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Dear readers,

Welcome to the sixth issue of the BCCP Newsletter.

In this newsletter, we focus on the consequences of digitization, health markets and
outcomes, as well as behaviors in markets. For the first, we show that transparency in
Al systems does not always increase trust in them. Communicating the uncertainty
of Al predictions causes experimental subjects to not follow the suggestion of the Al.
We further investigate the potential of deep learning for detecting antisocial online
behavior. We show that deep pre-trained transformers help to identify unintended
bias in algorithmic recommendations. In another contribution, we experimentally
show that online advertising can increase charitable giving by generating new
donations. Lastly, exploiting two regulatory changes in Berlin affecting short-
term rental markets, we empirically show that the presence of Airbnb significantly
increases asked rents. Various other contributions focus on health markets and
outcomes; for example, we empirically show that reducing patent protection and
data exclusivity decreases the likelihood that ongoing drug development projects
will be successfully completed. Further, we find that the unisex mandate on risk
segmentation in the German health insurance market increases the probability
of switching from social to private health insurance for women relative to men.
Furthermore, we analyze how a tax on unhealthy food can be applied to reduce
child obesity. We show that it is optimal fora government to tax unhealthy food even
if parents only ignore a small part of their children’s future health costs. The last two
contributions consider questions related to behaviors in markets. In an experiment,
we investigate gender discrimination in hiring decisions, finding evidence of both
explicitand hidden discrimination against women. In a last theoretical contribution,
we study political corruption in the execution of public contracts. We find that
selfish enough politicians choose a lax auditing policy to induce embezzlement by
the contracting firm, later claiming a share of the embezzled funds.

In this issue of our newsletter, we also continue to re-publish the texts written by
BCCP Fellows as“Berlin School of Economics Insights on the Corona Crisis” on topics
as diverse as the role of border controls and face masks in containing the spread
of Covid-19 across Europe, as well as the importance of financial literacy in times
of crisis. Furthermore, we introduce a new feature of the BCCP newsletter: BCCP
opinions. It entails the opinion of BCCP fellows on a topic of current policy interest.
This time, we republish a piece co-authored by myself together with 16 other
international economist on the Google/Fitbit merger.

Lastly, to keep BCCP Fellows and Friends connected in this difficult time, we
continue to organize events online. Our weekly seminars, like the Berlin Applied
Micro Seminar, the Berlin Micro Theory Seminar, and the Berlin Behavioral
Economics Seminar are all held online. We also continue to organize the Virtual
Digital Economy Seminar together with several renowned international institutions.
Lastly, instead of our annual BCCP Conference and Policy Forum, we organized a
Virtual Mini-Conference on the future of artificial intelligence for policymaking. In
this newsletter we review the discussions by the panel of international speakers.

We wish you an interesting reading, season’s greetings, and a happy new year!

Tomaso Duso

BCCP speaker

Freepik: kjpargeter
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THE CONSEQUENCES OF DIGITIZATION

Transparency and Trust in Artificial Intelligence
Systems

Many of us use Artificial Intelligence (Al) Systems based on Ma-
chine Learning (ML) every day. When judges, police, or doctors
use assistive Al, the proper level of trust in such systems is espe-
cially critical for their responsible use. Too much, or even blind,
trust can lead to ill-considered decisions — and not enough trust
may ignore valuable information. In recent years, many methods

were proposed to render Al systems and their predictions more
transparent in order to foster trust in these systems. To what ex-
tent, however, transparency really increased user trust remained
largely unexplored.

In this recent study, BCCP Senior Fellow Felix Biessmann, BCCP
Fellow Timm Teubner, and co-author Philipp Schmidt investigate
whether and when transparency in assistive Al actually increases
trustin Al systems.

In a behavioral experiment, the authors asked 200 subjects to
classify short text as either “positive” or “negative.” Subjects were
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paid for each correctly classified text. In addition, subjects were
able to draw on an ML-based decision support tool for text classi-
fication, which also gave an assessment (positive or negative). The
authors then experimentally varied the information that subjects
received in a 2-by-2 treatment design. The Al system >explained«
its decision by 1) highlighting the most relevant words in the text
(i.e. wonderfulc as an indication of a positive assessment) and/
or 2) by providing a score on the confidence of its prediction (i.e.
65% or 98%).

In contrast to the common assumption that trans-
parency is always beneficial, the results demon-
strate that increased transparency does not neces-
sarily increase trust in an Al System. Quite to the
contrary, subjects relied significantly less often
on the Al prediction and deviated in their own
assessment from the Al's assessment — and were
wrong more often by doing so. Interestingly, there
are many cases in which the Al was correct but at-
tributed a high uncertainty to its prediction. Com-
municating this uncertainty to subjects resulted in
subjects not following the suggestion of the Al.

The right amount of trust also implies not follow-
ing incorrect Al predictions. This is precisely what
transparency should achieve. However, the results
indicate that humans made up to six times more
mistakes when they followed incorrect Al predic-
tions rather than when ignoring correct ones. The
results show that transparency in Al systems does not always
increase trust in such systems. Furthermore, transparency often
does not lead to humans recognizing incorrect Al assessments. As
a next step, the authors seek to investigate whether and how fast
trust in Al Systems can be restored after incorrect Al predictions
have led to a loss of trust.

