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Abstract

In many countries, income is taxed at the household level with a progressive tax sched-
ule. This paper analyzes the impact of joint progressive taxation for employment and
wages of dual-earner households in the presence of labor market frictions. We develop a
directed search model in which firms offer wage contracts to workers in single and cou-
ple households, anticipating that workers may quit into other jobs or non-employment
in response to spousal income and the tax system. The model is calibrated to replicate
job-finding, job-to-job transition, layoff and quit rates of the U.S. labor market, and a
progressive joint tax schedule and UI benefits at the individual level. When compar-
ing the benchmark economy to a counterfactual scenario with individual taxation, we
find that replacing the tax rules for couples with those for singles reduces the share
of non-employed workers by one-tenth. Furthermore, it increases wages by about 6

percent.
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1 Introduction

Tax-transfer systems in many countries are organized at the level of the household rather than
the individual. For example, in the current U.S. income tax system the household constitutes
the unit of taxation, while social assistance transfers are conditional on household income
not exceeding a specific limit. Due to tax progressivity, joint taxation imposes high marginal
and participation tax rates on secondary earners. This has consequences for labor supply,
human capital accumulation, savings, and gender inequality (e.g., Guner et al., 2012; Olivetti
and Petrongolo, 2017; Bick and Fuchs-Schiindeln, 2018; Borella et al., 2023; Holter et al.,
2023). Notably, previous literature assumes the labor market to operate without frictions
and abstracts from modeling the distribution of wages as an endogenous outcome implied
by optimal firm choices. Our aim in this paper is to fill this gap and take a step towards
gaining a better understanding of the labor market consequences of joint taxation of couples.
We ask: how are couples’ job-search strategies, their job mobility, and earnings dynamics
shaped by the tax system? How do they interact with consumption-saving choices at the
household level? And what are the aggregate and distributional consequences of reforming
tax and transfer systems? Addressing these questions now is vital in light of salient trends
in the partition of households into singles and couples.

To answer these questions, we build on the directed-search equilibrium model developed
by Chaumont and Shi (2022), which we extend to an economy with dual-earner households.
Single and couple households in our model are risk averse and can save in a risk-free asset
subject to a borrowing limit. In addition to self-insurance through precautionary savings,
workers in couple households share labor market risks within the household, jointly deciding
their job search strategies. Homogeneous firms post wages, commit not to counter outside
offers, and take into account workers’ job quitting into other jobs or non-employment. The
possibility for both household members to search off- and on-the-job, in conjunction with
their current asset position, creates a rich set of labor market dynamics, which, in equilib-
rium, interact with firms’ job-posting decisions. Despite its simplicity,’ our model is well
suited to analyze the consequences of public policy for employment, earnings, and savings
of single and couple households.

The first goal of this paper is to use the model to analyze the effects of the joint progres-
sive taxation of couples. Our framework has novel implications for employment and earnings

dynamics in couple households compared to previous literature. In models with competitive

'We gain tractability from the block-recursivity property of directed-search models and by assuming
identical labor productivity in all jobs, so that the state vector of a single (couple) household includes only
two (three) continuous variables: assets and the current wage (wages of both spouses). The model is set up
in continuous time and solved with finite-difference method as in Achdou et al. (2021).



labor markets, the wage rate of a worker is determined by her/his current labor productivity.
In contrast, in our model, it reflects past search behavior and the position on the job ladder.
The joint search behavior of couples, in turn, is crucially influenced by the design of the tax
code. Consider a couple in which one spouse earns a medium-high wage and the other earns a
lower wage. Under individual-based taxation, a progressive tax code implies a high marginal
tax rate for the primary earner, which lowers her/his incentive to quit into better-paid jobs.
At the same time, the secondary earner directs search effort to better-paid jobs, which are
easier to find (compared to the primary earner) due to the lower position on the wage ladder.
As a result, this couple experiences higher wage growth for the secondary earner. With joint
taxation, conversely, marginal tax rates will be relatively lower for the primary earner, who
is thus more likely to climb the wage ladder. In contrast, the secondary earner is taxed
at a relatively higher rate and hence has lower incentives to exert search effort to move to
better-paid jobs. If the partner’s earnings or the household’s assets are sufficiently high,
the secondary earner may even quit into non-employment. Against the backdrop of rising
shares of dual-earner couples and persistent gender earnings gaps in many countries, these
forces shape the career patterns of couples under different tax treatments. Our model allows
us to quantify these effects and evaluate their implications for joint earnings dynamics, the
consequences of job loss, aggregate unemployment, and earnings inequality within and across
households.

