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Programme

Thursday 9.2.2012
9:00-17:00

Registration (Tervahovi, Mathilda lobby)

9:30-9:45

Opening words (TER/B201 Wolff)

10:00-11:50

Parallel Sessions I
1a Ageing, Disability and Public Finance (TER/D119)
1b Economic Growth (TER/B203 KPO)
1c Emerging Markets (TER/C203 Kurtén)
1d Employment (TER/D103 Wetteri)
1e Microtheory (TER/A201 Palomäki)
1f Taloustieteen opetus (TER/D218)

11:50-12:00

Break

12:00-13:00

Special Session I –”Time Series Econometrics”
Pentti Saikkonen, Timo Teräsvirta (TER/B201 Wolff)

13:00-14:00

Lunch Break

14:00-16:00

Parallel Sessions II
2a Environmental Economics I (TER/D218)
2b Banking (TER/A201 Palomäki)
2c Bargaining and Trading Under Incomplete Information (TER/D103 Wetteri)
2d Business Cycles (TER/B203 KPO)
2e Political Economy (TER/C203 Kurtén)
2f Productivity and Wages (TER/D119)

16:00-16:30

Coffee (Tervahovi, Mathilda lobby)

16:30-18:00

Plenum (TER/B201 Wolff)
Professor Per Krusell, Stockholm University
“Quantitative Macroeconomic Theory with Heterogeneous Agents:
The Role of Labor Supply over the Business Cycle”

18:00-19:00

Break

19:00-20:00

Reception hosted by the city of Vaasa, Ostrobothnian Museum

20:30-24:00

Conference dinner, Restaurant Bacchus

Friday 10.2.2012
9:30-11:00

Special Session II – “Suomen talouden tila ja tulevaisuuden haasteet”
Mari Kiviniemi, Sixten Korkman, Jorma Ollila, Johnny Åkerholm (TER/B201 Wolff)

11:00-11:15

Break

11:15-12:45

Parallel Sessions III
3a Asuntomarkkinat ja kotitalouksien velkaantuminen (TER/B203 KOP)
3b Education (TER/D103 Wetteri)
3c Empirical Labour (TER/D119)
3d Environmental Economics II (TER/D218)
3e Macroeconomics (TER/C209 Atria)
3f Public Economics (TER/A201 Palomäki)

12:45-13.30

Lunch Break

13:30-15:00

Parallel Sessions IV
4a Central Banking and Empirical Finance (TER/A201 Palomäki)
4b Development Economics (TER/D103 Wetteri)
4c Long-run Macroeconomics (TER/D119)
4d Regional Economics (TER/B203 KOP)
4e Topics in Microeconomics (TER/D102 Säästöpankki)

Finnish Economic Association thanks University of Vaasa for providing the conference venue, the City of Vaasa for the
reception and for providing the conference material, and the Bank of Finland, Nordea Bank Finland, Jenny and Antti
Wihuri Foundation, Tieteellisten Seurain Valtuuskunta and Yrjö Jahnsson foundation for fnancial support.

PARALLEL SESSIONS I: Thursday 9.2.2012 10:00-11:50
TER/D119 Session 1a: Ageing, Disability and Public Finance
Chair: Risto Vaittinen (Finnish Centre for Pensions–Eläketurvakeskus)
Disability with partial insurance in production economies
Tomi Kortela (University of Turku)
Discussant: Juha Tuomala (Government Institute for Economic Research–VATT)
Experience rating and the pattern of disability pension incidence
Juha Tuomala (Government Institute for Economic Research), Tomi Kyyrä
Discussant: Tomi Kortela (University of Turku)
Financial crisis and public fnances in Finland–a generational accounting perspective
Risto Vaittinen (Finnish Centre for Pensions–Eläketurvakeskus), Reijo Vanne
Discussant: Jukka Railavo (Bank of Finland)
Väestön ikääntymisen taloudellisten kokonaisvaikutusten tarkastelu yleisen tasapainon mallilla
Jukka Railavo (Bank of Finland), Helvi Kinnunen
Discussant: Risto Vaittinen (Finnish Centre for Pensions–Eläketurvakeskus)

TER/B203

Session 1b: Economic Growth
Chair: Hannu Piekkola (University of Vaasa)
Changes instead of levels–the relationship between changes in inequality and subsequent growth
Elina Tuominen (University of Tampere)
Discussant: Pasi Ikonen (Bank of Finland)
Effect of venture capital investments on economic growth – a cross-country study
Pasi Ikonen (Bank of Finland)
Discussant: Hannu Piekkola (University of Vaasa)
Intangible capital agglomeration and economic growth: an analysis of regions in Finland
Hannu Piekkola (University of Vaasa)
Discussant: Elina Tuominen (University of Tampere)

TER/C203 Session 1c: Emerging Markets
Chair: Iikka Korhonen (Bank of Finland)
Credit supply in China: an empirical study of listed companies
Risto Herrala (Bank of Finland), Yandong Jia
Discussant: Karolin Kirschenmann (Aalto University)
Bank funding, securitization and loan terms: evidence from foreign currency lending
Karolin Kirschenmann (Aalto University), Martin Brown, Steven Ongena
Discussant: Koen Schoors (University of Ghent and BOFIT)
Determinants of output volatility: evidence from Russian regions
Zuzana Fungáčová (Bank of Finland), Jarko Fidrmuc and Markus Eller
Discussant: Irina Andrievskaya (University of Verona and BOFIT)

PARALLEL SESSIONS I: Thursday 9.2.2012 10:00-11:50 cont'd
TER/D103 Session 1d: Employment
Chair: Juuso Vanhala (Bank of Finland)
Evaluation of the Finnish employment promotion program
Jouko Verho (The Social Insurance Institution in Finland – Kela, tutkimusosasto), Tomi Kyyrä
Discussant: Boele Bonthius (European Central Bank)
Unemployment insurance eligibility requirements and the duration of unemployment
Jenni Kellokumpu (University of Jyväskylä, JSBE), Hanna Pesola
Discussant: Jouko Verho (The Social Insurance Institution in Finland – Kela, tutkimusosasto)
Matkailutulo ja -työllisyys Satakunnassa, Porin seutukunnassa ja sen kunnissa 2009 ja 2010
Saku Vähäsantanen (Turku School of Economics at the University of Turku, Pori), Ari Karppinen
Discussant: Jenni Kellokumpu (University of Jyväskylä, JSBE)
What’s going on behind the euro area Beveridge curve?
Boele Bonthuis (European Central Bank), Juuso Vanhala, Valerie Jarvis
Discussant: Mika Kuismanen (Ministry of Finance)

TER/A201 Session 1e: Microtheory
Chair: Marko Terviö (Aalto University)
Signaling quality via delayed trade
Saara Hämäläinen (University of Helsinki)
Discussant: Marko Terviö (Aalto University)
Subgame perfection with and without shallow-lake dynamics
Mitri Kitti (University of Turku)
Discussant: Topi Miettinen (Hanken School of Economics)
Optimism and false consensus in social cooperation
Topi Miettinen (Hanken School of Economics)
Discussant: Mitri Kitti (University of Turku)
Learning and turnover in an imperfect labor market
Marko Terviö (Aalto University)
Discussant: Hannu Vartiainen (University of Helsinki)

TER/D218 Session 1f: Taloustieteen opetus
Chair: Panu Kalmi (University of Vaasa)
Oppijalähtöinen, yhteisöllinen työn taloustieteen opetus
Mika Haapanen ( University of Jyväskylä, JSBE)
Discussant: Jaakko Simonen (University of Oulu)
Instituutiotaloustiede ‒ tavoitteena laajentaa taloustieteen substanssia ja monipuolistaa sen menetelmiä
Martti Vihanto (University of Turku)
Discussant: Panu Kalmi (University of Vaasa)
Verkostoalustat taloustieteen opetuksessa
Rauli Svento (University of Oulu)
Discussant: Panu Kalmi (University of Vaasa)
Taloudellinen lukutaito taloustieteen peruskurssin tavoitteena
Panu Kalmi (University of Vaasa)
Discussant: Rauli Svento (University of Oulu)

PARALLEL SESSIONS II: Thursday 9.2.2012 14:00-16:00
TER/D218 Session 2a: Environmental Economics I
Chair: Anni Huhtala (Government Institute for Economic Research–VATT)
Supply of timber from an age-structured forest
Jussi Lintunen (Finnish Forest Research Institute–Metla)
Discussant: Marita Laukkanen (Government Institute for Economic Research–VATT)
Finnish agri-environmental policy’s impact on farming practices and agricultural water pollution
Marita Laukkanen (Government Institute for Economic Research), Celine Nauges
Discussant: Jussi Lintunen (The Finnish Forest Research Institute–Metla)
Is water quality capitalized into values of recreational properties in Finland?
Anni Huhtala (Government Institute for Economic Research–VATT), Janne Artell
Discussant: Leena Kerkelä (Pellervo Economic Research–PTT)

TER/A201 Session 2b: Banking
Chair: Ilkka Kiema (University of Helsinki)
Risk, capital buffers and bank lending: a granular approach to the adjustment of euro area banks
Mervi Toivanen (Bank of Finland), Laurent Maurin
Discussant: Ilkka Ylhäinen (University of Jyväskylä, JSBE)
Credit market imperfections, small business fnance, and public policy
Ilkka Ylhäinen (University of Jyväskylä, JSBE)
Discussant: Rinat Mukminov (Hanken School of Economics)
Deposit market competition and incentives of banks to screen loan applicants
Rinat Mukminov (Hanken School of Economics)
Discussant: Ilkka Kiema (University of Helsinki)
How capital and leverage requirements may have spurred securitization and affected bank stability
Ilkka Kiema (University of Helsinki), Esa Jokivuolle
Discussant: Mervi Toivanen (Bank of Finland)

TER/D103 Session 2c: Bargaining and Trading under Incomplete Information
Chair: Klaus Kultti (University of Helsinki)
Mechanism design without commitment: application to bilateral bargaining
Hannu Vartiainen (HECER, University of Helsinki)
Discussant: Hannu Salonen (University of Turku)
On Markovian cake sharing problems
Hannu Salonen (University of Turku)
Discussant: Klaus Kultti (University of Helsinki)
High price signals high quality
Mats Godenhielm (University of Helsinki), Tuomo Virkola
Discussant: Saara Hämäläinen (University of Helsinki)
Low price signals high capacity
Klaus Kultti (University of Helsinki), Eva Mauring
Discussant: Mats Godenhielm (University of Helsinki)

TER/B203

Session 2d: Business Cycles
Chair: Antti Ripatti (University of Helsinki)
Interest rates and business cycles in emerging economies: the role of fnancial frictions
Adam Gulan (Bank of Finland), Andres Fernandez Martin
Discussant: Alexandra Maslowska (University of Turku)
Firm default shock and the correlation between labor productivity and hours worked
Lauri Vilmi (Bank of Finland)
Discussant: Adam Gulan (Bank of Finland)
Bank capital, entrepreneurial capital, and macroeconomic dynamics
Antti Ripatti (University of Helsinki), Markus Haavio, Tuomas Takalo
Discussant: Lauri Vilmi (Bank of Finland)