The full paper>Transparency and Trust in Artificial Intelligence Sys-
temscis forthcoming in Journal of Decision Systems.
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Antisocial Online Behavior Detection Using Deep
Learning

The shift of communication to online platforms not only brings
social and economic benefits, like the opportunity to share opin-
ions, discuss the hottest topics, get immediate feedback, and cre-
ate new business opportunities, it can also create a new space for
malicious behavior, such as spreading hateful comments, bullying,
or usage of rude and obscene language. Therefore, detecting ma-
licious behavior is crucial. For example, the
German law NetzDG requires social me-
dia providers like Facebook and Google,
among others, to remove posts with obvi-
ously illegal content within 24 hours and
report on their progress every six months.
The mass of postings shared on social
media call for an algorithmic approach to
screen and flag potentially harmful con-
tent. Corresponding screening technolo-
gies help social media providers to comply
with legislation, raise the efficiency of con-
tent moderation, and contribute to social
welfare by preventing the spread of mali-
cious user generated content.

In this paper, Elizaveta Zinovyeva, Wolf- o
gang Karl Hardle, and BCCP Senior Fellow V.o x%i4
Stefan Lessmann investigate the potential

of deep learning for detecting antisocial

online behavior (AOB). They propose AOB as an umbrella term for
using rude, hateful, sexist, and/or racist textual content in com-
munication. Using datasets from different social media platforms,
the authors show that deep learning models, especially deep
pre-trained transformers, almost always outperform traditional
machine learning methods independent of the dataset structure
and retrieval process. To derive policy recommendations, the pa-
per also investigates the determinants of deep learning success
and finds that the marginal utility of computationally heavy deep
learning algorithms decreases with the prevalence of AOB in a
training data set. Assuming that AOB is - fortunately — a relatively
rare event in the plethora of text-based social media communica-
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tion, this result implies that platform providers will benefit from,
and should employ, advanced deep learning techniques when de-
ploying content screening systems.

Moreover, the authors raise the question of detection model ex-
plainability. Machine learning - especially deep learning methods
- are often considered "black boxes". Legal frameworks, like the
EU data protection act, and research into technology acceptance
enforce the use of interpretable models for decision support.
Against this background,
the authors demonstrate
the use of local interpre-
tation methods that facili-
tate clarifying the decision
logic of an AOB detection
model. The authors sug-
gest the model interpre-
tation component of their
framework raises accep-
tance among users and
regulators and contributes
to identifying unintended
bias in algorithmic recom-
mendations.

iStock: Tero Vesalainen

The full paper >Antisocial Online Behavior Detection Using Deep
Learningc« is published in Decision Support Systems, Volume 138,
2020. A pre-print together with codes is available in the discus-
sion paper series of the IRTG1792.
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THE CONSEQUENCES OF DIGITIZATION

Online Advertising Can Help NGOs Increase
Donations

Online fundraising is on the rise. Until recently, however, little was
known about whether advertisements on Facebook or Google are
actually effective at generating donations. To fill this gap, BCCP Se-
nior Fellow Maja Adena and co-author Anselm Hager conducted
a live experiment on Facebook with the NGO Save the Children.
Together with the NGO, the researchers placed video ads on Fa-
cebook. To assess whether the ads work, the authors randomly

assigned some zip-codes to be targeted by a 14-day ad campaign,
while other zip codes did not see any ads. After the experiment,
the researchers compared the actual volume of donations in the
treatment and control zip-codes. The results show that the ads rai-
sed donations by almost €4 per €1 spent (on advertising) in trea-
ted zip codes. This constitutes a 300 percent return on the money
invested.
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The assessment of whether an internet advertising campaign
works or does not is not as trivial as it seems. Advertisers are of-
ten easily misled by the level of direct response to an ad. On the
one hand, if they observe donations through the ad link, this does
not necessarily mean that there are more donations overall. Tho-
se donations might be coming from existing donors who find it
convenient to use an online-link instead of their usual donation
channel. On the other hand, if advertisers observe a low volume
of donations through the ad link relative to the costs, it does not
necessarily mean that the advertising is ineffective. Ad recipients
might react with a lag, after some deliberation or after another
trigger.

The authors overcome the above challenges to causally assess the
effects of an online fundraising campaign with a smart research
design - they observe donations from all channels over a longer
period of time and compare donation volume in treated versus
untreated zip codes. They conclude that firstly, the videofundrai-
sing campaign on Facebook increased the volume and frequency
of charitable giving. Secondly, this holds true for short- as well as
long-term donations, the latter pointing to a long-term adverti-
sing effect. Thirdly, they found that existing donors do not switch
from offline to online giving and do not expedite their decision
to donate after seeing online advertising. Online fundraising ge-
nerates genuinely new donations. Fourthly, however, they also
found that the fundraising campaign for Save the Children red-
uced donations to other similar charities, indicating that charities
compete for scarce resources.

The full paper>Does online fundraising increase charitable giving?
A nation-wide field experiment on Facebook« is available as WZB
Discussion Paper SP 11 2020-302.
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Airbnb and Rents: Evidence from Berlin

Short-term rental platforms, like Airbnb, are often suspected of
causing rent increases because they remove apartments from the
housing market. However, empirically documenting this effect is
difficult because neighborhoods that are more popular among
tourists usually also have higher average rent levels for various
other reasons. At the same time, cities around the world are now
regulating short-term rental platforms. Therefore, understanding
the effect of short-term rental policy and quantifying the impact
of short-term rental platforms on rents is important to inform the
policy debate.

