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Abstract

We develop a method for estimating the effect of a kinked or notched budget set on workers’ em-
ployment decisions, and we use it to estimate the impact of the Social Security Old-Age and Survivors
Insurance (OASI) Annual Earnings Test (AET). The AET reduces OASI claimants’ current OASI bene-
fits in proportion to their earnings in excess of an exempt amount. Using a Regression Kink Design and
Social Security Administration data, we document that the discontinuous change in the benefit reduc-
tion rate at the exempt amount causes a corresponding change in the slope of the employment rate. We
develop conditions in a general setting under which we can use such patterns to estimate the elasticity of
the employment rate with respect to the effective average net-of-tax rate. Our resulting point estimate
for the AET indicates an elasticity of at least 0.49, suggesting that the AET reduces employment by

more than one percentage point in the group we study.
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1 Introduction

Non-linear price schedules are common across a wide variety of economic applications, including labor supply
(e.g. Hausman, 1981), electricity demand (e.g. Ito, 2014), and retirement savings (e.g. Bernheim et al.,
2015). Taxes and government transfers in particular often create kink points, which are discontinuous changes
in the marginal incentive to earn or work more, or notches, which are discrete changes in the level of net
income as a function of earnings. For example, many means-tested government transfer programs reduce
or eliminate transfer benefits as income rises above threshold levels, and the individual income tax in many
countries generates a piecewise linear budget set with kinks at each point at which the marginal tax rate
(MTR) jumps. Previous literature has developed methods for explicitly using kink points or notches in the
effective tax schedule to estimate responses at the intensive margin, the choice of earnings or hours worked
conditional on working (e.g. Burtless and Hausman, 1978; Hausman, 1981; Saez, 2010; Chetty et al., 2011;
Kleven and Waseem, 2013; see the review in Kleven, 2016). However, tax and transfer policies affect not
only intensive margin responses, but also responses at the extensive margin, the choice of whether or not
to be employed (Cogan, 1981; Saez, 2002; Eissa et al., 2008). More generally, the effects of incentives on
earnings and the employment rate are both key questions across several fields in economics.

In this paper, we develop a method for estimating the effects of budget sets with kinks or notches on
workers’ extensive margin decisions. Our method relies on clear patterns in data: under the conditions we
specify, a kink in a budget set leads to a kink in the employment rate, and a notch leads to a discontinuous
change in the level of the employment rate. Specifically, suppose individuals face fixed costs of employment
such as commuting costs (Cogan, 1981), and consider the probability of employment as a function of the
desired earnings individuals would choose if employed. If the individual faces a linear budget set, this function
should presumably be smooth (continuously differentiable), as illustrated in the dashed line in Figure 1A.
Now consider a budget set with a convex kink at which the effective marginal tax rate discontinuously rises.
Figure 2A shows that in this case the slope of the average net-of-tax rate (ANTR) decreases discontinuously
at the kink point. The ANTR is defined as the fraction of an individual’s income that the individual keeps
net of taxes and benefit reduction when earning a positive amount rather than earning zero, reflecting
the individual’s incentive to be employed.! In this environment, we show that there should robustly be a
discontinuous decrease at the kink point in the slope of the probability of employment among individuals
who are constrained from making small, intensive margin adjustments. This is illustrated in the solid line
in Figure 1A. Intuitively, these intensive margin frictions prevent individuals from locating at the kink even
if they might otherwise like to do so under the kinked budget constraint, driving them to non-employment
instead and fueling a discontinuous decrease in the slope of employment.?

Thus, observing such a change in slope represents a novel type of evidence that a kinked budget set has

an extensive margin effect. Our assumptions are therefore testable, as this change in slope should arise if

!Formally, for a tax schedule T'(z), we define the ANTR as ANTR=1— [T (z) — T (0)] /z, where z is pre-tax earnings.
20ur method also applies at non-convex kinks: the slope of the employment rate discontinuously increases for those constrained
from adjusting away from non-convex kinks.



individuals face fixed costs of employment as well as intensive margin frictions. This prediction does not
rely on parametric assumptions on the utility function, nor on assuming a representative agent; indeed the
distribution of employment responses in the population, as well as other distributional assumptions, are left
unrestricted. Using a Regression Kink Design (RKD), we can estimate the change in slope of the employment
rate (Nielsen et al., 2010; Card et al., 2015), which reflects average extensive margin effects for those near
the budget set kink.

The elasticity of participation with respect to the ANTR can be expressed as a function of the change
in the slope of the employment rate at the kink, as well as other observable moments in the data. All
else equal, the larger the change in the slope of employment at the kink point, the larger the elasticity of
employment with respect to the ANTR. If some individuals do not face such frictions and some do, then we
estimate a lower bound on the average elasticity among both of these two groups without making parametric
or distributional assumptions. We suggest that this method for estimating (a lower bound on) extensive
margin elasticities is valid without such assumptions not only in the case of employment (i.e. a corner
solution in leisure demand), but also in the case of demand for other commodities in the presence of fixed
costs of extensive margin decisions as well as intensive margin frictions.

Parallel logic implies that in the presence of such a friction, a notch in the budget set leads to a discon-
tinuous change in the level of employment as a function of the desired earnings individuals would choose
if employed. This is illustrated by the solid line in Figure 1B. Again, this prediction is non-parametrically
valid within the model we specify and does not rely on assuming a representative agent. The magnitude of
the discontinuity can be estimated using a Regression Discontinuity Design (RDD). The elasticity of partic-
ipation can again be expressed as a function of the magnitude of the discontinuity as well as other estimable
parameters, and we suggest this method is also generalizable to demand for other commodities.

One collection of prior literature explicitly uses kinked or notched budget sets to estimate intensive
margin responses, while abstracting from the extensive margin that we study (e.g. Burtless and Hausman,
1978; Hausman, 1981; Saez, 2010; Chetty et al., 2011; Kleven and Waseem, 2013; Kleven, 2016). Previous
literature on the effect of the marginal incentives to be employed on extensive margin employment decisions,
including the literature based on non-linear budget sets, has generally imposed parametric restrictions to
generate labor supply estimates (Manski, 2014), or has not explicitly related causal responses to the budget
constraint (Blundell and MaCurdy, 1999). For example, prior literature contains estimates of extensive
margin responses to employment incentives under the distributional assumptions in Tobit or discrete choice
models (McDonald and Moffitt, 1980; Moffitt, 1983; Hoynes, 1996; Keane and Moffitt, 1998; Blundell and
Shephard, 2012; see the surveys in Keane, 2011, or Saez et al., 2012). Similarly, Alpert and Powell (2014)
develop a method that can be used when capital and labor income are both observed under certain restrictions
on functional forms. Other papers have performed program evaluations of such effects using randomized
experiments (e.g. Bitler et al., 2006) or other techniques such as difference-in-differences (e.g. Eissa and

Liebman, 1996), but with empirical models that do not explicitly take into account how the data relate



to the budget constraint (Blundell and MaCurdy, 1999). For example, such papers do not model intensive
margin responses to kinks or notches jointly with extensive margin responses. We specify the conditions
under which our method can be used, and our model allows us to be explicit about the about the population
and parameter that our elasticity refers to.

Two recent papers have investigated the effects of a notch on extensive margin decisions in very different
contexts than ours. Kleven et al. (2014) explore the effect of a kink on migration using differences-in-
differences methods, and Kopczuk and Munroe (2015) show that a housing tax notch creates “unraveling” of
productive matches within a bargaining model for the particular housing context. Our work develops methods
applicable in the context of a general budget set kink or notch, with an application to the employment
decision.?

None of these existing methods applies the RKD or RDD design in the novel context of explicitly using
kinks or notches in budget sets to estimate extensive margin labor supply or earnings responses.? Thus, a
key feature of our method is that its central predictions can be transparently confirmed in a simple graph of
the data showing whether the slope or level of the employment rate changes discontinuously at the kink. Our
method explicitly focuses on discontinuities in the data to drive the results. As our empirical method is valid
under a different set of assumptions than alternative methods for estimating extensive margin responses, we
see our method as complementary to other approaches.

Substantively, we apply our method for kinks to show that extensive margin responses are important in
the context of the Social Security Old-Age and Survivors Insurance (OASI) Annual Earnings Test (AET).
Although we focus on the AET, we also explain how our method can be used in other contexts, and we show
empirically that in a broader sample of ages—not just older Americans subject to the AET—conditions
hold that allow our method to be used. The AET reduces OASI claimants’ current OASI benefits as a
proportion of earnings in excess of an exempt amount. For example, for OASI claimants aged 62 to the year
of attaining the Normal Retirement Age (NRA) of 66 in 2018, current OASI benefits are reduced by one
dollar for every additional two dollars earned above $17,040. This could reduce OASI claimants’ incentives
for additional work. Reductions in current benefits due to the AET sometimes lead to increases in later
benefits; nonetheless, as we discuss, several factors may explain why individuals’ earnings still respond to
the AET.

The AET is a natural context for studying the extensive margin effects of non-linear budget sets. The

AET is a significant factor affecting the income of many older Americans. The AET’s large benefit reduction

3 A small literature has developed non-parametric methods for estimating a different parameter, or in a substantially different context.
Blomquist et al. (2015) non-parametrically estimate the effect of a non-linear budget set on expected labor income, without separating
the intensive and extensive margin responses that are necessary for welfare evaluation. In a welfare program creating kinks and notches,
as well as under-reporting of income, welfare stigma, and hassle costs of welfare work requirements, Kline and Tartari (2016) develop
non-parametric bounds on labor supply responses in the context of the particular features of their setting, whereas our paper focuses
on behavior around a general kink or notch.

YIn Austria, Manoli and Weber (2016) use an RKD to study retirement decisions relying on a Saez (2010)-type model of intensive
margin bunching in retirement at the retirement age, while Manoli and Weber (forthcoming) study bunching in retirement at notches
created by severance payments using intensive margin methods. Similarly, Card et al. (2015) and Card et al. (2016) use an RKD to
estimate the effect of unemployment benefits on unemployment, but in their context the unemployment benefit does not depend on
contemporaneous earnings and therefore does not create the kinked budget constraint studied in this paper or in other literature on
kinked budget constraints such as Hausman (1981) or Saez (2010).



rate (BRR) can lead to a large budget set kink, suggesting that the AET could have important impacts
on employment that policy-makers wish to understand. Particularly as the economy-wide employment-to-
population ratio has fallen by over four percentage points since its peak in 2000 (Aaronson et al., 2014), many
policy makers are interested in ways to affect employment rates (Abraham and Kearney, 2017), including
potential changes to the AET (Tergesen, 2016). Indeed, the AET is a leading candidate in helping to explain
the upward spike in the hazard of retirement at age 62 (Gruber and Wise 1999). The importance of the
AET is now increasing as the NRA gradually rises from 65 for those born in 1937 and earlier, to 67 for those
born in 1960 and later, exposing more OASI claimants to the AET. Even in 2003—the last year for which
we have benefits data—when the NRA was only 65.5, 538,000 beneficiaries lost fully $4.30 billion of current
total benefits to the AET.?

To estimate the employment effects of the AET, we use Social Security Administration (SSA) data on
a 25 percent random sample of the U.S. population in birth cohorts 1918 to 1923 over the years 1978 to
1987.5 These data cover 11,397,336 observations of calendar year earnings and other information on 1,424,667
individuals in our full sample. Using an RKD, we uncover a novel fact: as a function of past earnings—
which captures desired earnings as we verify—the slope of the employment rate among 63 to 64 year-olds
discontinuously decreases around the budget set kink created by the AET at the exempt amount.” We
conduct several placebo and other robustness checks to verify that we have found a true effect on earnings,
as opposed to an underlying nonlinearity in the employment rate.

A Dbaseline specification shows that the point estimate of the elasticity of employment with respect to
the ANTR is at least 0.49.% Simulations relying on these estimates show that eliminating the AET would
cause an increase in the annual employment rate at ages 63 to 64 of 1.4 percentage points in the group we
study near the kink, reflecting a 2.5 percent increase in employment. Using our extensive margin elasticity
from this paper, as well as the AET intensive margin elasticities from Gelber et al. (2013), we calculate that
earnings in the group we study decrease by 9.8 percent due to the AET. Of the total earnings reductions
due to the AET, 27.6 percent are associated with extensive margin exit decisions. Our model and results
therefore highlight both the potential importance of the AET to older workers’ earnings and employment
decisions, as well as the importance of the extensive margin responses in addition to the intensive margin
responses around the kink that are the focus of much recent literature following Saez (2010).

Our new estimates of the effect of the AET on employment relate to long lines of previous research

on the effect of Social Security and other types of pensions on retirement or employment decisions (see

°If earnings and/or employment are reduced by the AET, then this calculated reduction in benefits reflects a lower bound on the
reduction in current benefits we would hypothetically observe if earnings and employment were inert in response to the AET.

SFor our calculation of the $4.3 billion aggregate benefit reduction alone, we use the Benefits and Earnings Public Use File one
percent population sample, because this file has information on all birth cohorts until the more recent year 2003 that illustrates the
aggregate benefit reduction better after the NRA had risen above 65. We use our 25 percent random sample of administrative data
from 1978 to 1987 everywhere else because these data allow much more statistical power to perform the other estimates in the paper.

"We focus on 63 to 64 year-olds for several reasons: this group is relevant to policy, as the AET currently applies to this group but
not to those over NRA; this is the youngest group subject to the AET for which measured employment would be affected by the AET,
as we explain in detail later; and thus this is the group for which age 60 earnings represents the best proxy for desired earnings.

8For consistency with the previous literature on kink points that has focused on the effect of taxation, we sometimes use “tax” as
shorthand for “tax-and-transfer,” as in our use of the term “ANTR” to apply to the AET, while recognizing that the AET reduces
Social Security benefits and is not administered through the tax system.



the literature review in Blundell et al., 2016). With respect to the AET in particular, much of the previous
literature has focused on the policy’s intensive margin effect (e.g. Burtless and Moffitt, 1985; Friedberg, 1998;
Friedberg, 2000; Song and Manchester, 2007; Gelber et al., 2013), typically finding moderate substitution
elasticities at the intensive margin. Given the clear but moderate responses at the intensive margin, it is
arguably surprising that nearly all prior studies find little evidence of extensive margin responses. Indeed,
much of the earlier empirical literature on the AET concludes that the policy has little meaningful effect
on the labor supply of older men.” More recent work has examined the effect of the AET on employment
decisions using a difference-in-differences framework. Several of these papers find little evidence for an effect
on the employment rate (Gruber and Orszag, 2003; Song, 2004; Song and Manchester, 2007; Haider and
Loughran, 2008), while Friedberg and Webb (2009) find a significant effect in some specifications in the
Current Population Survey.!?

We interpret our evidence as showing a clear and robust impact of the AET on the annual employment
rate, in contrast to the bulk of previous literature. The combination of a large administrative dataset with
individual-level microdata (also used in various forms in Song, 2004, Song and Manchester, 2007, and Haider
and Loughran, 2008) and our novel identification strategy based on discontinuities leads to precise estimates
of sizeable elasticities. Our paper is the first that has estimated a significant impact of the AET at the
extensive margin through explicitly modeling individuals’ budget sets. However, we estimate the effect of
the AET on those locating near the exempt amount in the policy-relevant 63 to 64 year-old group to which
the AET currently applies—a younger group than those studied in the difference-in-differences literature
cited above. Thus, our results are not directly comparable to this previous literature, but provide relatively
novel estimates for a younger group.

The paper proceeds as follows. Section 2 presents our model. Section 3 describes the policy environment.
Section 4 explains our empirical strategy. Section 5 discusses the data. Section 6 presents empirical evidence

on the response to the AET and performs counterfactual simulations. Section 7 concludes.

2 Model

We model how a kink in the budget set impacts an individual’s decision of whether or not to have a positive
amount of earnings, which we refer to as the “employment” decision. In particular, we explore under what
conditions the introduction of a kink in the effective tax schedule should cause a corresponding kink in the
employment rate.!! We also explore the case of a budget set notch. Throughout, we make use of a potential

outcomes framework (Rubin, 1974).

9See Viscusi (1979), Burtless and Moffit (1985), Gustman and Steinmeier (1985, 1991), Vroman (1985), Honig and Reimers (1989),
and Leonesio (1990).

19 Examining the effects of earnings tests in other countries using difference-in-differences designs, Baker and Benjamin (1999) find a
significant effect of the Canadian earnings test on weeks worked per year but no significant effect on employment at some point during
the year, and Disney and Smith (2002) find inconclusive evidence on the impact of the U.K. earnings test on the employment rate.
French (2005) uses method of simulated moments in a lifecycle model to estimate the effects of health, wealth (including all forms of
pension wealth, not just incentives created by the the AET), and wages on labor supply and retirement; simulations based on these
estimates imply that eliminating the AET would cause individuals to retire later on average.

HTo clarify, we use “kink” in two senses—both to describe a discontinuity in the effective marginal tax rate in the budget set, and
to describe a discontinuity in the slope of an outcome variable (in our case the employment rate).



We index two potential states of the world by j € {0,1}. In state 0 individuals face a linear tax 7,
i.e. Ty (z) = 7oz, where T; (-) denotes their tax liability in state j and z denotes their pre-tax earnings.

Alternatively, in the case of a kink, in state 1 the tax schedule exhibits a change in slope at z*:

Ty(2) = ToZ, if z < 2* 1)
Toz*+T1(2—2%) ifz>2*

In the case of a notch, the tax schedule in state 0 is the same, but now, in state 1, the tax schedule
exhibits a “downward” notch at z*, where “downward” indicates an increase in the tax liability or a decrease
in transfers. As in Kleven and Waseem (2013), the notched schedule takes the form: Tj (2) = 79 - 2 +
[dT +dr - 2] - 1{z > z*}, where dT is a “pure notch,” i.e. an intercept shift in the budget set, and dr
captures a "proportional notch," i.e. a change in level and slope. In our application we interpret z as
earnings and T as a tax schedule, but an analogous model should apply to consumption of any good (or
“bad”) under a price schedule with a convex kink or downward notch.

