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Abstract

Information plays a key role in economics. According to the benchmark neoclassical model,
agents require information in order to optimize their choices. Information, however, is some-
times incomplete or asymmetric in the real world. In this paper, we investigate the role of
information for the labour-leisure choice. We conduct an information experiment wherein we
distribute a leaflet about the Swedish Earned Income Tax Credit (EITC), and then study the
effects with registry data. More specifically, we focus on the household decision to allocate
between labour income and parental leave payments. The EITC, it bears noting, applies to
the former but not to the latter. The construction of the Swedish EITC generates a strong
economic incentive to have some labour income during a calendar year, because it is tailored to
benefit low labour income earners more in relative terms. Yet, despite the substantial economic
incentives involved, and despite the flexibility with which a person may earn labour income,
we find that providing information about the features of the EITC has zero impact on labour

supply.
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1 Introduction

Benchmark neoclassical economic models rely on the assumption of perfect information about
the incentives faced by individuals, households, and firms. In order to maximize their utility
(or profit), economic agents need to be aware of all existing budget constraints. This is the
foundation for the standard economic view that agents are fully rational, meaning they act
according to their objective function and take into account the economic limitations they face.

In many situations, this assumption is a reasonable one. However, when complex institutional
systems are in question —in particular, where several systems interface — the assumption is rather
more strained. The tax system is an example. Most agents probably have general information
about tax levels, and act accordingly; but it is less likely they are aware in any detailed way of all
of the aspects and nuances of the tax code. Acquiring information involves costs, and information
is likely to be distributed unevenly between agents. Firms, for example, are likely to have a
better understanding of the tax system than individuals do, because they need to engage with
the tax code on a more regular basis. Indeed, large firms have accounting and legal departments
for this very reason. Individuals, by contrast, do not generally have the resources to study the
tax code in such detail. Recent empirical papers using American data have demonstrated that
individuals do not have full knowledge about the tax system (Feldman et al. 2016; Gideon 2017;
Ballard and Gupta 2018; Stantcheva 2021). In particular, they have problems understanding
non-linearities in the system: they rely instead on some average tax rate, and mentally “linearize”
their own tax rate from this (De Bartolome 1995; Rees-Jones and Taubinsky 2020). Such a lack of
full information clearly has the potential to affect economic behaviour.

To date, the number of studies on the effects on labour supply of information about precise
tax incentives has been quite small. This general lack of studies is likely a consequence of
several factors. First, for information effects to be observable, the incentives need to be fairly
large, and the adjustment time has to be fairly quick. Second, the causal mechanism must
concern micro-level behaviour, as opposed to things like collective wage bargaining, for the
identifying assumptions to be valid. Finally, the incentives need to be largely unknown prior
to the informational intervention; they cannot be a major topic of public discourse. By their

very nature, these things rarely coincide. Yet, we believe the institutional setting in the area



considered here provides a valuable case where these three features are present at the same time.

The particular institutional design of the Swedish Earned Income Tax Credit (EITC) as
it interfaces with the parental insurance system provides a unique opportunity to evaluate
information effects. In this paper, we therefore present results from an experiment in which
we have randomized information about the EITC to parents in Sweden, in order to study its
effects on labour supply. Simply put, the idea of the EITC is to incentivize people to prioritize
work over other types of income, which do not yield any EITC. The non-linear elements of the
EITC, in combination with the annualized nature of the tax system, means that these incentives
are particularly large for people who are temporarily on leave from work. For example, due
to the EITC, most of the mothers in our study have their marginal tax rate reduced by more
than 10 percentage points, but only for incomes declared during 2018. Interestingly, the EITC is
not generally well-known in Sweden. For example, while there were major discussions about it
in connection with the 2006 election, a mere 40 per cent of respondents said in a survey three
years later that they had heard of it (Riksrevisionen 2009, p. 10). In particular, we argue, the
precise incentives generated by this complex system are opaque even to otherwise well-informed
individuals when they decide on the distribution between labour income and parental leave
income within their household.!

One central feature of the Swedish tax system is that all income taxes are personal; there
is no joint taxation of mothers and fathers. Furthermore, the Swedish EITC differs from the
American one in terms of its take-up. The EITC in the U.S. needs to be claimed, whereas it is
automatically distributed in Sweden by the Tax Agency, on an annual basis. Hence, filing for the
EITC in Sweden involves no costs, in line with the discussion in Benzarti (2020). As we discuss
in greater detail later in this paper, household members in Sweden enjoy considerable flexibility
in their labour-vs-leisure decision. They have several different ways of obtaining the EITC when
one parent is on parental leave. Taken all together, these institutional features provide us with a
most-likely case. Given the large but obscure economic incentives the EITC creates, information
about it is likely to have an effect on labour supply.

The information letters we sent contained accurate but simplified information about the

1 Albeit of little evidentiary value, it might be worth noting that, anecdotally speaking, even a seminar of Swedish labour
economists were surprised to learn of the particularly obscure incentives we study during the presentation of this paper.



EITC, with concrete examples of how parents’ taxes look depending on what labour-leisure
choices they make. Then, using registry data, we have studied the effects of information on
labour supply, on both the extensive and the intensive margin. The empirical results show that
providing information about the Swedish EITC does not affect parents’ labour supply, despite
the clear economic incentives the EITC generates to earn some labour income during a calendar
year, and despite the many different ways there are to earn labour income. The coefficients are
precisely estimated, meaning that the upper bounds of the confidence intervals rule out any
effects that could be considered economically relevant. In our discussion at the end of this paper,
we discuss possible explanations for this zero effect.

Our study provides important evidence on the interaction between information, taxation,
and labour supply; and more specifically on the household decision between labour income
and non-labour income. We focus on the Swedish EITC schedule, mainly because of its helpful
institutional features and the availability of registry data. It is also important, however, to
evaluate one of the largest tax cuts in Swedish history, not least because it may affect the structure

and functioning of the labour market. We believe our study contributes to such an effort as well.

2 Previous research

In an early review, Currie (2006) argues that more experiments are needed to investigate how
information affects economic behaviour. But while there is a well-established theoretical under-
standing that information frictions can be very important for explaining such things as differences
between macro- and micro-level elasticities (see, e.g., Chetty 2012), or even serve to decrease the
distortionary effects of taxes (Goldin 2015), the empirical literature on the question is still fairly
scant.?

There are four studies, however, which are of particular interest for this paper, since they also
concern the effects of information about the EITC. First off, Chetty and Saez (2013) performed

an information experiment in the United States in collaboration with tax preparers, in which

21t bears noting that, when we talk about information, we are referring to information about an actual fixed incentive
structure. We are aware of the substantial game-theoretical literature on incomplete information, which typically
investigates deviations from the assumption of complete information regarding the utility functions of other agents.
Here, however, there is no game-theoretical element; rather, there are agents interacting with a fixed payoff schedule - a
payoff schedule that may or may not be known.



half of a sample of 43,000 tax filers received a short presentation about their position on the tax
schedule, and how much it would pay to work more. In this study, no effect on average earnings
was found.?

Secondly, Bhargava and Manoli (2015) conducted an information experiment jointly with
the IRS in the United States, in which they studied the take-up of EITC. The lack of information
about the EITC, they contend, is one reason why the programme has a low take-up. The authors
randomized information leaflets and worksheets by mail. The latter could be used to assess
whether a person is eligible for EITC. The information material varied in its degree of complexity.
The authors found that information on the EITC raised the claim rate.* One difference between
our study on the one hand, and those of Chetty and Saez (2013) and Bhargava and Manoli (2015)
on the other, is that the EITC in the United States needs to be claimed. In Sweden, by contrast,
the EITC is automatically distributed to all eligible individuals. We argue, however, that public
knowledge is far from perfect about the incentives the EITC generates.

Thirdly, Kostol and Myhre (2021) present (a) results on optimization frictions using notches
in the EITC schedule in Norway, and (b) quasi-experimental evidence from an information letter
about a new kink in that schedule. Finding substantial effects from the latter, they conclude that
information frictions that can be ameliorated fairly easily account for at least 30 per cent of the
optimization frictions.

Fourthly, Chetty et al. (2013) investigate in a related paper how the effect on wage earnings of
changes in EITC eligibility due to childbirth differs between low- and high-knowledge areas.
They find that individuals in high-knowledge areas change their labour supply in response,
whereas their counterparts in low-knowledge areas only do so to a lesser extent. In this case the
information was not randomized, but rather inferred by the degree of sharp bunching around
existing EITC thresholds.

This study is also related to the research on the effects of the EITC on parents in general,
and on mothers in particular. For example, Eissa and Liebman (1996) find that the Tax Reform
Act of 1986 in the United States, which expanded the EITC, resulted in an increase in labour

force participation among single mothers, but not on the intensive margin. Similarly, Meyer

3See also Jones (2010) for an information experiment regarding advanced participation in the EITC in the U.S.
“See also Manoli and Turner (2014) for an analysis on take-up of EITC due to reminders from the IRS.



and Rosenbaum (2001) argue that expansions in the American EITC between 1984 and 1994
increased labour supply among mothers, but on both the intensive and the extensive margin. On
the other hand, Kleven (2019) finds in a re-analysis that these effects are generally not robust,
and that information friction is the most natural explanation. Bastian (2020) concludes that the
1975 version of the EITC in the U.S. substantially increased employment among mothers.