BCCP Spokesperson Tomaso Duso, BCCP Fellow
Claus Michelsen, and BCCP Doctoral Students
Maximilian Schaefer and Kevin Ducbao Tran
use the introduction and subsequent update
of short-term rental regulation in Berlin (the so-
called “Zweckentfremdungsverbot-Gesetz") to
assess the effects of the law on Airbnb in the city.
They find that both the introduction as well as
its update (which introduced a mandatory reg-
istration number display for hosts on short-term
rental websites) substantially reduced the num-
ber of Airbnb listings in the city. The reduction
is largest for entire homes listed on the platform
as opposed to shared or private rooms. Further-
more, the authors show that the introduction of
the law mostly resulted in apartments leaving
the platforms which were available for booking
for more days in a year, resulting in a stark de-
crease in the average booking availability of list-
ings remaining on Airbnb. However, the update
of the law mostly caused listings that were only
available for rent for fewer days to leave the platform, resulting in a
slight increase in average booking availability.

Using these policy-induced changes in the short-term rental mar-
ket in Berlin, the authors assess the causal impact of Airbnb on rents
in the city. Their results suggest that each additional nearby entire
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home on Airbnb increases rents by at least seven cents per square
meter on average. The authors further document effect heteroge-
neity in various dimensions. First, when focusing on high-availabil-
ity Airbnb listings, the marginal effect of additional Airbnb listings
on rents is larger at ten to 13 cents per square meter. Second, the
effect size varies across districts of the city. In particular, the margin-
al effect tends to be larger in districts with a lower Airbnb density,
suggesting decreasing marginal effects on rents of nearby Airbnb
listings. Finally, in further calculations, the authors show that rent-
ers in high-Airbnb-density districts saved up to 38 euro per month
on average due to the introduction of the law. As a caveat, note that
the entire analysis in the paper is based on asked rents for apart-
ments available for rent. The effects of Airbnb on average rents of
the entire stock of apartments are likely lower.

iStock: An
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The full paper >Airbnb and Rents: Evidence from Berlin< is available
as DIW Discussion Paper No. 1890.
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Patents, Data Exclusivity, and the Development of
New Drugs

With more than 100 vaccines against COVID-19 currently being
developed across the world, a debate has been sparked about ac-
cess to new drugs and the role of patents. The recent paper by
BCCP Senior Fellow Stefan Wagner and co-author Fabian Gaessler
confirms that calls for weakening the protection of new pharma-
ceutical drugs likely are counterproduc-
tive, as reduced protection might slow
the speed of technological progress in
the pharmaceutical industry. Pharma-
ceutical firms typically enjoy market
exclusivity for new drugs through two
mechanisms: the protection of inven-
tion by patents and the exclusivity of
data collected in clinical trials. This mar-
ket exclusivity typically drives up the
prices of new drugs charged to consu-
mers. Yet, they are the main incentive
for private pharmaceutical companies
to invest in R&D for new remedies.

The authors calculate that one year of
lost market exclusivity, which grants i5tock:Meyer&Meyer
pharmaceutical firms a quasi-monopo-

ly on a certain drug, reduces the chances of ongoing drug deve-
lopment projects to be successfully completed by about 16 per-
cent. This is the first time that an academic paper quantifies the
deterrence effect of reducing market exclusivity. The estimated
impact of the duration of market exclusivity on the completion of
drug development is larger than what many observers previously
thought.

To collate their findings, the authors gathered dataon 1,769 unique
drug candidates tested in clinical trials whose underlying patents
were at risk of invalidation, and linked the development histories
of these projects with their associated intellectual property rights.
Specifically, they examined a group of drugs that lost associated
patent protection during clinical trials and compared them to
drugs whose patent protection remained intact. Revoking the
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patent during clinical trials leads to a reduction in overall market
exclusivity, which in turn determines the period in which pharma-
ceutical firms can exclusively offer the drug on the market. Patent
invalidation reduces the duration of market exclusivity in the for-
mer group of projects only and thus creates a natural experiment
suitable for this analysis. In order to avoid that the estimates are
affected by unobservable characteristics of the patent or the drug,
the authors rely on instrumental variable estimations. By using
the rate of
eventual drug
approval as a
proxy for R&D
effort, they
determine the
decline in in-
novation for
the group of
drug projects
characterized
by a shorte-
ned period of
market exclu-
sivity.

There is a dif-

ficult trade-off between the

length of market exclusivity for novel drugs, and thus the effec-

tiveness and speed of creating a new drug, and its price to con-

sumers. This research, for the first time, quantifies how market

exclusivity reduction impairs innovation. If we as a society do not

want to rely on patents and related intellectual property rights to

drive R&D investment - and with regard to the current pandemic

there might be good reasons for this - we need to find other ways
to incentivize innovation.

The full paper >Patents, data exclusivity and the development of
new drugs« is forthcoming in Review of Economics and Statistics.
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Risk Segmentation in the German Health Insurance
Market

With the Covid-19 pandemic placing additional financial burdens
on health care in many countries, the issue of financing a national
health insurance system's is gaining increased importance. Germa-
ny is, next to the United States in parts and Chile, one of the few
countries with a dual sector health insurance system. On the one
hand, companies in the public health insurance sector in Germany
are not allowed to price insurance to reflect the expected health
care expenses for an applicant and cannot reject an applicant
based on health risk. On the other hand, companies in the private
health insurance sector in Germany set prices according to health
risk, such that prices are lower for healthier applicants.

This difference in pricing makes the private sector particularly at-
tractive for individuals with lower health risks and might lead to
disproportionately more individuals with worse health risk to be
enrolled in the public sector. Segmentation by health risk between
the public and private sectors can increase health expenses in the
public sector and threaten its financial sustainability. However,
regulations are in place to restrict switching between sectors. For
example, only certain employment groups may opt to move from
the public into the private sector and voluntary switching from the
private into the public sector is not possible. Thus, it remains an em-
pirical question whether individuals are price-sensitive regarding
their choice between public and private health insurance.