Following much previous literature on employment responses to kinks or notches (e.g. Hausman, 1981;
Saez, 2010; Kleven and Waseem, 2013), we begin with a model in which individuals’ utility depends on
consumption and earnings, u (c, z;n), where the partial effect of an increase in z on utility is negative as it
requires effort to increase earnings, and the partial effect of an increase in ¢ on utility is positive. We assume
u(+) is a function of class C2. We do not make assumptions constraining the nature of income effects, e.g.
we do not assume that utility is quasi-linear, that leisure is a normal good, or other such assumptions. As
in Saez (2010) and much subsequent literature, we model the determination of earnings, rather than hours
worked, as earnings (but not hours worked) are observed in many administrative datasets. However, our
method can easily be adapted to apply to the determination of hours worked. Our index of “ability” is n;
the marginal rate of substitution of ¢ for z is decreasing in n at all levels of ¢ and z.'2 To simplify the
model for the time being, we begin by assuming that individuals maximize utility subject to a static budget

constraint:
Cnj = Znj — Tj (2n;) (2)
where z,,; is realized earnings for an individual with ability » in state j. At an interior solution, the first-order

condition, (1 — T} (2))uc + u, = 0, implicitly defines the earnings supply function (we suppress subscripts

here as shorthand).

2.1 Intensive Margin Responses

Given this setup, we briefly review the intensive margin effect of a kink or notch. As shown in Saez (2010),
a kinked budget set leads to a discontinuity in the earnings density at the kink due to intensive margin
responses. Assuming a smooth distribution of ability n, a range of individuals who would earn between z*

and z* + Az* in state 0 will respond in state 1 by reducing earnings to the kink at z*. This is referred to as

12 This implies a standard single-crossing property assumed in these models, which generates rank preservation in earnings, conditional
on earning a positive amount.



“bunching” at the kink. The reduction in earnings Az* of the “marginal buncher”—i.e. the buncher who
earns the most, z* + Az*, in state 0—can be related to the size of the change in the marginal tax rate at
the kink, dr = 71 — 70, in order to estimate an intensive margin elasticity (Saez, 2010).

In the case of a notched budget set, intensive margin responses are analyzed in Kleven and Waseem (2013).
Those who would earn between z*and z* + Az" in state 0 bunch at z* in state 1. In state 1, in the absence
of adjustment frictions no one will locate in the strictly dominated region above the notch. However, in the
presence of adjustment frictions, there may be “inert” individuals who remain in the dominated region rather
than bunching. In this case, the amount of bunching in combination with the share of earners remaining in

the dominated region can be used to estimate a structural intensive margin elasticity.

2.2 Extensive Margin Responses

In addition to the intensive margin response that much recent literature has focused on, individuals may also
respond at the extensive margin. In the model of a kink briefly described in Section 2.1 and exposited in
greater detail elsewhere such as Saez (2010), preferences and budget sets are convex, which restricts a small
tax change only to affect the choice between zero and infinitesimally small earnings supply (e.g. Kleven
and Kreiner, 2005). To capture the realistic pattern of potential entry to or exit from non-trivial levels of
earnings, we introduce a fixed cost of employment (Cogan, 1981; Eissa et al., 2008). Utility conditional on

working is now given by:
U (Cnj, Zngsn) = v (Cnj, ZnjiN) — qnj - 1 {zn; > 0} (3)

where j € {0,1} indexes the state of the world, and the state-specific, additively separable fixed cost of
employment, ¢,;, is drawn from a distribution with CDF G (¢|n) and pdf g (¢|n). If an agent does not
work, she receives a reservation level of utility of u (CO, 0; n) = ¥ in either state of the world.!?''* We can
interpret our framework as accommodating extensive margin frictions in the form of a fixed cost, as such
frictions could be considered part of the fixed cost of working. We often refer to the fixed cost of employment
as the fixed cost of working.

We pay special attention to whether or not the individual locates at a corner, i.e. z,; = 0. Let Z,; denote
the optimal level of earnings in state j conditional on working. This is chosen by maximizing v (¢, z;n) subject

to (2). The individual works in state j if:
V(Znj = Tj (Znj) s Znji 1) = g > 0" (4)
Our key behavioral response of interest is the extensive margin response to the presence of a kink or

notch. Here we define an individual’s type by their optimal interior earnings conditional on working in state

0, i.e. Zpo. (We will often refer to Z,o as “counterfactual” or “desired” earnings.) An isomorphism exists

B Without loss of generality, the outside option, v°, does not vary with nm or j. This is because cross-sectional and state-specific
variation in the outside option is not separately identified from the fixed cost of entry g,;. We therefore collapse all such variation into
the fixed cost of entry.

14\’\/riting the fixed cost ¢ as separable from v, as in (3) above, simplifies the exposition. Without loss of generality, this model
is equivalent to a model in which these are not separable per se, and instead we express utility simply as v (¢, z;n). Letting C?L be
consumption when not working, we can then posit a discontinuity in v (¢, z;n) at the boundary of the support of z that reflects the
fixed cost. Thus, we can define a fixed cost gn as: gn =lim __ 4 [v (c2,05n) —v (e, z,n)].



between this earnings amount and ability n, and for empirical purposes using an earnings amount is natural

to implement. The probability of working in state j conditional on type Z,g is:
Pr(zn; > 0| Zp0) = Pr (qnj < (Znj — T (Znj), Znjim) — vo| 5no) =G (qnj| n) (5)
where:

Tnj =V (Znj = Tj (Bnj) s Znj;n) — 0° (6)
is the critical value for the fixed cost of employment that leaves the agent indifferent between working
and not working. We allow the G(-) function to vary across individuals so that we have two sources of
heterogeneity: (1) preferences captured by the v(-) function pin down intensive margin heterogeneity but
also affect the extensive margin through q,,;, and (2) the unrestricted heterogeneity in the G (-) function
allows for differences in extensive margin responses independent of the v (-) function.!® We make a number of
assumptions regarding smoothness in heterogeneity. First, we assume that G (¢,;|n) is continuous. Second,
we assume that the partial derivative of G (¢, n) with respect to gnj, g (gn;|n), is continuous in ¢,; and

n. Third, we similarly assume that the partial derivative of G (gy;|n) with respect to n, 0G (gn;|n) /On, is

continuous in g,; and n. Finally, we assume that the CDF of n is continuously differentiable.

2.3 Modeling Incentives with a Kink or Notch

To demonstrate the impact of a kink or notch on the decision to work, we illustrate the extensive margin
incentives created by a kink or notch in Figure 2. Here we plot the ANTR =1 — [T (2) — T (0)] /2, as a
function of desired earnings. The ANTR measures the share of pre-tax income that is kept after taxes when
working and earning z. With a linear tax schedule, the ANTR is constant at 1 — 7. With a kinked tax
schedule, the ANTR decreases above z*, and the slope of the ANTR decreases discontinuously at z*. With
a notched schedule, the level of the ANTR discontinuously decreases at z* (and its slope changes as well).
In Figure 3 we illustrate the indifference curves governing the extensive margin decision under the alter-
native tax schedules. We model the fixed cost of working visually by allowing agents to choose a level of
earnings along the prevailing tax schedule, or to earn zero and receive a level of consumption of ¢?.'6
Panels A and B show a kinked tax schedule, while Panels C and D show a notch. In Panels A and C the
agent’s optimal level of earnings conditional on working is z*. In this case she prefers earning z* to earning
zero. Her response to the kink or notch is simply a reduction in earnings. In Panels B and D the agent
similarly has optimal earnings of z* conditional on having positive earnings. In this case the individual’s

preferences lead her to earn zero rather than earning at the kink. Next we formally explore such responses.

151f extensive margin responses were instead only driven by the value function v (+), we might generate unexpected predictions or
restrictions on the employment function. For example, if G (-) were homogeneous in our model, we would necessarily require that labor
force participation be upward sloping as a function of Z,0.

16 For the purposes of this figure, we can redefine ¢ using the following identity u (co, 03 n) =0 4 qnj-



2.4 Employment Probability with a Kink and Unconstrained Intensive Margin
Responses

In modeling the employment response to non-linear budget sets, we focus on the case of a kink because our
empirical application features a kink. We therefore begin with the kink setting, initially considering the
standard context in which individuals are free to adjust their earnings anywhere on the intensive margin.
In other words, individuals’ earnings, conditional on having positive earnings Z,;, may differ across the
two tax schedules, and earnings choices are subject to no constraints other than the budget constraint
¢ =z —T(z). Let the employment function in state 1, conditional on counterfactual, interior earnings in
state 0, be Pr (2,1 > 0| Z,0). This is the probability of having zero earnings in state 1 as a function of the
level of earnings in state 0. We have shown that Pr(z,; > 0| Z,0) = G (q,,;|n). We now explore how this

function changes as Z,o changes. In Appendix A, we prove the following result:

Proposition 1 If the individuals can freely adjust their earnings on the intensive margin, then the employ-

ment probability, as a function of earnings in state 0, will exhibit no first-order change in slope at z*:

lim dPr (an > 0| Zn(]) _ lim dPr (an > 0| 2n0) .

Zno—2z*t dZnO Zno—2*— dZnO

(7)

Figure 1A illustrates this result. The z-axis measures counterfactual earnings in state 0 conditional
on having positive earnings, i.e. Z,9. The y-axis plots an illustrative employment rate. The dashed line
represents a presumed smooth relationship between the employment rate in state 0 under a linear tax
schedule, i.e. Pr(z,0 > 0] Z,0), and earnings conditional on having positive earnings, i.e. Z,o. The dotted
line plots the employment rate in state 1 under a kinked tax schedule, Pr (2,1 > 0| Z,0), while the z-axis
continues to plot Z,o. In this case, we assume that individuals are unrestricted in their earnings choices.
We see that the employment function is unchanged at counterfactual earnings levels below z*, as the tax
schedule remains the same in the two states. Above z* we see a gradual decrease in the probability of positive
earnings in state 1 relative to state 0, due to the decrease in the ANTR (recall Figure 2A). Nonetheless, the
kink in the ANTR does not translate into a kink in the employment rate. Intuitively, the ability to adjust

on the intensive margin smoothes the first-order changes in the slope of the ANTR at z*.

2.5 Employment Probability with a Kink and Constrained Intensive Margin
Responses

Although the kink in the budget set does not lead to a kink in employment when individuals are free to
adjust to any earnings level, a kink in the employment rate arises when frictions impede intensive margin
adjustment. To illustrate the ideas as simply and transparently as possible, we begin with the case that
individuals are completely restricted from earning other amounts at the intensive margin, so that z,; = Z,0.
Individuals are still allowed to vary their extensive margin choices across the two states. Numerous papers

have found evidence for such restrictions on labor supply or earnings, for example due to constraints on



hours or earnings choices, or fixed costs of adjustment that would prevent adjustment to the kink for those
in this region (e.g. Altonji and Paxson, 1988; Dickens and Lundberg, 1993; Chetty et al., 2007; Chetty et
al., 2011; Gelber et al., 2013). Modeling and estimating frictions that could give rise to such restrictions is
the focus of other work (Gelber et al. 2013); for the purpose of this paper it is not necessary to take a stand
on what specific process gives rise to such restrictions, as the existence of such restrictions is sufficient to

generate our results. In Appendix A, we prove the following result:

Proposition 2 If individuals are not able to adjust earnings on the intensive margin, i.e. Zp1 = Zno, then
the employment probability, as a function of desired earnings conditional on employment in state 0, will

exhibit a first-order change in slope (i.e. a kink) at z*. This kink is given by:

lim dPI‘(an > 0‘ 271,0) ~ lim dPI‘(an > O| 2n0)

Zno—2z*t dgn() Zno—2z* dén()

= —dr - Ane - g (Qpea|17) (8)

where A\, = v, s the marginal utility of consumption, and q,-, n*, and Ap+ all refer to the individual for

whom Z,o = z*.

Returning to Figure 1A, the solid line depicts the relationship between counterfactual earnings in state
0 and the probability of positive earnings when a kink is present in state 1 and 2,1 = Z,9. The slope of the
employment rate now discontinuously changes at z*, where the ANTR also changes slope. We have closed
one of the channels through which individuals respond to the increase in tax liability, and thus the slope of
the employment rate decreases discontinuously at z*. Equation (8) has an intuitive interpretation: the kink
in the employment rate is proportional to d7, the size of the kink in the tax schedule; \,,~, the marginal utility
of after-tax income; and g (,,-1| n*), the density of workers who are on the margin of entering employment in
state 0. These parameters apply to the individual earning z* in state 0. Because the kink in the employment
rate we model is only detectable in the presence of frictions in intensive margin adjustment (whether due to
fixed costs or constraints on earnings), our method can therefore also provide an incidental test of whether
intensive margin frictions exist.

In Appendix B.1, we extend the model to allow for an arbitrary set of discrete earnings choices (other
than z* for the constrained types), rather than the parsimonious and transparent—but more restrictive—
assumption of this section that Z,1 = Z,0.!” We show that there is a discontinuity in the slope of the
employment rate as long as individuals who earn near z* in state 0 are constrained from making small
adjustments exactly to z* in state 1. We also demonstrate in this case that the extensive margin behavior
for those near z* is not affected by the ability to make discrete adjustments to other earnings levels, e.g. a

part-time job.

'7In fact, one can allow for some continuity in the choice set as long as, loosely speaking, individuals cannot make adjustments exactly
to 2*. See Appendix B.1 for details.
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2.6 Estimating an Extensive Margin Elasticity with a Kink

When a kink is created in the employment rate due to a kink in the budget set, we may use this behavioral
response to estimate an extensive margin elasticity 7 for a given average net-of-tax rate 1 —a = 1 —
[T (2) — T (0)] /2. Using the fact that Pr(z > 0) = G (g), we have:

_dPr(z>0) 1—-a 0q l-a
"= e pies0 Qa0

For now we maintain the assumption of Z,,; = Z,0 as in Section 2.5 and denote [ the estimated discontinuity

at z* in the slope of the employment probability. Given (8) and the fact that 9§ /0 (1 — a) = Az, we have:

% a@z*l 1—a ﬂ 1—a

— (T | - 2. 9
n g(qn 1|n )8(1 _a) PI‘(an > 0‘2.”0 = z*) o PI‘(an > O|2n0 = Z*) ( )

where n* is the extensive margin elasticity for the individual earning z* in state 0, and @ = —dr/z* is
the magnitude of the kink at z* in the slope of the ANTR, 1 — a.'® In other words, our model naturally
suggests an RKD approach to estimating the elasticity of extensive margin participation with respect to
the ANTR. Of course, although this approach yields a single elasticity, if the function g (-) is heterogeneous
across different sub-groups then the elasticity may also vary across these sub-groups. Note also that although
our approach does not allow us to estimate the extent to which the marginal utility of income \,+ and the

fixed cost distribution g (g,,«1|n*) separately contribute to n*, the extensive margin elasticity n* on its own

can allow us to perform counterfactual simulations of the implications of different tax schedules (e.g. Eissa

et al., 2008).

2.7 Interpreting the Observed Elasticity with a Kink

Thus far we have derived an expression for the extensive margin elasticity under a kink assuming that
individuals cannot adjust on the intensive margin across tax schedules (or in Appendix B.1, assuming that
individuals can make adjustments anywhere, except that those near z* in state 0 cannot make adjustments
in state 1 to z*). In fact, some individuals may be able to adjust on the intensive margin to z*. Suppose that
under a kink we observe both intensive margin bunching (described in Section 2.1) and a discontinuity at
counterfactual earnings z* in the slope of the employment rate. In this case we discuss how to interpret the
“observed” extensive margin elasticity, 7 = (B/a) (1= a)/Pr(zn > 0] 2,0 = 2*), where 3 is the estimated
kink at z* in the employment rate. Below we explore frameworks that allow for both bunching among some
individuals and a kink in the employment rate among others. We show that the observed elasticity, 7, can
be interpreted as a weak lower bound on the “structural” elasticity n*, i.e. ) < n*, where “observed” and
“structural” are used in a sense analogous to Chetty (2012). Here the “observed” elasticity refers to what
we observe due to an increase in marginal tax rates above the kink among those earning near z*, which
is in part affected by the lack of an extensive margin response among those unconstrained at the intensive

margin. The “structural” elasticity refers to the elasticity we would hypothetically observe in response to a

870 see this, note that below 2*, (1 —a) =1 — 79 and 8 (1 — a) /z = 0, while above z*, (1 —a) = 1 — (192" + 71 (2 — 2%)) /2 =
1—71 +drz*/zand 8(1 —a) /z = —dr2*/2%. When z = z*, this reduces to —dr/z*.
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change in average tax rates everywhere, among those earning near z* and including both those constrained

and those unconstrained on the intensive margin.!?

