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Abstract

Difference In Difference (DID) Matching is one of the nonexperimental methods of
causal inference that reproduces the results of Randomized Controlled Trials (RCTs)
the best. One intuitive explanation for this success is that DID & Matching combine
their strengths: DID differences out the permanent confounders while Matching on
pre-treatment outcomes captures transitory shocks. I show that this intuitive expla-
nation is incorrect: it is both inconsistent theoretically and does not perform well
in simulations of a model of earnings dynamics and selection into a Job Training
Program (JTP). I show that DID Matching performs well when it is implemented
symmetrically around the treatment date and does not condition on pre-treatment
outcomes. I explain why this is the case and bring evidence from earlier experiments
comparing DID Matching with RCTs that strongly support this result. These results
have powerful consequences for the way DID Matching is implemented in practice, its
application to programs over that JTPs and for the neverending quest for a reliable
nonexperimental method of causal inference.
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1 Introduction

Developing reliable methods for causal inference is crucial for testing scientific theories
and evaluating the effect of public or private interventions. The main difficulty with causal
inference is to tell causation from correlation, the causal effect from selection bias. Se-
lection bias occurs because there exist confounding factors that simultaneously determine
the outcomes of interest and who receives the intervention. Randomization corrects for
selection bias by allocating the intervention independently of the confounders. Unfortu-
nately, randomization is not without its problems (ethical and political limits to feasibility,
randomization bias). As early as Yule (1899), economists and statisticians seek to develop
methods disentangling the effect of an intervention from that of confounding factors with-
out resorting to randomization. Since LalLonde (1986)), these methods have been subjected
to tests comparing their results with an experimental benchmark. The most robust method
to survive these tests is the combination of Difference In Difference with conditioning on
observed covariates (Heckman, Ichimura, Smith, and Todd} [1998; |Smith and Todd, 2005)E]

Most of the evidence that we have on the performance of DID Matching is limited to
one application though: the effect of Job Training Programs (JTPs) on earnings. We do
not really know why DID Matching performs so well in these experiments, what is the
precise way to implement it that yields the best results and whether such nice behavior
can be expected in other applications as well. Intuitively, one would expect that DID and
Matching combine their strengths: DID gets rid of permanent confounders while Matching
capture selection due to transitory shocks. This is especially relevant in the case of JTPs:
it has been widely documented that participants in a Job Training Program (JTP) have
permanently lower earnings but also experience a transitory decrease in earnings before
entering the program (see Heckman, LalLonde, and Smith (1999) for a survey).

In this paper, I show that this intuitive explanation for the good performance of DID

Matching is inconsistent theoretically. In a model where selection bias is a combination

"'When conditioning is performed nonparametrically, this method has been coined DID Matching
(Blundell and Costa Dias|, 2000) or semiparametric DID (Abadie, |2005). When conditioning is performed
using a parametric model, this approach has been coined quasi-DID (LaLonde} [1986)).



of a permanent fixed effect with transitory shocks, combining DID with conditioning on
pre-treatment outcomes is either irrelevant or inconsistent. It is irrelevant because it is
only consistent when simple Matching is also consistent. Worse, combining DID with con-
ditioning on pre-treatment outcomes generates bias when DID is consistent. An important
case in point is when selection bias forms and dissipates at the same pace and applying DID
symmetrically around the treatment date is consistent (Chabé-Ferret, 2014). Conditioning
on pre-treatment outcomes breaks the symmetry of the dip and thus generates bias.

Results of Monte Carlo simulations of a model of earnings dynamics and self-selection in
a JTP parameterized with realistic parameter values show that the bias generated by condi-
tioning on pre-treatment outcomes can be sizable and that Symmetric DID still dominates
DID Matching even when both are inconsistent. Taking a closer look at the papers compar-
ing DID Matching with an experimental benchmark, I find that their positive results stem
from the application of DID symmetrically around the treatment date rather than from
the combination of DID with conditioning on pre-treatment outcomes. In these papers,
conditioning on pre-treatment outcomes actually worsens the performances of Symmetric
DID.

