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Introduction

Trends in OECD countries
* Increasing life expectancy and decreasing fertility
* Need for redesigning the pension system

Policy:
* Increase participation rates of older workers - i.e.
* Reduce incentives for early retirement and increase statutory retirement age

This paper analyzes how public pension eligibility affects spousal labor supply

* We investigate how this effect changes with an increase of the statutory retirement age
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Household retirement decision

We know that there are three (main) channels that drive household retirement decision:

* Financial incentives: Henretta & O’Rand (1983), Blau & Gilleskie (2006), Van der Klaauw & Wolpin
(2008)

* Leisure complementarity: Hurd (1990), Coile (2004), Schirle (2008), Michaud & Vermeulen (2011),
Lalive & Parrotta (2017)

e Behavioral channels: Eismann, Henkens & Kalmijn (2019), Behaghel & Blau (2012)
What we don’t know:

* How does a higher pension age impact spousal labor supply?

What we do:

* Exploit the stepwise increase of the Dutch pension eligibility age to find an answer to the above questions



Institutional Framework

* The Netherlands have a standard three pillar pension system

e Asof 2013, the first pillar pension eligibility age increased

Pension eligibility age (in years) Birth Cohort (dd-mm-yyyy)

65 <01-01-1949

65+ 1/12 As of 01-01-1948 up to 01-12-1948
65 +2/12 As of 01-12-1948 up to 01-11-1949
65 +3/12 As of 01-11-1949 up to 01-10-1950
65 +6/12 As of 01-10-1950 up to 01-07-1951
=

2017 65 +9/12 As of 01-07-1951 up to 01-04-1952



Institutional Framework (C'd)

AOW toeslag / Partner pension: prior 01-01-2015 the younger partner could receive partner pension
when the older spouse reached the pension eligibility age
* Doove, ter Haar, Schalken & Span (2019)

“VUT” / early retirement: Eligibility for early retirement program may affect spousal labor supply
* Bloemen, Hochguertel, & Zweerink (2019)

1st pillar pension: accrual = 2% per year— Immigrants may not be entitled to full pension
benefits

Substitution pathways via other welfare programs into early retirement were reduced



Descriptive statistics

e CBS Microdata: Gbahuishoudensbus, Spolisbus, Inpatab, and Gbapersoontab

» Data on monthly earnings for employees, immigrant status (1st / 2nd generation), and the presence of
children in the household

e Exclude self-employed workers
* Focus on heterosexual couples that are not in the same pension cohort

e Exclude couples with oldest partner born before 01-01-1950
* No problems with early retirement schemes
* No problems with partner pension as financial incentive

# full—time days
# job days
» Set part-time factor equal to zero in case an individual does not work (i.e. retires)

e Define part-time factor as



Descriptive statistics C’'d: male oldest person

Male = old / pension age male 65+3 65+6 65+9
2014 3715 3889 4035
(0.50) {0.60) (0.70)
2015 3656 3844 4028
(0.32) (0.53) (0.63)
Mean male income (€} 2016 2213 3780 3950
(Part-time factor) (0.08) (0.35) (0.56)
2017 1849 2166 3775
(0.06) {0.08) (0.36)
2018 1641 1837 2228
(0.05) (0.07) (0.09)
2014 1907 1960 1970
(0.29) (0.32) (0.35)
2015 1964 2017 2024
(0.26) (0.29) (0.32)
Mean female income (€) 2016 1998 2045 2061
(Part-time factor) (0.22) {0.286) (0.30)
2017 2012 2055 2090
(0.18) (0.22) (0.27)
2018 2029 2056 2096
(0.15) (0.18) (0.23)
Mean age difference 3.84 3.82 3.85
(age male — age female)
% female immigrant 1st 6.5 6.8 6.7
% male immigrant 1st 6.4 6.1 5.8
Households 21,148 20,224 19,665




Descriptive Statistics C'd: fe

male oldest person

Female = old / pension age female 65+3 65+6 65+9
2014 4282 4242 4247
{0.60) (0.65) (0.71)
2015 4352 4261 4293
(0.53) (0.59) (0.66)
Mean male income (€) 2016 4396 4266 4296
(Part-time factor) (0.44) {0.53) (0.60)
2017 4200 4135 4205
(0.32) (0.43) (0.53)
2018 3890 3829 4166
(0.24) (0.33) {0.43)
2014 1833 1927 1950
(0.34) (0.4) (0.46)
2015 1877 1931 1953
(0.22) (0.34) {0.41)
Mean female income (£) 2016 1429 1976 1938
(Part-time factor) (0.04) (0.22) (0.36)
2017 1326 1259 1974
{0.03) (0.04) {0.23)
2018 1191 1139 1297
(0.02) (0.03) (0.04)
Mean age difference 2.77 2.67 2.69
(age female — age male)
% female immigrant 1st 9.6 9.9 8.4
% male immigrant 1st 6.2 6.0 6.0
Households 2663 2526 2473
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Graphical evidence

e Check first how workers react to own pension eligibility



Graphical evidence: male reaction to own
pension eligibility
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Graphical evidence: female reaction to own

pension eligibility

Net female labor force participation with female retirement age 65+6
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Graphical evidence