TER/C203

Session 2e: Political Economy
Chair: Kaisa Kotakorpi (University of Tampere)
Voters are rational –a regression discontinuity test for the rational voting hypothesis
Janne Tukiainen (HECER, Government Institute for Economic Research–VATT), Teemu Lyytikäinen
Discussant: Achillefs Papageorgiou (University of Tampere)
A spatial model analysis of Finnish elections 2011
Achillefs Papageorgiou (University of Tampere)
Discussant: Janne Tukiainen (HECER, Government Institute for Economic Research–VATT)
Long term fscal policy: elected vs. appointed policy makers
Jenni Jaakkola (University of Turku)
Discussant: Kaisa Kotakorpi (University of Tampere)
Returns to offce in a proportional system
Kaisa Kotakorpi (University of Tampere), Panu Poutvaara, Marko Terviö
Discussant: Jenni Jaakkola (University of Turku)

TER/D119 Session 2f: Productivity and Wages
Chair: Antti Kauhanen (The Research Insitute of the Finnish Economy–ETLA)
Intangible capital and the productivity-wage gap in Finland
Mikko Lintamo (University of Vaasa)
Discussant: Mari Kangasniemi (Labour Institute for Economic Research–PT)
Firm productivity and wages: evidence from Finnish twin data
Anni Nevalainen (University of Jyväskylä, JSBE)
Discussant: Mika Haapanen (University of Jyväskylä, JSBE)
Micro-components of aggregate wage dynamics
Antti Kauhanen (The Research Institute of the Finnish Economy), Mika Maliranta
Discussant: Juuso Vanhala (Bank of Finland)

PARALLEL SESSIONS III: Friday 10.2.2012 11:15-12:45
TER/B203

Session 3a: Asuntomarkkinat ja kotitalouksien velkaantuminen
Chair: Petri Mäki-Fränti (Bank of Finland)
Kotitalouksien velkaantumiseen ja asuntomarkkinoiden kehitykseen vaikuttaminen: makrovakaustyökalut
Jukka Vauhkonen (Bank of Finland), Hanna Putkuri
Discussant: Petri Mäki-Fränti (Bank of Finland)
Suomen asuntohintakehitys ja siihen vaikuttavat tekijät
Jarkko Kivistö (Bank of Finland)
Discussant: Jukka Vauhkonen (Bank of Finland)
Kotitalouksien taloudellinen liikkumavara Suomessa
Petri Mäki-Fränti (Bank of Finland)
Discussant: Jarkko Kivistö (Bank of Finland)

TER/D103 Session 3b: Education
Chair: Tuomas Pekkarinen (Aalto University)
Does it pay to work before graduation from higher education?
Hannu Karhunen (University of Jyväskylä, JSBE)
Discussant: Signe Jauhiainen (Pellervo Economic Research– PTT)
Does university quality affect students’ subsequent earnings? Evidence from Finland using feld-of-studyspecifc quality measures
Tuomo Suhonen (University of Jyväskylä, JSBE)
Discussant: Tuomas Pekkarinen (Aalto University)
Equality of opportunity and cognitive ability in the 20th century Norway
Tuomas Pekkarinen (Aalto University), Kjell G. Salvenes, Matti Sarvimäki
Discussant: Tomi Kyyrä (Government Institute for Economic Research–VATT)

TER/D119

Session 3c: Empirical Labour
Chair: Petri Böckerman (Labour Institute for Economic Research–PT)
The effects of spatially targeted enterprise initiatives: evidence from UK LEGI
Elias Einiö (SERC/London School of Economics), Henry Overman
Discussant: Petri Böckerman (Labour Institute for Economic Research–PT)
Heritability of public sector employment and public-private sector pay gaps: a Finnish twin study
Terhi Maczulskij (University of Jyväskylä, JSBE)
Discussant: Jaana Rahko (University of Vaasa)
Does high involvement management improve worker wellbeing?
Petri Böckerman (Labour Institute for Economic Research–PT), Alex Bryson, Pekka Ilmakunnas
Discussant: Antti Kauhanen (The Research Insitute of the Finnish Economy–ETLA)

TER/D218 Session 3d: Environmental Economics II
Chair: Mika Kortelainen (Government Institute for Economic Research–VATT)
Clean development mechanism and low carbon development: a revisit
Yongfu Huan (UNU-WIDER and Chinese Academy of Social Sciences), Jingjing He, Finn Tarp
Discussant: Antti Hyvärinen (University of Helsinki)
Willingness to pay for carbon labelled products: empirical evidence from scanner data
Mika Kortelainen (Government Institute for Economic Research–VATT), Jibonayan Raychaudhuri, Beatrice
Roussillon
Discussant: Anni Huhtala (Government Institute for Economic Research–VATT)

TER/C209

Session 3e: Macroeconomics
Chair: Juha Tervala (University of Turku)
Potentiaalisen tuotannon arviointi eAino-mallin avulla
Seppo Orjasniemi (Bank of Finland), Elisa Newby
Discussant: Heikki Kauppi (University of Turku)
Real time analysis of euro area fscal policies: adjustment to the crisis
Maritta Paloviita (Bank of Finland), Helvi Kinnunen
Discussant: Elisa Newby (Bank of Finland)
Tariff-tax reforms in large economies
Juha Tervala (University of Turku), Giovanni Ganelli
Discussant: Antti Ripatti (University of Helsinki)

TER/A201

Session 3f: Public Economics
Chair: Teemu Lyytikäinen (Government Institute for Economic Research–VATT)
Optimal income taxation and government preferences for redistribution in Finland
Olli Kärkkäinen (University of Tampere)
Discussant: Teemu Lyytikäinen (Government Institute for Economic Research–VATT)
Distributional and employment effects of the Finnish labour tax changes in the period 1996–2008
Markku Lehmus (Labour Institute for Economic Research–PT)
Discussant: Olli Kärkkäinen (University of Tampere)
Stamp duty and household mobility: Regression discontinuity evidence from the UK
Teemu Lyytikäinen (Government Institute for Economic Research–VATT), Christian Hilber
Discussant: Markku Lehmus (Labour Institute for Economic Research–PT)

PARALLEL SESSIONS IV: Friday 10.2.2012 13:30-15:00
TER/A201

Session 4a: Central Banking and Empirical Finance
Chair: Alexandra Maslowska (University of Turku)
Does surprise really matter? Unexpected central banks events and their effect on fnancial market
Alexandra Maslowska (University of Turku), Marianne Palmu
Discussant: Iikka Korkonen (Bank of Finland)
European Central Bank communication as a monetary policy forecaster
Marianne Palmu (University of Turku)
Discussant: Juuso Vataja (University of Vaasa)
Price-dividend ratios and stochastic discount factors: How the market discounts
Hannu Kahra (University of Oulu)
Discussant: Seppo Pynnönen (University of Vaasa)

TER/D103 Session 4b: Development Economics
Chair: Olli-Pekka Ruuskanen (University of Tampere)
Helping poor farmers to help themselves – Evidence from a group-based aid project in Mozambique
Susanna Sandström (Åbo Akademi University), Milla Nyyssölä, Jukka Pirttilä
Discussant: Olli-Pekka Ruuskanen (University of Tampere)
Productivity and effciency in East African non-life insurance industry
Olli-Pekka Ruuskanen (University of Tampere)
Discussant: Mika Kortelainen (Government Institute for Economic Research–VATT)

TER/D119

Session 4c: Long-run Macroeconomics
Chair: Pekka Tiainen (Ministry of Employment and the Economy)
Forecasting skill supply and demand in Europe to 2020: Contribution of skills, employment and productivity
as sources of future growth in Europe
Pekka Tiainen (Ministry of Employment and the Economy)
Discussant: Seppo Ruoho
Depression and protracted global economic crisis: What happened to global wealth and growth developments
in 2008-2011?
Seppo Ruoho
Discussant: Pekka Tiainen (Ministry of Employment and the Economy)

TER/B203

Session 4d: Regional Economics
Chair: Essi Eerola (Government Institute for Economic Research–VATT)
Suhdanteet ja alueellinen rakennemuutos
Leena Kerkelä (Pellervo Economic Research–PTT), Janne Huovari
Discussant: Essi Eerola (Government Institute for Economic Research–VATT)
Regional differences in housing price dynamics – a random effects panel data approach
Elias Oikarinen (Turku School of Economics at the University of Turku), Janne Engblom
Discussant: Petri Kuosmanen (University of Vaasa)
On the role of public price information in housing markets: evidence from a natural experiment in Finland
Essi Eerola (Government Institute for Economic Research–VATT), Teemu Lyytikäinen
Discussant: Elias Oikarinen (Turku School of Economics at the University of Turku)

TER/D102 Session 4e: Topics in Microeconomics
Chair: Hanna Willman-Iivarinen (University of Tampere)
Demand for opera tickets in the Finnish national opera
Laamanen, Jani-Petri (University of Tampere), Emmi Martikainen
Discussant: Otto Kässi (University of Helsinki)
Economics of smash-hit papers: spillover evidence from the 'Male Organ Incident'
Otto Kässi (University of Helsinki), Tatu Westling
Discussant: Jani-Petri Laamanen (University of Tampere)
Theory of Consumer Habits
Hanna Willman-Iivarinen (University of Tampere)
Discussant: Martti Vihanto (University of Turku)

Addresses and Transportation
Conference venue

University of Vaasa, Wolffntie 34, Tervahovi-building

Ostrobothnian Museum

Museokatu 3–4

Conference Dinner

Restaurant Bacchus, Rantakatu 4

Lunch restaurants

Restaurant Mathilda (Tervahovi), closed on Friday
Restaurant Wolffla (Wolffntie 35)
Others:
Café Buffetti (Fabriikki)
Café Oskar (Tritonia)
Café Techno (Technobothnia)
Cotton Club (Yliopistonranta 10)
Leison Café (Technobothnia)

Hotel

Radisson Blu Royal Hotel, Hovioikeudenpuistikko 18

Bus transportation

Thursday 9.2.2012
From Vaasa airport to University right after 8:20 plane has landed
From University to conference hotel after plenum (18:10)
Friday 10.2.2012
From conference hotel to University at 9:10
From University to city center/railway station and airport at 15:10

City Center and the University. All sessions are held in the Tervahovi building.