Together with those of Chabé-Ferret, (2014)), these results push toward the use of Sym-
metric DID instead of combining DID with conditioning on pre-treatment outcomes in
cases where we suspect selection on transitory shocks and on a permanent fixed effect.
These results are not a rebuttal of DID Matching per se, but only of the combination of
DID with Matching on pre-treatment outcomes. Actually, it is the combination of Sym-
metric DID with Matching on covariates that are constant over time that performs best
at reproducing experimental results. Indeed, nonparametrically conditioning on covariates
allows to capture differential time trends among participants and non participants. This
paper shows that this intuition suffers from a very important exception: it is not possi-
ble to capture differential trends due to pre-treatment outcomes and at the same time to
difference out unobserved fixed effects. In the course of the paper, I derive necessary and
sufficient conditions for Matching and DID to be consistent. These results are of sepa-

rate interest. Matching is consistent if and only if selection is due to transitory shocks.



Matching on pre-treatment outcomes thus does not correct for selection on a permanent

unobserved fixed effect. DID is consistent if and only if selection is due to a fixed effect.

Related literature

The approach of using a model of outcome dynamics and selection in a program to study
the properties of nonexperimental estimators is rooted in an ancient literature. |Ashenfelter
(1978) formalizes the evaluation problem as a combination of selection on a fixed effect
and on transitory shocks. [Heckman (1978), Heckman and Robb| (1985) and |Ashenfelter
and Card (1985]) combine the selection equation with the outcome dynamics equation and
introduces Symmetric Differencing. Bassi (1984)) acknowledges that combining differenc-
ing with conditioning on pre-treatment changes in outcomes suffers from |Nickell (1981))’s
problem: pre-treatment earnings are correlated with transitory shocks. Lalonde| (1986))
introduces the quasi-differencing approach combining differencing with conditioning on
pre-treatment outcomes. DID Matching was introduced by Heckman, Ichimura, and Todd
(1997) and Heckman, Ichimura, Smith, and Todd (1998)). Chabé-Ferret (2014) compares
Matching, DID and Symmetric DID when only one observation of pre-treatment outcomes
is available.

This paper is structured as follows: Section [2] formally introduces the setting, the
estimators and their bias; Section [3| presents the sufficient conditions for the consistency of
Matching, DID and DID Matching; Section (4] presents the results of simulations of a model
of earnings dynamics and selection in a JTP calibrated with realistic parameter values;
Section [5| presents evidence from comparison of JTPs with an experimental benchmark
confirming that combining DID with conditioning on pre-treatment outcomes does less

well than Symmetric DID at reproducing the results of RCTs.



2 The model, the estimators and their bias

The model

I use a simple selection model exhibiting selection both on a fixed effect and on transitory
shocks. The outcomes in the absence of the treatment depend on time and individual fixed
effects and on transitory shocks (Equation (lal)). Transitory shocks are persistent: they

follow an AR(1) process with |p| < 1 (Equation ({Lb])).

}/i?t = 515 + i + Uit (1&)
with Ui,t = PUi,t—l + Vit (1b)
Diy = 1[t > k|1[0; +vY5_; > 0]. (Lc)
D ’
i,k

Treatment is offered at period k. Selection into the program depends on an individual
fixed effect 6; and on outcomes at date k — 1 (Equation (1c))). The two critical parameters
for selection are v and pyg ,, (the correlation of the fixed effect p; with the unobserved shifter
of participation 6;). When ~ = 0, selection is due to the fixed effect only. When py, = 0,
selection is on the observed pre-treatment outcome Y;?k—l only. The key question that this
paper answers is whether combining DID with conditioning on Yz'?k—l corrects for selection
bias when both « and py, are different from zero.

In order to focus the burden of selection bias on these two key parameters, I make

2 2

. >0, og > 0. Vi are 4.4.d.

the following assumptions: p # 0, 0> > 0, o, > 0, ¢
mean-zero shocks with finite variance o and Uy is a mean-zero shock with variance o .
v AL (g, 0;),Vt and U AL (4, 0;,v54),Vt. 1 assume normally distributed error terms all

along.

Examples

Although admittedly very simple, the model described by equation has several virtues.

First, it encapsulates in the simplest possible setting the problem that DID Matching is



trying to solve: selection on a fixed effect and on transitory shocks. Second, it accounts
for various types of realistic selection processes: namely self-selection in a Job Training

Program (JTP) and a cutoff eligibility rule.

Self selection Assuming no idiosyncratic trend, no MA terms and limited information,
setting v = —p and 6; = % — ¢;, the model of entry into a JTP studied in Chabé-Ferret

(2014) simplifies to the model described by equation (|1)).