2.7.1 Model with Mixture of Types

One approach to capturing both bunching and a kink in the employment probability is to posit a model
with two types of individuals: Type A that can adjust on the intensive margin, and Type B that cannot
(e.g. Kleven and Waseem, 2013). We have shown that among Type A agents, the employment function has
a continuous slope. Among Type B agents, the slope is discontinuous at z*. Let 75 = Pr(B| 2,0 = 2*) be

the probability of being Type B conditional on having earnings at z* in state 0. It follows that:
lim dPr (zn1 > 0| Zn0) ~ lim dPr(zp1 > 0| Z0)

Zno—z*t dzno Zno—2* " dZno

= —mp - d7 - gp (qp1| ) (10)

where gp () is the pdf of fixed costs among Type B agents. In this sense, our estimate of the extensive
margin elasticity is attenuated by a factor 77 and can therefore be considered a weak lower bound on the
elasticity among Type B agents with state 0 earnings z*. Among Type A agents who earn above z* in
state 0, there may also be a response to the kink that increases gradually above z* as in Figure 1A, but our
method only picks up responses among Type B agents. Nonetheless, the observed elasticity is a lower bound

on the elasticity among all of those earning z* in state 1:

A_ﬁ 1—a
= Pr(zp1 > 0] 2,0 = 27%)

=T Np<Ta-Nat+Tp - Np=1" (11)

In principle it would be possible to use the observed elasticity 7), together with an estimate of the
fraction constrained 7%, to estimate the structural elasticity among constrained agents, nj = 7/75;. However,
estimating 7} requires more restrictive assumptions, including assuming that types A and B have the same
distribution of ¢ and n, as we explain in Appendix B.2. Our observed elasticity remains of interest regardless
of the underlying proportion of agents displaying different types of behavior, both in the sense that policy-
makers are interested in the raw employment effects of changing policy parameters like the average tax rate,

and in the sense that it reflects a lower bound on the structural elasticity.
2.7.2 Model with a Fixed Cost of Intensive Margin Adjustment

In an alternative model of intensive margin frictions, individuals face a fixed cost of adjusting earnings on the
intensive margin in response to variation in the tax schedule (see Gelber et al., 2013, for a detailed exposition
of this model). Such frictions could reflect a variety of factors, including lack of knowledge of a tax regime,
the cost of negotiating a new contract with an employer, or the time and financial cost of job search. With
a fixed intensive margin adjustment cost individuals will only adjust if the utility gain of intensive margin
adjustment exceeds the fixed cost. Recall that for individuals earning z,0 < z* there is no change in the tax
schedule from state 0 to state 1, and therefore Z,; = Z,9. Gelber et al. (2013) show that due to the fixed
cost of intensive margin adjustment individuals with Z,q > z* for whom Z,,( is sufficiently close to z* will

also prefer to keep earnings fixed across the two tax schedules, i.e. Z,1 = Z,0. The reason is that the utility

19 Although we use the term “structural elasticity,” the extensive margin elasticity depends on the number of individuals who are just

indifferent between working and not working—i.e. g (g|n*)—which varies depending on the employment level.
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gain from adjusting on the intensive margin converges to zero as Z,o approaches z*: the optimal level of
earnings is z* in state 1 for this group. In this case, in a close enough neighborhood around z*, individuals
behave as in Section 2.5, and our results from Section 2.5 follow. In other words, a fixed cost of intensive
margin adjustment can rationalize the assumption that some individuals do not adjust to z* in state 1, and

it follows that the observed elasticity reflects the structural elasticity.?°

2.8 Extensive Margin Response to a Notch

Our method can be extended to the case of a notch. As in the case of a kink, we first explore the setting in
which individuals are free to adjust earnings on the intensive margin. We then contrast this with a setting
with frictions on the intensive margin, as documented in Kleven and Waseem (2013). In Appendix A we

prove the following:

Proposition 3 If individuals can freely adjust their earnings on the intensive margin, then the employment
probability, as a function of earnings in state 0, will be continuous at z*:

lim PI"(an > O| 2710) = lim Pr (an > 0| Zno) . (12)

Zno—z*t Zno—2*~

Furthermore, the employment probability, as a function of earnings in state 0, will exhibit no first-order

change in slope at z*:

P Z P Z
lim d I‘(an > 0|zn0) _ lim d I‘(an > 0|Zn0)

Zno—z* T dZno Zno—2* " dZno

(13)

This is illustrated in the dotted line in Figure 1B. Its slope is continuous at z*.

Proposition 4 If individuals are not able to adjust earnings on the intensive margin, i.e. Z, 1 = Zn0, then
the employment probability, as a function of desired earnings in state 0, will exhibit o first-order change in
levels (i.e. a discontinuity) at z*. This discontinuity is given by:

Hm  Pr(z, >0|Z00) — lim  Pr(zn1 > 0[Z,0) =G (G,

Zno—2z* T Zno—z* "

n*) - G((?n*()

n*) (14)

where the critical earnings levels are defined as Gp-o = v (2* — Tp (2*),2%;n%) =00 and g1y = v (2* = T} (%), 2%;n*) =
v(z* =Ty (2*) —dT —dr - 2*,2*;n*) and T} (2*) = lim,_, -+ T (2). Moreover, using a first-order approxi-
mation for the G (-) and v (-), we have:

lim Pr(zp >0[Z50)— lUm  Pr(z, >0]Z2,0)~ —[dl +d7-2"] - Apx - g (Gn=o| n") (15)

Zpo—2z*t Zno—2*—
where Ap= = v, s the marginal utility of consumption, and qjm, Tpe0, N, and A~ all refer to the individual

for whom Z,g = z*.

This is illustrated in the solid line in Figure 1B. This line shows a discontinuity in the level of employment

at z*.

201f there is heterogeneity in the fixed cost of intensive margin adjustment, then as long as the fixed cost is strictly positive i.e.
¢ > 0 for all ¢ — then the above still holds in a neighborhood near z*.
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In the case of intensive margin frictions, the employment probability also features a discontinuity in slope,
due to the discontinuity in the ANTR shown in Figure 2b. The magnitude of this change in slope depends
on the functional form of the utility function and the distribution of fixed costs. As an example, in Appendix
A we provide a result after imposing some restrictions on both functions.

Compared to the case of a kink in the tax schedule, we continue to predict continuity in the level and slope
of the employment probability as a function of counterfactual earnings when intensive margin adjustment is
possible. However, once we introduce frictions on the intensive margin, the employment probability exhibits
a discontinuity in both levels and slope. This suggests using a Regression Discontinuity Design (RDD)
to recover our parameter of interest non-parametrically using the discontinuity in levels. If we estimate a
discontinuity D in the employment probability at z*, we can use this to recover a discrete version of the

extensive margin elasticity:

N APr(z>0) 1-a G (Gn~o

n*) 1—a D 1—a

n*) =G (gt '
A(l—a) Pr(z>0) A(l—a) Pr(z>0) —[dT/z*+dr] Pr(zn >0|Z,0=2%)
(16)

As in the case of a kink, with a notch and both constrained and unconstrained types, the observed elasticity
will reflect an attenuated version of the structural elasticity. This is governed by an analogous set of formulas

to (10) and (11) in the case of a kink.

3 Policy Environment

3.1 Annual Earnings Test (AET) Rules

We apply the kink framework from the prior section in the context of estimating responses to the kink
created by the AET. Social Security Old-Age and Survivors Insurance (OASI) provides annuity income to
older Americans and to survivors of deceased workers. Individuals with sufficient years of eligible earnings
can claim OASI benefits through their own work history as early as age 62, the Early Entitlement Age (EEA).
They can claim full benefits once they reach the Normal Retirement Age (NRA), which is 65 for individuals
in our sample. The AET reduces current OASI benefits in proportion to earnings above an exempt amount.
For example, consider a 63-year-old earning $23,040 in 2018, receiving $1,000 in monthly benefits, and facing
a $17,040 exempt amount. Her annual benefits would be reduced by $3,000 = ($23,040 — $17,040) x 50%,
equal to 3 months of benefits. For those whose age is at the NRA and over, the real exempt amount is
substantially higher than for those below the NRA. Over the years we study, 1978 to 1987, the exempt
amount for those under NRA ranged from $9,787 to $11,517, while the exempt amount for those NRA and
over was on average around $3,600 higher than the amount for those under NRA. The exempt amount by
year and age range is shown in Appendix Figure 1. For those under the NRA but above the EEA—the main
group that our empirical work studies—the benefit reduction rate (BRR) was 50 percent throughout the
period we study, 1978 to 1987. During our period, the AET applied to earnings from ages 62 to 71 during
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1978 to 1982, and from ages 62 to 69 during 1983 to 1987.

During the period we study, the AET rules for married couples imply that the couple’s total benefit is
reduced at the rate of one dollar for every two dollars that each spouse’s individual current earnings exceed
the exempt amount applying to each spouse. How this occurs depends on how benefits are claimed. If each
spouse is a primary OASI beneficiary, then the AET reduces each spouse’s separate benefit by the BRR
multiplied by that spouse’s individual current earnings in excess of the exempt amount. If one spouse is
a primary beneficiary and the other is a secondary or dual-entitled beneficiary, the couple’s total benefits
are reduced by the BRR multiplied by the primary beneficiary’s current individual earnings in excess of the
exempt amount, and further reduced by the BRR multiplied by the secondary or dual beneficiary’s current
individual earnings in excess of the exempt amount. In either case, the relevant amount for applying the
AET is each individual’s current annual earnings, which we observe in our data.

When current OASI benefits are lost to the AET, future scheduled benefits may be increased in some
circumstances. This is sometimes referred to as “benefit enhancement.” For beneficiaries below the NRA in
particular, the benefit enhancement, known as the “actuarial adjustment,” raises future benefits whenever
a claimant earns over the AET exempt amount.?! Future benefits are raised by 0.55 percent per month of
benefits withheld for the first three years of AET assessment. Returning to the example above, consider
the 63-year-old receiving $1,000 in monthly benefits due to the AET. Upon reaching the NRA, her monthly
benefits would increase by around $16.50 = 0.0055 x 3 x $1,000. On average, this adjustment is roughly
actuarially fair when considering the timing of claiming OASI (Diamond and Gruber, 1999).

3.2 Applying the Model in our Policy Setting

Our theoretical model for kinks in Section 2 generally applies to any context with a kinked budget set,
and it is specifically applicable in the case of the kink the AET creates at the exempt amount. Following
previous literature (e.g. Friedberg, 1998; Friedberg, 2000), we model the AET as creating a positive implicit
MTR for some individuals above the exempt amount, consistent with the empirical finding in this previous
literature that some individuals bunch at the exempt amount. The MTR we assume is the BRR associated
with the reduction in the family’s total benefits (as described above), as is appropriate in a unitary model
of family labor supply (Becker, 1976). Thus, we interpret our results within this model as the effect of the
AET applying to a given spouse’s earnings (but potentially reducing both spouses’ combined current OASI
benefits at the BRR) on that spouse’s employment.

Even after taking benefit enhancement into account, there are a number of reasons that the AET could
create a positive implicit MTR, and therefore affect earnings and employment decisions. Those whose
expected lifespan is shorter than average should expect to collect OASI benefits for less time than average,
implying that the AET is financially punitive. Liquidity-constrained individuals or those who discount

faster than average may also reduce work in response to the AET. Finally, many individuals also may not

21Social Security Administration (2012); Gruber and Orzag (2003). Gelber et al. (2013) show that there is no evidence of a bunching
response to the upward notch created by this aspect of the policy.
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understand the AET benefit enhancement or other aspects of OASI (Honig and Reimers, 1989; Liebman
and Luttmer, 2015; Brown et al., 2013). Indeed, the earnings test is widely viewed as a pure tax. Most
popular guides highlight the Earnings Test but do not note the subsequent adjustment in benefits (Gruber
and Orszag, 2003). During the period that we study, the popular guide Your Income Tax (J.K. Lasser
Institute, 1987), for example, warned readers that if “you are under age 70, Social Security benefits are
reduced by earned income,” but did not mention benefit adjustment. This is consistent with survey evidence
showing that most older adults understand that the AET reduces current benefits but do not know that later
benefits may be affected (Brown and Perron, 2011). We follow most previous work and do not distinguish
among the potential reasons for a response to the AET, though Gelber et al. (2013) explore some of these
potential mechanisms.??

Our policy setting has a number of specific features that can be incorporated into the method for es-
timating elasticities using kinks in Section 2. First, individuals are subject to the AET only when they
choose to claim OASI; this mirrors other transfer programs that must be claimed to receive benefits. In
Appendix B.4 we extend our model to show under mild assumptions that when claiming can respond jointly
with working, the kink in the probability of earning a positive amount will be less negative than in the case
in which claiming is exogenous. Nonetheless, we can recover the elasticity among those claiming OASI by
dividing the observed elasticity by the probability of claiming at z*. In the most general case in which we
relax these mild assumptions, we can still obtain a lower bound on this employment elasticity by subtracting
the kink in claiming from the kink in the employment probability. This is one of several reasons discussed
over the course of the paper that we may estimate a lower bound on the structural elasticity.

Second, in Section 2 we examined a static setting in which individuals only consider the current period’s
budget set and incentives. In a dynamic setting we may observe individuals serially facing a linear tax
(corresponding to state 0), followed temporally by a tax that creates a convex kink (corresponding to state
1); indeed this is the case in our empirical application, in which individuals are not subject to the AET
initially and become subject later. In such a dynamic setting with two or more periods, our static framework
will hold only in a model with borrowing constraints, myopia, or no income effects. In Appendix B.3 we
present a fully dynamic, multi-period model with a joint decision over saving and earnings, and we show
that under a set of empirically relevant assumptions our results for kinks still hold: if intensive margin
frictions exist, a change in the slope of the employment rate occurs at the budget set kink, and we can
still recover the elasticity using (9). This appendix also discusses the interpretation of the parameter our
elasticity represents, depending on whether the tax change is anticipated or unanticipated. If agents act as if
they do not anticipate the change in an initial period—consistent with our empirical findings in this sample

as well as the results in Gelber et al. (2013) and Gelber et al. (2016)—then we can interpret the results as

220Qur framework provides certain secondary contributions relative to existing theoretical treatments of the AET (Blinder et al., 1980;
Burkhauser and Turner, 1978; Vroman, 1985; Burtless and Moffitt, 1985; Gustman and Steinmeier, 1985; Honig and Reimers, 1989;
Gustman and Steinmeier, 1991; Friedberg, 1998). First, we focus on the AET’s extensive margin effects; in many cases, existing models
focus on the AET’s intensive margin incentives. Note, however, that Vroman (1979) and Friedberg and Webb (2009) describe informally
how constraints on labor supply could lead the AET to have extensive margin effects. Second, and more important, we introduce a
new methodology that exploits the sharp changes in incentives around the AET exempt amount to estimate extensive margin effects.
We do not model shifts from the formal labor market to “off-the-books” employment as discussed in Christensen (1990).
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reflecting the impact of an unanticipated change in policy. Third, after presenting a basic dynamic model in
Appendix B.3, we extend this model to tailor it to our particular policy setting by showing that our method
still applies when reductions in current benefits due to the AET can lead to increases in later benefits, as

under benefit enhancement.

4  Empirical Strategy

Our empirical strategy is tailored to our empirical context, involving the kink in the budget set created by
the AET. Our model indicates that to estimate the extensive margin effect of the kink, we should seek to
estimate the change in the slope of employment at the kink, which can be accomplished with an RKD. We
therefore focus on the empirical implementation of our method for kinks using an RKD. In the context of a
budget set notch, it would be possible to estimate the discontinuity in the level of the employment probability
in (14) using an RDD (see the survey in Lee and Lemieux, 2010), in which case parallel implementation

considerations would arise to those discussed below.

4.1 Regression Kink Design

Recent work on RKDs shows that under certain conditions, a change in the slope of the treatment intensity
can be used to identify local treatment effects by comparing the relative magnitudes of the kink in the
treatment variable and the induced kink in the outcome variable (Nielsen et al., 2010). Under smoothness
assumptions that parallel the smoothness assumptions of our model, the estimates can be interpreted as a
treatment-on-the-treated or “local average response” parameter (Card et al., 2015).

In our context, the treatment intensity is the effective ANTR for individual ¢ at time ¢, ANTR;;, and
the primary outcome variable is the probability of positive earnings after becoming subject to the AET,
Pr(L;; = 1), where L;; is a dummy for positive earnings (and where Pr(L;; = 1) in the empirical model
corresponds to Pr (z,1 > 0) in the theoretical model). The ANTR;; is a function of earnings conditional on
working, which we take as desired earnings on a linear budget set Z;o; (corresponding to 2, in the model in
Section 2 above). Consistent with Figure 2, the AET creates a discontinuity at the exempt amount in the
slope of the ANTR as a function of Z;o;. In this case, we can estimate the causal effect of the AET on the
employment rate by estimating the change at the exempt amount in the slope of the employment rate as a
function of Z;p, in comparison to the change at the exempt amount in the slope of the ANTR. Specifically,

using the RKD we can estimate the marginal effect of the ANTR on the employment probability as:

BPr( Litzl‘gi()t) _ lim 8Pr(Lit:1|£im)

OPr(L;y =1) ozt OZior Zior— 2"~ Ozior (17)
OANTR;: |- _..  lim 2ANTRw(Ziot) _ iy — QANTRi(Zior)
o R0E=2 S0t 0Z;ot s - 0Z;ot
i0t % 2i0t— %

That is, the marginal effect we can estimate is the change at the exempt amount in the slope of the employ-
ment probability as a function of desired earnings, divided by the change at the exempt amount in the slope
of the ANTR as a function of desired earnings.

The numerator of (17) can be estimated by relating Pr (L;; = 1) to desired earnings:
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Pr (th = 1) = 2(2 (ZZ‘Ot - Z;)J +D- Zﬁj (22‘0,5 - Zr)j + oy + Eit (18)
j=0 j=0

where D = 1{Z;0+ > 2/} is an indicator for being above the exempt amount, the p, are time fixed effects,
€+ is an error term, and S is the change in the slope of Pr(L;; = 1) at the exempt amount. We calculate
Pr(L; = 1) at the individual level by averaging an indicator for employment over a range of ages, specifically
ages 63 and 64 in our main specification. We retain the ¢ subscript to allow for the fact that in different
specifications we may investigate employment over different time periods. This RKD yields a non-parametric
estimate of the effect, because asymptotically the estimator uses only data arbitrarily close to the exempt
amount and is unbiased without any functional form restriction on the underlying function to be estimated
(Card et al., 2015). Our model in Section 2 makes no specific functional form assumptions, and expression
(9) for the elasticity only relies on expectations and partial derivatives, all of which can be estimated non-
parametrically. Similarly, in the case of a budget set notch, an RDD would yield estimates that are non-
parametrically valid (Lee and Lemieux 2010).