To empirically study whether individuals’ choices between public
and private health insurance are responsive to changes in pricing,
BCCP Doctoral Student Shan Huang and co-author Martin Salm ex-
amine the effects of a regulatory ban on gender-based pricing for
the private sector. Private health insurance plans were more expen-
sive for women than for men prior to the so-called unisex mandate.
In contrast, gender was never used as pricing factor in the public
sector. The unisex mandate made private health insurance more
attractive for women and less attractive for men. While the unisex
mandate only changed regulation in the private sector, it may have
unintended effects on the composition of risks in the public sector.

HEALTH MARKETS AND OUTCOMES

Using yearly information on individuals’ type of health insurance
from the German Socio-Economic Panel, the authors provide em-
pirical evidence that the unisex mandate substantially increased
switching from the public into the private sector by women relative
to men. Moreover, the size of the effect varies over employment
groups and is in line with different financial incentives regarding
the choice between the public and private sectors. The effect is larg-
est for the groups of self-employed and mini jobbers. In contrast,
the unisex mandate had a weaker effect on employees, for whom
choosing the private sector is more restricted. The unisex mandate
had no effect on civil servants, for whom employer subsidies have
always made private health insurance financially more attractive.

The changes induced by the unisex reform in the pools of private
compared to public insurees imply a worsening of the private sec-

tor risk pool and an improvement of the public sector risk pool,
as women have on average higher health expenses than men.
The study’s findings also demonstrate that regulatory changes for
targeting only one sector, like the unisex mandate for the private
sector, can have unintended consequences on the degree of risk
segmentation across the entire health insurance market.

The full paper >The Effect of a Ban on Gender-Based Pricing on Risk
Selection in the German Health Insurance Market« is published in
Health Economics, Volume 29, Issue 1, 2020, pp. 3-17.
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Taxes on Unhealthy Food and Externalities in the
Parental Choice of Children's Diett

Childhood obesity is widespread in many countries. In the OECD,
the prevalence of obesity among children is 15.5%. Child obesity
causes high health care costs and is associated with adult obesity
as well as multiple morbidities in adulthood.

Most of the theoretical studies on the taxation of unhealthy food
focus on the effects of these taxes on adult obesity. The scarce
existing literature analyzing the impact of taxes on unhealthy

iStock: RichVintage

food on the intergenerational transmission of obesity assumes
that parents are nonaltruistic and neglect the impact of their own
choices on the future health of their children. It finds that there is
a tax on unhealthy food that fully corrects for the negative effects
that parents ignore, thus leading to a first-best situation.

In this paper, BCCP Fellow Zarko Kalamov and BCCP Senior Fellow
Marco Runkel develop a different theoretical framework to ana-
lyze how a tax on unhealthy food can be applied to address child
obesity. They analyze a situation where parents may only partially
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neglect the future health costs of unhealthy consumption by their
children.

The paper shows that it is optimal for a government to tax un-
healthy food, even if parents ignore only a small part of the future
health costs of their children. However, the optimal tax cannot, in
general, fully correct the ignored costs. The reason is that the tax
also distorts adult consumption, as well as consumption of chil-
dren with fully altruistic parents.

These results show that taxing unhealthy food is insufficient to ful-
ly address the problem of child obesity. Other measures targeting
child consumption should be implemented in conjunction with
taxes. Such measures may include subsidies for childhood sports
activities, providing information about the negative effects of
child obesity, introducing mandatory product information in su-
permarkets, and using nudges to promote healthy consumption
in schools.

The full paper sTaxes on Unhealthy Food and Externalities in the
Parental Choice of Children’s Diet«is published in Health Econom-
ics, Volume 29, Issue 8, 2020, pp. 938-944.
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Hidden Discrimination: The Importance
of Identifying and Addressing all Forms of
Discrimination

Labor market discrimination is a critically important policy issue
around the world. When one individual receives preferential treat-
ment over another on the basis of gender or ethnicity, this often
violates basic ethical principles. Moreover, such discrimination pre-
dominantly harms socio-econom-
ically weaker groups, thereby rein-
forcing inequality. For this reason,
discrimination has received substan-
tial attention from academics in sev-
eral disciplines, including economics,
psychology and sociology. Howev-
er, a new wave of research is asking
whether the standard taxonomy
used for classifying and understand-
ing discrimination within the eco-
nomics literature is too narrow and,
therefore, neglects to identify some
forms of discrimination.

Traditionally, the economics litera-
ture distinguishes between discrimi-
nation based on taste and discrimination resulting from beliefs that
are accurate in a statistical sense. For example, if a male employer
preferentially hires men because he intrinsically prefers interacting
with men rather than women, this is classified as taste-based discrim-
ination. If the employer instead preferentially hires men because on
average men tend to actually be more productive in the job in ques-
tion than women, then this constitutes statistical discrimination.

iStock: fizkes

Recent work suggests that this taxonomy may miss several important
aspects of discrimination. In particular, it omits discrimination ema-
nating from statistically inaccurate beliefs due, for example, to widely
held inaccurate stereotypes.

