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Thursday 4.2.2016

10:00-17:00 Registration
10:30-10:45 Opening words
10:45-12:00 Plenary lecture by Ulrike Malmendier (UC Berkeley) in Auditorium 126

Title of the presentation: ”Experience Effects – How past experiences shape our risk attitudes
and economic decision-making”

12:00-13:00 Lunch Break
13:00-15:00 Parallel Sessions I

1a: Redistribution and welfare
1b: Industrial organization 1
1c: Theory 1
1d: Banking
1e: Political Economy
1f: Labour Markets 1
1g: Macroeconomics 1

15:00-15:15 Break (coffee & tea)
15:15-16:45 Parallel Sessions II

2a: Immigration
2b: Housing
2c: Public Economics
2d: Environmental economics, theory
2e: Macroeconomics 2
2f: Labour market and wage setting
2g: Behavioral economics

16:45-18:00 Break
18:00-19:30 Reception hosted by City of Pori
19:30 Conference dinner at Porin Suomalainen Klubi



Friday 5.2.2016

09:00-10:30 Special session (Auditorium 126): Labor Markets in Finland and Sweden - A Swedish Perspective
Keynote Speaker: Per Skedinger (Institutet för Näringslivsforskning)

10:30-11:00 Break (coffee & tea)
11:00-13:00 Parallel Sessions III

3a: Macroeconomics 3
3b: Labour Markets 2
3c: Suomenkielinen sessio
3d: Environmental economics
3e: Industrial organization 2
3f: Education
3g: Theory 2
3h: Ekonomistit uudessa mediassa





Parallell sessions I: Thursday 4.2.2016 13:00-15:00 (2h)
Room
LK344 Session 1a: Redistribution and welfare

Chair: Jani-Petri Laamanen (University of Tampere)

Design of the basic income experiment in Finland
Jouko Verho (Kela), Pertti Honkanen, Kari Hämäläinen, Olli Kangas, Markus Kanerva,
Jani-Petri Laamanen
Discussant: Matti Hovi (University of Tampere)

Redistibution around the World: Causes and Consequences
Markus Jäntti (University of Helsinki & VATT), Jukka Pirttilä, Risto Rönkkö
Discussant: Jani-Petri Laamanen (University of Tampere)

The lasting well-being effects of macroeconomic crises
Matti Hovi (University of Tampere)
Discussant: Jouko Verho (Kela)

Income, Aspirations and Subjective Well-being: International Evidence
Jani-Petri Laamanen (University of Tampere), Matti Hovi, Ohto Kanninen
Discussant: Markus Jäntti (University of Helsinki & VATT)

Room
NH349 Session 1b: Industrial organisation 1

Chair: Markku Siikanen (Aalto University)

Business-owners, employees and firm performance
Satu Nurmi (STAT), Mika Maliranta
Discussant: Matti Pihlava (University of Turku)

The Finnish corporate network - empirical findings from the boardroom network
Matti Pihlava (University of Turku)
Discussant: Olena Izhak (University of Helsinki)

Pharmacists’ Moral Hazard in Generic Substitution
Olena Izhak (University of Helsinki)
Discussant: Markku Siikanen (Aalto University)

Hospital pharmaceutical market as an investment?
Markku Siikanen (Aalto University)
Discussant: Satu Nurmi (STAT)



Parallell sessions I: Thursday 4.2.2016 13:00-15:00 (2h) (cont.)
Room
NH203C Session 1c: Theory 1

Chair: Artturi Björk (Aalto University)

Bonacich network measures as minimum norm solutions
Hannu Salonen (University of Turku)
Discussant: Mats Godenhielm (University of Helsinki)

Directed Search, divisible goods and capacity constrained buyers
Mats Godenhielm (University of Helsinki)
Discussant: Hannu Salonen (University of Turku)

Coordination and market failure
Klaus Kultti (University of Helsinki)
Discussant: Artturi Björk (Aalto University)

Credible wage setting without commitment
Artturi Björk (Aalto University)
Discussant: Klaus Kultti (University of Helsinki)

Room
NH118 Session 1d: Banking

Chair: Karlo Kauko (Bank of Finland)

I Can’t Give Everything Away - Broker distributing stock research
Timo Autio (Aalto University)
Discussant: Adam Gulan (Bank of Finland)

Bond Finance, Bank Credit, and Aggregate Fluctuations in an Open Economy
Adam Gulan (Bank of Finland)
Discussant: Karlo Kauko (Bank of Finland)

Did taxes, decrees or credibility drive money?
Karlo Kauko (Bank of Finland)
Discussant: Timo Autio (Aalto University)

Room
NH231 Session 1e: Political economy

Chair: Janne Tukiainen (VATT)

Firm performance, political influence and external shocks
Laura Solanko (BOFIT Bank of Finland), Vladimir Sokolov
Discussant: Janne Tukiainen (VATT)

Public Employees as Politicians: Evidence from Close Elections
Tuukka Saarimaa (VATT), Jaakko Meriläinen, Ari Hyytinen, Otto Toivanen, Janne
Tukiainen
Discussant: Manuel Bagues (Aalto University)

Can Gender Quotas Empower Women? Evidence from a Regression Discontinuity
Design
Manuel Bagues (Aalto University), Pamela Campa
Discussant: Tuukka Saarimaa (VATT)

Primary Effect in Open-List Elections
Janne Tukiainen (VATT), Jaakko Meriläinen
Discussant: Laura Solanko (BOFIT Bank of Finland)



Parallell sessions I: Thursday 4.2.2016 13:00-15:00 (2h) (cont.)
Room
LK103 Session 1f: Labour markets 1

Chair: Jutta Viinikainen (JSBE)

Are caseworker meetings effective in tackling youth unemployment?
Viveka Tschamurov (University of Helsinki & Kela)
Discussant: Ville Seppälä (JSBE)

Effects of working in the same workplace with your spouse
Ville Seppälä (JSBE)
Discussant: Jutta Viinikainen (JSBE)

The Effect of Weight on Wages: an Application of Genetic Instrumental Variables
Jutta Viinikainen (JSBE), Petri Böckerman, John Cawley, Terho Lehtimäki, Suvi Rovio,
Ilkka Seppälä, Jaakko Pehkonen, Olli Raitakari
Discussant: Viveka Tschamurov (University of Helsinki & Kela)

Room
AUD125 Session 1g: Macroeconomics 1

Chair: Mika Nieminen (JSBE)

The stance of monetary policy in euro area at the effective lower bound of interest
rates
Tomi Kortela (Bank of Finland)
Discussant: Jari Hännikäinen (University of Tampere)

To default or not? The crisis outcomes of sovereign defaults and IMF austerity pro-
grams
Tuomas Malinen (University of Helsinki), Olli Ropponen
Discussant: Seppo Ruoho

Empirical Measures of GDP
Seppo Ruoho
Discussant: Mika Nieminen (JSBE)

The role of labor market institutions in external adjustment
Mika Nieminen (JSBE), Kari Heimonen, Timo Tohmo
Discussant: Tomi Kortela (Bank of Finland)



Parallell sessions II: Thursday 4.2.2016 15:15-16:45 (1,5h)
Room
NH231 Session 2a: Immigration

Chair: Ilpo Kauppinen (VATT)

Public Sector Corruption and Trust in the Private Sector
Rob Gillanders (Hanken), Olga Neselevska
Discussant: Ilpo Kauppinen (VATT)

Trust towards Institutions among European Immigrants
Ilpo Kauppinen (VATT)
Discussant: Mika Haapanen (JSBE)

Room
LK344 Session 2b: Housing

Chair: Essi Eerola (Bank of Finland)

Housing Externalities of Homeless Shelters in Helsinki Metropolitan Area
Oskari Harjunen (City of Helsinki & Aalto University)
Discussant: Elias Oikarinen (Turku School of Economics)

Measuring house price bubbles
Elias Oikarinen (Turku School of Economics), Steven Bourassa, Martin Hoesli
Discussant: Essi Eerola (Bank of Finland)

On the distributional effects of VAT with housing and financial wealth
Essi Eerola (Bank of Finland), Niku Määttänen
Discussant: Oskari Harjunen (City of Helsinki & Aalto University)

Room
LK103 Session 2c: Public economics

Chair: Tuuli Paukkeri (Aalto University)

The long-term impact of increased alcohol availability on mortality: Evidence from
an alcohol reform
Henri Salokangas (University of Turku)
Discussant: Tuuli Paukkeri (Aalto University)

Rate-of-Return Allowance in a growth model of the firm - A further justification for
the carry-forward rules
Seppo Kari (VATT), Jussi Laitila
Discussant: Henri Salokangas (University of Turku)

The role of information in benefit take-up: Evidence from the Finnish Guarantee
Pension
Tuuli Paukkeri (Aalto University), Tuomas Matikka
Discussant: Sanna Tenhunen (ETK)



Parallell sessions II: Thursday 4.2.2016 15:15-16:45 (1,5h) (cont.)
Room
NH349 Session 2d: Environmental economics, theory

Chair: Jussi Uusivuori (Natural Resources Institute Finland (Luke))

Green Quotas Increase Emissions - On the Dynamic Interaction Between Black and
Green Quotas in the Context of Power Sector Decarbonisation
Roland Magnusson (University of Helsinki)
Discussant: Lassi Ahlvik (Natural Resources Institute Finland (Luke))

Option value of geoengineering - a case of articial oxygenation in the Baltic
Lassi Ahlvik (Natural Resources Institute Finland (Luke)), Antti Iho
Discussant: Jussi Uusivuori (Natural Resources Institute Finland (Luke))

Access Rights to Private Land and Conservation
Jussi Uusivuori (Natural Resources Institute Finland (Luke))
Discussant: Roland Magnusson (University of Helsinki)

Room
AUD125 Session 2e: Macroeconomics 2

Chair: Mika Nieminen (JSBE)

How to explain errors in budget balance forecasts in euro area countries? Real-time
evidence based on IMF data
Pasi Ikonen (Bank of Finland), Maritta Paloviita
Discussant: Ilkka Kiema (Labour Institute for Economic Research)

Is the Nordic model an unaffordable luxury or a necessary compensation for the
disadvantages of geography?
Ilkka Kiema (Labour Institute for Economic Research)
Discussant: Mika Nieminen (JSBE)