In addition to relating to the literature on the EITC, this paper connects up with the literature
on information experiments. Engstrom et al. (2019) conduct an experiment where they randomize
information about the housing allowance to Swedish pensioners, the object being to ascertain if
the effect of so doing is to increase the take-up of housing allowance. Their empirical design, like
ours, involves randomizing leaflets with information about the housing allowance, and they find
positive treatment effects. Chetty et al. (2009), on the other hand, investigate the effect on demand
of different ways of posting information about tax-inclusive prices in a supermarket. Guthmuller
et al. (2014) ask, in a study conducted in France, if the take-up of additional healthcare insurance
for poor households is higher if an individual is randomly selected to receive a letter with a
higher voucher amount than if he/she just receives a standard information letter. They find
a small treatment effect. They also consider a second treatment, where individuals are also
invited to an information meeting regarding the additional healthcare insurance. In the case
of this subgroup, surprisingly, the treatment effect is negative. In a lab experiment, Abeler and
Jager (2015) demonstrate that individuals who are furnished with information about the tax
system that varies in degree of complexity — but which otherwise includes the same economic
incentives — underreact to information on economic incentives. Liebman and Luttmer (2015), in
a study of the effect of information about certain social security provisions among older workers,
find that the informational intervention led to an increase in labour supply, primarily among
women. Karlan et al. (2016) focus on savings, and seek to evaluate the effect of a randomized
information treatment by banks in Bolivia, Peru, and the Philippines. The treatment comes in
a variety of forms, such as home visits, radio commercials, and text messaging. Overall, the
authors conclude, information remainders about savings increase the probability that a person
will begin saving; and some evidence suggests the amount of money saved increases. Matikka
and Paukkeri (2016) conclude that, in Finland, mailing information letters together with an

application form increases the take-up and results in earlier applications from pensioners with



low incomes. Stantcheva (2021) examines a randomized sample of survey participants who
watch information videos that emphasize various aspects of the American tax system. These
videos present arguments regarding efficiency, redistribution, and standard economic theory
in connection with income and estate taxes. Stantcheva finds positive treatment effects from
the redistribution and economic theory arguments, but no treatment effects from the efficiency

argument.

3 Institutional background

After the electoral success of the centre-right “Alliance” in the 2006 election, one of the first
orders of business for the new government was to carry out a major overhaul of the tax system.
As a result, in 2007, the Swedish version of the Earned Income Tax Credit was first implemented.
This reform was amended and extended in 2008, 2009, 2010, 2014, 2016, 2019, and 2022.

When the EITC was first introduced, it was one of the largest reductions in the tax on labour
income in modern Swedish history. It was widely debated in the 2006 election campaign. The
central campaign message from the centre-right Alliance was that “it should pay to work”. One
of the major points of contention between the centre-right and centre-left blocs was the gap
which the EITC introduced between the tax on labour income and that on other types of income.”

The Swedish EITC involves a simple idea: to reduce taxes on labour income, primarily for
low- and middle-income wage-earners. Actually implementing it, however, is fairly complex.
The deduction is calculated as the municipal tax rate multiplied by the difference between a
specified “special amount” (sirskilt belopp) and the “basic deduction” (grundavdrag). For the
2018 tax year, the special amount was a piecewise linear function of an individual’s earned
income, with kink points at 133,770, 367,640, and 616,070 SEK. The basic deduction, on the other
hand, is a function of the total non-capital income (with some special provisions based on year
of birth and on whether one has spent part of the year out of the country). Both functions are
defined in constant prices, with adjustments being made on an annual basis. The 2018 schedule
is illustrated graphically in Figure 1. Needless to say, it is hard for most people to get an accurate

picture of the details around this tax policy — especially about the precise way in which their

5The centre-left Social Democrats, for instance, insisted on referring to the proposal as the “pensioner tax” due to this
&ap-
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Figure 1: EITC schedule, 2018

after-tax income would be affected by marginal changes in labour supply.

It should be noted that the kink points in the upper curve (the special amount) are much
more important than the ones in the lower curve (the basic deduction), whenever labour and
non-labour income act as substitutes. This is likely to be the case when time out of work is
compensated with reimbursements from the social security system, like unemployment benefits
or paid parental leave. In Sweden, large parts of the social insurance system cover almost 80
percent of the income loss from not working. Hence, if a person decides to get back to work a
month earlier, it may increase the person’s earned income with 25,000 SEK, but the total income
with only 5,000 SEK, effectively making any changes in the basic deduction much smaller than
the ones in the special amount.

The most important kink point in the upper curve is the one found at approximately 135,000
SEK. After this point, the slope of the special amount is reduced by two thirds, which means that
the marginal EITC is much smaller. Since most mothers in our study have a labour income of

less than 135,000 SEK (see Figure 3), the incentives created by this kink point are relevant to the



majority of couples who receive our letter. More specifically, it means that the EITC strengthens
the economic incentives for most mothers to increase their labour supply during the year after
giving birth. The kink point at approximately 40,000 SEK also corresponds to a major change
in the slope of the special amount. However, the EITC does not kick in until the labour income
exceeds the basic deduction, which means that the income interval that corresponds to the
maximum marginal EITC (identical with the municipal tax rate, thereby providing a marginal
tax rate of zero) can be very narrow.

Both arguments made in the two preceding paragraphs are illustrated in Figure 2. These four
graphs display the marginal EITC (a and b) and the marginal tax rate (c and d) for an incremental
change in labour income. In the graphs to the left, other incomes are assumed to be unaffected,
while in the graphs to the right, it is assumed that a marginal increase in earned income results
in a fall in other sources of income that amounts to 80 per cent of the increase in labour income.
As was described earlier, in situations when labour and non-labour income act as substitutes, tax
rules based on total income are not as important as the kink points in the special amount. This
can be seen by comparing the graphs on the left, with the ones on the right. By comparing the
three lines in each graph, and focusing on earned incomes below 40,000 SEK, we can also see
how the marginal incentives differ substantially depending on the level of non-labour income.

The very low tax rates in the bottom-right graph may require an explanation. The marginal
tax rate is here defined as the change in taxes resulting from an increase in labour income with
100 SEK and a simultaneous fall in non-labour income with 80 SEK. For earned incomes just
below 40,000 SEK, the marginal tax rate on labour income is equal to zero. This means that if an
increase in labour income coincides with any decrease in other sources of income, the resulting
tax change will be negative, which is why we find a negative marginal tax rate in this graph.
And more generally, if an increase in earned income with 100 SEK only makes the total income
go up with 20 SEK, then the resulting tax change will only be a fifth (ignoring the EITC) of what
it would be without the fall in non-labour income. This is why the marginal tax rate shown in
this graph is much lower than in the graph to the left.

The EITC is calculated based on annual labour income (cutoff per calendar year). In combina-
tion with its non-linear structure, this creates strong incentives for individuals to increase their

labour supply during calendar years when they are partly on leave from work. For example,
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Figure 2: Marginal EITC (top) and marginal tax rate (bottom) in different settings
Note: The graphs display the marginal EITC (top) or the marginal tax rate (bottom), defined as the change in EITC/taxes
that results from an incremental change in the earned income. In the left panels, other incomes are assumed to be
unaffected by the increase in labour income; in the right panels, an increase in earned income by 100 SEK results in a fall

in other sources of income by 80 SEK (since labour income and parental leave income are substitutes, for example). In all
graphs, the different lines correspond to a baseline non-labour income of 100,000, 200,000 and 300,000 SEK, respectively.

in our study, most mothers have their marginal tax rate reduced by more than 10 percentage
points due to the EITC. This also means that there are fairly strong incentives for people with
comparable wage rates and shared economic arrangements to distribute labour income evenly
between them in a given calendar year. If the higher earner works slightly less and the lower
earner slightly more, the net effect is not zero but positive. This effect is amplified for the
distribution of parental leave payments, which are not subject to the EITC. For new parents who
both earn 35,000 Swedish crowns (SEK) per month, the joint tax deduction will be about 16,000

SEK larger (approximately 1,800 USD) if they split their time with labour income evenly (over a
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calendar year) than it will be if one of them takes parental leave pay over the whole period.

Taxpayers in Sweden are informed about the EITC in their yearly tax declaration. The Tax
Agency details the amount of EITC that a person has received. It also stipulates the income
received from the employer (labour income) and from the Swedish Social Insurance Agency,
which pays out parental leave benefits (non-labour income). A separate information box in the
declaration explains that the total amount of labour income provides the base for the amount of
EITC a person receives. A link to the website of the Tax Agency is also printed in the declaration,
with additional information about the EITC, which in turn states that parental leave benefits do
not result in any EITC.® This shows that Swedish policy-makers want taxpayers to be aware of
the economic incentives the EITC generates.

Given the magnitude of the reform, the central place it had in political discourse at the time
of its implementation, and the information contained in the yearly tax declarations, it should
be relatively well-known. Nevertheless, a survey conducted in 2009 indicated that no more
than 40 per cent of the Swedish population were aware of it (Riksrevisionen 2009, p. 10).” Even
less well-known, arguably, is the way in which the tax reduction affects some of the economic
incentives facing new parents. These incentives depend on the non-linear structure of the EITC,
in combination with the annualized nature of the tax system. And we know from previous
research that non-linearities in the tax system have a negative impact on optimization behaviour
(Abeler and Jager 2015).

It is important to point out that this does not mean the deduction is not claimed. The Swedish
tax system is highly automatized, and the deduction is made transparently whether one claims
it or not. This characteristic of the Swedish tax system — its “invisible” nature — reduces the
incentive to learn the tax code, and it may be part of the reason why people are often unaware of
how the tax system functions. Declaring one’s taxes in Sweden is simple, compared to how it is

for example in the United States. Most types of income are preprinted on the tax declaration;

®Website (in Swedish): https://wwu.skatteverket.se/jobbskatteavdrag. The Tax Agency has provided us with
some aggregated data regarding their internet traffic. For 2020 and 2021, approximately 21,000 and 25,000 visits were
made for this part of the website for each year respectively. In total, the website for the Tax Agency had around
22,000,000 and 25,000,000 visits for 2020 and 2021. The total Swedish population is around 10 million of which little more
than 8 million declare their taxes annually. In conclusion, only a small fraction take part of the information regarding
EITC.

