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Figure 8.1
Differences-in-differences

represents the average treatment effect on the treated (ATET), depicted by the bracket. This
ATET corresponds to the difference in the before-after changes of the treatment and control
groups. In this example, the before-after change in the treatment group is 8 – 4 = 4, while
that in the control group is 4 – 2 = 2. Therefore, the ATET amounts to 4 – 2 = 2.

It is important to emphasize that if the common trend assumption is not met, the DiD
approach does not accurately measure the impact. For example, if the treatment group
stores of a fashion retailer are located in a colder region that experienced less summer
heat, their sales trends for summer fashion may differ from those of the control group
stores. In this case, we cannot assume that both regions are exposed to similar seasonal
trends, and thus the DiD approach may not be suitable for impact evaluation. Additionally,
it is worth noting that even if the common trend assumption holds, it typically applies to
a specific scaling of the outcome variable. For example, if it holds for relative outcome
changes over time measured in percent (e.g., sales increase by 3% on average), it typi-
cally does not hold for absolute changes measured in specific units (e.g., sales increase
by $5000 on average), and vice versa. Therefore, analysts must carefully consider the
scale of the outcome variable for which the common trend assumption is most likely
satisfied.
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