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<1>0n-line appendix
Table Al Descriptive statistics: actual and preferred working hours
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Notes: 1 Shares plus share of people satisfied with their working hours add up to
one in each row.
Source: European Social Survey, 2010; own calculations.
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<3>The econometric labour supply model

The labour supply model employed in the simulation exercise is a static structural
discrete choice model, as suggested by, among others, Aaberge et al. (1995)
and van Soest (1995). The advantage of the discrete-choice approach relative to
traditional specifications of labour supply models with taxes and transfers (see,
for example, Hausman, 1985) is that it is much easier to account for the complex
non-linearities in households’ budget constraints. Moreover, the discrete choice
approach in combination with microsimulation provides a way to account for
reasons of endogeneity of net income other than that arising from the
progressivity of the income tax.

The discrete choice model is based on the assumption that a couple can choose
among a finite number J+1 of working hours categories (J positive hours
categories and non-employment). The definition of the hours categories is
motivated by both economic considerations and the actual distribution of working
hours in the sample. In this application, we allow each couple to choose one out
of 25 hours categories that are shown in Table 2 in the main text.

Each hours category, j=0,...,J, corresponds to a given level of disposable income
Cij — which equals in a static setting the household consumption — and each
discrete bundle of working hours (leisure) and income provides a different level of
utility. The utility Vj; derived by household i from making choice j is assumed to
depend on a utility function U of the wife's leisure, Lfj, the husband’s leisure, Lmi,
the household’s disposable income, Xjj, household characteristics Z;, and on a
random term ¢j:

<EQU>

(1) Vlj =U(LfU,Lm”,X”,Zl)+SU

</EQU>

If the error terms ¢jj are assumed to be identically and independently distributed
across alternatives and households according to the Extreme-Value type | (EVI)
distribution, the probability that alternative k is chosen by household i is given by
the Multinomial Logit model (McFadden 1974):

<EQU>

(2 Py =Pr(Vae 2 Vi, ¥j =0,....]) = 22 g

E§=0 exp(Uij)'
</EQU>
The likelihood for a sample of observed choices can be derived from that
expression and is maximized to estimate the parameters of the utility function U.
Assuming a linear-quadratic functional form, the utility index U of family i for a
particular choice category k can formally be described as
<EQU>
() Uik = XiB + X AXipe + €k
</[EQU>
with Xik = (Imik, Ifik, Yik). The components of Xik are disposable household income
(Y), the mother’s leisure time (If), and the father’s leisure time (Im), which all vary
by household (i) and choice category (k). €ik is an unobserved error term that is
assumed to follow an extreme value distribution and to be independently
distributed over households and choice categories. Matrix A contains the
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coefficients of the quadratic terms and cross terms. Vector 8 contains the
coefficients of the linear terms. Preferences are allowed to vary across families
through taste shifters of the linear terms. In particular, we include socio-
demographic characteristics such as age, nationality of the father and mother,
region of residence, disability, number of children, as observable characteristics
explaining the variation in household preferences.

Estimation results are presented in Table A2. Since these coefficients are difficult
to interpret, we calculate labour supply elasticities in order to get a measure for
the responsiveness of households with regard to financial incentives. The labour
supply elasticities presented in table A3 show the change in hours worked (in
percent) and the change in the labour force participation rate (in percentage
points) if gross hourly wages increase by 1 percent. The elasticities that we
obtain in this application are plausible and in line with previous studies (Muller et

al., 2015).
Table A2 Conditional logit labour supply model
Coefficient Standard
error

Log net income 1.44%** 0.23
Log net income squared | 0.12* 0.07
Log mother’s leisure 1.63*** 0.09
Log mother’s leisure 0. D5k 0.03
squared
Log father’s leisure 0.06 0.09
Log father’s leisure 0. 34# 0.04
squared
Interactions
Log net income
x Age mother 0.38*** 0.09
x Age father -0.18 0.13
x German 0.67*** 0.22
x East German 0.31 0.27
Log Mother’s leisure
X Age 0.04 0.04
x Age squared 13.32%** 2.33
x German -0.30*** 0.08
X East German -0.66*** 0.09
x Handicapped 1-50% | -0.10 0.12
x Handicapped >50% 0.88*** 0.33
x One child 0.12** 0.06
x Two children -0.17%** 0.05
x Three children -0.25%** 0.06
Log Father’s leisure
x Age -0.16** 0.06
x Age squared 23.71%** 4.52
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x German -0.21%* 0.08
x East German 0.21* 0.11
X Handicapped 1-50 0.39% 0.15
percent

X Handicapped >50% 0.41 0.27
Crossed

Netincome x mother's | ) e 0.05
leisure ' '
Net income x father’s 0.19% 0.06
leisure ' '
Mothe,r s leisure x 0.05 0.04
father’s leisure

N 83,375

Il -8,665

chi2 4,140

Notes: Mother (father)’s leisure is interacted with her (his) characteristics. (East)
German interacted with net income is defined as at least one spouse having that

characteristic.

Source: SOEP, waves 2010, 2011, 2012 (Wagner et al, 2007); FiD, waves 2010,
2011, 2012 (Schroder et al, 2013); own calculations

Table A3 Wage elasticities

Women Men

Change in Change in Change in Change in

hours participation hours participation

(in %) rates (in %) rates

(in %-points) (in %-points)

All 0.17 0.14 0.02 0.03
East 0.18 0.14 0.02 0.03
Germany
West 0.14 0.14 0.04 0.04
Germany

Notes: Changes in hours are measured conditional on already being employed.
Source: SOEP, waves 2010, 2011, 2012 (Wagner et al, 2007); FiD, waves 2010,
2011, 2012 (Schroder et al, 2013); own calculations
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