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Introduction

Today’s main paper

The assigned paper for today is:

“Minimum Wages and Employment: A Case
Study of the Fast-Food Industry in New Jersey
and Pennsylvania”

David Card and Alan Krueger

American Economic Review (1994)

Empirical Economics



Card and Krueger (AER, 1993) Fortson (RESTAT, 2011)

Introduction

Introduction

What is the general topic that Card and Krueger are interested in?

• Card and Krueger are interested in the effect of minimum
wages on employment.

What is the specific research question addressed in this analysis?

• How did the minimum wage increase from ($4.25 to $5.05) in
New Jersey during 1992 affect employment in fast-food
restaurants.

What data is used for this research?

• Interview data from 410 fast-food restaurants across two
waves (time periods).
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Empirical Strategy

Source of ’Identification’

What are the basic features of Card and Krueger’s dataset that
they claim allows them to estimate the effect of the minimum
wage increase on employment

1 Using the difference-in-difference strategy, they are able to
control for anything fixed within New Jersey and Eastern
Pennsylvania or that varies in common across the period of
change.

2 Card and Krueger claim that because New Jersey is small and
it’s economy is closely related to eastern Pennsylvania, the
only significant thing affecting the difference in outcomes for
fast food workers between New Jersey and Pennsylvania is the
minimum wage law

Empirical Economics
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Empirical Strategy

Source of ’Identification’ ctd

Why do Card and Krueger use the fast food industry in particular?

• Card and Krueger claims that the fast food industry is a good
subject because it is both one of the largest employers of
low-wage workers and that its relatively homogeneous business
structure allows for straightforward comparisons.

Empirical Economics



Card and Krueger (AER, 1993) Fortson (RESTAT, 2011)

Empirical Strategy

Source of ’Identification’ ctd

Why do Card and Krueger use the fast food industry in particular?

• Card and Krueger claims that the fast food industry is a good
subject because it is both one of the largest employers of
low-wage workers and that its relatively homogeneous business
structure allows for straightforward comparisons.

Empirical Economics



Card and Krueger (AER, 1993) Fortson (RESTAT, 2011)

Empirical Strategy

About Differences-in-Differences in Card and Krueger

• The typical difference-in-difference strategy controls for time-
and group-invariant characteristics via the following
specification:

yit = α+β0Aftert+β1Treatedi+δAftertxTreatedi+otherfactors,

Where treated is an indicator for a group affected by some
reform and ”after” is an indicator indicating whether or not
the treatment has happened in a given period.

Empirical Economics
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Empirical Strategy

About Differences-in-Differences in Card and Krueger

• Card and Krueger essentially combine this with a
first-differencing approach:

yi1 = α+β0After1+β1Treatedi+δAfter1xTreatedi+otherfactors

−yi0 = α+β0After0+β1Treatedi+δAfter0xTreatedi+otherfactors

∆yi = β0 + δTreatedi ,

Only including some time varying controls that aren’t
differenced out in the final regression.
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Descriptive Statistics

Empirical Economics

Andrew Proctor
Sticky Note
Much smaller response rate in Pennsylvania owing to less call backs.  No good reason for this discrepancy, but Card and Krueger show it does not really matter for results.
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Descriptive Statistics

Empirical Economics

Andrew Proctor
Sticky Note
No differences are statistically significant, but keep in mind that the null hypothesis is that there is no difference (which is the condition we want to test).  As such, even differences which are somewhat large but enough to be statistically significant may be reason to expect a difference.

Although the differences in KFC and Wendy's may therefore be suggestive of non-equal distribution of store types, the scope of this difference seems unlikely to have a major effect.
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Descriptive Statistics

Empirical Economics

Andrew Proctor
Sticky Note
Significant different in FTE employment and price of meals.
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Descriptive Statistics

Empirical Economics

Andrew Proctor
Sticky Note
There is now a sizeable and significant difference in wages, as one might expect.  

Note too that the FTE employment rates have more than the flip-flopped in there respective differences.
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Descriptive Statistics

Empirical Economics

Andrew Proctor
Sticky Note
FTE Employment and change in mean FTE employment are significant.
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Results

Empirical Economics

Andrew Proctor
Sticky Note
Two different measures of the affect of the policy change - one that is simply an indicator (which assumes constant effect) and one that attempts to guage the intensity of the effect of the policy change, by measuring how much wages were forced to change.
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Results

Empirical Economics

Andrew Proctor
Sticky Note
Generally significant results for the indicator approach.

Andrew Proctor
Sticky Note
Results are also generally significant for the GAP measure, but become less so when controlling for regions.
The region specific affects is suggestive of time-specific affects/trends in these subregions, which may tend to reduce our confidence in the parallel trends assumptions. 

If these region controls capture these differential trends, then Diff-in-Diff still captures causal effects, but that relies on the strong assumption that the additional controls are correctly specified.
Card and Krueger point towards this not being a major concern because the p-value for the controls is not significant, but one would prefer the effects to be robust to including irrelevant regressors (and note, again, that failing to reject the null of no effect for the region controls is not the same thing as accepting the null).
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Results

5.pngEmpirical Economics

Andrew Proctor
Sticky Note
Checks robustness of results for employment to different approaches to converting part-time workers into full-time equivalents.

Andrew Proctor
Sticky Note
Excludes areas where there might be greater cause for concern about the parallel trends assumptions.

Andrew Proctor
Sticky Note
Makes sure that the difference in the callback protocol (addressed earlier) does not affect inference.

