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Title: SCHOOL DISTRICT RESPONSES TO MATCHING AID 
PROGRAMS FOR CAPITAL FACILITIES: A CASE 
STUDY OF NEW YORK’S BUILDING AID PROGRAM 

Authors: Wen Wang, William D. Duncombe, John M. Yinger 

Citation: 64 National Tax Journal 759-94 (September 2011) 

Abstract: States are financing a larger share of capital investment by school 
districts but little is known about how districts respond to facility 
aid programs. Our paper addresses this gap in the   literature by 
examining how a short-term increase in the matching rate for the 
Building Aid program in New York affected district capital invest-
ment decisions. We estimate a capital investment model and find 
that most districts are responsive to price incentives but that price 
responsiveness is related to the fiscal health and urban location of 
the district. Drawing on these results, we provide recommenda-
tions for the design of capital investment aid programs to increase 
their effectiveness in supporting high-need urban districts. 

Title: THE EFFECT OF TAX PREFERENCES ON HEALTH SPEND-
ING 

Authors: John F. Cogan, R. Glenn Hubbard, Daniel P. Kessler 

Citation: 64 National Tax Journal 795-816 (September 2011) 

Abstract: In this paper, we estimate the effect of the tax preference for health 
insurance on health care spending using data from the Medical  
Expenditure Panel Surveys from 1996–2005. We use the fact that 
Social Security taxes are only levied on earnings below a statutory 
threshold to identify the impact of the tax preference. Because  
employer-sponsored health insurance premiums are excluded from 
Social Security payroll taxes, workers who earn just below the  
Social Security tax threshold receive a larger tax preference for 
health insurance than workers who earn just above it. We find a 
significant effect of the tax preference, consistent with previous  
research. 
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Title: THE EFFECTS OF TAXATION ON THE LOCATION DECI-
SION OF MULTINATIONAL FIRMS: M&A VERSUS GREEN-
FIELD INVESTMENTS 

Authors: Shafik Hebous, Martin Ruf, Alfons J. Weichenrieder 

Citation: 64 National Tax Journal 817-38 (September 2011) 

Abstract: In this study, we estimate the impact of differences in international 
tax rates on the probability of choosing a location for an affiliate of 
a multinational firm. In particular, we distinguish between the tax 
sensitivity of Greenfield and Mergers and Acquisitions (M&A)   
investments. Based on a novel firm-level dataset on German      
outbound foreign direct investment (FDI), we find evidence       
that location decisions of M&A investments are less sensitive to       
differences in tax rates than location decisions of Greenfield        
investments. According to our logit estimates, after controlling    
for firm and country-specific characteristics, the tax elasticity for 
Greenfield investments is negative and in absolute value signifi-
cantly larger than that associated with M&A investments. This 
finding is consistent with (partial) capitalization of taxes in the   
acquisition price when the FDI project takes the form of a M&A. 
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Title: THE EFFECT OF TAX-BASED FEDERAL STUDENT 
AID ON COLLEGE ENROLLMENT 

Author: Nicholas Turner 

Citation: 64 National Tax Journal 839-61 (September 2011) 

Abstract: Tax-based federal student aid — the Hope Tax Credit, Lifetime 
Learning Tax Credit, and Tuition Deduction — marks a new para-
digm for federal aid by offering tax incentives for postsecondary   
enrollment for the middle class. I exploit policy-induced variation in 
tax-based aid eligibility to estimate its causal effect on college enroll-
ment. I find that tax-based aid increases full-time enrollment in the 
first two years of college for 18 to 19 years old by 7 percent. The 
price sensitivity of enrollment suggests that college enrollment in-
creases 0.3 percentage points per $100 of taxbased aid. The programs 
do not appear to substantively affect part-time enrollment in the first 
two years of college. 
 
 
 Title: “CLEAN AND SAFE” FOR ALL? THE INTERACTION 
BETWEEEN BUSINESS IMPROVEMENT DISTRICTS 
AND LOCAL GOVERNMENT IN THE PROVISION 
OF PUBLIC GOODS 

Author: Rachel Meltzer 

Citation: 64 National Tax Journal 863-89 (September 2011) 

Abstract: Business Improvement Districts (BIDs) privately supplement local 
public goods, and theory predicts that the public sector will interact 
with BIDs in their provision of local services. This paper provides 
the first empirical study of the sub-municipal effect of BIDs on the 
allocation of publicly provided services. Using unique, neighbor-
hood-level data from New York City, I find that BIDs are associated 
with a significant, but substantively small, shift in the allocation of 
police and sanitation services. However, after instrumenting for BID 
presence, any significant effect of BIDs on public spending and    
service provision disappears. Together the results indicate that there 
is little or no interaction between public and private governments in 
the provision of local services. 

  
Page 3 



Title: THE IMPACTS OF THE AFFORDABLE CARE 
ACT: HOW REASONABLE ARE THE PROJEC-
TIONS? 

Author: Jonathan Gruber 

Citation: 64 National Tax Journal 893-908 (September 
2011) 

Abstract: The Patient Protection and Affordable Care Act (ACA) is the 
most comprehensive reform of the U.S. medical system in at 
least 45 years. The ACA transforms the non-group insurance 
market in the United States, mandates that most residents have 
health insurance, significantly expands public insurance and 
subsidizes private insurance coverage, raises revenues from a 
variety of new taxes, and reduces and reorganizes spending   
under the nation’s largest health insurance plan, Medicare.   
Projecting the impacts of such fundamental reform to the health 
care system is fraught with difficulty. But such projections were 
required for the legislative process, and were delivered by the 
Congressional Budget Office (CBO). This paper discusses the 
projected impact of the ACA in more detail, and describes     
evidence that sheds light upon the accuracy of the projections. 
It begins by reviewing in broad detail the structure of the ACA, 
and then reviews evidence from a key case study that informs 
our understanding of the ACA’s impacts: a comparable health 
reform that was carried out in Massachusetts four years earlier. 
The paper discusses the key results from that earlier reform and 
what they might imply for the impacts of the ACA. The paper 
ends with a discussion of the projected impacts of the ACA and 
offers some observations on those estimates. 
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Advertising, Search and Intermediaries on the 
Internet: Introduction by Chris M. Wilson 
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เพจ 2 ฉบบัท่ี 2 พฤศจิกายน 2554 

 We present a simple model of how a monopolistic search engine optimally deter-
mines the average relevance of firms in its search pool. In our model, there is a continuum 
of consumers, who use the search engine's pool, and there is a continuum of firms, whose 
entry to the pool is restricted by a price-per-click set by the search engine. We show that a 
monopolistic search engine may have an incentive to set a relatively low price-per-click that 
encourages low-relevance advertisers to enter the search pool. In general, the ratio between 
the marginal and average relevance in the search pool induced by the search engine's policy 
is equal to the ratio between the search engine's profit per consumer and the equilibrium 
product price. These conclusions do not change if the search engine charges a fixed access 
fee rather than a price-per-click.  