In a new contribution to this discussion, BCCP Fellows Kai Barron and
Sebastian Schweighofer-Kodritsch and their co-authors Ruth Ditl-
mann and Stefan Gehrig study gender discrimination across a range
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of experimentally controlled hiring settings that vary in the degree
to which employers’ decisions reveal discrimination. This is done by
presenting employers with choices between job candidates, where
the information that employers observe about these job candidates
is carefully controlled: employers observe information about the
gender and qualifications of the candidates. The authors consider
various scenarios, including those in which the two candidates are
(i) clearly ranked by qualification, (ii) equally qualified, and (ii) differ-
ently qualified (holding different
qualifications). The data reveals
evidence of both explicit (i.e., >ob-
vious<) and implicit (i.e., >hiddenv)
discrimination against women.
Neither of these forms of discrim-
ination is justified by true perfor-
mance differences between male
and female job candidates, but
they are consistent with prevail-
ing gender stereotypes. The two
forms of discrimination differ in
how clearly they reveal the em-
ployer’s bias, with some individu-
als only discriminating when their
discrimination is obscured by the
choice setting. In the study, some
employers are willing to discriminate even when job candidates are
equally qualified (explicit discrimination), while others only discrimi-
nate when the candidates are differently qualified and, therefore, are
not easily ranked (implicit discrimination). The analysis highlights the
central role played by the contextual features of the hiring setting in
conjunction with prevailing stereotypes in determining whether and
how discrimination will manifest. The authors also provide several
suggestions of how these findings may inform policy to effectively
combat discrimination. One example is for decision makers (e.g. em-
ployers) to commit ex ante to a clear definition of how candidates’
relative merits on the relevant criteria will be traded off in the overall
assessment before receiving information about the candidates.

The full paper >Explicit and Implicit Belief-Based Gender Discrimina-
tion: A Hiring Experimentc is available as WZB Discussion Paper No.
SP 112020-306.
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Political Corruption in the Execution of Public
Contracts

Public procurement - the purchasing of works, goods, and services
by governments and other public authorities — accounts for approxi-
mately 12% of gross domestic product (GDP) in OECD countries. The
volume and financial stake of transactions, combined with
the complexity of the process and the close interactions
between public officials and companies, make this key
government activity particularly prone to corruption. It is
estimated that billions of euros are lost globally every year
to corruption in public procurement.

Theoretical studies on this topic typically focus on a setting
where benevolent politicians delegate the administration
of the procurement process to public officials who can be
self-interested and abuse their discretion to manipulate
the process in exchange for a bribe. For example, they can
bias the tender award in favor of one of the bidders or al-
low the contracting firm to embezzle public funds by in-
creasing expense claims or lowering delivered quality via
fraudulent invoices.

While the research above can explain the occurrence of bu-
reaucratic corruption, it rules out the potential role of pol-
iticians. However, as the most severe episodes of corrup-
tion show, politicians are not only often involved in corrupt
deals, they promote them. In fact, politicians have a number
of ways to systematically interfere with the procurement
process and guarantee their own participation in corrupt arrange-
ments. For example, they can decide on the allocation of funds to
projects or drive the employment of complicit procurement officials.
Thus, as the involvement of politicians exacerbates the problem, it is
important to study in detail such mechanisms of undue influence on
the procurement process.

BCCP Fellow Olga Chiappinelli contributes to this objective by pro-
posing a theoretical framework to investigate one possible mecha-
nism: the influence of politicians on the monitoring of the execution
of public contracts. The study considers the case that politicians are
not benevolent but rather partially selfish and can design the con-
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tract auditing policy. It finds that selfish enough politicians choose a
lax auditing policy in order to induce embezzlement by the contract-
ing firm and then claim a share of the embezzled funds.

These results are useful for informing the design of policies directed
to curbing corruption in public procurement. For example, the mon-
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itoring of the execution of public contracts, which in many countries
is the responsibility of a public official employed or appointed by the
purchasing authority, could be shifted to - or at least supervised by -
an external independent authority.

The article >Political corruption in the execution of public contracts«
is published in Journal of Economic Behavior & Organization, Volume
179, 2020, pp. 116-140.
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BSE Insights on the Corona Crisis

All texts were written as part of the BSE Insights on the Corona Crisis
series in which researchers of the Berlin School of Economics pro-
vide short texts with scientific content that is relevant for the crisis.
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Did Border Controls Help?

By BCCP Doctoral Student Kalle Kappner and co-authors Matthi-
as Eckardt and Nikolaus Wolf

The Covid-19 pandemic led to a massive return of the nation state.
National governments around the world took far-reaching measures
to control the spread of the disease, whether just closing shops,
restaurants, and schools, or a complete and total lock-down of public
life. In Europe, the crisis was, and still is, a fundamental challenge to
European Union principles, notably solidarity, policy coordination,
and free movement across national borders. In this paper, BCCP Doc-
toral Student Kalle Kappner and his co-authors Matthias Eckardt and
Nikolaus Wolf focus on the temporal reintroduction of national bor-
der controls within the Schengen area. While such restrictions clearly
involve costs, the benefits are disputed.

Their main finding is that the temporal reintroduction of border con-
trols within the Schengen area helped contain the spread of Covid-19.
The authors use a new set of daily data of confirmed Covid-19 cases
at the level of 213 European regions, compiled from the respective
statistical agencies of 18 Western European countries. Their data runs
from calendar week 10 (starting March 2, 2020) to calendar week 17
(ending April 26, 2020). Figure 1 shows developments over time.

(a) March 2 to March 15 (b) March 16 to March 29

. T )
‘*‘“P‘ . : ‘

Figure 1: Newly confirmed Covid-19 cases per 1,000 inhabitants in specified

calendar weeks.
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With this data, the authors test for treatment effects of border con-
trols on new Covid-19 cases. They do this in two steps. Controlling
for regional specificities and country-wide variation in containment
policies (based on an econometric model with region and coun-
try-time fixed effects), they show that border controls are associat-
ed with a 25% reduction in daily cases. Importantly, they show that
border controls mattered only for regions with a substantial number
of cross-border commuters prior to the crisis, which is missed in the
existing literature. Figure 2 shows the number of daily new cases in
treatment and control regions over time, conditional on day and re-
gion fixed effects (panel a) and the estimated excess risk in treated
over control regions (panel b). Apparently, the introduction of con-
trols helped to reduce the excess risk.