Eligibility rules As argued in Chabé-Ferret (2014), a program allocated when a running
variable falls below some eligibility threshold can also be described by equation . In
that case, v = —1 and 6; accounts for measurement error in the variable determining

eligibility.

The estimators and their bias

The parameter of interest is the average effect of the treatment on the treated (ATT)
T periods after the treatment date. I consider three estimators of the ATT: Matching,
DID and DID Matching (DIDM). I only study asymptotic bias, and therefore focus on

population formulae.

B(Myr1) = EE[Y | Di = 1, Y5 1] = BV |Die = 0,Y5 4]|Di = 1] (2a)

B(DID]C,TJ/) = E[Y;?k—i-’r - z k 7! |DZ k= 1] E[Y;?k+7' - Y;?k—’r’|Di7/€ = 0] (Qb)
BDIDMyps ) = B[V, — Yo D = 1YY ]
_E[Y;k-&—T_ zk 7_|D]€—O,Y;k 1]|Dk—1} (2(3)

The Matching estimator compares the expected outcomes of the treated 7 periods after
the treatment to those of the untreated conditional on ¥}, ;. Y% _, is the last pre-treatment
outcome observed before the treatment is taken and intuitively the one containing the most

relevant information for selection. Following Chabé-Ferret (2014), the bias of Matching

is the expected difference in potential outcomes in the absence of the treatment between



participants and non participants, conditional on Y;?k_l, integrated over the distribution
of Y% _; conditional on D;; = 1 (Equation (2a))).

The DID estimator compares the post-treatment difference in outcomes to the difference
that existed some 7’ periods before the treatment. Following Chabé-Ferret (2014), the bias
of DID is equal to the change over time in the difference in potential outcomes between
participants and non participants in the absence of the program (Equation (2b))).

The DIDM estimator compares the evolution in the differences in outcomes before and
after the program after conditioning on Yi?k—r The bias of DIDM is equal to the change over
time in the difference in potential outcomes between participants and non participants in
the absence of the program conditional on Y;?kq? integrated over the distribution of Y;?k—l

conditional on D;; =1 (Equation (2c)).

Consistency

As I want to state general results on the model parameters for each of the estimators to
be consistent, I have to define the sets of periods k, 7 and 7’ for which I want the biases
of the various estimators to cancel. The usual practice is to use the estimators without
restricting their validity to any particular subset of the possible treatment dates (k) or
lag between treatment and observation of outcomes (7). Thus, I will define consistency in
this model as requiring that the estimators are valid for all £ > 0 and for all 7 > 0. This
requirement mainly serves to weed out special cases in which the estimators are consistent
for a peculiar combinations of dates. Similarly, for DID and DIDM, I define consistency as
the fact that the bias of the estimator is zero regardless of the pre-treatment period k — 7/
used to construct the estimator. This reflects the common practice of DID, to the best of

my knowledge.



3 Theoretical results

DID conditioning on pre-treatment outcomes is irrelevant

Theorem 1 The three following statements are equivalent:
(i) Yk >0,Vr >0, V7 >0, B(DIDMy,;1,)=0
(i) Yk >0, V7T >0, B(My1) =0

(i) poy. = 0.

Theorem (1| shows that combining DID with Matching on pre-treatment outcomes is
consistent if and only if Matching also is. Thus DID Matching does not bring any additional
identifying power on top of Matching. Moreover, Theorem [1| also shows that Matching and
DID Matching are consistent if and only if selection is on observed transitory shocks only.
Thus, both these methods are inconsistent when selection is due to a fixed effect only,
or when it is a combination of a fixed effect with a transitory shock. As a consequence,
combining DID with Matching on pre-treatment outcomes is not the silver bullet we would
hope it is: it does not combine the strengths of its forefathers, but only inherits the virtues
of Matching.

Figure (1] illustrates these results. It shows the the expected value of the outcomes in
the absence of the treatment around the treatment date for the participants (circles), the
non participants (crosses) and the matched non participants (triangles), i.e. the non par-
ticipants with the same distribution of Y;?k_l as the participants. The difference between
participants and non participants measures selection bias. The difference between partic-
ipants and non participants measures the bias of Matching. The difference between the
bias of Matching before and after the treatment date measures the bias of DID Matching.