Abstracts
Session 1a: Ageing, Disability and Public Finance
Disability with partial insurance in production economies
Tomi Kortela (University of Turku)
We extend the standard Ramsey model by a precautionary saving motive and examine economy with the risk of permanent
loss of income. We show that the optimal behavior of disabled individuals leads them to poverty which results from
incomplete insurance against disability and the general equilibrium features of the model. We calibrate the model to study
how different insurance schemes matter for welfare and aggregate economy. We show that moving from the current system
in the United States towards private insurance system increases welfare. However, some type of insurance is needed since
pure self-insurance would reduce welfare substantially.
Experience rating and the pattern of disability pension incidence
Juha Tuomala (Government Institute for Economic Research–VATT), Tomi Kyyrä
We study how the experience rating of disability pension costs affects the disability incidence of older employees in
Finland. To identify the causal effect of experience rating, we exploit a pension reform that extended the coverage of
employers' experience-rated contributions. We show that a new disability pension recipient can cause large costs to the
former employer via the increased contribution rates. Nevertheless, we fnd no evidence of the economically important
effects of experience rating on the disability infow.
Financial crisis and public fnances in Finland–a generational accounting perspective
Risto Vaittinen (Finnish Centre for Pensions–Eläketurvakeskus), Reijo Vanne
A distinguishing feature of Finnish demography is the exceptionally large babyboom generations who are at, or coming
soon to, the retirement age. The share of the working-age population is already declining because of the population ageing.
This is expected to continue at an accelerating rate in the next decades. In this study we evaluate generational incidence of
fscal policy using the method of generational accounting (GA). In generational accounts the lifetime net tax burdens for
different age groups are projected and combined with expected changes in demography to provide information on
anticipated tensions in future public fnances. Our particular attention is in the relative importance of earnings related
pension for the sustainability of public fnances. We take into account the additional strain the fnancial crisis imposes to the
long term sustainability of public fnances. Assuming current structure of public income and expenditure the sustainability
gap in public fnances is estimated to be 10.9% of GDP. However, we know that due to 2005 pension reform and labor
market agreements both contribution and beneft structures are changing. Using actuarial estimates of the impacts pension
reform the sustainability gap diminishes to 7.7% of GDP. ”Harmonizing” of relative public debt levels in euro area is
operationalized here by assuming true public net wealth to by 65 percentages of GDP. This would increase sustainability
gap by 2.1% points relative to GDP.
Väestön ikääntymisen taloudellisten kokonaisvaikutusten tarkastelu yleisen tasapainon mallilla
Jukka Railavo (Bank of Finland), Helvi Kinnunen
Tässä tutkimuksessa esitetään yleisen tasapainon mallin mukainen arvio ikääntymisen aiheuttamasta kokonaisrasituksesta
talouteen tilanteessa, jossa koko sopeutus toteutetaan työhön kohdistuvia veroja ja maksuja korottamalla. Väestön
ikääntymisestä aiheutuvat taloudelliset kokonaisvaikutukset ovat mittavia. Ikääntymisen vaikutuksia arvioiviin
kestävyystarkasteluihin verrattuna näissä tarkasteluissa nousevat esiin talouden rakennemuutos ja elintason mittava
aleneminen, kun vertailukohtana on talous, jossa väestö ei ikäänny. Työpanoksen pienenemisen ohella kokonaistuotannon
kasvua hidastaa tuotantorakenteen painottuminen palvelualoille. Julkisten palvelujen työvoimaosuuden voimakas kasvu
heikentää talouden kasvumahdollisuuksia pidemmällä aikavälillä. Kun pienenevästä työvoimasta kasvava osa tuottaa
palveluja, joiden keskimääräinen tuottavuus on muuta toimintaa heikompi, koko talouden tuottavuuden kasvu hidastuu
merkittävästi. Suuri verotuksen kiristys käytännössä näivettää muut kuin julkiset työmarkkinat, ja yksityisen kulutuksen
osuus BKT:stä supistuu pysyvästi. Yleisen tasapainon mallissa ikääntymisen vaikutukset riippuvat voimakkaasti siitä, millä
politiikkavälineellä budjettien tasapainoa pidetään yllä. Tulokset osoittavat, että jos julkisten menojen lisäys rahoitetaan
palkkatuloihin liittyvillä veroilla ja maksuilla, kokonaisveroaste nousee pitkällä aikavälillä lähes 8 prosenttiyksikköä
perusuraan verrattuna. Näin suuri veroasteen nousu pitää valtion velka-asteen perusuran 60 prosentissa suhteessa BKT:hen
ja eläkerahastot suhteessa BKT:hen muuttumattomana. Talouteen ei tällöin jää julkisen talouden sopeuttamistarvetta, vaan
sopeutus pystytään kattamaan työn verotuksen kiristyksillä, mutta sopeuttamisen kustannukset mitattuna BKT:n,
työllisyyden ja tuottavuuden vähenemisenä ovat kuitenkin mittavia.

Session 1b: Economic Growth
Changes instead of levels–the relationship between changes in inequality and subsequent growth
Elina Tuominen (University of Tampere)
We discuss the relationship between changes in inequality and subsequent growth, although majority of the empirical
papers in this literature focus on studying the relationship between inequality level and following growth. The reason for
addressing this question stems from an interesting study by Banerjee and Dufo (2003). They fnd that changes in inequality
(in any direction) are associated with lower growth in the following period. They also argue that nonlinearity might explain
why the formerly reported estimates in the literature have varied substantially between different studies. Another widely
discussed problem related to inequality–growth studies is that empirical models have suffered from low-quality inequality
data. Our study contributes the inequality–growth literature in two aspects. The frst contribution of our study is to use
nonparametric (or semiparametric) regression method. The second contribution of our study is to use recently published
top income shares series as our inequality data.

Effect of venture capital investments on economic growth – a cross-country study
Pasi Ikonen (Bank of Finland)
This paper models effects of venture capital investments on economic growth. The work is a follow-up on Aghion, Howitt
and Mayer-Foulkes (2003), which covers the effect of fnancial development on convergence, and on Ikonen (2010), which
studied effects of general fnancial development on economic growth through better utilization of technological
innovations. The most important variable is the interaction term between the measure of own innovation and venture
capital investments. In estimation of the model, methods for standard cross-section analysis as well as dynamic panel are
applied. The results show a signifcant and positive sign for the interaction term between the measure of own innovation
and venture capital in the bulk of analysis.
Intangible capital agglomeration and economic growth: an analysis of regions in Finland
Hannu Piekkola (University of Vaasa)
We use a large, linked employer-employee dataset to assess the importance of own-account intangible capital (namely,
organisational capital, research and development, and information and communication technology) to the economic
performance of frms and regions in Finland. Intangible capital investments account for 9% of value added, equalling, on
average, 25,000€ per worker. In frm-level panel regressions from 1998 to 2008, we fnd robust evidence that organisational
capital, in addition to traditional intangibles such as research and development, improves proftability and that a greater
agglomeration of organisational capital generates long-run growth. Sixty percent of intangibles are currently located in the
greater Helsinki area, where the employment share is below 30%.

Session 1c: Emerging Markets
Credit supply in China: an empirical study of listed companies
Risto Herrala (Bank of Finland), Yandong Jia
We study empirically credit supply to about 1800 Chinese listed non-fnancial companies during an eleven year period
2000-2010. The analysis sheds light on the operation of the credit channel, which plays a central role in monetary policy
transmission in the Chinese economy. The analysis is based on a novel empirical approach, which builds on the theoretical
literature on credit constraints. Our estimations confrm a marked improvement in credit availability across the Chinese
industrial landscape. As a general trend, we fnd a signifcant increase of the sensitivity of credit supply to frm
characteristics which indicates that, increasingly, credit supply is infuenced by proper economic analysis of
creditworthiness rather than government policy objectives. The estimations yield strong evidence that banks have started to
favor large frms over smaller ones. There has also been a shift in the effect of geography on credit availability. Earlier on,
companies in eastern China had better credit availability than companies elsewhere, but such geographical differences are
no longer observed. Worryingly, we fnd a strong improvement in credit availability to government frms relative to other
frms.
Bank funding, securitization and loan terms: evidence from foreign currency lending
Karolin Kirschenmann (Aalto University), Martin Brown, Steven Ongena
We examine how bank funding and securitization activity affect the currency denomination of business loans made in
Bulgaria during the period 2003-2007. We analyze a unique dataset including information on the requested and granted
currency for more than hundred thousand loans granted by one bank to over sixty thousand different frms. This data set
coupled with a policy experiment taking place during the sample period allows us to disentangle demand-side from
supplyside determinants of foreign currency credit. We fnd that one third of the euro loans disbursed in our sample were
actually requested in Bulgarian lev by the frm. Our analysis suggests that the bank lends in euro, not only to less risky
frms, but also when the bank itself has more (customer) funding in euro, and especially when the bank grants loans that
are eligible to be securitized in euro. We fnd that long-term loans are particularly likely to be granted in euro, but that this
is driven by monetary uncertainty rather than longer-term funding in foreign currency. These results confrm the conjecture
that foreign currency borrowing in Eastern Europe is at least partially driven by banks hesitant to lend long-term in local
currency and eager to match the current currency structure of their assets and liabilities as well as securitization activities.
Determinants of output volatility: evidence from Russian regions
Zuzana Fungáčová (Bank of Finland), Jarko Fidrmuc and Markus Eller
Emerging markets tend to experience higher output volatility in comparison to developed economies. Taking into account
this difference and the fact that output volatility affects in general poor households more strongly than rich ones, output
stabilization is an important issue in these countries. Moreover, higher output volatility is shown to be connected to lower
private investment (Aizenman and Marion, 1999) and countries with higher output volatility are also found to have lower
long-run economic growth (Ramey and Ramey, 1995; Imbs, 2007; Barrell et al., 2009; Badinger, 2010)1. Therefore, analyzing
the factors that aggravate or dampen output volatility has crucial policy implications. We employ panel data on 75 Russian
regions for the period between 2000 and 2009 to examine the relationship between fnancial, fscal and other factors and
output volatility. Several different approaches are used to measure output volatility. In addition to the most common
measure employed in the majority of studies, the standard deviation of the real GDP growth rate, we employ the relative
standard deviation as suggested by Klomp and de Haan (2009). Moreover, we also adopt the methodology of Morgan et al.
(2004) which enables us to exploit the panel structure of the data and calculate a time-varying measure of output volatility.
We consider a possible endogeneity bias by application of instrumental variable regressions using institutional variables as
exogenous instruments for both fnancial and fscal indicators. Our frst results point to the importance of both fnancial and
fscal variables for explaining output volatility in the Russian regions. A higher degree of fnancial development is
associated with lower output volatility, while more volatile discretionary spending is associated with higher output
volatility. Both of these results corroborate existing empirical evidence mentioned before. Nevertheless, this evidence has
still to withstand a variety of robustness checks and should thus be taken as preliminary.