Conditional average daily new cases
Relative excess risk in border control regions

s o

s

s " s 3 1
Calendar week Calendar week

(a) Groupwise conditional means (b) Periodwise treatment effects

Figure 2: Panel 2a plots average daily new cases in the treatment and control
groups, conditional on day and region fixed effects. Panel 2b shows (expo-
nentiated) coefficients of the treatment group dummy for each day, con-
ditional on country-day and region fixed effects. In both panels, gray areas
show the 10 % confidence interval for robust standard errors clustered at the
region level. Note that the “France spike”seen in panel 3a does not show up
in panel 3b, because it is absorbed by the country-day fixed effects.
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In a second step, the authors show that it is important to consider
unobserved spatio-temporal heterogeneity. This is likely to matter
for at least two reasons. First, local containment policies might have
differed from nation-wide measures and their information on such
local measures is incomplete. Without such data, they might overesti-
mate the effect of border controls. Second, the fixed effect regression
approach is likely to miss some of the spatial dynamics in the data,
as described by Tobler’s First Law of Geography: >Everything is relat-
ed to everything else, but near things are more related than distant
things«. To deal with this, the authors use a Bayesian INLA approach.
With this they model the idea that Covid-19 cases in one region will
be affected by cases in neighboring regions. Moreover, they use this
to control for unobserved variation across regions using spatial ran-
dom effects. With this more flexible approach, they find smaller, but
still significant, effects of border controls of about 6 %.

The authors conclude that the temporal introduction of border con-
trols was certainly costly but made a measurable contribution to con-
taining Covid-19. At the same time, it is likely that better policy coor-
dination at the European level could have generated these benefits
with lower economic (and political) costs; for example, if based on
European economic clusters with a closer monitoring of cross-border
commuting flows. Instead of closing national borders, a European
agency could coordinate local containment policies in affected re-
gions on both sides of an affected cluster.

The full paper >Covid-19 across European regions: The role of border
controls< is available as CEPR Discussion Paper 15178 and is pub-
lished in Covid Economics.
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The Face Mask Debate: Do we Need to be Afraid of
Risk Compensation?

By BCCP Fellows Anastasia Danilov, Jana Friedrichsen, and Gyula
Seres and co-authors Anna Helen Balleyer, Nicola Cerutti, Yiming
Liu, and Miige Siier

Over the course of the SARS-CoV-2 outbreak, strict lockdown poli-
cies have proved effective in slowing down the spread of the virus.
In many countries, including heavily affected regions in Italy, France,
and China, the number of newly infected cases per day has de-
creased substantially since the height of the pandemic in March and
April 2020. While countries are slowly opening up to allow for eco-
nomic and social activity to resume, politicians and citizens wonder
which measures to take to prevent a second wave. It appears uncon-
troversial that the physical distancing recommendation and personal
hygiene recommendations are here to stay. In contrast, the universal
use of face masks is highly debated.

Several studies suggest that face masks, particularly if adopted uni-
versally, can be of high value in preventing further spread of SARS-
CoV-2 (Chernozhukov et al., 2020; Eikenberry et al., 2020; Leung et
al, 2020). Nonetheless, not all public health authorities endorse the
preventive use of face masks in the public. For example, Danish, Nor-
wegian, and Swiss authorities are decidedly not recommending their
use by healthy individuals. One main argument against making the
use of face masks mandatory in public spaces is based on the idea of
risk compensation. If face masks offer some protection against the
spread of the virus, they may give individuals a false sense of security
and lead them to be less cautious in other dimensions, for example
with respect to keeping a safe distance from others and complying
with social distancing rules. While this argument features prominent-
ly in the public debate (e.g., WHO, 2020), whether people indeed risk
compensate in response to masking or not is an empirical question
that has not been rigorously tested.

Seres et al. (2020) contribute to this debate with results from a field
experiment that was conducted in Berlin in April 2020. Waiting in line
outside to enter a business, the experimenter varied whether or not
to wear a mask and, in each condition, recorded the distance sub-
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jects entering the line behind him or her came to a stand. Contrary to
the risk compensation hypothesis, the study finds that subjects stay
significantly further away from the experimenter when he or she is
wearing a face mask than when he or she is unmasked. Further, addi-
tional survey results indicate that people believe someone wearing a
face mask would like others to keep a safe distance from him or her, a
preference that is responded to with a larger distance.

These findings have important implications for the discussion of face
covering. In particular, the study suggests that individuals will not
let down their guard when someone else is wearing a mask. To the
contrary, masks may foster efforts to comply with the recommenda-
tion of physical distancing. While the observed positive effect may
decrease under compulsory masking because the signal value of de-
sired distances is weakened, the evidence speaks strongly against a
supposed harmful negative effect of masks on physical distancing. Of
course, there are other aspects in this debate that are important but
to which this study cannot speak, for example, whether or not mask-
ing has negative side effects on health or infection risk to the wearer
(Greenhalgh, 2020; Greenhalgh et al.,, 2020; Lazzarino et al., 2020).
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Financial Resilience and the Covid-19 Pandemic:
The Importance of Financial Literacy in Times of
Crisis

By BCCP Doctoral Students Jana Hamdan and Melanie Koch

After more than two months of restrictions due to the Covid-19 pan-
demic, many households are facing severe financial challenges. Job
loss, pay cuts, and other adverse effects are straining household fi-
nances. Government assistance is being provided in many places, but
it is usually insufficient to restore pre-crisis income levels. This leaves
households reliant on personal savings (or new loans) to smooth
consumption.