Identification of the effect of the AET on employment relies on two key assumptions (Card et al., 2015).
First, in the neighborhood of the exempt amount there is no discontinuity in the slope of age 63 to 64
employment that occurs for reasons unrelated to the AET. For example, beneficiaries’ earnings could in
principle be affected by other public programs, or by their human capital or work experience as manifested
in their hourly wage. Married beneficiaries’ earnings could also be affected by their spouses’ effective MTRs.
We follow Saez (2010) and subsequent literature studying the effects of public programs in assuming that
these factors jointly would have a smooth effect on earnings in the neighborhood of z*.2 Second, conditional
on unobservables, the distribution of the assignment variable, Z;o, is smooth (i.e. the p.d.f. is continuously
differentiable) in this neighborhood. These assumptions may not hold if we observe sorting in relation to
the exempt amount, as indicated by a discontinuous change at the exempt amount in the slope or level of

the density of the assignment variable, or in the distribution of predetermined covariates.

4.2 Measuring the ANTR

We would like to measure the ANTR in period ¢ (i.e. ages 63 to 64) using the rules of the AET and the
earnings level Z;o¢, the counterfactual level of earnings the individual would choose if there were a linear tax
schedule in period t. We do not observe this counterfactual level of earnings, because earnings at ages 63
to 64 (analogous to Z,; from the model above) are endogenous to the AET, and furthermore earnings are

not observed for those who are not employed at those ages. Because of this endogeneity, actual observed

23The 1978 and 1986 amendments to the Age Discrimination in Employment Act (ADEA) extended the ages at which age discrim-
ination in employment was prohibited, but this did not have a discontinuous effect on elderly work incentives at the exempt amount.
The 1977 Social Security Amendments increased the Delayed Retirement Credit for those 65 to 69 beginning in 1982, and the maximum
age to which the AET applied decreased from 71 to 69 in 1983, but again neither of these should confound our RKD strategy. Other
programs, such as Medicaid, Supplemental Security Income, Disability Insurance (DI), or taxes such as unemployment insurance payroll
taxes distort earnings incentives at low earnings levels. We eliminate essentially all DI recipients from our sample through the restriction
to those who claimed at 62 or later. The kinks created by other programs are typically at least several thousand dollars away from
the AET convex kink, and we verify that the kink in employment at the AET exempt amount in particular is statistically significant
relative to placebo kink locations.
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earnings at ages 62, 63, or 64 cannot serve as adequate proxies for this counterfactual earnings level.

Many other papers have grappled with the issue of how to proxy for earnings or wages if individuals
choose to work, and thus how to proxy for the incentive to work. Given that the econometrician does not
directly observe counterfactual earnings, there is no alternative to making some assumption. One solution is
a selection correction in the context of the effect of wages on labor supply, which generally requires functional
form assumptions (Heckman, 1979) or very powerful instruments (Powell, 1994). Another solution is to use
demographics to impute earnings if an individual works (e.g. Meyer and Rosenbaum, 2001), which is more
difficult in settings such as ours with a limited number of demographic variables in our administrative data.

Our solution to this issue is to estimate a bound on the elasticity by assuming that the ANTR an
individual would face at age 63 or 64 at her desired earnings level is the same as the ANTR she would face
given her age 60 earnings level. Thus, we proxy for desired earnings conditional on working at ages 63 and
64 in the absence of the AET, Z;o;, using actual earnings at age 60, 28°. Individuals do not face the AET
kink at age 60, and therefore at age 60 their budget set is on average approximately linear in the region
of the exempt amount. We use earnings at age 60, rather than 61, to avoid any anticipatory manipulation
of earnings, and we show that there is no evidence for anticipatory manipulation in age 60 earnings in our
sample. Age 60 is the closest age to 63-64 that our data show is not subject to concerns about manipulation,
and therefore serves as the best proxy for counterfactual earnings. In our baseline RKD specification, our
running variable is the distance between age 60 earnings in a given year and the exempt amount applying
to those aged 62 to 64 in that year.

The use of a proxy variable and the inability to observe ANTR;; raise challenges in the estimation of
the first stage of a “fuzzy RKD” (see Battistin and Chesher, 2014, on measurement error in the general
average treatment effect framework). In our case, we rely on an analytic expression for the denominator of
equation (17). Specifically, we calculate the kink in ANTR;; using the AET rules, i.e. o = d7/z*, where
dr is the BRR. Next, we must address the use of a proxy for desired earnings, 2%°, which may suffer from

measurement error. Following Card et al. (2015), we model the measurement error in our proxy as:
200 = Ziot + pit - Vit (19)

where v;; is a continuously distributed random variable, and p;; is an indicator variable that equals zero
with probability 7 (Z;0¢,v#) > 0. Thus, the error in our observed proxy is a composite of a continuously
distributed variable and a mass point at zero. This implies that with some positive probability, 7, earnings
at age 60 equals desired earnings conditional on working in period ¢ under a linear tax schedule. Note that
we need not assume that the measurement error is mean zero, only that the distribution of v;;, conditional

60

on z;

., is a smooth function of 280 and that 7 (Zio¢, vit) > 0.

Importantly, if 7 (Z;0¢,vi2) < 1, so that desired earnings are variable from age 60 to ages 63 to 64, then
our procedure should overestimate the absolute value of the change in the ANTR at the exempt amount in
the first stage, and therefore we should estimate a lower bound on the elasticity. We show this formally in

Appendix A; this is an implication of Card et al. (2015). Since the lower bound we estimate will be large,
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our conclusion will be that the elasticity is large. If there is no such persistence in desired earnings, then
we would not see a kink in the employment rate; thus, we can test whether 7 (Z;0¢,v;t) > 0. In principle,
it would be possible to put assumptions on the structure of the measurement error, but these assumptions
would be unverifiable.

Although we use lagged earnings as a proxy for desired earnings in our specific context, this need not be a
feature of our method in general. As a general matter in the potential outcomes framework, we need a proxy
for counterfactual desired earnings. This can be achieved in a number of ways; for example, in the context
of a randomized experiment we may be able to generate this counterfactual by comparing to a control group
that is unaffected by a policy, thus allowing a researcher to estimate the elasticity itself more directly (see
Kline and Tartari, 2016, for such an approach using a randomized experiment to generate counterfactuals

under alternative budget constraints).

4.3 Comparison to Other Identification Strategies

Our method involves a different set of assumptions than existing approaches for estimating extensive margin
elasticities. As noted, relative to discrete choice methods or a selection correction, our method is valid
non-parametrically in the context of the economic model we specify. Our method also allows transparent
identification through the RKD (or RDD) approach, relying on clear graphical depiction of the results.

Relative to the difference-in-differences approach that has often been used (e.g. Eissa and Liebman, 1996;
Meyer and Rosenbaum, 2001; Eissa and Hoynes, 2004; Gelber and Mitchell, 2012), our formal model allows us
to be explicit about the population and parameter that our elasticity refers to, as in the distinction between
the “observed” and “structural” elasticities discussed in Section 2.7. Our paper estimates an observed
elasticity driven by individuals who face intensive margin frictions, much as previous papers have implicitly
estimated observed extensive margin elasticities that could be driven in part by responses among constrained
individuals. Our model highlights that extensive margin elasticities, in the presence of kinked budget sets
such as the ones created by the AET or Earned Income Tax Credit, can reflect “observed” elasticities that
can be influenced by the non-response on the extensive margin of those who bunch at the kink.

Using the RKD approach, one avoids the assumptions of difference-in-differences (DD). Suppose the
employment probability is a function of the ANTR, which varies across groups and time due to policy
changes. We can use this variation to perform a DD estimate of the effect of the ANTR (or a transformation
thereof) on the employment rate (or a transformation thereof), for example using the policy variation as
an instrument for the ANTR under a DD instrumental variables approach. However, to do so we must
postulate some parametric relationship—whether linear, log, semi-log, etc.—between employment and the
ANTR. Our RKD approach does not require any such parametric assumption. A DD estimator also makes
other assumptions, including the “parallel trends” assumption, that are not required for our RKD. In Gelber
et al. (2017), we are investigating the effects of the AET using a DD approach comparing those below and

above the exempt amount before and after age 62, allowing estimates applying to a broader sample. This
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requires the assumptions above, as well as panel data over more than two time periods: in the DD context
counterfactual (i.e. lagged) earnings must be observed prior to both the pre-62 employment observation, as
well as the post-62 employment observation. Thus, our RKD setting requires fewer time periods of data —
two rather than at least three.

Our method also has potential disadvantages relative to a DD design. For example, in many cases
estimating a precise RKD may require large sample sizes of the sort we have obtained in our SSA data.
Furthermore, like other empirical work that exploits sharp discontinuities in incentives, our estimate is local
to those near the kink. In general, it may be possible to address this to some extent—for example, in principle
one could investigate whether estimates are heterogeneous when the kink is placed in different locations. In
comparison, the DD approach also may identify local effects—those in the region of policy variation—that
may not apply more broadly. Our RKD approach also makes the assumptions above, including the continuity
of the first derivative. As Card et al. (2015) note, it is also possible to probe the underlying smoothness
assumption by testing for kinks in predetermined variables. We are also able to address these assumptions
by assessing how our results compare to those in a placebo sample that is not subject to the AET (of course,
placebos may also be available in a DD context).

Ultimately, our approach offers a new and different method, with both potential advantages and disad-
vantages relative to other methods. At the least, our new approach both allows an explicit understanding of
the interpretation of the extensive margin parameter we estimate, and enlarges the set of existing strategies
for estimating extensive margin responses, thus complementing existing strategies. We view our approach as
particularly well suited to settings in which it is possible to obtain precise kink estimates and convincingly

verify the smoothness assumptions.

4.4  Additional Specification Considerations

Implementation of an RKD requires a number of choices regarding specification. For our main results, we
implement the Calonico et al. (2014) data-driven method for bandwidth selection. We report confidence
intervals corrected for bias following Calonico et al. (2014), and we use a triangular kernel to weight the
data near the exempt amount. Card et al. (2015) use both linear and quadratic specifications in their
analysis. Calonico et al. (2014) propose an RKD estimator in which the quadratic specification can be used
to correct for the bias in the linear estimator, while Ganong and Jéiger (2015) advocate a cubic specification.
We implement linear, quadratic, and cubic versions of (18), to investigate the robustness of our results. We
use the linear specification without additional controls as our baseline because it minimizes the corrected
Akaike Information Criterion (AICc) and the Bayesian Information Criterion (BIC) for our main outcome
(the employment rate at ages 63 to 64), as well as for nearly every other outcome.

We must also decide whether to allow a discontinuity at the exempt amount in the level of the outcome
variable and whether to control for covariates (Ando, 2013). We allow for a discontinuity, although the

results are virtually unchanged if we do not. We present results with and without controlling for covariates.
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Thus, for each sample or outcome we can produce estimates using six regressions: the linear, quadratic, and
cubic regressions; and a version of each further adding predetermined covariates using Calonico et al. (2016).

Finally, we focus primarily on employment outcomes at ages 63 and 64, even though the AET begins
to apply as early as age 62 and remains in effect at ages 65 and older in the period we study. We make
this choice due to the following considerations. The AET first applies to claimants when they reach OASI
eligibility at age 62, but it does not make sense to examine the effect of the AET on whether an individual
has positive earnings in the calendar year she turns age 62. The reason is that we observe calendar year
earnings, and we measure “age” in a given calendar year coarsely as the highest age a person attains during
that calendar year. If an individual claims OASI during the calendar year she turns age 62, the AET only
applies to earnings in the calendar months after the individual claims. If the claimant earns at all during
this calendar year—even during months prior to claiming OASI—then she will have positive earnings in this
calendar year. Thus, a person who is induced by the AET to stop earning after claiming would appear in
the data with positive earnings during this calendar year, and therefore would appear to have no measured
response to the AET. As a result, it appears highly unlikely that we would observe a measurable employment
response to the AET at age 62 as we measure it in the data, even if the AET has a substantial impact on
employment. We expect measurable effects only to appear as early as age 63. We choose 64 as the oldest
age at which to examine employment effects because age 60 earnings are a better proxy for desired earnings
at ages 63 to 64 than for older ages. Moreover, at age 65 individuals with earnings near the under-NRA
exempt amount are only exposed to this exempt amount—as opposed to the much higher exempt amount

applying to those at NRA and above—for part of the year.

4.5 Mapping the Estimates to the Model

The RKD statistical model can be related directly to our theoretical model. First, the smoothness conditions
imposed on preferences and heterogeneity in Section 2 are analogs to the assumptions in Card et al. (2015)
that allow us to interpret the RKD estimate as a treatment-on-the-treated parameter. Second, the RKD
coefficients map directly to the parameters of our model. The parameter § in equation (9) corresponds to
the 8, from (18), and we calculate « analytically, as described above. We can then calculate the remaining
elements of equation (9), 1 — a and Pr(z,; > 0| Z,0 = z*), using data on individuals who have age 60
earnings near z*. Moreover, just as the RKD returns an estimate that is local to agents located at the kink,
our theoretical model identifies parameters that apply to agents located at the kink.

As described in Section 4.2, we will use earnings at age 60 to proxy for desired earnings at ages 63
and 64 in the absence of the AET, positing equation (19). Thus, in terms of our model in Section 2, we
require that the ability distribution remain relatively stable between ages 60 and 63 to 64. We still allow
7 (Ziot, vit) < 1in Section 4.2, i.e. we do not require this distribution to be absolutely static across this time
span. Furthermore, this assumption places no restrictions on the evolution of the fixed cost distribution,

G (g|n), over time. We observe a declining employment rate between ages 60 and 63 to 64, which can be

22



accommodated by a rightward shift in the distribution G (¢|n) at older ages. While we use age 60 earnings
to proxy for desired earnings at ages 63 to 64 as above, our RKD effectively uses the employment rate at
ages 63 to 64 for those with age 60 earnings just under the exempt amount to reflect state 0 employment
rates, while the employment rate at ages 63 to 64 for those with age 60 earnings just over the exempt amount
reflects state 1 employment rates. In our model, we require that the distribution G (g|n) is the same across
states 0 and 1. The empirical analogue is thus a requirement that the distribution of fixed costs G (g| n) is

same for those with age 60 earnings just below and just above the exempt amount.

5 Data

We implement our RKD estimation strategy using the restricted-access Social Security Administration Mas-
ter Earnings File (MEF) linked to the Master Beneficiary Record (MBR)). The data contain Federal Insurance
Contributions Act (FICA) pre-tax earnings for all Social Security Numbers (SSNs) in the U.S. in each cal-
endar year.?* Separate information is available on self-employment and non-self-employment earnings. The
data are from W-2s, mandatory forms filed with the Internal Revenue Service for each employee for whom
the firm withholds taxes and/or to whom remuneration exceeds a modest threshold. Thus, we have data on
earnings regardless of whether an employee files taxes. The data longitudinally follow individuals over time.

The MBR contains information on exact date of birth, exact date of death, month and calendar year of
claiming OASI, race, and sex. In the calendar year after an individual dies, earnings and employment appear
in the dataset as zeroes. Thus, some of an effect on employment could in principle be mediated through an
effect on mortality, which would affect the interpretation—but not the validity—of our results. The effects
we estimate are relevant to policy, in the sense that they reflect the overall effect on employment.

The AET is applied to pre-tax OASI benefits; this affects the results negligibly relative to measuring after-
tax benefits, because OASI benefits only became taxable in 1984, and after 1984 benefits were only taxable
above an income threshold much higher than the AET exempt amount. By examining pre-tax benefits, we
answer a policy-relevant question: how a given change in the AET BRR would affect employment. After-tax
benefits are slightly smaller than pre-tax benefits—and the benefit reduction rate associated with after-tax
benefits should change by slightly less at the exempt amount—suggesting that the effect of the pre-tax BRR
should if anything reflect a lower bound on the effect of the after-tax BRR, and again strengthening our case
that we will estimate a lower bound on the elasticity.

Due to institutional considerations and computational constraints, we focus on a specific set of cohorts
observed over certain calendar years. We focus on a sample that is subject to the AET in 1978 and after.
The reason is that we observe only calendar year earnings, and the AET has effectively applied to calendar

year earnings beginning in 1978 (Gelber et al., 2013, Appendix A). Before 1978, the AET was applied to

2iData are also available on total W-2 earnings, as opposed to FICA earnings that are capped at the maximum taxable earnings
level. We use FICA earnings because in 1978 to 1980 the data on total W-2 earnings are subject to measurement error that is not an
issue in the FICA earnings data (Utendorf, 2001/2002; Kopczuk, Saez, and Song, 2010). The cap on FICA earnings at the maximum
taxable earnings level does not affect our results: the AET exempt amount was far below the maximum taxable earnings level, so the
FICA earnings data are capped at a level far above the top of the range included in our bandwidth.
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quarterly earnings, which we do not observe in the data. This limits our focus to individuals born in 1918
or later, who turned age 60 in 1978 or later. Due to computational constraints, we were able to obtain data
on individuals born from 1918 until 1923, and due to these constraints it was also necessary to draw a 25
percent random sample of this group. This leaves 3,629,183 sampled individuals; we included data on these
individuals for all calendar years in the panel. We observe these individuals until they turn 64, which occurs
as late as 1987 (in the 1923 birth cohort).

Next, from this initial sample, we drop individuals who claimed OASI or Disability Insurance prior to
age 62—usually those claiming on a spouse’s record—so that our measure of earnings prior to 62 is not
affected by potential contemporaneous impacts of the AET (19.5 percent of the sample); those with missing
values for gender (0.049 percent of the remaining sample); those with positive self-employment earnings at
age 60 (7.82 percent of the remaining sample), as these earnings are often subject to manipulation (e.g.
Chetty et al., 2013); and those with negative measured earnings at some point between ages 50 and 70
(0.035 percent of the remaining sample). Since the key running variable is earnings at age 60, we restrict
attention to individuals with positive earnings at age 60 (47.05 percent of the remaining sample). We include
all remaining individuals, including those who collect benefits as retired workers, auxiliary beneficiaries, or
survivors. This leaves us with a sample of 1,424,667 individuals. We use data on individuals from ages 57 to
64, or eight calendar years per person, so that the total number of individual-year observations is 11,397,336.
We do not limit the sample in any given year to individuals claiming in that year, since claiming OASI is
potentially endogenous to the AET. Our data extract does not link spouses to one another.?’