As a preliminary illustration, we quantify how a hypothetical tax reform that abolishes
the joint taxation of couples affects labor market dynamics and wage inequality in the U.S..
We calibrate our model to match key moments of U.S. labor market data, which we calculate
based on the Survey of Income and Program Participation (SIPP) Our model can jointly
explain unemployment, job-finding rates, job-to-job transition rates, and the fraction of sepa-
rations that are voluntary quits. In line with the mechanisms outlined above, unemployment
falls by approximately 0.5 percentage points upon the introduction of individual taxation.
This example shows that the interplay of household structure and family composition with
tax policy, which our model allows us to study, has rich macroeconomic implications.

The second goal of this paper is to examine the effects of unemployment insurance (UI)
for couple households. In many countries, there is a two-tier transfer system where laid-off
workers initially receive individual Ul benefits that depend on the previous wage but not
household characteristics. Upon expiration of UI, the worker potentially falls back on social
assistance, where benefits are means-tested against household income and assets. Similar
to joint taxation, little is known about the consequences of such transfer systems for the

labor market outcomes of couple households. In standard (single-worker) models, higher Ul



replacement rates induce workers to search for higher-paid jobs at lower job-finding rates.
In a couple household, the strength of this effect depends on spousal earnings, household
assets, and the effect that transitioning into employment has on the other spouse’s job-
search strategy. Higher UI benefits will likely induce a decline in dual-earner households
and more unequal earnings within couples. Regarding social assistance, we expect that
stricter means testing steers job search efforts of both spouses toward lower wages with
potentially ambiguous effects on savings and welfare in equilibrium. Our model allows us
to study the interplay between social insurance and within-household insurance, which has
novel implications for Ul policy and labor market dynamics.

Our work relates to literature that studies the role of household joint decision-making
for job acceptance and quitting (Guler et al., 2012), gender pay gaps (Flabbi and Mabli,
2018), health insurance coverage (Dey and Flinn, 2008) and the marital wage premium
(Pilossoph and Wee, 2021). While these models are set in partial equilibrium, Mankart
and Oikonomou (2017) and Birinci (2021) analyze the cyclical properties of labor market
participation of secondary earners with endogenous job creation, yet abstracting from search
on-the-job and simplifying wage setting. Fang and Shephard (2019) study health care reforms
in a rich quantitative random search model without savings. Our paper is the first to
introduce household decision-making into a directed search equilibrium model to analyze
joint tax-transfer policies. Furthermore, most of the existing literature takes household
formation decisions as given. The tractability of the directed search framework allows us to
explicitly consider demographic trends in household structure and family composition, either
by endogenizing household formation or by studying transition paths between different steady

states.

2 The Model

2.1 Environment

We consider an economy populated by two types of infinitely-lived households: singles and
couples, homogeneous firms, and a government. Time is continuous, and we consider a
stationary equilibrium.

Households. There is a unit mass of households of which fraction p are couple house-
holds including two workers, and fraction 1 — p are single households with one worker. Thus,
there are 1 + p workers in the economy. Workers can be either (full-time) employed or
non-employed. Couples jointly decide about job search and job quitting of its employed

and non-employed members. Households are risk averse, deriving utility from consumption



and disutility from work. A single household with flow consumption ¢ enjoys flow utility
u(c) — ¢ when employed and u(c¢) when non-employed. A couple household divides house-
hold consumption equally between the two worker members, enjoying flow utility 2u(c/2)—n(
where n = 0, 1,2 is the number of employed workers. Future utility streams are discounted
exponentially with the rate of time preference p. We abstract from savings so household
consumption is identical to income after taxes and transfers.

Firms. Firms operate a production technology that produces z units of flow output
with every employed worker. To hire workers, firms post vacant jobs at a flow cost of k. A
hiring firm posts a wage to which it is committed as long as the hired worker is employed.
The firm also commits not to counter outside offers. Firms are risk-neutral and maximize
the expected discounted profit value with the discount rate py.