Session 1d: Employment
Evaluation of the Finnish employment promotion program
Jouko Verho (The Social Insurance Institution in Finland – Kela, tutkimusosasto), Tomi Kyyrä
In 2005, the unemployment benefts were increased for unemployed workers who participate in the employment promotion
program in Finland. Those in program are obliged to participate in counselling and training organised by the employment
offce and in return they receive higher benefts, on average 14 eur increase per day. We evaluate the impact of this reform
on the re-employment hazard. The analysis data are based on administrative registers including extensive information from
the employment administration and beneft insurance institutions. The individual level data cover the whole unemployed
population. To deal with selection issues we will follow the timing-of-events approach. This will allow us to separately
identify the causal effects of labour market training and increased benefts.
Unemployment insurance eligibility requirements and the duration of unemployment
Jenni Kellokumpu (University of Jyväskylä), Hanna Pesola
In this paper we evaluate whether the change in requirements that workers must satisfy to qualify for unemployment
insurance (UI) affected the duration of unemployment spells. The effect is identifed by a unique change in the eligibility
requirement of the Finnish UI system in 2003, which decreased the weeks of employment required for UI eligibility.
Matkailutulo ja -työllisyys Satakunnassa, Porin seutukunnassa ja sen kunnissa 2009 ja 2010
Saku Vähäsantanen (Turku School of Economics at the University of Turku, Pori), Ari Karppinen
Käsillä olevan tutkimuksen tarkoituksena on kehittää riittävän yksinkertainen ja luotettava malli kohdealueiden
vuosittaisen matkailutulon ja -työllisyyden arvioimiseksi. Yksinkertaisuus merkitsee sitä, että tulokset voidaan vuosittain
helposti päivittää ja luotettavuus sitä, että keskeinen aineisto on virallisiin tilastoihin perustuvaa ja mallin rakentaminen
perustuu alan tutkimuksiin. Konkreettisena tutkimuksellisena tavoitteena on ensiksikin laskea mallilla välitön ja
kokonaismatkailutulo (€) ja -työllisyys (henkilötyövuosi, htv) Satakunnassa sekä välitön matkailutulo ja -työllisyys Porin
seutukunnassa ja sen kunnissa (Harjavalta, Huittinen, Kokemäki, Luvia, Merikarvia, Nakkila, Pori ja Ulvila) koskien alueen
yrityksiä ja vuosia 2009 sekä 2010. Matkailutulo ja -työllisyysarvioita lasketaan siten 48 kpl. Toisena tutkimuksen
tavoitteena on arvioida matkailun taloudellista merkitystä valituilla kohdealueilla. Aluekehittämisen näkökulmasta
tutkimus tuottaa yhtenäisen tavan seurata säännöllisesti keskeisiä matkailun taloudellisia vaikutuksia. Tutkimuksen
perusaineistona käytetään Tilastokeskuksesta erikseen tilattua matkailutoimialojen ja -tuotteiden aineistoa. Alueina ovat
Satakunta, Porin seutukunta ja sen kunnat. Muuttujina ovat yritysten liikevaihto (milj. €) ja niiden työllisyys (htv).
Matkailutoimialojen matkailutuoteosuudet on määritelty alueellisen matkailututkimuksen perusteella (Konttinen 2006).
Samoja matkailutoimialamääritelmiä ja -tuoteosuuksia käytetään kaikilla aluetasoilla. Alueelliset kerrannaisvaikutukset on
laskettu maakuntatasolla hyödyntämällä kansainvälisissä matkailututkimuksissa käytettyä yksinkertaista keynesiläistä
kerrointa. Siinä on huomioitu erikseen ns. ensimmäisen kierroksen tulovuodot matkailutoiminnassa ja Satakuntaa
koskevan aineiston avulla alueelliset rajakulutusalttiudet ja tulonmuodostusalttiudet. Kerrannaisvaikutukset on huomioitu
vain maakuntatasolla, koska tyypillisesti pienien talousalueiden tulonkiertojen vuodot ovat niin merkittäviä, että
kerrannaisvaikutukset jäävät pieniksi.
What’s going on behind the euro area Beveridge curve?
Boele Bonthuis (European Central Bank), Juuso Vanhala, Valerie Jarvis
The recent crisis has had a severe impact on euro area labour markets, leading to big employment losses, particularly
especially in some sectors. This has led to a large rise in unemployment, particularly long-term unemployment. The extent
to which this rise refects growing mismatch across euro area labour markets is one of the biggest questions facing euro area
labour market policy makers. This paper attempts to shed light on this question by analysing developments in euro area
Beveridge Curves over the past 20 years, at both the aggregate level and on a disaggregated basis for all euro area countries.
Using a simple model of Beveridge Curve developments, we test for statistical signifcance of observed developments and
fnd a signifcant shift in the euro area Beveridge Curve since the onset of the crisis, but considerable heterogeneity at the
country level. At the extremes, country level differences include a signifcant outward shift in the Beveridge Curve for
Spain, an inward shift for Germany, while some euro area countries reveal no signifcant changes in the responsiveness of
unemployment to vacancy developments over the course of the crisis. We include an examination of the factors underlying
the observed developments across the countries.

Session 1e: Microtheory
Signaling quality via delayed trade
Saara Hämäläinen (University of Helsinki)
Dynamic, decentralized market environments evoke natural means for the sellers to signal quality via costly delay. The
lemons problem is alleviated. Separating equilibria are simple. The lowest price is accepted immediately, the higher ones
with increasing delays. All separating equilibria satisfy the Intuitive Criterion and feature the Diamond paradox. In
stationary equilibria, the sellers extract full surplus. In non-stationary equilibria, prices are declining. Since all qualities
trade, the decentralized equilibrium may generate more welfare than the centralized benchmark.
Subgame perfection with and without shallow-lake dynamics
Mitri Kitti (University of Turku)
This paper considers dynamic games involving pollution stock that follows shallow-lake dynamics. The focus is on the
outcome dynamics of agreements that are self-enforcing in the sense of subgame perfection. It is shown that there are
equilibria which lead to dynamics in which the expected evolution of the state is the same as in a linear model, even when
the underlying dynamic system for the pollution stock exhibits shallow-lake dynamics. On the other hand, there are no
equilibria which would lead to expectationally linear dynamics and imply stationary behavior in all contingencies. It is also
shown that nonlinear dynamics exhibiting irreversibilities can be an equilibrium outcome in a dynamic game where the
dynamics of the pollution stock is linear.

Optimism and false consensus in social cooperation
Topi Miettinen (Hanken)
Several within-subject experiments in the literature have established a positive correlation between subjects’ trust and
trustworthiness. The fnding is at odds with common prior social preference models which suggest a negative correlation.
Presuming that the preference model is correct, previous research in social psychology and economics suggests two
alternative ways of relaxing the common prior assumption. First, the consensus effect suggests that people expect others to
behave like themselves. Second self-serving beliefs are biased towards the favorable outcome, and the more so, the greater
the payoff difference between the outcomes. In a sequential prisoners’ dilemma game, we establish a negative correlation
between reciprocating initial cooperation and the beliefs about second-mover cooperation after an initial defection. This
pattern supports the self-serving effect but goes against the consensus effect.
Learning and turnover in an imperfect labor market
Marko Terviö (Aalto University)
This paper studies a two-sector model of learning-by-doing that is partially transferable between sectors. There is a
potential effciency gain from intersectoral turnover when the sectors have different complementary production costs or
learning curves of different steepness. If workers are liquidity constrained then there is a bias towards increased
intersectoral turnover, resulting in socially ineffcient career patterns. Excess turnover can even result in lower average
productivity of workers in both sectors. If individual productivity is decreasing towards the end of the career, then a
liquidity constraint on the young workers will also cause retirement to be delayed beyond the socially effcient retirement
age.

Session 1f: Taloustieteen opetus
Oppijalähtöinen, yhteisöllinen työn taloustieteen opetus
Mika Haapanen ( University of Jyväskylä, JSBE)
Yliopisto-opetuksen vahvuutena pidetään toimintaprosessia, jossa tutkiminen yhdistyy oppimiseen. Suuressa osassa
yliopisto-opiskelua opiskelijoiden rooli jää kuitenkin passiiviseksi. Tässä kirjoituksessa esittelen Jyväskylän yliopiston
kansantaloustieteen valinnaisen opintojakson "Työn taloustiede I" uudistuksen. Sen päämääränä oli kehittää opetusta niin,
että perinteiset akateemiset arvot, kuten kriittisen ajattelun kehittäminen, ja muuttuvan työelämän vaatimukset, kuten
yhteistyö- ja suullisen kommunikaatiotaitojen kehittäminen voidaan kytkeä opiskeluun. Tavoitteisiin pyrittiin pääsemään
siirtymällä opettajakeskeisestä luento-opettamisesta kohti oppilaskeskeistä, yhteisöllistä oppimista. Merkittävä osa
oppimisesta tapahtui pienryhmätyöskentelynä, jonka tulokset esitettiin suullisesti muille opiskelijoille luentojen
yhteydessä. Tässä raportissa arvioin, miten opetuksen monimuotoisuuden lisääminen vaikutti mm. opiskelijoiden
motivaatioon, osallistumisaktiivisuuteen ja oppimiseen.
Instituutiotaloustiede ‒ tavoitteena laajentaa taloustieteen substanssia ja monipuolistaa sen menetelmiä
Martti Vihanto (University of Turku)
Instituutiotaloustieteen perusteet (www.ace-economics.f/mvihanto) -verkko-oppikirjan johdantoluvuksi tarkoitettu
kirjoitus.
Verkostoalustat taloustieteen opetuksessa
Rauli Svento (University of Oulu)
–
Taloudellinen lukutaito taloustieteen peruskurssin tavoitteena
Panu Kalmi (University of Vaasa)
Monille yliopisto-opiskelijoille (kansan-) taloustieteen peruskurssi on ainoa kosketus taloustieteeseen yliopisto-opinnoissa.
Tämän vuoksi perusteiden kurssilla on keskeinen merkitys yliopistokoulutuksen saaneiden talousasioiden ymmärryksen
tai ”taloudellisen lukutaidon” kehittymisessä. Tämän esityksen tarkoituksena on keskustella taloustieteen perusteiden
opetuksen menetelmistä ja tavoitteista nimenomaan taloudellisen lukutaidon kehittämisen näkökulmasta. Paperissa
tarkastellaan erilaisia vaihtoehtoisia lähestymistapoja perusteiden kurssin opettamiseen ja niiden etuja ja rajoitteita. Valittu
opetustyyli riippuu keskeisesti opiskelijoiden lähtötilanteesta, kurssin oppimistavoitteista ja pyrkimyksestä vaikuttaa
opiskelijoiden valikoitumiseen myöhemmille kursseille. Erityistä huomiota kiinnitetään soveltavan painotuksen
opetustyyliin, joka sopii ehkä parhaiten taloudellisen lukutaidon kehittämiseen. Paperin empiirisessä osiossa pyritään
luomaan katsaus suomalaisten yliopistojen taloustieteen peruskurssien kattavuuteen opiskelijamäärillä mitattuna, sekä
tarkastelemaan Vaasan yliopiston peruskurssiopiskelijoiden otoksella opiskelijoiden valmiuksia kurssin alkaessa.
Esityksessä käsitellään myös sitä, miten nämä pohdiskelut heijastuivat omaan opetukseen Vaasan yliopiston peruskurssilla
syksyllä 2011.

