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neighborhoods were affected by market 
indicators that were independent of those 
that influence the market prices in type-I 
neighborhoods. In order to investigate this, 
we use the synthetic control-group method 
originally developed in Abadie and 
Gardeazabel (2003). In this method, the 
control group is a weighted average of the 
type-II neighborhoods. The weights are 
chosen such that the house prices of the 
synthetic control group match the pre-trend 
of our treatment type-I neighborhood to the 
greatest extent possible. The underlying idea 
is that this also implies that the post-trend 
can be determined well by the synthetic 
control group before the murder had taken 
place. The results of this exercise are 
presented in Figure 2. The line labeled as 
prediction is the difference between the 
development of prices in the type-I 
neighborhoods and the corresponding 
development of the synthetic control group. 
This difference is small before the murder, 
indicating that the synthetic control group 
was able to mimic the price developments in 
the type-I neighborhoods before the murder 
had taken place. However, the prices in the 
synthetic control group increased more 
rapidly after the murder, which is reflected in 
the sharp decrease in our line. The results are 
similar to those of the difference-in-difference 
method. The line labeled as linear 
approximation comes from assuming linear 
effects over time. 

Explaining our results
If valuations for houses in type-I and 

type-II neighborhoods diverge after the 
murder because of ethnic preferences, we 
should see this in the ethnicity of buyers and 
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Figure 2: Estimated effects using synthetic control groups

The changes in house prices seem to have been driven 

mainly by changes in the preferences of natives,  

rather than those of Turkish or Moroccan homeowners



sellers. Table 1 lists the fraction of 
transactions that involved a buyer or seller of 
Turkish or Moroccan background, both before 
and after the murder. Note that the 
percentages indicate that 9 percent of the 
buyers and 4 percent of the sellers are from 
Turkish or Moroccan origin. This is very low, 
given the fact that at least 25 percent of the 
inhabitants fall into this category. This 
indicates that the changes in house prices are 
driven mainly by changes in the preferences 
of natives, rather than those of Turkish or 
Moroccan homeowners.

Table 1 shows that in type-I 
neighborhoods, the net infl ow of Turkish/
Moroccan dwellers changed from about 3% 
(8.12 - 5.14) of all transactions before the 
murder to 6% (9.87-3.75) after the murder. 
The t-value of the diff erence is 2.50. In type-II 
neighborhoods, the changes are a lot smaller 
and not statistically signifi cant (an increase in 
net fl ow from 1% to 1.6%). The t-value of the 
DID estimate of net compositional changes in 
type-I and type-II neighborhoods before and 
after the murder is 1.84. This implies that 
non-minority inhabitants were leaving type-I 
neighborhoods, while minorities were 
entering these neighborhoods.

Table 1: Buyers and sellers, before and after the murder

Total Before After T-value

Type-I neighborhoods

Buyers 9.29 8.12 9.87 1.88

Sellers 4.25 5.14 3.75 -1.64

Type-II neighborhoods

Buyers 1.97 1.88 2.04 0.31

Sellers 0.59 0.81 0.42 -1.16

References
Abadie, A. and S. Dermisi (2008), Terrorism eroding 

agglomeration economies in central business 

districts? Lessons from the offi  ce real estate market 

in downtown Chicago, Journal of Urban Economics 

64, 451-463.

Abadie, A. and J. Gardeazabel (2003), The economic 

cost of confl ict: A case study of the Basque country, 

American Economic Review, 93, 113-132.

Blundell, R. and M. Costa-Dias (2000), Evaluation 

methods for non-experimental data, Fiscal Studies 

21, 427-468.

Gautier, P.A., A. Siegmann and A.P. van Vuuren 

(2009), Terrorism and attitudes towards minorities: 

the eff ect of the Theo van Gogh murder on house 

prices in Amsterdam, Journal of Urban Economics 

65, 113-126.

Chay, K.Y. and M. Greenstone (2005) Does air 

quality matter? Evidence from the housing market, 

Journal of Political Economy 113, 376-424.

SCP, Social and Cultural Planning Offi  ce of the 

Netherlands (2006), Annual Report on Integration 

2005 (in Dutch). Internet appendix to chapter 11.

 tinbergen magazine 19, spring 2009

16



Letters from Alumni
life after the PhD thesis defense

lIoulia Ossokina 

graduated in 2003 

with a thesis entitled 

“Environmental Policy 

and Environment-

saving Technologies. 