Search and matching. Employed and non-employed workers in single and couple
households direct their job search to wages posted by firms, so the labor market segments
into submarkets that are indexed by the posted wage w and the current labor market state
of the spouse. The latter is denoted (w, §) and includes the labor market state § € {0,1}
of the spouse. We set s = 1 to indicate employment and s = 0 for non-employment. The
spousal income w is the current wage for an employed spouse, the last wage if the spouse is a
benefit recipient, or zero if they are unemployed and ineligible for UI. For singles, submarkets
are simply indexed by the posted wage. In every submarket, matching rates of workers and
jobs depend on tightness # which is the ratio between vacancies and the number of searching
workers in the submarket. A non-employed worker is matched with Poisson rate p(f) where
p is an increasing and concave function satisfying p(0) = 0. An employed worker searches
with probability z < 1 at a given instant so that this worker is matched with Poisson rate
zp(0). To simplify notation below, we define z(s) = 1 — Z(1 — s) so that the matching
probability of a worker in state s = 0,1 is z(s)p(f). Vacant jobs are matched with Poisson
rate q(0) = p(0)/6.

Separations. Employed workers are laid off at Poisson rate 6 in which event they
become non-employed. We further assume that opportunities to quit the job into non-
employment arrive at Poisson rate v. Such quits may be chosen by a member of a couple
when the spouse has found a high-paid job.

Government. The government implements a tax-transfer policy and an unemployment
insurance (UI) system. Taxation and transfers are organized at the household level. They
are described by a joint tax-transfer schedule with a two-parameter function as in Benabou
(2002) and Heathcote et al. (2017). Specifically, we assume that disposable household income

(after taxes and transfers) is D(y) = 7oy~ where household income before taxes and trans-



fers is equal to y with level and progressivity parameters 7y and 77 that may differ between
single and couple households. Workers that newly enter non-employment are entitled to Ul
benefits which are set to fraction [ of the last wage, where 3 is the replacement rate. Ul
benefits expire at Poisson rate £ in which case the state of the worker changes from (w, 0) to
(0,0), i.e. the worker remains non-employed while benefits (which are linked to the last wage
w) drop to zero. To ensure that consumption does not drop to zero for a household without
any wage or benefit income, we assume that the government provides in-kind transfers (such
as food stamps or housing vouchers) equal to ¢. Given this institutional setting, we can
specify consumption (= disposable income) of a couple household as a function of the joint

labor market state:
2
C((w1, $1), (we, $2)) = max [D <Z wi[f+ (1 — B)S,]) ,E]
i=1

For single households, we apply separate tax-transfer schedule D*(.) and in-kind benefits ¢*,

so that consumption is
C*(w, s) = max [D*(w[B + (1 — B)s]), ] .

The government maintains a balanced budget and finances UI benefits, transfers, and an

exogenous flow spending on public goods G from tax revenues.

2.2 Household Value Functions

Let v((wy, s1), (wg, s2)) denote the value function of a couple whose workers are in labor
market states (w;,s;), ¢ = 1,2. The couple decides about the job search strategies of both
workers. For worker 1, this entails the decision to search for a wage w;” in a submarket with
tightness 0 = O(w;, (ws, s2)) where O(.) is the tightness function which is endogenously
determined from households’ search decisions and firms’ job creation, as will be described

below. We abbreviate the flow value of job search of worker 1 by

o1((wr, 51), (w2, 52)) = mixx(sl)p(@(wf» (w2, 52))) [U((’wfa 1), (wg, s2))—v((wy, s1), (w2, 32))] :
Wy

The maximization takes into account how job-finding rates vary with wages across submar-

kets in response to firms’ job creation decisions. Note that non-participation (inactivity) can

be an endogenous outcome of this decision when a non-employed worker decides to search

for a wage that is equal (or higher) than labor productivity in which case tightness and the



job-finding rate are zero.?

Symmetrically, worker 2 decides about job search with flow value

02((w1> 51)7 (w27 32)) = mE}_X$(82)p<@(w;, (wh 31))) [U((wlﬁ 31)7 (w;—a 1))_U((w17 31)7 (w27 32))]'

Wa
Using this notation, we can write the Bellman equation of a couple household as follows:

2 2

pu((wy, s1), (wa, s2)) = 2u(C((wr, $1), (we, $2))/2) — (Zsﬁ—Zaz wi, 81), (wa, s9)) (1)

+531[v((w1,0),(w2,32)) U((wl,l),(UJQ,Sg))}

+ s [v((w1, 51), (w2, 0)) — v((wr, 51), (w2, 1))]
((w1,0), (ws, 52)) = v((wr, 1), (wa, 52))]