Session 2a: Environmental Economics I
Supply of timber from an age-structured forest
Jussi Lintunen (The Finnish Forest Research Institute–Metla)
Rational expectations equilibrium in the timber market is studied. In the model, the timber supply is generated by binary
harvest decision by competitive forest owners from an age-class structured forest. The supply satisfes an exogenously
stochastic demand and the market clearing price is realized every period. The price process thus generated is endogenous.
The forest owners anticipate the future price level by observing the current state of age-class distribution as well as the level
of demand shock. Risk-neutral forest owners optimize the land expectation value (LEV) of individual stands by choosing
between clear-cutting and waiting. It is assumed that clear-cut stands are automatically regenerated. Thus, no land-use
changes are included. Simulation results illustrate the properties of the equilibrium. The model is demonstrated by
analyzing the effects of an expected increase in growing stock on market outcome.
Finnish agri-environmental policy’s impact on farming practices and agricultural water pollution
Marita Laukkanen (Government Institute for Economic Research–VATT), Celine Nauges

This paper evaluates the effects of the Finnish agri-environmental program on the land allocation, input use and grain
output of individual farms. Panel data econometrics are applied to estimate how European Union and national
compensatory payments to agriculture, including agri-environmental subsidies, affect farmers production decisions. As a
second step, we apply an environmental impact simulator to assess the impact agri-environmental policy on agriculturallyproduced nutrient pollution.
Is water quality capitalized into values of recreational properties in Finland?
Anni Huhtala (Government Institute for Economic Research), Janne Artell
This paper uses the Finnish recreational property market to provide evidence on the impacts of water quality on property
values. Finland boasts ample water recreation opportunities with approximately 189 000 lakes larger than 500 m2, a
coastline of over 1 100 kilometers bordering the Baltic Sea and numerous rivers. We study sales of recreational property, i.e.,
waterfront summer houses or lots without buildings. Each property is linked to a water quality index that rates quality to
fve usability categories, from poor to excellent. We fnd that water quality is associated with statistically signifcant changes
in recreational property values. These fndings are robust to a series of specifcation checks. Overall, we fnd that the
elasticity of property values with respect to water quality ranges from 0.15 to 0.20.

Session 2b: Banking
Risk, capital buffers and bank lending: a granular approach to the adjustment of euro area banks
Mervi Toivanen (Bank of Finland), Laurent Maurin
Using a panel data on listed euro area banks and country specifc macrovariables, we implement a methodology close to
that of Francis and Osborne (2009) and Berrospide and Edge (2010) in order to disentangle the factors contributing to banks’
target capital ratio, lending and holding of securities. The relationship between bank capital, risk and other bank specifc
characteristics holds for both Tier 1 and total capital ratios. Based on several specifcations for individual banks’ target
capital buffer, pooled estimates of the euro area banks’ capital gap are derived. The adjustment of the main bank balance
sheet items is then estimated, while controlling for the capital gap and the macroeconomic environment. We fnd evidence
that the deleveraging of bank lending in euro area has been signifcant since the onset of the fnancial crisis. Still, the impact
is found to be more sizable on security holdings, thereby suggesting a pecking order.
Credit market imperfections, small business fnance, and public policy
Ilkka Ylhäinen (University of Jyväskylä, JSBE)
This paper studies the real and fnancial effects of subsidized loans granted for small businesses. The study uses a registerbased panel of Finnish manufacturing frms over the period 2000-2008, which has been matched with the fnancing decision
data of a major state-owned specialized fnancing company. Several econometric methods are used to identify the policy
impact: fxed effects models, instrumental variables models that exploit the regional variation in the supply of government
funding and boundary regressions, which compare the frms located next to each other on the opposite sides of the regional
support boundary. The fndings show that the subsidized frms were able to make more investments, grow faster and hire
more employees than the nonsubsidized frms. However, the effects on labor productivity were negative on average
suggesting that the treatment did not make the frms more effcient. Two potential channels were identifed through which
the fnancing promoted growth of the frms: The government funding allowed the frms to fnance marginal projects as they
were able to exceed the maximum growth rates that could be fnanced internally or with a limited access to external fnance.
The government funding also reduced the average fnancing costs faced by the frms suggesting the wedge between the cost
of internal and external fnance was diminished.
Deposit market competition and incentives of banks to screen loan applicants
Rinat Mukminov (Hanken School of Economics)
We investigate how intensity of competition in the deposit market affects the incentives of the banks to screen loan
applicants. We fnd that the effect of intensity of competition in the deposit market may dominate the effect of the state of
the economy. When the competition is not intense, implying that it is not very costly for the banks to attract deposits, then a
better outlook for the economy results in it being optimal for the bank to invest less in screening out high-risk loan
applications. However, as the competition intensifes, this intuitive result is reversed, implying that the effect of costly funds
may dominate.
How capital and leverage requirements may have spurred securitization and affected bank stability
Ilkka Kiema (University of Helsinki), Esa Jokivuolle
We study the effects on credit allocation and bank stability of introducing a leverage ratio requirement (LRR) on top of riskbased capital requirements, as in Basel III. If the LRR is lower than the average risk-based capital requirement in the
banking sector, then both low-risk and high-risk loan rates and volumes remain essentially unchanged. This is because the
banks for which the LRR is a binding constraint can adapt to it by including a suffcient number of high-risk loans in their
portfolios. This implies a need to reshuffe all types of loans among banks and may hence provide a motivation to
securitization. For LRRs above the aforementioned threshold, low-risk lending rates would signifcantly increase and highrisk lending rates would fall. If severe "model risk" turns low-risk loans into toxic assets, as happened in the subprime crisis,
a low LRR might even reduce bank stability. This is because the reshuffing of loans spurred by the LRR, which makes bank
loan portfolios more alike may turn benefts of risk diversifcation into harmful spreading of the toxic assets. Welfare
analysis with the calibrated model suggests that doubling the current 3% LRR would not signifcantly add to capital costs of
banks while banks’ stability would likely be improved if low-risk assets turned toxic.

Session 2c: Bargaining and Trading under Incomplete Information
Mechanism design without commitment: application to bilateral bargaining
Hannu Vartiainen (HECER, University of Helsinki)
We develop a solution to study mechanism design without commitment. The solution consists of two parts, consistency and
an optimality condition. A mechanism meeting the solution is shown to exist. The solution is applied to bilateral bargaining
a lá Myerson-Satterthwaite. It is shown that the incentive effcient mechanism can be implemented even without
commitment.

On Markovian cake sharing problems
Hannu Salonen (University of Turku)
Pure strategy Markov perfect equilibria in dynamic cake sharing problems are analyzed. Each player chooses under perfect
information how much to eat from an existing cake and how much to leave to the next period. It is found that with linear
utilities and concave growth function a Markov perfect equilibrium with a steady state exists. When utilities are concave
and the growth function is linear, a Markov perfect equilibrium may not exist.
High price signals high quality
Mats Godenhielm (University of Helsinki), Tuomo Virkola
We analyze a large market with search frictions. The sellers know the quality of their good but it is unobservable to the
buyers before they visit a location. There are two types of buyers of whom one type has a higher valuation of quality. We
fnd a separating equilibrium where the price of the high quality good is higher than that of the low quality good. The
difference in price is higher than under the complete information case. We aim to extend the model to analyze cases
involving adverse selection.
Low price signals high capacity
Klaus Kultti (University of Helsinki), Eva Mauring
We study pricing in a model where buyers are homogeneous and sellers have either capacity one or two. We show that if
sellers post prices to attract buyers, and if the sellers cannot credibly communicate the capacity available, and the buyers
cannot observe it, then an equilibrium exists where sellers of capacity two post lower prices than sellers of capacity one.
This result goes against the results when capacity is observable. The separating equilibrium we construct satisfes the
intuitive criterion. We also show that no pooling equilibrium satisfes the intuitive criterion.

Session 2d: Business Cycles
Interest rates and business cycles in emerging economies: the role of fnancial frictions
Adam Gulan (Bank of Finland), Andres Fernandez Martin
Countercyclical country interest rates have been shown to be both a distinctive characteristic and an important driving force
of business cycles in emerging markets. In order to capture this, most business cycle models of emerging economies have
nonetheless relied on ad hoc and exogenous countercyclical interest rate processes. We offer a solution to this shortcoming
by embedding a fnancial contract a la BGG (1999) into a standard real business cycle model of a small open economy.
Because of the existence of agency problems between foreign lenders and domestic borrowers, this fnancial structure
allows us to fully endogenize the existence of an external fnance premium that drives country interest rates. We then take
the model to data from emerging economies and show that this modifcation allows to properly account for many of the
stylized facts of business cycles in emerging economies, particularly the strong volatility and countercyclicality of interest
rates.
Firm default shock and the correlation between labor productivity and hours worked
Lauri Vilmi (Government Institute for Economic Research–VATT)
This paper examines the impact of frm defaults on business cycle dynamics, and in particular, the predicted second-order
moments of macroeconomic variables. We show that frm default shocks can explain the puzzle over the observed low
correlation between labor productivity and hours worked. Increased frm defaults induce an inverse comovement between
average labor productivity and hours worked. Default shocks affect other macroeconomic variables in a similar fashion as
the standard technology shocks. We fnd that the empirically plausible volatility of a default shock can predict the observed
low value of the correlation between labor productivity and hours worked. Furthermore, the model with endogenous frm
entry and default shocks does not exacerbate the predictions of the other comovements of the model.
Bank capital, entrepreneurial capital, and macroeconomic dynamics
Antti Ripatti (University of Helsinki), Markus Haavio, Tuomas Takalo
We build a dynamic stochastic general equilibrium model where investments by entrepreneurs and banks can be leveraged
by external funding but are subject to a dual moral hazard problem. In our model banks' monitoring investments have a
variable scale and real opportunity cost. As a result, the monitoring investments vary over the business cycle which implies
that not only the aggregate amount bank capital and entrepreneurial wealth but also their composition matters in the
propagation of shocks. We show that in equilibrium bank capital is scarce and that it greatly amplifes the investment
shocks but dampens many other type of shocks.