Long-run determinants and short-run dynamics of the trade balance in the EU-15
countries
Mika Nieminen (JSBE), Juha Junttila
Discussant: Pasi Ikonen (Bank of Finland)

Room
NH118 Session 2f: Labour market and wage setting

Chair: Petteri Juvonen (JSBE)

Internal Wage References, Rent Sharing and Wage Rigidity: Evidence from Linked
Employer-Employee Data
Matthias Strifler (JSBE)
Discussant: Salla Simola (Aalto University)

Routine-biased technical change and heterogeneities in real wage cyclicality
Antti Sieppi (JSBE)
Discussant: Petri Böckerman (Labour Institute for Economic Research & University of Turku)

Wage setting coordination in a small open economy
Petteri Juvonen (JSBE)
Discussant: Tuomas Malinen (University of Helsinki)



Parallell sessions II: Thursday 4.2.2016 15:15-16:45 (1,5h) (cont.)
Room
NH203C Session 2g: Behavioral economics

Chair: Lauri Sääksvuori (THL)

Spying, Lying, Sabotaging: Procedures and Consequences
Nadine Chlaß (University of Turku), Gerhard Riener
Discussant: Topi Miettinen (Hanken)

Promoting Cooperation Through Complementarity in VCM games
Olli Lappalainen (University of Turku)
Discussant: Lauri Sääksvuori (THL)

A Neural Signature of Private Property Rights
Lauri Sääksvuori (THL), Johannes Hewig, Holger Hecht, Wolfgang H.R. Miltner
Discussant: Nadine Chlaß (University of Turku)



Parallell sessions III: Friday 5.2.2016 11:00-13:00 (2h)
Room
LK344 Session 3a: Macroeconomics 3

Chair: Jari Hännikäinen (University of Tampere)

Forecast optimism and overconfidence in the Survey of Professional Forecasters
Gene Ambrocio (Bank of Finland)
Discussant: Jozsef Mezei (Åbo Akademi & Risklab)

RiskRank: Measuring interconnected risk
Jozsef Mezei (Åbo Akademi University, RiskLab Finland at Arcada University of Ap-
plied Sciences), Peter Sarlin
Discussant: Maritta Paloviita (Bank of Finland)

Anchoring of inflation expectations in the euro area: recent evidence based on sur-
vey data
Maritta Paloviita, (Bank of Finland), Tomasz Lyziak
Discussant: Jari Hännikäinen (University of Tampere)

When does the yield curve contain predictive power? Evidence from data-rich envi-
ronment
Jari Hännikäinen, (University of Tampere)
Discussant: Gene Ambrocio (Bank of Finland)

Room
LK103 Session 3b: Labour markets 2

Chair: Terhi Maczulskij (Labour Institute for Economic Research)

Cohort Trends in Personality Traits and their Implications for Income
Marko Terviö (Aalto University), Markus Jokela, Tuomas Pekkarinen, Matti
Sarvimäki, Roope Uusitalo
Discussant: Antti Sieppi (JSBE)

Keeping up with the bosses. Development of individual wage inequality between
and within firms
Salla Simola (Aalto University)
Discussant: Terhi Maczulskij (Labour Institute for Economic Research)

Are jobs more polarized in ICT firms?
Petri Böckerman (Labour Institute for Economic Research & University of Turku)
Discussant: Matthias Strifler (JSBE)

Within and between region trends in job market polarization: where displaced
workers end up?
Terhi Maczulskij (Labour Institute for Economic Research), Merja Kauhanen
Discussant: Marko Terviö (Aalto University)



Parallell sessions III: Friday 5.2.2016 11:00-13:00 (2h) (cont.)
Room
LK241A Session 3c: Suomenkielinen sessio

Puheenjohtaja: Olli Ropponen (VATT)

Suurempi osa työvoimasta lyhemmillä työajoilla keinona työllisyysasteen nos-
tamiseen täystyöllisyystasolla
Pekka Tiainen (TEM)
Keskustelija: Mauri Kotamäki (VM)

Participation Tax Rates in Finland – Earned Income Deduction Investigated
Mauri Kotamäki (VM), Allan Seuri, Ulla Hämäläinen
Keskustelija: Risto Vaittinen (ETK)

Ikääntymisen taloudelliset vaikutukset – syntyvyyden ja kuolleisuuden suhteelli-
nen merkitys
Risto Vaittinen (ETK), Sanna Tenhunen
Keskustelija: Olli Ropponen (VATT)

Yritysverotuksen vaikutus rahoitus- ja investointikannusteisiin
Olli Ropponen (VATT), Seppo Kari
Keskustelija: Pekka Tiainen (TEM)

Room
NH203C Session 3d: Environmental economics

Chair: James Corbishley (Aalto University)

Demand and supply side flexibility as an enabler to increase the value of intermit-
tent energy
Hannu Huuki (SYKE), Maria Kopsakangas-Savolainen, Rauli Svento
Discussant: Anna Sahari (Aalto University)

Household heterogeneity in willingness to pay for fuel cost reductions
Anna Sahari (Aalto University)
Discussant: James Corbishley (Aalto University)

Valuing demand responsiveness - using houses as batteries to store electricity
James Corbishley (Aalto University)
Discussant: Hannu Huuki (SYKE)



Parallell sessions III: Friday 5.2.2016 11:00-13:00 (2h) (cont.)
Room
NH231 Session 3e: Industrial organization 2

Chair: Jaana Rahko (University of Vaasa)

Need for speed? Exploring the relative importance of patents and utility models
among German firms
Jussi Heikkilä (JSBE), Annika Lorenz
Discussant: Jaana Rahko (University of Vaasa)

Does Bank Competition Reduce Cost of Credit? Cross-Country Evidence from Eu-
rope
Zuzana Fungacova (Bank of Finland), Anastasiya Shamshur, Laurent Weill
Discussant: Min Zhu (University of Helsinki)

Market Development, Ownership and Firm Productivity: Evidence from China
Min Zhu (University of Helsinki)
Discussant: Zuzana Fungacova (Bank of Finland)

Knowledge transfer through inventor mobility – The effect on firm-level patenting
Jaana Rahko (University of Vaasa)
Discussant: Jussi Heikkilä (JSBE)

Room
LK241B Session 3f: Education

Chair: Mika Kortelainen (VATT)

Effects of class size on classroom environment
Susanne Syrén (JSBE), Olli-Pekka Malinen, Roope Uusitalo
Discussant: Mika Kortelainen (VATT)

Skills at Work: Labor-Market Returns to Higher Vocational Schooling
Mika Haapanen (JSBE), Petri Böckerman, Christopher Jepsen
Discussant: Terhi Ravaska (University of Tampere)

Short- and long-term effects of elite high schools
Mika Kortelainen (VATT), Ohto Kanninen
Discussant: Tuomas Pekkarinen (VATT)



Parallell sessions III: Friday 5.2.2016 11:00-13:00 (2h) (cont.)
Room
NH118 Session 3g: Theory 2

Chair: Mitri Kitti (University of Turku)

Dynamic stable set
Hannu Vartiainen (University of Helsinki)
Discussant: Tuomas Laiho (Aalto University)

Quality provision under conditions of oligopoly
Johan Willner (Åbo Akademi University), Sonja Grönblom
Discussant: Hannu Vartiainen (University of Helsinki)

The Strategic Role of Information Acquisition in Common Pool Problems
Tuomas Laiho (Aalto University), Olli-Pekka Kuusela
Discussant: Mitri Kitti (University of Turku)

Search in Networks with Vacancies: The Case of Board Interlocks
Mitri Kitti (University of Turku), Matti Pihlava, Hannu Salonen
Discussant: Johan Willner (Åbo Akademi University)

Room
Aud125 Session 3h: Ekonomistit uudessa mediassa

Puheenjohtaja: Heikki Pursiainen (Ajatuspaja Libera)
Paavo Teittinen: Ekonomistit somessa: kuluttajan näkökulma.
Heikki Pursiainen: Ajatuspajahemmon somekokemuksia.
Paneelikeskustelu: Ekonomistina somessa. Kokemuksia, suosituksia ja visioita. Osallistu-
jat: Markus Jäntti (HY & VATT), Olli Kärkkäinen (Nordea), Mika Maliranta (JY &
Etla) ja Paavo Teittinen (HS).



Abstracts

Room
LK344 Session 1a: Redistribution and welfare

Design of the basic income experiment in Finland
Jouko Verho (Kela), Pertti Honkanen, Kari Hämäläinen, Olli Kangas, Markus Kanerva,
Jani-Petri Laamanen

The Finnish government has funded a research project the aim of which is to design a large-
scale field experiment of a universal basic income system in Finland. The project examines
alternative basic income models and studies their implications to taxation and other social
benefits. A key part of the research project is to design a reliable experimental setting that
provides causal evidence on the preferred basic income models. We present the preliminary
findings of the research project.

Redistibution around the World: Causes and Consequences
Markus Jäntti (University of Helsinki & VATT), Jukka Pirttilä, Risto Rönkkö

This paper re-examines the determinants and consequences of redistribution in light of im-
proved data and methods relative to earlier literature. In particular, we use the latest version
of the WIDER Income Inequality Database (WIID) to use the best available estimates of both
pre- and postgovernment inequality for the largest set of countries and periods. We also tackle
head-on problems of related to model specification that risk generating large biases in estimates
because of mechanical associations between variables.

The lasting well-being effects of macroeconomic crises
Matti Hovi (University of Tampere)

Recessions lower individual well-being. Whether the effects of recessions on subjective well-
being are temporary or permanent is an open question, however. Using World Values Survey
repeated cross-section data this paper examines the long-term effects of severe recessions on
subjective well-being. Following earlier literature, the empirical strategy is based on the fact
that different countries have experienced macroeconomic crises at different times. Thus, co-
horts that have experienced crises at a given age vary across countries. The estimation results
show that experiencing an economic disaster especially in the early adulthood is detrimental to
subjective well-being. Individuals who have witnessed a large decline (more than 10 percent)
in output in their late teens or early twenties report lower levels of happiness years after. The
results are robust for controlling the relevant socio-economic factors.