+ 82 max [0, v((w1, s1), (w2,0)) — v((w1, s1), (w2, 1))]

+&(1 = 51) [0((0,0), (w2, 52)) — v((wr,0), (w2, 52))]

+E(1 = s9) [v((wi, 1), (0,0)) = v((wy, 51), (w2,0))] -

+ vs1 max [O, v

Here, the first line includes the current flow utility of the household and the flow values of
job search of both workers. Lines two to five apply only when one of the workers is employed
(s; = 1) and express the change in household value due to a layoff (rate d) or when a quit
opportunity (rate 7) is exercised. Lines six and seven apply only when one of the workers is
non-employed (s; = 0) and indicate the change in value due to UI benefit expiry at Poisson
rate €.

Finally, consider the search decisions of a single in labor market state (w, s). When this
worker searches for wage w™, tightness relates to the wage according to § = O(w*) where
again O(.) endogenously responds to households’ search decisions and firms’ job creation.
The value function of a single household satisfies the following Bellman equation, which takes

into account changes in value due to job finding, layoff, quit or benefit expiry events:

pv(w,s) = u(C*(w,s)) — (s + max {x(s)p(@(w*)) [o(wt, 1) —v(w,s)] }

+ ds[v(w,0) — v(w,1)] + ysmax [0, v(w,0) — v(w,1)] + &(1 = ) [v(0,0) — v(w,0)] . (2)

For any worker, we use W7(.) to denote the policy function describing the wage appli-

2In labor force statistics, inactivity requires no active search in the last four weeks. Our model interprets
these situations as a decision to “search” only for hypothetical high-wage jobs which do not exist in the
economy.



cation strategy. For a single worker, we simply write W (w, s), and for a couple worker we
write W ((w, s), (w, §)) where (w, §) is the labor market state of the spouse. We also write

the policy function for job quitting of a couple worker as

1 ifo((w,0),(w,s)) > v((w,1),(w,3)) ,

0 else.

Q(wv (71], §)) = {

Single workers do not quit in a stationary equilibrium of this economy so that we disregard

this possibility.

2.3 Firm Value Functions

Consider a firm employing a couple worker at wage w whose spouse is in labor market state
(w,8). The firm’s worker searches for jobs at wage W ((w,s), (&, §)) and hence quits to

another job at Poisson rate
m(w, (@,8)) = z(1)p (© (W ((w,1), (W, 3)), (0,35))) -

The job can also end with a layoff at Poisson rate ¢ or with a quit into non-employment
at Poisson rate vQ(w, (w, §)). Finally, the job may continue but change its value when the

spouse finds a (new) job which happens with Poisson rate

#(w, (@, 8)) = 2(s)p (© (W (1, 3), (w, 1)), (w, 1)) ,

or when an employed spouse is laid off or quits the job which happens with Poisson rate
d+vQ(w, (w, 1)) if § = 1. Taking all these events into account, the value function of a filled

job, denoted J(w, (w, §)), satisfies the Bellman equation

):1)) = J(w, (

) QI), 3))]
)81 (w, (@,0)) =

J(w, (@,3))] . (3)
For a firm employing a single worker, the Bellman equation for the job value J(w) is simply

[/ + 0+ 7(w)] J(w) =2z —w, (4)



where m(w) = z(1)p (© (W (w,1))) is the job-to-job transition rate of this worker. Note
that single workers never choose to quit into non-employment in this model.
Positive entry requires that the flow cost of a vacant job equals its expected discounted

value, which pins down market tightness in all submarkets:

k= Q(@(wv (UA}, §)))J(w7 (’LD, ‘§>> ) (5>
k= q(O(w))J(w) . (6)

Submarkets at too high wages do not receive any entry in which case tightness falls to zero.

This happens at wage w = z where J equals zero, but it may also happen at wages w < z

when ¢(0) is finite and ¢(0).J < k.

2.4 Equilibrium

Given the competitive-search setup of our model, equilibrium is block-recursive as in Shi
(2009) and Menzio and Shi (2010). That is, value functions of households and jobs do not
depend on the distribution of workers over labor market states.

