
Chetty, Raj; Finkelstein, Amy

Article

Public economics

NBER Reporter

Provided in Cooperation with:
National Bureau of Economic Research (NBER), Cambridge, Mass.

Suggested Citation: Chetty, Raj; Finkelstein, Amy (2020) : Public economics, NBER Reporter,
ISSN 0276-119X, National Bureau of Economic Research (NBER), Cambridge, MA, Iss. 1, pp.
1-6

This Version is available at:
http://hdl.handle.net/10419/233999

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your
personal and scholarly purposes.

You are not to copy documents for public or commercial
purposes, to exhibit the documents publicly, to make them
publicly available on the internet, or to distribute or otherwise
use the documents in public.

If the documents have been made available under an Open
Content Licence (especially Creative Commons Licences), you
may exercise further usage rights as specified in the indicated
licence.



Reporter Online at: www.nber.org/reporter

Program Report

NATIONAL BUREAU OF ECONOMIC RESEARCH

NBER 
Reporter

ALSO IN THIS ISSUE

A quarterly summary of NBER research

Probability of an Economic Disaster 

Source: J. A. Wachter, NBER Working Paper No 14386

0

2

4

6

8

10

12

14%
Probability of disaster implied by the historical price-to-earnings ratio of the S&P 500 

1890 1910 1930 1950 1970 1990 2010

Average

No. 1, March 2020

*Raj Chetty is the William A. Ackman Professor of Public Economics at 
Harvard University and the director of Opportunity Insights, an institute which 
uses big data to identify and develop scalable ways to overcome barriers to eco-
nomic opportunity. Amy Finkelstein is the John & Jennie S. MacDonald Professor 
of Economics at the Massachusetts Institute of Technology and co-founder and 
co-scientific director of J-PAL North America, a research center that encourages 
and facilitates randomized evaluations of important domestic policy issues.

 Rare Events and Financial Markets 7
 The Impact of Land Institutions and  
Misallocation on Agricultural Productivity 11
 Firm-Level Risk, Lifetime Earnings  
 Uncertainty, and Household Savings 15
 The Benefits of Rehabilitative Incarceration 18
 NBER News 22
 Conferences 25
 Program and Working Group Meetings 29
 NBER Books 34

Public Economics 

Raj Chetty and Amy Finkelstein* 

Public economics is the study of government intervention in the mar-
ket economy, designed to move outcomes away from the market equilib-
rium. The two primary motivations for such interventions are improving 
market efficiency and redistributing resources across populations. The field 
is principally concerned with analyzing the effects of various tools — such 
as tax policies and social insurance programs — that are designed to achieve 
these aims.

The NBER Public Economics Program has made significant progress 
in understanding these issues during the eight years since the last program 
report. Between January 1, 2012 and the present — the time period covered 
by the current report — there were almost 2,000 NBER working papers in 
public economics. Much of this work has been fueled by the availability of 
new data sources that permit researchers to study longstanding questions 
with unprecedented precision and granularity.

Rather than attempting to summarize this entire corpus of work, this 
report focuses on two areas of research: Determinants of the take-up of 
government programs and the impacts of these programs on behavior and 
economic outcomes. These examples are not meant to be exhaustive; they 
focus on a limited, and admittedly somewhat arbitrary, subset of the excit-
ing research being undertaken by program affiliates. However, they illus-
trate some of the main themes and richness in analysis that have emerged 
from recent work. All of the recent working papers by program affiliates 
may be found here: conference.nber.org/papersbyprog/PE.html.
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Take-up and Targeting of 
Government Programs

A natural assumption when designing govern-
ment programs — one made in much of the theoret-
ical literature in public finance for decades — is that 
everyone who is eligible for the program in question 
participates. But enrollment in social safety net pro-
grams is typically not automatic: individuals must 
apply for the programs and demonstrate eligibility. 
Often, eligibility rules are complicated, application 
forms long, and documentation requirements sub-
stantial. Perhaps as a result, many people who are 
eligible for social safety net programs do not par-
ticipate. Common hypotheses for this “incomplete 
take-up puzzle” include lack of information about 
eligibility, transaction costs associated with enroll-
ment, and stigma associated with applying for or 
enrolling in the programs.

Recent research has examined two empirical 
questions that relate to take-up: identifying barriers 
to take-up and estimating how those barriers affect 
the characteristics of applicants and enrollment, 
known as the “targeting” property of the barrier. 
Economists have posited very different hypotheses 
for what kinds of eligible individuals are deterred 
from enrolling. Drawing on neoclassical theory, 
some have argued that those deterred might be the 
least needy among the eligible, while recent work 
in behavioral economics has suggested that deter-
rent ordeals may have exactly the opposite targeting 
effect, discouraging precisely those applicants the 
social planner would most like to enroll.