Income, Aspirations and Subjective Well-being: International Evidence
Jani-Petri Laamanen, (University of Tampere), Matti Hovi, Ohto Kanninen

Previous evidence from individual-level cross-sections from single countries suggest that well-
being effects of rising incomes are at least partly offset by an associated rise in income aspi-
rations. We extend the analysis to cover European countries and several years. We use two
well-being datasets, an individual-level cross-section (EU-SILC from year 2013) and a ten-year
aggregate-level panel data (Eurobarometer survey). These are combined with income and out-
put information and survey (EU-SILC) information on income aspirations. Earlier findings
on the negative role of income aspirations are shown to hold internationally. Further, a more
elaborate analysis on how income aspirations are determined by income developments is con-
ducted.



Abstracts

Room
NH349 Session 1b: Industrial organization 1

Business-owners, employees and firm performance
Satu Nurmi (STAT), Mika Maliranta

This paper introduces a novel Finnish matched employer-employee-owner (MEEO) database.
The data creates huge possibilities to the study of growth entrepreneurship by extending the
portrait of entrepreneurs to ownership in limited liability companies. In this paper we ap-
proach the theme from the enterprise perspective. We are interested in the role of owner and
personnel characteristics in employment and productivity growth of businesses hit by the fi-
nancial crisis in 2008. We focus on the performance of businesses 2009 - 2013 closely directed
by one primary owner and distinguish between pure owners and employee owners. Previous
employment spells of the owners stand out as an important channel for spillovers.

The Finnish corporate network - empirical findings from the boardroom network
Matti Pihlava (University of Turku)

This paper studies Finnish firms and especially it’s boardroom network and the effects that
information diffusion has on financial performance. Compared with earlier studies, this study
also takes into consideration firms that are not connected and uses them as a natural compari-
son. Based on the firms’ year end reports the results show that firms that are connected to the
main component of the network are on average greater in size but they also lose the average
Return On Investments. Network centrality does not affect the effect. With firm-specific con-
trols neither firm attributes or branch of industry explain this effect . Compared to international
results the results are contrary to what has been noted earlier. Seasonal changes or general eco-
nomic outcomes might explain these results. In general the main component of the network
is relatively smaller in size but slightly more dense than those found in other countries. Also
lagged effects of principal component membership is analyzed.

Pharmacists’ Moral Hazard in Generic Substitution
Olena Izhak (University of Helsinki)

I analyze whether there is a moral hazard on pharmacists’ side while offering the generic sub-
stitution. The analysis is based on a unique large prescription level data set that covers over
30 % of all drugs sold in Finland in 2002 - 2013. I find that pharmacists are less likely to sub-
stitute drugs that bring larger total profits. Higher competition among pharmacies is associ-
ated with higher probability of generic substitution. As Finnish pharmacy regulations prohibit
price competition, this finding suggests that generic substitution is one dimension of quality,
that pharmacies compete on. The results indicate that pharmacies are instrumental in imple-
menting generic substitution policy. Promoting competition in pharmacy market might help
to increase savings from substitution.



Abstracts

Room
NH349 Session 1b: Industrial organisation (cont.)

Hospital pharmaceutical market as an investment?
Markku Siikanen (Aalto University )

In the previous health economics and industrial organization literature the existence of the
hospital pharmaceutical market has commonly been ignored in papers which study the retail
pharmaceutical market questions. This paper focuses on the connection between the hospital
and the retail pharmaceutical markets. Paper provides partial answer to the claim that the
hospital pharmaceutical market is an investment for the pharmaceutical companies. To the best
of my knowledge there are no previous studies, which attempts to quantify the link between
the retail and the hospital pharmaceutical markets.
Theoretical motivation of the paper is based on Klemperer(1987) model on consumer switch-
ing costs. A modified switching cost model is used in describing the interaction between the
markets. The model predicts that pharmaceutical companies have incentive to participate to
the hospital market, because obtaining the market increases equilibrium profits in the retail
market. Data from Finnish public sector pharmaceutical procurement is used in the empirical
section to verify this claim. Results from regression discontinuity design support the invest-
ment hypothesis. It seems that firms presence in the hospital market increases the retail market
pharmaceutical sales by 30%.

Room
NH203C Session 1c: Theory 1

Bonacich network measures as minimum norm solutions
Hannu Salonen (University of Turku)

We show that the product of Bonacich measures of an undirected bimodal network may be
viewed as a product measure that is nearest (w.r.t. Euclidean norm) to the matrix represent-
ing the network. Bonacich measures for a directed bimodal network can also be viewed as
minimum norm solutions.

Directed Search, divisible goods and capacity constrained buyers
Mats Godenhielm (University of Helsinki)

We study a large economy where capacity constrained sellers post mechanisms to attract buy-
ers. The difference to earlier literature is that the traded good is perfectly divisible and all
agents are capacity constrained. An interesting result is that the pay-off equivalence between
mechanisms such as fixed prices and auctions no longer hold, even though all agents are risk
neutral. Fixed prices remain constrained efficient unlike ex-post auctions. The model has im-
plications for frictional labor markets with part-time employment.



Abstracts

Room
NH203C Session 1c: Theory 1 (cont.)

Coordination and market failure
Klaus Kultti (University of Helsinki)

Consider buyers with unit demands and sellers with unit supplies. Markets can be organised
in roughly two ways. First, all the sellers may be physically close to each other; this allows the
buyers to contact all of them with ease. Secondly, the sellers may be physically separated; then
the buyers have to choose which seller to visit. When the buyers a homogeneous it is clear that
the first market structure is efficient as all the possible trades are consummated. In the second
market structure there are frictions as it is possible that some sellers are not contacted by any
buyers, and some sellers may be contacted by multiple buyers. If the buyers are heterogeneous
in their valuations of the good things change. I study a simple example of three buyers and two
sellers, and show that for some parameter values the first market structure may be less efficient
than the second. This holds for all parameter values if one allows for asymmetric equilibria.

Credible wage setting without commitment
Artturi Björk (Aalto University)

A workers union promises to set low wages in the future in the hopes that competitive firms
install a lot of irreversible capital. If the firms invest too much the union cannot resist the
temptation to renege on it’s promise and set the wage higher. Anticipating this the firms will
not believe a promise and hence will not install so much capital that it is not in the interest
of the union to confirm the promised wage. As a result the level of investment is inefficiently
low, i.e. there is hold-up. The efficient level of investment can be achieved if the union can
commit to future wages. How close to the commitment equilibrium can we get with reputation
substituting for commitment? Previous literature has assumed an exogenous punishment for
the union from not confirming the wage expectations. I use the recursive methods to find
the (endogenous) worst possible subgame perfect equilibrium to act as deterrent to the union
for not confirming the wage expectations. This punishment can support an equilibrium value
closer to the value of the commitment equilibrium than exogenously setting the punishment
to repeating per period Nash equilibrium.

Room
NH118 Session 1d: Banking

I Can’t Give Everything Away - Broker distributing stock research
Timo Autio (Aalto University)

Financial institutions that are also involved in financial intermediation conduct a significant
amount of the stock research. I study how a broker’s incentive to maximize trading influences
the motivation to distribute fundamental information about the assets’ returns when the in-
vestor has limited capacity to process information. I will study this effect in a framework with
multiple assets involving one investor and one broker. I find that the broker’s distribution
of information does increase the amount of trading, but the effect on the investor’s utility is
ambiguous



Abstracts

Room
NH118 Session 1d: Banking (cont.)

Bond Finance, Bank Credit, and Aggregate Fluctuations in an Open Economy
Adam Gulan (Bank of Finland)

Corporate sectors in emerging market economies have increased noticeably their reliance on
foreign financing, presumably reflecting low global interest rates. This trend has largely re-
flected increased bond issuance by emerging economies’ firms, in contrast to the bank loans
that dominated capital flows in the past. To shed light on these developments, we develop a
stochastic dynamic model of an open economy in which the levels of direct versus intermedi-
ated finance are determined endogenously. The model embeds the static, partial equilibrium
model of Holmström and Tirole (1997, henceforth HT) into a dynamic general equilibrium set-
ting. A calibrated version generates an increase in both direct and indirect finance following
an exogenous drop in world interest rates, in line with the empirical observations mentioned
above, and reflecting the role of equity in the adjustment process. We also argue that aggre-
gate responses to exogenous shocks are smoother when the split between direct versus indirect
finance is determined endogenously rather than exogenously.

Did Taxes, decrees or credibility drive money?
Karlo Kauko (Bank of Finland)

Chartalist theories assume that the government can decide which currency is used by the pub-
lic. Experiences of early 19th century Finland provide strong evidence against this hypothesis.
The government tried to withdraw Swedish money from circulation and to replace it with
rubles. Foreign trade flows made this difficult. Bans on Swedish money were ineffective. At-
tempts to collect taxes in rubles failed and enabled speculation. The government had to pay its
expenditures in Swedish money although it was running its own banknote issuing credit insti-
tution. The ruble did not become the main currency until it was backed by the silver standard.
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Firm performance, political influence and external shocks
Laura Solanko (BOFIT Bank of Finland), Vladimir Sokolov

Using representative nation-wide survey data on manufacturing firms and official registry
data, we study how changes in firms’ political influence at the regional level affects their finan-
cial performance. We find that firms that retained political influence throughout the sample pe-
riod exhibit the highest profitability, while firms that lost influence following a key governance
reform that disrupted old elite linkages accumulated larger cash holdings than non-influential
firms. After conditioning the impact of political influence on the level of regional institutional
development, we find that political influence significantly affects the financial performance
of firms only in regions with poor institutions, while this connection is almost absent in re-
gions with a relatively high level of democracy/market freedom. Most importantly, we show
that firms that initially were politically influential but later lost their influence had a signif-
icantly higher probability to be liquidated after the 2008 global financial crisis. This finding
suggests that politically connected firms that lose their influence are more vulnerable to exoge-
nous shocks than firms that are not influential in the first place.
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Public Employees as Politicians: Evidence from Close Elections
Tuukka Saarimaa (VATT), Ari Hyytinen, Jaakko Meriläinen, Otto Toivanen, Janne Tukiainen

We analyze the effect of municipal employees’ political representation in a municipal council
on local public spending using close elections in a proportional election system. We develop
a procedure for aggregating candidate level close contests into a municipal level treatment
variable. We find that electing one additional municipal employee increases spending in a
municipality with a median sized council of 27 seats by about 1 percent on average over the
four-year council term. Using detailed information on candidates’ occupation and municipal
spending categories, we find that municipal health care employees increase health care spend-
ing, but do not increase other types of spending. Similarly, non-health care employees do not
influence health spending, but do increase non-health care spending. Therefore, the spending
increases seem to be targeted to the public employees’ own sector of occupancy. Nonetheless,
we do not find any evidence that the additional spending is due to rent-seeking.