In Figure m, selection is on transitory shocks only (pg, = 0). As expected from
Theorem [I] Matching is consistent since participants and matched non participants are
aligned at every period after the treatment date: the matched non participants perfectly

proxy the counterfactual outcomes of the participants. DID Matching does not generate
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bias when Matching is consistent since pre-treatment outcomes are also aligned, despite
the fact that they have not been explicitly conditioned on. This is because Yi?kq is a
sufficient statistics for selection in that case.

In Figure , selection is both on the fixed effect and on transitory shocks. As
expected from Theorem [I, Matching is biased, which is apparent because participants and
matched non participants are not perfectly aligned after the treatment date. DID Matching
is biased because the difference between participants and matched non participants varies
over time: the difference between participants and matched non participants before the
treatment date does not proxy for the difference that exists after.

The intuition for this result is that, conditional on Y;(,)mp the participants and the
matched non participants do not have the same distribution of fixed effects and transi-
tory shocks. The matched non participants have larger fixed effects on average: this is
the reason why they do not enter the treatment. The matched non participants have the
same observed pre-treatment outcomes as the participants because they experience more
negative transitory shocks before eligibility is decided. Matching is biased because once
eligibility has been decided, the matched non participants start diverging from the partic-
ipants to their higher long run mean. DID Matching is also biased because the history of
transitory shocks that makes participants and non participants similar at £ — 1 in terms of
pre-treatment outcomes generates differences before that date, and these differences vary

over time, making it impossible to use them to proxy for the bias of Matching.

DID conditioning on pre-treatment outcomes generates bias
When simple DID is consistent

The following theorem shows that DID is consistent if and only if selection is due to the

fixed effect only:
Theorem 2 The following two statements are equivalent:

(i) Vk > 0, ¥r >0, ¥7' > 0, B(DIDgrr) =0



(ii) v = 0.

Theorem [2 shows that DID is consistent if and only if v = 0. Theorem (1| shows that
Matching and DID Matching are consistent if and only if pg, = 0. DID, Matching and
DID Matching are all consistent if and only if v = py, = 0, i.e. in the trivial case when
there is no selection bias. When there is selection bias, both Matching and DID Matching
are inconsistent when DID is consistent (i.e. when v = 0 and pp,, # 0). Conditioning on
pre-treatment outcomes generates bias when simple DID is Consistent.ﬂ

Figure [2|illustrates this result. Figure shows that DID is consistent when selection
is on the fixed effect only (7 = 0). Indeed, selection bias is constant over time in that case
and the difference between participants and non participants at any pre-treatment date is
a consistent proxy for post-treatment selection bias. Figure also shows that Matching
is biased because conditioning on Y} _, fails to account for selection on the fixed effect.
Indeed, Y% _, suffers from measurement error due to the transitory shocks. Since these
shocks are persistent, the bias of Matching varies over time, before and after treatment,

which makes it impossible for DID Matching to capture it.

When Symmetric DID is consistent

In the model described by equation , DID applied symmetrically around k — 1 is con-
sistent when the outcome process is stationary (see e.g. on Figure . This is because
the dip due the transitory shock forms and dissipates at the same pace around k — 1
(see Chabé-Ferret (2014)). Because the same property holds conditional on Y}, DID
Matching is consistent, but irrelevant, in that case.

In the the self-selection model under full information studied by Chabé-Ferret (2014),

DID applied symmetrically around the treatment date is consistent while Symmetric DID

2When p = 0, measurement error is not autocorrelated, the bias remaining after Matching is constant
over time and DID Matching is consistent. But DID is also consistent making DID Matching irrelevant.
Matching is biased when p = 0 since pre-treatment outcomes are an imperfect proxy for the unobserved
fixed effect.

10
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Matching is not. In this model, the selection equation becomes:

Dz{kz =1[t > k]]l[@zf + ny;?k > 0]
—_——

*f
Di%

Theorem [3 states the result:

Theorem 3 In the self-selection model under full information, the following two state-

o2

1-p

ments hold when of,, = 7%=

(i) Vk >0, V7 > 0, B(DIDj,.,) =0,

(i) Yk > 0, V7 > 0, B(DIDMj,,1,) # 0 except if ao, = — p(a? + 1%).

