Richmond (IMF)  

A New Keynesian Perspective on Total Factor Productivity via Production Networks 
Nicolas Castro Cienfuegos (University of Chicago), Francesca Loria (European University Institute) 

 

Education 
Room: 1.13 | Chair: Miguel Portela (U. Minho) | 09:00-11:00 

 

The Afternoon Effect: Differential Impacts on Student Performance in Maths and History 
Velichka Dimitrova (Royal Holloway, University of London) 

Class Composition and Student Achievement in Portugal 
João Firmino (Nova SBE), Luís Nunes (Nova SBE), Ana Reis (Nova SBE), Carmo Seabra (Nova SBE) 

Returns to Postgraduate Education in Portugal: Holding on to a Higher Ground? 
André Almeida (CIPES), Hugo Figueiredo (U. Aveiro), Miguel Portela (U. Minho), João Cerejeira (U. Minho), Carla Sá (U. Minho), Pedro 

Teixeira (U. Porto) 

Factors that Influence Student Achievement Gains and Performance Assessment of the Portuguese Public Schools 
Sandra Sousa (U. Minho), Miguel Portela (U. Minho), Carla Sá (U. Minho) 
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Applied Economics 
Room: 1.14 | Chair: Pedro Portugal (Banco de Portugal) | 09:00-11:00 

 

Tax Evasion by Domestic and Multinational Portuguese Firms: A Bunching Analysis 
Risa Pavia (Université catholique de Louvain) 

Has the Sovereign Debt Crisis Changed the Cyclicality of Portuguese Remittances? 
Leonida Correia (UTAD, CETRAD), Patrícia Martins (UTAD, CETRAD) 

Turnover or Cash? Sharecropping in the US South 
Guilherme de Oliveira (University of Amsterdam) 

Going after the Addiction not the Addicted: The Impact of Drug Decriminalization in Portugal 
Ana Tavares, Pedro Portugal (Universidade Nova de Lisboa & Banco de Portugal), Sónia Félix (Universidade Nova de Lisboa & Banco de 

Portugal) 

 

 11:00 – 11:30 Coffee Break 
   

 11:30 – 12:30 Plenary Session | Geociências Building (auditorium)  
 

Reduced Form and Structural Approaches in Policy Analysis 

Sofia Villas-Boas 
University of California, Berkeley 

  

 12:30 – 14:00 Lunch | Panorâmico Restaurant  
 

 

 14:00 – 16:00 Parallel Sessions IV | Complexo Laboratorial Building 

 

Quantitative Methods  
Room: 1.14 | Chair: Jan Kiviet (University of Amsterdam) | 14:00-15:30 

 

New CUSUM Based Ratio Tests for Parameter: Constancy: With Application to Variance Stability  
Uwe Hasslera (Goethe University Frankfurt), Mehdi Hosseinkouchack (Goethe University Frankfurt), Paulo Rodrigues (Banco de Portugal), 

Antonio Rubia (University of Alicante) 

Dynamic Vector Mode Regression 
Gordon Kemp (University of Essex), Paulo Parente (Instituto Universitário de Lisboa), João Santos Silva (University of Surrey) 

Microeconometric Dynamic Panel Data Methods: Model Specification and Selection Issues 
Jan Kiviet (University of Amsterdam) 

 

Experimental Economics 
Room: 1.01 | Chair: Miguel Fonseca (University of Exeter) | 14:00-16:00 

 

Institutional Endogeneity and Third-party Punishment in Social Dilemmas 
Isabel Marcin (University of Heidelberg), Pedro Robalo (Max Planck Institute for Research on Collective Goods), Franziska Tausch (Max 

Planck Institute for Research on Collective Goods) 

Voting as a War of Attrition 
Maksymilian Kwiek (University of Southampton), Hélia Marreiros (University of Southampton), Michael Vlassopoulos (University of 

Southampton) 

Endogenous Sanctioning Institutions and Migration Patterns: Experimental Evidence 
Gabriel Katz (University of Exeter), Ramon Cobo-Reyes (University of Exeter Business School), Simone Meraglia (University of Exeter) 

Line Up Deviators and Punish the First 
Jan Auerbach (University of Exeter), Miguel Fonseca (University of Exeter) 
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Development and Political Economy 
Room: 1.13 | Chair: Francisco Veiga (U. Minho) | 14:00-16:00 

 

Measuring Political Rivalry and Estimating its Effect on Economic Growth 
Elena Neves (U. Minho), Francisco Veiga (U. Minho) 

Using Geopolitics to Identify Causal Effect of Aid on Growth  
Sultan Mehmood (Paris School of Economics/Paris-Dauphine) 

The Vicious Cycle of Political Extremism, Rent-Seeking and Economic Inequality 
Carlos Pinto (FEP) 

Term Limits and Voter Turnout 
Francisco Veiga (U. Minho), Linda Veiga (U. Minho) 

 

Macroeconomics III 
Room: 1.04 | Chair: Pedro Teles (Banco de Portugal & U. Católica) | 14:00-15:30 

 

Dynamic Effects of Consumption Tax Reforms with Consumer Durables 
Qian Li (Shanghai University of Finance and Economics) 

On the Design of a European Unemployment Insurance Mechanism 
Árpád Ábrahám (European University Institute), João Brogueira de Sousa (European University Institute), Ramon Marimon (European 

University Institute), Lukas Mayr (European University Institute) 

Optimal Capital Taxation Revisited 
V. V. Chari (U. Minnesota & Federal Reserve Bank of Minneapolis), Juan Pablo Nicolini (Federal Reserve Bank of Minneapolis, U. Di Tella & U. 
Autonoma de Barcelona), Pedro Teles (Banco de Portugal, U. Católica) 

 

 

 16:00 – 16:30 Coffee Break 
 

 

 16:30 – 18:30 Parallel Sessions V | Complexo Laboratorial Building 
 

 

Finance 
Room: 1.14 | Chair: Gonçalo Faria (Católica Porto Business School) | 16:30-18:30 

 

In Pursuit of Profit: The Likely Culprit of Tax Avoidance via Tax Havens 
Linda Chen (Washington State University), Debra L. Sanders (Washington State University), Yunshil Cha (Washington State University) 

Do the Types of Financial System, Corporate Governance System and Legal System of the Borrower’s Country Influence 

the Interest Rate Spread of Syndicated Loans? 
Nuno Moutinho (Instituto Politécnico de Bragança), Carlos Alves (U. Porto), Francisco Vitorino Martins (U. Porto) 

Understanding Dynamic Conditional Correlations between Oil and Non-energy Commodity Markets 
Niaz Bashiri Behmiri (UTAD, CETRAD), Matteo Manera (University of Pavia), Marcella Nicolini (University of Pavia) 

Forecasting the Equity Risk Premium with Frequency-Decomposed Predictors 
Gonçalo Faria (Católica Porto Business School), Fabio Verona (Bank of Finland) 

 

Labor II 
Room: 1.13 | Chair: Fernando Martins (Banco de Portugal & ISEG - ULisboa), | 16:30-18:30 

 

Occupation-Skill Mismatch and Selection of Immigrants: Evidence from the Portuguese Labour Market 
Tijan L. Bah (NovaSBE) 

Why don't Wages Fall During Recessions? An Experimental Study 
Miguel Fonseca (University of Exeter), João Madeira (University of York) 

Job Security and Fertility Decision 
Marta Lopes (NovaSBE) 

Upward Nominal Wage Rigidity 
Paulo Guimarães (Banco de Portugal), Fernando Martins (Banco de Portugal & ISEG - ULisboa), Pedro Portugal (Banco de Portugal) 
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Applied Microeconomics 
Room: 1.01 | Chair: Tiago Ribeiro (Indera - Estudos Económicos, Lda) | 16:30-18:30 

 
Over-Time Visitors’ Preferences for a Cultural Landscape within Discrete Choice Experiments 

Lina Lourenço-Gomes (UTAD, CETRAD), Lígia Pinto (U. Minho), João Rebelo (UTAD, CETRAD) 

Setting Reserve Prices in English Auctions with Limited Commitment: An Empirical Assessment 
Ricardo Gonçalves (U. Católica) 

Good News and Bad News are Still News: Experimental Evidence on Belief Updating 
Alexander Coutts (Universidade Nova de Lisboa) 

Analysis of Consumer Preferences for Expert Opinion Using a Discrete Choice Experiment 
Armando Corsi (University of South Australia), Larry Lockshin (University of South Australia), Jordan Louviere (University of  South 

Australia), Simone Mueller (University of South Australia), Tiago Ribeiro (Indera - Estudos Económicos, Lda) 

 

Macro and Monetary Policy 
Room: 1.04 | Chair: Sérgio Rebelo (Northwestern University) | 16:30-18:30 

 

Term Structure, Forecast Revision and the Information Channel of Monetary Policy 
Donghai Zhang (UPF) 

Non-Standard Monetary Policy Measures in EAGLE-FLI: Assessing the EAPP 
N. Bokan (European Central Bank), Sandra Gomes (Banco de Portugal), M. Pisani (Bank of Italy), J. Sousa (European Central Bank) 

The Effect of Firm Cash Holdings on Monetary Policy 
Bernardino Adão (Banco de Portugal), André Silva (NovaSBE) 

Monetary Policy and the Predictability of Nominal Exchange Rates 
Martin Eichenbaum (Northwestern University), Benjamin K. Johannsen (Northwestern University), Sérgio Rebelo (Northwestern 

University) 
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Measuring the Benefits and Costs of Intermediation in Vertical Relations 

 

Javier Donna, Pedro Pereira, Tiago Pires, André Trindade* 

 

We empirically investigate the welfare implications of intermediaries in oligopolistic markets, where 

intermediaries offer additional services to differentiate their products from the ones of the manufacturers. 