Can Gender Quotas Empower Women? Evidence from a Regression Discontinuity Design
Manuel Bagues (Aalto University), Pamela Campa

We estimate the short- and mid-term effect of legislated candidate gender quotas on the elec-
tion of female politicians, on voters’ behavior, and on local public finance decisions. We use
evidence from Spain, where gender quotas were introduced in 2007 in municipalities with
more than 5,000 inhabitants, and in 2011 in municipalities with more than 3,000 inhabitants.
Using a Regression Discontinuity Design, we find that gender quotas raise the share of female
candidates and, to a lower extent, that of female councillors. However, within two rounds of
elections, women fail to reach powerful positions such as party leader or mayor. Furthermore,
we do not find evidence of an impact of gender quotas on voters’ behavior and local policy
making.

Primary Effect in Open-List Elections
Janne Tukiainen (VATT), Jaakko Meriläinen

Do candidates who obtain the largest share of party votes in elections get promoted to polit-
ical power? A recent paper by Folke et al. (2015) proposes that parties might use vote ranks
to decide which candidates to nominate to top positions. They present clear evidence of this
from Sweden where semi-open lists are used in the local elections. We complement their find-
ings with results from Finland where a completely open-list electoral system is in use. Using
a regression discontinuity design and comparing winners and their close runners-up within
party lists, we find some evidence of this primary effect on political promotions. However, the
effects are smaller than in Sweden, suggesting that the preferential vote might serve a different
role in open-list and semi-open list elections. Moreover, contrary to what Folke et al. (2015)
propose, we document that the primary effect is smaller when political competition is larger,
both between and within parties. Furthermore, we find that the primary effect exist only for
one party in Finland and only when the winner and runner-up are equally competent, both ob-
servations imply that the preference votes are at best complementary to other selection criteria
for promotions.
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Are caseworker meetings effective in tackling youth unemployment?
Viveka Tschamurov (University of Helsinki & Kela)

My purpose is to analyse how the meetings between unemployed youngsters and their case-
workers affect the transition rate from unemployment to work by using the method of Timing-
of- Events (Abbring and van den Berg (2003)). I exploit the random variation in the timing of
the meetings to identify a causal effect of a meeting or a sequence of meetings on the transition
rate from unemployment to work. Hence attending the meeting is thought of as a ‘treatment’.
Using administrative data from Finland allows me to furthermore exploit the so called ‘social
guarantee for the young’ that was initiated in 2005 with the aim of making caseworker meet-
ings take place earlier for young unemployed.

Effects of working in the same workplace with your spouse
Ville Seppälä (JSBE)

I study what effect does working in the same workplace with one’s spouse have on wage,
tenure and divorce rate using register data from Statistics Finland. The topic is interesting
because these effects can be important for both the employer and the coworking couple. Earlier
empirical evidence on the subject is very scarce which further motivates the study. Effects are
measured by comparing those who cowork with their spouses to a control group who don’t.

The Effect of Weight on Wages: an Application of Genetic Instrumental Variables
Jutta Viinikainen (JSBE), Petri Böckerman, John Cawley, Terho Lehtimäki, Suvi Rovio,
Ilkka Seppälä, Jaakko Pehkonen, Olli Raitakari

This paper contributes to the literature on the impact of body weight on wages by using a new
instrument: genetic risk score, which reflects the predisposition to higher body mass index
across many genetic loci. We estimate IV models of the effect of BMI on labor market out-
comes using data from Finland that have many strengths: measured body mass index, genetic
information, and administrative earnings records that are free of the problems associated with
non-response, self-reporting error or top-coding. The results indicate genetic risk score is suffi-
cientlya powerful instrument, and the available evidence is generally consistent with validity.
The IV estimates reveal that weight reduces earnings and employment.
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The stance of monetary policy in euro area at the effective lower bound of interest rates
Tomi Kortela (Bank of Finland)

A shadow rate dynamic term structure model is estimated for euro area. It is demonstrated
that this model outperforms a model which is not consistent with an effective lower bound
for interest rates. The shadow rate model also produces different measures for the stance of
monetary policy which are evaluated. The timing of liftoff from the effective lower bound
seems to be a robust and plausible estimate for the stance of monetary policy but a shadow
rate with a constant lower bound is not. However, a model with time-varying effective lower
bound for nominal interest seems to be a useful way to estimate a shadow rate for euro area.

To default or not? The crisis outcomes of sovereign defaults and IMF austerity programs
Tuomas Malinen, (University of Helsinki), Olli Ropponen

Economic crises are an agonizing feature of modern economies leading to bankruptcies, unem-
ployment and poverty. Do sovereign defaults or IMF run austerity measures aid countries in
crisis? In this study, we aim to answer to this question using a large dataset on economic crises
after the Second World War. Results show that, in terms of the real economy, developing coun-
tries should in general avoid defaults and that domestic default is the most disruptive form
of default. IMF programs are also found to provide the most lenient crisis outcome, although
they do not seem to provide clear benefits for the real economy.

Empirical Measures of GDP
Seppo Ruoho

International agreement on economic statistics has increased considerably since the system
change in EE. At the same time the new situation has led to formation of new coalitions. Euro-
zone is an example. Reasons for present economic crisis in Finland have been discussed in
breadth. Any way there is a state administration, a Euro-Zone and and the task to plan state
budget. As the country is growing very slowly and there is due to Euro-zone commitments
need to increase the state/budget incomes and changing the distribution of incomes to en-
hance productivity. There are the traditional empirical measures of GDP -distribution. The
percentiles ( 20%), Gini-coefficients and two-class breakdowns of GDP. What is the empirical
change using these methods?
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The role of labor market institutions in external adjustment
Mika Nieminen (JSBE), Kari Heimonen, Timo Tohmo

Ju, Shi and Wei [Journal of International Economics 92 (S1) (2014)] build a dynamic general
equilibrium model and show that for an economy the necessity to turn to intertemporal trade as
a part of shock adjustment process is related to factor market rigidity. In addition they provide
plenty of empirical evidence indicating that more flexible labor markets facilitate adjustment of
current account towards its long-run equilibrium. In this article we will show that labor market
rigidity is not systematically related to slower current account adjustment and that previous
results were specific to particular sample.



Abstracts

Room
NH231 Session 2a: Immigration

Rob Gillanders (Hanken), Olga Neselevska
Public Sector Corruption and Trust in the Private Sector (),

In this paper we use data from the Afrobarometer surveys to demonstrate that there is an unde-
sirable spillover from petty corruption in the public sector to trust in private sector institutions.
Our results show that experiencing bribery in the course of one’s interactions with the public
sector lowers one’s trust in big private corporations, small businesses, and local traders. This
finding holds even when we allow for perceptions of political corruption to enter the specifica-
tion. We do not find any significant association between a measure of interpersonal trust and
bribery experience which suggests that our findings with regards to market institutions are not
driven by corruption lowering trust in general. Having to pay a bribe for household services,
which is perhaps the setting most like a private sector transaction, is the corrupt interaction
most strongly associated with this decline in private sector trust. Given the importance of trust
in market institutions for the efficient functioning of an economy, our findings thus point to
a previously unknown and potentially substantial cost of corruption and add to the case for
anti-corruption efforts.

Trust towards Institutions among European Immigrants
Ilpo Kauppinen (VATT)

This paper studies individual trust towards police among migrants residing in European coun-
tries using data from the European Social Survey. It is well established in the literature that
individual trust towards other people is culturally transmitted from the countries of origin of
immigrants, and the purpose is to shed light on whether a similar pattern can be established for
trust towards institutions. According to the findings, individual trust towards police is associ-
ated with the trust levels in the countries of origin of European immigrants, but in a surprising
way; individuals originating from countries with low trust in police tend to be more trust-
ful. The result is driven by migrants who come from countries of origin where average trust
in police is lower than in the country of residence. I don’t find evidence of intergenerational
transmission of trust in police.
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Housing Externalities of Homeless Shelters in Helsinki Metropolitan Area
Oskari Harjunen (City of Helsinki & Aalto University)

Location is probably the most important characteristic of a house and a fundamental determi-
nant of house prices. Many other determinants like quality of neighboring houses, character-
istics of the neighbors, safety and availability of green areas are linked closely to the location
of a house. Buying a house from a specific location gives access to a specific set of location
related non-market commodities which are reflected in house prices and cannot be bought
separately from the housing market. These non-market commodities are also something that
the households cannot effect and can therefore be seen as housing externalities. The problem in
measuring spatial externalities is well known. People tend to sort into different kinds of neigh-
borhoods and therefore identifying spatial externalities needs some exogenous variation in the
“quality” of neighborhoods. In this paper I use the openings of homeless shelters in Helsinki
metropolitan area (HMA) as exogenous shocks that affect the “quality” of targeted neighbor-
hoods. Homeless shelters are directed to the most disadvantaged social group suffering from
mental illnesses and substance abuse. The residents are treated by the “house first -principle”,
which means that the usage of substances is not prohibited in the homeless shelters. Most of
the housing units have faced severe objection from nearby residents who have reported large
externalities caused by the residents of sheltered homes. Despite the objections, municipalities
of HMA have located these shelters all over the area, also to more expensive neighborhoods,
according to their traditional policies of social mixing. This paper studies three aspects of exter-
nalities caused by sheltered homes in HMA. First, I will construct a series of hedonic housing
market models to identify the average price- and liquidity effects of sheltered home openings.
I will use difference-in-differences estimation with fine geographical controls to account for
the possible endogenous placement of sheltered homes. I will also use multiple model spec-
ifications with different treatment and control groups to assess the robustness of my results.
Second, I will solve the spatial extent of the externalities by estimating how the externalities
fade when moving away from the impact area. Third, I will try to pinpoint the actual exter-
nalities and assess the rate of capitalization by using police alarm data with a subsample of
shelter data. The preliminary findings are as follows. Homeless shelters do have a negative
impact on the housing prices in their vicinity. However, the negative externalities caused by
sheltered homes seem to be very local and quite small in quantity. Apartments within a 500
meter radius ring from the new sheltered homes suffer a 2.5 percent sale price reduction after
the announcement of opening a sheltered home in the neighborhood. In addition to the price
effect, sheltered homes also have an effect on the liquidity of nearby apartments prolonging
the time on the market by almost 8 percent. Robustness checks on the subsample of sheltered
homes using police alarm data confirms that sheltered homes have a great impact on the “qual-
ity” of neighborhoods. Police alarms grow by 70 percent in the vicinity of new sheltered homes
after they are established.
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Measuring house price bubbles
Elias Oikarinen (Turku School of Economics), Steven Bourassa, Martin Hoesli

Using data for six metropolitan housing markets in three countries, this paper provides a com-
prehensive comparison of methods used to measure house price bubbles. We use an asset
pricing approach to identify bubble periods retrospectively and then compare those results
with results produced by six other methods. We also apply the various methods recursively
to assess their ability to identify bubbles as they form. In view of the complexity of the asset
pricing approach, we conclude that a simple price-rent ratio measure is a reliable method both
expost and exante. Our results have important policy implications because a reliable early
warning signal that a bubble is forming could be used to avoid further house price increases.