By KFIR ELIAZ and RAN SPIEGLER 

A Simple Model of Search Engine Pricing 

 Paid placement, where advertisers bid payments to a search engine to have their 
products displayed prominently among the results of a keyword search, has emerged as a 
predominant form of advertising on the Internet. This article studies a model of product 
differentiation in which the auction of advertisement positions is embedded in a market 
game of consumer search. In equilibrium, more relevant sellers for a given keyword bid 
more and their paid placement by the search engine reveals information about the  
relevance of their products. This results in efficient sequential search by consumers and  
increases total output. We also find that the search engine's revenue may have an inverted  
U-shape with respect to the match probability of the most relevant seller.  

By YONGMIN CHEN and CHUAN HE 

Paid Placement: Advertising and Search on the Internet 

 Consumer search on the Internet is rarely random. Sponsored 
links appear higher up a webpage and consumers often click them. 
Firms also bid aggressively for these ‘prominent’ positions at the top of 
the page. But why should prominence matter, when visiting an  
additional website is almost costless? I present a model in which  
consumers know their valuations for the products offered in the market 
but do not know which retailer sells which product. I show that a  
prominent retailer earns significantly more profit than other firms,  
even when the cost of searching websites and comparing products is  
essentially zero.  

By ANDREW RHODES 

Can Prominence Matter even in an Almost 
Frictionless Market 
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 We investigate how firms can become ‘prominent’ and thereby influence the order 
in which consumers consider options. First, firms can affect sales efforts by means of com-
mission payments, in which case the salesman steers consumers towards expensive prod-
ucts. Second, sellers can advertise prices on a price comparison website, so that consumers 
investigate the suitability of products in order of increasing price. Here, prices are lower 
when search costs are higher. Finally, consumers might first consider their existing supplier 
for subsequent purchases, which suggests a relatively benign rationale for the prevalence of 
cross-selling in markets such as retail banking.  

By MARK ARMSTRONG and JIDONG ZHOU 

Paying for Prominence 

 Economists have traditionally treated preferences as exogenously given. Preferences 
are assumed to be influenced by neither beliefs nor the constraints people face. As a  
consequence, changes in behaviour are explained exclusively in terms of changes in the set 
of feasible alternatives. Here, we argue that the opposition to explaining behavioural  
changes in terms of preference changes is ill-founded, that the psychological properties of 
preferences render them susceptible to direct social influences and that the impact of 
‘society’ on preferences is likely to have important economic and social consequences.  

By ERNST FEHR and JIDONG ZHOU 

Introduction: Tastes, Castes and Culture: the Influence of 
Society on Preferences 

 We study optimal fee setting decisions by a monopoly online 
platform connecting advertisers with potential buyers in two envi-
ronments: a simple model that captures stylised features of advertis-
ing on search engines, social networks and advertisement-supported 
email; and a richer model that is more relevant for ‘directed’ search 
at price comparison sites. While the platform can choose to charge 
for both impressions and clicks, we show that the platform  
maximises profits by using clickthrough fees exclusively. Our model 
offers a rationale for the evolving practice of relying purely on click-
through fees for revenues in many online advertising markets.  

By MICHAEL R. BAYE, XIAXUN GAO and JOHN MORGAN 

On the Optimality of Clickthrough  
Fees in Online Markets 
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 Assigning a subjective value to a contribution to a public good often requires reflec-
tion. For many reasons, this reflection may be put off, reinforcing the underprovision of 
public goods. We hypothesise that nudging individuals to reflect on whether to contribute 
to a public good leads to the formation of issue-specific altruistic preferences. The hypothe-
sis is tested in a large-scale field experiment on blood donations. We find that an ‘active-
decision’ intervention substantially increases donations among subjects who had not previ-
ously thought about the importance of donating blood. By contrast, contributions of indi-
viduals who had previously engaged in such reflection are unchanged.  

By ALOIS STUTZER, LORENZ GOETTE and MICHEL ZEHENDER 

Active Decisions and Prosocial Behaviour: a Field Experiment 
on Blood Donation 

 

Caste and Punishment: the Legacy of Caste Culture in Norm 
Enforcement 
 Well-functioning groups enforce social norms that restrain opportunism. We study 
how the assignment to the top or bottom of the caste system affects the altruistic punish-
ment of norm violations. Individuals at the bottom of the hierarchy exhibit a much lower 
willingness to punish norm violations that hurt members of their own caste. We can rule 
out self-selection into castes and control for wealth, education and political experience. We 
thus plausibly identify the impact of caste status on altruistic punishment. The lower will-
ingness to punish may impair the low castes’ ability to enforce contracts, to ensure property 
rights and sustain cooperation.  

By KARLA HOFF, MAYURESH KSHETRAMADE and ERNST FEHR 

The Demand for Social Insurance: Does Culture Matter? 
 Does culture shape the demand for social insurance against risks to health and work? 
We study this issue across language groups in Switzerland where a language border sharply 
separates social groups at identical actual levels of publicly provided social insurance. We 
find substantially stronger support for expansions of social insurance among residents of 
French, Italian or Romansh-speaking language border municipalities compared with their 
German-speaking neighbours in adjacent municipalities. Informal insurance does not vary 
enough to explain stark differences in social insurance but differences in ideology and seg-
mented media markets potentially contribute to the discrepancy in demand for social insur-
ance.  

By BEATRIX EUGSTER, RAFAEL LALIVE,  
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Summary  In this paper we extend the fixed ef-

fects approach to deal with non-linear panel data 

with non-parametric components. Specifically, we 

propose a non-parametric procedure that general-

izes the conditional logit approach. We develop an 

estimator based on non-linear stochastic integral 

equations and provide the asymptotic property of 

the estimator and an iterative algorithm to imple-

ment the estimator. We analyse the small sample 

behaviour of the estimator through a Monte Carlo 

study.  
By STEFAN HODERLEIN, ENNO MAMMEN and  KYUSANG YU  

ฉบบัท่ี 1 ประจ าเดือนธนัวาคม 2554 

Non-parametric models in binary 
choice fixed effects panel data 

A simple approach to quantile 
regression for panel data 
Summary  This paper provides a set of sufficient 

conditions that point identify a quantile regres-

sion model with fixed effects. It also proposes a 

simple transformation of the data that gets rid of 

the fixed effects under the assumption that these 

effects are location shifters. The new estimator is 

consistent and asymptotically normal as both n 

and T grow.  
 