Our identification strategy exploits the unique circumstance that, in the outdoors advertising industry, there 

are two distribution channels: consumers can purchase the product either directly from manufacturers, or 

with the intermediation of retailers. Using product-level data for the whole industry, we estimate a 

differentiated products’ equilibrium model that includes: consumers who have preferences that are specific to 

each distribution channel and engage in costly search on the demand side; and two layers of activity (where 

manufacturers and intermediaries bargain over wholesale prices) with two distribution channels (where the 

two distribution channels compete a la Bertrand) on the supply side. The estimated model is used to simulate 

counterfactual scenarios, where intermediaries do not offer additional services. These counterfactuals are 

used to quantify the welfare effects of intermediaries. 
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Content Provision and Multi-Homing 

 

Armando J. Garcia Pires* 

 

We analyze the effects of social media and "echo chambers" on content provision in the news market. We 

model social media as the existence of network effects, i.e. consumers like content that others consumers 

like. We model echo chambers in three ways. First, consumers have an ideal variety of content and 

experience a disutility from consuming content that differs from their ideal variety. Second, consumers can 

be single-homing (they consume from just one outlet) or multi-homing (they consume from competing 

outlets). Third, consumers obtain an additional utility from consuming from different sources (information 

effects). Media firms compete on content provision and on advertising revenues. We show that media firms 

only provide more content under multi-homing than under single-homing, when consumers derive an extra 

utility from consuming from different sources (information effects). The opposite occurs when consumers 

like to consume what others do (network effects). In other words, when echo chambers and social media are 

not important in the media market, content provision is larger, and vice-versa. 

Keywords: Social media; echo chambers; content provision; two-sided markets; multi-homing. 

JEL Classification: D43, L13, L82, L86. 
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Environmental Regulations, Firm Performance, and Local Economies: Evidence 

from China 

 

Ellen Lin* 

 

Under global attention and pressure, the Chinese government adopted a number of radical emergency 

pollution control measures to ensure good air quality during the 2008 Beijing Olympic Games, including 

reduction or suspension of production at polluting plants, and plants in the more polluting industries and in 

areas closer to Beijing were subject to stricter regulation. Exploiting this variation in regulatory stringency 

by time, industry, and distance, I use a triple differences-in-differences design to study the impacts of 

environmental regulations on firm performance in China. I find that firms in heavily-polluting industries 

within Beijing experienced large negative shocks during the event year, with significant reductions in 

revenue, output, employment, and profits. When I apply the same approaches to examine the impacts of 

similar pollution controls taken during the 2010 Shanghai World Expo, I find that the changes are on average 

smaller in magnitude and mostly insignificant. 

Keywords: China, environmental regulation, air pollution, firm performance. 

JEL Classification: Q5, L5, D2. 
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Competition and Physician Behaviour: Does the Competitive Environment 

Affect the Propensity to Issue Sickness Certicates? 

 

Kurt R. Brekkey, Tor Helge Holmsz, Karin Monstadx, Odd Rune Straume* 

 

Competition among physicians is widespread, but compelling empirical evidence on the impact on service 

provision is limited, mainly due to lack of exogenous variation in the degree of competition. In this paper we 

exploit that many GPs, in addition to own practice, work in local emergency centres, where the matching of 

patients to GPs is random. This allows us to observe the same GP in two different competitive environments; 

with competition (own practice) and without competition (emergency centre). Using rich administrative 

patient-level data from Norway for 2006-14, which allow us to estimate high-dimensional fixed-effect 

models to control for time-invariant patient and GP heterogeneity, we find that GPs with a fee-for-service 

(fixed salary) contract are 11 (8) percentage points more likely to certify sick leave at own practice than at 

the emergency centre. Thus, competition has a positive impact on GPs’ sick listing that is reinforced by 

financial incentives. 

Keywords: Physicians, competition, sickness certication. 

JEL Classification: I11, I18, L13. 
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Fiscal Devolution and Tax Competition: a Double-Edged Sword? 

 

Luís Matos* 

 

Fiscal devolution is the process of decentralization of fiscal powers to subcentral units of government. Over 

the past decades there has been in many countries, both developed and developing, a progressive movement 

towards the devolution of powers to sub-central governments. This shift has been generally advised on 

grounds of improving government efficiency. In particular, advocates of decentralization point tax 

competition as the main mechanism that promotes economic development. We show that tax competition 

indeed brings growthmaximizing policies. However, the resulting ’race to bottom’ on the taxation of mobile 

factors brings potentially large deviations from optimal policy and generates asymmetric regional effects. To 

achieve this, we use an endogenous growth model that features two types of good provided by the 

government: a productive public good and a merit good. The latter enters a Constant Elasticity of 

Substitution (CES) utility function, which is able to account for the potential complementarity between 

private consumption and the merit good provided by the government. 

Keywords: Fiscal federalism; tax competition; economic growth. 

JEL Classification: H21, H23, H71, H73, H77, O43. 

  

                                                        
*  Luís Matos: Economics Section, Cardiff Business School, United Kingdom. Corresponding address: matosla@cardiff.ac.uk.  

I would like to thank in particular my doctoral supervisors Ákos Valentinyi (School of Social Sciences - University of Manchester, 

akos.valentinyi@manchester.ac.uk) and James Foreman-Peck (Economics Section - Cardiff Business School - Cardiff University, 

Foreman-PeckJ@cardiff.ac.uk) for their guidance, comments and recommendations. I would also like to thank all the participants 

in the weekly doctoral workshops and seminars at Cardiff Business School. 



  

21 

Fiscal Multipliers and Financial Crises 

 

Miguel Faria-e-Castro* 

 

What were the effects of the U.S. fiscal policy response to the Great Recession? I develop a macroeconomic 

model of fiscal policy with a financial sector that allows me to study the effects of fiscal policy tools such as 

government purchases and transfers, as well as of financial sector interventions such as bank 

recapitalizations and credit guarantees. A global solution of the model calibrated to the U.S. allows me to 

study the state dependent effects of different types of fiscal policies. Combining the model with data allows 

me to find that the fall in aggregate consumption would have been 50% worse in the absence of fiscal 

interventions. Transfers and bank recapitalizations yielded the largest fiscal multipliers at the height of the 

crisis, through new transmission channels arising from linkages between household and bank balance sheets. 

JEL Classification: E4, E6, G01. 
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Finding a Local Fiscal Multiplier: Do Local Elections Matter? 

 

Bruno Carvalho, Francesco Franco, and Susana Peralta* 

 

In times of budgetary constraint the adequate definition of fiscal policy is fundamental. In this work, we 

compute local fiscal multipliers proposing a novel instrument. Using a comprehensive database on municipal 

revenue and spending, we aim at quantifying the fiscal policy transmission mechanism between 1991 and 

2013, for a panel of 278 Portuguese mainland municipalities. We use local electoral episodes to instrument 

exogenous, perhaps politically motivated, spikes in local spending in infrastructure investment. Our findings 

show that although effects on local mean private wages are low (on average 0.3%), effects on local 

employment levels are more sizeable: a 1% increase in local spending generates a contemporaneous increase 

of 3% in the number of full-time workers in the private sector at the municipal level. 
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Fiscal Consolidation and Income Inequality 

 

Pedro Brinca, Miguel Homem Ferreira, Francesco Franco, Hans A. Holter, Laurence Malafry* 

 

Following the Great Recession, many European countries implemented fiscal consolidation policies, aimed 

at reducing government debt. In a recent paper, Blanchard and Leigh (2013) show that these policies had 

significant negative effects on output for European economies and argue that the effects were generally 

miscalculated by the IMF. Other than the size of the fiscal consolidation they can, however, not find any 

factor that helps reducing the forecast error. Using the same data, we document a strong positive empirical 

relationship between higher income inequality and stronger recessive impacts of austerity across European 

countries. To explain this finding, we develop a life-cycle, overlapping generation economy with uninsurable 

labor market risk. We calibrate our model to match key characteristics of a number of European economies, 

including the distribution of wages and wealth, social security, taxes and debt and study the effects of fiscal 

consolidation programs. We find that higher income risk induces precautionary savings behavior and 

decreases the proportion of credit-constrained agents in the economy. Credit constrained agents have a 

higher marginal propensity to consume goods and leisure and their labor supply respond less in response to 

increases in taxes or decreases in government expenditures. This explains the relation between income 

inequality and impact of fiscal consolidation programs. Our model produces a cross-country pattern between 

inequality and the fiscal multipliers, resulting from consolidation, which is quite similar to that in the data.  

Keywords: Fiscal consolidation, income inequality. 
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Diverging Trends of Wage Inequality in Europe 

 

João Pereira, Aurora Galego* 

 

Since the middle/end of the 2000s wage inequality has increased in some European countries (Greece, 

Portugal and the UK), and has decreased in others (Hungary and Poland). In this article, we analyze the 

microeconomic drivers behind these diverging inequality changes. Our results indicate that skill-biased 

technological change, trade and globalization and the minimum wage account for most of the changes in the 

majority of these countries. However, the increased inequality in the UK is explained by the increased 

percentage on non-native employees and by the relative increase of the native wage premium. 
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A Trap for Some, a Stepping Stone for Others: Low-Pay Duration and 

Transitions out of Low Pay among Young Labor Market Entrants 

 

Hugo Castro Silva, Francisco Lima* 

 

Low-paid workers have a higher risk of unemployment and poverty, and have been a lasting concern of 

policy makers. We investigate the duration of low-pay spells and transitions out of low pay for labor market 

entrants, using a discrete-time competing risks framework, weighted by the probability of lowwage entry, to 

account for different transition paths out of low pay, including firm change. We find that college-educated 

workers may use low-paid jobs as stepping stones to higher-paid jobs in other firms, or will rapidly evolve 

into high pay with their first employer. Low-pay jobs may be a trap for the lowskilled, but also a way to 

avoid extended periods of unemployment. Finally, large firms and knowledge-intensive industries provide 

more opportunities to leave low pay.  