Session 2e: Political Economy
Voters are rational -a regression discontinuity test for the rational voting hypothesis
Janne Tukiainen (HECER, Government Institute for Economic Research–VATT), Teemu Lyytikäinen
We provide a quasi experimental test for the rational voting hypothesis. We use exogenous variation in pivotal voting
probability that arises near population thresholds determining the council sizes in Finnish municipal elections. We fnd
statistically signifcant, economically relevant and robust causal effects of crossing the threshold on turnout. Moreover, we
use election simulations to determine the exact causal impact of crossing the threshold on the probability of pivotal event in
elections and show that our empirical regression discontinuity result patterns are consistent with the expected patterns
based on our simulations. All of our evidence is consistent with the hypothesis that voters conduct the calculus of voting
and this calculus affects their decisions to vote or abstain.
A spatial model analysis of Finnish elections 2011
Achillefs Papageorgiou (University of Tampere)
In their 2005 book publication Adams, Merrill and Grofman (AMG) presented and applied a theory that integrated spatial
and behavioural factors of voting. AMG’s “unifed theory of party competition”, was applied to different party systems
such as the ones of France, Britain, USA and Norway. In this paper the “unifed theory of party competition” is applied to
Finland, drawing mainly on the latest parliamentary elections of 2011. Applying the “unifed theory of party competition”
to Finland the paper reports three main fndings. First, results are presented regarding parties’ Nash equilibrium positions

on the left and right dimension. Second, correcting for the effect of projection, the Finnish parties’ Nash equilibrium
positions on the left and right dimension are compared with their actual policy issue positions on the same dimension.
Third, nesting directional and proximity characteristics in the same equation of voting, the relative ft of seemingly rival
spatial theories of voting is assessed in reference to Finnish politics.
Long term fscal policy: elected vs. appointed policy makers
Jenni Jaakkola (University of Turku)
This paper asks who should be in charge of fscal policy making, an elected politician, or an appointed bureaucrat. To
answer this, we present a simple theoretical model of political decision making, where the incumbent's single policy task is
to choose the income tax level. The politician and the bureaucrat are distinguished by having different incentives to perform
well. The aim is to study how different accountability mechanisms affect policy choices, and what implications this has on
the citizens' welfare, and on the amount of private rents extracted by the incumbent of each type.
Returns to offce in a proportional system
Kaisa Kotakorpi (University of Tampere), Panu Poutvaara, Marko Terviö
We study the returns to political offce in a proportional election system using data from Finnish parliamentary and
municipal elections. We use a regression discontinuity design to estimate the causal effect of being elected on subsequent
income and wealth. Our data covers candidates in 11 parliamentary elections (1970-2007) and 3 municipal elections (19962004). We are thus able to examine the effect of being elected on earnings and taxable wealth both in the short and (for
parliamentarians) in the long run, up to 40 years after the election.

Session 2f: Productivity and Wages
Intangible capital and the productivity-wage gap in Finland
Mikko Lintamo (University of Vaasa)
Using Finnish linked employer-employee data from 1996 to 2008 I examine the role of intangible capital in explaining the
productivity and wage premiums. In the paper intangible capital is measured using the share of workers who belong to
occupational categories integral in determining the intangible assets in the frms: organisation workers (marketing and
management), research and development workers, and ICT personnel. I fnd that after controlling for general human
capital, total intangible capital has a positive but only minor effect on productivity which is roughly the same size as the
corresponding effect on wages. However, the results are quite heterogeneous across different intangible asset types. Higher
organisation capital levels, as measured by the share of management and marketing personnel, are related to higher frm
productivity and higher wages and increasing productivity-wage gap. The share of R&D and ICT workers do not
signifcantly affect productivity and their effect on wages is small.
Firm productivity and wages: evidence from Finnish twin data
Anni Nevalainen (University of Jyväskylä, JSBE)
This study investigates the effects of frm productivity on individual employee’s wages. Empirical estimations are
performed using linked data on Finnish twins and their employers. Preliminary estimation results suggest that high
productivity frms may pay higher wages but effects are heterogeneous across workers and that labor productivity affects
wages more than total factor productivity (TFP). Men’s wages respond more to increases in frm productivity than women’s
wages. In fact, after unobserved individual and frm heterogeneity is controlled for, frm productivity no longer affects
women’s wages statistically signifcantly. Depending on the estimation method, one standard deviation increase in frm
labor productivity results in 1.6 to 3.3 percent increase in men’s wages. One standard deviation increase in TFP increases
men’s wages by 1.0 to 2.1 percent. For women these magnitudes range between -0.4 and 2.3 percent for labor productivity
and between -0.5 and 1.3 percent for TFP.
Micro-components of aggregate wage dynamics
Antti Kauhanen (The Research Institute of the Finnish Economy), Mika Maliranta
This paper presents a method to decompose aggregate wage growth to the contributions of job stayers and various forms of
worker and job reallocation. The results of the decomposition can be used to study the micro-components of aggregate
wage dynamics at business cycle and lower frequencies. Using comprehensive longitudinal employer-employee data from
the Finnish private sector in 1985-2009 we fnd that: i) wages of job stayers increase more rapidly than aggregate wages; ii)
aggregate wage growth is less procyclical than wage growth of the job stayers because the worker composition has strongly
countercyclical effect on aggregate wage growth; iii) the labor input share of the high-wage jobs (i.e. occupations and frms
that have a high wage level) increases steadily over time through exit of the low-wage units and expansion of high-wage
units. Our approach extends previous analyses by showing analytically the link between aggregate wage growth and
various composition effects and measuring empirically the magnitude of the composition effects.

Session 3a: Asuntomarkkinat ja kotitalouksien velkaantuminen
Kotitalouksien velkaantumiseen ja asuntomarkkinoiden kehitykseen vaikuttaminen: makrovakaustyökalut
Jukka Vauhkonen (Bank of Finland), Hanna Putkuri
Rahoitusjärjestelmän vakaudesta vastaavilla viranomaisilla on nykyisin liian vähän suoria ja tehokkaita keinoja puuttua
asuntoluotonannon ja kotitalouksien velkaantumisen liialliseksi arvioimaansa kasvuun. Artikkelissamme arvioimme eri
rahoitussääntelyn keinojen (ns. makrovakaustyökalujen) tehokkuutta asuntoluotonannon hillitsemisessä ja pankkien
riskinsietokyvyn vahvistamisessa ja niitä rajoitteita, joita valmisteilla oleva EU-lainsäädäntö asettaa potentiaalisten keinojen
käytölle. Alustavan arvion perusteella näyttää siltä, että EU:n valmisteilla oleva pankkien vakavaraisuusdirektiivi (CRD IV)
rajoittaa tarpeettoman voimakkaasti viranomaisten mahdollisuuksia torjua liialliseen asuntoluotonantoon ja kotitalouksien
velkaantumiseen liittyviä järjestelmäriskejä.
Suomen asuntohintakehitys ja siihen vaikuttavat tekijät
Jarkko Kivistö (Bank of Finland)
Paperissa tarkastellaan Suomen asuntohintakehitystä 1980-luvun puolivälistä ja siihen vaikuttavia tekijöitä. Erityisesti
tarkastellaan vuokrien ja asuntojen hintojen suhdetta ja konstruoidaan sen vertailukohdaksi omistusasujan kohtaama
käyttökustannus (user cost). Vuokra-hintasuhteen ja käyttökustannuksen välillä on arbitraasiehto, jonka perusteella
tasapainossa vuokratuoton tulisi vastata käyttökustannusta. Vuokra-hintasuhteen ja käyttökustannuksen aikasarjojen

vertailu viittaa siihen, että vuokrien ja asuntohintojen kehitys on pääpiirteissään vastannut asumisen käyttökustannusten
laskua, eikä asuntomarkkinoilla tämän tarkastelun perusteella ole merkittävää (suhteellista) epätasapainoa.
Käyttökustannusten dynamiikassa nousee esiin tärkeimpinä tekijöinä odotettu asuntojen hintakehitys ja korkotaso.
Erityisesti viime vuosina korkojen laskun vaikutus käyttökustannuksien laskuun on ollut merkittävä. Samaan aikaan
käyttökustannustarkastelun ulkopuoliset tekijät, kuten asuntolainojen maturiteetin pidentyminen on jättänyt tilaa
asuntolainojen koon kasvulle niin, etteivät lainanhoitokulut suhteessa kotitalouksien tuloihin ole kasvaneet kohtuuttomasti.
Rahoitusmarkkinatekijöiden lisäksi asuntojen kysyntää Suomessa on tukenut tulojen kasvu, verotuet, väestön kasvu,
muuttoliike keskuksiin sekä asuntokuntien lukumäärän kasvu.
Kotitalouksien taloudellinen liikkumavara Suomessa
Petri Mäki-Fränti (Bank of Finland)
Tutkimuksessa tarkastellaan suomalaisten kotitalouksien taloudellista asemaa ja sen herkkyyttä velkaantumisen ja
työttömyyden kaltaisille taustatekijöille. Tilastokeskuksen tulonjakoaineistojen avulla kotitalouksille lasketaan ns.
taloudellisen liikkumavara, joka saadaan vähentämällä kotitalouksien käytettävissä olevista tuloista asumismenot sekä
muut välttämättömät kulutusmenot. Keskiarvokotitalouksien ohella tarkastellaan erikseen niiden kotitalouksien osuutta,
joiden taloudellinen liikkumavara on kaikkein pienin. Kotitalouksien kykyä selviytyä taloudellisista häiriöistä kuten
työttömyydestä tai asuntolainan koron äkillisestä merkittävästä noususta arvioidaan stressitestien avulla. Tulosten
perusteella arvioidaan mm, miten alttiita asuntovelalliset kotitaloudet ovat vaikeuksille selviytyä asuntolainoistaan, ja
kuinka hyvin kotitaloudet pystyvät sopeutumaan taloudellisiin shokkeihin ilman että niiden tarvitsee tinkiä normaalista
kulutuksestaan.

Session 3b: Education
Does it pay to work before graduation from higher education?
Hannu Karhunen (University of Jyväskylä, JSBE)
This study investigates returns from early work experience, when experience is acquired before and during the time of the
studies. Study includes graduates from universities as well as from universities of applied science so that the whole sector
of higher education is evaluated. Worsening dependency ratio is forcing policy makers in Europe to fnd ways to prolong
individual working careers from the beginning as well as from the end. If such factors as the postponed enrolment and the
working while studying do not cause any substantial returns for individuals, it would be socially benefcial to try to scale
down these factors. While OLS estimates show a modest return on early experience after graduation, IV estimation fails to
fnd any signifcant causal relationship. Results are consistent with earlier studies.
Does university quality affect students’ subsequent earnings? Evidence from Finland using feld-of-study-specifc
quality measures
Tuomo Suhonen (University of Jyväskylä)
In this paper, the effect of university quality on students’ subsequent earnings is studied using a sample of Finnish
university graduates. Here, the quality of a university is proxied by three measures: teachers/student,
publications/researcher and applicants/admitted. Whereas previous studies have relied on school-level quality measures,
the present analysis allows for heterogeneity of quality based on feld of study. An additional contribution is made by
performing a sub-sample analysis for individuals residing in a geographically narrow labour market area, the Helsinki
metropolitan area, which enables the elimination of problems caused by regional heterogeneity. The results suggest that
certain quality effects exist and that these are often heterogeneous across felds. Evidence of a positive effect of
teachers/student is found, especially for those residing in the metropolitan area. For the two other quality measures, the
estimated average effects are insignifcant, although signifcant estimates are obtained for certain felds.
Equality of opportunity and cognitive ability in the 20th century Norway
Tuomas Pekkarinen (Aalto University), Kjell G. Salvenes, Matti Sarvimäki
This paper studies the effect of the interaction of parental background and cognitive ability on educational attainment and
lifetime earnings in Norway over cohorts born from 1930’s to mid 1970’s. We argue that according to a more elaborate view
of equality of opportunity one should control for cognitive ability in intergenerational income and human capital
regressions. The aim of the paper is to study how the joint distribution of cognitive ability and family background has
evolved in Norway and whether the effect of cognitive ability on educational attainment and earnings has become more
independent of family background as a result of the rise of the Norwegian welfare state in the post WW II decades. We use
cognitive test score data from the Norwegian military that is available from the cohorts born in 1932 onwards and can be
linked to register data on earnings and educational attainment. The results show that returns to cognitive ability have
increased in Norway and that educational attainment has increased particularly for the lower half of the cognitive ability
distribution.