A stationary competitive search equilibrium is a collection of household value functions v,
job value functions J, policy functions of job search and job quitting, W+ and Q, tightness
function ©, distributions of couple and single households over labor market states, I'“ and I'®,
and tax parameter such that (i) single and couple households make optimal job search and job
quitting decisions where value functions satisfy (1) and (2), (ii) job value functions satisfy
(3) and (4), (iii) there is free entry of vacant jobs, equations (5) and (6), (iv) household
distributions over labor market states are stationary, and (v) the government budget is
balanced. The latter condition says that the difference between all taxes paid and transfers

received by couple and single households is equal to the exogenous spending on public goods:

u/[Zwisi—C((w1,81),(w27S2)) dl' (w1, s1), (w2, 52))

i=1,2

+(1— ,u)/ [ws — C%(w, s)] dl¥(w,s) =G . (7)

3 Calibration and Model Fit

This section describes how we select parameter values for our benchmark model. We calibrate

the model to the U.S. economy. Our main data source is the Survey on Income and Program
Participation (SIPP).



3.1 Data

The SIPP is a household survey that provides monthly data on, e.g., employment status,
earnings, income and key demographic characteristics for all household members. The data
are organized around a series of panel data sets (waves). Due to a major redesign in the
early 90s, we focus our attention on the SIPP waves covering 1996-2013. Each wave surveys
between 14,000 and 36,700 households every four months. The questionnaire refers to each
of the past four months. The 1996 wave lasted through 2000, and the following waves cover
2001-2003, 20042007 and 2008-2013.

The SIPP has been designed to study the usage of social security programs. Therefore,
it contains many questions regarding the use of government services. In addition to these
“core” modules, there are “topical” modules that contain questions which are not asked in
every survey round. The topical modules include information on, e.g., wealth, the usage of
child care, school enrollment, and healthcare.

We prepare the SIPP data by merging the waves and performing basic data cleaning tasks
(following Carrillo-Tudela and Visschers, 2023). We distinguish between employment (E) and
non-employment (N). To calculate the labor market transition rates that we use as calibration
targets, we first calculate the representative stocks of employed and non-employed individuals
by calendar month using the SIPP’s person weights. Second, we identify individuals who
change their labor market state form one month to the next, either by moving between
employment and non-employment or by switching employers, calculate the appropriately
weighted sum of transitioning individuals, and divide by the respective stock.

We estimate a monthly N E rate of 30% and an EN of 1.6%, which includes both volun-
tary quits and layoffs (both to non-employment).> Approximately 18% of all job separations
are voluntary. Moreover, the monthly job-to-job mobility rate is 8.2%. We will use these

empirical estimates as targets in our calibration.

3.2 Calibration

A model period corresponds to one month. Table 1 below presents our calibration.

cn
1—-n?
we set the coefficient of relative risk aversion to a standard value of n = 2. The rate of

Parameters set externally. The utility function is parameterized as u(c) = and

3We classify voluntary quits based on the “Main reason stopped working for employer” question. We define
a quit as voluntary whenever the stated reason is either “slack work or business conditions”, “unsatisfactory
work conditions”, “retirement or old age”, “childcare problems”, “other family/personal obligations”, “own
illness“, “own injury”, “school/training”, or “left work for some other reason”. We define transitions into

non-employment with missing reason as involuntary.



Table 1: Benchmark calibration

Description Param. Value Moment /Source Target Model
Time preference rate P 0.003 Standard value - -
Firm’s discount rate of 0.003 Standard value - -
Risk aversion n 2 Standard value - -
Matching elasticity K1 0.5 Standard value - -
Matching scale Ko 1 Normalization - -
Share of singles in the population W 0.46 US Census 2022 - -
Replacement rate I5; 0.4 Own estimate - -
Tax level (couples) 0 1.01 Holter et al. (2019) - -
Tax progressivity (couples) T 0.20 Holter et al. (2019) — —
Tax level (singles) 70 0.82 Holter et al. (2019) - -
Tax progressivity (singles) T1 0.11 Holter et al. (2019) - -
In-kind transfer c 0.10 SNAP benefit size - -
Quit opportunity rate ¥ 1 1-month term. notice - -
UT eligibility expiration £ 0.197  Chaumont and Shi (2022) - -
Flow output z 1.48 Normalize earnings 1 1
Vacancy posting cost k 20.48 NE rate (%) 30 30
Search prob. empl. z 0.46 EE rate (%) 8.1 8.1
Layoff rate o 0.014 EN rate (%) 1.6 1.6
Disutility work ¢ 0.1029 Share of quits (%) 18 13

