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Abstract of job market paper 
 
The consequences of shocks to product safety, evidence from baby formula 
 
We study the consequences of shocks to product safety using a plausibly natural 
experiment in the baby formula market that occurred in Israel in 2003, the distribution 
of an impaired formula by a firm called 'Remedia' (the Remedia event). We conduct 
our analysis in two steps. First, we examine the market-level effects on prices and 
quantities using four sources of data from Israel's central bureau of statistics and the 
Israeli antitrust authority: store level data, aggregate sales data, the Israeli household 
expenditures survey (IHES), and data on imports of baby formula and other 
commodities. Second, we study the economy-wide implications on the labor supply of 
mothers with young infants using two datasets. The IHES allows us to estimate the 
likelihood to consume baby formula by households with infants as a proxy for 
breastfeeding, and to further identify mothers and use questions on their labor supply. 
We also use administrative data on all maternity leaves in the period 2000-2007 from 
the National Insurance Institute of Israel to examine whether the Remedia Event led 
to longer maternity leaves. (In process). We find that short after the Remedia Event, 
baby formula prices decreased by roughly 5% and the overall quantity sold in the 
market decreased by about 14%, whereas sales of the two other companies rose by 
roughly 50%. Our study indicates that in a concentrated market, a realization of a 
safety hazard may increase market shares and sales of the remaining firms in the 
market despite causing a negative shock to demand. This paper is also the first, to the 
best of our knowledge, to examine the general equilibrium consequences of a shock to 
product safety perception through its interaction with the labor market. We observe a 
decrease of 10% in the likelihood to consume baby formula indicating that the 
Remedia Event caused an increase in the tendency to breastfeed, and in turn a 
reduction of roughly 5% in the labor supply (or the likelihood to work) of mothers 
with infants. Our results indicate that the welfare loss that a shock to safety perception 
causes may be larger than the direct welfare loss in the affected market. This should 
be taken to consideration in shaping the policy, from government control of 
production to liability rules of companies. 



Abstracts (publications in refereed journals) 
 
Higher education funding: The value of information 
This note examines the key role of information about individual skills in economic 
welfare. In the model, agents invest in higher education when the returns to their 
investment are uncertain. They choose how to finance their investment on the basis of 
a public signal about their individual skills. This note provides an example of an 
economic framework in which, in equilibrium, more information about individual 
skills (more accurate signals) makes economic agents worse off.  
 
Occupational Choice: Teacher Quality Versus Teacher Quantity 
This article examines the relationship between skill-biased technological changes and 
the decline in both teacher quality and pupil–teacher ratio—called the “quality–
quantity trade-off”—in the United States and other advanced economies during the 
past several decades. The study presents a theory of educational production that 
emphasizes teachers’ occupational choices. A key assumption is that talented agents 
have a comparative advantage in learning. The model endogenously generates a 
teachers sector with intermediate abilities between two types of skilled workers with 
tertiary education: highly skilled workers and vocational workers. This unique feature 
helps specify which technological changes may lead to quality–quantity trade-offs. In 
particular, a crucial element is that the ratio of incomes and thus the income inequality 
rises within the skilled sector. In this case, the most talented teachers depart from the 
teachers sector to join the highly skilled sector, and as such, teacher quality declines. 
In other cases, both teacher quality and teacher quantity may increase. The results are 
consistent with the observed patterns of technology, educational attainment, 
educational expenditure, and wage inequality in advanced economies. Finally, another 
potential cause for the quality–quantity trade-off is a reduction in teacher certification 
requirement unless the reduction is implemented exclusively on high-ability workers.  
 
Allocation of Resources in Educational Production: The Budget Puzzle 
This paper examines why educational expenditures seem to be unrelated to 
educational achievements according to the empirical evidence. An overlapping 
generations model of budgetary and allocation decisions is presented in a political 
dynamic equilibrium framework. The model’s key feature is that the size of the 
budget is pre-determined according to majority voting, taking into account the 
subsequent allocation decisions. Then, funds are allocated either efficiently or 
inefficiently on a quality–quantity frontier in hiring teachers. Under these 
assumptions, this study highlights the implications of existing inefficiencies and 
demonstrates how they might explain stylized facts. First, the majority of voters may 
channel more funds to an inefficient education system, in case its return to the 
marginal units of funding is higher, which helps explain the difficulty in finding 
budget effects in the data. Second, in certain circumstances, the majority of voters 
may actually prefer an inefficient education system. Finally, other disadvantages of 
inefficient education systems, in addition to low educational achievements, include 
high income inequality and low teacher quality in the long run. 
 
 
  

 