On the distributional effects of VAT with housing and financial wealth
Essi Eerola (Bank of Finland), Niku Määttänen

An increase in consumption taxes, of which VAT is the most important one in EU countries,
reduces the purchasing power of existing wealth. Hence, the increase effectively acts as a cap-
ital levy. We study the distributional implications of VAT taking this capital levy mechanism
into account. In contrast to the existing literature, we distinguish between financial wealth
and housing wealth. Given how housing is typically treated in the tax system, the capital levy
associated with an increase in VAT does not need to apply to housing wealth. As a result, the
distributional effects of taxreforms that consist of increasing VAT depend on the joint distribu-
tion of housing wealth, financial wealth, and labor income. Our numerical results suggest that
taking the special role of housing wealth into account changes our view of the distributional
effects of VAT.

Room
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The long-term impact of increased alcohol availability on mortality: Evidence from an alco-
hol reform
Henri Salokangas (University of Turku)

I examine the long-term mortality effects of an exogenous shock in alcohol availability using
Census data, mortality data and data on distance to alcohol outlets. In 1969, Finland underwent
significant changes in alcohol availability both via Minimum Legal Drinking Age (MLDA) and
distribution channels. During the last decades there has been rising trend in chronic alcohol-
related death rates in Finland. I examine whether this is due to the change in MLDA and
decreased proximity to nearest alcohol outlet following the 1969 alcohol reform. The geo-
graphical alcohol availability increased especially for the previously “dry” rural Finland. The
estimation results suggest that the alcohol reform had the greatest positive effect on chronic
alcohol-related deaths on cohorts that were immediately affected by MLDA. However, the re-
duction of urban-rural gap in alcohol distribution channels did not result into reduction of
urban-rural gap in alcohol-related death rates.
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Rate-of-Return Allowance in a growth model of the firm - A further justification for the
carry-forward rules
Seppo Kari (VATT), Jussi Laitila

This paper analyzes some efficiency aspects of the Rate of return allowance (RRA) imple-
mented in Norway to taxation of dividends and capital gains in 2006 and proposed later in
the Mirrlees Review (2011). We construct a growth model of a financially constrained firm
and show that without carry forward of unused exemptions (CF) the non-linear taxschedule
of the RRA model produces an incentive to start dividend distributions early over the firm’s
growth path compared to proportional tax. This incentive (EDI) may reduce investment and
slow down growth of a financially constrained firm. We show then that after introducing a
properly designed CF the EDI disappears entirely. We contribute to the literature by showing
how RRA affects behaviour over the life-cycle of a firm, and that one of the benefits of CF is to
avoid the distortions to the timing of dividends and investments produced by EDI.

The role of information in benefit take-up: Evidence from the Finnish Guarantee Pension
Tuuli Paukkeri (Aalto University), Tuomas Matikka

The take-up of social benefits is a crucial aspect determining how well the underlying social
objectives can be reached. In addition to recognizing the level of non-take-up – how many
people do not apply for benefits they are entitled to – it is important for social policy actors
to understand what impacts take-up decisions. The lack of information, regarding e.g. eli-
gibility rules or application processes, is recognized as one important mechanism hindering
take-up. In this study, we exploit the onset of a new benefit and the accompanying information
campaign to determine the impact information has on take-up as well as the potential hetero-
geneity of impacts. The Guarantee Pension is a top-up on pension incomes below a threshold
that took effect on 1.3.2011, and The Social Insurance Institution of Finland (Kela) implemented
a wide information campaign during the year that consisted of both direct contacting as well
as the use of media. The campaign is well suited for the study of take-up since similar indi-
viduals were contacted at different times of the year and also by different means. Due to the
eligibility rules of Guarantee Pension, individuals with different background characteristics,
such as household income or wealth, are eligible for the benefit, allowing us to also study the
structure of non-take-up.
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Green Quotas Increase Emissions - On the Dynamic Interaction Between Black and Green
Quotas in the Context of Power Sector Decarbonisation
Roland Magnusson (University of Helsinki)

The current EU paradigm is to rely on multiple instruments to reduce emissions of greenhouse
gases. Previous research on the interaction of black, e.g. EU Emissions Trading Schemes, and
green quotas, e.g. Tradable Green Certificates, show that a introducing a green quota alongside
an black quota do not reduce emissions. It merely reallocates pollution abatement, and as a
consequence increases compliance costs. Further, Böhringer & Rosendahl (2010) show in a one-
period setup that introducing a green quota alongside a black quota promotes the most carbon-
intensive technologies through a reduction of the cost of emitting CO2. Here, the argument is
one taken one step further by analysing, in a multiperiod model, the circumstances under
which the green quota pushes the economy to a transition path with higher atmospheric levels
of CO2.

Option value of geoengineering - a case of articial oxygenation in the Baltic
Lassi Ahlvik (Natural Resources Institute Finland (Luke)), Antti Iho

Geoengineering methods have become common in water protection. We analyze the prof-
itability of one such method, oxygenation of hypoxic deep waters in the Baltic Sea. The true
effectiveness of oxygenation is unknown, but it can be learned by experimentation. The ef-
fectiveness of oxygenation depends on (i) phosphorus release from hypoxic sediments and (ii)
effect of oxygenation on the hypoxic bottom area. The former is estimated statistically by mak-
ing use of the rare natural event that reduced the size of the hypoxic area drastically in the
beginning of 1990s. The latter cannot be estimated from the data but instead it is treated as an
unknown variable that can be learned by observing sizes of the future hypoxic area working as
imperfect signals of the true effectiveness. The prior distribution is based on an expert survey.
Our results suggest that the profitability of artificial oxygenation depends crucially on antic-
ipated learning and the value of information gained by experimentation. Economic analyses
based on expected costs and benefits would therefore be flawed in this context.

Access Rights to Private Land and Conservation
Jussi Uusivuori (Natural Resources Institute Finland (Luke))

One of the most fundamental questions in forest economics is how to divide forestland be-
tween productive and conserved land. In this study, voluntary land conservation by private
forest owners is analyzed in two cases: first, in a case where access to conserved forest is closed,
and second, in a case where there is an open access to the recreational amenities of conserved
forest. It is demonstrated that, under private ownership of forest land, recreational open access
gives rise to a collusive equilibrium solution in which less forest land is designated to conser-
vation as compared to the closed access solution. Furthermore, it is shown that in closed access
circumstances forest land fragmentation leads to weakened timber supply whereas when recre-
ational amenities are open access, the opposite might be the case. When conservation policies
are imposed in a closed-access regime, optimal policies become dependent on income distribu-
tion and wealth differentials between land-owning and non-landowning members of society.
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Have budget plans been systematically biased in euro area countries? Real time evidence
based on IMF data
Pasi Ikonen (Bank of Finland), Maritta Paloviita

The aim of this study is to explore budget planning in the euro area countries in 2004 – 2014.
Using annual real time data from the IMF World Economic Outlook publications we examine
whether real time forecasts of real GDP growth, output gap and budget balance have been sys-
tematically biased. We also analyse how nowcasting estimates of current economic conditions
affect budget planning and errors in budget balance forecasts. For comparison, we also con-
sider how ex post economic conditions and ex post budget balance developments are related.
Our results indicate that the financial crisis increased systematic forecasting errors. We also
find robust evidence of mean reversion in budget planning both in real time and revised data.
Mean reversion is related only to negative budget balances and it is systematically stronger
when revised information is considered. Our estimation results indicate that errors in budget
balance forecasts can be mainly explained by unanticipated factors unknown at the time of
forecasting. Overall, our results indicate that real time uncertainty and data revisions affect
budget planning substantially.

Is the Nordic model an unaffordable luxury or a necessary compensation for the disadvan-
tages of geography?
Ilkka Kiema (Labour Institute for Economic Research)

The comprehensive welfare state and large social transfers which are characteristic of the
Nordic model are often viewed as luxuries which globalization and demographic change might
make unaffordable. However, because of their comparative disadvantages in other fields, the
Nordic peripheral countries with small domestic markets might have to focus on high-tech in-
dustries in order to remain competitive. Such a focus requires a population with a high level
of education, which may be achieved only through considerable social transfers. We elaborate
this view with a growth model with overlapping generations and two industries, a high-tech
industry which employs only educated workers, and manufacturing which employs unedu-
cated workers. The (exogenous) labor productivity in manufacturing reflects geographic fea-
tures like location and the size of the domestic market, and it grows at a fixed global growth
rate. In high-tech labor productivity grows at a rate which depends on both the global growth
rate and – similarly with learning-by-doing growth models – the size of the domestic high-tech
sector. Building on a model of Oded Galor, we postulate credit market imperfections which
make – with the possible exception of the finite number of first generations of each dynasty
– the status of being (un)educated persist in the long-run-equilibrium. We conclude that in
the absence of government intervention the sizes of the two industries depend in the long-run
equilibrium dramatically on the initial distribution of wealth and that hence, small and periph-
eral economies might need to make considerable redistributions of wealth in order to retain a
high productivity of labor.
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Long-run determinants of trade balances in EU-15 countries
Mika Nieminen (JSBE), Juha Junttila

The key empirical predictions of the intertemporal approach to the current account balance
have been often rejected by the data. The Mundell-Fleming model emphasizes expenditure-
switching and expenditure-reducing policies. We study the long-run determinants of trade
balances in EU-15 countries. Our results suggest that EU-15 countries differ substantially from
each other. Only in Germany, Italy and UK we can find a long-run relation between aggregate
trade balance, real effective exchange rate, domestic output and foreign output. When we
analyze intra balances (trade balance vis--vis euro area) and extra balances (trade balance vis-
-vis the rest of the world), we observe neither long-run relation (with real effective exchange
rate, domestic output and foreign output) nor error correction. Short-run analysis using VAR-
models confirms that in general trade balances cannot be adjusted by expenditure-switching
or expenditure-reducing policies.