Several features of the data merit discussion. First, these administrative data are subject to little mea-
surement error. Second, earnings as measured in the dataset are not subject to manipulation through
tax deductions, credits, or exemptions, and they are subject to third-party reporting (among the non-self-
employed). Third, like most other administrative datasets, the data do not contain information on hours
worked, hourly wage rates, amenities at individuals’ jobs, underground earnings, assets, savings, or con-
sumption. They also do not contain data on unearned income or marital status.

Table 1 shows summary statistics for our sample. The main sample shown is restricted to the 95,960
individuals who have positive age 60 earnings within $2,797 of the exempt amount and who satisfy the other
sample restrictions. This bandwidth, $2,797, is the one we choose in our regressions for our main outcome
using the procedure of Calonico et al. (2014). Our main outcome in our regressions is the mean annual
employment rate among 63 to 64 year-olds, i.e. the percent of the corresponding calendar years when the
individual has positive earnings; the mean level of this variable in the main sample is 56.53 percent.

The exempts amounts during our period, ranging from $9,787 to $11,517, are close to mean annual

2> A non-convex kink in the budget set occurs where the AET has completely phased out the OASI benefit, and therefore the BRR
jumps from positive to zero. We are not able to investigate the effects of this non-convex kink in a reliable way. First, we do not
directly observe an individual’s OASI benefits in each year in our data extract. Second, the effect of the non-convex kink should be
spread throughout the earnings distribution, because the non-convex kink occurs at a different earnings level for each individual. Thus,
we would not expect any sharp change in aggregate behavior at any particular average earnings level due to this non-convex kink. It is
also not possible use individual-level data, because we are not able to link spouses. If a spouse is claiming on a primary beneficiary’s
record, then the non-convex kink occurs at the earnings level at which the family’s entire benefit is completely phased out; thus, we
would need information on whether a spouse is claiming on the primary beneficiary’s record to observe the non-convex kink accurately.
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earnings, $10,977, at ages 63 to 64 in the full sample of those with positive or zero age 60 earnings (not
restricted to being close to the exempt amount); and close to median earnings, $9,166, at ages 63 to 64
among those with positive age 60 earnings (not restricted to being close to the exempt amount). Thus, our
estimates apply to a group near the exempt amount that is close to this mean and median in these broader
populations; this is relevant for interpreting the regression results. Mean earnings (including zeroes) at ages
63 to 64 is $5,814 in our main sample. The mean age of claiming OASI is 63.13. This sample is 67.99 percent
female; the large female percentage is a consequence of focusing on individuals near the exempt amount at
age 60. For comparison we also show the full sample of those with positive earnings at age 60, not restricted
to those around the exempt amount but satisfying the other sample restrictions. Throughout the paper,

dollar figures are expressed in real 2010 terms.

6 Empirical Results

6.1 Preliminary Analysis

We begin our analysis with initial validity checks of our empirical method, demonstrating that individuals
do not appear to sort around the exempt amount when choosing their earnings at age 60. First, Figure 4
shows that the density of earnings at age 60 (solid circles) appears continuous around the exempt amount.
The regressions in Table 2 confirm that the density of observations is smooth in the region of the exempt
amount. Following Landais (2015), in these regressions we use the procedure of McCrary (2008) to estimate
discontinuities in the level and slope of the density function at the exempt amount, allowing for linear,
quadratic, or cubic functions of the running variable. To test further for sorting, we also test for bunching at
the exempt amount. Figure 4 shows that the density of earnings at age 60 appears smooth near the exempt
amount, and that the amount of bunching, calculated using a method similar to Chetty et al. (2011) — and
described in detail in Appendix C — is statistically insignificant.

For comparison, Figure 4 also shows the earnings distribution at age 62 (hollow circles), when claimants
are subject to the AET. At age 62 we see a markedly different pattern than at age 60, with a large, statistically
significant spike in the age 62 earnings density near the exempt amount. Recalling our model in Section 2,
this is evidence that some individuals do not face frictions in adjusting at the intensive margin to the exempt
amount.

Similarly, Figure 5 shows that there is no clear visual discontinuity in the slope of predetermined covariates
(sex, birth year, and probability of being white). In this figure and subsequent figures, the z-axis measures
our running variable, earnings at age 60. The range of the z-axis is [-$3,000, $3,000], which corresponds
roughly to the Calonico et al. (2014) bandwidth of $2,797. On the y-axis is the outcome in question, taking
means within $500 bins. The data are pooled across all years of the sample. Table 2 confirms that in the
baseline linear specification, there is no significant discontinuity in the slope of the fraction white or female,
although there is a small, significant discontinuity in the slope of the year of birth. Nonetheless, there is

no significant discontinuity in year of birth in the cubic specification, in which we will still find a significant
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discontinuity in our main outcome, the age 63 to 64 annual employment rate. Moreover, the significance of
the discontinuity in the slope year of birth does not survive a Bonferroni correction that is relevant here since
we have no theoretical presumption of a change in slope. Finally, controlling for these covariates, including
year of birth, will have no material effect on the results. Note that although we show our data aggregated
by bin means, our regressions here and elsewhere are run using individual-level data as in (18). All of this
evidence of covariate smoothness shows that agents act as if they do not anticipate the imposition of the
AET at age 60, consistent with this version of our dynamic model in Appendix B.3 (and consistent with the
evidence in Gelber et al., 2013, and Gelber et al., 2016, of no reaction to OASI, and the AET in particular,
until closer to when individuals are affected by it).

To support the validity of using age 60 earnings as a proxy for age 63 to 64 desired earnings, we show that
desired earnings remain stable across a “placebo” set of ages. Specifically, we show that the distribution of
real earnings growth from one period to a subsequent period exhibits a spike at zero, as postulated in (19).
Figure 6 shows that from age 59 to age 60—a placebo set of ages near the EEA during which our sample is
not subject to the AET—a noticeable spike in real earnings growth does occur near zero percent growth, as
workers’ wages grow at exactly the rate of CPI in a substantial fraction of cases.

Although we focus on the case of the AET in this paper, it would also be possible to use our method
to estimate extensive margin responses in other contexts. It seems natural that the assumption that
7 (Ziot, vit) > 0—an assumption that allows our method to be used as explained above—would apply when
using lagged earnings to predict desired earnings for workers in other contexts as well. This is bolstered by
Appendix Figure D.2, which shows a large spike at zero nominal earnings growth from one year to the next
in the SSA data to which we have access, covering the 1918 to 1923 cohorts over calendar years 1951 to 1984
and encompassing ages 28 to 59. Thus, it should be possible to use our method, implemented in this case
through using lagged earnings to proxy for desired earnings, when studying extensive margin responses to

other policies applying in other age ranges.
6.2 Main Results Documenting a Kink in Employment

Having passed these validity tests, we proceed to our main results. In Figure 7 we see a sharp decrease
at the exempt amount in the slope of the annual employment rate at ages 63 to 64: under the exempt
amount the slope appears positive and steep, whereas above the exempt amount the slope appears to change
immediately to nearly flat. Appendix Figure D.3 shows that this visual pattern—a sharp decrease in slope
at the exempt amount—is also clear with a wider bandwidth of $6,000. Table 3, Column 1, reports the
estimated coefficient 8, from (18), confirming that the change in the slope is statistically significant and
substantial in the baseline linear specification that uses a Calonico et al. (2014) bandwidth of $2,797.

Even without estimating an elasticity, these results constitute a novel source of evidence that the AET

causes an extensive margin effect.?6 In the context of our model in Section 2, evidence of a kink in the

26Similmrly7 it would be possible to investigate whether the AET causes movement to other specific earnings levels. For example,
for those constrained at the intensive margin the AET could cause movement to part-time work with earnings below the exempt
amount. However, the level of earnings associated with this part-time work could be different for different individuals and is likely
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employment rate also implies that some individuals face frictions in adjusting earnings on the intensive
margin. Thus, these results support the assumptions necessary to estimate the elasticity.

Our estimates represent the effects of the AET while holding other factors constant. We do not interpret
the discontinuity in the slope of earnings at the exempt amount as reflecting changes in demand by firms,
since such demand changes should have been materially similar on either side of the exempt amount as
should any general equilibrium effects of the policy change more broadly. Like other papers based on local
variation, including others in the AET literature, our identification strategy does not attempt to address
general equilibrium impacts of the AET. We interpret our measured responses as potentially including the

effects of misperception of substitution incentives or other frictions that could affect adjustment.

6.3 Robustness and Validity Checks

These basic results pass several robustness and validity checks. The estimates remain significant in Table 3
under the quadratic and cubic specifications, with moderately larger estimates. The results are also robust
to controls for demographics in Column 2 (dummies for sex, year of birth, and race groups). In Figure 8 we
demonstrate that the size of the estimated kinks remains relatively stable across different bandwidths.

As a “placebo” test in the period prior to being subject to the AET, Figure 9, Panel A shows no clear
visible change in the slope of employment at ages 56 and 57, as a function of age 60 earnings. Like ages 63
and 64, ages 57 and 56 are respectively three and four years away from age 60, the age at which the running
variable is measured. In Table 3, Column 4 we present the estimates from a corresponding regression in
which the dependent variable is the annual employment rate at ages 56 to 57. We maintain the same running
variable as earlier, i.e. age 60 earnings, since we would like to test for a spurious relationship between earnings
at age 60 and lagged employment. Across all three polynomial specifications, mean annual employment at
ages 56 to 57 shows an insignificant change in slope.?”

Furthermore, in Figure 9, Panel B and Table 4 we show that the kink arises precisely at ages 63 and
64—not earlier—which we consider our single most convincing evidence that we have uncovered a true effect
of the AET. Figure 9, Panel B shows the employment probability by single year of age from 61 to 64. There
is no clear kink at ages 61 and 62, and a visible kink only arises at ages 63 and 64. Recall that no kink
should appear at age 62 because the AET only applies for part of the year. Table 4 confirms that the kink
estimates are insignificant at ages 61 and 62, but they are substantial and highly significant at ages 63 and
64. We are particularly reassured by the small and insignificant kink at ages 61 and 62. This placebo check

provides further evidence that nonlinearities in the probability of employment (conditional on earnings at

spread relatively smoothly throughout the population, making it difficult to perform a formal test of this hypothesis given that SSA
only has data on earnings, not hours worked. A dataset with information on hours worked could allow a better test of this hypothesis,
if part-time work tends to require common numbers of hours (e.g. 20 hours per week).

2TAs a “placebo” exercise, with ideal data it would be possible to examine whether individuals show a kink in the employment rate as
a function of age 60 earnings even after the AET has been eliminated for ages NRA and above after 2000. However, this is difficult to
implement for three reasons. First, by the year 2000 when the AET was eliminated for those NRA and above, the birth cohorts in our
sample are very old (age 77 or older) and have very low employment rates. Second, even with the necessary data, age 60 earnings may
be a poor proxy for desired earnings at ages NRA and above. Third, both before and after 2000, individuals face the AET when they
claim before NRA. If extensive margin responses have persistence, then we might expect a persistent kink even after NRA. At ages 65
and over in our sample, individuals face a higher exempt amount, and age 60 earnings represents a weaker proxy for desired earnings,
so it is less straightforward to interpret the results. However, we do see some evidence of a persistent response (available upon request).
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age 60) do not drive our kink estimates. The absolute value of the kink grows substantially from age 63 to
age 64, from 1.60 to 1.98, only a modest fraction of which can be explained by the higher fraction claiming at
64 (79.5 percent) than at 63 (74.5 percent). This is consistent with gradual adjustment to the AET, which
Gelber et al. (2013) document at the intensive margin.

As another assessment of the validity of our approach, we conduct a permutation test in the spirit of
Ganong and Jéger (2015). In particular, we estimate a set of placebo changes in slope in the age 63 to 64
employment rate, using the same specification as our main estimates except that we examine the change in
slope at placebo locations of the exempt amount away from the true exempt amount. In Figure 10, we show
that the point estimate recovered from the actual exempt amount is located well below the distribution of
placebo estimates, reinforcing the view that we are detecting a true effect of the AET. This permutation test
shows a significant kink (p = 0.025).2® Following Landais (2015), we show in Figure 11 that the R-squared
of the regression in the baseline linear specification is maximized at the actual location of the kink, rather

than at placebo kink locations, again consistent with our finding a true effect of the AET.??

6.4 Estimating an Extensive Margin Elasticity

Our model allows us to go beyond documenting the effects of the AET by estimating an elasticity using
equation (9). In this equation we require an estimate of the average marginal tax rate; we use a marginal tax
rate incorporating the AET BRR as well as the average federal and state income and payroll marginal tax
rates, calculated using the TAXSIM calculator of the National Bureau of Economic Research and information
on individuals within the bandwidth distance from the kink in the Statistics of Income data in the years we
examine. Table 5 shows that the elasticity estimated using the full sample in the baseline linear specification
is 0.49. As discussed above, we interpret this as a lower bound on the elasticity. Since the lower bound is
large, our main conclusion is that the elasticity is large.

Separating the regressions by demographic group, the elasticity for women is 0.49, and the elasticity for
men is 0.25, consistent with the typical stylized fact that women have larger employment elasticities than
men.?’ Whites and non-whites show similar employment elasticities, although the estimate is much more
precise in the larger white population. It is also of interest how the elasticity may vary depending on an
individual’s mean prior earnings, which we measure from ages 40 to 59. The elasticity point estimates are
similar among those with mean prior earnings that are above the median vs. below the median, although
the elasticity estimate is more precise in the below-median group.

A variety of considerations indicate that these estimated elasticities are robust; that if anything they

28 Relative to our baseline specification, we also find similar, statistically significant results when we run our regressions using data
at the $50 bin mean level (or within bins of other sizes). This is an alternative way of demonstrating that the results are significant
and robust to filtering out within-bin correlations; however, these results are superseded by the permutation test results as the latter
demonstrate that the kink is statistically unusual relative to the distribution of placebo estimates.

29Recall that our running variable measures earnings relative to the exempt amount applying to OASI claimants when an individual
is age 60. Since the exempt amount is rising modestly over time (Figure D.1), the exempt amount individuals face rises slightly from
age 60 to ages 63 and 64 when we measure employment. However, it rises by only $75.77 on average, far smaller than the bin size of
$500 that we use in our figures. Thus, our statistical and graphical results are similar to the baseline when we instead measure our
running variable as age 60 earnings relative to the exempt amount that later applies to the same individual at ages 63 to 64.

300ur study of women as well as men differs from the pre-2003 empirical literature on the employment effects of the AET cited above,
as well as Baker and Benjamin (1999) and Haider and Loughran (2008), all of which focus on studying only men. Gruber and Orszag
(2003) find suggestive evidence of an impact among women but not among men.
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reflect lower bounds; and that these large elasticities make sense given that we are studying older workers,
who have marginal attachment to employment in many cases. Appendix Table D.1 shows that the elasticity
is modestly larger in the quadratic or cubic specifications, reaching 0.66 in the quadratic and 0.82 in the
cubic. The results are similar with or without controls. In the baseline first stage, we calculated the exact
change in slope of the ANTR, under the assumption that desired earnings are fixed at their age 60 level; to
show that the results are robust to instead running a first stage regression analogous to the reduced form
regression, in Appendix Table D.2 we show that the elasticities are similar when we assume that desired
earnings are fixed at their age 60 level but estimate the change in the slope of the ANTR using a regression
whose bandwidth is chosen using Calonico et al. (2014).

The elasticity calculations are mechanically affected by how we specify the first stage. Given that the
stringency of the AET, and therefore the effective ANTR, is potentially affected by benefit enhancement,
we consider our elasticity estimates to be illustrative, as the scaling of the first stage could be affected by
accounting for benefit enhancement. However, it is also important to note that if we took benefit enhancement
into account, the first stage absolute value of the change in the ANTR at the exempt amount would be
smaller, and thus the estimated elasticity would be larger. As a result, if anything we would estimate larger
elasticities, strengthening our conclusion that the lower bound on the elasticity is large. Moreover, the kink
estimates in Table 3 and Table 4 are unaffected by the scaling, and our counterfactual estimates of the effect
of policy changes on employment would be unaffected by the scaling of the first stage. Finally, if individuals
(mis-)perceive the AET as a pure tax (without taking benefit enhancement into account), then we have
specified the first stage in a way that accurately captures their perceptions.

We noted earlier that the first stage also could be affected by error in using lagged earnings to measure
desired earnings. As an illustration of the magnitude of this factor, the signal-to-noise ratio is 0.61 based on
the coefficient from a regression of an individual’s earnings at age 61 on the individual’s earnings at age 58
and a constant term, for those with age 58 earnings within $3,000 of the exempt amount. From ages 50 to
58, the signal-to-noise ratio from age t to ¢t + 3 varies in a similar range, from 0.57 (¢=56) to 0.63 (t=51).
This suggests that a moderate degree of upward adjustment to our elasticity estimates would be entailed
based on the signal-to-noise ratio, again strengthening our case that we have estimated a large lower bound
on the elasticity.

The relatively large elasticities we estimate are within the range of elasticities estimated using microdata
for groups with low employment attachment, though they fall outside the range of some previous surveys
of extensive margin elasticities for the full population estimated using microdata. Chetty et al. (2012)
report Hicksian and Frisch (i.e. constant-marginal-utility-of-wealth) extensive margin elasticities of 0.25, in
a meta-analytic synthesis of microdata estimates not specific to particular population groups.?! Saez (2002)
discusses that the Negative Income Tax (NIT) experiments find small extensive margin elasticities for males

of about 0.2, but find participation elasticities for those groups less attached to the labor force—e.g. second

31In a survey of macroeconomic literature, Chetty et al. (2012) find average Hicksian elasticities of 0.17 and average Frisch elasticities
of 2.77.
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earners, single household heads, and the young—between 0.5 and 1. Our setting studying older workers
at or near retirement age is most comparable to estimates for groups with low employment attachment,
and therefore our estimates are comparable to previous results for such groups. Indeed, a small group of
theoretical and empirical studies has found relatively large labor supply or earnings responses among the
elderly in particular (French, 2005; Laitner and Silverman, 2012; Alpert and Powell, 2014), but none using

our non-parametric method based on discontinuities (and applied to administrative data).