By IVAN A. CANAY  
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Summary  This paper is concerned with developing a non-parametric time-

varying coefficient model with fixed effects to characterize non-stationarity 

and trending phenomenon in a non-linear panel data model. We develop two 

methods to estimate the trend function and the coefficient function without 

taking the first difference to eliminate the fixed effects. The first one elimi-

nates the fixed effects by taking cross-sectional averages, and then uses a 

non-parametric local linear method to estimate both the trend and coefficient 

functions. The asymptotic theory for this approach reveals that although the 

estimates of both the trend function and the coefficient function are con-

sistent, the estimate of the coefficient function has a rate of convergence of 

(Th)
−1/2, which is slower than (NTh)

−1/2 as the rate of convergence for the esti-

mate of the trend function. To estimate the coefficient function more efficient-

ly, we propose a pooled local linear dummy variable approach. This is motivat-

ed by a least squares dummy variable method proposed in parametric panel 

data analysis. This method removes the fixed effects by deducting a 

smoothed version of cross-time average from each individual. It estimates 

both the trend and coefficient functions with a rate of convergence of (NTh)
−1/2. The asymptotic distributions of both of the estimates are established 

when T tends to infinity and N is fixed or both T and N tend to infinity. 

Both the simulation results and real data analysis are provided to illustrate 

the finite sample behaviour of the proposed estimation methods.  
By DEGUI LI, JIA CHEN and  JITI GAO  

Summary  We consider a generalized regression model with a partially linear 

index. The index contains an additive non-parametric component in addition 

to the standard linear component, and the model is characterized by an un-

known monotone link function. We propose weighted rank estimation proce-

dures for estimating (a) the coefficients for the linear component, (b) the non-

parametric component (and its derivative) and (c) the average derivative for 

the non-parametric component. The method is applied to study the non-linear 

relationship between household income and children’s cognitive develop-

ment.  
By JASON ABREVAYA and  YOUNGKI SHIN  

เพจ 2 

Non-parametric time-varying coefficient panel data 
models with fixed effects 

Rank estimation of partially linar index models 

แนะน าบทความวิชาการ  
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Summary  We analyse Lagrange Multiplier (LM) tests for a shift in mean of a 

univariate time series at an unknown date. We consider a class of LM statistics 

based on non-parametric kernel estimators of the long-run variance and we de-

velop a fixed-b asymptotic theory for the statistics. We provide results for the 

case of I(0) and I(1) errors. The fixed-b theory suggests that, for a given sta-

tistic, kernel and significance level, there exists a bandwidth such that the fixed-b 

asymptotic critical value is the same for both I(0) and I(1) errors. We com-

pute these ‘robust’ bandwidths for a selection of well-known kernels. In the case 

of the supremum statistic, the robust bandwidth LM tests have good power 

that is monotonic and similar for all kernels. In the case of the mean and expo-

nential mean statistics, power is non-monotonic when the robust bandwidths are 

used. Under the null hypothesis, the Bartlett supremum statistic has little, if any, 

over-rejection problems in finite samples even when there is a moving average 

component with a negative coefficient. In contrast, the other supremum statis-

tics tend to over-reject in this case. In practice, we recommend the Bartlett su-

premum LM statistic implemented with the robust bandwidth.  
By JINGJING YANG and  TIMOTHY J. VOGELSANG 

เพจ 3 

Non-parametric regression under location shifts 

Fixed-b analysis of LM-type tests for a shift in mean 

Summary  Recent work by Wang and Phillips (2009b, 2011) has shown that ill-

posed inverse problems do not arise in non-stationary non-parametric regression 

and there is no need for non-parametric instrumental variable estimation. In-

stead, simple Nadaraya–Watson non-parametric estimation of a cointegrating 

regression equation is consistent irrespective of the endogeneity in the regres-

sor. The present paper shows that some closely related results apply in the case 

of structural non-parametric regression with independent data when there are 

continuous location shifts in the regressor. Some interesting cases are discov-

ered where non-parametric regression is consistent, whereas parametric regres-

sion is inconsistent even when the true regression functional form is known and 

used in regression. This appears to be a paradox, as knowing the true functional 

form should not in general be detrimental in regression. The paradox arises be-

cause additional correct information is not necessarily advantageous when infor-

mation is incomplete. In this case, endogeneity in the regressor introduces bias 

when the true functional form is known, but interestingly does not do so in local 

non-parametric regression. We propose two new consistent estimators for the 

parametric regression, which address the endogeneity in the regressor by means 

of spatial bounding and bias correction using non-parametric estimation.  
By PETER C. B. PHILLIPS and   LIANGJUN SU 

http://onlinelibrary.wiley.com/doi/10.1111/j.1368-423X.2011.00344.x/abstract#b8
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Summary  In dealing with the problem of endogeneity in a time-varying parame-

ter model, we develop the joint and two-step estimation procedures based on the 

control function approach. We show that a key to the success of the joint estima-

tion procedure is in an appropriate state-space representation of the model. On 

the other hand, a correct treatment of the problem of generated regressors plays 

an important role in our two-step estimation procedure. Monte Carlo experiments 

confirm that the estimation procedures proposed in this paper work well in finite 

samples. Concerning our proposed endogeneity tests, the asymptotic distribution 

of both the likelihood ratio and Wald tests based on the second-step regression 

are reasonably well approximated by a χ2 distribution even in finite samples.  
By PETER C. B. PHILLIPS and   LIANGJUN SU 

Dealing with endogeneity in a time-varying parameter 
model: joint estimation and two-step estimation 

A Review of Econometric Analysis of Cross Section and 
Panel Data (2nd ed.) by WOOLDRIDGE (JEFFREY M.) 
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THE FEDERAL ESTATE AND GIFT TAX: A CASE STUDY IN 
UNCERTAINTY  
By Beth Shapiro Kaufman  

 There has been considerable recent interest in reducing the corporate tax 

rate. As a first step toward analyzing the macroeconomic consequences of such 

a reform, we consider a rate reduction from the current statutory rate of 35 to 30 

percent. We present the results under differing assumptions about how the rate 

cut is paid for, as well as some sensitivity analysis of the impact of differing 

assumptions about Federal Reserve policy and differing assumptions about cor-

porate finance.  

 This paper uses the Federal estate and gift tax to illustrate the existence 

of uncertainty in the tax law. After a brief description of the historical circum-

stances of these taxes and recent legislation, two examples of the effects of un-

certainty are discussed. Finally, the negative consequences of uncertainty in the 

tax law are explored.  
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 Due to data constraints and the lack of explicit definitions, prior analyses of the impact of the tax code 

on small business owners were flawed. In this paper, we employ a new data source that allows a much more nu-

anced definition of small business owner. We present tabulations that quantify various tax characteristics of 

small business owners for tax year 2007. We then use our results to consider how small business owners might 

fare under a specific business reform proposal that levies a flat rate on all business income regardless of organi-

zational form.  