* Check first how workers react to own pension eligibilityv’

* Plot the monthly net labor force participation of the youngest spouse

* Select oldest spouse based on their pension cohort
* Plot average net labor force participation (ANLFP) prior and after oldest spouse reaches the pension

eligibility age

* The pattern does not differ much when we plot the part-time factor instead of ANLFP



Graphical evidence: female labor supply and
male pension eligibility
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Graphical evidence: male labor supply and
female pension eligibility

Net male labor force participation with female retirement age 65+6
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Estimation method

* We estimate a double regression discontinuity design:
QY =a+ BRY + B,R° + ﬁg(AgeO — Age(Ro)) + ,84(Age3’ — Age(Ry))

+Bs(Age®-Age(R%)) = R° + B¢(Age? — Age(RY)) *RY + B, X + €

o (QV: dummy measuring labor supply of the youngest (y) partner
s a: constant

« RO: pension eligibility dummy of oldest spouse in a given month
 (Age® — Age(R°): age difference between pension age and current age
 (Age° — Age(R°) = R: interaction term

* Variables with superscript y have the same interpretation as above
e X: control variables: 15t / 2"d generation immigrant, year dummies, and kids dummy

* €. error term

* Run this regression for each cohort separately



Estimation Results: spousal labor supply

Pension cohort (1)
Male = old / Female = young
R® R¥
R® =65+3 %o-point -1 1FEE -17.5%**
(0.1) (0.4)
%-change -4, 5%** -58.9%**
(0.6) (4.1)
N =21148
R =65+6 %o-point L -17.6%*
(0.1) (0.5)
%-change -3.5%** -61.5%**
(0.5) (2.6)
N =20224
R® =65+9 %o-point -0.5F** -14, 8%+
(0.2) (0.7)
%-change -2,9%** -47.0%*
(0.5) (2.4)
N =19 665

Clustered standard errors at the household level between parentheses



Estimation Results: spousal labor supply

Pension cohort

(1)

(2)

Male = old / Female = young

Female = old / Male = young

R° RY R® RY
R =65+3 %o-point -1, 1F** -17.5%*F* -0.7 -28.83%**
(0.1) (0.4) (0.5) (1.1)
%-change 4,5%* 58.9%*= 1.7 70.2%**
(0.6) (4.1) (1.2) (6.5)
N =21148 N = 2 663
R =65+6 %o-point -1.0%** -17.6%*F* -2.2%F= -2B8.3%**
(0.1) (0.5) (0.5) (1.2)
%-change -3, 5FF* -61.5F** -4 G -5B.5%**
(0.5) (2.6) (1.0) (4.0)
N = 20224 N = 2526
R =65+9 %o-point -0, gFF* -14,8%*=* -2.0%*F=* -18.5%**
(0.2) (0.7) (0.5) (1.6)
%-change -2,9FF* A7 O -4, 0F*F* -37.2%**
(0.5) (2.4) (1.1) (3.3)
N = 19 665 N = 2473

Clustered standard errors at the household level between parentheses
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Estimation results: part-time factor

Pension cohort (1) (2)
Male = old/ Female = young Female = old / Male = young
R® RY R® R¥
R®=65+73 Yo-point -0.6%** -9, 3%** -0.8% -27.3%%*
(0.1) (0.3) (0.4) (1.0)
%-change o -76.2%%* -2.4 -81.25%**
(0.8) (6.0) (1.3) (7.9)
N =21148 N=2663
R°=65+6 Yo-point -0.5%** -5.0%** -1.8%%* -27.3%%*
(0.1) (0.3) (0.4) (1.0)
%-change -3.8%** -07.7%** -4, 6%** -69.5%**
(0.72) (3.9) (1.1) (4.7)
N=20224 N = 2526
R°=65+9 Yo-point -0.5%** ST -2.0%** -19.5%%*
(0.1) (0.5) (0.5) (1.2)
%-change -3.0%** -43.0%** L -45.8%**
(0.6) (2.8) (1.1) (3.3)
N = 19 665 N= 2473

20



Leisure complementarity

younger spouse reacts to older spouse pension eligibility

* Leisure complementarity: , —
P y older spouse reacts to own pension eligibility

e Numerator: Slide 19

* Denominator: Use same regression from slide 17 BUT
* Replace dependent variable with labor supply oldest spouse

* [, fluctuates between —26.7 to —27.8 (—28.8 to —29.8) when
male (female) is oldest spouse

Male = old / female = young Female = old / male = young
R® = 65+3 0.042%** 0.024

(0.005) (0.016)
R° = 65+6 0.035%** 0.076%**

(0.005) (0.017)
R° = g5+5 0.034*** 0.071*%**

(0.005) (0.018)




Conclusion

* Pension eligibility negatively affects spousal labor supply of younger spouse
e Results hold regardless of gender of the oldest spouse
e Results fairly constant regardless of pension eligibility age

* Result could be explained via financial incentives, leisure complementarity, and social norms
* Leisure complementarity declined over time
* Pension eligibility age as social norm faded over time

* Potentially interesting for sustainability of public finances
* Second order effect via labor-income taxation of younger spouse