7 Andersson and Antelius (2010) also argues that individuals need to be aware of the EITC in Sweden if the incentives are
going to play a role for economic behaviour.
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and if you do not make any special deductions, you can simply confirm the tax declaration with
a text message or in the Tax Agency’s app on your phone. As explained above, the amount
of EITC that a taxpayer receives is printed separately in the tax declaration. Since they do not
have to engage with the actual numbers, however, taxpayers probably do not spend much time
examining the amount.

Swedish parental insurance, which is often considered generous in an international com-
parison, provides a total of 480 days of paid parental leave for each birth (with an additional
180 days for twin births). For the first 390 of these days, approximately 80 per cent of previous
labour income is provided (with a top-up to 90 per cent offered in most collective contracts). For
the remaining days, 180 SEK per day is paid out. 90 days are reserved for each parent,® while
the remaining days can be distributed freely between the two parents. Moreover, in addition to
these 480 days of paid parental leave, parents have the right to unpaid leave, which many use to
prolong their parental leave. For example, parents may not use paid parental leave days for all
seven days of the week. They can also divide a day between parental leave income and labour
income by working part time. Furthermore, parents earn vacation days while on parental leave,
which they can use to extend their time off from work further. As for employment protection,
all workers in Sweden (including those with temporary jobs) have the right to be away from
work completely until their child is 18 months old, regardless of whether they are on paid or
unpaid leave. Parents also have the right to combine part-time work with some parental leave
income until the child is 8 years old. In sum, if one wants to stay home for a long time, one can.
Historically, parental leave has been taken overwhelmingly by mothers, although a trend toward
a larger take-up by fathers has been observed in recent decades. Parental leave payments from
the Swedish Social Insurance Agency do not count as earned income, so persons receiving them
do not qualify for the EITC.?

All children over 12 months old are entitled to a place at a preschool in the same municipality.

8Since the majority of parental leave days are still taken by the mother, these 90 reserved days are often referred to as
“daddy days”, although they are not exclusive to the father. For a study of what happened when daddy days were
first introduced in 1995, see Avdic and Karimi (2018). These authors find that the divorce rate increased (or was rather
re-timed) due to the daddy days, and that this effect was driven by an overall fall in the family income level due to
changes in parental leave take-up between mothers and fathers. However, this reform was implemented long before the
EITC was added to the Swedish income tax schedule.

°In a study of benefit levels in the Swedish parental leave insurance system, Ginja et al. (2020) focus on the speed
premium. They conclude among other things that mothers” labour supply falls when benefit levels rise. See also Karimi
et al. (2012) for an analysis on household labour supply from reforms in the Swedish parental leave system.
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Most parents, however, stay home with their children for a longer period, the median age for
preschool enrolment being approximately 18 months (Skolverket 2017, p. 192). Parents apply
to the preschool where they want to place their child. The chances of getting their preferred
choice are greater in August, and January seems a natural time to start, so many parents end
their parental leave around those months (the child can usually begin one or two months later
than the date applied for, so this can be seen as a soft constraint).

The most obvious way that parents can increase their labour income, and thus the size of
their EITC, is of course to shorten the duration of their parental leave and to get back to work
earlier — either by letting their partner extend his or her parental leave, or by enrolling their child
in childcare at a younger age. However, the need to re-negotiate with their partner and to inform
their employer about new plans may discourage individuals from increasing their time at work.
For purposes of this experiment, it is important to note that there are ways of increasing earned
income and the EITC that involve smaller frictions. And since the marginal EITC is large at low
incomes, one’s behavioural response need not be substantial for one to obtain a substantial tax
reduction. First, the parent on parental leave may choose to work a couple of hours per day.
Parents have great flexibility in this regard. In theory, parents may choose to work one hour of a
day (but not necessarily more days), while being on parental leave for the rest of that day. Given
that some professions make it possible to work from home, parents may for example work one
hour while the baby is sleeping every second Friday during the parental leave period. Second,
parents may start work a couple of weeks earlier and get help from grandparents before the
child starts preschool. Third, parents can increase their hours of work by working overtime, or
by working full-time instead of part-time once they return to work. Fourth, some may have the
option of looking for work (if they were unemployed), of switching jobs, or of seeking promotion
to a position with a higher salary. Fifth, those running their own business may withdraw a
higher salary (instead of letting the money stay within the firm) during the calendar year.'?
Lastly, parents can use their vacation days strategically to increase their earned income, while

saving days of paid parental leave. Vacation-day income, namely, is counted as labour income,

10Bastani and Selin (2014) find that the self-employed in Sweden bunch around the kink points for central government
taxes. The foremost reason for this, they conclude, lies in reporting behaviour — not in actual changes in labour
supply. Engstrom et al. (2018) argue that high income earners should deduct more in their tax declarations, since they
face a higher marginal tax rate. They conclude, however that wage-earners do not in fact deduct around the central
government tax kink.
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and vacation days are not counted in the same way as days of parental leave. Making use of
this option can in theory increase the number of days at home.!! All in all, there are several
ways parents may plan the distribution of labour income and parental leave income in order
to increase their EITC. This flexibility is helpful for purposes of this paper, because it allows
a multitude of responses to the information treatment depending on the parents’ preferences
regarding work and parental leave. In our empirical analysis below, we investigate labour supply
on both the intensive and the extensive margin, in order to pinpoint the full response to our
experiment.

Surprisingly little is known about the effects of the Swedish EITC — perhaps owing to the
inherent difficulty of evaluating a policy of this character, which is implemented nationwide at
the same time. Edmark et al. (2016), for example, note that exploiting differences in tax rates
between municipalities in order to ascertain the EITC’s impact on employment yields too little
identifying variation; the policy may well, therefore, be impossible to evaluate. Bennmarker
et al. (2014) look at the effect on wages of changes in the net replacement rate, and find elasticities

in the range of 0.2-0.4; thus, the EITC may promote wage moderation.

4 Theoretical framework and hypotheses

In this section, we present and discuss a very simple theoretical framework for information, the
EITC, and labour supply. Our overall purpose is to provide a theoretical foundation for the hy-
potheses we later present. We chose these hypotheses because of their theoretical underpinnings,
but also because of the institutional features discussed in the last section.

The standard model of labour supply views the decision to allocate time between work and
leisure as an individual optimization problem under a given budget constraint. In our case, the
optimization problem takes place within the household between two individuals, whom we
denote as the mother, m, and the father, f. During the first year after the birth of the child, at
least one of these two persons stays home to take care of the infant. Our theoretical framework

assumes a household utility which equals the sum of the mother’s and father’s utility functions

11 A person on vacation need not use up vacation days in order to be on leave during public holidays or weekends; the
opposite is true, however, for a person on parental leave. Placing vacation days around public holidays and weekends
therefore yields extra days of paid leave which count as labour income for tax purposes.
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(Browning et al. 2006). The framework presented below follows the theoretical part in Fortin and
Lacroix (1997) closely, although our framework is much more simplistic.?

Let us assume both the mother and the father gain utility from consumption, ¢, and from
leisure, 1, where the latter equals spending time with the child. The utility function for each

parent thus equals:

um,f = f:(C'm,fr ]-m,f)

Each household, h, is assumed to have a joint utility where the mother and the father have equal
weights, such that U}, = U, + Us. The household maximizes this utility function under the

following budget constraint:

cmt+cr= Y  (hw)(1—0)+ (bly)(1—1)
je{m,f}
h equals hours worked, and 1 denotes leave hours. w is the hourly wage rate, and b is the hourly
benefit level from parental leave. 7 is a linear tax rate which is paid on all non-labour income.
In our study this equals parental leave benefit, for which you pay the flat municipal tax rate in
Sweden. 0 is the marginal tax rate, including EITC, which is paid on labour income.

Up until now we have assumed perfect information, where both the mother and the father
perceive the tax system perfectly with regard to the EITC. However, we argue that people do
not in fact fully comprehend the tax system when it comes to the non-linear aspects of the EITC.
Instead of observing 0 perfectly, they observe this factor with a bias. Let us denote ¢ =0 + ¢,

where E[e] > 0. The perceived budget constraint for the household may then be written as:

12There has been an intense discussion in the theoretical literature regarding labour supply on the household level —
more precisely, whether households should be modelled with a unitary or a collective utility function (see Chiappori
(1992) and Donni and Chiappori (2011) for reviews and discussions). We make no contribution to this theoretical
discussion. Our purpose is instead to provide a simple point of departure for our empirical hypotheses.
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cmtcr= Y (hw)(1—¢)+(bly)(1—1)
je{m,f}
On the household level, the mother and the father will have spent L = 1, + ¢ hours of parental
leave in total during the calendar year. The time at work will equal H = h; +1; on the household
level.

A central assumption that underlies our theoretical expectations is that, without our letter,
people in our study would on average overestimate their marginal tax rate on labour income
(represented by the assumption that E[e] > 0). Why do we believe that to be the case? When
faced with complex tax schedules, individuals tend to form their beliefs about their relevant
incentives using information that is easily available to them. For example, research carried out
in the US has shown that people often use the average tax rate as if it were their marginal tax
rate (De Bartolome 1995; Rees-Jones and Taubinsky 2020). In the Swedish setting, an alternative
heuristic would be the municipal tax rate, which is a flat rate deducted from all kinds of income.
For most people with a job, the municipal tax rate is also a reasonable approximation of their
marginal tax rate. For our argument here, it does not matter much what heuristics people use, as
long as they are based on previous experiences with the tax system or approximations applicable
to a typical household. The reason for this is that most women in this study are located in the
income brackets with the lowest possible marginal tax rates. Therefore, these tax rates will
be much lower than the average and marginal tax rates that they usually face as well as the

well-known municipal tax rate.