Session 3c: Empirical Labour
The effects of spatially targeted enterprise initiatives: evidence from UK LEGI
Elias Einiö (SERC/London School of Economics), Henry Overman
We investigate the impacts of a signifcant area-based policy intervention (LEGI)that aimed to increase employment and
productivity in 30 disadvantaged areas across England. In order to identify the causal effects of the programme, we use
panel data at a fne spatial scale covering years before and after the launch of the program, and exploit several institutional
features that determined whether or not an area becomes supported. Using spatial differencing, we fnd evidence of
signifcant displacement from non-treated to treated areas close to the treatment area boundary. Aside from this
displacement, we fnd little evidence of signifcant impact on treated areas nor of a net impact of treatment once we take
account of this displacement. Spatial differencing combined with a regression discontinuity approach based on eligibility
criteria confrm these fndings.
Heritability of public sector employment and public-private sector pay gaps: a Finnish twin study
Terhi Maczulskij (University of Jyväskylä, JSBE)
This paper examines on how big share of public sector employment can be explained by shared environmental and genetic
factors. Additionally, we study the public-private sector pay gaps when unobserved heterogeneity is conditioned out from

the analysis. The paper uses data for Finnish twins that span the period 1990-2004. The DF-analyses indicate that roughly
30-40 percent of the observed variance in public sector employment is caused by the genetic factors and that the effect of
shared environment is statistically zero. Thus, the results suggest that working in a public sector is not exogenously
determined. The pay gap analysis indicates that the pay gap of minus seven per cent for men drops to zero when
unobserved heterogeneity is controlled from the analysis. The comparable result for women suggests that the pay gap of
minus four per cent also drops to zero in statistical sense, but the point estimate indicate an economically signifcant pay
gap of minus fve per cent.
Does high involvement management improve worker wellbeing?
Petri Böckerman (Labour Institute for Economic Research–PT), Alex Bryson, Pekka Ilmakunnas
Employees exposed to high involvement management (HIM) practices have higher subjective wellbeing, fewer accidents
but more short absence spells than “like” employees not exposed to HIM. These results are robust to extensive work, wage
and sickness absence history controls. We present a model which highlights the possibility of higher short-term absence in
the presence of HIM because it is more demanding than standard production and because multi-skilled HIM workers cover
for one another’s short absences thus reducing the cost of replacement labour faced by the employer. We fnd direct
empirical support for the assumptions in the model. Consistent with the model, because long-term absences entail
replacement labour costs for HIM and non-HIM employers alike, long-term absences are independent of exposure to HIM.

Session 3d: Environmental Economics II
Clean development mechanism and low carbon development: a revisit
Yongfu Huan (UNU-WIDER and Chinese Academy of Social Sciences), Jingjing He, Finn Tarp
This research studies whether the Clean Development Mechanism (CDM) of Kyoto Protocol achieves its objective of
emission reductions in the host countries. It empirically investigates the long-run impacts of carbon credits generated by
CDM projects on CO₂ emission reductions for 50 CDM host countries over 2005-2010. By using the recently-developed
GMM methods for dynamic panel data model that allow for cross country dependence, this research provides evidence in
support of a decline in CO₂ emissions associated with CDM projects in the host countries. It serves to encourage developing
countries to effectively develop CDM projects towards low carbon development.
Willingness to pay for carbon labelled products: empirical evidence from scanner data
Mika Kortelainen (Government Institute for Economic Research–VATT), Jibonayan Raychaudhuri, Beatrice Roussillon
We investigate the impact of the presence of carbon reduction label on detergent prices, i.e., consumers’ willingness to pay
(WTP) for detergents that have a carbon label. This environmental label has the specifcity to be voluntary, to convey
continuous information and to certify a pure public good. Consumers’ understanding of this label is not obvious and
consequences of its introduction on a market are unknown. We make several hypotheses concerning consumers’
belief/behavior regarding labelled and unlabelled detergent products and test our predictions using a unique scanner level
data set obtained from a noted supermarket chain in the UK. We use a difference-in-difference approach in a hedonic
regression setup to see the effects of carbon labeling on the prices paid for detergents. We fnd that the carbon label has no
impact on prices, i.e, there is no premium for detergents that have a carbon label. In addition, we utilize more fexible and
robust approach, the synthetic control method, to test whether the level of carbon emissions matter for marginal willingness
to pay (MWTP). We do not fnd any evidence that MWTP would be lower/higher for products with low/high level of
carbon emissions than for similar products without the label.

Session 3e: Macroeconomics
Potentiaalisen tuotannon arviointi eAino-mallin avulla
Seppo Orjasniemi (Bank of Finland), Elisa Newby
Tässä tutkimuksessa arvioidaan Suomen potentiaalisen tuotannon taso vuosina 1995-2010 Suomen Pankin eAino-mallilla.
Saatuja tuloksia verrataan perinteisillä potentiaalisen tuotannon arviointimenetelmillä tuotettuihin tuloksiin.
Real time analysis of euro area fscal policies: adjustment to the crisis
Maritta Paloviita (Bank of Finland), Helvi Kinnunen
Using real time data from the OECD and fscal policy reaction functions, this study explores discretionary fscal policies in
the euro area countries since the late 1990s. Both planned policies for the budget years and policy changes during budget
implementation stages are investigated. The main focus is on the fscal adjustment to the recent economic crisis. The results
suggest that during the time of monetary union (EMU) euro area planned fscal policies have been long-term oriented and
counter-cyclical, and in the implementation stages policies have responded to unexpected economic developments. The
crisis had a clear impact on discretionary policies. Due to increased uncertainty, the crisis spotlighted the impact of cyclical
developments on fscal planning. In the implementation stages, huge forecast errors in connection with planned policy were
observed. As a consequence, fscal plans were updated in order to alleviate the negative impacts of the crisis on euro area
economies.
Tariff-Tax Reforms in Large Economies
Juha Tervala (University of Turku), Giovanni Ganelli
This paper studies tariff-tax reforms in a two country New Keynesian model. We show that a revenue neutral reform
reduces domestic welfare, because the increase in utility due to higher output is dominated by the welfare losses stemming
from a deterioration of the terms of trade. However, the reform increases foreign and global output and welfare. Since the
share of developing countries in international trade has increased dramatically in recent years, we can interpret the two
large countries modeled in this paper as the two blocs of “developing” and “industrialized” countries. The effects that we
highlight have not been studied in previous contributions to the literature, which typically looks at tariff-tax reforms using a
small open economy framework.

Session 3f: Public Economics
Optimal income taxation and government preferences for redistribution in Finland
Olli Kärkkäinen (University of Tampere)

This paper examines the revealed government preferences for redistribution in Finland using the optimal income taxation
framework. The main interest is to compare the welfare weights of the unemployed and the working poor. The revealed
welfare weights are compared over time and between different household types. When comparing the redistributive
preferences over time a decomposition method is used to separate the mechanical effects due to changes in pre-tax income
from the direct effects of policy changes.
Distributional and employment effects of the Finnish labour tax changes in the period 1996–2008
Markku Lehmus (Labour Institute for Economic Research–PT)
Labour income taxes have decreased considerably in Finland in the period 1996- 2008. At the same time the Finnish
economy has grown rapidly. Nevertheless, there has been another coincident trend in this period: A rapid rise in inequality.
This study aims to answer how much labour income tax reductions between 1996 and 2008 have contributed to the rise in
inequality in Finland. The study also examines how much more employment has been attained due to the labour tax
reforms. To answer these questions, I build a dynamic general equilibrium model with heterogeneous agents. The model is
calibrated to ft the Finnish economy. The study fnds that the labour income tax cuts have fractionally raised the Gini
coeffcient for household disposable income. They have also increased the concentration of wealth. The employment gains
due to the reforms have been modest but nevertheless signifcant.
Stamp duty and household mobility: Regression discontinuity evidence from the UK
Teemu Lyytikäinen (Government Institute for Economic Research–VATT), Christian Hilber
We use household level panel data to estimate the effect of the UK stamp duty on housing transactions on the mobility of
households. We utilize a discontinuity in the tax schedule as a quasi-experimental setting, allowing us to isolate the impact
of the stamp duty from other determinants of mobility. Our empirical strategy compares households with self assessed
house values on either sides of a cut-off value where stamp duty liabilities jump sharply while controlling for fexible but
smooth functions of house values. We fnd that a higher stamp duty negatively affects a household’s moving probability
and the expectation that a move is imminent. Our results suggest that a £5,000 increase in the stamp duty reduces mobility
by roughly 30 percent. We conclude that the UK stamp duty adversely affects the functioning of housing- and labor
markets.

Session 4a: Central Banking and Empirical Finance
Does surprise really matter? Unexpected central banks events and their effect on fnancial market
Alexandra Maslowska (University of Turku), Marianne Palmu
On September 9, 2011 the euro dropped to a six-month low against the dollar, whereas on the same day stocks fell sharply at
the opening on Wall Street. These negative reactions of the market were caused not by a pessimistic forecast of the
Eurozone, but in result of an announcement that Jurgen Stark, a member of the Executive Board (EB) of the European
Central Bank (ECB) resign from his position before the end of his tenure. The standard literature on analyzing the effects of
central bank communication on fnancial markets usually considers macroeconomic result reports or monetary policy
meetings press releases. Their contribution lies in investigating short-term market reactions to positive or negative news
from situations that are usually scheduled and expected by markets. This study takes a different approach to classifying
information sent to markets and focuses on effects of unexpected messages. We proceed this analysis with an event study
approach, where we investigate fnancial markets reactions to these events by following changes in exchange rates and
stock market indexes. We search for a measure of abnormal change, that is, the actual ex post variability of these variables
minus normal variability. The use of intra-day data helps to isolate variability of variables in interest from infuence of other
news and events. Our aim is to verify if larger variability took place, measure its size and compare it with markets reactions
to scheduled information sent by central banks. Hence, we search for answers if “surprise really matters?”.
European Central Bank communication as a monetary policy forecaster
Marianne Palmu (University of Turku)
This paper introduces new insights to the Central Bank communication debate by emphasizing the importance of the
individuals as a communication source in the case of ECB. It shows that access to the public is limited for the Central
Bankers of the minor economies in Euro zone. The paper suggests that by following Central Bankers of the big Euro area
economies, more relevant information about the future monetary policy changes can be received compared to minor
economies.
Price-dividend ratios and stochastic discount factors: How the market discounts
Hannu Kahra (University of Oulu)
Price-dividend ratio and the coeffcient of relative risk aversion are closely related with each other. High (low) dividend
yield, the inverse of price dividend ratio, and high (low) level of risk aversion forecast high (low) subsequent long-term
stock returns. Furthermore, high (low) dividend yield and high (low) level of risk aversion predict subsequent higher
(lower) consumption growth, multiplied by the coeffcient of relative risk aversion, high (low) level of risk aversion and
higher (lower) infation at horizons from one to seven years. Dividend yield and risk aversion are unable to forecast
dividend growth at any horizon.