 The mortgage interest deduction (MID) is costly, and half the benefits accrue to the top 10 percent of 

taxpayers. This paper analyzes how five modifications to the MID would affect federal individual income tax 

revenue and the distribution of the tax burden. Under full repeal, federal individual income tax revenue is esti-

mated to increase by up to $1.3 trillion, equal to 0.7 percent of GDP, between 2012 and 2021. Converting the 

deduction to a 15 percent non-refundable credit could increase federal individual income tax revenue by up to 

$599 billion, equal to 0.3 percent of GDP, over this period.  

THE DISTRIBUTIONAL AND REVENUE CONSEQUENCES OF REFORMING THE 
MORTGAGE INTEREST DEDUCTION  
BY Adam J. Cole, Geoffrey Gee, Nicholas Turner  

HOW WOULD SMALL BUSINESS OWNERS FARE UNDER A BUSINESS ENTITY TAX?  
BY Matthew J. Knittel, Susan C. Nelson  
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 In this paper, we explore the long-run revenue consequences of the tax deferral of contributions to 401(k)-

type retirement plans. We use net present value (NPV) calculations to measure the long-run cost of contributions 

made in 2008. We show that the long-run NPV cost can be dramatically different if measured using relatively 

short time horizons, depending on assumptions regarding the rate of return on investments, the government’s dis-

count rate on future payments, marginal tax rates, and taxpayers’ retirement behavior. Finally, we estimate the 

effect of limiting the maximum total contributions to 401(k)-type plans to $10,000 and find that even at high rates 

of return, the NPV cost of the tax expenditure declines at most by $33 billion or 21.1 percent.  

LONG-RUN CHANGES IN TAX EXPENDITURES ON 401(K)-TYPE RETIREMENT PLANS  
BY Ithai Z. Lurie, Shanthi P. Ramnath  

 The need for deficit reduction has prompted several proposals for modifying the income tax deduction 

for charitable contributions. This paper combines aggregate tax return data with data on finances of individual 

nonprofit organizations and data on patterns of household giving to simulate the potential effects on nonprofit 

organizations of scaling back the charitable deduction. The paper also reviews the various rationales for provid-

ing a tax subsidy to charitable contributions.  

RE-THINKING THE DEDUCTION FOR CHARITABLE CONTRIBUTIONS: 
EVALUATING THE EFFECTS OF DEFICIT-REDUCTION PROPOSALS  
BY Joseph J. Cordes  
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 Deferral of U.S. taxes on foreign source income is commonly characterized as a subsidy to foreign in-

vestment, as reflected in its inclusion among “tax expenditures” and occasional calls for its repeal. This paper 

analyzes the extent to which tax deferral and other policies inefficiently subsidize U.S. direct investment 

abroad. Investments are dynamically inefficient if they consistently generate less in returns to investors than 

they absorb in new investment funds. From 1982–2010, repatriated earnings from foreign affiliates exceeded 

net capital investments by $1.1 trillion in 2010 dollars, and from 1950–2010, repatriated earnings and net inter-

est from foreign affiliates exceeded net equity investments and loans by $2.1 trillion in 2010 dollars. By either 

measure, cash flows received from abroad exceeded 160 percent of net investments, implying that foreign in-

vestment over these periods was dynamically efficient.  

TAX POLICY AND THE EFFICIENCY OF U.S. DIRECT INVESTMENT ABROAD  
BY Mihir A. Desai, C. Fritz Foley, James R. Hines Jr.  

 This paper considers the tradeoffs in using revenues from slowing depreciation deductions to lower the 

corporate tax rate. It estimates how much the rate could be lowered and the resulting effective tax rates on dif-

ferent types of assets. Two issues arise: the overall effect on marginal tax burdens and the challenges of using a 

provision that largely reflects timing effects to finance a steady state rate reduction.  

REDUCING DEPRECIATION ALLOWANCES TO FINANCE A LOWER CORPORATE TAX RATE 
BY Jane G. Gravelle   
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 A NEW self -
assurance has spread 
through financial markets. 
The MSCI index of global 
stocks is up by more than 
7% since the start of the 
year and by almost 20% 
since early October. Bond 
yields in Spain and Italy, the two biggest of Europe’s    embattled  
peripheral economies, have fallen to their lowest levels in three 
months. Greece’s fraught negotiations with its creditors have 
dulled the  rally this week - but only a bit. Given that a huge    
sovereign default could occur in scarcely more than a month, 
there is strangely little nervousness. 

 Why the exuberance? In part it reflects genuinely good  
economic news, especially in America, where January’s far stronger
-than-expected   employment figures, along with upbeat statistics 
from manufacturing and services, suggest that recovery in the 
world’s biggest economy really is gaining momentum (see article). 
The cheerier mood is also based on a belief that the European 
Central Bank (ECB) has vanquished the worst dangers for the single 
currency with its massive provision of three-year    liquidity to the 
region’s banks. Calamities that seemed all too plausible a couple 
of months ago, such as the collapse of a big European bank or a  
series of failed bond auctions leading to the imminent fracturing 
of the   single currency itself, now seem highly unlikely.  
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 In addition, the market rally is a natural reaction to the fact that  central bankers have 
doubled down on their commitment to cheap money. The Federal Reserve recently made clear 
that it does not expect to raise interest rates until the end of 2014, much later than expected. 
The Bank of England, which was due to meet on February 9th after The Economist went to press, 
is likely to launch another round of bond-buying. The ECB, which meets the same day, may cut 
rates again soon. 

 Will the good news last? Recent history suggests caution. A year ago America’s economy 
was widely expected to accelerate, boosted by the Fed’s second round of bond-buying. Instead 
growth slumped, pulled down by a combination of outside shocks (higher oil prices as a result of 
the Arab spring, disrupted supply chains after the Japanese earthquake) and policy errors at 
home and abroad (wrangling over America’s debt ceiling and the ever-deepening euro mess). 

Too soon to celebrate 

 America’s economy is in better shape this time, not least because households have      
reduced their debt further and the housing market is closer to a bottom. But the euro zone’s 
debts are bigger than ever; many of its economies are in recession. And the list of potential 
spoilers is uncomfortably similar to that of a year ago. Tensions with Iran could spawn a 2012 oil 
shock. Meanwhile, the risk of policy mistakes remains worryingly high on both sides of the       
Atlantic: central bankers may have saved the day, but politicians could still mess things up. 

