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Question 1 

Based on the concepts and discussion of the module, explain two reasons why the first 
fundamental theorem of welfare economics may fail. 

[10 marks] 

Question 2 

Following the empirical strategy of the paper "Who Pays for the Minimum Wage?" (AER, 
2019) by Peter Harasztosi and Attila Lindner, answer the following questions: 

 

a) Apart from the key identification assumption of parallel trends, what is the second 
fundamental identification assumption discussed by the authors? Explain the assumption 
and how it could be violated. 

[15 marks] 

b) What explanation do the authors propose for the finding that the disemployment effects 
in the non-tradable and service sectors are significantly smaller than in other sectors?  

[15 marks] 

Question 3 

Following the paper "The Welfare Effects of Social Media" (AER, 2020) by Hunt Allcott, 
Luca Braghieri, Sarah Eichmeyer and Matthew Gentzkow, answer the following questions: 

 

a) Explain how the authors elicit participants’ willingness-to-accept (WTA) to stay 
deactivated for four weeks rather than 24 hours. 

[10 marks] 
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b) Demonstrate analytically why, with the approach to elicit participants’ willingness-to-
accept (WTA), participants in the experiment have incentives to tell the truth.

[10 marks] 

Question 4 

Figure 1 presents one of the possible outcomes in the first model of adverse selection 
discussed in the lectures (from Einav, Finkelstein, and Cullen, 2010). Remember that in 
this version of the model, we assume that there is only heterogeneity in risk types among 
buyers. First, briefly explain the diagram in Figure 1. Second, explain, using the diagram 
(Figure 1), the theoretically predicted effect of introducing a lump-sum subsidy toward the 
price of coverage in this model. 

[20 marks] 

Figure 1 

Question 5 

Discuss two economic rationales for taxing capital income in addition to labour income if 
the government's goal is to reduce income inequality. 

[20 marks] 

End of Paper 