Pre-registered hypotheses

Let us now move on from the stylized labour economics framework to the hypotheses that
we empirically test. These hypotheses are founded on the general theoretical framework of
labour economics, but we also take into account the precise features of the Swedish EITC in
our experiment, as well as the income distribution among parents. We presented all of our
hypotheses in our pre-analysis plan, but we present them here in a different order (in order to

connect more smoothly with the theoretical framework above).
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As additional background to these hypotheses, Figure 3 shows the distribution of earned
income in our sample of parents, together with our calculation of the marginal EITC. Since the
income refers to the year 2018, and the tax declaration is based on the calendar year, this graph
can be used to infer what incentives mothers and fathers face with regard to the EITC. As we
would expect from the unequal distribution of parental leave, the distribution of earned income
is heavily skewed toward zero for mothers. As a result, a substantial proportion of mothers
(potentially a majority) will get more than 13 per cent of their additional wage back if they decide
to increase their amount of labour income. Fathers, by contrast, face a marginal EITC of less than
5 per cent in most cases, and often of 0 per cent.

The Swedish EITC was implemented for the stated purpose of increasing employment, and it
does increase incentives to work substantially, in particular for people who are able to work 3—4
months or more.!3 In our stylized framework above, we concluded that information about the

EITC generates an incentive to enter the labour market, which leads to our first hypothesis.
Hypothesis 1: Receiving the letter increases labour supply on the extensive margin.

While previous empirical research suggests that information is crucial for people’s ability to
adjust their labour supply in response to the tax system, this primarily applies to responses on
the intensive margin (Chetty 2012; Chetty et al. 2013). However, formulating our theoretical
expectations regarding the intensive margin is a bit more complicated, because the information
letter could in principle have different effects, depending on the relative size of the income and
substitution effects. We utilized a general utility function in the theoretical reasoning above,
and the effect on the intensive margin is ambiguous in this case. Yet we have two arguments
for believing that the substitution effect dominates the income effect. We can therefore expect a
positive effect on the intensive margin.

First, unlike EITCs in many other countries, the Swedish EITC increases with income up
to income levels that in fact are slightly higher than the median income. It was designed this
way in order to increase labour supply on the intensive margin as well (Bill 2006/07:1, p. 33),

and several micro-simulations have concluded that this is what the tax reform actually does

13For smaller amounts of work, the EITC usually does not make much difference. The reason for this is that it does not
kick in until the earned income exceeds the basic deduction, which is usually at somewhere between 20,000 and 35,000
SEK for people out of work.

17



| | ©

N <
©°
M g
S g
IS =
o~
-2

w2

v—ius E
= <
=] o
— U _| G
2 o
=) -
R= R=15]
Gy Ng
2 g
S N
3] Q
}5) =
A, [
oLLl
- —
— <
v R=
80
=
| | §

o ‘ i I I I | i I ' I '} X X ; )

I I I
0 200000 400000 600000
Earned income

Mothers Fathers = —— Marginal EITC

Note: The histogram shows the distribution of earned income in 2018 in our sample of employed mothers (red) and
fathers (blue) of newborn children. Overlapping bars are displayed in purple. The black line shows how much the
EITC increases as a percentage of additional earned income, calculated under the same assumptions we used in the
information letter (i.e., an average municipality tax rate and a non-labour income of 150,000 Swedish SEK). Note that the
exact location of the first (and fourth) kink — where the marginal EITC goes from 0 to 35 per cent — is dependent on the
amount of non-labour income. We therefore chose to emphasize the kink at approximately 135,000 SEK in the letter.

Figure 3: Sample income distribution by sex

(Riksrevisionen 2009). If this is true for the Swedish population, it is arguably so for our sample
as well, because the lower incomes therein imply that the marginal EITC is larger on average
than for the population as a whole (i.e., the substitution effect should be larger), and that the
average EITC is smaller (i.e., the income effect should be smaller).

Second, we argue that an information treatment like ours is much more likely to result in
substitution effects than in income effects. One reason for this is that people are relatively
well-informed about how much they earn. So, while we do believe we provide new information
about the marginal EITC, we find it unlikely that the letter will make recipients re-evaluate their

own income levels substantially. Another reason is that income effects are not based solely on
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income levels during a specific period of time, but rather on life-cycle income, at least to the
degree that people are able to allocate their consumption across time. The marginal incentives
we inform about, on the other hand, are tailored to the specific situation in which the people
in question find themselves, as parents of an infant. The effect can be compared to that of a
temporary tax reduction on labour income, which would give rise to the same substitution effect
as a permanent tax reduction, but to much smaller income effects.

Even if the information letter increases labour supply on average, this is not necessarily true
for fathers. As seen in Figure 2, the marginal EITC tends to be larger for mothers than for fathers
in our sample, since most mothers in the sample spend most of the year with their child; and
increasing the duration of the father’s parental leave is one of the ways that a mother can increase
her labour income. Since a couple can increase their EITC by moving parental leave from the
mother to the father, we restrict our second hypothesis regarding intensive labour supply to

mothers.
Hypothesis 2: Receiving the letter increases mothers’ labour supply on the intensive margin.

We have concluded already that the marginal EITC tends to be larger for mothers than for fathers,
because the former have lower incomes during this specific year. We expect our treatment to
result in an increase in mothers’ labour supply, but it is an open question whether both parents
will work more, or whether fathers will instead reduce their time at work in order to enable
mothers’ increased labour.

While mothers face a larger marginal EITC than fathers, and women in general have a higher
labour supply elasticity than men, it is not obvious that this translates into a stronger response
among mothers to our information treatment. For example, it may be the case that mothers value
the first year with their child so much that they have a lower elasticity in this specific setting
than their partners do. We acknowledge this possibility, but we still find it probable that mothers’

behavioural change dominates. This brings us to our third hypothesis:

Hypothesis 3: Receiving the letter makes parental leave more equally distributed within the

couple.

We have stated repeatedly that the EITC strengthens the incentive to work. We would therefore

expect couples’ joint labour supply to increase. It is rare that children are already enrolled in
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pre-school when they turn 12 months, so it is possible for most couples to prepone the preschool
start for their child. However, many parents may find it difficult to shorten their joint parental
leave, either because they do not want their child to be enrolled in childcare too early or because
they worry that doing so will make it harder to gain admission to the specific preschool for
which they applied. This would then attenuate their behavioural response. As we discussed
in relation to the institutional background, however, there are also many other ways whereby
parents can increase their labour income without decreasing the time spent with their child. This

leads to our last hypothesis:

Hypothesis 4: Receiving the letter increases the couple’s joint labour supply.

5 Conducting the experiment

To investigate the hypotheses derived above, we conducted an information experiment wherein
we sent out a leaflet about the EITC to a randomized sample of new parents. A copy of the leaflet
(in Swedish with an English translation) is attached in the appendix. The overall timing of our
research project is summarized in Figure 4. We proceed now to describe how our study was
designed, and what types of data we used to evaluate the effects.!*

The sampling frame for the experiment was all biological mothers to children born between 1
June 2017 and 31 January 2018. This resulted in a total sample of 74,667 individuals. A total of
37,334 mothers were randomized to receive the leaflet (the treatment group), and the remainder
were left as controls.!® 151 individuals were removed from the mailing list due to emigration,
death, protected identity, or being underage, leaving a total of 37,183 mothers (and their partners)
who ended up getting the leaflet.

The treatment consisted of a simple information leaflet sent out by regular mail. This leaflet

4The study was approved by the Regional Ethical Review Board in Uppsala, and subsequently approved by the internal
review board at Statistics Sweden, which both delivered our treatment and compiled the data. The researchers were
not involved in that process. It should be noted that the pre-analysis plan was published prior to analysis of the data,
but after the treatment. The reason is that we needed to discuss available variables and detailed variable names with
Statistics Sweden before finalizing the pre-analysis plan. Statistics Sweden also needed to approve the delivery of
registry data (“sekretessprovning”) for research purposes. However, the study design was already set prior to the
treatment, in the Ethical Review Board application.

15The sampling frame was created using the latest version of The Total Population Register (RTB). Because it was the
mothers who were randomized, and not the children, parents to twins or triplets could not be assigned to both the
treatment and the control group.
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Note: The figure displays the timeline for the planning and execution of the research project.

Figure 4: Timeline of the study

informed parents about the Swedish EITC, and about how the size of this tax credit increases
with the size of an individual’s labour income. Specifically, the letter highlighted the effect of
parental leave on the household’s total tax credit, and stressed that the EITC increases rapidly
with labour income up to 135,000 SEK (16,000 USD). This was illustrated both with a graph and
with a written example showing how many months a fictitious person would need to work in
order to reach that level. The letters were individually tailored, based on the parents’ previous
tax records. The income of the fictitious person was based on the mother’s income; moreover,
if either of the parents had registered a high enough income during previous years, the couple
were also informed of the income level at which the EITC no longer increases (incomes larger
than 365,000 SEK), and in some cases where it starts decreasing (incomes larger than 615,000
SEK).'® Recipients were also informed that the leaflet was sent out as part of a project at Uppsala
University in collaboration with Statistics Sweden. The letter was signed by the researcher in
charge (name and title) and contact information was provided.

The letter was sent out by Statistics Sweden during March 2018. The timing of the letter was
chosen so as simultaneously to maximize adaptation time and to minimize information decay —
admittedly a difficult balance to strike. Since the incentives we highlighted made it particularly
profitable to work 4-5 months during 2018, this left a post-treatment period of 4-5 additional
months for possible behavioural adjustments to take effect, with enough time to change plans

for the second half of the year (following summer vacation). So much time should not have

16We did include one sentence that, in general, a family that splits the parental leave evenly receive more EITC than
a family where one parents is off work for the whole year. The reason for including this sentence is that we wanted
to include one concrete example of EITC payout and how it changes with labour income on the household level to
pinpoint that EITC is tilted toward low labour income.
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passed, on the other hand, for the information to be forgotten. The letter was directed to both
parents unless information about the biological father was missing, and sent to the home address
registered for the mother.