6.5 Accounting for Claiming Behavior

Among those with age 60 earnings within our baseline bandwidth relative to the exempt amount, 75 and
80 percent of the sample has claimed by ages 63 and 64, respectively. The fact that some have not claimed
OASI affects the interpretation of the elasticity we estimate. In particular, the elasticity we have estimated
so far should be interpreted as the elasticity inclusive of the impact of the fact that some individuals have
not yet claimed. We estimate this elasticity in the baseline because this is policy-relevant, in the sense that
it informs us how a given change in policy would affect employment in this group, given the effects of the
percentage of our sample that claims.

At the same time, an alternative elasticity concept is also of interest: the “conditional” elasticity among
those in the sample claiming OASI (i.e. we “condition” on claiming OASI). In estimating this conditional
elasticity, the smaller the fraction that claims by 63 or 64, the smaller the implied first stage will be, and
thus the larger the conditional elasticity estimate will be. Since we are estimating a lower bound on the
unconditional elasticity above, perhaps the simplest way to address estimation of the conditional elasticity—
given endogenous claiming behavior—is to note that if anything the estimated conditional elasticity would
be still larger than the unconditional elasticity, if the first stage were attenuated due to the fact that some
individuals have not claimed by 63 or 64.

Beyond noting this, we can divide the unconditional elasticity by the share claiming, as shown in Appendix
B.4, to calculate a conditional elasticity. Here we can use the claiming behavior of those with 28 just below
the kink to impute the percentage claiming among those at the kink, i.e. those to whom the elasticity
estimates apply. Using the percent claiming at ages 63 and 64, this method implies that to estimate the
conditional elasticity, we would inflate the elasticity estimates by 29.9 percent relative to those shown in
Table 5.32 Thus, for example, the baseline elasticity would be 0.63 rather than 0.49. Appendix Table D.3
shows the elasticities and standard errors calculated in this way.

In principle it would also be possible to adjust the conditional elasticity estimates further to account
for the fact that the fraction that claims may be directly affected by the AET itself, as in Appendix B.4.
However, we show in the Appendix that if the AET has no effect on the fraction claiming, then no further
adjustment is necessary to estimate a lower bound on the conditional elasticity. Appendix Figure D.4 shows
that the probability of claiming shows no clear change in slope at the exempt amount, and corresponding

regressions show no robust effect of the AET on claiming at these ages: a placebo test parallel to our previous

32We calculate 29.9 percent as 100 * (1/[(0.795 + 0.745)/2] — 1).

30



test in the spirit of Ganong and Jéger (2015) shows p = 0.15 for the two-sided test of equality of the coefficient
with zero.33 Because there is no evidence for an effect on claiming, there is little case for implementing our
most flexible adjustment for endogenous claiming in Appendix B.4.3, though this bounding technique is in

principle more applicable in other OASI settings that may feature a clear effect on the claiming probability.

6.6 Counterfactual Simulations

We can use our elasticity estimates to understand the effect of changing the parameters of the AET, under the
assumption that our extensive margin elasticity estimates apply throughout the earnings range shown in our
graphs, from age 60 earnings $3,000 under the exempt amount to $3,000 over. One key issue for policy-makers
is the impact of eliminating the AET (Tergesen, 2016). We simulate the increase in the employment rate
among 63 and 64 year-olds that would result from eliminating the AET entirely, using our baseline elasticity
estimate of 0.49 in Table 5. As before we assume that at ages 63 and 64, desired earnings conditional on
employment in the absence of the AET is given by earnings at age 60. To calculate the baseline probability
of participation at ages 63 to 64 at different earnings levels, we bin the earnings distribution into $500 bins as
in our figures and calculate this probability, Pr(PFy;). For each age 60 earnings bin, we calculate the mean
percent change in the average net-of-tax rate associated with moving from the AET’s current 50 percent
BRR to the ANTR associated no AET (but keeping other taxes in place), (ANTRy; — ANTRy;)/ANT Ry;.
We then use our estimated elasticity 7 to calculate the predicted change in the employment rate if the AET
were eliminated, f[(ANTRy; — ANTRy;)/ANT Ry;] Pr(PEy;), and we aggregate across bins (weighting by
the fraction of the population in each bin).

This calculation shows that eliminating the AET would increase the employment rate by 1.4 percentage
points in the group with age 60 earnings within $3,000 of the exempt amount, or a 2.5 percent increase. We
consider this a lower bound for the several reasons described earlier. This counterfactual exercise illustrates
that the observed elasticity can be useful for counterfactual predictions about employment levels under
alternative AET parameters.

We can also use our elasticity estimates to calculate the change in earnings due to the AET, as well as
the fraction of the change that is due to extensive margin responses. We use our baseline extensive margin
elasticity estimate of 0.49. To calculate the intensive margin response, we assume quasilinearity as in much
recent literature on earnings responses to kinked budget sets (e.g. Saez, 2010; Chetty et al., 2011; Kleven
and Waseem, 2013; Kleven et al. 2014). For simplicity we assume that the intensive margin elasticity with
respect to the marginal net-of-tax share is a constant 0.35, and that the intensive margin adjustment cost
is $278, corresponding to the Gelber et al. (2013) baseline point estimates. We calculate the increase in

earnings associated with the elimination of the AET through each channel, intensive and extensive. For an

33Qur evidence is compatible with Gruber and Orszag’s (2003) evidence on claiming: our results pertain to 63-64 year olds, whereas
Gruber and Orszag (2003) find an effect of the AET on claiming among older groups.

31



individual 7, the estimated total earnings response AFE; is:

AE; = Pr(PE.s:)2noi — Pr(PEAgT)24ET,i

= Pr(PEAET,i)(Zno,i - ZAET,i) + [Pr(PEno,i) - Pr(PEAET,i)]Zno,i (20)

where Pr(PEapr) and zapr are the probability of positive earnings under the AET and earnings under
the AET, respectively, and Pr(PE,,) and z,, refer to the levels of these variables once the AET has been
eliminated. The second line shows that the total response can be decomposed into an intensive margin
response (the first term) and an intensive margin response (the second term).

Our results show that in the group within $3,000 of the exempt amount, mean annual earnings at ages
63-64 (including zeroes) increase by 9.8 percent ($579) due to eliminating the AET, and 27.6 percent of the
increase in earnings is due to the extensive margin effect on the employment rate. Focusing only on the
intensive margin impact would overlook over one quarter of the total earnings response.

Our specific predictions are influenced by multiple factors: the elasticity is sizeable; the change in the
BRR due to eliminating the AET is large; but for those near the AET exempt amount that we study, the
change in the ANTR is relatively small. The elasticity could also be different at other points in the earnings
distribution, and moreover some individuals may tend to be unresponsive (e.g. those with zero earnings at
age 60) while others might be more responsive (e.g. those with age 60 earnings farther above the exempt
amount who experience a larger change in the ANTR, but not so far that the effect of the AET on the ANTR
greatly diminishes). Ultimately, our calculations do demonstrate that eliminating the AET can cause large

increases in earnings and employment, even using our lower bound point estimates.

7 Conclusion

We develop a method for estimating the extensive margin effect of budget sets kinks or notches, relying on
empirically estimable quantities and a transparent empirical design based on predictions from an economic
model that does not require parametric or distributional assumptions. Using this method applied in the
case of a kink, we show that the AET has a large impact on extensive margin earnings decisions. Under our
preferred specification, the point estimate shows that the elasticity of the employment rate with respect to
the ANTR is at least 0.49. We interpret this as a lower bound on the elasticity for several reasons. Estimating
this large lower bound is useful because it clearly distinguishes our study from previous literature that largely
finds the AET has little effect on employment.

This large response suggests that the AET can have important effects on the employment of older
workers. Our point estimates would imply that eliminating the AET would increase the employment rate
among affected older workers by 1.4 percentage points (2.5 percent) in the group we study, and would
increase earnings by 9.8 percent. 27.6 percent of the aggregate earnings increase due to eliminating the AET
is associated with extensive margin decisions, demonstrating that focusing on intensive margin responses, as

in Saez (2010) and much other literature, can abstract from an important component of the earnings impacts
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of tax and transfer programs. These estimates also suggest that the impact of eliminating the AET on the
budget is more positive than the budget-neutral estimates of the Congressional Budget Office (2000), which
abstracted from extensive margin effects anywhere (including in the group around the kink we study).

Estimates of the full response to taxation must also capture responses that could move an individual
from above to below a convex kink, including moving to zero earnings. Indeed, our empirical approach
could be easily extended to estimate the effect of a kink on the probability of locating at any location or set
of locations below the kink (not only at zero earnings but also at positive earnings levels below the kink),
perhaps due to frictions like a limited earnings menu. If anything this would strengthen our conclusion that
the earnings losses due to the AET are large.

Our results are consistent with the hypothesis that some individuals are constrained from adjusting on
the intensive margin. The presence of frictions is consistent with recent literature including Chetty (2012),
Kleven and Waseem (2013), or Gelber et al. (2013). It is also consistent with Abraham and Houseman’s
(2005) findings from a self-reported survey that suggest frictions among older workers in particular, and
Baker and Benjamin’s (1999) findings consistent with frictions in Canada. Our model points out that as a
result of these frictions, the observed extensive margin elasticity in our setting need not reflect the structural
elasticity, but the observed elasticity generally provides a lower bound.

This work could usefully be extended in a number of directions. First, in this paper we apply our method
in the case of the AET kink. Future work could fruitfully find an empirical application of our method in the
case of a budget set notch.

Second, in the context of the earnings decision, the estimation method requires: (1) a kinked or notched
budget set; (2) information on earnings or labor supply; and (3) a proxy for desired earnings on a linear
budget set. Thus, it appears that our method is applicable in many other contexts in which individuals make
extensive margin employment decisions, even outside of the AET, particularly because lagged earnings can
proxy for current desired earnings in a broad range of ages as we show. Although in our context we find
large effects of the marginal incentive to earn, our results do not imply that such effects are as large in all
settings as the literature suggests older individuals’ labor supply may be particularly elastic. It would be
fruitful to use our method to estimate employment elasticities in other contexts.

Third, Eissa et al. (2008) show that knowledge of both extensive and intensive margin elasticities are
necessary to calculate the deadweight cost of tax wedges. Thus, the extensive margin estimates in this paper
could be used to inform such calculations. However, to apply our results in this setting more directly, it
would be necessary to add frictions of the sort we have modeled to the Eissa et al. (2008) framework. As
this paper focuses on methodology and estimation, we leave this worthy exercise for future work.

Fourth, future work could also attempt to investigate how to adjust elasticity estimates for error in mea-
suring desired earnings, whether through a context with a randomized experiment or through assumptions
that put additional structure on the measurement error. Fifth, future work could also further examine re-

sponses to kinks when individuals mis-perceive their incentives. Sixth, we are also currently investigating
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the mortality effect of the AET using a similar strategy.

Finally, although we have modeled employment as a key first context, our method could be used to
estimate the elasticity of other extensive margin consumption decisions in the presence of non-linear pricing;:
the slope of the extensive margin consumption decision should track the slope of the average price, inducing an
estimable kink or discontinuity in demand. Since non-linear pricing is found in many economic applications,

our method should have considerable scope to be adapted in other economic contexts.
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Figure 1: Extensive Margin Response by State 0 Counterfactual Earnings for a Kink (Panel A) and a Notch
(Panel B)
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Notes: The figures illustrate features of the model described in Section 2. The Z-axes show desired income if employed on a
linear budget set in state 0, i.e. Zg. The y-axes show a hypothetical probability of employment, under three scenarios: a linear
schedule in state 0 (dashed line); a kinked or notched tax schedule in state 1 when individuals can make intensive margin
adjustments (dotted line); and a kinked (Panel A) or notched (Panel B) tax schedule in state 1 when individuals cannot make
intensive margin adjustments (solid line). (3 refers to the change in slope at the exempt amount of the employment probability

as a function of desired earnings when a kink is present. I refers to the discontinuity at the exempt amount under a notch.
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Figure 2: Extensive Margin Incentives for a Kink (Panel A) and a Notch (Panel B)
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Notes: The figures show the ANTR (Yy-axes) as a function of before-tax income (Z-axes). In both panels, incentives under a
linear tax schedule in which the ANTR is equal to 1 — T everywhere are represented by a dashed line. In Panel A, incentives
under a kinked tax schedule in which the ANTR is equal to 1 — 7 below the kink point z*, and 1 — Tl—l—dTZ*/Z above 2%,
are represented by a solid line. In Panel B, incentives under a notched tax schedule in which the ANTR is 1 — 7( below z*
and 1 — dT/Z — T, above 2" are likewise represented by a solid line. Panel A shows that under a kink, the slope of this
graph discontinuously decreases at the kink point z*, due to the imposition of the marginal tax on earnings above z*. Panel
B shows that under an notch, the ANTR discontinuosly drops at z* (and its slope discontinuously rises). 1 — @ is defined as
the average net-of-tax rate, ie. 1 —a = 1— [T (Z) =T (0)} /z

40



YOJ0U ® JO 9sed 91} ul surdljed snogoreur

aoys (I pue ) spued ‘podojdwe Sureq WO [RUONIPUOD 2z sUUIed JO [949] [ewrydo oy 04 ooz Furures jo uworpdo aprsyno oy siejard juage oy ¢ [pue ul "uondWNSUOd

JO [0A0] opIsino oy} 0} siyy Suttiejerd ¢ 2 JB YUY 0Y) 03 STUILIES Seonpel Jusde oy} y [urd Ul "30s 305pnq poyojou 10 pasuly & 03 sesuodser [eryuejod sjordep oandy oy, :$930N

{J eued
Z omodu]
XeJ, 010J9¢]

#*
0

— 1 = odoys

R e

Z ouWIodu|
x®J, 910]9g o2

D [euedq
Z 9modu][
XeJ, 910J9¢]

*
w0

1p — 0L — 1 = odors

()L - = Y

otoouy s

0L — 1 = ado[s

d [eued

XeI, WYY
Z QUIOdUT \
xeJ, o10jog

L — 1 = odors

(2)L — =2

omoouy

XeJ, Yy

(z)L—=
swoouy

XB[, 209y

V [Pued

(p pue o sjpueJ) Y2ION 10 (q pue ' S[PURJ) UL ® 0} sesuodsey] UISIR]\ SAISUSIXF PUR SAISUSIU] ¢ INSIg

(z)r—=
swoouy

Xe], 103

41



Figure 4: Pre-AET Earnings Distribution and Intensive Margin Response to the AET

0
N ® Age 60, excess mass = -92.76 (SE = 107.27)
O Age 62, excess mass = 768.13 (SE = 76.72)

Probability in Bin

2
Distance to exempt amount ($1000s)

Notes: The figure shows the actual earnings density (dotted plot) and smooth fit (solid or dashed line). The data shown are
means within bins of width $500. The exempt amount is normalized to zero and shown with the vertical line at zero.
Following Chetty et al. (2011), the smooth density is estimated using a seventh-order polynomial, excluding the region within
a $3,000 bandwidth of the exempt amount. The source is a 25 percent random sample of the Social Security Administration
Master Earnings File linked to the Master Beneficiary Record. See the Appendix for a description of how we estimate excess
mass. The sample consists of individuals with age 60 earnings that are positive and within $40,000 of the exempt amount,
born 1918 to 1923, with no self-employment income at age 60, and excluding individuals who ever have negative earnings at
ages 50-57 or 63-70.
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Figure 5: Predetermined Covariates
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Note: The figure shows the bin means of predetermined covariates as a function of the distance to the age 60 exempt amount.
The figure demonstrates that there are no clear visual changes in slope in any of these covariates at the age 60 exempt

amount, consistent with the assumptions necessary for the validity of the regression kink design.

Figure 6: Histogram of Percent Real Earnings Growth, Ages 59 to 60
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Notes: This histogram shows that there is a large mass near zero percent real earnings growth across a “placebo” set of ages,
59 and 60, when individuals do not face the AET. This indicates that a substantial mass of individuals have no growth in
desired real earnings, consistent with the assumptions necessary for our RKD to estimate a lower bound on the elasticity as

described in the main text. Real earnings in each year are calculated using the CPI-U. See other notes to Figure 4.
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Figure 7: Employment Rate Near the Exempt Amount, Ages 63 to 64
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Notes: The figure plots the mean annual employment rate, i.e. the probability of positive earnings, at ages 63 to 64 averaged,
as a function of the distance of age 60 earnings from the exempt amount. The sample is individuals with positive age 60
earnings and no age 60 self-employment income, born 1918 to 1923. See other notes to Figure 4.

Figure 8: Kink Estimate by Bandwidth
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Notes: The figure shows that as a function of the bandwidth, the estimated change in slope at the exempt amount of the
mean annual probability of age 63 to 64 employment is relatively stable. The solid line shows the point estimates, and the

dashed lines show the 95 percent confidence intervals. See other notes to Figure 4.
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Panel A: Probability of Positive Earnings, Ages 56 to 57
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Figure 9: Placebo Tests
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Panel B: Probability of Positive Earnings by Single Year of Age, Ages 61 to 64
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Notes: Panel A plots the annual probability of positive earnings at ages 56 to 57, as a function of the distance of age 60

earnings from the exempt amount. In Panel B, each figure plots the probability of positive earnings for each single year of age

from 61 to 64. See other notes to Figure 4.
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Figure 10: Permutation Test
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Notes: The figure plots the histogram of placebo kink estimates from a permutation test in the spirit of Ganong and Jager
(2015). We estimate a set of placebo changes in slope in the mean annual age 63 to 64 employment rate, using the same
specification as our main estimates except that we examine the change in slope at placebo locations of the exempt amount
away from the true exempt amount. The figure shows that the point estimate recovered from the actual exempt amount,
shown by the vertical line in the figure, is located well below the significant majority of the distribution of placebo estimates,
reinforcing the view that we are detecting a true effect of the AET. This permutation test shows a significant kink (p=0.025).