Room
NH118 Session 2f: Labour market and wage setting

Internal Wage References, Rent Sharing and Wage Rigidity: Evidence from Linked
Employer-Employee Data
Matthias Strifler (JSBE)

Given the macroeconomic consequences and its implications for monetary policy a vast empir-
ical literature on real and nominal wage rigidity evolved over the last two decades. With few
exceptions the literature relates the observed rigidities to fairness considerations of employees
however falls short of providing any empirical evidence. Motivated by theoretical research on
wage setting behavior where workers choose firm profitability as internal wage reference, this
paper provides empirical evidence on the origin of wage rigidity and its close connection to
rent-sharing. The effect of firm profits per worker on wages is estimated separately for firms
with positive, increasing, positive and increasing, negative, decreasing and negative and de-
creasing profits. A positive effect prevails in the first three cases indicating rent-sharing while
zero or a negative effect prevails in the last three indicating wage rigidity.
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Routine-biased technical change and heterogeneities in real wage cyclicality
Antti Sieppi (JSBE)

While a plethora of research on real wage cyclicality has already been done, only relatively
few papers examine heterogeneities it may have. This paper seeks to examine these hetero-
geneities by linking the routine-biased technical change (RBTC) literature and the real wage
cyclicality literature by examining whether jobs that differ in the nature of work also differ in
the cyclicality of real wage. Using Statistics Finland microdata, jobs are categorized to routine,
non-routine, cognitive and non-cognitive jobs based on 3-digit ISCO occupational classifica-
tion. Real wage cyclicalities of different types of jobs are examined by estimating both real
wage cyclicality and the components it consists, such as effects of moving between jobs. The
estimation is done with two-step estimation commonly used in the literature and also with
one-step estimation utilizing a decomposition of the data. The RBTC literature has provided
ample empirical evidence of the share of non-cognitive routine jobs declining in the devel-
oped countries. This fact and the results on this paper give insight on the effects of structural
changes on real wage cyclicality in developed countries. Additionally, the results combined
with heterogeneous distribution of the observed job types between different industries can
explain differences in real wage cyclicality between industries.

Wage setting coordination in a small open economy
Petteri Juvonen (JSBE)

This paper studies centralized wage bargaining in a two sector (tradable and non-tradable
sector) open economy that belongs to a monetary union. Wages are set by sector specific non-
atomistic unions that anticipate the effects of their wage demands on aggregate variables. I
study if it is optimal for the aggregate economy if sectorial unions coordinate their wage set-
ting. For the modeling I use basic New Keynesian open economy model.
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Spying, Lying, Sabotaging: Procedures and Consequences
Nadine Chlaß (University of Turku), Gerhard Riener

Do individuals prefer to compete fairly, or unfairly with an opponent? We study individu-
als who can choose how to compete for one ex-post nonzero payoff. They can either nudge
themselves into a fair set of rules where they have the same information and actions as their
opponent, or into unfair rules where they spy, sabotage or fabricate their opponent’s action.
In an experiment, we observe significant altruism under rules which allow for fabrication and
sabotage, but not under rules which allow for spying. We provide direct evidence that this al-
truism emanates from an ethical concern purely about the rules of the game. How individuals
deal with this concern – whether they nudge themselves into fabrication-free, spying-free, or
sabotage-free rules, or whether they assume the power to fabricate or sabotage to compensate
their opponent by giving all payoff away – varies along with individuals’ attitudes towards
power.

Promoting Cooperation Through Complementarity in VCM games
Olli Lappalainen (University of Turku)

We study experimentally a voluntary contribution game in which returns from the private
project have diminishing marginal benefits and the contributions to the joint project exhibit
pairwise strategic complementarities. As a control we use a public good game with an identi-
cal private production technology, but standard linear public good aggregation. In addition
to the aggregation technology, we manipulate the group size variable. A significant over-
contribution is observed in both settings when the group size is 5. The rate of over-contribution
is much higher under the complementary technology, but as predicted by theory, it drops dras-
tically when the group size is reduced. As a byproduct, our experiment provides empirical
evidence that the group size effect is also present in a public good game with an interior equi-
librium. The results can be utilized as a baseline study for the empirical research investigating
the connection between Bonacich centrality and Nash equilibria in network games.

A Neural Signature of Private Property Rights
Lauri Sääksvuori (THL), Johannes Hewig, Holger Hecht, Wolfgang H.R. Miltner

This paper investigates the neural correlates of behavior that leads individuals to ascribe dif-
ferent value to property acquired through their own effort than to property received as a wind-
fall gain. We examine individuals’ neural response to anticipated and experienced monetary
losses from earned and unearned monetary endowments using functional MRI. We show that
the neural processing of monetary losses is modulated by the effort one has put into earning
the money at stake. In particular, we find that the loss of earned monetary endowment leads to
a decreasing activity in the brain’s reward system. Our results suggest that the exertion of one’s
own effort to gain ownership increases the neurally measured value of ownership rights. Our
results and method may prove useful in developing the first steps towards a biologically in-
formed valuation of property rights. Neural methods may help in the future to design efficient
and just compensation schemes for property taken by eminent domain.
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Forecast optimism and overconfidence in the Survey of Professional Forecasters
Gene Ambrocio (Bank of Finland)

I document biases in over-optimism (higher mean GDP growth forecast than realized) and
over-confidence (smaller subjective forecast uncertainty relative to forecast error) in the US
Survey of Professional Forecasters. Using forecasts of Real GDP Growth across eight quarterly
forecast horizons over the period 1992 to 2013 from 31 regular forecasters, I find some evidence
on over-optimism and stronger evidence for over-confidence. Moreover, these biases appear
to increase over the forecast horizon. I also use these estimates to decompose the variance
of forecast errors into anticipated (subjective and bias-adjusted) uncertainty and uncertainty
shocks.

RiskRank: Measuring interconnected risk
Jozsef Mezei (åbo Akademi University, RiskRank), Peter Sarlin

This paper proposes RiskRank as a joint measure of cyclical and cross-sectional systemic risk.
RiskRank is a general-purpose aggregation operator that concurrently accounts for risk levels
for individual entities and their interconnectedness. The measure relies on the decomposition
of systemic risk into sub-components (individual, direct and indirect) that are in turn assessed
using a set of risk measures and their relationships. For this purpose, motivated by the devel-
opment of the Choquet integral, we employ the RiskRank function to aggregate risk measures,
allowing for the integration of the interrelation of different factors in the aggregation process.
The use of RiskRank is illustrated through a real-world case in a European setting, in which we
show that it performs well in out-of-sample analysis. In the example, we provide an estimation
of systemic risk from country-level risk and cross-border linkages.
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Anchoring of inflation expectations in the euro area: recent evidence based on survey data
Maritta Paloviita (Bank of Finland), Tomasz Lyziak

The paper analyses the anchoring of inflation expectations of professional forecasters and con-
sumers in the euro area. We study anchoring, defined as the central bank’s ability to manage
expectations, by paying special attention to the impact of the ECB inflation target and ECB in-
flation projections on inflation expectations. Our analysis indicates that longer-term inflation
forecasts have become somewhat more sensitive to shorter-term forecasts and to actual HICP
inflation in the post-crisis period. We also find that the ECB inflation projections have recently
become more important for short- and medium-term professional forecasts and at the same
time the role of the ECB inflation target for those expectations has diminished. Overall, our
analysis suggests that in recent years inflation expectations in the euro area have shown some
signs of de-anchoring.

When does the yield curve contain predictive power? Evidence from data-rich environment
Jari Hännikäinen (University of Tampere)

This paper analyzes the predictive power of the level, slope and curvature of the yield curve
for U.S. output growth. We examine the predictive power of these yield curve factors in a
data-rich environment. We find that the slope of the yield curve is a particularly useful leading
indicator for output growth. On the other hand, the level and curvature of the yield curve are
less informative about subsequent real activity. The predictive ability of the three yield curve
factors fluctuate over time. The slope is particularly informative when inflation persistence is
high.
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Cohort Trends in Personality Traits and their Implications for Income
Marko Terviö (Aalto University), Markus Jokela, Tuomas Pekkarinen, Matti Sarvimäki
Roope Uusitalo

We document secular positive trends in the distributions of personality traits using the registry
of psychometric test results of Finnish military conscripts born between 1962 and 1976. All
traits that are associated with higher earnings in later life exhibit clear upward trends. The
magnitudes of these increases are similar to the simultaneous increase in cognitive ability (the
“Flynn effect”), at 0.2-0.6 standard deviations during the 15-year window. At the same time,
the economic importance of these personality traits has increased, as measured by their power
in predicting earnings. The trends are similar across different family backgrounds, as measured
by parental income, parental education, the number of siblings, and rural/urban status.

Keeping up with the bosses. Development of individual wage inequality between and
within firms
Salla Simola (Aalto University)

A bulk of the increase in wage inequality in Finland during 1990-2011 can be attributed to in-
creasing differences in average wages across firms. Using matched employer-employee data, I
decompose growth in individual real pre-tax wage inequality into changes in two firm-related
components; dispersion in firm average wages and dispersion in wages within firms. Within-
firm wage dispersion plays a role only in alleviating dispersion of individual wages. The
pattern of increasing between-firm wage differences persists after fixing a set of observable
characteristics of employees and remains when I look separately at different industries. Firms
become increasingly different from each other in terms of average pay, and these differences
seem connected to the relative position of firms’ workers in the wage distribution.