The treatment consisted of accurate information about the EITC. Because we want to pinpoint
the effect of providing information about this particular tax reform, we did not include any other
information about the tax system or the household economy.!” Nor did we make any normative
appeal to act in any particular way. We are solely interested, namely, in the effect of information;
we do not seek to induce parents to behave in any specific manner. This goes back to the main
motivation behind our paper, which is to address the role of information for economic behaviour.
As discussed previously, parents have several options if they wish to earn tax credit during a
year. However, we could not explicitly state all of these options, given that we needed to strike a
balance between the length of the leaflet (which was one page long) and the number of details in
the tax code. As shown by Abeler and Jager (2015) and Bhargava and Manoli (2015), people’s
ability to react to tax changes decreases with the complexity of information about the tax system;
accordingly, we needed to write the leaflet in such a way that the majority of Swedes would
be able to understand it. This meant excluding some technical definitions and tax code jargon.
Furthermore, we did not want to provide a specific road map on how to think about the matters
in question, given that we wanted the parents themselves to consider the economic incentives in
play. The exact action to be taken had to be chosen by the parents themselves.'®

We cannot know to what extent the parents engaged with the actual information. In other
words, the persons in question were not all necessarily compliers in terms of engaging with the
information. We had no interaction with recipients of the letter, and the whole sample frame was

in the hands of Statistics Sweden.!” We chose this strategy because we wanted to focus solely

17There are two reasons for our focus on the EITC. The first is that the tax reform is relatively unknown, which is a
prerequisite for any information experiment with accurate information. The second is that the incentives we inform
about are quantifiable, which means that we can relate them to the size of the incentives.

18Persons employed at a workplace with a collective agreement often have a top-up from their employer, so that the
parental leave provides 90 per cent of their earlier wage, rather than 80 per cent. This is not true for all workers in
Sweden, however. Furthermore, the rules for the top-up vary as between agreements, and may depend on how long
one has worked at a particular workplace. The information letter was not individually tailored to take this into account,
since we did not have data on whether a person had received a top-up. It should be noted, however, that a person
does get an EITC on this small top-up, since it is paid out by the employer, and that such top-ups are included in our
measure of earned income.

19Some individuals e-mailed or telephoned the researcher in charge, given that contact information was provided in the
information leaflet.
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on information, and to avoid giving any sense of direct engagement with us or with Statistics
Sweden. Such engagement could result in social desirability bias, which we wanted to avoid.
Naturally, furthermore, we could not monitor social interactions between the treatment group
and the control group.

Our design rests on the assumption that our information letter has not affected labour supply
in the control group. However, it is theoretically possible that some individuals in the treatment
group discussed the content of the letter with persons in the control group. For example, parents
on parental leave could have met each other in connection with various activities (like the
so-called open preschools which parents and their child may have attended). It is important
to note, however, that both the treatment group and the control group corresponded to minor
fractions of the population (approximately 0.7 per cent each). Interaction between individuals in
the two groups was therefore quite unlikely, and the risk was small that the treatment would

result in any general public discussion.

6 Data and empirical specification

The data we have used come from two main registers maintained by Statistics Sweden: the Total
Population Register (RTB), and the Integrated Database for Labour Market Research (LISA).
These include information on parental leave, income, occupation, and education for both parents,
as well as on the birth month of the child. The full set of variables can be found in Table 1.

To reduce residual variation in the dependent variables, thereby increasing the precision
of our estimates, we include a number of control variables in the models. The birth month
and gender of the child is included in all specifications below. Parental characteristics — more
specifically years of education, potential income, year of birth, employment status in 2017, and

previous parental leave — are entered in slightly different ways for the different models.

6.1 Model specifications

The preregistered models for evaluating the four main hypotheses are outlined as follows. In
all cases, robust standard errors are used (cluster-robust for the first hypothesis), and one-tailed

hypothesis tests are performed. We chose a one-tailed test, because this is how our hypotheses
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Description Years

Anonymous personal ID -
Marker for reused ID -
Anonymous ID of biological children -
Treatment indicator -
Year and month of birth (children) -
Year of birth (everyone) -

Days with parental allowance 20002013
Days with parental allowance 2014-2018
Earned income 2000-2018
Biological sex (binary) -
Municipality of residence 2017-2018
Occupation 2017-2018
Year for info about occupation 2017-2018
Occ. congruence with Nov. work 2017-2018
Employment status 2017-2018
Labour market status 2017-2018
Industry of workplace 2017-2018
Employees at workplace 2017-2018
Highest level of education 2017
Source for education 2018
Year when edu. was finished 2018
Wage income 2018
Per cent of full-time 2018
Monthly wage 2018
Monthly wage excl. “rorliga tillagg” 2018
Enumeration factor 2018

Note: The table lists the variables in our data set and indicates the
year for which each variable is available.

Table 1: Variables used

were formulated. We had planned in our pre-analysis plan to conduct multiple comparison
corrections using the free step-down resampling method described in Westfall and Young (1993),
but we found this to be superfluous when we obtained our unadjusted p-values. Controlling the
rate of false positives is only necessary when there are positives.

The first hypothesis states that the treatment will increase labour supply on the extensive
margin for both parents. To define extensive labour supply E;, we use data on employment
status to see whether the person was employed at all during 2018. This variable can take on the
values Employed, Not employed but with taxable income, and Not employed and no taxable

income. We have defined being employed as the categories Employed and Not employed but
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with taxable income (the latter means one has had labour income previously during the year),
and not being employed as the category Not employed and no taxable income. Regressing E; on
the treatment indicator as well as a control gives us the following model, where H; implies that

B1>0:

Et = o+ B1 x Tj + Bxi + €4 (1)

For this model, standard errors are clustered at the household level.

The second hypothesis states that receiving the letter will increase the intensive labour supply
of the mother. To test this, we define intensive labour supply as annual labour income 1;.2° We
then regress I; for 2018 on the treatment indicator as well as a vector of controls, limiting the

sample to mothers:

It =+ B1 x T+ Bxi + € 2)

where 1 denotes the individual and j denotes the couple. In this model, H; implies that 3; > 0.

The third hypothesis is that the treatment will make parental leave take-up more equally
distributed within couples. To get as accurate a measure of staying at home as possible, we
define parental leave days as all days not financed with labour income, rather than as registered
reported days of parental leave.?! This, however, requires us to get a measure of days financed
with labour income, D;. We define D; as labour income I; as a proportion of potential labour
income [}, multiplied by 365 to give the number of days at work, with the restriction that it must
not exceed 365 minus the number of days of registered parental leave P;. To calculate potential
labour income, we use the highest relative income during the preceding three years multiplied
by the average income for 2018, in order to compensate for general wage growth. If this yields a
figure lower than working 75 per cent time on minimum wage (i.e.,180,000), we use the latter

figure instead. This yields the following definition of extensive labour supply:

20In connection with footnote 12 regarding top-ups from employers due to a collective agreement, it bears noting that a
top-up of this kind (from 80 per cent to 90 per cent of the earlier wage) also counts as earned income, since it is paid
out by the employer.

210ur reason for not simply choosing registered reported days is that it is fairly common to stay at home for longer than
the allotted parental leave days, without compensation.
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Finally, we regress the absolute within-pair difference in days financed by labour income —i.e.,

\D]M — D}E | — on the treatment indicator and a vector of controls, where Hy implies that 31 < 0:

|D;\A—D}:|:O(+[51XTJ'+[3X1+€1. 5)

The fourth hypothesis states that the joint labour supply will be increased by the treatment. Here
we set joint labour supply to the sum of the two, such that [; = I)M + I}E. We then regress I; on

the treatment indicator and controls, where Hs implies that 3 > 0:

I = a4 1 x Tj + Bxi + € (6)

It should be noted that our four outcome variables can all be manipulated without actual changes
in the labour supply. For example, people can increase their earned income and thus their EITC
by substituting days of paid parental leave with vacation days; and those who are self-employed
can decide to increase their own salary without putting in more work. If our experiment causes
such behaviour, it will be picked up in our empirical analysis, given that we observe the total
effect. While such behaviour would be interesting to study; it is not possible for us to separate it

from actual changes in labour supply (i.e. being at work).

7 Main results

We now look at how parents’ labour supply was affected by our information letter. We begin
with a balance check, before presenting the outcome in relation to our four hypotheses. We then
conduct a more open-ended analysis with a focus on possible bunching behaviour.

If the treatment assignment is truly random, the treatment group and the control group are,
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Variable Control Treat Dif p

Variables related to the child
Female 0.49 0.48 —0.00 0.47

Variables related to the mother

Years of education 13.08 13.08 —0.00 0.97
Potential income (thousands)  280.93 280.65 —0.28 0.78
Year of birth 1986.23 1986.24 0.01 0.78
Employed 2017 0.81 0.82 0.00 0.79
Previous parental leave 128.97 128.73 —0.24 0.84
Missing prev. par. leave 0.49 0.49 0.00 0.65
Variables related to the father

Years of education 12.68 12.65 —0.03 0.11
Potential income (thousands)  408.68 410.13 1.45 0.43
Year of birth 1983.22 1983.28 0.06 0.19
Employed 2017 0.92 0.92 0.00 0.92
Previous parental leave 29.08 29.76 0.69  0.12
Missing prev. par. leave 0.50 0.50 0.00 0.93

Note: The table displays a balance test of the covariates included. The p-values indicate that
there are no statistically significant differences between the treatment and the control group.