Keywords: Low wage, employment, job duration, skills, human capital. 
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Wage Inequality between Permanent and Fixed-Term Contracts: A Firm-Level 

Analysis 

 

Marta Silva, Luís F. Martins* 

 

This paper empirically studies the effects of extending the maximum legal duration of fixed-term contracts 

on the distribution of the within-firm wage gap between permanent and fixed-term contracts. We use 

Portuguese linked employer-employee data to estimate a quantile regression with fixed effects. Our results 

show that in the period in which the maximum legal duration of fixed-term contracts was extended, wage 

inequality decreased at the bottom and increased at the median and top of the conditional relative wage 

distribution. We interpret this result as potential evidence that the relative wage may reflect the primary use 

that firms assign to fixed-term contracts. Finally, we find that although firms in the tradable sector pay higher 

relative wages to permanent workers, especially at the top of the conditional relative wage distribution, they 

seem to be less significantly affected by the change in legislation than firms in the non-tradable sector. The 

results in this study draw attention to the importance of promoting the conversion of fixed-term into open-

ended contracts to tackle labour market segmentation and reduce intra-firm wage inequality.  

Keywords: Employment protection legislation, fixed-term contracts, relative wages, tradable sector, quantile 

regression, fixed effects. 
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Zooming the Ins and Outs of the U.S. Unemployment  

 

Pedro Portugal, António Rua* 

 

To better understand unemployment dynamics it is key to assess the role played by job creation and job 

destruction. Although the U.S. case has been studied extensively, the importance of job finding and 

employment exit rates to unemployment variability remains unsettled. The aim of this paper is to contribute 

to this debate by adopting a novel lens, wavelet analysis. We resort to wavelet analysis to unveil time- and 

frequency-varying features regarding the contribution of the job finding and job separation rates for the U.S. 

unemployment rate dynamics. Drawing on this approach, we are able to reconcile some apparently 

contradictory findings reported in previous literature. We find that the job finding rate is more influential for 

the overall unemployment behavior but the job separation rate also plays a critical role, especially during 

recessions. 

JEL Classification: C10, E24, E32. 

  

                                                        
*  Pedro Portugal: Banco de Portugal NOVA School of Business and Economics. E-mail: pportugal@bportugal.pt. 

 António Rua: Banco de Portugal NOVA School of Business and Economics. E-mail: antonio.rua@bportugal.pt. 

Acknowledgements: We would like to thank the comments by Olivier Blanchard and Robert Shimer for kindly providing us with 

the data. 



  

29 

 

Microeconomics Theory 

PARALLEL SESSION II 
  

https://editorialexpress.com/conference/PEJ2017/program/PEJ2017.html#2


  

30 

Examining Proof of Existence of Utility Functions 

 

Kazem Falahati* 

 

We provide clear evidence that prevailing claims to the proof of the existence of a utility function do not 

prove its existence by the standards of rigour in contemporary mathematics i.e. as a single-valued and total 

binary relation from the set comprising the objects of choice to the set of real numbers representing the 

preference order. Moreover, we prove that if the latter binary relation is restricted to ensure it is single-

valued, this will generate hereto hidden internal inconsistencies. We propose these inconsistencies are the 

underlying reasons for the well-known theoretical, empirical and experimental unresolved long-lasting 

problems afflicting utility theory. 

Keywords: Utility theory, functions in mathematics versus economics. 
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Optimal Learning before Choice 

 

T. Tony Ke, J. Miguel Villas-Boas* 

 

A Bayesian decision maker is choosing among multiple alternatives with uncertain payoffs and an outside 

option with known payoff. Before deciding which alternative to adopt, the decision maker can purchase 

sequentially multiple informative signals on each of the available alternatives. To maximize the expected 

payoff, the decision maker solves the problem of optimal dynamic allocation of learning efforts as well as 

optimal stopping of the learning process. We show that the optimal learning strategy is of the type of 

consider-then-decide. The decision maker considers an alternative for learning or adoption if and only if the 

expected payoff of the alternative is above a threshold. Given several alternatives in the decision maker's 

consideration set, we find that sometimes it is optimal for the decision maker to learn information from an 

alternative that has a lower expected payoff and less uncertainty, given all other characteristics of all the 

alternatives being the same. If the decision maker subsequently receives enough positive informative signals, 

the decision maker will switch to learning the better alternative; otherwise the decision maker will rule out 

this alternative from consideration and adopt the currently most preferred alternative. We fnd that this 

strategy works because it minimizes the decision maker's learning efforts. It becomes the optimal strategy 

when the outside option is weak, and the decision maker's beliefs about the different alternatives are in an 

intermediate range.  

Keywords: Information; Bayesian Learning; Search Theory; Dynamic Allocation; Optimal Stopping; 

Consideration Set. 
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Priority Pricing by a Durable Goods Monopolist 

 

João Correia-da-Silva* 

 

A durable goods monopolist faces buyers with privately observed valuations in two periods, being unable to 

commit in the first period on the mechanism that she will propose in the second period. The monopolist is 

able to use a mediation device that prevents her from discriminating buyers in the second period based on the 

choices they made in the first period. Moreover, the monopolist is able to prevent buyers from retrading 

among themselves. It is shown that, although there is a continuum of possible valuations, the optimal first-

period mechanism is a menu with at most two possibilities: a relatively high price with no rationing; and a 

relatively low price subject to rationing. In the second period, the monopolist optimally posts an intermediate 

price.  

Keywords: Sequential mechanism design, Mediated mechanisms, Coase conjecture.  
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Personalized Pricing with Targeted Advertising: Who are the Winners? 

 

Rosa-Branca Esteves, Joana Resende* 

 

This paper investigates who wins and who loses when firms depart from a mass advertising/uniform pricing 

strategy to a targeted advertising/price discrimination one. We build on the work of Esteves and Resende 

(2016) considering a duopoly market in which firms compete in prices and advertising decisions. First, we 

characterize the equilibrium outcomes in a benchmark model of mass advertising and uniform pricing. Then, 

we address the competitive and welfare effects of personalized pricing with targeted advertising by 

comparing the results obtained in Esteves and Resende (2016) when firms run targeted ad campaigns (with 

personalized price offers) to the ones arising in our benchmark model. We show that all segment consumers 

are expected to pay higher average prices under personalized pricing through targeted ads than under mass 

advertising/no discrimination. We also find that price discrimination does not necessarily lead to the classical 

prisoner dilemma as firms may get higher profits with customized offers than under a mass advertising. 

Finally, we show that the aggregate welfare effects of price discrimination with targeted advertising are 

ambiguous. We also show that even when a targeted strategy increases welfare, consumers may all be worse-

off since firms take advantage of the interplay between targeted advertising and personalized pricing to relax 

price competition. 
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Identifying Demand Shocks from Production Data 

 

Carlos D. Santos* 

 

Standard productivity estimates contain a mixture of cost efficiency and demand conditions. In this article, I 

propose a method to identify the distribution of the demand shock using production data. Identification does 

not depend on functional form assumptions. In the parametric case the ratio of intermediate inputs to the 

wage bill (input ratio) contains information about the magnitude of the demand shock. The method is tested 

using data from Spain which contains information on prices and demand conditions. Finally, we generate 

Montecarlo simulations to evaluate the method’s performance.  

Keywords: Demand, firm production, identification, input choices, productivity. 
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How to Allocate R&D Subsidies: Do Financial Constraints Matter? 

 

Carlos Carreira, Filipe Silva* 

 

This paper evaluates whether R&D subsidies to the business sector are allocated to financially constrained 

firms. We claim that in addition to the usual “public good” arguments behind the allocation of subsidies, the 

extent to which firms are able to obtain external funding should not be overlooked. Our results show that the 

extent to which firms are financially constrained is not taken into consideration when allocating public 

funding. Additionally, the decision criteria for allocating public funds seem to be similar from those used by 

the private investors. These results have important implications on the design of future innovation policy.  

Keywords: R&D Subsidies; financial constraints; R&D investment; R&D policy.  
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Heterogeneous Investment Dynamics of Manufacturing Firms 

 

Alexandros Fakos, Tiago Tavares* 

 

In this paper we study firm-level investment dynamics by incorporating an idiosyncratic investment shock in 

a dynamic investment model of heterogeneous firms with adjustment costs. We interpret this idiosyncratic 

shock as an investment wedge that summarizes a firm choice’s deviation from the model implied efficient 

behavior. This dynamic model is estimated using micro-level data of Greek manufacturing firms, allowing 

for firms to be heterogenous in both profitability and investment cost. Our estimation results show that the 

level of dispersion of the idiosyncratic investment shock is of the same order of magnitude as the 

profitability shock which tends to be substantial in most micro-studies. We also find evidence that the 

investment wedge is correlated with variables not explicitly taken into account by our model such as 

measures of firm-level leverage and export intensity. This suggests that including a financial channel in 

models of capital accumulation may be crucial in explaining data patterns.  
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How Do Firms React to Demand and Productivity Shocks? The Effects of 

Financial Strength on Price and Markup Responses 

 

Paulo Brito, Luís F. Costa, Cláudia Custódio, Carlos D. Santos* 

 

Theories of the interaction between financial strength and product market outcomes consider that firms can 

react to demand shocks through their pricing policy. Most empirical tests of these theories use firm or 

industry level markups as measures of product market performance. We use a novel type of data which 

combines product level prices to accounting information. We thus separately recover the demand from 

supply shocks, by jointly estimating the production and the demand functions. We then evaluate how firms’ 

pricing and markup decisions are influenced by the company’s financial strength. We find that markups are 

more counter-cyclical for cash-rich firms. Cash-rich firms increase their prices by less as a response to a 

positive shock to demand. As a consequence they increase output by more. The effects of leverage are much 

smaller in magnitude. Product market decisions seem to be more sensitive to one additional euro of cash than 

to a one additional euro of debt. We also provide estimates for positive and negative demand shocks. We 

find that markup counter-cyclicality is mostly driven by positive demand shocks while the differential effect 

for cash-rich firms is only present for the negative shocks.  