1—p2

Theorem [3] shows that when the outcome process is stationary, Symmetric DID is
consistent. Figure illustrates this case: selection bias forms and dissipates at the
same pace, it is symmetric around the treatment date k. Conditioning on Y}, breaks the
symmetry of the dip, and renders Symmetric DID Matching inconsistent. On Figure 2(b)]
the bias of Matching decreases as it gets closer to k — 1, increases sharply at date k because
the last shock before selection, and decreases thereafter. Only when the asymmetry of
the dip perfectly compensates the bias due to the last shock, the bias of Symmetric DID
Matching is zero, but this is not very attractive condition. Symmetric DID Matching would
be consistent when conditioning on Y;?k, but it is infeasible since the potential outcomes of

the participants are unobserved.

4 Simulation results

In this section, I use simulations in order to gauge the size of the bias of DID condition-
ing on pre-treatment outcomes and how it compares with DID, especially when applied
symmetrically around the treatment date and with simple Matching. I use a model of
earnings dynamics and selection into a JTP calibrated with realistic parameter values (see

Chabé-Ferret (2014) for details on the parameterizations and simulations).

12



Figure [3| presents the results of simulations of a model with no fixed effect in the
outcome process. Matching does not perform well in this model because the outcome
process combines an AR(1) with MA terms (see Chabé-Ferret (2014)). Figure shows
that Symmetric DID is consistent when agents have full information, as expected from
Theorem . Figure also shows that conditioning on pre-treatment outcomes generates
severe bias (of the order of 100% of the treatment effect). This is because conditioning
breaks the symmetry of the dip, as illustrated in Figure . Figure also shows that
combining DID with Matching is less bias than simple Matching. Figure helps to
understand why: the pre-treatment difference in outcomes is of the same sign as the post-
treatment difference and is smaller in absolute value. Differencing after Matching goes
some way in reducing selection bias.

When the dip is no longer symmetric, Symmetric DID is inconsistent, whether condi-
tioning on pre-treatment outcomes or not. This is the case for example when the outcome
process is not stationary because the variance of the initial shock is smaller than the long
run variance (Figure or when the income process exhibits an idiosyncratic trend
((Figure . In the latter case, not conditioning fares better in the beginning and the
middle of the life cycle, but performs less well when the trend dominates the bias term
later in life. In the former case, not conditioning fares better in the middle and the end of
the life cycle but performs less well at the beginning of the agents’ career, when the dip is

strongly asymmetric.

5 Revisiting experimental estimates

The results of studies comparing Symmetric DID with and without conditioning on pre-
treatment outcomes to an experimental benchmark confirm the theoretical predictions that
conditioning on pre-treatment outcomes increases bias.

Heckman, Ichimura, Smith, and Todd| (1998) compare nonexperimental estimates of the
JTPA program obtained with Matching and DID Matching to the experimental benchmark,

making use of the random allocation of the program. They implement DID symmetrically

13



*(#*a poys O19RIDUASOIPI 9Y) JO UOIINJLIISIP ST} WOy *dser) UOIINLIISIP JIWI] JIPOSIS oY) WIOI] UMRID
aTe ss9001d sSuruIRs 91} JO SUOIIPUOD [RTHIUT B} ‘suorje[NWIIsS (, Uni 4I0ys, ‘dser)  uni Suo[, oY) 104 ;¢ Xrpuedde ur ;j o[qer], ul pajussaid sI [spowr oY} JO
uoryezirojewrered [[NJ Y], ‘4 ¢ O[qR], Ul pejuasaid st ssodoid a3em oy Jo uorjeziiojourered oy, ' 0} 19S SI [0A9] SUIWIWILI} 9Y} PU® GT* 07 39S SI [IPIMpURq O J,
‘Toursy YStemIq ® Ym 2100s Aysusdoad oY) uo Jurydjey YT Suisn pajewtr)se st seiq oy, ‘syuedonired 0oz 03 00T A[YSnol yim s[enpiarpur QO] Surejuod
ordures yoey ‘suorpesijdel o[Ie)-0UON 00G O} SYU®RY} Pare[noed aIe (HSJN) 10110 parenbs ueow o) pue seiq uwdW 9YJ, ‘%7 UO SUOIIPUOd ([ OLIOWWAG