Are jobs more polarized in ICT firms?
Petri Böckerman (Labour Institute for Economic Research & University of Turku)

We perform decompositions and regression analyses that test for the routinization hypothesis
and implied job polarization at the firm level, instead of the aggregate or industry level as in
previous studies. We examine the technology explanations for routinization and job polariza-
tion using firm-level ICT factors derived from a factor analysis of indicators for adoption of ICT
at the firm level as explanatory variables in regressions for wage bill shares of different educa-
tion and occupation groups. Our results for the abstract and the routine occupation group are
consistent with the routinization hypothesis at the firm level, which relates to ICT adoption.
The service sector share seems independent of ICT at the firm level, but our decompositions
indicate that increasing service sector is relate to demand effect at the whole economy level,
i.e. shifts in production between firms and entry of new service intensive firms. Therefore, we
find evidence for disappearing middle (routine work) due to technological change both at the
firm and at the aggregate level.
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Within and between region trends in job market polarization: where displaced workers end
up?
Terhi Maczulskij (Labour Institute for Economic Research), Merja Kauhanen

In this paper we analyze within and between region trends in occupational polarization
and worker displacement in Finland. We make extensive use of the Finnish Longitudinal
Employer-Employee Data (FLEED) for the period from 1995 to 2009. In the analysis we fol-
low the labor market status of those individuals whore were initially (1995) holding jobs that
are most strongly threatened by the negative aspects of job distribution. These jobs were cat-
egorized into two groups, namely routine manual (RM, such as production, craft and repair)
and routine cognitive (RC, such as office, sales and administrative) tasks. They have the com-
mon trait of being increasingly performed by computers or machines. In many cases the phe-
nomenon of overall job polarization comes mostly through the dynamics of worker mobility.
The results show that RM workers are more likely than RC workers to end up in in low-paying
jobs or become unemployed, while RC workers are more likely than RM workers to end up
in high-paying jobs or become self-employed. There is heterogeneity in the results. In par-
ticular, men and highly educated are more likely to end up in high-paying jobs or become
self-employed. For both RM and RC employees, worker mobility (i.e., between region trend)
mitigates the negative labor market effects of polarization.

Room
LK241A Session 3c: Suomenkielinen sessio

Suurempi osa työvoimasta lyhemmillä työajoilla keinona työllisyysasteen nostamiseen
täystyöllisyystasolla
Pekka Tiainen (TEM)

Paikallisen sopimisen lisääminen tarjoaa mahdollisuuksia hallita työnantajan tarvitseman
työpanoksen määrän vaihteluja muokkaamalla työaikoja siten, että työntekijöiden työajat vai-
htelevat kysyntätilanteen mukaan.

Participation Tax Rates in Finland – Earned Income Deduction Investigated
Mauri Kotamäki (VM), Allan Seuri, Ulla Hämäläinen

Paperissa luodaan katsaus aikaisempiin työllistymisveroastearvioihin sekä arvioidaan uusim-
malla mahdollisella aineistolla (vuosi 2013) viimeaikaisia muutoksia työllistymisveroasteissa.
Tulosten mukaan työllistymisveroasteet ovat nouseet vuoden 2011 jälkeen. Eräs viimeaikainen
uudistus, työtulovähennyksen kasvattaminen arvioidaan tyyliin ”ex-ante”. Käytettyä
metodologiaa olisi mahdollista käyttää tulevaisuudessa esimerkiksi ministeriöissä uudistuk-
sia arvioidessa ja suunnitellessa. Ensin työtulovähennyksen vaikutus työllistymisveroasteisiin
arvioidaan. Seuraavaksi saatu tulos syötetään etsintäteoreettiseen yleisen tasapainon mallike-
hikkoon, jonka avulla arvioidaan uudistuksen työllisyysvaikutus. Uudistus, jonka staattinen
kustannusarvio on 450 milj. euroa, alensi työllistymisveroastetta keskimäärin 1,2 prosenttiyk-
sikköä. Se kasvatti työllisten lukumäärää arviolta 1 % verran, kun työn tarjonnan joustona
käytetään 0,2.
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Ikääntymisen taloudelliset vaikutukset–syntyvyyden ja kuolleisuuden suhteellinen merk-
itys
Risto Vaittinen (ETK)

Tässä artikkelissa tarkastellaan stabiilin väestön malliin pohjautuen syntyvyyden ja kuole-
vuuden suhteel-lista merkitystä väestön ikääntymiselle. Tietyllä väestönkasvulla stabiilin
väestön ikäryhmien suhteet va-kiintuvat ajan myötä vakioisiksi. Tällaisen mallin avulla on
suoraviivaista tehdä mitä jos kysymyksiä eri-laisten väestöshokkien vaikutuksista. Annetulla
kuolleisuudella syntyvyyden alentuminen vanhentaa vä-estöä, kun nuorten suhteellinen os-
uus väestöstä alenee. Annetulla syntyvyydellä kuolleisuuden aleneminen merkitsee sitä, että
kukin ikäryhmä elää aiemmin odotettua pidempään. Artikkelissa arvioidaan väes-töshokkien
taloudellisia vaikutuksia limittäisten sukupolvien mallikehikossa tarkastelemalla erilaisten
väestöshokkien vaikutuksia osittain rahastoivassa eläkejärjestelmässä erilaisissa eläkkeiden ra-
hoitusta kuvaavissa asetelmissa.

Yritysverotuksen vaikutus rahoitus- ja investointikannusteisiin
Olli Ropponen (VATT), Seppo Kari

Investointien on jo pitkään tiedetty olevan eräs keskeinen maan pitkän aikavälin kasvuun
ja tuotannon tasoon vaikuttava tekijä (Smith 1776, Ramsey 1928, Bond, Xing 2015). Määrän
lisäksi myös investointien tehokas kohdentuminen on talouden kehityksen kannalta keskeistä
ja ero sen välillä kohdistuvatko investoinnit hyvin vai huonosti tuottaviin investointiko-
hteisiin voikin olla huomattava (Restruccia, Rogerson 2013). Siksi on tärkeää niin se, että
taloudessa tehdään investointeja kuin se, että nämä kohdentuvat tehokkaalla tavalla. Näin
on myös Suomen kohdalla. Investointien määrään ja kohdentumiseen puolestaan vaikut-
tavat eri maiden verojärjestelmät. Kunkin maan verojärjestelmä vaikuttaa niin kotimaisen
kuin ulkomaisenkin sijoittajan investointipäätökseen ja kevyemmän verotuksen maa houkut-
telee investointeja herkemmin kuin ankaran verotuksen maa. Pitääkseen verotuksensa kil-
pailukykyisellä tasolla maat ovatkin alkaneet aiempaa aktiivisemmin laskemaan veroast-
eitaan sekä puolustaakseen veropohjaansa että houkutellakseen uusia investointeja (Devereux,
Loretz 2013; Kari, Ropponen 2014a,b). Se minkälainen verorasitus kullekin investoinnille an-
netuilla veroasteilla kohdistuu, riippuu sekä investointikohteesta että rahoitusmuodosta. Es-
imerkiksi rakennuksiin tehtyjä investointeja kohdellaan verotuksessa usein eri tavoin kuin
koneisiin ja laitteisiin tehtyjä tai aineettomia investointeja ja velkarahoituksella toteutetun
investoinnin velan korot ovat usein vähennyskelpoisia, kun taas omalla pääomalla tehdyn
ei tyypillisesti ole. Tällaiset investointien erilaiset verokohtelut vääristävät investointeja ja
voi estää niiden tehokkaan kohdentumisen. Tässä tutkimuksessa keskitytään tarkastelemaan
Suomen yritys- ja pääomatuloverotuksen vaikutuksia yhteisömuotoisten yritysten rahoitus-
ja investointikannusteisiin. Tarkastelut nojaavat laskelmiin pääomakustannuksista, efektiivi-
sistä rajaveroasteista (EMTR) ja efektiivisistä keskimääräisistä veroasteista (EATR). Laskelmien
avulla pyrimme kartoittamaan sitä, missä määrin Suomen yritys- ja pääomatuloverotukseen
sisältyy epäneutraalia verokohtelua ja mistä nämä ovat seurausta. Lisäksi arvioimme talousti-
eteellisessä ja soveltavassa verokeskustelussa esillä olleiden uudistusmallien (ACE, CBIT, Vi-
ron malli, Ruotsin malli, Norjan malli) soveltuvuutta Suomeen.
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Demand and supply side flexibility as an enabler to increase the value of intermittent energy
Hannu Huuki (SYKE), Maria Kopsakangas-Savolainen, Rauli Svento

An increasing share of electricity is produced from renewable sources. Significant parts of these
sources are producing electricity intermittently. Intermittency creates new challenges and po-
tential problems to the whole energy system. The key problem related to intermittent produc-
tion is the fact that e.g. wind generators only produce when the wind is blowing. This increases
system level costs as well as social costs of society. This means also that the economic value
of intermittently produced renewable energy varies hour by hourly. It depends e.g. on the
availability of balancing capacity and on the level (and elasticity) of demand. In this analysis
we develop a method and quantify the economic value of large-scale intermittent renewable
energy to energy system where also hydro power plays an important role. We simulate the
model for Nordic Power market area where electricity is produced from heterogeneous tech-
nology sources with high hydro power share. We also analyze the impact of increasing share
of intermittent energy as the demand becomes more elastic.

Household heterogeneity in willingness to pay for fuel cost reductions
Anna Sahari (Aalto University)

This study estimates home builders’ willingness to pay for heating cost reductions in terms of
higher initial investment cost. The willingness to pay reveals how consumers value lifetime
fuel costs of heating, and can be used to infer household-specific implied discount rates. The
analysis is based on detailed and extensive micro-level data on Finnish household’s choice of
heating technology at the time of building a new house. The data is drawn from administrative
records, and allows estimating willingness to pay as a function of several observable household
characteristics. Heating costs are based on regional electricity prices, linked to each house at the
postal code level. These prices include the retail price of electricity and the price of electricity
distribution. The regulated distribution prices are strongly persistent at the regional level, and
hence provide a good approximation for long-term energy costs. The results are based on
a discrete choice model of heating investment. According to the results, there is significant
heterogeneity in households’ valuation of lifetime heating costs. Accounting for observable
household heterogeneity increases the willingness to pay estimates; the whole distribution of
estimated willingness to pay is shifted to the right. This is in line with previous research,
which has shown analytically and through simulations that ignoring consumer heterogeneity
will introduce downward bias in estimated valuations of lifetime fuel costs. The results imply
that, on average, households do not undervalue lifetime operating costs of heating; the implied
discount rates are low and in line with mortgage interest rates.
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Valuing demand responsiveness - using houses as batteries to store electricity
James Corbishley (Aalto University)

This paper investigates the gains of optimising electricity heating demand across time given
market prices. We focus on Finnish heating consumption given that domestic electricity heat-
ing consumption is two thirds of total household consumption. We make use of a novel ther-
modynamic model to track heating consumption and electricity market bid curve data to iden-
tify the market responses. We also capture the impacts on suppliers and other consumers given
the resulting price changes. We find that consumers gain at the expense of producers.
We find that household gains are small (less than 40 a year), and that the overall welfare gain
is 8 million when all possible houses optimise their demand. To the best of our knowledge,
this is the first paper to attempt to quantify the benefits of optimising electricity consumption
while capturing and allowing for market responses.