This ambiguity about whether targeting tends 
to exclude the most or the least needy potential ben-
eficiaries has made empirical work on the topic all 
the more important. Much of this empirical work 
has been conducted in the form of randomized 
controlled trials of particular interventions, their 
impact on take-up, and the characteristics of those 
who take up, but there have also been important 
quasi-experimental papers. We summarize findings 
from selected papers in what follows.1

Reductions in informational barriers have been 
found to be quantitatively important in generat-
ing take-up in some contexts but not in others. In a 
recent series of randomized interventions aimed at 
increasing take-up of the Earned Income Tax Credit 
(EITC) among likely eligible individuals, Dayanand 
Manoli and co-authors have found that take-up is 
highly sensitive to both the frequency and nature 
of reminder letters sent by the Internal Revenue 
Service, although the effects of the reminder do 
not persist into the following year when the indi-
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viduals would have to 
sign up again.2 Likewise, 
Susan Dynarski and col-
laborators find that an 
information interven-
tion that informed high-
achieving students about 
a tuition-free college 
scholarship increased 
enrollment at a flagship 
state university.3 There 
is also quasi-experimen-
tal evidence that infor-
mation is an important 
barrier to take-up of 
post-secondary enroll-
ment among unemploy-
ment insurance recipi-
ents.4 However, Hunt 
Allcott and Michael 
Greenstone find in a 
randomized evaluation of informational 
interventions that lack of awareness is not a 
contributor to low take-up of home energy 
efficiency audits.5

Reductions in transactional barri-
ers have been found to be important for 
increasing enrollment in several different 
programs. Amy Finkelstein and Matthew 
Notowidigdo find that for elderly individu-
als eligible for the Supplemental Nutrition 
Assistance Program (SNAP), information 
alone can have an effect 
on take-up, but that 
pairing it with assistance 
doubles the impact.6 
Manasi Deshpande and 
Yue Li find that the clos-
ing of local field offices 
where Social Security 
Disability Insurance and 
Supplemental Security 
Income applications 
can be submitted sub-
stantially reduces both 
applications and enroll-
ment.7 Vivi Alatas and 
co-authors present evi-
dence from a random-
ized evaluation across 
Indonesian villages that 
increasing the transac-
tion cost of applying for 
a conditional cash trans-

fer program reduces enrollment.8
In addition to investigating how barri-

ers to enrollment affect take-up rates, recent 
research has focused on how these barri-
ers may affect the characteristics of appli-
cants and enrollees. From information inter-
ventions, there is evidence that complexity 
disproportionately deters EITC enrollment 
of lower-income potential recipients, and 
that, due at least in part to a lack of insur-
ance literacy, some lower-income employees 

choose health insurance 
plans which, while more 
expensive than other 
options, do not offer any 
additional coverage.9 
Information about eligi-
bility disproportionately 
encourages enrollment 
among eligible, relatively 
higher socioeconomic 
status applicants in the 
SNAP program.10 

Studies have found 
that making it more 
burdensome to access 
benefits — that is, 
imposing transaction 
costs — increases target-
ing on some but not all 
dimensions. Alatas et 
al. find that introducing 

transaction costs by requiring individuals 
to apply for a conditional cash transfer in 
Indonesian villages rather than have the gov-
ernment automatically screen the individuals 
for eligibility improves targeting; specifically, 
it results in enrolling substantially poorer 
people.11 However, marginally increasing 
the transaction costs does not further affect 
the characteristics of enrollees. Deshpande 
and Li find that increasing the transaction 
costs associated with US disability pro-

grams worsens target-
ing among applicants, as 
evidenced by an increase 
in the share of appli-
cants with only moder-
ately severe disabilities, 
but improves target-
ing among enrollees, 
as evidenced by a 
decrease in the share 
of enrollees with the 
least severe disabilities 
(conditional on being 
severe enough to be 
eligible).12 However, 
they also find that 
the increased transac-
tion costs reduce the 
share of enrollees with 
low education levels 
and low pre-applica-
tion earnings, suggest-
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ing a reduction in targeting. Finkelstein 
and Notowidigdo, in contrast, find that 
reducing transaction costs decreases tar-
geting on all dimensions, and at all stages 
(application and enrollment).13 

In summary, recent work has uncov-
ered evidence not just of the importance 
of barriers to take-up in general, but on 
precisely how those barriers may vary 
across programs and subgroups. Although 
there are no universal lessons in terms of 
the determinants of take-up and target-
ing, these studies pave the way for further 
work that can be conducted by govern-
ment agencies and practitioners to under-
stand take-up in the context of the par-
ticular policy under consideration. The 
normative implications of different tar-
geting properties are unclear and also 
remain an important and likely fruitful 
topic for further work.

