UNIVERSITY OF OSLO
DEPARTMENT OF ECONOMICS
Exam: ECON4624 – Empirical Public Economics
Date of exam: Friday, November 25, 2016

Grades are given:

December 13, 2016

Time for exam: 09.00 a.m. – 12.00 noon
The problem set covers 6 pages (incl. cover sheet)
Resources allowed:
 No written or printed resources – or calculator - is allowed (except if you have been
granted use of a dictionary from the Faculty of Social Sciences)
The grades given: A-F, with A as the best and E as the weakest passing grade. F is fail.

This exam has two questions. Both should be answered and they have equal
weights. The exam includes five pages.

Problem 1: Supporting the poor (50%)
1. Bitler, Gelbach and Hoynes (BGH): “What Mean Impacts Miss: Distributional
Effects of Welfare Reform Experiments” examine a welfare reform that allowed
poor single mothers on welfare to keep more of the benefits if they earned
private income (up to a cap). They compare two programs: AFDC and Job
First. Figure 1 below gives a stylized representation of the budget set for
the two programs. In the Job First program clients can keep all benefits and
earnings up to the federal poverty line (FPL), if their private earnings goes
beyond FPL they lose all benefits (Budget line is A-F if earnings are below
FPL). In the AFDC program the government cuts back on benefits as soon as
the client start to earn money (budget line is A-B).
Explain the reasoning behind the following predictions related to labour supply
adjustments: Compared to AFDC, Job First will have
(a) no effect on private earnings for many of those who would have no earnings
under AFDC (in point A in Figure 1),
(b) a positive effect on those with some earnings (e.g. point C in Figure 1)
(c) a negative effect on those who would have relatively high earnings (e.g.
point D in Figure 1).
2. What is the effective marginal tax rate under the Job First program for a
person with earnings equal to FPL.
3. Bitler, Gelbach and Hoynes have data from a policy that randomizes clients to
AFDC and Job First. Why would it be difficult to estimate the effect of the
program if clients could choose their preferred program?
4. In Table 3 (page 3) BGH compares the mean of some individual characteristics

1

for those who are on AFDC and Job First. What should we expect to find if
randomization was successful, and what does Table 3 show?
5. If the two samples are not balanced in terms of individual characteristics, what
can be done to take account of this in the analysis of the program effect?
6. BGH use the quantile treatment effect (QTE) to estimate the hetereogenous
effects of the Job First program. Explain briefly how the QTE estimator works
and the findings in Figure 3 below.
7. Discuss this statement: “A limitation of the BGH analysis is that they only
examine how the Job First program affect those who already are on benefits.
(Hint: entry-exit).

Problem 2: Tax incidence (50%)
1. Imagine that in September 2014 the municipality of Oslo introduced a 15 %
tax on restaurant meals served within Ring 1 (a sharp and clearly defined city
center in Oslo). You are asked to analyze the incidence of that tax, how would
you proceed:
(a) What data will you collect to analyze the incidence of this tax (hint:
what are the prices that are likely be affected by this tax change, does the
time-perspective matter)?
(b) How would you analyze the data in order to identify the incidence of the
tax?
(c) Discuss if there are any threats to identification.
(d) External validity refers to the generalizability of the results found in one
particular study. Discuss the external validity of the results you may find
here.
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