Table 2: Balance tests

in expectation, identical with regard to everything not affected by the treatment. To evaluate the
treatment assignment, we have compared the mean values for all binary and continuous variables
in the control vector. These results are presented in Table 2. As it turns out, all differences between
the treatment group and the control group are small, and none are statistically significant at the
95 per cent level. In other words, this analysis does not raise any concerns about the treatment
assignment, and we can move on to analysing how the treatment affected parents’ labour
supply.?

The results of our preregistered analyses for all of the four main hypotheses can be found in
Table 3. From left to right, we see the estimated effect of the letter on (i) the parents’ employment
rate, (ii) the mother’s earned income, (iii) the parents’ joint earned income, and (iv) the absolute

difference in days at home between the two parents.

22Qur main preregistered analysis adjusts for these background factors; in the appendix, however, we also report models
without these adjustments. The results here are in line with our main results; as can be expected, however, they are
estimated less precisely. It should also be mentioned that we have conducted balance tests not mentioned in the
pre-analysis plan. These tests revealed two statistically significant differences: parents in the treatment group were
more likely to have a child born in June and less likely to have a child born in January.
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1) 2) ©) (4)

Treatment —0.19 —870.87 —1124.60 0.27
(0.14) (585.28) (873.61) (0.78)
Units of analysis ~ Parents Mothers Couples Couples
Outcome Employed Income  Jointincome Dif. in days
Mean 84 85,055 393,844 193
Observations 143,925 74,439 74,689 68,926
Adjusted R2 0.491 0.575 0.845 0.194

Note: Main results for our four pre-registered hypotheses. From left to right, the outcomes are (i)
an indicator for being employed, (ii) the mother’s earned income, (iii) the parents’ joint earned
income, and (iv) the absolute difference in days at home between the two parents. Robust
standard errors in parentheses (cluster-robust for the first hypothesis). The estimated treatment
effects are close to zero for all tested hypotheses.

Table 3: Pre-registered hypotheses

A brief but conclusive summary is that we see a rather precisely estimated zero effect in each
case. All of the hypotheses, in other words, should be considered falsified. None of the estimates
are statistically significant; point estimates are practically trivial; and all of the coefficients have
the wrong sign relative to those in our hypotheses. This means labour supply is actually lower
among those receiving the information letter (although, again, the estimated coefficients are not
statistically significant). In terms of precision, even the upper bounds of the confidence intervals
correspond to trivial effect sizes. For example, the letter is estimated to have reduced the earned
income among mothers, as reported in model two, by approximately 900 SEK annually. If we
calculate a 95 per cent confidence interval around this estimate, the letter could at most have
increased earned income by 300 SEK. Compare this to the average income of 85,000 SEK in the
sample. This means our point estimate corresponds to a fall of 1 per cent, and according to the
confidence interval we can rule out increases larger than 0.4 per cent. This point estimate is also
close to the figure for joint labour supply, at a fall of approximately 1100 SEK annually. The
point estimate for model four, meanwhile, corresponds to an increase of less than half a day in
within-pair differences in parental leave. In all respects, this is a zero effect.

We have also investigated heterogeneous treatment effects with regard to our four hypotheses
and to subgroups in the data. The results are presented in Figure A2 in the appendix. These are
also null findings, all in all, although the confidence intervals are wider due to the smaller size of

the sample for each subgroup.
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To rule out the possibility that major behavioural adjustments in this group have already
taken place, we also report an analysis of changes in our outcome measures potentially resulting
from the introduction of the EITC. While the construction of the EITC is such that a robust causal
analysis is impossible, large behavioural effects should be visible when we compare those who
became parents at the time of its introduction with those who had become parents the year
before. These tests, reported in the appendix, reveal no clear evidence for such behavioural
adjustments. It is important to point out that this evaluation only concerns the group facing the
particular — and unusually opaque — configuration of incentives investigated here; it does not

necessarily generalize to behavioural responses to the EITC in general.

8 Supplementary analysis: Bunching

As mentioned in our pre-analysis plan, we have also conducted a more exploratory analysis
of the possible treatment effects, in which we compare the density of the treatment group and
the control group over the range of possible incomes. This analysis allows us to detect other
effects than those set out in our pre-specified hypotheses, and it can also yield more detailed
information about such things as where in the income distribution changes in labour supply take
place. However, the exploratory nature of this analysis also carries an increased risk of getting
false positives: with an indefinite number of comparisons to be made, the probability increases
dramatically that sampling variability will give rise to large differences between the two groups.
It is therefore important to treat this analysis as exploratory, as well as to interpret all results
against what we should expect based on economic theory and the information in our letter.?3
We have done this separately for mothers and fathers, and the results are presented in Figure 5.
We have marked the thresholds at 135,000 (solid) and 365,000 (dashed) using vertical lines, and
the largest area above or below zero using a grey background. Figure 5a a shows the estimated
density difference for mothers. Here we see a peak just before the 135,000 threshold, indicating
that mothers in the treatment group were more likely to end up with an earned income in this

interval, compared to mothers in the control group. This is interesting, seeing this is the threshold

2In the pre-analysis plan we mention a number of potential exploratory analyses in addition to the carefully specified
hypotheses. However, as was also foreseen in the pre-analysis plan, we have adjusted the set of supplementary
analyses in response to our main null results. For example, in this section we have integrated the vizualization that was
described in the first part of the pre-analysis plan with a discussion about bunching, which was mentioned at the end.
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Figure 5: Differences in density

Note: The graphs display the difference in density between the treatment group and the control group. The left graph
shows the results for mothers; the right graph shows them for fathers. The density is estimated with a Gaussian kernel
function.

we emphasized in the letter, in which we pointed out that the EITC increases rapidly up to this
point. The corresponding difference for fathers is shown in Figure 5b. Here two small peaks
close to the thresholds can perhaps be discerned, but the largest area is negative and is found
between those peaks.

The main question is how large these density differences are. The shaded areas in Figure 5
correspond to 0.5 and 0.6 per cent of the entire treatment group, respectively, or to 2.0 and 1.5
per cent of the individuals in the control group located at the same interval. One way to present
these differences is in an overlapping histogram, as we do in Figure 6. Expressing effect sizes in
words is difficult, but we believe most people would agree these effects are very small.* All in

all, we conclude, there is no clear evidence of any significant bunching.?>

2How likely is it, then, that the small differences described above correspond to causal effects of the treatment? On
the one hand, bunching close to the 135,000 threshold is exactly what we can expect to see if female recipients try to
optimize. Moreover, such optimization is dependent on detailed knowledge about the tax system, which most subjects
did not have before receiving our letter. On the other hand, the effect is barely statistically significant, and only in a
naive sense: the probability of getting a difference this large at this point in the income distribution will be small if the
treatment has no effect (simulations assuming a zero effect provide us with a p-value of 0.058 for the difference at the
fifth bar being of at least this size). But the probability of obtaining a difference this size at some place in the income
distribution is rather large, and focusing on differences where they appear prominently increases the risk for Type
I errors. Related, a Kolmogorov—Smirnov test, which uses the largest observed difference in the cumulative density
functions as its test statistic, cannot reject the null-hypothesis that the samples are drawn from the same distribution.
Moreover, the increased density in the treatment group comes from a smaller density at higher incomes, which is not
what we would have expected.

BIn the appendix, we present a similar histogram for those who are self-employed. Because they tend to have more
control over their declared labour income, we would expect the bunching to be more pronounced in this group, similar
to what Bastani and Selin (2014) find. The results in the appendix indicate that this may be the case, although our
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Figure 6: Distribution of labour income
Note: The graphs show the distribution for labour income among those employed. The graph to the left corresponds to

mothers, the graph to the right to fathers. The control group is coloured in red, the treatment group in blue. The bars are
purple for overlapping bars. Note that the scale of the y-axis is different in the two subfigures.

However, even if the bunching-peaks are small and economically insignificant, they con-
tribute to our assessment of the main results. If we find no differences at all over the entire
distribution, concerns can perhaps be raised whether something went wrong with the exper-
iment: e.g., the recipients did not read the letter, there was an error in the delivered data, etc.
However, if the only effect we find is bunching around the 135,000 threshold, we may conclude
that it dominates the hypothesized effects, at least for the subset of people who changed their
behaviour in response to the information letter; and we may be more inclined to reconsider our

hypotheses than the way in which the experiment was implemented.

9 Discussion and conclusion

Our empirical analysis shows that the effect of receiving a letter with personalized information
about the EITC is zero across the board. The high power of this experiment, together with
point estimates in the opposite direction of our hypotheses, allows us to rule out anything but
negligible effects: receiving the letter may, at most, have increased the employment rate by 0.08
percentage points, or the couple’s joint income by 600 SEK (0.15 per cent) per year. This holds

despite the fact that the economic incentives are large and parents have multiple options for

sample of self-employed is too small to say anything for sure.
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acquiring tax credit from labour income.

So why did this information experiment not affect any of the measures we set out to explore?
Granted, most parents would answer that they have other priorities than maximizing their net
income, and that they do what is best for their child regardless of how it affects their economic
situation. It may be they believe it would be bad for the human capital development of their
child to prepone the start of preschool. It may also be they value their own time with their child
so much that they are unwilling to reduce it. Such arguments, however, are unconvincing for
explaining our findings, because there are many different ways to increase one’s labour income,
and not all of them require parents to sacrifice time with their child. We estimate the total effect
with regard to labour income in our empirical analysis, and we would pick up such behavioural
responses if they were present.?® Furthermore, putting a heavy stress on one objective (spending
time with one’s child) does not require an individual to ignore other aims. After all, most parents
in our study do end their parental leave during the year under study — presumably to earn
income, which we interpret as meaning that the point in time where the expected marginal
utility from labour exceeds the marginal utility of parental leave falls within this year. Under the
assumption of a continuous utility function, this point would be reached earlier during the year if
parents were aware of how the EITC affects their incentives for acquiring labour income. Having
dismissed this account of parents’ behaviour, we think there are three possible explanations for
our zero findings. We discuss each one in some detail.