Keywords: Markups, demand shocks, cash, leverage. 
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Can Trade Unions Increase Social Welfare? An R&D Model with Cash-in-

Advance Constraints 

 

António Neto, Yuichi Furukawa, Ana Paula Ribeiro* 

 

Economic growth crucially depends on the level of R&D investment, as well as on the existing labour 

market institutions (LMI); the latter might shape the amount of profit obtained by each firm and its 

incentives to continuously innovate. This paper proposes a novel analysis combining a Schumpeterian 

growth model with cash-in-advance (CIA) constraints on R&D to study the impact of trade unions on 

economic growth and social welfare. Two main results arise: one the one hand, economic growth is always 

decreasing in trade union’s markup and interest rate. However, in terms of social welfare, although Friedman 

rule appears to be optimal across all the considered scenarios, free labour market can be suboptimal below a 

specific threshold level of economic growth, depending on whether there is over or underinvestment in 

R&D. Hence, by demanding a wage above the perfect competition equilibrium, trade unions can have a 

positive impact on welfare through a reallocation of labour among sectors. This relationship seems to be 

stronger for countries with lower labour share and higher rents in the intermediate sector. This latter case 

highlights the redistributive effect of trade unions, contributing for a decrease in inequality between 

monopolists and workers. Therefore, for the case of the Eurozone, a “common” labour market setting might 

be more “inefficient” than a common monetary policy.  
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Is the Skills Mismatch Important under Skill-Biased Technological Change and 

Imperfect Substitutability Between Immigrants and Natives?  

 

Susana Gabriel, Pedro Mazeda Gil, Oscar Afonso* 

 

This paper evaluates how the skills mismatch induced by immigration affects per worker output, the skill 

premium and the technological level in a number of OECD host countries. We use a skill-biased dynamic 

general equilibrium R&D growth model in which the standard R&D technology is modified so that growth 

results from the direction of the technological knowledge, which in turn is induced by the price channel. 

Immigration is introduced considering two features: perfect versus imperfect substitutability between 

immigrants and native and skills mismatch between education level and occupations. According to our 

quantitative results, the model shows that host production is significantly larger when even a small degree of 

complementarity between immigrants and natives is considered, and also, that there is significant product 

efficiency loss due to the mismatch.  

Keywords: Immigration, skills mismatch, imperfect substitutability, wage premium, technological-

knowledge bias, numerical simulation. 
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Wage Inflation and Unemployment under Heterogeneous Expectations with 

Evolutionary Learning 

 

Adriana Cornea-Madeira, João Madeira* 

 

We show that the wage Phillips curve relation in US data is more consistent with a behavioral model with 

backward-looking and forward-looking forecasting strategies with agents switching between these based on 

their recent performance. We find our model explains better wage inflation expectations from surveys and 

that backward-looking expectations make indexation to price inflation negligible. While the backward-

looking rule is typically predominant, its predictability of wage inflation (unlike price inflation) worsened in 

recent decades. There are large fluctuations in adopted rules, with sometimes the forward-looking rule 

becoming dominant. We link persistent switches between forecast strategies to breaks in the economy.  

Keywords: Wage Phillips curve, behavioral heterogeneity, wage dynamics, endogenously switching 

forecasting strategies. 
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Exports Dynamics at the Product Level: A Gravity Model Applied to Douro 

Wine  

 

Anthony Macedo, Sofia Gouveia, João Rebelo* 

 

In recent decades the relationship between globalisation and international trade has intensified, giving rise to 

emerging markets with new and differentiated products. Globalisation has also influenced the wine industry 

with increasing competition, emergence of new producers and exporters and new consuming countries. This 

new market environment has led traditional European producers to adopt a strategy aiming differentiation in 

wine under the umbrella Appellation d’Origine Contrôlée (AOC). In this study, a gravity model is used to 

analyse the main factors affecting AOC Douro wine exports, differentiated by quality, from Portugal to the 

top twenty importer countries, in the period of 2006-2015. Applying the Hausman-Taylor estimator the 

findings show that the quantity and value of exports of Douro wine are positively determined by gross 

domestic product (GDP) per capita in the importer country. On the other hand, none of the categories of 

Douro wine are negatively affected by tariffs and geographic distance, which can be explained in the context 

of luxury goods. In addition, the results revealed specific determinants by categories. The exports of 

“Reserve” and “Grand Reserve” categories are positively influenced by speaking a common language and by 

negative variations of the nominal exchange rate of the importer country currency vis-à-vis the euro. Overall, 

the results suggest that Portugal should increase Douro wine exports to markets which reveal a tendency 

towards a higher income per capita, regardless of geographic distance and tariffs.  
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Knowledge Flows and Dark Matter 

 

João Ayres* 

 

I quantify the flow of knowledge within U.S. multinational corporations in the United States and European 

Union. I use a general equilibrium model of knowledge flows through multinationals and compute both the 

share of knowledge in the production function and its depreciation rate such that, in steady state, the model 

matches the observed factor share differentials between the operations of U.S. multinationals in the United 

States and European Union. The main assumptions are: i) U.S. multinationals produce knowledge in the 

United States; ii) this knowledge is used by its subsidiaries in the European Union; and iii) investment in 

knowledge is either unobserved or expensed in corporate accounts. Under these assumptions, the model 

predicts that the observed labor share of U.S. multinational operations in the United States must be higher 

than the labor share of their subsidiaries in the European Union, whereas the ratio of capital expenditures to 

compensation of employees must be the same, both patterns found in the data. The estimated share of 

knowledge is 29%, and its annual depreciation rate is 17%. This implies that (a) investment in knowledge is 

1.6 times larger than investment in physical capital, and (b) the U.S. foreign direct investment position in the 

European Union reported by the U.S. Bureau of Economic Analysis, which does not include the stock of 

knowledge, accounts for only 22% of the total (dark matter). Furthermore, I show that the model calibrated 

with these parameter values has quantitative implications for international real business cycles. Accounting 

for the corporate sector GDP correlation, the model with knowledge flows reduces the distance between the 

standard international real business cycle model and data by 48%. 
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From Primary Commodities to Output Fluctuations 

 

Daniela Costa* 

 

Primary commodity exporter countries face large terms of trade fluctuations, largely driven by primary 

commodity price shocks and amplified by the relative importance of primary commodities in the countries’ 

exports. I document that an increase in the price of a primary commodity is usually followed by a decrease in 

terms of trade, defined as the relative price of imports over exports, and an increase in real GDP in these 

countries. Meanwhile, countries that do not export primary commodities enjoy more stable terms of trade, 

and their real GDP is positively correlated with terms of trade. Although the literature on primary commodity 

exporters has focused on developing countries, I show that this relation is independent of a country’s income 

level. Since standard models are unable to generate real aggregate fluctuations from price shocks if real GDP 

is correctly measured, this paper identifies a puzzle. I propose a class of mechanisms that is capable of 

explaining the heterogeneous impact of terms of trade fluctuations across countries. I show that a possible 

resolution is to incorporate the presence of idle resources and a production cost externality in the primary 

commodity producing sector in order to connect terms of trade fluctuations to real GDP fluctuations. When 

subjected to a primary commodity price shock, the model successfully accounts for the behavior of terms of 

trade and its relation to real GDP for different export compositions. 
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Firm Characteristics and Export Behavior: Application to Portuguese Wine 

Firms 

 

Niaz Bashiri Behmiri, João Rebelo, Sofia Gouveia, Patrícia António* 

 

This study undertakes an investigation to understand how export behavior interacts with firm characteristics, 

taking into account the Port and Douro wine firms, which are the representative case of Portuguese firms that 

sell their products in international markets. To achieve this goal, we consider export intensity and propensity 

to measure export behavior, applying the panel tobit and probit methods, under a firm-level data for the years 

2014-2015. Our findings suggest that: first, firm characteristics plays an important role to develop export 

behaviour; second, size, productivity and efficiency are beneficial factors as they provide the pre-

requirements to increase the share of export and the probability to export; and third, if a firm is an exporter, 

aging is an advantage to increase the share of export, however if not, by aging the probability to export 

diminishes.  
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The Effect of Public Appeals on Urban Residential Water Conservation: An 

Event Study Using Hourly Water Meter Data from San Francisco  

 

Dina Gorenshteyn* 

 

As California’s water crisis continues, policy makers are increasingly relying on moral suasion to deal with 

water scarcity. This analysis attempts to assess the impacts of these public appeals on water consumption in 

the single family residential sector serviced by the San Francisco Public Utilities Commission (SFPUC). 

Using high frequency hourly consumption data at the household-level for the years 2012-2015, we conduct 

an event study to understand the level of water conservation associated with these appeals. We find 

statistically and economically significant decreases in water consumption in the two weeks following a well 

publicized public appeals announcement ranging from a decrease of 1.9% to 4.6%.  

Keywords: Resource economics, behavioral economics, public policy, water conservation, drought, public 

appeals, moral suasion. 
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For Whom the Bell Tolls: The Effects of Tolls in an Uncongested Motorway on 

Road Safety  

 

Alfredo Marvão Pereira, Rui Marvão Pereira, João Pereira dos Santos* 

 

In this paper we present a difference in differences analysis of the effect of the introduction of tolls on Scuts 

freeways on road safety in Portugal. The introduction of these tolls was not motivated by any issue of 

congestion but by purely political and financial reasons. Negative binomial count models were used to 

exploit a comprehensive dataset on all mainland Portuguese municipalities for the period 2008-2014. Our 

findings suggest that the introduction of tolls increased the number of overall accidents, victims, and injuries 

in municipalities close to a Scut highway. Furthermore, we observe a shift in the composition of the number 

of accidents and victims: the reduction on freeways was therefore more than compensated by a positive 

effect in national and other roads. Our results are consistent and robust to the introduction of a vector of local 

controls and a more restricted control group.  
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Inefficiency Distribution of the European Banking System 

 

João Oliveira* 

 

The inefficiency of the European banking system has been pointed out as a major vulnerability from a 

financial stability point-of-view. This paper contributes to the assessment of this vulnerability by considering 

several important features of financial intermediation such as factor prices, economies of scope and scale. 