{oc‘0z‘01‘6} >y pue {¢‘C‘T} > p 10] Aﬁnnﬁ ml%.&\ww ‘47) uo suorIpuod SurydyeN "d.LL oY} I0ije spouad § = L PajeurIse SI SI0JRUIIISS YJ0q JO SRIQ 9] :9I0N
p

puoa1) — dip otrjewrudsy (o) puo1y ou — dip ougewrAsy (q) dip oujowruAg ()
dLC 8y} Ul UORIBIBS—HI8S JO Bred dLC 8y} Ul UOPIBIBS—YI8S 40 Bred dLC 8U} Ul UONIBIBS—Y|8S 40 Bred

o€ 14 0c ST 0T S o€ 4 0c ST 0T S 0e 14 0c ST 0T S
1 ! ! ! ! ! o 1 ! ! ! ! ! o 1 ! ! ! ! ! o
- o - o - o
o o o

A Voo R ARk v
o o o
- o - o - o
. N ] o

+
e
+ o =z o = + + + o
~ o 2] - o [%2] - o
> m & m =
o o o
- o = - o
() (=2} (=)
o o o
- o - o - o
@ oo <]
dLr 8y) ur uonoejas-j|es Jo aleq dLr 8y) Ul uonds|as—jjes Jo aleq dLC 38U} Ul UoNDSIS-43S JO ared

o€ 14 0c ST 0T S o€ 4 0c ST 0T S og S¢ 0c ST 0T S

1 ! ! ! ! ! 1 ! ! ! ! ! 1 ! ! ! ! !
I 1 I
o o o
-2 F oo )
+ =} (=} =}

+ +- + +
| | |
L o L o =)
= = P
o = o = )

2 2 Voo G RARREEEES v

— =1 — =1 —
o o
o B o 2 o
Lo - o ° R
o o o
L g L

o B B v o SaWO9IN0 “Jeas}-aid uo Bulyorew -+ °
e - o Sawo2INo Jean-aid uo BulyoreN 4iQ ‘WAS  -sz-| i
o o o

SaWo2IN0 "Jean-aid uo jou Bulyore|y Aig "WAS —o—

[opPOW UOI}99[s DIJSI[RAI & UI SUIYDIR]\ PUR ([[(] JLIPPWWAS JO FSIN PU®R SBIQ 91} JO SUOIJe[NWIS — ¢ 2In31 ]

s

selq ueajy

14



around the treatment date. They vary the set of control variables when assessing the
performances of DID Matching. With a coarse set of predictors (only variables that are
constant over time like age schooling and marital status), the bias of Symmetric DID
(resp. Matching) is equal to 73% (resp. 670%) of the experimental treatment effect.
When including pre-treatment earnings (model PII), the bias of Symmetric DID (resp.
Matching) worsens (resp. improves) and equals 332% (resp. 382%) of the treatment effect.

So, conditioning on pre-treatment earnings increases the bias of Symmetric DID Matching.

Figure 4 — Symmetric DID Matching not conditioning on pre-treatment
outcomes reproduces the results of RCTs the best

Bias (% of the treatment effect)

450%
B HIST ®mST
400%

350%

300%

250%

200%

150%

100%

50%

0%
Matching on pre-treat. ~ Sym. DID Matching on pre- Sym. DID Matching not on
Outcomes treat. Outcomes pre-treat. Outcomes

Note: the figure presents the bias of various estimators estimated using ran-
domly allocated JTPs. HIST stand for [Heckman, Ichimura, Smith, and Todd|
and ST for [Smith and Todd| (2005). The results of the bias of Match-
ing and DID Matching from HIST are from their Table XIII on p.1062. The
coarse set of predictors does not condition on pre-treatment earnings while
the set PII does. The results of the bias of Matching from ST are from their
Table 5 p.336 and the bias of DID Matching is from their Table 6 p.340. The
LaLonde set of predictors does not contain pre-treatment earnings while the
DW set does. The sampe is the full LaLonde sample. The Matching estimator
used for the comparisons is the local linear Matching with a small bandwidth
(1.0).

Smith and Todd| (2005) compare the ability of Matching and DID Matching to repro-

duce the results of the famous NSW experiment already analyzed by LaLonde| (1986)). They

apply DID roughly symmetrically around the treatment date, since outcomes are measured
in 1975 and 1978, and treatment allocated between 1976 and 1977. They vary the set of
control variables when assessing the performances of Matching and DID Matching. With a

coarse set of controls, the bias of DID Matching (resp. Matching) is of -2%, 22% and -16%
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(resp. -405%, -402%, -388%) of the experimental treatment effect, with the smaller (and
most efficient) bandwidth. On the same sample but with a larger set of controls, including
pre-treatment outcomes, the bias of DID Matching (resp. Matching) is of -105%, -137%
and -137% (resp. -95%, -156%, -159%). Again, conditioning on pre-treatment earnings

improves the Matching estimates but increases the bias of DID Matching.