 In America that could happen because good economic news, oddly enough, reinforces 
partisan gridlock. With unemployment falling and optimism rising, both Republicans and      
Democrats in Congress have less incentive to set aside election-year posturing. The most         
imminent decision is whether to  extend the payroll-tax cut and unemployment insurance, both 
of which are set to expire at the end of February. Failure to extend them might not kill the     
recovery, but would surely weaken it. Far more dangerous is the budget debacle looming later in 
the year. Under current law the Bush tax cuts expire on December 31st and a slew of automatic 
spending cuts kick in. Together they would amount to a fiscal tightening of almost 4% of GDP, 
more than enough to drag the economy down again. At the same time America needs a credible 
plan to fix its medium-term finances, a plan that would include tax reform and measures to rein 
in spending on health care and pensions. The political calendar makes all this hard enough. A 
stronger economy will tempt politicians to even more partisan rigidity. 

 The dynamic is not dissimilar in Europe, where the ECB’s bold provision of liquidity has 
calmed nerves and limited the severity of the bond crisis and the recession. The trouble is that 
the ECB’s   success has reinforced Germany’s conviction that its preferred solution to solving the 
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 EVEN people who don’t normally care much for       
football tune in to the Super Bowl to watch the best          
commercials Madison Avenue can dream up. The most 
talked about this year was Chrysler’s gritty tribute to the 
economic revival of America and Detroit. More short film 
than commercial, it ends with the actor Clint Eastwood 
huskily declaring that “Our second half is about to 
begin.” 

 The muscular patriotism brought lumps to the 
throats of sentimental viewers; the more cynically    
minded called it a re - election ad for Barack Obama, 
whose administration saved Chrysler from oblivion with a 
bail - out in 2009. A better explanation may simply be 
timing: it coincides with the best evidence in months that 
America’s economy, led by manufacturing, really is on 
the mend. 

  

J O B S  A N D  T H E  E C O N O M Y  

A game of two halves 
E M P L O Y M E N T  S P R I N G S  T O  L I F E ;  W I L L  I T  F A D E  A G A I N ?  

หน้า 3  ฉ บั บ ท่ี  1  ป ร ะ จ า เ ดื อ น กุ ม ภ า พั น ธ์  2 5 5 5  

ต่อหน้า 4   

single currency’s underlying problems—namely, a hefty dose of austerity for all—is the right one. 
A lasting solution for the euro will require a more balanced approach, one which includes a  
greater focus on growth. Unfortunately, today’s calm makes it less likely that German politicians 
will countenance such a shift, with the result that the euro zone’s troubles will fester. 

 It may sound churlish to dwell on the potential for politicians to spoil the party when, at 
last, the news is better than expected on both sides of the Atlantic. Sadly, based on the recent 
past, it’s plain prudent. This newspaper will be ready to celebrate only when politicians, and not 
just central bankers, start making the right choices. 

 



Five days before its ad aired, Chrysler, now part of Italy’s Fiat, reported its best January sales since 2008, up 
44% from a year earlier. The next day it announced it would hire 1,800 people at a plant in Belvidere, Illinois, 
to build its new Dodge Dart. The good news is hardly confined to Chrysler. The auto industry as a whole sold 
1.2m       vehicles in January, many more than expected, and a 4% increase from December. 

 Then on February 3rd the government reported that non-farm employment jumped 243,000 in       
January, or 0.2%, from December, the best in nine months, led by manufacturers, who boosted payrolls by 
50,000.    Government statisticians also revised data for the previous year and found that at year-end there 
were 266,000 more jobs than had previously been thought. 

 The unemployment rate, which has repeatedly surprised economists with the speed of its descent, did 
so again: it fell to 8.3%, a three-year low, from 8.5%. Its decline from a peak of 10% in October 2009 has been 
helped by unusually stagnant growth in the labour force. When fewer people want to work, fewer are counted 
as unemployed. That, however, was not the case in January when the labour force grew by 250,000.  The     
unemployment rate dropped anyway because the number of employed people leapt by 631,000. 

 The report was greeted with relief bordering on joy by the stockmarket and, no doubt, by Mr. Obama’s 
campaign team. But their happiness should be tempered by the reflection that in both 2010 and 2011, job 
growth started out briskly only to fizzle out again. 

Will it do so again this year, possibly dooming Mr. Obama’s re-election? Two factors explain the economy’s 
previous false starts. First, banks, households and governments are paring their debts. That “deleveraging” has 
further to go, but seems to have slowed as rock - bottom interest rates coax consumers to indulge some of  

their pent-up demand for homes and cars. State and local government lay-offs have also slowed. Meanwhile 
firms that were able to meet increased demand by boosting the productivity of their existing workforce no 
longer can. Productivity growth, which topped 6% in the wake of the recession, slowed to just 0.5% in the 
fourth quarter (from a year earlier). In December employers reported total job vacancies of 3.4m, close to its 
highest since 2008. 

 The second stumbling block has been bad luck. In both 2010 and 2011 Europe’s sovereign debt crisis 
flared up, damaging confidence in America. Last year the Arab spring sent petrol prices soaring, pinching      
incomes, while Japan’s earthquake and tsunami disrupted supply chains. 

 The threat of more such setbacks still hangs over the economy. Europe’s crisis has not been solved. 
The intensifying confrontation between Iran and the west has driven petrol prices up 25 cents per gallon since       
mid-December. Federal austerity remains a threat: Congress is once again locked in confrontation over a         
payroll-tax break that expires at the end of this month, and a raft of other tax increases and spending cuts will 
kick in next year unless it intervenes. In the economy, as in football, there is no guarantee that the second half 
will be easier than the first. 
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The mother of all divorces 
A N D  S T I L L  T H E Y  R O W  A B O U T  T H E I R  S P L I T  
 

 SIX months after the two Sudans formally split into separate countries they are still haggling 
over the  divorce settlement. The tense negotiations, often accompanied by violent clashes along 
their border, are being described in both capitals as an “oil war” since the main prize is petroleum 
revenues. Recent South Sudanese threats to cut the north out of them completely have made a 
return to sustained conflict a real possibility. Sudan’s president, Omar al-Bashir, said war is nearer 
than peace. 

 When South Sudan seceded last July following decades of civil war, it took with it         
three-quarters of the old country’s daily production of around 480,000 barrels. But its only way of 
getting the oil to market is via the north, which has pipelines, refineries and export terminals. 

 Talks over how much South Sudan should pay in transit fees have yielded no result. In    
December Sudan decided to confiscate oil as payment in kind. South Sudan calls this theft. In   
January it announced the shutdown of all production, even though this will deprive it of 98% of its 
official revenue. It also signed a memorandum of understanding with Kenya to build a new pipeline 
to Lamu, an Indian Ocean port, though experts warn this would take years and cost billions of   
dollars. 

 The decision has proven very popular in South Sudan. “This is the day we truly became an 
independent nation,” says one Juba resident. But that feeling is unlikely to last. “South Sudan has 
set off its economic doomsday machine,” warns Alex de Waal, a Sudan expert who is advising the   
African Union. 