time preference for a household and the firm’s discount rate are set to a common value
of p = p/ = 0.003, implying an annual discount rate of about 3.5%. The replacement
rate of Ul benefits is set to 8 = 0.4. Based on the US Census 2022, we set the share
of couple households to g = 0.54. Turning to the tax function, we adopt the parameters
values (1, 71) = (1.01,0.20) as estimated by Holter et al. (2019) for married couples with
two children. The income transfer for a couple where both members have lost eligibility
for UI transfers is set at ¢ = 0.1, which roughly corresponds to the level of SNAP benefits
(food stamps) for married couples with two children. Note that we will normalize average
household earnings in our benchmark economy to one (see below), which allows us to set
7o and ¢ outside of the model. The matching function is parameterized as p(6) = ro6".
We normalize the scale parameter kg to unity, and we set the elasticity to a standard value
of Ky = 0.5. The quit opportunity rate v is assumed to be v = 1, proxying a l-month
termination notice period. Finally, we assume that flow spending on public goods G equals

the residual of the government budget constraint in the benchmark economy.

Parameters calibrated internally. We normalize average household earnings in our

10



Table 2: Non-Targeted Moments by Household Type

Type of Household

Singles Single-Earner Couples Double-Nonemployed Double-Employed

NE rate  44% 13.6% 25.2% -
EFE rate 10.7% 4.9% - 7.6%

benchmark by scaling flow output z appropriately. The remaining parameters are calibrated
jointly within the model to match selected data moments. The vacancy posting cost k and
the search probability Z of employed workers are set to match the empirical NE and EE rates
as estimated from the SIPP. The Poisson rate ¢ and the disutility from working ¢ are chosen

to match the overall EN rate and the share of quits into non-employment, respectively.

Model fit. As shown in Table 1, our internal estimation yields a set of parameter values
that closely align the model-generated moments with their corresponding data targets. The
overall gross flows between employment and non-employment imply a non-employment rate
of approximately 5%. The employed workers search with the probability of roughly half of
the non-employed. For singles, the non-employment rate is 3.1%, and for couples, it’s about
6%. Workers in joint households earn approximately 10.2% higher wages than singles. The
share of double-earner households among couples stands at about 0.96. This is so because
there are relatively few EFE transitions that prompt the quitting of the spouse. Instead,
once a spouse is laid off and does not find a job for long enough for her partner to find a
high-paying job, they start targeting the highest wage with zero job-finding probability.
The average flow values hide substantial heterogeneity regarding the household type.
For example, the singles have the highest NE and EFE rates. There is some selection in
the single-earner couples along the primary earner’s income which makes their members
abandoning search (targeting a sub-market with zero tightness). For similar reasons, these

households are changing jobs the least.

3.3 Policy Experiment

Equipped with our benchmark model, we now conduct a hypothetical policy reform that
replaces the joint tax filing system for couple households with a separate tax filing system.
We focus our analysis on the long-run effects of such a reform by comparing the stationary
equilibrium in our benchmark economy with the one arising after the reform. Apart from
the different definitions of the basis of taxation, the tax-transfer functions for singles and

couples differ also with the level and progressivity parameters. In our illustrative numerical

11



Table 3: Tax policy reform results for couples

Baseline Dropping jointness

Non-employment rate 0.051 0.046
Share of double-earner couples 0.96 0.98
NE rate 30% 31.1%
EF rate 8.1% 7.4%
Average gross wage 1 1.06

experiment, we replace the joint tax system with the one imposed on the income of singles
(that is, we decrease 7 for couples from 1.01 to 0.82 for singles, and we similarly adjust their
71 from 0.2 to 0.11). Then, we adjust G to balance the budget.*

The main takeaway from this exercise is that the non-employment rate decreased signif-
icantly from 5.1 percentage points to 4.6 under the new tax regime. This is driven by an
increase in the overall NE rate (driven solely by the search of non-employed spouses) from
about 30% to 31.1% and a decrease in the overall EN rate from about 1.6% per month to
1.5%. The couples where the spouse would otherwise remain non-employed climb the wage
ladder, prompting the employed partner to target higher rungs. Overall, the tax reform’s
effect on the E'F rate is negative. This is also reflected by the increase in average gross wage

by 6 percentage points.

4Thus, the results here can be considered isolated from the fiscal externality.
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