Economic aspects of 

policymaking under 

uncertainty” 

On the interface of policy and science
Ioulia Ossokina*

Since my early undergraduate years I have been interested in applying scientifi c insights to 
solving real-world policy problems. This interest grew during my PhD years, when I built 
theoretical models to explain why politicians sometimes make policy choices that are not seen as 
optimal by economists, and also worked on several empirical projects for Dutch ministries. After 
I fi nished the PhD, it therefore seemed to be a logical step to apply for a job at CPB Netherlands 
Bureau for Economic Policy Analysis, an independent thinktank for the Dutch government and 
the offi  cial body for economic policy analysis in the Netherlands.

For the last six years my work at CPB has involved research in the domain of regional and 
spatial economics. During this time I have worked on various research projects: construction of 
CPB scenarios for long-term regional development; project appraisal of large land development 
initiatives that are to be fi nanced with public money; analysis of demand and supply in the 
higher segments of the urban housing market, etc. Furthermore, I was part of a team that started 
a new research direction aiming at empirically estimating the geographical range of the benefi ts 
of local public goods. What all of these studies (some of which provided an answer to a question 
posed by a ministry, others initiated by CPB) have in common is that they aim at providing 
information that supports the policymaking process. 

Six years is actually quite a lot of time. Several fresh PhD graduates that started together 
with me have left in the meantime. Some went back to academia, as they longed for more 
freedom of research. Others became civil servants at diff erent ministries or moved to the more 
dynamic world of consultancy, with short deadlines and higher pay. However, many PhDs (and I 
am one of these) chose for a long-term employment relationship with CPB. What makes CPB 
attractive for us? I think the main factor is the possibility to perform academic research that is 
socially relevant, has exposure in the policy world and has impact on policymakers. Other 
important factors include high quality requirements with regard to the output, a stimulating 
research environment with like-minded colleagues and access to academic journals and libraries, 
and at the same time the possibility to combine work on short-term policy-initiated projects with 
long-term academic research. 

Let me assure you that my connection with 
Tinbergen Institute is still strong. As a TI alumnus 
and chair of the board of the TI alumni association I 
appreciate and enjoy greatly the many business and 
personal contacts CPB has with Tinbergen Institute. 
TI courses are open to CPB employees, for example, 
and joint seminars and conferences are regularly 
organized. Moreover, many CPB colleagues share the 
same TI past— and even CPB director Coen Teulings 
used to be director of Tinbergen Institute not so very 
long ago. 
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24. 
Pricing in Bertrand 
competition with 
increasing marginal 
costs

One of the oldest paradoxes 
in the theory of oligopolistic 
competition is that, when 
marginal costs are constant, 
the competitive zero-profit 
equilibrium emerges even in 
very narrow markets with 
only two competitors. When 
marginal costs are increasing 
the paradox disappears, but 
equilibrium analysis leaves 
us with an embarrassment of 
riches, since there are multiple 
equilibria covering a wide 
interval of equilibrium prices. 
This indeterminacy makes it 
difficult to a priori identify 
the effect of increasing 
competition on prices. This 
paper tackles the equilibrium 
selection problem empirically 
by presenting results of 
experiments in which two, 
three and four identical firms 
repeatedly interact. 
Competition is indeed found 
to be good for consumers: 
more firms lead to lower 
average prices. However, 
prices remain substantially 
above the perfectly 
competitive equilibrium, in 
contrast to the constant 
marginal costs case. With 
more than two firms, the 
predominant market price is 
one that is not predicted by 
conventional equilibrium 
theories (it is 24). We then 
set out to investigate the 
behavioural forces leading to 
this particular price. Two 

alternative hypotheses 
suggest themselves from the 
data: The phenomenon can 
either be captured by a simple 
imitation model or clarified 
by a focal point explanation. 
For the long run, the imitation 
model predicts that prices 
converge to the perfectly 
competitive outcome. Data 
from three new treatments 
are then used to properly 
test the influence of imitation 
and focality. Both forces are 
found to be present: The 
focal point prevails when it 
involves satisfying (although 
not maximum) profits. Its 
attraction lies in the avoidance 
of costly miscoordination in 
the price-finding process. If 
the focal point price is 
unattractive, then a dynamic 
imitation heuristic is used 
that leads to the price of 24. 
The subjects in the paper act 
in a boundedly rational, yet 
intelligent way. Further, 
imitation dominates in large 
markets with a long 
interaction.

l l l l l l

Klaus Abbink (UvA); Jordi 

Brandts (Universitat Autònoma 

de Barcelona), 2008, 24. Pricing 

in Bertrand competition with 

increasing marginal costs, 

Games and Economics Behavior, 

63(1), 1-31.
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Market liquidity, 
investor 
participation, and 
managerial 
autonomy: 
Why do firms go 
private?