We use a stochastic frontier analysis method to characterize the production function of financial 

intermediation in Europe and quantify inefficiency. We find that: (i) in 2013 the median European bank 

operated with costs 25 to 100% above the efficient level; (ii) there is ambiguous evidence on productivity 

growth, although inefficiency of financial intermediation has been increasing over time, possibly driven by 

the least efficient banks; (iii) there is no evidence of increasing returns to scale, although scope savings are 

found to be robust across all models and (iv) that there exists a positive association between inefficiency-cost 

and implicit credit spreads, which are an indicator of credit market restrictions.  
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From Convergence to Divergence: Portuguese Demography and Economic 

Growth, 1500-1850 

 

Nuno Palma, Jaime Reis* 

 

We construct the first time-series for Portugal’s per capita GDP for 1500-1850, drawing on a new and 

extensive database. Starting around 1550 there was a highly persistent upward trend of per capita income, 

which accelerated after 1700 and peaked 50 years later. At that point, per capita incomes were high by 

European standards. But as the second half of the eighteenth century unfolded, a phase of economic decline 

was initiated. This continued into the nineteenth century, and Portugal found itself as one of the most 

backward European economies precisely at the dawn of the era of modern economic growth.  
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Why is Europe Falling Behind? Structural Transformation and Services’ 

Productivity Differences between Europe and the U.S.  

 

Cesare Buiatti, Joao B. Duarte, Luis Felipe Sáenz* 

 

We explain labor productivity differences of the service sector between Europe and the U.S. through the 

labor allocation taking place within the service sector. We measure labor productivity using a multisector 

structural transformation model that decomposes services into 11 sub-sectors comparable across Europe and 

the U.S. We identify wholesale and retail trade as well as business services to be the two sectors responsible 

for most of the lack of catch-up in labor productivity between Europe and the U.S. We also investigate which 

institutional characteristics are associated with the different performances of sectoral productivity across 

sectors. We empirically explore our country-sector panel measures of labor productivity levels, and our 

results suggest that differences in taxation, pro-business attitudes, ICT diffusion and rates of innovation are 

disproportionally correlated with the productivity of wholesale, retail and business services relative to the 

rest of the sectors in the economy.  
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A Tale of Two Sectors: Why is Misallocation Higher in Services than in 

Manufacturing? 

 

Daniel A. Dias, Carlos Robalo Marques, Christine Richmond* 

 

Recent empirical studies document that the level of resource misallocation in the service sector is 

significantly higher than in the manufacturing sector. We quantify the importance of this difference and 

study its sources. Conservative estimates for Portugal (2008) show that closing this gap, by reducing 

misallocation in the service sector to manufacturing levels, would boost aggregate gross output by around 12 

percent and aggregate value added by around 31 percent. Differences in the effect and size of productivity 

shocks explain most of the gap in misallocation between manufacturing and services, while the remainder is 

explained by differences in firm productivity and age distribution. We interpret these results as stemming 

mainly from higher output-price rigidity, higher labor adjustment costs and higher informality in the service 

sector.  
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A New Keynesian Perspective on Total Factor Productivity via Production 

Networks 

 

Nicolas Castro Cienfuegos, Francesca Loria* 

 

We construct a New Keynesian model with production networks to study how aggregate productivity, 

measured as the Solow residual, depends on technology, sectoral markups, cost-push shocks and the 

production network itself. The model also allows us to study the dynamic behavior of aggregate productivity 

facing different types of aggregate and sectoral shocks. The introduction of price stickiness allows us to shed 

a light on monetary-induced short run productivity changes. We calibrate a 14-sectors economy using the I-

O tables from the Bureau of Economic Analysis. For the U.S. economy, aggregate productivity is quite 

sensitive to average markups. A relatively small average price markup of 15% over marginal cost can reduce 

the steady state level of productivity by 25% relative to a perfect competition case. On the dynamic 

dimension, we find that a 1% contractionary monetary policy shock and a 1% positive markup shocks 

contract total factor productivity by 0.25% and 0.4% respectively. Idiosyncratic shocks can have a large 

impact on changes in productivity depending on the centrality of the sector in the network.  
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The Afternoon Effect: Differential Impacts on Student Performance in Maths 

and History 

 

Velichka Dimitrova * 

 

A better educational system requires knowledge the time-of-day effects on the learning process. As 

productivity can vary during different times of the day depending on academic task at hand, there are 

different optimal times to schedule a maths, history or language class, respectively. Using a decade-long 

panel dataset of academic scores in different subjects from a humanities high school, I estimate value-added 

and fixed effects specifications of a dynamic educational production function. Exogenous variation from 

random allocation to morning and afternoon school start times enables the identification of an afternoon 

effect. The findings indicate significantly lower maths scores during afternoon classes by 0.082 (0.018) and 

higher test scores for history classes by 0.069 (0.029) standard deviations, respectively. Using a natural 

experiment of a transitioning from a double-shift to a morning-only school schedule, I estimate difference-in-

difference model of regime change. In a quantile regression, I investigate the distinct impacts of the 

covariates at different segments of the grade distribution and find that students with the lowest grades stand 

to lose most by having classes scheduled in the afternoon. These results point to a cost-effective way to 

achieve better academic performance with more effective organisation of school inputs accounting for the 

time-of-day effects.  

Keywords: Time-of-day effects, optimal schedules, school start times, afternoon effect, educational quality, 
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Class Composition and Student Achievement in Portugal 

 

João Firmino, Luís C. Nunes, Ana B. Reis, Carmo Seabra* 

 

In this paper we estimate class composition effects impacting on achievement levels of Portuguese students. 

Endogeneity between student achievement and student non-random sorting across schools and classes may 

prevent the correct identification of class composition effects. Using student level cross sectional data of 

Portuguese 6th and 9th graders (2011/12 academic year), we tackle possible endogeneity in an OLS 

estimation context by including several individual level control variables, especially a baseline score, and 

school fixed effects. Contrary to existing literature, the fraction of high achievers has a negative effect on 

student performance, namely on high achievers themselves. In line with the literature we observe that 

students without recorded retentions profit from more homogeneous classes in this particular dimension. 

Higher shares of low-income classmates hurt performance levels of both low and non-low income students. 

In turn, the share of males in class slightly improves males’ performance in Mathematics, while slightly 

decreasing females’ performance in Portuguese. Finally, we observe that class compositional effects seem to 

be of second order when compared to the students’ individual characteristics’ effects.  

Keywords: Class composition, student achievement, IV, school fixed effects. 
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Returns to Postgraduate Education in Portugal: Holding on to a Higher 

Ground?  

 

André Almeida, Hugo Figueiredo, Miguel Portela, João Carejeira, Carla Sá, Pedro Teixeira* 

 

In this paper we use a large offcial employer-employee dataset, which includes almost the whole universe of 

business firms, to document and decompose the rising graduates postgraduates' wage differentials in 

Portugal. Using a non-parametric matching exercise, we pay particular attention to differences in the 

assignment of these two groups of workers across occupations and tasks. This allows us to disentangle 

different sources of postgraduates' relative earnings and look at the creation of postgraduate jobs. We further 

look, however, at displacement and deskilling effects due to relative demand inertia as possible sources of 

such evolution of the relative earnings. Our results show that both displacement and deskilling effects, 

particularly of graduates with only a first-degree, appear to be at least as important as direct productivity 

effects in explaining postgraduates premiums. We also conclude that the relative importance of the former 

has been steadily increasing overtime and that, on the contrary, the net creation of high-paying, postgraduate-

only jobs has been relatively modest. This suggests that postgraduate degrees have largely worked as a way 

of holding on to a higher ground in the labour market.  
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Factors that Influence Student Achievement Gains and Performance Assessment 

of the Portuguese Public Schools 

 

Sandra Sousa, Miguel Portela, Carla Sá* 

 

Using data at the student level, for the period 2010–2012, we analyse possible factors that influence students’ 

achievement gains on Portuguese and Mathematics national exams. In a first stage, a multilevel model with 3 

levels – student, class and school – is used to evaluate the performance of schools. Its results on efficiency 

are then compared with the ones obtained by the non–parametric approach Data Envelopment Analysis 

(DEA). One concludes that achievement gains, both in Portuguese and in Mathematics, are mainly 

determined by student’s, e.g., students from lower socio–economic status show worse academic 

performance. At the same time, while peers’ characteristics seem not to influence students’ performance, 

class size does play a role. Multilevel model’s results suggest that most schools have no significant effect on 

students’ achievement gains. This is particularly valid for the Mathematics exam. Our results show some 

similarity between efficiency measures provided by both methodologies, DEA and multilevel modeling.  
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Tax Evasion by Domestic and Multinational Portuguese Firms: A Bunching 

Analysis  

 

Risa Pavia* 

 

In this paper I seek to distinguish tax evasion by “iceberg” firms, which report only some percentage of their 

income to the tax authorities, from “ghost” firms, which report no economic activity at all. I further 

differentiate firm behavior by multinational status, and test the effects of an exogenous shock to the cost of 

evasion for firms in certain sectors of economic activity. I develop a unique identification strategy using a 

new anti-tax evasion measure and a comprehensive dataset of the annual accounts of Portuguese firms. I find 

significant bunching at zero profits by all firms in all time periods, indicative of tax evasion around that 

threshold. The difference-in-differences analysis shows less post-reform bunching by firms in sectors 

targeted by the 2013 law when compared to other firms, indicating that the law had the intended causal effect 

of decreasing evasion in those sectors, with a larger difference for multinational firms. 

Keywords: Taxation, firms, bunching, Portugal. 
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Has the Sovereign Debt Crisis Changed the Cyclicality of Portuguese 

Remittances? 

 

Leonida Correia, Patrícia Martins* 

 

This paper explores the cyclicality of remittances inflows for Portugal over the period from 1996 to 2015. 

Using bilateral correlations and econometric model regression approaches, we investigate if remittances are 

countercyclical or procyclical with Portuguese, French and Swiss outputs (France and Switzerland being the 

two main host remitting countries). We also examine the ability of remittances to smooth macroeconomic 

shocks and compare their role with other external financial sources. The empirical results suggest that the 

sovereign debt crisis has changed the cyclicality of remittances from procyclical in relation to Portuguese 

GDP in the years before the crisis to countercyclical in the crisis period. This conclusion is valid regardless 

of the economic situation of home and host countries and it is robust to the use of different statistical 

information to measure the business cycle of Portugal (GDP, private consumption or unemployment rate). 