The first explanation is that there were problems with how we conducted the experiment.
Was the timing wrong, so that the letter was sent out too late, allowing too little time to adapt?
Or, on the contrary, was the letter sent out too early, leaving enough time for the recipients simply
to forget about the information given? While both of these explanations doubtless have some
leverage, we think it unlikely that either is strong enough to explain the precisely estimated zero
effects. As discussed previously, we chose the timing (March) strategically — roughly two to
three months before the summer holidays (generally taken between June and August), allowing
that amount of time for parents to discuss the post-holiday parental leave with each other and

with employers. The response time permitted between the letter and an actual adjustment is

26Tn theory, the information on the EITC could even be used to decrease the time spent at work, if that is what the parents
desire. We have referred here, for example, to the planning of vacation days. Strategic behaviour of this kind requires
some effort, and the information treatment could perhaps been seen as a nudge to do the necessary planning.
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therefore roughly half a year (March-September); or slightly less in the maximum effect scenario,
which involves going from zero work during the year to the optimal 4-5 months. At the same
time, the time frame needed for recipients to react to the information is substantially shorter,
since in most cases they will need to discuss these adjustments before the summer. Whether
this time frame (March-May) is still long enough to render the letter “inert” can be debated,
and we have no strong priors on what to expect in that regard. Given the incentives involved,
however, we would argue that a two- to three-month period for (re-)negotiation of the parental
leave distribution is not too long.

Is it wrong to assume that recipients even read (or, if they did, understood) the contents of
the letter? We think it is unlikely that many people would discard a letter sent from a national
authority (Statistics Sweden) without even opening it, especially in a country like Sweden, where
trust in public institutions is very high by international standards. In a similar study, Engstrém
et al. (2019) estimated positive treatment effects in an information experiment where the leaflet
was mailed out by the Swedish Pension Agency. Whether or not the respondents understood the
information we sent them is hard to know; however, we made sure to include concrete examples
with ballpark figures derived from the recipients” own previous income, in order to make the
matter as transparent as possible. It is worth noting that similar information interventions have
shown fairly large effects earlier (e.g., Liebman and Luttmer 2015; Kostol and Myhre 2021),
which indicates that this type of information is probably not too hard to understand. One
possibility would have been for us to include a number of questions at the end of the information
letter, and to ask the individuals to mail it back. That would have furnished us with a lower
bound regarding how many parents actually read and understood the letter. On the other hand,
answering a survey would also introduce a sense of engagement with the researcher, and our
goal was to stick with neutral information about the tax system, in order to avoid introducing
effects that might be attributable to other factors than the reduction of information frictions (such
as social desirability bias induced by a desire to be seen as conforming to social norms regarding
the equal sharing of parenting duties).?”

The second explanation is that parents were already sufficiently well-informed — even in the

Z7Such a survey would also cost a lot of money, given that Statistics Sweden would need to compile the answers. This
was not possible, for monetary and practical reasons.
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absence of the leaflet — about the incentives arising from the interface between the EITC and
parental insurance. This would imply the additional information is superfluous, since the parents
are already at their utility-maximizing levels (minus adjustment frictions other than information
frictions) of joint labour supply. In terms of the theoretical framework presented earlier in this
paper, households would then be observing the EITC and the tax rate without any bias (i.e.,
E[e] = 0). We think this explanation strongly lacks face validity: as outlined in the background
section, it is unlikely to hold due to the complexity of the EITC’s functioning and the “invisibility”
of the tax system, and also because of existing evidence on the poor state of knowledge among
the general population about the EITC. Moreover, if a large behavioural response had already
occurred due to the introduction of the EITC, in line with our hypotheses, then we would expect
to see it in the data. Our analyses, however, turned up no such indications (see the appendix).

This leads us to the explanation we think makes the most sense, given the context: the
elasticity is simply very low for parents with infants who face the decision of how to distribute
a parental leave benefit. One way of putting this is to say that parents, at least in this specific
case, are so-called satisficers: they have arrived at a good enough solution, and they will expend
very little energy to optimize further. Such satisficing behaviour can be understood in slightly
different but not incompatible ways. It can be seen as a strategy for making decisions when
optimizing is costly, and such costs may be unusually high when all of one’s energy is focused on
taking care of a child. Or perhaps other objectives, or norms, crowd out monetary considerations
as soon as the couple has secured an income which is good enough. Put in economic terms, one
might say there is a cost associated with bringing up the topic, especially when the parents have
a shared understanding that their child comes before everything else.

In light of previous evidence on labour supply elasticity, our results may seem somewhat
paradoxical, inasmuch as several existing studies argue that such elasticity is in fact fairly high,
especially among mothers (e.g., Eissa and Liebman 1996; Meyer and Rosenbaum 2001). Our
results are however in line with later studies claiming to show that this phenomenon is an artefact
of such things as other changes in welfare benefits that coincide in time (Kleven 2019). Pace
Kleven (2019), however, the null results in our case probably cannot be considered a consequence
of information friction. Comparing our results with those found by Kostol and Myhre (2021), on

the other hand, may reveal the difference between labour supply responses in different types
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of compensation system. Whereas disability insurance is often a long-term benefit, parental
leave by its nature is limited to a fixed and shorter period, the expectation being that the person
in question will return to his/her main source of income. This may increase the likelihood
of satisficing behaviour: the immediate incentives are large, yet parents may be less likely to

optimize in response to what they perceive as a “temporary” situation.
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Appendix to “Filling in the Blanks: How Does Information

about the Swedish EITC Affect Labour Supply?”

Par Nyman, Linuz Aggeborn and Rafael Ahlskog

To test the robustness of our results and facilitate our interpretation of the same, we have
conducted a number of analyses in addition to those presented in the main paper. In this
appendix, we present (i) results from regressions without the vector of covariates, (ii) an analysis
with the sample restricted to self-employed, (iii) an analysis of heterogeneous treatment effects,
and (iii) an analysis of possible behavioural changes prior to the experiment. At the end, we
also include an example of what the information letter looked like, together with an English
translation.

Where our empirical analysis is concerned, we have run the same regressions as in the
main paper, but without the vector of control variables. These results are shown in Table
Al. As expected, the estimated treatment effects are in the same ballpark as when they were
estimated with controls. All of the estimates are small, and none is even close to being statistically
significant.

Yet there is one difference which stands out a little bit: the coefficient of interest for the
third hypothesis has changed sign, although it remains small in substantive terms and is far
from statistically significant. This difference should not be exaggerated; however, in order
to understand the reasons behind it, we have added the control variables one at a time (not
shown here). This exercise showed that including no other covariate than the father’s potential

income is enough to move the coefficient from 812 (bivariate) to —918 (fairly close to the main

A-1



1) 2) ©) (4)

Treatment —0.14 —441.28 811.97 —0.35
(021)  (896.92)  (2201.61) (0.87)
Units of analysis ~ Parents Mothers Couples Couples
Outcome Employed Income  Jointincome Dif. in days
Mean 84 85,055 393,844 193
Observations 143,925 74,439 74,689 68,926
Adjusted R2 -0.000 -0.000 -0.000 -0.000

Note: This table displays the results for our four pre-registered hypotheses, but without the
vector of covariates. From left to right, the outcomes are (i) an indicator for being employed,
(ii) the mother’s earned income, (iii) the parents’ joint earned income, and (iv) the absolute
difference in days at home between the two parents. Robust standard errors in parentheses
(cluster-robust for the first hypothesis).

Table Al: Main analysis without covariates

specification). This in turn is explained by a small number of fathers in the treatment group
who had a very large income before the experiment was conducted. In our view, controlling for
this imbalance is the reasonable thing to do. More importantly, however, the effect we estimate
should be interpreted as close to zero, regardless of model specification and the resulting sign of
the coefficient.

Second, in accordance with the pre-analysis plan, we have also run our models on a sample
restricted to those who are self-employed. These individuals tend to have more control over their
income. Partly because they can decide for themselves how much they want to work, and partly
because they, to a varying degree, can adjust their labour income without adjusting their amount
of work. Since our experiment could have affected whether a person is counted as self-employed
or not, we use a measure from 2017.

The regression results for the self-employed are presented in Table A2. The first thing that
stands out is the small number of observations. Only a few per cent of our sample are self-
employed, and as we can see from the standard errors, restricting the analysis to this sub-sample
severely affects our precision. We should therefore be careful when interpreting the estimated
treatment effects of the letter. For most of the outcomes, the coefficients are also relatively similar
to the main results, suggesting that labour supply among the self-employed was unaffected by
the experiment. With that said, there is one effect which deserves extra attention. According to

the estimate in the second column, the information letter caused self-employed mothers to on
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1) 2) (3) (4)

Treatment 0.02 —7448.39 —2191.09 3.58
(0.49)  (4597.51) (7039.71) (4.55)
Units of analysis ~ Parents Mothers Couples Couples
Outcome Employed Income Joint income  Dif. in days
Mean 95 119,869 434,889 166
Observations 7411 2,205 2,210 2,040
Adjusted R2 0.022 0.463 0.886 0.100

Note: This table displays the results for our four pre-registered hypotheses, but estimated on
a sample restricted to the self-employed. From left to right, the outcomes are (i) an indicator
for being employed, (ii) the mother’s earned income, (iii) the parents’ joint earned income, and
(iv) the absolute difference in days at home between the two parents. Robust standard errors in

parentheses (cluster-robust for the first hypothesis).

Table A2: Main analysis with sample restricted to the self-employed

average reduce their earned income with approximately 7500 SEK. However, the standard error
is large and the effect is not statistically significant (p = 0.105).