Should corporations be 
exchange-listed (i.e. publicly 
held) or privately held? This 
is a crucial question both 
from an academic point of 
view (theories are scant) and 
from a practical point of 
view. Recent events have 
brought these ownership 
issues into the spotlight. The 
growth of the private equity 
industry has encouraged firms 
to de-list; simultaneously, the 

strict(er) regulation of public 
equity markets (e.g. the 
Sarbanes-Oxley Act) may 
have elevated the costs of 
being listed.
The paper develops a theory 
that assigns centre stage to 
the ‘elbow room’ that 
management needs to 
optimally manage the firm. 
Key in this work is how 
investor participation and 
the potential interaction 
between investor participation 
and firm participation affect 
a publicly traded firm’s choice 
of whether to stay public or 
go private. Investors have 
different beliefs about what 
is best for the firm, and this 
can lead to disagreement 
between (and among) 
investors and the firm’s 
management. Investors 
optimally give the manager 
some decision-making 
discretion or autonomy to 
overcome such disagreement 
and pursue the project-choice 
decision he thinks is best. 
The “butter and knife” in the 
trade-off that determines 
ownership choice are 
essentially one and the same: 
namely, the greater liquidity 
of public ownership relative 
to private ownership. 
Whereas this greater liquidity 
generates a relative benefit 
for public ownership by 
lowering the firm’s cost of 
capital, it also generates a 
relative disadvantage for 
public ownership by creating 
greater uncertainty about the 
firm’s ownership base.
This is the first paper that 
highlights the potential 
importance of stability in a 
firm’s ownership base. It 
helps explain private 
ownership and lock-up 
agreements for shareholders 
in publicly held firms. 
Several predictions follow 
about the likelihood of 
publicly traded firms going 
private relative to their share 
price and volatility, stock 
price effects resulting from 
privatisation announcements, 
the impact of enlarging 
investor participation in the 
public equity market, premia 

above the pre-transaction 
stock prices upon going 
public, and the age of firms 
going public.

l l l l l l

Arnoud W.A. Boot (UvA), 
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discussion papers

Dynamic factor 
analysis in the 
presence of missing 
data

As more data become 
available to researchers it is 
often of interest to summarise 
the information in a dataset. 
Factor models allow the 
information of a large cross-
section of observed variables 
to be summarised into a 
small number of unobserved 
factors. Traditionally, principal 
component analysis has been 
used to estimate these models 
and to obtain estimates of 
the unobserved factors. 
Recent advances in the 
econometric literature have 
renewed interest in the use of 
maximum likelihood 
estimation for high-
dimensional models; see 
Doz, Giannone and Reichlin 
(2006) and Reis and Watson 
(2008). In many applications 
the number of available 
variables is large and the 
model depends on quite a 
number of parameters. The 
task of signal extraction and 
parameter estimation is 
therefore challenging in 
various respects. State space 
formulations make it easier 
to obtain minimum mean 
square estimates of the 
factors together with the 
corresponding mean square 
errors using the Kalman filter 

papers in journals
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and smoother recursions. The 
methods can be implemented 
in a computationally efficient 
way; see Jungbacker and 
Koopman (2008). However, 
these model representations 
are not valid in the presence 
of missing data; see also the 
discussion in Banbura and 
Modugno (2008). This paper 
addresses this problem by 
developing a low-dimensional 
linear state space model with 
time-varying state 
dimensions. It allows the 
Kalman filter and related 
smoothing methods to 
produce optimal estimates in 
a computationally efficient 
way in the presence of 
missing data. The model is 
discussed in detail, together 
with the implementation of 
methods for signal extraction 
and parameter estimation. 
The computational gains of 
the new devices are presented 
based on simulated datasets 
with varying numbers of 
missing entries.
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By Borus Jungbacker (VU A); 
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Labour supply and 
commuting: 
Implications for 
optimal road taxes