Thus, we conclude that remittances received by Portuguese households played an economic stabilization role 

in the crisis years.  
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Turnover or Cash? Sharecropping in the US South 

 

Guilherme de Oliveira* 

 

Between 1880 and 1940, US post offices alleviated the isolation of the Southern countryside by posting 

information about jobs in the growing industrial sector. Hence, post offices enhanced the outside options of 

employees in a time employers in the farming sector used sharecropping - a contract where employers paid 

employees with a share of the harvested crop - to avoid labor turnover costs. This paper finds that a new post 

office in a county decreased sharecropping, which is evidence that sharecropping mostly resulted from the 

lack of outside options for employees. This is an innovative result in the share contract literature, usually 

more concerned about sector-level reasons such as labor turnover than about outside options. Furthermore, 

new light is shed on the current use of sharecropping and other share contracts such as franchising. Since 

sharecropping and franchising are a form of entrepreneurship, this paper suggests a reason for the negative 

relation between GDP per capita and entrepreneurship.  
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Going after the Addiction, not the Addicted: The Impact of Drug 

Decriminalization in Portugal 

 

Ana Tavares, Pedro Portugal, Sónia Félix* 

 

This paper investigates the impact of drug decriminalization in Portugal using the Synthetic Control Method. 

The applied econometric methodology compares Portuguese drug-related variables with the ones extracted 

from a convex combination of similar European countries. The results suggest that a policy change 

implemented in Portugal contributed to a decrease in the number of heroine and cocaine seizures, a decrease 

in the number of offenses and drug-related deaths, and a decrease in the number of clients entering treatment.  

Keywords: Illicit drugs, policy, decriminalization, synthetic control method. 
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New CUSUM Based Ratio Tests for Parameter Constancy: With Application to 

Variance Stability  

 

Uwe Hasslera, Mehdi Hosseinkouchacka, Paulo M.M. Rodrigues, Antonio Rubia* 

 

New CUSUM based tests for parameter constancy are introduced following a class of ratio tests recently 

proposed by Hassler and Hosseinkouchack (2016), which are based on a Karhunen-Loeve expansion. 

Theoretical results are presented and an in-depth Monte Carlo analysis is performed to evaluate the finite 

sample performance of the procedure and a comparison with available approaches, such as the tests proposed 

by Berkes et al. (2006) and Shao and Zhang (2010), is provided. The new tests present superior finite sample 

size properties and interesting power behaviour. An empirical application to the Bitcoin Coindesk index is 

also included. 
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Dynamic Vector Mode Regression 

 

Gordon C.R. Kemp, Paulo M.D.C Parente, J.M.C. Santos Silva* 

 

We study the semi-parametric estimation of the conditional mode of a random vector that has a continuous 

conditional joint density with a well-defined global mode. A novel full-system estimator is proposed and its 

asymptotic properties are studied. We specifically consider the estimation of vector autoregressive 

conditional mode models and of systems of linear simultaneous equations defined by mode restrictions. The 

proposed estimator is easy to implement and simulation results suggest that it is well behaved in finite 

samples. An empirical example illustrates the application of the proposed methods and highlights the 

di§erent characteristics of mean- and mode-based autoregressions and forecasts.  

Keywords: Multivariate conditional mode, multivariate density estimation, robust regression, simultaneous 

equations, vector autoregression. 
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Microeconometric Dynamic Panel Data Methods: Model Specification and 

Selection Issues  

 

Jan F. Kiviet* 

 

A motivated strategy is presented to apply the programming tools provided by the Stata package Xtabond2 to 

find step by step an adequate model specification and a matching set of instrumental variables. The aim is to 

implement generalized method of moment techniques such that useful and reasonably accurate inferences are 

extracted from an observational panel data set on a single microeconometric structural possibly dynamic 

behavioral relationship. In the suggested specification search three comprehensive heavily interconnected 

stages alternate. There is a stage in which the focus is on including all the relevant appropriately transformed 

possibly lagged regressors, as well as any interactions between these if it is required to relax the otherwise 

very strict homogeneity restrictions on the dynamic impacts of the explanatories in standard linear panel data 

models. There is also a stage in which the focus is on classifying regressors as effect stationary or effect 

nonstationary and as either endogenous, predetermined or exogenous, implying which internal variables 

could represent valid and relatively strong instruments. Additionally there is the stage in which the space 

spanned by the full set of available internal instruments may be reduced in order to enhance the accuracy of 

inference. For the various tests which trigger the decisions to be made in the sequential selection process the 

relevant considerations are spelled out to interpret the magnitude of p-values. Also the complexities to 

identify and interpret the ultimately established dynamic impacts are unravelled. Finally the developed 

strategy is applied to a classic data set and is shown to yield some new insights. 
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Institutional Endogeneity and Third-party Punishment in Social Dilemmas 

 

Isabel Marcin, Pedro Robalo, Franziska Tausch* 

 

This paper studies experimentally how the endogeneity of sanctioning institutions affects the severity of 

punishment in social dilemmas. We allow individuals to vote on the introduction of third-party-administered 

sanctions, and compare situations in which the adoption of this institution is endogenously decided via 

majority voting to situations in which it is exogenously imposed by the experimenter. Our experimental 

design precludes the self-selection and signaling effects that arise when subjects can vote on the institutional 

setting. We find that punishment is significantly higher when the sanctioning institution is exogenous, which 

can be explained by a difference in the effectiveness of punishment. Subjects respond to punishment more 

strongly when the sanctioning institution is endogenously chosen. As a result, a given cooperation level can 

be reached through milder punishment when third-party sanctions are endogenous.  
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Voting as a War of Attrition 

 

Maksymilian Kwiek, Helia Marreiros, Michael Vlassopoulos* 

 

We experimentally study efficiency performance of committees selecting one of two alternatives through a 

repeated voting mechanism with supermajority. Since delaying the decision is costly, a form of multiplayer 

war of attrition emerges. Voters’ intensity of preferences is heterogeneous, and thus simple majority may not 

be efficient. Supermajority may perform better, because war of attrition allows sorting. However, there are 

multiple equilibria in wars of attrition, including very asymmetric ones, in which one party always wins 

regardless of the intensity of their preferences. The main object of study is how voting rules affect this 

asymmetry and thus efficiency. Our benchmark is the case of complete secrecy about the magnitude of 

support for each alternative – a case which enforces symmetry. Alternative rules we consider allow 

asymmetries to emerge: voting with feedback about the evolution of the support over time; pre-voting public 

communication; waiting cost externalities among voters. When voters know whether they belong to majority 

or minority, the minority player stays in the game more often, despite the fact that the valuation of the pivotal 

voter in the majority is higher than that of the pivotal voter in the minority. This effect is somewhat weaker if 

the cost of waiting is common rather than individual. The highest allocative efficiency is achieved in our 

benchmark no-feedback case. We also observe that communication does not affect allocative efficiency but it 

seems to limit the cost of delay and thus positively affects net efficiency.  
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Endogenous Sanctioning Institutions and Migration Patterns: Experimental 

Evidence 

 

Ramón Cobo-Reyes, Gabriel Katz, Simone Meraglia* 

 

We experimentally analyze the effect of the endogenous choice of sanctioning institutions on cooperation 

and migration patterns across societies. In our experiment, subjects are allocated to one of two groups, are 

endowed with group-specific preferences, and play a public goods game for 30 periods. Each period, 

subjects can move between groups and, at fixed intervals, can vote on whether to implement formal 

(centralized) sanctioning institutions in their group. We compare this environment to one in which only one 

group is exogenously endowed with sanctioning institutions. We find that subjects' ability to vote on 

institutions leads to (i) a more e-cient partition of subjects between groups, (ii) a lower migration rate, (iii) an 

increase in overall payoffs, and (iv) a decrease in both inter- and intra-groups (payoff) inequality. Over time, 

subjects tend to vote for sanctioning institutions and contribute to the public good.  
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Line Up Deviators and Punish the First 

 

Jan U. Auerbach, Miguel A. Fonseca* 

 

We propose a procedural rule to improve on sequentially servicing civil cases for breach of contract. The 

judiciary orders such cases filed in a given time period according to a preannounced list. This list ranks all 

entities that may enter contracts by some observable identifying characteristic, such as taxpayer numbers. 

The judiciary commits to enforcing the contract of the first entity on that ordered list that files a civil case. In 

theory, this rule achieves efficiency in a population of investment games. Results from laboratory 

experiments suggest that it improves compliance and reduces both strategic uncertainty and payoff 

inequality.  

Keywords: Efficient judiciary, legal procedure, civil cases, contract enforcement, population of investment 

games, experiments.  
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Measuring Political Rivalry and Estimating its Effect on Economic Growth 

 

Elena Sochirca, Francisco José Veiga* 

 

In this paper we construct a composite indicator of political rivalry using factor analysis and then build a 

panel dataset of political rivalry levels for 125 countries during the 1984-2012 period. According to the 

factor analysis results, while specific institutional quality aspects are fundamental for defining the degree of 

political rivalry, political regime specific variables and natural resources rents do not appear significant. A 

preliminary analysis of the constructed indicator shows that political rivalry is clearly inversely related to the 

level of development, and that there are significant differences in political rivalry levels among countries, 

depending on their income and geographical location. The results of system-GMM estimations of the effect 

of political rivalry on economic growth clearly indicate a negative effect, which is equally maintained when 

other political and institutional variables are simultaneously considered, and when the model is tested on a 

number of restricted samples, thus confirming the robustness of the baseline results. Additionally, regression 

results for the restricted samples suggest that the negative effect of political rivalry on growth weakens as the 

development level increases.  

Keywords: Political rivalry, economic growth, policital competition, factor analysis. 
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Using Geopolitics to Identify Causal Effect of Aid on Growth 

 

Sultan Mehmood* 

 

Does foreign aid cause growth? We consider one of world’s most volatile political relationships between 

United States and Pakistan to show that foreign aid even when given for purely strategic reasons boosts 

growth. The identification strategy exploits exogenous changes in incentives to give aid, driven by 

geopolitical events such as the Soviet invasion of Afghanistan and 9/11 attacks in the US to trace the causal 

effect of aid on the real sector in Pakistan. We not only rule out multiple alternative explanations but also 

uncover important provincial heterogeneity: birth regions of incumbent leaders gain disproportionately more 

during the aid shocks. Furthermore, we also study the mechanisms driving our results where aid shocks 

increased investments, consumption and public expenditures on education. 