See other notes to Figure 4.

Figure 11: R-Squared by Placebo Kink Location
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Notes: The figure plots the R-squared of our baseline specification against the “placebo” kink location relative to the exempt
amount, following Landais (2015). The vertical line denotes the actual location of the exempt amount. As described in the
text, we estimate a set of placebo changes in slope in the mean annual age 63 to 64 employment rate, using the same
specification as our main estimates except that we examine the change in slope at placebo locations of the exempt amount
away from the true exempt amount. The figure shows that the R-squared is maximized at the true location of the placebo
kink, supporting our hypothesis that we have found a true kink in the data rather than a spurious underlying nonlinearity in

the relationship between the yearly employment rate at ages 63 to 64 and age 60 earnings. See other notes to Figure 4.
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Table 1: Summary Statistics

(1) (2)
Within $2,797 of Full Earnings

Exempt Amount Range
Percent of years with positive 56.53 63.27
earnings, ages 63 to 64 (45.92) (44.05)
Annual earnings, ages 63 to 64 $5,813 $20,115
(including zeroes) ($8,134) ($24,599)
Claim age (if claimed) 63.13 63.68
(2.61) (2.14)
Percent female 68.00 41.85
(46.65) (49.33)
Percent white 83.96 89.30
(36.70) (30.91)
Year of birth 1920.62 1920.52
(1.68) (1.69)
N 95,960 1,425,600

Notes: The table shows the means of each variable shown in the row headings, with the standard deviation in parentheses,
from a 25 percent random sample of the Social Security Administration Master Earnings File and Master Beneficiary Record.
The sample is all individuals born 1918-1923 with positive earnings at age 60, and satisfying the other sample restrictions
described in the main text. In Column 1, the bandwidth relative to the AET exempt amount, $2,797, corresponds to the
bandwidth used in our main regressions. For comparison, Column 2 shows individuals from the full range of earnings.

Earnings are in thousands of real 2010 dollars. N’s refer to the number of individuals.

Table 2: Initial Tests of Smoothness

0 (2) (3) (4)

Estimated Kink

White Female Year of
Density (Indicator) (Indicator) Birth
Linear -0.057 -0.0005 -0.035 0.052
(0.067)  (0.36) (0.34)  (0.018)%**
N 141,110 172,383 330,556 102,640
Quadratic -0.26 -0.074 0.0069 0.074
(0.36) (1.48) (0.28)  (0.017)%**
N 141,110 696,139 348,920 304,306
Cubic -0.26 -0.98 -2.25 0.038
(0.36) (0.69) (0.72)%*x* (0.028)
N 141,110 282,460 362,174 308,690

Notes: The table presents tests for the smoothness of the earnings density, and of three pre-determined covariates (indicators
for being white or female, and year of birth). The table reports coefficients corresponding to ﬂl in equation (18), reflecting
the change in slope in the outcome at the age 60 exempt amount, as a function of age 60 earnings relative to the exempt
amount. The column headings indicate the outcome variable, while the row headings indicate the specification of the running
variable (linear, quadratic, or cubic). The number of individuals N in each regression is shown below the standard error. In
Columns 2 to 4, robust standard errors following Calonico et al. (2014) are reported in parentheses, and the bandwidth is also
chosen using Calonico et al. (2014). The resulting difference in bandwidths is the reason for the discrepancy across
specifications in the number of individuals included in these regressions. The N’s are the same across the specifications for the
density outcome in Column 1 because following previous literature, we use the McCrary (2008) procedure to calculate the
bandwidth, bin size, and standard error for the density outcome. Here and in the following tables, *** indicates p<0.01; **

indicates p<0.05; and * indicates p<0.10, all from two-tailed tests of equality with zero. See other notes to Table 1.
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Table 3: Main Results Documenting Kink in Employment

(1) (2) (3)

Main With Age 56-57
RKD Controls  (Placebo)
Linear -1.85 -1.68 -0.59
(0.72)%F%  (0.66)*** (0.37)
N 95,960 104,665 106,241
Quadratic -2.47 -2.27 0.11
(1.02)**F*  (0.89)*** (0.53)
N 160,785 172,979 277,187
Cubic -3.11 -2.57 -0.27
(1.07)%F%  (1.04)*** (0.59)
N 273,241 326,782 407,773

Notes: The table shows regression kink estimates showing the change at the age 60 exempt amount in the slope of the mean
annual probability of positive earnings at ages 63 and 64 as a function of age 60 distance to the exempt amount, corresponding
to Bl in equation (18). Column 1 is our main specification described in the main text. In Column 1, the Calonico et al. (2014)
bandwidth is $2,797 for the linear specification, $3,047 for the quadratic, and $3,093 for the cubic. Column 2 adds indicators
for demographic categories (sex, race groups, and year of birth). Column 3 shows a placebo test in which the mean probability
of positive earnings at ages 56 and 57 is the dependent variable. Robust standard errors, following Calonico et al. (2014), are

in parentheses. The number of individuals in each regression is shown below the standard error. See other notes to Table 2.

Table 4: RKD Estimates by Single Year of Age

(1) (2) (3) (4)
Age 61 Age 62  Age 63 Age 64

Estimate of slope  -0.33 -0.90 -1.60 -1.98
discontinuity (0.81)  (0.91)  (0.72)**  (0.74)***
N 80,148 244,465 105,871 98,502

Notes: The table presents regression kink estimates showing the change at the age 60 exempt amount in the slope of the
probability of positive earnings at each age separately from 61 to 64, as a function of the age 60 distance to the exempt

amount, corresponding to 51 in equation (18). We our use our baseline linear specification. The age in question is shown in

each column heading. See other notes to Table 2.

Table 5: Elasticity Estimates

(1) (2) 3) (4) () (6) (7)
Full Non- | High Prior Low Prior
Sample Men  Women White White | Earnings Earnings
Elasticity 0.49 0.25 0.49 0.47 0.41 0.48 0.40
(0.19)*** | (0.19)  (0.21)** | (0.18)***  (0.43) (0.48) (0.16)***
N 95,960 68,971 66,251 93,722 39,271 19,574 101,709

Notes: The table presents the estimates for the full sample and various subgroups, from the baseline linear specification. The
“high prior earnings” and “low prior earnings” subgroups refer to individuals for whom mean earnings from ages 40 to 59 were
above the median and below the median, respectively. The elasticity is calculated as described in the text, using the AET
rules to calculate analytically the first stage change in slope of the ANTR at the exempt amount; averaging across calendar
years, the mean first stage change in the slope of the ANTR at the exempt amount is -4.88. N’s refer to the number of
individuals included in each “reduced form” regression (18). The N’s differ across specifications both because the samples

differ, and because the the Calonico et al. (2014) bandwidths differ across samples. See other notes to Table 2.

48



Appendix: For Online Publication
A Proofs of Propositions and Other Claims

Proposition 1: In general the slope of %;0\2”0) will be given by:
dPr(zm1 > 0] Zn0) _ dG,1 | 0G(q,|n) dn
_ , n Al
En 9(@mlm) o @ (A1)
Focusing on the first term in the expression for d Pr (2,1 > 0| Z,0) /dZ,0 in (A.1), we have:
dQn,l o 87} (gnl - Tl (2711) ,gnl; n) dgnl + 0’0 (fgnl - Tl (gnl) ’ gnl; ’I‘L) dn
d2n0 - 8:2:”1 dfno on déno
0v (21 — T1 (Zn1) s Zn1sn) dn
= A.2
371 dgnO ( )

When agents are unrestricted in their intensive margin earnings choice, we can set the first term on the right
side of (A.2) to zero. For those with Z,0 < z* or Z,0 > 2* + Az*, Ov (2,1 — Th (Zn1) , Zn13 1) /OZp1 = 0 due
to the envelope theorem.?! For those with 2* < Z,0 < 2* + Az*, we have dZ,1/dZ,0 = 0, since Z,; = z*
for everyone in this set—i.e. these agents bunch at z*. Substituting for dg,,; /dzno in (A.1) using (A.2), we
have:

dPr (an > O| ZTLO)

OV (Zn1 —T1 (201) , Zn1;n) dn n 0G (G, m) dn
dZn0

= g(qnl‘n) on

A

when individuals are able to adjust on both the intensive and extensive margins.

Our smoothness assumptions imply that this slope is continuous, and in particular it is continuous at z*
since n, Gy, Zn1, 11 () and OG (Gnj|n) /On are all continuous in Z,o at z*. Furthermore, g (-) and dv/dn
are likewise continuous in their arguments. Thus, we have:

lim dPr (an > 0‘ gnO) —  lim dPr (Zn1 > O| gno)

Zno—z*t dino Zno—2z* " dén()

(A4)

That is, the employment probability does not exhibit any first-order change in slope at z*, even though the
ANTR does feature such a discontinuity.

Proposition 2: If Z,; = 2,9, the general expression for dPr(zp1 > 0| Zn0) /dZno from (A.1) still holds.
However, we now have a slightly different expression for the critical level of fixed costs, which is now eval-
uated at 2,0, implying @,,; = v (Zn0 — T1 (2n0) , Zno; n) — v°. Accordingly, we have a different expression for
dq,,1 /dZno relative to (A.2). Since Z,1 = Z,o for everyone, we have:

dqnl _ v (znO - Tl (znO) 72n0§ n) + ov (EnO - Tl (ZHO) ) Zno; n) dn (A 5)
dZno 0Zno on dZno .

where the key difference is that 0v/0z and dv/dn are evaluated at Z,o instead of Z,;. For those with
Zno < 2%, since Ty (+) = To () and Z,1 = Z,0, it is still the case that Ov (2,0 — T1 (2n0) , Zno; ) /020 = 0 due
to the envelope theorem. However, the first term in (A.5) for those with Z,o > z* is now:

v (Zno — T1 (Zn0) , Zno; )
35n0

= (1-71)ve+v,

= A [(1 — )+ UZ] (A.6)

c

where A\, = v., and v, and v, are the partial derivatives of v (-) with respect to ¢ and z, respectively,
evaluated at (2,0 — 11 (Zn0) , Zno; n)-

34Tn this and other similar expressions elsewhere we evaluate the partial derivative of v with respect to z allowing both
earnings and consumption to change via the budget constraint, but holding n constant.
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Thus, we now have:

— v(Zn0—=T1(2n0),Zn0; 9G(q,, if 5 *
dPr(zn1 > 0| Zn0) 9(@pln) e la(; e ddEZng + (gn1|n) ddzzo’ if Zno < 2
dZ,0 9(G,1n) [)\n {(1 —71)+ %} + Bv(znolea(:#o),zno;n) dz;% + %;;1\”)#:07 if 2,0 > 2*

(A7)

Note also that: N - -
i (Zno — T1 (Zn0) 5 Znos n)

Zno—2*T Ve (ZnO - Tl (2n0) 5 2n0§ 7’L)

=—(1—-79) (A.8)

where we have used the first order condition for Z, ¢ and the fact that lim Tj (Z,0) = Tp (¢*). We now

Zno—z*
have the following expression for the difference in slopes at z*:
. dPr (an > 0| ZnO) . dPr (an > 0| in()) . . _ V,
, lim e - Jm e = D g (@uln) - A j(L=70) + o
= 9(Quo1|n") - A= [(1 = 71) = (1 = 70)]

= —dr- An* g (qn*l n*) (Ag)

where q,,.1, n*, and A\~ all refer the individual for whom Z,g = z*.*

Proposition 3: To illustrate the first part of the result, note that z,; = z* for everyone with z,¢ €
[z*, 2+ AN ], i.e. the set of bunchers. Thus, as we cross z*, there is no discontinuous change in after-tax
income or optimal earnings, conditional on working, and thus no discontinuous change in the employment
probability. To show the second result, our proof proceeds almost step-for-step as in the case of a kink. The
key step of that proof is that the following term from (A.2) continues to vanish:

87} (2711 - Tl (énl) ) gnl; n) dznl

p= — =0 A.10
aan dzn() ( )
For those with Z,0 < 2* or Z,0 > 2* + A2Y, 0v (Z,1 — T1 (2n1) , Zn1; 1) /0%, = 0 due to the envelope the-
orem.?® For those with 2* < Z,0 < 2* + Az, we have dZp1/dZ,0 = 0, since Z,1 = z* for everyone in this
set—i.e. these agents bunch at z*. The result then follows as in the case of a kink.

Proposition 4: The result follows immediately from the fact that utility just to the left and right of the
notch will be v (2* — T (2*),2z*;n*) and v (z* — T} (2*),2*;n*), respectively. We also use the following
first-order approximations:

G (Cjn*l

n*) - G (qu*O

7?,*) ~ g (Q’VL*,O TL*) [(jn*l - Cj’n*O]
= g(Guoln®) [v(z" =T7 (%), 2%n") —v (2" = To (2%), 2% n%)|(A11)

0
a—z [2* = T1 (2%) — 2" 4+ Tp (27)]
= =X\ [dT +dr - 27] (A.12)

%

v (z* - T1+ (z*),z*;n*) —v (2" =Ty (2"),2";n%)

Proposition 5 Assume that the utility function is quasi-linear in consumption and that the density of fixed
costs is locally constant in the neighborhood of z*, i.e. g(qn+o|n*) = g ((j:*l n*) Then the employment
probability, as a function of desired earnings in state 0, will exhibit a first-order change in slope (i.e. a kink)

35In this and other similar expressions elsewhere we evaluate the partial derivative of v with respect to z allowing both
earnings and consumption to change via the budget constraint, but holding n constant.
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at z*. The kink is given by:
. dPr(an > Oli’no) . dPI‘(an > O‘Zno) _
1 - 1 = —dr- ol n*
Znogri'*+ dz'no 27»05’12*_ dgnO T g(q 0 " )
B OG (Gnrolm*) 3 8G(cj$1 n*) dn
on on dZno
(A.13)
Moreover, if we use a first-order approzimation for 0G/0n, we have:
. dPI‘(an > O|5n0) . dPI‘(an > 0|2n0) _
1 — 1 ~ —dr- ol n
ZTLUE’I}Z*+ dZTLO Znol_l”ri*7 déno T g(q 0 " )
0g (Gnro|n*) dn
—dT +dr - 2* (A.14
[dT + dr - 2] on dg )

Proof 5: Again, the proof proceeds as in the case of a kink above. However, the notch introduces
discontinuities in a number of the elements of equation (A.7). In particular, we now have:

lim  Gn1 = Tt # Qo= lim G, (A.15)

Zno—2* Zno—2*

However, if we assume that the density of fixed costs is locally constant in ¢ at n*, then:

n*)=_lim ¢ (gn|n) (A.16)

Zno—2*

lim +9(‘jnl|”) = g(@n1|n") = g (qn+o

Zno—2z*

Furthermore, if we assume quasilinearity, we have:

A = ve=1
lim ov (EnO -1 (2'”0) ) Zn0} ’I’L) _ lim v (gnO -1 (2n0) s Zn0; n)
Zno—2z*t 8’” Zno—2z* an
- hm Vy (2710 — Tl (ZnO) 5 2710; n) = — (1 — To) (Al?)
Zno—z*

The second and third lines follow because the quasilinearity assumption breaks the relationship between the
level of consumption and the disutility of labor. Thus, a discontinuity in after-tax income doesn’t effect the
marginal disutility of labor. In the third line, we also use the first-order condition for Z,¢. Using these above
results, the first part of the proposition follows. The second part of the proposition can be shown using the
following first-order approximation:

IG (31| n*) ~ 9G (qn=o|n") ~ G (Gno| n*) (G521 — Gneo]
on on dqon 1 = Ao

o ag((jn*0|n*) *

= o [dT + dr - 2¥]

Estimation of Kink with Measurement Error: In Section 4.2, we argue that in the case of measurement
error, i.e. 7(Zp,v;) < 1, we estimate a lower bound on our elasticity. Here we formally demonstrate
this result. Recall that our relationship between earnings at age 60 and desired earnings at ages 63-64 is
290 = Zp; + pirvis. We assume that the joint distribution of (p,v), conditional on 2%, is continuous and
continuously differentiable in 259 at 260 = z*. Consider the estimated kink in employment, as a function of
ea}g}r;iggs at age 60, i.e. the numerator in equation (17), using 2°° as the running variable. Denote this as
I} :

BRED —  piy OPr (Lit =1 z?o) ~ lim OPr (Lit =1 z?o)
T80 et 82’?0 290 —z*— 621160

i

Let the potential deviation in desired earnings, v, have a distribution with the CDF M (v|z) and pdf

o1
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m (v] z), conditional on 2% = 2. We have the following:

OPr (L = 1]2%°) OPr (Ly = 1]259)
RKD X . i . i .
B = /71' (z*,v) [Z?OIEI;*+ B i ) z?oh—g*— 520 i m (v|z*) dv
. . OPr (Ly =125 ) OPr (Ly =1]2% .
B e e = LIV
B . . OPr(Ly = 1| Zior) . OPr ( Ly = 1] Zior) "
N /ﬂ- (Z ,’U) |:2mfl,l—»ni*+ 0Ziot B zfglgrzl** 0Z;ot m (U| N ) dv

Ziot—2*t —vit 0Ziot Ziot—2* T —vit 0Ziot

} m (v] 2*) dv

= ﬁ-B(z*)—F(l—ﬁ')/Mﬁ(z*—v)m(ﬂz*)dv

1—-7

where

3
I

_ /ﬂ'(z*’v)m(,v|z*)dv
B(z) = lim OPr (Lit = 1| Ziot) lim OPr (L = 1| Zior)

Ziot— 2 0Z;o0t Ziot—z 0Ziot

That is, 7 is the probability that p; = 0 among individuals with z8% = 2* and B (z) is a the kink in
employment at z that would estimated if desired earnings, Z;o:, were observed.