Does the number of hours 
worked depend on the 
commuting costs of the 
workers concerned? The 
answer to this question is 
relevant because commuting is 
one of the main contributors 
to road congestion. 
Economists usually advocate 
the use of road pricing to 
address the external costs of 
congestion. In an economy 
with distortionary income 
taxes, workers supply fewer 
hours than would be the case 
if there were no distortionary 
income taxes. One of the main 
consequences is that the 
introduction of road pricing 
may not be such a good idea 
if the revenues of road pricing 
are not used to reduce the 
level of distortionary income 
taxes, because the road tax 
reduces the number of hours 
worked even more.
The main finding of the 
current study using data for 
Germany is that higher 
commuting costs do not 
reduce the number of hours 
worked per week. Evidence is 
found that workers facing high 
commuting costs reduce the 
number of days worked, but 
simultaneously increase the 
number of hours worked per 
day. This finding suggests that 
recycling of revenues of road 
pricing to decrease the income 
tax level is not essential when 
road pricing is introduced. 

l l l l l l

By Eva Gutierrez-i-Puigarnau 
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Socioeconomic 
differences in health 
over the life cycle in 
an egalitarian country

A strong relationship between 
health and socioeconomic 
status has been firmly 
established in the literature. 
Yet, partly due to the multi
dimensional and dynamic 
nature of both variables, the 
causal mechanisms connecting 
them are poorly understood. 
Does low economic status in 
early life lead to the develop
ment of health problems in 
middle and later life? Or, 
does poor health interfere 
with the acquisition of 
education and, subsequently, 
the chances of securing, or 
holding onto, a well-paid 
job? A life-cycle perspective 
is necessary to address such 
questions and allows 
investigation of whether the 
socio-economically 
disadvantaged not only start 
with a lower health status, 
but also experience more 
rapid deterioration in health 
as they age.
The analysis demonstrates 
that in the Netherlands socio-
economic differences in 
health widen until late 
middle age before narrowing 
in old age. This is remarkably 
similar to the US, despite the 
stark differences that exist in 
social welfare and health 
insurance systems. This 
suggests that fundamental 
mechanisms linking age, 
health, income and education, 
which are relatively 
unresponsive to policy 
parameters, may be 
responsible for these 
relationships. Two mechanisms 
are emerging as particularly 
important in understanding 
socioeconomic differences in 
health. First, there is a large 
effect of health on income 
that operates through 
employment and grows with 
age until voluntary retirement 
begins to dominate health as 
the main reason for labour-
force withdrawal. Second, 
there is a life-long effect of 
education on health. 

The paper also asserts that 
although socioeconomic 
differences in health first 
diverge, then reach a peak 
around retirement age, and 
then converge in old age, 
there are clear signs that the 
socioeconomically 
disadvantaged in practice 
suffer a double jeopardy in 
health. The convergence 
after retirement partly stems 
from selective mortality— 
only the robust group in the 
lower socio-economic classes 
survive, so that health 
differences seem to converge. 
It also reflects the fact that 
relatively high incomes are 
less strongly related to 
health after middle age, due 
to withdrawal from the 
labour force for non health-
related reasons.

l l l l l l
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Firm formation with 
complementarities: 
The role of the 
entrepreneur

Bill Gates, Steve Jobs, Henry 
Ford— entrepreneurs with 
creativity, foresight and 
managerial talent that allowed 
them to build large enterprises 
employing thousands of 
workers in complex 
hierarchies. The kebab seller 
in front of our university, 
however, is an entrepreneur 
running his stand not 
because of his outstanding 
talents, but because this is 
probably the only way for 
him to make a living. 
Earlier economic theories 
treated occupational choice, 
job matching and the 
emergence of different types 
of firms separately. As a 
result, they have trouble 
explaining a number of real-
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world phenomena. For 
example, why do Bill Gates 
and the kebab seller both 
choose to become 
entrepreneurs? And why can 
Bill Gates hire highly skilled, 
creative and productive 
managers who prefer working 
for Microsoft rather than 
starting their own firm? 
This article proposes a model 
that makes it possible to 
analyse simultaneously the 
occupational choices of 
heterogeneous individuals  
(i.e. entrepreneurship or 
wage employment), the firms 
that come into existence, job 
matching (i.e. which worker 
works in which firm in which 
job), and the payoffs of 
entrepreneurs and employees. 
Equilibrium firms are efficient 
and turn out to vary in size 
and organisational complexity, 
maximising complementarities 
among workers as a result of 
profit-maximising entrepre
neurial choices. The model 
provides unique insights into 
the compensation of managers 
at different levels of a firm’s 
hierarchy and how these 
payoffs compare to entrepre
neurial profits. Furthermore, 
the model can explain why 
and under which 
circumstances workers within 
a firm will be substitutes or 
complements to each other. 
The model takes William 
Baumol’s call for introducing 
entrepreneurship into 
economic theory seriously.  
It allows studying the origins 
and consequences of 
entrepreneurship simulta
neously in an equilibrium 
model of rational choice.