6 Conclusion

This paper shows that the hope of correcting for selection bias due to a combination of a
fixed effect and transitory shocks by combining DID with conditioning on pre-treatment
outcomes is unfulfilled. Theoretically, combining DID with conditioning on pre-treatment
outcomes is consistent only when differencing is irrelevant. Worse, it generates bias when
DID is consistent. Performing DID symmetrically around the treatment date allows to
solve for selection bias combining a fixed effect with transitory shocks when the outcome
process is stationary. Simulations using earnings dynamics and selection into a JTP as
an example show that Symmetric DID outperforms DID conditioning on pre-treatment
outcomes even when the outcome process is not stationary and both estimators are incon-
sistent. Empirically, Symmetric DID performs better at reproducing experimental results
when not conditioning on pre-treatment outcomes.

Combined with those of Chabé-Ferret (2014), that shows that Symmetric DID domi-
nates Matching on pre-treatment outcomes in a similar setting, these results push for the
use of Symmetric DID for solving selection bias that is a combination of a fixed effect
and transitory shocks. This estimator performs well both theoretically, in simulations and
experimentally in situations in which a dips forms and dissipates around the treatment
date.

Directions for further research include a more general investigation of the dgps under
which Symmetric DID is consistent (or works well) and the identification of estimation

procedures valid when the outcome process is non stationary.
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A  Proofs

Proof of Theorem (1

The following lemma proves that Matching is consistent if and only if selection is due to
the transitory shock only.

Lemma 1 Vk >0, V7 >0, B(My,1) =0 < pg, = 0.

PROOF: First preliminary result: Vk > 0, V7 > 0, B(M.1) = 0 < 0Yk+nDZU§2’k_1 —
OYi_1,D:0Y;_1 Yi,,- BY linearity of conditional expectations:

E[Y5Diy Yii) = E[Y5] + Oyo .p: (Dz*k - E[Dz*k]) +0vo, vo, (Yi?k—1 - E[Y;?k—l]) ;

numpy, -
s

2
. 0Yyt.,D; Oy, — 0Y,_1,D:0Y;,_1,Yy
with fyo  p. = ——k R 7 As a consequence,
k+7""k D]: Y1 Yk‘—IVD]:

B(Mpr1) = Oyo, p:E[E[D} | Dij = 1,Y;" ] — E[D} | Dy = 0,Y;,]|Die = 1].
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The result follows because E[D; ;| D; x = 1,Y)) ] -E[D;,|D; . = 0,Y) ;] > 0 and 0123;032,%1 -
: >0
O'Yk:_l’DZ .
Second preliminary result: Vk > 0, Vr > 0, numy, = of, _ oua(l — p™™), with a =
po.u0e and b= a + yo,,.

numy, , = {ba# + 7p7+la§k71} {ai + 0'(2]1971} - [bau + 70%&4} [ai + pTHa,QJkil}

o T+1 4 T+1 4
=P Oy, — TP Oy,

+ 07, [’yp”lai +bo, — bo,p T — ’yaﬂ

+ (TZ [bo, — bo,,]

= U?Jk,l%(b - 7‘7#)(1 - pTH)

From this, we have py,, = 0 = num; . = 0. The reciprocal follows from the fact that
o, > 0,00 >0, 08 >0 Vk>0and (1—-p") >0, Vr > 0. Thus num, = 0 =
PO, = 0. m

The following lemma proves the main result: DIDM is consistent if and only if selection
is only on past outcomes.

Lemma 2 Vk >0, V7 >0, V7' >0, B(DIDM;, 1) =0 < pp, = 0.