 During recent mediation talks the Ethiopian prime minister, Meles Zenawi, came close to 
convincing both sides to sign a temporary deal. But the South Sudanese president, Salva Kiir, in the 
end refused. The north reacted with outrage but in truth it had employed similar brinkmanship in 
the past. Both sides fight like alley cats in    negotiations. They will risk annihilation to carry a point. 

 Two years ago when Pagan Amum, South Sudan’s lead negotiator, was pushing for a        
parliamentary vote in the Sudanese legislature on a referendum law that would eventually pave 
the way for secession, he and several other politicians goaded the government into arresting them. 
The   resulting flurry of publicity sped up the talks. “It worked perfectly,” he said with a wink. 

หน้า5 ฉ บั บ ท่ี  1  ป ร ะ จ า เ ดื อ น กุ ม ภ า พั น ธ์  2 5 5 5  



 

 

หน้า 6 



 

หน้า 7 ฉ บั บ ท่ี  1  ป ร ะ จ า เ ดื อ น กุ ม ภ า พั น ธ์  2 5 5 5  

ส า นั ก เ ศ ร ษ ฐ กิ จ ก า ร ค ลั ง  
ศู น ย์ บ ริ ห า ร ง า น วิ จั ย แ ล ะ บ ร ร ณ ส า ร ส น เ ท ศ  
ฝ่ า ย เ ท ค โ น โ ล ยี แ ล ะ บ ร ร ณ ส า ร ส น เ ท ศ  

ชั้น 5 ตึกกระทรวงการคลงั ถ.พระราม 6 อารียส์มัพนัธ์  

สามเสนใน พญาไท กรุงเทพฯ 10400 

โทรศพัท ์: 02-273-9020 ต่อ 3588 โทรสาร : 02-618-3394 

อีเมล ์: 10122201@fismail.fpo.go.th 



  

 

 

 

 

ภ า ย ใ น ฉ บั บ นี้ :  

 

 

 

1 

Economic 

and 

Financial  

indicator 

6 

ศู น ย์ บ ริ ห า ร ง า น วิ จั ย

แ ล ะ บ ร ร ณ ส า ร ส น เ ท ศ  “ขอ้สนเทศวจิยั” 
ฉ บั บ ที่  2  ป ร ะ จ า เ ดื อ น กุ ม ภ า พั น ธ์  2 5 5 5  

, 2012 



เ พ จ  2  

“ ข้ อ ส น เ ท ศ วิ จั ย ”  

 



เ พ จ  3  ฉ บั บ ที่  2  ป ร ะ จ า เ ดื อ น กุ ม ภ า พั น ธ์  

To sift 

through the 

arguments on 

both sides is 

to confront a 

basic problem 

with any 

financial 

innovation: 

the difficulty 

of measuring 

its benefits 

 

 

 



ห น้ า  4  

 “

 

“ ข้ อ ส น เ ท ศ วิ จั ย ”  



ห น้ า  5  ฉ บั บ ที่  2  ป ร ะ จ า เ ดื อ น กุ ม ภ า พั น ธ์  

 



“เม่ือต้องการดึงดูดความสนใจของผู้ อ่าน ให้ใส่ประโยคที่น่าสนใจหรือ

ข้อความอ้างอิงจากเร่ืองไว้ในส่วนน้ี” 

ห น้ า  6  

“ ข้ อ ส น เ ท ศ วิ จั ย ”  

 ส านักงานเศรษฐกจิการคลัง 

ศูนย์บริหารงานวจิัยและบรรณสารสนเทศ 

ฝ่ายเทคโนโลยแีละบรรณสารสนเทศ 

ชั้น 5 ตึกกระทรวงการคลงั  

ถ.พระราม 6 อารียส์มัพนัธ์  

สามเสนใน พญาไท กรุงเทพฯ 10400 

โทรศพัท ์: 02-273-9020 ต่อ 3588 

โทรสาร : 02-618-3394 

อีเมล ์: 10122201@fismail.fpo.go.th 

 



ห น้ า  7  
ฉ บั บ ที่  2  ป ร ะ จ า เ ดื อ น กุ ม ภ า พั น ธ์  2 5 5 5  

 

สามารถตดิต่อยมืตวัเล่มไดท้ี ่

ศนูยบ์รหิารงานวจิยัและบรรณสารสนเทศ 

หากท่านตอ้งการอ่านในรปูแบบ .pdf 

กรุณาตดิต่อทาง fismail คุณวรรณา  ศกัดารตัน์ 



ศูนย์บริหารงานวจิัยและบรรณสารสนเทศ ส านักงานเศรษฐกจิการคลัง กระทรวงการคลงั 

 Summary  Methods for comparing social welfare and 

inequality across populations typically involve the entire    

distribution of economic wellbeing. Conditional analysis     

requires an estimate of the entire distribution conditional on a 

large set of covariates. In this paper, we present methods for 

estimating conditional distributions including flexible         

parametric, semiparametric and  non-parametric approaches. 

We demonstrate how to use the statistical properties of the 

estimators to conduct inference for welfare and inequality 

comparisons  conditional on covariates. Further, we consider 

how to use the results to perform counterfactual analysis.  

                              By Stephen G. Donald, Yu-Chin Hsu, 

Garry F. Barrett 

Incorporating covariates in the measurement of 

welfare and inequality: methods and applications  

Statistical inference in the presence of heavy tails  

 Summary Income distributions are usually            

characterized by a heavy right-hand tail. Apart from any   

ethical considerations raised by the presence among us of 

the very rich, statistical inference is complicated by the need 

to consider distributions of which the moments may not exist. 

In extreme cases, no valid inference about expectations is 

possible until restrictions are imposed on the class of         

distributions admitted by econometric models. It is therefore 

important to determine the limits of conventional inference in 

the presence of heavy tails, and, in particular, of bootstrap 

inference. In this paper, recent progress in the field is        

reviewed, and examples given of how inference may fail, 

and of the sorts of  conditions that can be imposed to ensure 

valid inference.  

By Russell Davidson 
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 Summary  This paper shows how generalized empirical likelihood can be 

used to obtain specification tests in semiparametric conditional moment             

restrictions models. The resulting test statistics are similar in spirit to classical 

Kolmogorov–Smirnov and Cramer von Mises goodness-of-fit statistics and are 

based on an integrated version of the original moment     restrictions. The results 

are applied to test the correct specification of an instrumental variable smooth 

varying  coefficient model and of a censored non-linear quantile regression   

model. Monte Carlo results suggest that the proposed tests have competitive    

finite sample properties.  