To better understand this possible effect, we have created a similar overlapping histogram as
in Figure 6a, but this time with the sample restricted to the self-employed. Here, too, we find
indications of strategic bunching. The density in the treatment group is higher at two locations
in the income distribution: just below the 135,000 threshold, after which the marginal tax rate is
increased, and at the very small incomes represented by the first bar.

It is impossible to say whether these differences are caused by a behavioural response to the
information letter, or by chance alone. On the one hand, the probability of obtaining differences
this large by sampling errors alone is small (p < 0.01), and at least the bunching below 135,000
would be a rational response to the letter. On the other hand, the probability of finding at
least one false positive increases with the number of tests, and therefore also small p-values
are inconclusive — especially for sub-group analyses that were only vaguely described in the
pre-analysis plan. Even if it was the letter that resulted in these differences, the effect would
still be of minor economic importance. However, it would speak in favour of our preferred
interpretation of the null results: the letter was read and understood, but people chose not to
adjust their labour supply in the ways we had hypothesized.

Third, we have also estimated our main models on a number of other sub-samples of our

data, in order to analyse whether the treatment effects differ in a systematic way across groups.
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Figure Al: Distribution of labour income among self-employed mothers

Note: The figure shows the distribution for labour income among self-employed mothers. The control group is coloured
in red, the treatment group in blue. The bars are purple for overlapping bars.

These results are summarized in Figure A2. The sub-figures a-d correspond to hypotheses 1-4;
and each dot shows an estimated treatment effect within a specific sub-sample, together with the
surrounding confidence interval.

The first sub-samples are defined by when the child was born. These groups differ with
respect to how old their child is when they receive the letter, as well how much the parents
earn during 2018 (the earlier the child was born, the sooner will the parents get back to work).
The next set of sub-samples are based on the parents’ level of education (higher or lower than
average), because we expect people with a long education to be better equipped at understanding
and acting on the information in our letter. We then create sub-samples defined by the parents’
potential income (higher or lower than average) as well as the mother’s share of the couple’s

total potential income (less than 40 per cent, between 40 and 60 per cent or more than 60 per
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(a) H1:

Parents” employment

(b) H2: Mother’s income
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Figure A2: Differences in density

Note: The figures display the estimated treatment effect when the analysis is limited to a specific sub-sample, using the
same model specification as in the main paper. These sub-samples are based on when the child was born (June-Sep,
Aug-Nov, Oct-Jan), the parents’ level of education (above or below average), the parents’ potential income (above or
below average), and their labour market status in 2017 (for the last two hypotheses, we use the mother’s status).

cent), because their respective wages affect their economic incentives in general as well as the
incentives we informed about in the letter. Lastly, we also compare those who were employed
2017 with those who were not, because we believe that it is easier to quickly adjust your labour
income if you have a job.

In short, we find no major differences between groups, and there is no sub-sample for which
any of our hypotheses is supported. Of the 52 estimated coefficients, only two are statistically
significant at the 95 per cent level, and they have the wrong sign relative to that hypothesized:

the experiment is estimated to have reduced the joint income of couples where the mother lacks
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employment and/or has a low level of education. However, the differences between these
effects and the ones in the reference group (employed and high education) are not statistically
significant. Additionally, and most importantly, the expected number of false positives with 52
tests is 2-3, given a significance threshold of 95 per cent.

Fourth, as we discussed in the concluding section of the main paper, one possible explanation
for the small treatment effects may be that people had sufficient knowledge about the EITC and
had already adapted their behaviour in response to the reform. That is not the explanation we
believe in, mainly because we strongly doubt people are so well-informed. It is difficult, however,
to rule out this explanation altogether, absent a robust estimate of the adjustments following the
introduction of the EITC.

Unfortunately, as others have pointed out, the way that the Swedish EITC was implemented
makes it impossible to estimate its causal effects rigorously. Nevertheless, looking for such
effects in the data is helpful for interpreting the results: if there actually were strong effects, that
would constitute a strong argument against our interpretation of the null results in our main
analyses. The following cursory analysis proceeds on the assumption that if the reform gave rise
to substantial behavioural responses, we should be able to detect them simply by comparing the
situation before and after the EITC was implemented.

In Figure A3, we show how our four outcomes developed between 2002 and 2011: i.e., within
a five-year window around when the EITC was implemented (the decision was taken in late
2006, and incomes started being affected in 2007, as illustrated by the vertical dashed line). For
each year, the sample consists of parents with the same amount of time between giving birth
and the outcome year used in our experiment. If we look carefully at these graphs, we find it is
only for the first hypothesis (employment) that we see a change in behaviour in line with the
incentives generated by the EITC. Mothers’ income increased more slowly than before (A3b),
while fathers’ incomes increased faster than they did before the reform (not shown directly, but
this can be inferred by comparing A3c with A3b, and it is also behind the plateau in A3d). As
for the employment rate, a closer examination shows the rise in it cannot be attributed to the
implementation of the EITC. According to the Swedish labour force statistics, the rapid rise in the
employment rate began already during the summer of 2006, well before the right-wing alliance

won the election.
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(a) H1: Parents” employment (b) H2: Mother’s income
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Figure A3: Outcomes before and after the EITC introduction

Note: The figures display our four outcomes — measured during the five years before and after the EITC was introduced -
for parents with a child born between June of the preceding year and January in the outcome year.

The main problem with making inferences from observational data like these, of course, is
that there are so many other things happening that also affect the outcomes of interest. This is
not, unfortunately, something that we can solve. One way to alleviate the problem, however,
may be to find a comparison group that has many features in common with the sample we
presented above, but which is less affected by the EITC. We have therefore chosen to complement
the picture presented above with a comparison between the mothers in that sample and those
who had given birth one year earlier. The latter tended to have much larger labour incomes,
simply because they had plenty of time to return to work. Their marginal EITC, and thus their

incentive to increase their labour income, therefore tended to be much smaller.
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(a) H1: Parents’ employment
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(b) H2: Mother’s income

|
|
|
|
|
|
|
|
|
|
|
|
|
. £
|
|
|
|
|
|
|
|
|
|
I

2005 2008 2011

Experiment window = ———-—- Previous year

(d) H4. Dif. in parental leave

2002

2005 2008 2011

Experiment window = ———-—- Previous year

Figure A4: Outcomes before and after the EITC introduction

Note: The figures display our four outcomes, measured during the five years before and after the EITC was introduced.
The solid line represents parents with a child born between June of the preceding year (t — 1) and January in the outcome
year (t). The dashed line represents parents with a child born one year earlier (between June, in t — 2, to January, in
t—1).

The results are presented in Figure A4. In Ada—c, we see that both employment and income
for both parents move rather precisely in parallel, regardless of cohort. Differences in parental
leave trend downward for both groups, as shown in A4d, consistent with the general time trend.
The trend is stronger for the earlier cohort, however — contrary to what we would observe if
the introduction of the EITC had already had this effect prior to treatment. Furthermore, this
stronger downward trend starts years before the EITC’s introduction. The overall picture appears

to be that no marked behavioural adjustments takes place at the time of the EITC’s introduction

in the demographic group (the parents of infants) under study.
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Till nyblivna féraldrar

Har ni funderat pa hur férdelningen av foraldraledigheten paverkar
hur stort jobbskatteavdrag ni far? Det handlar faktiskt om ganska stora
summor. | ett projekt vid Uppsala universitet informerar vi nyblivna
foraldrar om hur hushallskassan paverkas av att en person ar ledig fran
arbetet under ett helt kalenderar.

| Sverige far alla som arbetar ett jobbskatteavdrag. Storleken pa
avdraget okar snabbt med arbetsinkomster som under ett kalenderar
uppgar till 135 000 kr. Med en sadan arslon far man ungeféar 15 000 kr
mer i jobbskatteavdrag jamfort med den som ar ledig hela aret. FOr en
person som tjanar 35 000 per manad ar det darfor mycket
I6onsamt att arbeta minst 4 manader under 2018.

Storleken pa jobbskatteavdraget fortsatter att 6ka med inkomsten aven
efter 135 000 kr, men da betydligt langsammare. | regel innebar det att
ett par som delar lika pa foraldraledigheten under ett kalenderar far ett
storre jobbskatteavdrag an ett par som later den ena foraldern vara
hemma hela aret.

Figuren nedan visar hur storleken pa jobbskatteavdraget varierar med
din arbetsinkomst under 2018." Det ar kanske nagonting ni vill ta
hé&nsyn till nér ni planerar hur mycket ni ska arbeta under resten av
aret?
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! Exakt hur stort jobbskatteavdrag du far beror pa dina individuella forutsattningar,
men uppskattningarna vi presenterar stammer relativt val for alla under 65 ar.



Translation of letter

To new parents

Have you thought about how your distribution of parental leave affects how large your tax
credit is? It actually involves rather large sums. In a project at Uppsala University, we are inform-

ing new parents how their pocketbook is affected when one of them is off work over a whole year.

Everyone who works gets a tax credit in Sweden. The size of the credit increases quickly for
labour incomes lower than 135,000 SEK per year. At that annual salary, you will get about 15,000
SEK more in tax credit than will someone who is off work all year. For a person who earns at
least 35,000 per month, therefore, it will be highly profitable to work for at least 4 months during
2018.

The size of the tax credit keeps increasing with incomes above 135,000 SEK, but much more
slowly. Generally this means that a couple who split their parental leave equally during a
calendar year will receive a tax credit larger than that received by a couple where one of the

parents stays at home the whole year.

The figure below shows how the size of the tax credit varies with your labour income during
2018.! Perhaps this is something you will want to take into account when planning how much to

work the rest of the year?

1. The exact size of your tax credit will be influenced by your individual circumstances, but the estimate we present here

is relatively accurate for everyone below the age of 65.
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