Household income (relative to expenses) remains the critical factor
explaining whether one can accumulate sufficient savings for emer-
gencies. Still, another important attribute standing out is financial
literacy. This term includes the set of skills needed to be able to cope
with financial problems.

Financial literacy is linked to many desirable financial behaviors. For
instance, US survey data show that financial knowledge is associat-
ed with a significantly higher probability of having emergency funds
sufficient to finance three months of typical expenditures, controlling
for many explanatory variables including income (Babiarz and Robb,
2014). However, low levels of financial literacy are simultaneously
found to prevail across countries (Lusardi and Mitchell, 2014).

There is evidence that these considerations are also likely to be valid
in Germany. Using data from the SOEP innovation sample (IS) 2018
wave, we can show that household heads with higher financial litera-
cy took significantly more precautionary financial measures for their
households. The survey data were collected about one year before
the Covid-19 pandemic hit Germany. It seems reasonable to assume
that the financial behavior observed then significantly affects how
households maneuver through the crisis right now.

The SOEP-IS household survey uses a rather rich measure for financial
literacy with six questions assessing the financial knowledge of each
respondent. Worryingly, we find - in line with other surveys - that
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about 35 percent of all respondents cannot save on a regular basis. To
inspect the potential relevance of financial literacy for savings behav-
ior, we create a standardized score out of these questions, dividing
the sample into having below and above median financial literacy.
We then compare the two groups by their propensity to save and the
absolute and relative amounts they save for precautionary reasons.

The above median financially literate persons have a 21 percentage
points higher likelihood of regularly saving for precautionary rea-
sons. This result is displayed in the below figure as the extensive mar-
gin and is statistically significant at the 1 percent level. The amount of
money saved is also significantly higher among the more financially
literate. Moreover, they are almost twice as likely to save the recom-
mended 5 percent of their monthly income as buffer for times of cri-
sis. Other forms of savings, such as retirement and investment funds,
are likely not as flexible and helpful at the moment. However, when
including them in an analysis, we find the same results.

All of these differences cannot be explained by differences in income
in general, as we control for net household income in additional lin-
ear regressions and the results virtually do not change.
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Precautionary Savings
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Intensive Margin

gs

8

@
-

2

i
£o

Saving in % of Mth. Income Saving at least 5% of Mth. Income

IN=600)
6

4 |

i
;
j
g
%

| M Low Financial Literacy I High Financial Literacy _|

Notes: Precautionary savings are measured as monthly contributions and in-
clude any form of savings the household itself defines as precautionary sav-
ings. Monthly income refers to the current monthly household net income.
All numbers are reported by the household head. Financial literacy groups
are defined over the subsample of household heads, where low financial
literacy means below and high financial literacy above median or median
financial literacy.

It seems that in Germany, individuals with higher financial literacy
are financially better prepared for an unexpected income shock,
like that caused by the coronavirus crisis. This shows that it is crucial
for households to have the skills to prepare for crises. Given that
only more financially literate individuals, on average, manage to
save the minimum recommended amount for rainy days, policy-
makers should take more action in financial education. Investing in
financial education pays off, as shown in a new meta-analysis. Fi-
nancial trainings have a positive average treatment effect on finan-
cial behavior, especially also on savings behavior, and are, typically,
cost-effective (Kaiser et al., 2020). Thus, investing in financial litera-
cy makes societies more resilient for crises like the current Covid-19
pandemic.
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Google/Fitbit Merger Will Monetise Health Data
and Harm Consumers

By BCCP Spokesperson Tomaso Duso and co-authors Marc Bour-
reau, Cristina Caffarra, Zhijun Chen, Chongwoo Choe, Gregory S.
Crawford, Christos Genakos, Paul Heidhues, Martin Peitz, Thom-
as Ronde, Monika Schnitzer, Nicolas Schutz, Michelle Sovinsky,
Giancarlo Spagnolo, Otto Toivanen, Tommaso Valletti, and Thi-
baud Vergé

The European Commission must act now to mitigate risks to
competition and long-run consumer harm.

The looming Google/Fitbit merger is causing
widespread consternation that allowing for Fit-
bit's data gathering capabilities to be put in Goo-
gle’s hands creates major risks of >platform en-
velopment« extension of monopoly power, and
consumer exploitation. Furthermore, the com-
bination of Fitbit's health data with Google’s ex-
isting data could create unique opportunities for
discrimination and exploitation of consumers in
healthcare, health insurance and other sensitive
areas, and also has major implications for data
privacy.

A new CEPR Policy Insight by BCCP Spokesperson
Tomaso Duso and 16 other competition econo-
mists suggests that the European Commission
and other authorities should be very skeptical of this deal, and re-
alistic about their limited ability to design, impose and monitor ap-
propriate remedies. The unchecked expansion by Google into the
Health Tech Sector will likely cause future complications which will
be difficult to reverse. Google’s modus operandi is by now well un-
derstood. Its history of systematic acquisitions across a vast array of
disparate activities, bolted onto its original Search engine, are unified
by a common aim: to enhance and protect its unique data empire,
and enable its monetisation in ever-expanding applications. What is

BCCP Newsletter 6/2020

concerning is the prospect of Google becoming dominant in ‘health
tech; uniquely combining its existing data with that gathered from
Fitbit and undermining the ability of others to compete.