By  Francesco Bravo 

Generalized empirical likelihood testing in semiparametric 

conditional moment restrictions models  

Breakdown point theory for implied probability bootstrap  

 Summary  This paper studies robustness of bootstrap inference methods 

under moment conditions. In particular, we compare the uniform weight and im-

plied probability bootstraps by analysing behaviours of the bootstrap quantiles 

when outliers take arbitrarily large values, and derive the breakdown points for 

those bootstrap quantiles. The breakdown point properties characterize the situa-

tion where the implied probability bootstrap is more robust against outliers than 

the uniform weight bootstrap. Simulation studies illustrate our theoretical findings.  

By  Lorenzo Camponovo, Taisuke Otsu 

หน้า 2 

“แนะน าบทความวชิาการ” 

Discussion of S.G. Donald et al. and R. Davidson  

 Summary  This paper discusses aspects of the papers by S.G. Donald et al. 

and R. Davidson, which were presented at The Econometrics Journal sponsored  

special session on the econometrics of inequality measurement, held at the Royal 

Economics Society Meeting in Surrey in 2010.  

By Christian Schluter 



 Summary  This paper proposes a non-parametric test for common 

trends in semi - parametric panel data models with fixed effects based on a 

measure of non - parametric goodness-of-fit (<span type="mathematics">R2</

span>). We first estimate the model under the null hypothesis of common trends 

by the method of profile least squares, and obtain the augmented residual 

which consistently estimates the sum of the fixed effect and the disturbance    

under the null. Then we run a local linear regression of the augmented residuals 

on a time trend and calculate the non-parametric <span type="mathematics">R2</

span> for each cross - section unit. The proposed test statistic is obtained by     

averaging all cross - sectional non - parametric <span type="mathematics">R2</

span>s, which is close to 0 under the null and deviates from 0 under the alternative. 

We show that after appropriate standardization the test statistic is asymptotically 

normally distributed under both the null hypothesis and a sequence of Pitman 

local alternatives. We prove test consistency and propose a bootstrap            

procedure to obtain <span type="mathematics">P</span>-values. Monte Carlo 

simulations indicate that the test performs well in finite samples. Empirical      

applications are conducted exploring the commonality of spatial trends in UK 

climate change data and idiosyncratic trends in OECD real GDP growth data. 

Both applications reveal the fragility of the widely adopted common trends     

assumption.  

By  Yonghui Zhang, Liangjun Su, Peter C. B. Phillips  

Testing for common trends in semi-parametric 

panel data models with fixed effects 

 Summary  We propose unit root tests for panel data with a small number 

of time periods, <span type="mathematics">T</span>, and increments that      

follow an AR(1) process under the null. The model is a fixed - effect panel version 

of the augmented Dickey - Fuller regression of order 1. Individual - specific linear 

trends may also be included. The test statistics are <span type="mathematics">t</

span>-type statistics based on least-squares estimates from which the Nickell bias is 

removed. Their limiting distributions (for an increasing number of independent 

cross-section units, <span type="mathematics">N</span>, and fixed <span 

type="mathematics">T</span>) are standard normal. Our test generalizes the 

panel unit root test of Harris and Tzavalis, which is based on an unaugmented 

Dickey - Fuller regression. As an illustration, we examine whether the Law of One 

Price holds in the European car market since the start of stage three of the EMU in 

1999. We find strong evidence of price convergence in the EMU countries.  

By  Rembert De Blander, Geert  Dhaene 

Unit root tests for panel data with AR(1) errors and small T 

หน้า  3 
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 Summary  This paper analyses two break point estimators: one for a    

univariate slope - shift model under unit root errors, the other for its first             

difference (a mean shift model). The asymptotic theory is developed for the          

estimators under a specific Pitman drift, assuming the break magnitude is within 

a T
−1/2 neighbourhood of zero. Compared to the existing asymptotics assuming a 

fixed break magnitude or a shrinking one converging at a slower rate than T1/2, 

the limiting distributions here closely resemble the finite sample distributions of 

the break point estimators, especially the tail behaviours. Though with a lower 

convergence rate, the break point estimator from level model concentrates more 

around the true break point when the break magnitude is small relative to the 

noise magnitude. With the new limiting distributions, thresholds are provided for 

empirical researchers to choose the break point estimator based on a mean 

squared error criterion.   

By  Jingjing  Yang  

Break point estimators for a slope shift: levels versus first 

differences 

หน้า 4 

“แนะน าบทความวชิาการ” 

On the problem of inference for inequality measures for 

heavy-tailed distributions 

 Summary  We consider the class of heavy-tailed income distributions and 

show that the shape of the income distribution has a strong effect on inference for 

inequality measures. In particular, we demonstrate how the severity of the            

inference problem responds to the exact nature of the right tail of the income      

distribution. It is shown that the density of the studentized inequality measure is 

heavily skewed to the left, and that the excessive coverage failures of the usual   

confidence intervals are associated with excessively low estimates of both the point 

measure and the variance. For further diagnostics, the coefficients of bias,        

skewness and kurtosis are derived and examined for both studentized and       

standardized inequality measures. These coefficients are also used to correct the 

size of confidence intervals. Exploiting the uncovered systematic relationship      

between the inequality estimate and its estimated variance, variance stabilizing 

transforms are proposed and shown to improve inference significantly.  

By  Christian  Schluter 
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ขอ้สนเทศวิจยั 

A "SECOND OPINION" ON THE ECONOMIC 
HEALTH OF THE AMERICAN MIDDLE CLASS  

BEHAVIORAL RESPONSES TO TAXPAYER 
AUDITS: EVIDENCE FROM RANDOM TAXPAYER 
INQUIRIES  

 Researchers considering levels and trends in the resources  
available to the middle class traditionally measure the pre-tax cash   
income of tax units or the pre-tax, post-transfer, size-adjusted income 
of households. Choices regarding the income measure and sharing 
unit to be analyzed, as well as other methodological choices, carry   
significant implications for assessing income trends. In particular, we 
show that focusing on tax units rather than households and not      
adjusting for sharing unit size greatly reduces measured growth in 
middle class income, as does excluding the effect of taxes and the    
value of in-kind benefits. As an example, we demonstrate how much 
these distinctions change the observed distribution of benefits from 
the tax exclusion of employer provided health insurance.  

By  Richard V. Burkhauser, Jeff Larrimore, Kosali I. Simon  

 This paper argues that random audit programs provide      
income taxpayers with information that alters their perceptions of, 
and hence their behavioral responses to, audits. Comparing samples 
of randomly selected audited and non-audited UK taxpayers, the 
evidence confirms predictions that audited taxpayers found to be 
"compliant" reduce their subsequent compliance. The opposite    
response is observed for taxpayers found to be "noncompliant." The 
results highlight the importance of testing separately the responses 
of taxpayers    facing different opportunities and incentives to evade 
tax in  order to avoid conflating their different effects, and to reveal 
both positive and negative indirect revenue effects from random  
auditing.  