Room
NH231 Session 3e: Industrial organization 2

Need for speed? Exploring the relative importance of patents and utility models among
German firms
Jussi Heikkilä (JSBE), Annika Lorenz

The German utility model system has been the benchmark for several second tier patent pro-
tection systems around the world. Despite the wide application of second tier patent protection
systems, there is little empirical evidence about the preferences that firms assign to patents and
utility models as intellectual property protection methods. We study the relative importance
between patents and utility models with two waves of Mannheim Innovation Panels (German
version of Community Innovation Survey). Our preliminary results suggest that the larger the
firm is the more likely it is to take advantage of both systems and also to prefer patents to utility
models. Our observations are consistent with anecdotal evidence indicating that the German
utility model system may have shifted from an innovation incentive system designed for SMEs
into a strategic tool of larger firms.
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Does Bank Competition Reduce Cost of Credit? Cross-Country Evidence from Europe
Zuzana Fungacova (Bank of Finland), Anastasiya Shamshur, Laurent Weil

Despite an extensive debate on the effects of bank competition, the impact of bank competition
on the cost of credit has been studied only in a few single-country studies. We contribute to
the literature by investigating the impact of bank competition on the cost of credit in a cross-
country setting. We use a panel of firms from 20 European countries covering the period 2001
– 2011 to investigate this issue and consider a broad set of indicators to measure bank competi-
tion: two structural measures (Herfindahl index, and CR5), and two non-structural indicators
(Lerner index, and the H-statistic). We find that bank competition increases cost of credit.
We observe that this positive influence of bank competition is stronger for smaller companies.
These findings accord with the information hypothesis according to which competition en-
hances cost of credit, because lower competition provides incentives for banks to invest in soft
information. This positive impact of bank competition is however influenced by the institu-
tional and economic framework, as well as by the crisis.

Market Development, Ownership and Firm Productivity: Evidence from China
Min Zhu (University of Helsinki)

Using the plant-level data on Chinese manufacturing firms from 1998 to 2007, I investigate how
regional market developments and ownership structure in China affect firm-level total factor
productivity. My empirical results show that the level of regional market developments has
an inverted-U effect in determining firm efficiency. That is, the impact of market development
on firm productivity is higher for lower level regional market development, i.e., firms in less
developed provinces could improve more in productivity from increased regional governance.
In addition, state ownership is negatively related to firm performance. Most importantly, the
extent of regional market developments is associated with a stronger impact on the produc-
tivity of state-owned enterprises than non-state-owned enterprises. These evidences highlight
that deepening market-oriented reforms unequivocally deliver productivity gains for all type
firms in China.

Knowledge transfer through inventor mobility – The effect on firm-level patenting
Jaana Rahko (University of Vaasa)

Labor mobility has been heralded as a key channel of knowledge spillovers between firms.
However, the evidence of the effect of labor mobility on firm-level innovation performance
remains scarce. In this paper, we analyze the effect of inventor mobility on firm-level patenting
activity by studying a sample of R&D investing European firms. The empirical results suggest
that mobile patent inventors transfer knowledge with significant effect on firm’s innovation
performance. Inventor mobility in general does not increase patenting significantly.
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Effects of class size on classroom environment
Susanne Syrén (JSBE), Olli-Pekka Malinen, Roope Uusitalo

This paper provides empirical evidence on the relation of classroom environment to class size.
We use rich data of Finnish elementary school students and teachers. The maximum class size
of 25 is a guideline defined in quality criterion of basic education, and we use this maximum
to construct instrumental variable estimates of effects of class size on classroom environment,
particularly classroom disruption. Additionally, the role of teacher quality and socioeconomic
backgrounds of the students are discussed.

Short- and long-term effects of elite high schools
Mika Kortelainen (VATT), Ohto Kanninen

The question of precisely how much students’ skills and educational outcomes are affected by
their schools and peers is fundamental for improving education policies, and the answer re-
mains to be fully understood. In this paper we study the causal effects of elite high schools in
Finland on educational and labor market performance exploiting the structure of the Finnish
high school (or upper secondary school) application system. Importantly, Finland has a nation-
wide application system that matches the preferences of the applicants and preset student quo-
tas for the schools in a centralized manner. The selection itself is based on the announced pref-
erences and students’ grade point averages (GPA) according to the announced available slots
in the high schools. This system offers a quasi-experimental regression discontinuity (here-
after RD) design, which we propose to exploit using data on Finnish high school students for
multiple years (1987-2010). Following studies from other countries, we will concentrate on
highly selective elite schools in larger cities that dominate league tables based on raw success
in matriculation exams. The data used in this study are combined from several different official
registers, including the National Joint Application Register (Yhteisvalintarekisteri), the Matric-
ulation Examination Register (Ylioppilastutkintorekisteri) and the Finnish Linked Employer-
Employee panel data (FLEED).

Skills at Work: Labor-Market Returns to Higher Vocational Schooling
Mika Haapanen (JSBE), Petri Böckerman, Christopher Jepsen

This paper estimates the labor-market returns to higher tertiary vocational education. We use
matching methods on detailed registry data on Finland to identify a sample of individuals who
did not attend these programs but have similar demographic and labor-market characteristics.
We use individual fixed-effects models on the matched sample to capture any time-invariant
differences across individuals. Our results show that attendance in vocational master’s pro-
grams is associated with higher earnings of as much as 12 percent. We also find sizable earn-
ings returns to the completion of a vocational master’s degree.
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Dynamic stable set
Hannu Vartiainen (University of Helsinki)

We define a notion of dynamic (vNM) stable set as a solution concept for decision problems that
are characterized by a binary dominance relation. Dynamic stable set satisfies (i) external direct
stability property, and (ii) internal indirect stability property. Importantly, stability criteria are
conditioned on the histories of past play, i.e. the dominance system has memory. Due to the
asymmetry of the defining stability criteria, a dynamic stable set is stable both in the direct and
in the indirect sense. We characterize a dynamic stable set directly in terms of the underlying
binary relation. We prove the existence of the solution and characterize the maximal set of
implementable outcomes.

The Strategic Role of Information Acquisition in Common Pool Problems
Tuomas Laiho (Aalto University), Olli-Pekka Kuusela

We analyze a common pool game with uncertain costs of emissions and information acquisi-
tion. Before the common pool stage countries can acquire information about the costs. Using
CARA preferences, a normal prior and a binary signal structure, we are able to get closed-form
characterization for both stages. We show that the noncooperative solution can exhibit both
over- and underinvestment in information depending on the parameters. In essence, the more
ineffecient the common pool stage is, the more the noncooperative countries want to invest in
information to insure themselves.

Quality provision under conditions of oligopoly
Johan Willner (Åbo Akademi University), Sonja Grönblom

We analyse an oligopoly where sunk costs depend on the quality choice. Quality and out-
put are underprovided as compared to the socially optimal solution. Entry will bring output
closer to its socially optimal level, but quality will be further reduced. It is well known that
quality-related sunk costs limit the number of firms that can break even, so increased compe-
tition is feasible only if costs increase sharply with quality, or if consumer welfare is relatively
insensitive to quality. Public provision might provide higher welfare even in presence of a cost
disadvantage if competition is not feasible.

Search in Networks with Vacancies: The Case of Board Interlocks
Mitri Kitti (University of Turku), Matti Pihlava, Hannu Salonen

We present a model for the dynamics of networks in which edges represent vacancies, holders
of which are connected to each other when the vacancies belong to the same organization. Once
a vacancy is opened, the new holder of the vacancy is searched from the current network, or
the vacancy is filled by choosing a person outside of the holders of vacancies. The search may
involve preferential attachment in the sense that persons with a high number of board positions
are preferred over persons with a lower number. Moreover, the search may rely on referrals;
the further away a candidate is in the network from the firm having the open vacancy, the less
likely it is that the candidate is chosen. Microeconomic foundations of the search process are
presented. Fitting the model to empirical data is demonstrated for a board interlock network.
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Sosiaalisesta mediasta on maailmalla tullut merkittävä yhteiskunnallisen keskustelun ja
vaikuttamisen väline myös ekonomisteille. Keskustelua käydään niin blogeissa, Facebookissa
kuin Twitterissäkin. Jopa taloustieteellinen keskustelu on siirtynyt osittain näihin välineisiin.
Suomessa ekonomistien vyöryminen uuteen mediaan on vasta alkuvaiheessa. Aktiivisia
keskustelijoita on kuitenkin jo useita, niin yliopistoista, tutkimuslaitoksista kuin yksityiseltäkin
sektorilta. Sessiossa keskustellaan siitä, mitä annettavaa ekonomisteilla on uudessa medi-
assa käytävään keskusteluun. Kenen pitää olla somessa, miksi ja missä välineessä? Mistä
ekonomistien kannattaa blogata, mistä twiitata? Session huipentaa paneelikeskustelu, jossa
on mukana joitakin aktiivisimpia ekonomistisomettajia eri sektoreilta ja uravaiheissa sekä
lehdistön edustaja. Paavo Teittinen: Ekonomistit somessa: kuluttajan näkökulma. Heikki
Pursiainen: Ajatuspajahemmon somekokemuksia. Paneelikeskustelu: Ekonomistina somessa.
Kokemuksia, suosituksia ja visioita. Osallistujat: Markus Jäntti (HY / VATT), Olli Kärkkäinen
(Nordea), Mika Maliranta (JY / Etla) ja Paavo Teittinen (HS). Keskustelun juontaa Heikki Pur-
siainen (Ajatuspaja Libera). Yleisöllä on mahdollisuus osallistua keskusteluun.
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Jari Hännikäinen University of Tampere
Pasi Ikonen Bank of Finland
Olena Izhak University of Helsinki
Petteri Juvonen University of Jyväskylä, JSBE
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