PrOOF: First preliminary result: Vk > 0, V7 > 0, V7' > 0, B(DIDMy,1,) = 0 &
numy , — numy, _ = 0. This stems from the proof of Lemma .

i : _ 2 12
Second preliminary result: numy, . = o,a(op, | —p" og ).

numy ., = [bau + 'ypTLlag,k_T,} [oﬁ + J?Jk_l] — [bau + ’yaék_l] [05 + pTulO?]k_T,}
=y tol = ol

+ Ugfk,lau [b— 0] — pTLlUIZJk_T,Uu [b— 0,

+ 0, [bo,, — boy,]

= O-M(b - ’YO-,U,)(O-[ij_l - pT _10-(2]k77—’)

. . . _ 2t
Third preliminary result: o7, = =262 + p2t0'(2]0.

=12
We now have that:

Ny, — Ny = oua(p” og, =P og,

S - g — g o r o
=oua | (p7 = p)—— +p""T) (U?JO -1 ) (p7 = pr )

B(r,7") C(r,)

From this, we have that pg, =0 = B(DIDMj .1 .) = 0.

Since 03 > 0and o > 0,Vk > 0,Vr > 0,Vr >0, B(DIDM,.1,) = 0 = either
po, = 0or Vk > 0,Vr >0, V&' > 0, A(k,7,7") = B(r,7) + p**7)C(r,7") = 0. To
prove the final result, it remains to be shown that the second condition on A(k,,7’) is
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not fulfilled in the model. Let’s assume that the result holds and show that this yields
to a contradiction. Fix 7 and 7’ such that 7+ 2 # 7/. A(k,7,7’) as a function of k has
at most one real root as long as B(7,7’) # 0 or C(1,7") # 0. So A(k,7,7') =0, Vk > 0
= B(r,7) =0and C(r,7) = 0. But B(1,7)=0=p=0or7+2=7oro> =0, a
contradiction. This proves the result. m

Proof of Theorem [2

PROOF First preliminary result: Vk > 0, Vr > 0, V7' > 0, B(DIDy,.) = 0 &
COV( zk—l-T? ) COV( i,k— T’7D:k)—0

Cov(Yikirr Dix)

E[YID] = EIYG] + — 0 pey o (Dix —EIDiy)
Cov(YS .., Ds;)
0 . - 0 i,k+70 ik * * *
EIGIDy = 1 = BV + = eyt (EIDiID] 2 0] ~ EID)
Cov(YY.,., Di})
0 o ’L,k‘+T7 l,k * * - * *
e T (E[D; I Diy = 0] = E[D| D5 < 0])

The result follows because E[D} ;| Dy, > 0] — E[D} k]D* < 0] > 0.
2 T'—1_2

Second preliminary result: Cov(Y%,,,, Di,)—Cov(Y_.. Di) =~v(p o, —p" o,

COV(Y;Ota *, ) COV(;L, + U; it 9 + Y + /YUZ k— 1)
= bO"u + ’YCOV(UM, Ui,k—l)

jt—k+1] ;2

- bo-'u‘ + ’yp Umin{t,k—l}

Third preliminary result:
COV( i,k+7 ', ) COV( i,k—1" D:,k) = _’YA(’I{;’ T, T,)

From this, we have v = 0 = B(DIDy ) = 0. Moreover, Yk > 0, Y7 > 0, V7' > 0,
B(DIDy:7)=0=~y=0o0rVk >0,Vr >0,Vr >0, A(k,7,7") = 0. The same reasoning
as in the proof of Lemma [2| shows that the second condition on A(k, 7, 7’) is not fulfilled
in the model. This proves the result. m

Proof of Theorem [3

PROOF: Using the same line of reasoning as the proof of Theorem [2] but modifying it
accordingly, yields the following result: Yk > 0, V7 > 0, V7' > 0, B(DIDy ) = 0 =
—~yf A (k, 7, 7"), with:

Af k ! T/ T 02 2(k—T1") 02 T/ T 27
(k7 7)) = { (p —P)l_p2+P Tty — T—7 (" =p 7).

This proves the consistency of Symmetric DID when 0(2]0 =1z
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In order to derive the bias of DIDM, it is useful to rewrite D; { as a function of D} :

D:}; = ezf + Vin(,)k
= 0] + 7 (1= p) + 77 p Yy + v v
—
0; Y
=D;) + Y ;.

Following the line of the proof of Theorem [1} we have that B(DIDj,,) = 0 <

ao Ak, 7,7') + A pTo? (0% + of, ). When of = 1322, we have B(DIDy,.) = 0 <

pTlo? (aau +~/p(o2 + lf;)). This proves the result. m
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