l l l l l l
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theses

Poverty, risk and 
insurance: 
Evidence from 
Ethiopia and Yemen

The thesis explores three 
issues that are essential for 
economic development: 
Poverty, risk and insurance. 
Poverty is one of the world’s 
biggest problems. In 2001, 
about one-fifth of the world’s 
population (1.1 billion people) 
lived on less than one dollar 
per day, and about 2.7 billion 
people lived on less than two 
dollars per day. Risk, which is 
one of the causes and aspects 
of poverty, is the main issue 
investigated. The analyses 
are from a micro point of 
view and in the setting of 
rural areas in developing 
countries. The findings in the 
thesis provide theoretical and 
empirical evidence addressing 
the question whether and to 
what extent risk-reduction 
strategies (such as insurance) 
help rural households in 
developing countries improve 
their welfare and stimulate 
growth.
One important risk-coping 
strategy for rural households 
is getting transfers from 
their friends and relatives. 
However, empirical evidence 
in the thesis suggests that 
rural households in Ethiopia 
are not able to cope with risk 
through their own risk-
sharing networks. Another 
important strategy is asset 
accumulation. This strategy 
has its limitations and comes 
at a great cost. It is found 
that the expected value of 
household assets in 
households under risk at the 
end of a 90-year simulation 
period is 46% lower than it 
would be in the risk-free 
case. Risk therefore not only 
brings volatility in 
consumption but also lowers 
growth on average and has a 
persistent effect on 
household welfare. These 
findings support the 

implementation of an 
insurance scheme in rural 
areas of developing 
countries. The last part of 
the thesis is on a different 
topic. It investigates an issue 
in poverty measurement and 
explores several methods to 
improve the measurement of 
poverty at disaggregated 
levels.

l l l l l l

Thesis: “Poverty, risk and 

insurance: Evidence from 

Ethiopia and Yemen” by Lei Pan

Published in the Tinbergen 
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Essays on 
endogenous 
economic policy

Policies often seem to 
disregard public welfare and 
favour instead specific 
narrow interests. A frequent 
explanation is that 
policymaking can be 
influenced by the strategic 
activities of specific interest 
groups, or lobbies. Essays 
presented in this thesis show 
that the ability of the latter 
to affect the political 
outcome depends heavily on 
the institutional framework. 
Most economic models 
restrict the influence of 
interest groups to a single 
agent. However, public 
policies are shaped by the 
choices of more actors 
interacting at the same 
political or administrative 
tier, or across different tiers 
(e.g. central and local 
governments, legislators and 
bureaucrats). The existence 
of several political decision-
makers gives the interest 
groups more opportunities 
for lobbying but also makes 
lobbying at a single tier less 
decisive. A key result is that 
the existence of multiple 
tiers of decisions often 
reduces the overall gains 
from lobbying and, therefore, 
the incentives for interest 
groups to exert influence. 
An additional essay 

investigates the impact of 
immigration on the political 
influence of interest groups 
and on redistributive 
policies. In the model, 
immigrant workers have a 
negative impact on labour 
price and a positive one on 
capital price. Regarding the 
political effects, immigrants 
have an ambiguous impact 
on the political weight of the 
labour union: they increase 
the size of the union, making 
it more relevant for the 
government, but also reduce 
union homogeneity, 
weakening its ability to 
organize for lobbying. The 
concession of voting rights 
may favour integration 
between immigrants and 
native workers and 
strengthen the political 
influence of labour. In such a 
case, immigration may be 
beneficial overall both for 
workers and capital owners. 
In particular, workers gain 
political influence and may 
obtain, through a policy of 
redistribution, a 
compensating share of the 
economic benefits that 
capital owners get from 
immigration. 

l l l l l l

 Thesis: ‘Essays on  

endogenous economic policy’ 

by Isidoro Mazza,

Published in the Tinbergen 

Institute Research Series #443
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