This Policy Insight highlights why the acquisition of FitBit by Google
raises such unease for the future of the Health Tech sector. It consid-
ers remedies for regulatory intervention, and calls on the European
Commission to remain a driving force in the enforcement and cre-
ation of merger policy in the digital era.

This deal enables Google to strengthen its ability to gather and
exploit health data, and undermines the ability of rivals to do so,
in order to leverage its power into health and insurance markets.

Google’s dominance does not generate ordinary market power: its
essence is that of a discriminating monopolistic presence across
multiple markets, capable of harming consumers through person-
alisation of advertising and by enabling targeted product offerings,
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accompanied by a record of leveraging its power both into adjacent
markets and to protect its existing dominance. This discriminatory
power, supported by Google’s unmatched data, is the dimension of
the proposed acquisition of Fitbit that creates the greatest concern.

Google’s interest in this deal is not in Fitbit’s wearable itself, but in
the wearable as a source of valuable complementary health metrics,
which Google can correlate with an enormous wealth of other data.
Gathering health data that can be spliced with its existing data assets
adds a whole new level of concern around using a massive informa-
tional advantage to profitably exploit consumers and put employees
at risk. In particular, combining health and other data allows for per-
sonalisation of offers in fields such as insurance, health, and even em-
ployment, that is incomparable and, as the authors stress, >absolutely
not benign or efficient.

The merger also further cements Google’s already dominant position
in online advertising markets. Correlating health data could well be
valuable to pharmaceutical or health product suppliers interested in
targeted advertising, and would enable Google to extract further val-
ue from them in search advertising. Google's promise to >not to use
Fitbit data for advertising« is also hardly reassuring given their track
record and the difficulties involved in monitoring such an assurance.

Fitbit is one more essential piece in this puzzle: it provides the
capability of harvesting health data directly, and at the same
time undermining rivals’ progress. There can be little doubt that
the opportunity available in health tech dwarfs the size of the
wearables market.

While there are some remedies that can mitigate the risks to com-
petition and long-run consumer harm, they are complex, at risk of
circumvention in multiple dimensions, and will continue to require
constant monitoring. The consequences of failing to prevent a harm-
ful combination in digital markets have been documented time and
time again, the only appropriate approach to merger control in this
space is to prevent harmful mergers from happening. Putting a break

on Google’s ambitions in this space is, in the view of the authors, the
price one should be willing to pay for the prospect of more innova-
tion over time from others, as well as less consumer exploitation. A
bad merger with bad remedies remains a bad merger for society.

The full document >Google/Fitbit will monetise health data and harm
consumersc<is published as a CEPR Policy Insight.
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Review: BCCP Virtual Mini-Conference 2020

Focusing on regulatory challenges in digital markets, in particular
the future of artificial intelligence (Al) for policy making, the fifth
annual Conference and Policy Forum of the Berlin Centre for Con-
sumer Policies (BCCP) was held on June 26th, 2020. This year, the
conference took place as a virtual mini-conference.

Touching upon an issue at the forefront of current European and
US policy debates, around 100 participants, including academics
from law and economics, policy makers, professionals, BCCP Fel-
lows, and the interested public joined the webinar.

During the two-hour conference, Daniel Bjérkegren (Brown Uni-
versity), Joanna Bryson (Hertie School of Governance), Anna
Christmann (Member of the German Bundestag and the German
Parliamentary Study Commission on Artificial Intelligence, Biind-
nis 90/Die Griinen), and Cass Sunstein (Harvard University) dis-
cussed various issues ranging from the regulation of Al to fostering

all

Panelislists: Daniel Bjorkegren (Brown University), Joanna Bryson (Hertie School of Governance), and
Cass Sunstein (Harvard University)

Al in Europe to the potential benefits and dangers of using Al in
the public domain. Anna Christmann called for European politics
to fund science in order to enable Al made in Europe. Further, she
discussed the need for legal rules to reap the benefits of Al while
avoiding its risks. Daniel Bjorkegren added that we are only seeing
the early days of Al. He explained how Al would come in three
phases: first, automating tasks that humans are currently doing,
second, making decisions in areas where it was not cost-efficient
to have humans decide (for example, content moderation online),
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and third, detecting nuanced behavioural patterns and encourag-
ing those that are desired. Joanna Bryson argued that Al should
be treated as any other human-made product. In particular, cor-
porations ought to be held accountable if anything goes wrong

Panelists: Anna Christmann (Member of the German Bundestag and the German Par-
liamentary Study Commission on Artificial Intelligence, Biindnis 90/Die Griinen) and

moderator Hannes Ullrich (DIW Berlin and University of Copenhagen)

with their technology. Further, the economic and social impact of
Al needs to be acknowledged and considered in policy making.
Cass Sunstein finished the round of opening remarks with a posi-
tive outlook: he suggested that properly regulated and designed,
Al can be a powerful instrument to protect human rights by re-
ducing bias and, more importantly, noise in human decision-mak-
ing. Finally, he called for a bill of rights for the use of Al. In the
subsequent discussion, moderated by Hannes Ullrich (DIW Berlin
and University of Copenhagen), the panellists stressed the need
to be specific when discussing regulation of Al. Potential use cases
are broad and heterogenous, requiring continued discussions on
how to design effective regulation. Spurred by questions from the
audience, the discussion also covered ideas to improve humans’
trust in Al, the role of Europe in Al development and governance,
and the question of accountability for Al errors.

A full recording of the panel is available on YouTube.
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