Impacts of 
Government 
Programs and 
Tax Policies

Much as there has 
been great progress in 
understanding how 
take-up varies across 
government programs, 
the past eight years have 
seen tremendous prog-
ress in understanding 
program impacts. Much 
of this work has been 
fueled by the growing 
availability of popula-
tion-level administra-
tive tax data from the 
Department of the 
Treasury and the Census Bureau. Over 
these years, the Public Economics Program 
has fostered collaborative research between 
members of the group and members of 
government agencies such as the Office of 
Tax Analysis, the IRS, the Census Bureau, 
and others through an annual meeting 
on research using administrative tax data. 
Here, we summarize some examples of 
progress that has been made in understand-
ing the causal effects of government pro-
grams using such data.

Several studies have analyzed how 
changes in tax incentives affect the behav-
ior of individuals and corporations. For 
example, researchers have analyzed how 
local income and estate taxes affect the 
location of inventors, entrepreneurs, and 
wealthy individuals using modern admin-
istrative data sources. These studies have 
found that increases in top income tax 
rates and wealth taxes on the very wealthy 
induce significant migratory responses 
between states and even across coun-
tries.14 However, evidence on whether 
such tax increases induce “real” changes 
in aggregate business activity or innova-
tion is more limited. Moreover, when 
inventors and entrepreneurs have strong 
ties to a research hub in a given area, their 
responsiveness to tax changes becomes 
much smaller.15

In a different vein, a series of stud-
ies have examined how affordable hous-
ing programs implemented by the govern-
ment affect behavior and outcomes. Using 
methods ranging from randomized exper-
iments to estimation of structural models, 
a series of studies have shown that there 
are large search frictions — a lack of infor-
mation and support in the housing search 
process — that hamper low-income fami-
lies’ ability to find affordable housing in 
neighborhoods that provide good oppor-

tunities for upward income mobility.16 
Some well-designed affordable housing 
programs, in particular, those that pro-
vide customized search assistance, can be 
highly effective in helping families move 
to higher-opportunity neighborhoods. 
Focusing on a different program, Rebecca 
Diamond and Timothy McQuade show 
that the Low-Income Housing Tax Credit, 
a subsidy given to developers of affordable 
housing, revitalizes low-income neigh-
borhoods by increasing property values 
and reducing crime rates, but has more 
negative effects in higher-income areas.17

Finally, a third strand of research 
using administrative tax data has focused 
on improving measures of income, taking 
into account tax and transfer programs. 
Bruce Meyer and collaborators con-
ducted a series of studies linking admin-

istrative data to survey 
data to show that sur-
veys often understate 
income at the bottom 
of the income distribu-
tion because of under-
reporting of transfers, 
leading to an overstate-
ment of the number of 
households living in 
extreme poverty.18 At 
the other end of the 
income distribution, 
recent studies have 
provided a more com-
prehensive picture of 
top income and wealth 
inequality, showing 
for instance that much 
of the wealth being 
accrued at the top 
comes from human 

capital rather than financial capital.19 
Thomas Piketty, Emmanuel Saez, and 
Gabriel Zucman look across the entire 
income distribution and construct distri-
butional national accounts that allocate 
GDP to income groups.20 These studies 
all examine income distributions at a sin-
gle point in time. The growing availability 
of panel data has also enabled researchers 
to make progress in the measurement of 
income dynamics over time, document-
ing, for instance, that rates of intergener-

Figure 3
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ational mobility vary sharply across geo-
graphic areas.21 These studies pave the 
way for further work understanding why 
income levels and mobility vary so sharply 
across areas and how government policies 
can influence mobility and growth.

No single unifying result about 
the causal effects of government pro-
grams emerges from these studies. Some 
tax policies induce large behavioral 
responses; others do not. In some cases, 
the same program has very different 
effects in different settings, depending 
upon how it is implemented.22

Perhaps the general lesson that pub-
lic economists have learned in recent 
years is that there are important dif-
ferences in the effect of public policies 
on households and firms. There may be 
no “one size fits all” answer to policy 
design questions. The context and spe-
cifics matter tremendously. Fortunately, 
the field is increasingly poised to tackle 
this richness and complexity, thanks to 
progress in data availability and empiri-
cal methods. This bodes well for the 
future of public economics, with much 
remaining to be discovered and the 
tools to do so now in hand.
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