Keywords: Economic growth, foreign aid, heterogeneity.  
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The Vicious Cycle of Political Extremism, Rent-Seeking and Economic 

Inequality 

 

Carlos Pinto* 

 

Political extremism and partisanship rose sharply over the last years in many western democracies. By 

integrating a probabilistic voting model and opportunistic politicians into a simple general equilibrium 

model, I show that increasing partisanship among the general population increases rent-seeking 

opportunities, while lowering capital stock and economic output. Despite the overall economic loss, the 

groups who keep voting opportunistically gain from general population’s partisanship, leading to increasing 

inequality. The negative economic effects grow exponentially with partisanship. I also show that rent-seekers 

are disproportionately affected by productivity shocks, both positive and negative.  

Keywords: Partisanship, political economics, general equilibrium. 
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Term Limits and Voter Turnout 

 

Francisco José Veiga, Linda Gonçalves Veiga* 

 

This paper studies the impact of term limits on voter turnout, using the recent introduction of term limits at 

the local government level in Portugal as a natural experiment. Although instrumental, expressive, and 

information-based theories of voter participation imply effects of term limits on turnout, this is clearly an 

under-researched topic. Applying a difference-in-differences approach to data at both the municipal and 

parish levels, we find strong evidence that the introduction of term limits increased voter participation. Our 

results contrast with previous findings for California and demonstrate that more research on this topic is 

clearly necessary.  

Keywords: Term limits, voter turnout, local elections, Portugal, natural experiment. 
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Dynamic Effects of Consumption Tax Reforms with Consumer Durables 

 

Qian Li* 

 

This paper evaluates the welfare effects of consumption tax reforms along the transition paths with consumer 

durables at present. Major proposals of consumption tax reforms include consumer durables like housing in 

the consumption tax base. This paper studies exclusively how interaction between liquidity constraints and a 

higher tax on durable consumption can lead to a welfare loss of young cohorts. This result is in sharp 

contrast with the existing literature that a consumption tax reform undoubtedly benefits young generations. 

The implication of this study is that a consumption tax system may be a good idea in the long-run steady 

state, but switching to such a system may bear a large short-run cost.  

Keywords: Incomplete markets, consumption taxes, consumer durables, liquidity constraint, transitional 

dynamics. 
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On the Design of a European Unemployment Insurance Mechanism 

 

Árpád Ábrahám, João Brogueira de Sousa, Ramon Marimon, Lukas Mayr* 

 

European labour markets are subject to idiosyncratic shocks (and idiosyncratic responses to common 

shocks), resulting in countercyclical unemployment expenses difficult to accommodate under existing, fiscal 

compact, budget rules. These and other factors (solidarity, labour market integration) provide a rationale for 

European unemployment risk sharing. We study the potential benefits, and problems, of creating a European 

Unemployment Insurance Mechanism (EUIM). Following Krusell et al. (2011) and Krusell et al. (2015), we 

use a dynamic general equilibrium model with search frictions to analyze workers’ flows (employment, 

unemployment and inactivity) and their cyclical properties, in order to assess the potential benefits of an 

EUIM under alternative common (and jointly financed) unemployment insurance policies. Our analysis 

shows that country-specific structural differences play a determinant role in explaining labour market 

differences, leaving limited space for welfare improvements with an EUIM. The framework would also 

allow to study the optimal design of an EUIM, subject to redistributional and incentive (moral hazard & free 

riding) constraints. 
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Optimal Capital Taxation Revisited 

 

V. V. Chari, Juan Pablo Nicolini, Pedro Teles* 

 

We revisit the question of how capital should be taxed. We argue that if governments are allowed to use the 

kinds of tax instruments widely used in practice, for preferences that are standard in the macroeconomic 

literature, it is optimal never to distort capital accumulation. The results also hold with heterogeneous agents 

and in environments with partial commitment. We show that the results in the literature that lead to the 

presumption that capital ought to be taxed for some length of time arise because the tax system is restricted.  

Keywords: Capital income tax, long run, uniform taxation. 
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In Pursuit of Profit: The Likely Culprit of Tax Avoidance via Tax Havens 

 

Linda H Chen, Debra L. Sanders, Yunshil Cha * 

 

We develop a profile of corporations that are likely to employ tax avoidance strategies using tax havens. To 

build upon prior research which identifies tax avoidance by proxy or publicly identified tax sheltering 

disputes, our research broadens the scope of sample by including all publicly traded firms with tax haven 

investments disclosed in annual reports. We find firms with high cash effective tax rates and low operating 

uncertainty are most likely to benefit from, hence engage in, tax haven activities. Firms with stronger market 

power and less vulnerable to external legitimacy consideration are more likely to take advantage of tax haven 

investments. Lastly, tax haven activities are less likely for firms having broad investment opportunity sets 

whereas market pressure makes tax havens more attractive. These results support the view that from 

shareholders’ perspective, tax strategies, such as tax haven activities, can be a value enhancing yet risky 

business endeavor.  

Keywords: Tax havens, organizational legitimacy, investment opportunity set, operating uncertainty, market 

power, market pressure. 
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Do the Types of Financial System, Corporate Governance System and Legal 

System of the Borrower’s Country Influence the Interest Rate Spread of 

Syndicated Loans?  

 

Nuno Moutinho, Carlos Alves, Francisco Vitorino Martins* 

 

The institutional environment of the company’s country is reflected in its choices between different sources 

of financing. Given the fact that different countries have diverse specific characteristics, this work proposes 

to investigate how the financial, governance and legal systems of the borrower’s country of origin influence 

the costs of financing. Using a sample of syndicated loans with 85,220 tranches, corresponding to 50,658 

loans by 25,511 non-financial borrowers from 122 countries, over the period between 2000 and 2012, we 

find evidence that borrowers pay lower spreads when they come from countries with a bank-based financial 

system, a continental governance system and when the legal system is common law. By splitting the sample 

according to the level of risk, we show that for borrowers with an investment grade rating, the type of legal 

system is irrelevant, whereas for those borrowers with junk ratings no type of system is relevant in 

determining spreads. When borrowers are junk or unrated, the lenders tend to perform a careful analysis of 

the company’s financial situation and award higher spreads in countries where the legal system is civil or 

socialist law. Our results suggest that the borrower country’s financial, governance and legal systems are 

relevant in determining syndicated loan spreads.  

Keywords: Bank loans, cost of debt, financial system, governance system, legal system. 
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Understanding Dynamic Conditional Correlations between Oil and Non-Energy 

Commodity Markets 

 

Niaz Bashiri Behmiria, Matteo Manera, Marcella Nicolini * 

 

We estimate a multivariate GARCH model to obtain the dynamic conditional correlations (DCCs) between 

oil, natural gas and other non-energy commodity futures markets, over the period 1998- 2014. The 

conditional correlation between metals-energy and agriculture-energy commodities increased sharply around 

year 2008 and subsequently decreased. They are always positive and higher in the metals-energy markets. To 

understand this trend, we look at the factors influencing them. Adopting a pooled mean group (PMG) 

estimator, we observe that macroeconomic variables are significantly correlated with the agriculture-energy 

and metals-energy DCCs. Financial factors and speculative activity explain the conditional correlations 

between agriculture and energy but not those between metals and energy.  

Keywords: Multivariate GARCH, dynamic conditional correlations, futures markets, oil, agriculture, metals. 
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Forecasting the Equity Risk Premium with Frequency-Decomposed Predictors 

 

Gonçalo Faria, Fabio Verona* 

 

The term spread, computed as the difference between the long-term government bond yield and the T-bill, 

has long been of interest to monetary policymakers and financial market participants in general. However, it 

is known to be a poor out-of-sample predictor of the equity risk premium. In this paper we show that its low-

frequency component (i.e. the trend), when properly extracted from the data, is indeed a very strong equity 

risk premium out-of-sample predictor. We find that the economic source of this predictability power comes 

exclusively from the discount rate channel, consistent with the literature claiming that stock market 

predictability comes from time variation of discount rates. The outperformance of the low-frequency 

component of the term spread (versus the historical mean benchmark) increases with the forecasting horizon 

and is consistently stable throughout an out-of-sample period comprising more than 20 years of monthly 

data. Remarkably, it also forecasts well in expansions. Finally, it outperforms several predictors that have 

recently been proposed in the literature. 

Keywords: Predictability, equity risk premium, frequency domain, discrete wavelets. 
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Occupation-Skill Mismatch and Selection of Immigrants: Evidence from the 

Portuguese Labor Market 

 

Tijan L. Bah* 

 

This paper aims at investigating how the occupational placement of immigrants affects their selection. To 

this end, we develop a simple model of migration in which migrants do not only care about wages and 

amenity differences between countries of origin and destination as traditionally held, but also their 

occupational placement in the country of destination. Using matched employer-employee data set for the 

years 2002-2009, the implications from this model is tested. First, using a multinomial logit model, we 

estimate the probability that an average worker from a particular country is overeducated, matched, and 

undereducated. The evidence suggests that immigrants especially high skilled are more likely to be 

overeducated relative to the low skilled. Second, using these estimated probabilities and employing system 

generalised method of moment (GMM) estimation technique, we analyze how overeducation and correct 

match affects selection of immigrants from 40 origin countries. The results suggest that overeducation leads 

to negative selection of immigrants (high skilled are less likely to migrate than the low skilled) into the 

Portuguese labor market. Furthermore, the evidence suggests that correct occupation-skill match affects 

selection positively. These results imply that receiving countries’ selective policies aimed at attracting high 

skilled immigrants should also focus on reducing occupation-skill mismatch probably through degree 

recognition and standardization in collaboration with sending countries.  

Keywords: Selection, occupation-skill mismatch, Portugal, immigrants. 
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Why don’t Wages Fall During Recessions? An Experimental Study  

 

Miguel A. Fonseca, João Madeira* 

 

We study how unanticipated productivity shocks affect wages in stylized experimental labor markets as a 

function of quality contractibility. When output quality is noncontractible, a 50% productivity drop leads to 

only an immediate 17% wage fall and an immediate increase of 38% of the workers’ surplus share. When 

workers cannot determine output quality, a 50% productivity drop reduces wages immediately by 52%, and 

the workers’ surplus share is unaffected. These findings indicate that the fairness view of efficiency wages 

can explain downward nominal wage rigidity, the countercyclicality of the labor share and why the labor 

share lags GDP.  