By  Norman Gemmell, Marisa Ratto  
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PROFIT TAXATION AND THE ELASTICITY OF THE CORPORATE 
INCOME TAX BASE: EVIDENCE FROM GERMAN CORPORATE 
TAX RETURN DATA  

SUBSIDIZING CHARITABLE CONTRIBUTIONS WITH A MATCH 
INSTEAD OF A DEDUCTION: WHAT HAPPENS TO DONATIONS 

 The federal government delivers substantial college aid through the tax code. The   
designs of the Lifetime Learning tax credit and the tuition deduction may make them       
particularly useful to older students. This paper investigates how these provisions affect     
college attendance of individuals in their 30s and 40s. Using panel data and fixed effects   
instrumental variable estimation, I find no effect on adult college attendance or degree   
completion. There is a positive effect on college attendance among a subsample, those whose 
1998 educational attainment fell short of earlier expectations. Overall, these results suggest 
that tax-based aid subsidizes inframarginal college attendance among adults.  

By Sara LaLumia  

 This paper estimates the elasticity of corporate taxable income with respect to the     
average corporate tax rate. To control for the endogeneity of the tax rate, we use an             
instrumental variable approach, calculating the counterfactual average tax rate that a          
corporation would have faced in a particular period had there been no endogenous change in 
corporate profits. This counterfactual rate is derived from a microsimulation model based on 
tax return data. A statistically significant and relatively large point estimate of the tax base 
elasticity implies that a reduction in the statutory corporate tax rate would reduce corporate 
tax receipts less than proportionally. 

By  Nadja Dwenger, Viktor Steiner  

TAX PREFERENCES FOR HIGHER EDUCATION AND ADULT 
COLLEGE ENROLLMENT  

 The current U.S. income tax system subsidizes contributions to charities by allowing 
individual taxpayers to itemize and deduct contributions from taxable income. In effect,  
taxpayers can receive a rebate from the government based on the contributions they make to 
charitable organizations. Under one alternative system, the government matches the       
contributions of individual taxpayers at some rate between 0 percent and 100 percent. This 
paper explores the tax policy and administrative implications of matching rather than      
rebating contributions in a tax system with voluntary reporting. We conduct a novel        
experiment to examine both charitable giving and compliance behavior under the two     
regimes.  

By Marsha Blumenthal, Laura Kalambokidis, Alex Turk   

หนา้ 2 ขอ้สนเทศวิจยั 



FOR-PROFIT HIGHER EDUCATION: AN ASSESSMENT OF COSTS 
AND BENEFITS  

WHAT EXPLAINS TRENDS IN LABOR SUPPLY AMONG U.S. 
UNDERGRADUATES?  

 This paper provides a summary and analysis of the economics of the two-year,           
for-profit higher education sector. I highlight studies that have contributed to our               
understanding of this sector and assess its social costs and benefits. I generate a rough estimate 
of the annual per student cost to taxpayers of federal and state grant aid, appropriations, and 
contracts flowing to these institutions, as well as the cost of defaults on federally-subsidized 
student loans. I also estimate the out-of-pocket educational expenses and foregone earnings of 
for-profit students. I find that for-profit, two-year colleges cost taxpayers roughly $7,600 per 
year for a full-time equivalent student. Students bear most of the cost of their education, in 
the form of foregone earnings, tuition, and loan interest amounting to $51,600 per year. I 
contrast these costs with similar estimates for public community colleges, including the direct 
subsidization of the sector by state and local taxpayers. I find that community colleges cost   
taxpayers more than for-profits — about $11,400 per year — but students incur costs of only 
about $32,200 per year of attendance. Considering both public and private costs, community 
colleges are thus roughly $15,600 less expensive. For-profit college attendance would result in 
net benefits for students if earnings gains exceed 8.5 percent per year of education, while    
students in community colleges require minimum earnings gains of 5.3 percent per year of 
education to reap positive net benefits.  

By  Stephanie Riegg Cellini  

 Recent cohorts of college enrollees are more likely to work, and work substantially 
more, than those in the past. October Current Population Survey data reveal that average  
labor supply among 18- to 22-year-old, full-time undergraduates nearly doubled between 1970 
and 2000, rising from six hours to 11 hours per week. In 2000 over half of these "traditional" 
college students were working for pay in the reference week, and those who worked at all 
worked an average of 22 hours per week. After 2000, labor supply leveled off and then fell 
abruptly in the wake of the Great Recession to an average of eight hours per week in 2009. 
This paper considers several explanations for the long-term trend of rising employment —  
including changes in demographic composition and rising tuition costs — and considers 
whether the upward trend is likely to resume when economic conditions improve.  

By  Judith Scott-Clayton  
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STUDENT AID SIMPLIFICATION: 
LOOKING BACK AND LOOKING AHEAD  

 Each year, 14 million households seeking federal 
aid for college complete a detailed questionnaire about 
their finances, the Free Application for Federal Student 
Aid (FAFSA). With 116 questions, the FAFSA is almost as 
long as IRS Form 1040 and substantially longer than 
Forms 1040EZ and 1040A. Aid for college is intended to 
increase college attendance by reducing its price and    
loosening liquidity constraints. Economic theory,         
empirical evidence, and common sense suggest that    
complexity in applying for aid could undermine its ability 
to affect schooling decisions. In 2006, Dynarski and   
Scott-Clayton published in this journal an analysis of  
complexity in the aid system that generated considerable 
discussion in academic and policy circles. Over the next 
few years, complexity in the aid system drew the attention 
of the media, advocacy groups, presidential candidates, 
the National Economic Council, and the Council of    
Economic Advisers. A flurry of legislative and agency   
activity followed. In this article, we provide a five-year  
retrospective of what has changed in the aid application 
process, what has not, and the possibilities for future    
reform.  

By  Susan Dynarski, Mark Wiederspan  

Book Review: MODELLING CORPORATION TAX REVENUE  

 Book Review: MODELLING CORPORATION TAX REVENUE -- by John Creedy and 
Norman Gemmell (Edward Elgar Publishing, 2010, Northampton, MA, 288 pages). In       
Modelling Corporation Tax Revenue, John Creedy and Norman Gemmell provide an           
introduction into the use of microsimulation models in forecasting corporate tax revenues.  
Although the use of microsimulation models for the analysis of corporate taxation has a long 
history both inside and outside the government, there has been surprisingly little written on 
the problems that need to be addressed when constructing such a model. Most of the skills 
needed to do microsimulation seem to be passed on by word of mouth or trial and error. This 
book begins to correct that gap in the literature by providing a step-by-step discussion of the  
microsimulation model building process.  

By Robert Gillette  
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