Session 4b: Development Economics
Helping poor farmers to help themselves – Evidence from a group-based aid project in Mozambique
Susanna Sandström (Åbo Akademi University), Milla Nyyssölä, Jukka Pirttilä
This paper evaluates the impacts of an integrated rural development programme on the development of farming techniques
and food security in the Gaza area in rural Mozambique. Our main contribution is to examine the impacts of a relatively
new type of intervention, a group-based approach, in a country with few impact evaluations of technology adoption in
farming. Using self-collected panel data on more than 200 households from treatment and control villages from 2008 to
2010, we examine the impacts of the aid programme for people living in the treatment villages, using the difference-indifferences approach, and for those who actually participate in the farmers’ groups, using instrumental variables
techniques. The results on farming activities and food security indicate some positive immediate impacts on technology
adoption and selfreported food security.

Productivity and effciency in East African non-life insurance industry
Olli-Pekka Ruuskanen (University of Tampere)
The study estimates technical effciency for all non-life insurance companies operating in Kenya and Uganda. Stochastic
frontier methodology is used to derive effciency measures. Company level panel data collected from insurance regulators’
statutory reports is used from years 2003 to 2009. This study is the frst to use a fairly long panel data from two major
countries in East- Africa. It is also a frst study that includes all insurance companies operating in these markets. The results
show that there are wide discrepancies among different companies operating in these markets. The regional companies that
have subsidiaries across the region seem to be more effcient than global insurance companies operating in the markets or
domestic insurance companies. However, there are noted differences in effciencies between different subsidiaries of the
same companies indicated a limited transfer of skills to new markets.

Session 4c: Long-run Macroeconomics
Forecasting skill supply and demand in Europe to 2020: Contribution of skills, employment and productivity as sources
of future growth in Europe
Pekka Tiainen (Ministry of Employment and the Economy)
There is a well established literature and also a methodology for understanding the sources of growth called growth
accounting and, in particular, the contribution of total factor productivity, employment and education and skills. Here some
results can be presented which describe the possibilities of the analyses. Important observation here is that in 2009-2020
capital contribution based on investments and depreciation is in base line no more so rapid as in former period and high
capital contribution and higher than average growth are in connection only in some countries. There is no more same kind
of strong correlation between growth and capital contribution. One reason is that in rapid growth emerging countries high
growth rates based generally on high capital contribution because of high investment rates and catching up effect related to
higher gdp level countries. So there was a convergence process in this sense. In 2009-2010 there is still convergence process
going on in emerging countries but the growth model is changing so that it’s based no more on such capital growth as
before but more also to other sources on growth and at same time growth is slower than in 2000-2008 period. Here this kind
of methodology is presented and used in examples. In growth accounting analysis is generally based on sources of growth
in history. Here the idea is to have extension the analysis to future by using projections in variables which we get from
Cedefop –analysis and calculate separately.
Depression and protracted global economic crises: What happened to global wealth and growth developments in 20082011?
Seppo Ruoho
IIn 1970-1990, the rich countries seemed to grow faster than the developing countries. In the beginning of the nineties the
demise of Soviet and East-European system of planned economies launched a more balanced and dynamic global growth.
The end of European planned economies was followed by increasing economic integration and re-structuring the world
trade environment, especially the WTO. A major development was the expanding EU. Japan in 1960-1990 was the frst
growth star outside Europe and its Anglo-American off-shoots. Japan was followed by the NIC countries (Hong Kong,
South Korea, Singapore and Taiwan). In the late nineties the BRIC-countries (Brazil, Russia, India, and China) began to
profle in superior growth. A number of big developing economies followed. Many former semi-developed and part of the
developing countries were growing faster than e.g. the OECD. In individual countries and sub-groups the gini-coeffcients
varied in dynamics, but the world economic growth was fastest outside the OECD-group. The last global economic crises in
2007-2010 hit heavily Europe, North America and the rest of the OECD. We wish to sketch empirically how the protracted
world economic crises effected on global wealth and growth distributions. Any answer is synthetic as the common SNA
concerns domestic economic activity and domestic growth. International comparisons are based on purchasing power
parity methods and are derived concepts based on the SNA.

Session 4d: Regional Economics
Suhdanteet ja alueellinen rakennemuutos
Leena Kerkelä (Pellervo Economic Research–PTT), Janne Huovari
Lyhyen tähtäimen suhdannekatsaukset palvelevat yleensä nykyhetken ja muutaman tulevan vuoden ennakointityötä esim.
verotulojen, vienti- ja investointinäkymien pohjaksi. Suhdannetyön lähtökohtana ovat aggregaattitason suureet esimerkiksi
kulutuskysynnän, viennin tai infaation osalta. Mitä pienempiä talouden rakenteita halutaan ennakoida, sitä suurempia
haasteita on ennustamisessa. Tämä pätee esimerkiksi eri toimialojen tuotantoon. Vaikka koko talouden tasolla voitaisiinkin
kohtullisesti ennakoida bkt:ta tasaisen kasvun vaiheessa, yksittäisten toimialojen tai alueellisten kokonaisuuksien tasolla
tuotannon vaihtelut voivat olla suuriakin. Suurten satunnaisvaihteluiden lisäksi rakennemuutokset vaikuttavat alueiden ja
toimialojen tuotantoon suhdanteiden lisäksi. Tässä työssä esitellään alustavia tuloksia projektista, jossa suhdannetyön
avuksi rakennetaan laskennallinen yleisen tasapainon malli (CGEmalli). Malli jakautuu Suomessa 20 maakuntaan.
Alueellisten ennusteiden laatiminen ylhäältä päin (top-down) voidaan toteuttaa suoraviivaisesti jakamalla esimerkiksi koko
talouden bruttokansantuote alueosuuksien perusteella kullekin maakunnalle. Usein alueiden kehityksestä on kuitenkin
saatavilla tarkempaakin informaatiota esimerkiksi työllisyyskehityksen perusteella. Näin alueiden välille voidaan luoda
hajontaa, joka keskimääräisesti kuitenkin tuottaa bkt- ja työllisyysennusteen, joka vastaa koko taloudesta muodostettua
käsitystä.
Regional differences in housing price dynamics – a random effects panel data approach
Elias Oikarinen (Turku School of Economics at the University of Turku), Janne Engblom
Due the low frequency of the data and the relatively short sample periods available, a great number of empirical studies
investigate housing price dynamics using panel data models. A notable complication with the existing panel data analyses
is the use of conventional fxed-effects models. The fxed-effects models include an assumption that housing price dynamics
are similar in every region included in the analysis. However, there are strong reasons to believe that the price dynamics
considerably vary between distinct regional housing markets. The aim of this study is to examine empirically the regional
differences in housing price dynamics in Finland. In particular, we investigate whether there are large regional differences

in the momentum effect (“bubble builder”) of housing prices and in the speed of adjustment towards the long-run
sustainable level (“bubble burster”). We estimate random effects panel data models using annual data for ffteen Finnish
cities for the period 1988-2009. We allow the dynamics to vary between cities and compare the results of the baseline model,
i.e., a conventional fxed-effects model, with those of random effect models. The results show that there are some notable
differences in housing price dynamics between cities. In particular, in the Helsinki Metropolitan area the momentum in
housing prices is the greatest and the adjustment towards the sustainable price level is the slowest. Therefore, Helsinki is
more prone to notable price overshots than the other Finnish regions.
On the role of public price information in housing markets: evidence from a natural experiment in Finland
Essi Eerola (Government Institute for Economic Research–VATT), Teemu Lyytikäinen
This paper studies the impact of increased public price information on the functioning of the housing market. The
theoretical part studies the effect of information on housing market when sellers or buyers or both react to new information.
The results suggest that increased information leads to higher price level. The time on the market, in turn, may become
longer or shorter after the reform depending on for which side of the market the reform offers new information. The
empirical part utilizes a Finnish policy intervention to estimate these effects. In July 2007, a website with detailed
information about individual housing transactions was opened. The website covered only part of the country, which allows
us to use the Differences-in-Differences method to estimate the causal effect of increased information. The results show that
increased information on past transactions lead to signifcantly shorter time on the market and an increase in prices. In the
context of the theory model, the clear negative effect on sale times corresponds to a situation where it is mainly the buyers
who learn from the increased information.

Session 4e: Topics in Microeconomics
Demand for opera tickets in the Finnish national opera
Laamanen, Jani-Petri (University of Tampere), Emmi Martikainen
Using detailed data through 2001-2009 from the Finnish National Opera, we estimate the determinants of demand for opera
tickets. We identify several signifcant performance-specifc characteristics affecting demand. We fnd that operas in their
premiere season are more popular than reprises. Demand is higher for classical operas and for performances with a famous
Finnish opera singer. There is also some evidence of seasonal and learning effects. The demand for operas in their premiere
season is price inelastic whereas the price elasticity is high for reprises.
Economics of smash-hit papers: spillover evidence from the 'Male Organ Incident'
Otto Kässi (University of Helsinki), Tatu Westling
This study explores the short-run spillover eects of popular research papers. We consider the publicity of `Male Organ and
Economic Growth: Does Size Matter?' as an exogenous shock to economics discussion paper demand, a natural experiment
of a sort. In particular, we analyze how the very substantial visibility infuenced the downloads of Helsinki Center of
Economic Research discussion papers. Difference in differences andregression discontinuity analysis are conducted to elicit
the spillover patterns. This study nds that the spillover effect to average economics paper demand is positive and
statistically signicant. It seems that hit papers increase the exposure of previously less downloaded papers. We fnd that part
of the spillover effect could be attributable to Internet search engines' infuence on browsing behavior. Conforming to
expected patterns, papers residing on the same web page as the hit paper evidence very signicant increases in downloads
which also supports the spillover thesis.
Theory of Consumer Habits
Hanna Willman-Iivarinen (University of Tampere)
Habits are nearly automatic behaviors that occur repeatedly in consisted circumstances. Habits are strongly dependant on
environmental cues, such as places, times of day, presence of particular people, preceding actions, state of mind et cetera.
Habits are triggered by the cues we see in our surroundings. The creation of habits is rather effortless, but breaking the
habits requires remarkable efforts. This asymmetry is due to behavioral biases and switching costs. Two indexes are created
in this paper: 1) an index of habit strength and 2) an index of habit persistence. These indexes are useful for companies in
their marketing and product development resource allocation decisions. The habitual decision-making is compared to
“normal” consumer decision-making. The aim of the paper is to examine the benefts and costs of habits to the consumers
and companies and create indexes to measure habit strength and habits persistence, which affect the company strategies.
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