Keywords: Downward nominal wage rigidity, efficiency wages, real-effort experiment, labor share.  
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Job Security and Fertility Decision 

 

Marta C. Lopes* 

 

This paper analyses the choices of fertility and labour supply of women along the life-cycle. To study the 

interplay between job security and desired fertility, we build and estimate a dynamic life-cycle structural 

model which allows the hiring, promotion, and ring probabilities to differ conditionally on the type of job 

contract. Fixed-term contracts may exist for three years with a maximum of two renewals while permanent 

contracts have no expiring date but higher firing costs associated. This set-up allows us to study whether 

women delay the decision on fertility until they find a permanent job. We use the estimated model to 

simulate different scenarios of job security and evaluate its impact on both labour supply and fertility 

decisions. Among the different alternatives, a single contract with a three-year probation period is able to 

provide a positive effect on fertility rate (4.1%) without decreasing the level of female labour force 

participation. 
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Upward Nominal Wage Rigidity 

 

Paulo Guimarães, Fernando Martins, Pedro Portugal* 

 

In Portugal, as in many other countries in continental Europe, the collective wage agreements between trade 

unions and employer associations that define wage floors for specific job titles are systematically extended to 

the whole industry. This means that many firms are obliged to increase the wages of their workforce in order 

to comply with the newly-agreed bargained wages. With some trepidation, we call this phenomenon upward 

nominal wage rigidity, in close symmetry with the Keynesian notion of downward nominal wage rigidity. In 

this paper we provide evidence that firms that are more heavily affected by the change in the bargained wage 

floors decrease their hiring rates and, more importantly, significantly increase their separation rates. As a 

complement to our analysis, we suggest the estimation of a measure that attempts to disentangle the strength 

of internal and external wage conditions. Based on this measure we show that firms whose wages are more 

influenced by external wages exhibit much lower net job creation rates.  
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Over-Time Visitors’ Preferences for a Cultural Landscape Within Discrete 

Choice Experiments  

 

Lina Lourenço-Gomes, Lígia M. C. Pinto, João Rebelo* 

 

This paper addresses the question of the stability of preferences over-time, an issue that seems to deserve 

increasing attention within the question of transferability of the results from nonmarket valuation techniques 

and, consequently, their reliability in supporting managerial decisions and policy evaluations, especially in 

times of fast and unpredictable changes. The paper includes a recent extension of the mixed (random 

parameters) logit model, the generalized mixed logit model, which accounts simultaneously for preference 

and scale unobserved heterogeneity, decomposing the latter to identify scale effects data specific. This model 

is applied to two data sets, that were collected in 2008 and 2013, of Portuguese visitors’ preferences 

regarding the attributes worth preserving and, consequently, public attention of the Alto Douro Wine Region, 

a cultural landscape world heritage site. During the gap of time, Portugal was under an extreme economic 

crisis that could have changed the visitors’ behaviour and their choices, which reinforces the need to analyse 

the stability of the preferences regarding cultural goods. The results suggest the presence of a structural 

change on preferences between the two periods. In this sense, the present DCE does not stand the test of 

time.  
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Setting Reserve Prices in English Auctions with Limited Commitment: An 

Empirical Assessment 

 

Ricardo Gonçalves* 

 

This paper is an empirical assessment of reserve price setting in a limited commitment environment, where 

the seller is unable to commit not to re-auction a good at a later date if the reserve price is not met. We find 

that the dynamics of reserve price setting over time (a declining reserve price path) are consistent with the 

theoretical predictions. However, several other predictions have little or no empirical support. We present 

and discuss some possible explanations for our results, especially the (possible) failure of sellers to 

incorporate the limited commitment environment in their decision making process.  
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Good News and Bad News are Still News: Experimental Evidence on Belief 

Updating  

 

Alexander Coutts* 

 

Bayesian updating remains the benchmark for dynamic modeling under uncertainty within economics. 

Recent theory and evidence suggests individuals may process information in a biased manner when it relates 

to personal characteristics or future life outcomes. Specifically, updating has been found to be asymmetric, 

with good news receiving more weight than bad news. I put this theory and evidence to the test, by 

examining information processing across multiple domains with varying stake conditions. I do not find that 

good news is over-weighted relative to bad news, but in fact, I find the opposite asymmetry. However these 

updating patterns are present more generally, including when news is neither good nor bad. While updating 

across all domains and stake conditions is asymmetric and conservative, posteriors remain well 

approximated by those calculated using Bayes’ rule. I investigate further possible determinants of asymmetry 

and conservatism, finding that the former is sensitive to signal types and the latter is driven solely by non-

updates. Most importantly these patterns are present across all domains, cautioning against the interpretation 

of asymmetric updating or other deviations from Bayes’ rule as being motivated by psychological biases.  

Keywords: Beliefs, Bayes’ rule, asymmetric belief updating, conservatism, overconfidence. 
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Analysis of Consumer Preferences for Expert Opinion Using a Discrete Choice 

Experiment 

 

Armando Corsi, Larry Lockshin, Jordan Louviere, Simone Mueller, Tiago Ribeiro* 

 

In this paper, we present a study of consumer preferences for information in wine purchases. Information is 

presented to consumers both as additional written description about the product and in the form ratings by 

experts. We implement a discrete choice experiment in which we vary experimentally both the appearance of 

the extra information and the ratings produced by experts. Respondents are asked to choose amonst a set of 5 

wine bottles in a sequence of 21 choice scenarios. We find that both description and expert average ratings 

have a significant impact in the willingness to pay for a given wine. The dispersion of ratings for a given 

wine dos not affect respondents choices. In our estimates high average ratings by experts carry a premium of 

AUD $15.  

Keywords: Stated Preference survey, Discrete choice experiments, experimental design, wine preferences, 

expert opinion. 

  

                                                        
*  Armando Corsi: University of South Australia. 

Larry Lockshin: University of South Australia. 

Jordan Louviere: University of South Australia. 

Simone Mueller: University of South Australia. 

Tiago Ribeiro: Indera - Estudos Economicos, Lda, Rua do Campo Alegre, 1346-01 4150 Porto, Portugal. Corresponding author. 

Funding from Australian Grape and Wine Authority is gratefully ackowledged. The views expressed in this article are those of the 

authors and do not necessarily reflect the official opinion of the institutions with which they are affiliated. Any errors are the sole 

responsibility of the authors. 



  

100 

 

Macro and Monetary Policy 

PARALLEL SESSION V 

  



  

101 

Term Structure, Forecast Revision and the Information Channel of Monetary 

Policy 

 

Donghai Zhang * 

 

Recent studies showed that monetary policy announcements have an impact on interest rates at long horizons 

(10 years or more). And a contractionary monetary policy has expansionary effect on agents’ expectations. 

These facts challenge the theories prevailing in academic and policy circles, which are based on the 

paradigm that monetary policy has little long-run effects and a contractionary monetary policy should 

depress agents’ belief. The first half of the paper reproduces those facts and complements the empirical 

literature by providing impulse responses. In the second half of the paper, I propose a novel theory to 

rationalize those facts, based on the information channel of monetary policy. I consider a framework where 

the central bank has private information about future economic conditions. Policy actions partially reveal that 

information to the public, and may thus have an impact on both short- and long-term interest rates. And in 

the model, a contractionary monetary surprise is perceived as a good news shock. The ability of the model to 

match the empirical facts is tested through a Bayesian estimation exercise. Using posterior estimates, the 

model produces the following results. First, my model fits well the aforementioned facts. Second, the 

information channel of monetary policy dampens the effect of monetary policy substantially. Third, the 

model generates hump shape impulse responses without introducing habit formation or capital adjustment. 
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Non-Standard Monetary Policy Measures in EAGLE-FLI: Assessing the EAPP  

 

N. Bokan, S. Gomes, M. Pisani, J. Sousa* 

 

Our paper evaluates the macroeconomic effects of the Eurosystems Expanded Asset Purchase Programme 

within a rich multi-country model of the euro area, that prominently includes financial frictions and a 

banking sector. We assess both the impact of purchases of sovereign bonds in the euro area but also, and 

differently from previous contributions to the related literature, we also assess the purchases of corporate 

bonds. Our results show that asset purchases have a expansionary impact in our model. Results also show a 

mild positive impact on euro area inflation. Interestingly, our results illustrate that the transmission 

mechanisms of the two types of purchases are different, namely in what regards the role of the banking 

sector.  

Keywords: DSGE models, financial frictions, banking sector, quantitative easing, unconventional monetary 

policy. 
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The Effect of Firm Cash Holdings on Monetary Policy  

 

Bernardino Adão, André C. Silva* 

 

Firm cash holdings increased substantially from 1980 to 2013. The overall distribution of firm cash holdings 

changed in the same period. We study the implications of these changes for monetary policy. We use 

Compustat data and a model with financial frictions that allows the calculation of the monetary policy effects 

according to the distribution of cash holdings. We find that the interest rate channel of the transmission of 

monetary policy has become more powerful, as the impact of monetary policy over real interest rates 

increased. With the observed changes in firm cash holdings, the real interest rate takes 3.4 months more to 

return to its initial value after a shock to the nominal interest rate.  

Keywords: Firm cash holdings, interest rates, financial frictions, market segmentation, liquidity effect, 

monetary policy. 
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Monetary Policy and the Predictability of Nominal Exchange Rates 

 

Martin Eichenbaum, Benjamin K. Johannsen, Sérgio Rebelo* 

 

This paper documents two facts about the behavior of floating exchange rates in countries where monetary 

policy follows a Taylor-type rule. First, the current real exchange rate is highly negatively correlated with 

future changes in the nominal exchange rate at horizons greater than two years. This negative correlation is 

stronger the longer is the horizon. Second, for most countries, the real exchange rate is virtually uncorrelated 

with future inflation rates both in the short and in the long run. We develop a class of models that can 

account for these and other key observations about real and nominal exchange rates. 
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