Andrew Proctor
Sticky Note
Attempts to reduce possible of differential shocks (ie trends) by focusing only on stores in a smaller area.  Whether or not using a smaller area minimizes or amplifies the effect of differential trends, however, is unclear.
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Results

Empirical Economics

Andrew Proctor
Sticky Note
In contrast to reasonable expectations, stores do not compensate for being forced to provide higher wages by reducing nonwage benefits.  In fact, it would seem that overall NW was estimated to increase its spending on free and low-cost meals.
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Results

Empirical Economics

Andrew Proctor
Sticky Note
The price of a meal is estimated to increase by 3.3-3.7% as a result of the change when estimated by the indicator approach.

Results for the GAP measure seem to confirm, but again the controls for region render these effects insignificant, casting doubt on a major channel for explaining why there is an estimated increase in employment.
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Results

General Thoughts
• What are the assumptions necessary for the identification

strategy to work?

• Condition on controls used in a given specific, there should be
nothing differently happening in New Jersey compared to
eastern Pennsylvania that affects the changes in employment
from period 1 to period 2.

• Is this believable?
• Not completely, but maybe. I would certainly be concerned

though that even though the recession going on at that time
can have largely varying affects. The fact that the regional
indicators were significant implies there were different regional
trends (even within states). But I am not convinced that just
these indicators captures the heterogneiety between regions
across time.

Empirical Economics
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Results

General Thoughts

• Another implicit assumption is that the minimum wage
change in New Jersey doesn’t affect employment in
Pennsylvania. Is this a safe assumption?

• Maybe not. To the extent that Card and Krueger’s point is
true that New Jersey is near and closely related market to
eastern Pennsylvania, some workers might choose to work in
NJ rather than PA. And the minimum wage may affect labor
supply at a given price in Pennsylvania as well.

Empirical Economics
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Introduction

Introduction

“Mortality Risk and Human Capital Investment:
The Impact of HIV/AIDS in Sub-Saharan
Africa”

Jane G. Fortson

Review of Economics and Statistics (2011)
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Introduction

Introduction

What is the general topic that Fortson is interested in?

• Forston is ultimately interested in the effect of HIV/AIDs on
economic growth, but here looks at the possible channel of
schooling.

What is the specific research question addressed in this analysis?

• How does HIV prevalence affect the household choice to
invest in schooling?

Empirical Economics
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Introduction

Introduction ctd

What is the reason Fortson proposes in her model for why HIV will
affect the level of educational investment?

• Fortson notices that by reducing expected longevity,
HIV/AIDs should reduces the lifetime expected returns to
educational investment.

What data is used for this research?

• Representative cross-sections from Demographic and Health
Surveys in 15 Sub-Saharan countries, capturing adults aged
15 to 49 over birth cohorts 1952 to 1991.

Empirical Economics
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Introduction

Source of ’Identification’

What are the basic features of Fortson’s dataset that she argues
allows her to estimate the effect of HIV/AIDs prevalence on
educational investment?

1 HIV/AIDs became much more prevalent after roughly 1980.
Using the difference-in-difference strategy, Fortson is able to
control for anything that affects educational investment across
cohorts, but is fixed within countries. Morever, differencing
further allows Fortson to control for anything that varies
across time, but is common across countries.

2 As Forton notes, ‘This approach amounts to assuming that
HIV had no effect on the educational outcomes of cohorts
born before 1980 and a constant effect on cohorts born in or
after 1980.’

Empirical Economics
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Descriptive Statistics

Empirical Economics

Andrew Proctor
Sticky Note
HIV is shown to be a major problem with widely varying prevalence rates in the sample.
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Main Regression
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Main Regression

Empirical Economics

Andrew Proctor
Sticky Note
Although the regression 'line of best fit' suggests a negative relationship between schooling and HIV prevalence, the mass of points in the ~0 to 1 range for higher prevalence rates makes this not an obvious conclusion.
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Main Regression

Empirical Economics

Andrew Proctor
Sticky Note
HIV is prevalence is estimated to have a significant, negative effect on education.
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Robustness Checks

Empirical Economics

Andrew Proctor
Sticky Note
Fortson performs a number of tests to make sure her results are being driven by methodological assumptions or other pathways.

The exclusion column checks whether strong assumptions about HIV rates and its effects in the period of the 70s and early 80s could affect the results.

Andrew Proctor
Sticky Note
Columns 2 and 3 also tries to reduce measurement error relate to HIV prevalence rate by imputing actual cohort-specific prevalence rates using two data sources.
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Robustness Checks

Empirical Economics

Andrew Proctor
Sticky Note
Here, Fortson checks whether her results could be spurious by testing for the affect on a 'placebo' group - the pre-1980 cohort who are assumed to have not been affected by HIV prevalence.
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Robustness Checks

Empirical Economics

Andrew Proctor
Sticky Note
In this table, Fortson checks whether her results could be confounded by migration that is correlated with both HIV prevalence and schooling.  She does this by limiting her sample to younger individuals aged 15-25, who may be expected to more likely to reside in the area where they were as a child.
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Robustness Checks

Empirical Economics

Andrew Proctor
Sticky Note
An alternative reason for the document effected (instead of deciding to invest less because lower expected life span) is the fact that orphans are likely to have worse educational inputs.  Fortson tries to ensure her results are not driven by this alternative mechanism by omitting orphans from her analysis.



Card and Krueger (AER, 1993) Fortson (RESTAT, 2011)

Robustness Checks

Empirical Economics

Andrew Proctor
Sticky Note
Another possible mechanism that would explain the results is a direct effect on educational provisioning.  If Fortson's results were explained by this phenomenon, then she hypothesizes this should affect males and females equally, since both had roughly equal access to educational provisioning in this context.
Since men are instead estimated to have a more sharply negative effect, this is not consistent with the educational provisioning hypothesis, but is instead more consistent with the expected earnings optimization mechanism (since men are expected to work more over their lifespans).
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