Given our assumptions on smoothness in heterogeneity and assuming the only relevant kink in the tax

schedule is at z*, we have:
sy B ifra=2"
5(2){0 if 2z #£ 2*

Here $ is the kink in employment among those who face a kink, as defined in equation (9). Thus, we have:
ﬂRKD — . ,6

It follows that if 7 (2,v) < 1, i.e. we have measurement error in desired earnings when using 2°° as a proxy,
then we estimate a lower bound on our elasticity when using the formula in equation (9). In other words,
the estimated kink among those with age 60 earnings near z* reflects a weighted average of the subset of
individuals who will actually face the kink at ages 63-64 and the subset who will not. Furthermore, when
7 (z,v) = 0, i.e. there is no persistence in earnings from age 60 to ages 63-64, we expect no employment
kink. Note, we only require that the distribution of v be smooth as a function of 2°. Thus, we can allow
for cases where v is not mean zero, e.g. where there is a systematic change in mean desired earnings from
age 60 to ages 63-64. Note as well that we can relax the assumption that the only kink in the tax schedule
is at z* and can instead assume that the set of other possible kinks is of measaure zero.

B Model Extensions

B.1 Extension to Two or More Discrete Job Choices

We begin by focusing on two key options within the menu of positive earnings: one at the interior optimum
in state 0, Z,0, and another “next-best” job at an alternative level of earnings, 7. This allows for an
arbitrary number (whether finite or infinite) of discrete choices that are less preferred than the “next-best”
job. The model can also be easily extended to allow for the possibility that multiple earnings levels give the
same “next best” utility level as Z7'°.

Before showing this result more formally, we briefly illustrate the intuition. Consider an individual whose
optimal earnings under a linear tax, i.e. in the absence of the kink, is just above z*. For the moment,

suppose this person can either earn just above z* or exit. Now, we introduce a kink at z*. The effect of the
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kink on the average tax rate for the person just above z* is very vanishingly small. So, if this person now
decides to exit, they must have been virtually indifferent between z* and exiting prior to the kink. Now, lets
suppose instead that a part-time job is available at some earnings partway between 0 and z*. Also, suppose
that in the absence of the kink, the person continues to earn just above z*, rather than exiting or taking
the part-time job. By revealed preference, we learn that the job earning just above z* is preferred to the
part-time job. Furthermore, since we have establised that this person is virtually indifferent between earning
just above z* or exiting, it follows that exiting is also preferred to the part-time job. Thus, when we again
introduce the kink, the features of the part-time job are irrelevant for the decision to exit or not. If, in the
absence of the kink, exiting is preferred to the part-time job, it will continue to be preferred once the kink
is introduced.
Formally, let v be the utility level associated with the next-best level of earnings:

v =y (Zﬁb -T (Z"b) i iad n) (B.18)

n n n ;
As it is possible that the kink lowers utility at Z,o while leaving utility at 27 unaffected, the probability of

working in state 1 is one minus the probability that non-employment is preferred to both the earnings level
Zn0 and the earnings level 2% of the next-best job:

Pr(z,1 >0|Z,) = 1-Pr (vO > vzb — @n1 and v° > v (2,0 — T1 (2n0) » Zno;n) — qnl)
- 1—-Pr (UO Z 'Uzb —(gnil | qnl < in) -Pr (Gm < in)
= 1-Pr (UO > UZb - Qn1|qn1 < qnl) ' [1 -G ((jn1| n)} (B~19)
The slope of the employment function is now a more complex expression:
dPr (an > O|2n0) _ _dPI‘ (UO > 'U:le - in‘qnl < in) [1 _q (, |n)]
e e 1
dG (G,1|n
+Pr (v >0 — 1| Ty < qu1) - [Eélm} (B.20)
n0

We now explore under what conditions this slope reduces to that of our earlier model in Section 2.5, in
which intensive margin earnings in state 1 are constrained at their state 0 level. We will show in general
that this is true for those with state 0 earnings below z*. Next, we show that for those with state 0 earnings
just above z*, the slope is likewise unaffected relative to the model in Section 2.5, as long as the next-best
job offers a level of earnings that is discretely different than the new interior optimum z*.

Consider individuals earning below z* in state 0. We first focus on the term Pr (UO >0 — 1|7, < qnl).
We can show the following for the agents in this set for whom §,,; < gn1:

'UO > v (gnO - Tl (2n0) ;éno; n) — (Qn1

= v (g'ILO —Tj (Zno) ) Zn0; n) — qn1
> vzb — Qn1 (B.21)

where in the first line we used the fact that g,,; < ¢n1 and the definition of g,;. In the second line we
used the fact that Ty (2,0) = To (2n0) for individuals with Z,p < z*. In the third line we used the fact that
v (Zn0 — To (Zn0) , Zno;m) > v due to revealed preference in state 0. It follows that:
Pr (UO Z ,Uzb - Qn1’§n1 < inagnO < Z*) =1
- dPI‘ (UO Z Uyrib - qnl‘anl < qnlaénO < Z*)

=0 B.22
Emn (B.22)

In other words, if an individual with state 0 earnings below z* prefers the outside option in the absence of
the next-best job, she would continue to prefer it in the presence of the next-best job.
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Using the results in (B.22), we can simplify the expression in (B.20), for those with Z,o < z*:

dPr(zp1 > 0[Z0)  dG(GQ,y|n)
dfno N dZnO
_ _ OV (Zno — T1 (Zno) s Zno;m) dn 0G (G, Im) dn
= 9(quln) B G on G (B.23)

where the second line follows from equation (A.7). Thus, the presence of a menu of discrete options does not
affect the results for those with Z,o < z*. Intuitively, after the introduction of a kink, the individual’s state
0 optimal earnings amount Z,q is still available and is the only positive earnings level relevant for extensive
margin decisions.

Now consider individuals with Z,q > z* and recall that we are ultimately interested in the change in
slope of the employment rate at z*. Any change in the slope of the employment function at z* will depend
on the following limit:

lim dPr (zp1 > 0] zp0) _

Zno—z*T dzno

— lim dPr (UO Z U:LLb - Q'rll}qnl < qnl)

Zno—z*t déno

)]

‘| [1 - G(qn*l

dG (G| n*
+ L lim . Pr(v° > o — @1 |Gy < qnl)} ((qnln)) (B.24)
Zno—2*

dZno
Note the following:

lim Pr(o® >0 =@ <gm) = lim_ Pr(o® >0 —gu|v® >0 (Zn0 — T1 (3n0)  Zn0; ) — Gn1)
Zno—2 Zno—2

= Pr(o” >0 — g |0* 20 (2" = Ty (%), 2% n") — gp1)
! (B.25)

In the second line, we used the fact that lim 2,0 = z* and T (2*) = To (2*) , and the final line follows

Zno—2*

from revealed preference: z* was initially chosen over the next-best job.

We require that in the neighborhood of z* the earnings level offered at the next-best job be discretely
different than that of the state 0 job; thus, we assume that:

Clim 270 £ 2* (B.26)
Zno—2*
This assumption rules out alternative jobs that can be made arbitrarily close to the level of state 0 earnings.
Intuitively, if this were not so then individuals earning just above z* in state 0 would be able to replicate
intensive margin adjustment, which we have shown smooths out any kink in the employment function that
would otherwise exist.

The assumption in (B.26) implies that the limit in (B.25) is reached at some level of state 0 earnings
strictly above z*. That is, as we approach z* from above, the probability that preferring the outside option
without an alternative job implies preferring it in the presence of the next-best job plateaus at 1 at some
point before reaching z*. Thus, we have: 0 b _
. dPr (0" >0l — ¢u1| Gy < gua)
lim po
Zno—z* T dZno

=0 (B.27)
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As before, (B.25) and (B.27) can be used to simplify (B.24) as follows:

fm  9PTGn>0E0) o dG(Gmln)

Zno—z*t din() Zpno—z*t dénO

81} (gn*o — T1 (En*O) s 277,*0; TL*) dn

== q, « * *d '>\n*
9(@peq|n®) | —dr + o Em

dG (1| n*) dn
dn dén()

+

(B.28)

where the second line follows from equation (A.7). Combining (B.28) and (B.23), we have the same result
as equation (8) of Section 2.5, i.e. our earlier model with Z,; = Z,9. Note that this result features as a
special case the scenario in which the agent has the choice among a full-time job at Z,g, a part-time job as
some lower level of earnings, or not working. Furthermore, this result can be extended beyond a setting with
multiple, discrete earnings options to allow for some continuity in the choice set, as long as the options all
strictly differ from z* among those with state 0 earnings near z*.

B.2 Jointly Estimating the Structural Elasticity among Constrained Types and
T

In the model presented in Section 2.7, we may wish to estimate the structural elasticity among constrained
types, n3. We may be able to use data on extensive margin responses between states 0 and 1 along with
evidence on intensive margin responses in state 1 to perform this decomposition. In particular, we continue
to draw on the kink in employment in state 1. We also use the amount of bunching in the second period,
which is related to intensive margin response among those who are not constrained. In addition, we estimate
a second kink, this time in the average tax rate in state 1. The idea is that we have an analytical expression
for the kink under complete friction. The extent to which the observed kink in the averate tax rate deviates
from that quantity is a function of the share of the sample that faces intensive margin frictions. Finally, this
method will require more restrictive assumptions on the underlying primitives, as explained below.

For notational convenience, define the set R = {n|z* < 2,0 < 2* + Az*} as the set of individuals in
state 0 with earnings in the range that bunches under a kink in the absence of intensive margin frictions.
Define Ng o as the number of individuals in this range in state 0. As before, denote Type A earners as those
who can adjust on the intensive margin and Type B earners as those who cannot, in state 1. Define Ng4 o
and Ngrp o as the number of Type A and Type B earners in the set R, respectively. It follows that:

Ngro = Nrao+ NrBo
Similarly, define N ; as the number of individuals in the set R that are still employed in state 1. That is
{n]z* < zpo < 2*+ Az* 2,1 > 0}. Again, define Nga 1 and Ngrp 1 as the number of Type A and Type B
earners in the set R that are also employed in state 1. Again, we have:

Nr1 = Ngraa+ Nrpa

Finally, define Npypcn as the number of individuals in the set R that bunch in state 1. Note that:

NBunch = NRA,I

We can show the following:

Pr(zn1>0]2" < zpo < 2z"+ Az")

Pr(z,1 >0|n € R)
= (I—W*B)Pr(ZnJ >O|TLER7A)
+75Pr(z,1 > 0|n € R, B)

Define Ny as the total number of people in the labor force in state 0 and define Ny as the number of these
people also in the labor force in state 1. If we define B as the share of all such earners bunching in state 1,
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then we have:

Nraj Nrao Nro No

Nrao Nro No N;

Pr(z,1 >0lne R,A)(1—75) xPr(z* <z, <z*+ Az%)
Pr(zp1 > 0| zn0 > 0)

In addition, if we assume that Type A and Type B individuals have the same preferences and differ only
in the ability to adjust to z*, then the only difference in employment exit between the two groups is due to
the lack of intensive margin adjustment on the part of the Type B agents. In this case, we can show the
following:

Pr(z,1 >0|n € R,B) ho (¢) d¢

/Z*+Az* |:dPI' (Zn,l > O| ZTL,O = <7A)

dzn’o

/Z“M dPr(zp1 > 0| 2n0 = (, B)
o dZn’()

[0+ ] (al )] ha (€

* c

AR YA

Pr(zn1 >O|n€R7A)+/

2%

=+ 2 g sl ] o 01

c

where the second line follows from equation (A.7). We will use a first-order approximation, assuming
An [(1 —-71)+ ”—z] g (gn,1|n) is constant in the set R. Then we have:

Ve

2*+Az*

2*+Az*
[ pelaeme Ea@atn|m©d = —ir o gaean =) [ n©o
BRKD
= — - Pr(z" <z,0<z"+Az2")
B

Generally, A, and v, /v, are decreasing over this range. If g (g, 1|n) is also weakly decreasing, then we will
be overstating the difference between Pr (2,1 > 0|n € R, B) and Pr (2,1 > 0|n € R, A).

Now, consider estimating the following:

lim dE [1 — [Tl (Zn,l) -1 (0)] /Zn71| Zn,0,Zn,1 > 0] ~ lim dE [1 — [Tl (zn,l) -1y (O)] /Zn)1| Zn,0y Zn,1 > O]

Zn,OlZ* dZn,O Zn,0l2* dZn70

which is the difference at the exempt amount z* in the slope of the average net-of-tax rate in state 1, as
a function of state 0 earnings, among the set of individuals who do not exit employment between states 0
and 1. Note that since Type A individuals bunch, the average tax rate is constant for this group. Thus, the
difference in the slope will be zero for this group. For the Type B individuals, the difference will be:

d1 [T () =71 (0)]/2) d( = [To(2) = To (0)] /Z)} T T T T

dz dz e z* (2%)? z* (z%)?
_ LT () = Ty (2%)
Z*
_ _dr
- -2
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As a result, the average in the difference in slopes for the total group will be:

BATRE  _ Nraj 04+ NrB,1 (_dT)
Nr.1 Nr z*

_ NroNrBo NrB1 (_dT>
Ngr1 Nro Ngrpo z*

B Pr(z,1 >0|n € R,B)n% dr

© Pr(zn1 >0]2* < z,0 < 2%+ Az¥) <_>

Z*

We thus have four equations:

Pr(zp1 >0|2" <zpo<z"+Az")=(1—-7g)Pr(z,1 >0lne R,A)+75Pr(z,1 >0/n€R,B)

Pr(z,1 >0lne R,A) (1 —7p) x Pr(z" <z,0<z*+ Az")
PI‘(Zml > 0| Zn,0 > 0)

B=

RKD __ PI‘(Zn)l > O‘TL S R,B) —Pr(zml > O|n S R,A)

g B Pr(z* < zpo < z* 4+ Az*) /1%
GATR _ Pr(z,1 >0|n€R,B)ny dr
- Pr(zn1>0|2* < zpo < 2* + Az¥) z*

and four unknowns: Az*, 7%, Pr(z,1 > 0|n € R, A) and Pr(z,1 > 0|n € R, B). We do not have a closed
form solutions for either Pr(z,1 > 0| 2* < 2,0 < 2* + Az*) or Pr(z* < z,0 < z* + Az%).

However, if we estimate a flexible polynomial for the employment rate and for the density in state 0, we
can numerically solve for 775;. This can be combined with 7) to recover nj;. However, this requires additional
assumptions relative to our non-parametric estimate of the observed elasticity, which is a non-parametric
lower bound on the structural elasticity; for example, as noted above, to recover 1 we would need to assume
that types A and B have identical preferences.

B.3 Fully Dynamic Extension of the Model

In this section we briefly demonstrate under what conditions our results continue to hold once our model
is extended to a multi-period setting with forward-looking agents. We again have two states of the world,
state 0 and state 1. In this multi-period model, the tax schedule is the same across the two states for
periods 1,...,t — 1. However, in period ¢, the tax schedule is linear in state 0 and has a convex kink at
z* in state 1. The tax schedules are once again the same across the two states during periods ¢t +1,...,T.
(For simplicity we assume here that the tax schedules across the two states are once again the same during
periods t + 1,...,T, but the model can be easily extended to assume that in each of these periods the tax
schedule is linear in state 0 and has a kink at z* in state 1.)

We assume that preferences and the economic environment yield a dynamic programming problem as
follows. In each period, individuals maximize:
Ut (Cnjt, Znjts ) = U (Cnjt, Znjts ) — Qnjt - L {Znge > 0} + Vi (Anjt, Znjesn) (B.29)

subject to a dynamic budget constraint:

Cnjt = (L +1021) Apji—1 + Znjt — T (2njt) — Anje (B.30)

where A, ;; is the level of assets at the end of period ¢. The value function for the next period, V; (-), may
depend on the level of assets passed forward and potentially the level of earnings in the current period. For
example, working today may have some effect on the choice set in the next period.
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We once again index individuals by their counterfactual earnings in period ¢ in state 0, and we focus on
the probability of having positive earnings in period ¢ in state 1, conditional on the counterfactual earnings
level in state 0: Pr(z,1: > 0] Z,0¢). In addition to the assumptions we have made above in Section 2.4, we
assume that the value function V; (+) is C* in A, 2, and n. Agents choose ¢, z, and A to maximize utility.
The outside value of not working in period ¢, v° (Anjt—1), depends on the current level of assets and includes
the continuation value of future periods. Finally, the distribution of fixed costs of working, G (¢| n,t), now
depends on the time period as well.

The first-order conditions when earnings are positive are now:

v+ V, = =2 (1*T/ (Z))
Ve = Vai= A\ (B.31)
where A is the marginal utility of wealth. Using these conditions, we can show that there will still be bunching

in response to a kink among those who can adjust on the intensive margin. As before, individuals will work
if the utility conditional on working exceeds that of not working:

U (Cnjt, Znjt; ) + Vi (Anjta Znjt; n) =% (Anji—1) = qnje >0 (B.32)
where the “~” denotes optimal levels conditional on working. The probability of working in period 1 is still:
Pr(zp1t > 0] Znot) = G (G140 t) (B.33)

where now:
it = U (Cnit, Zniesn) + Vi (Anm Znlt; n) — 0% (Ap1-1) (B.34)

We now show under what conditions our main results still hold in this dynamic setting. First, the slope
of the employment rate will still be:

dPI‘ (ant > O| ZnOt)

dqnlt dG (qnlt| n, t) dn
= +
dznOt

din()t dn dén()t

=9 (@p1iIn,t) (B.35)

We will have a new expression for the first term on the right of equation (B.35). After substituting for &,1;
in (B.34) using the dynamic budget constraint in (B.30) we have:

g4 _ v ((1 +7e-1) A”Ltfl + Zn1e — T (Znae) — "Zinlta Zn1t; n) N oV (lenhg, Znlt; n) Az
dgnOt agnlt 8gnlt dznOt
EZ ((1 +7i1) Apt o1 + Znae = T1 Goae) — Antes s n) oV (Anu, Zn1t; n) ] dA,1
+ _ + _ &
8f4nlt aAnlt dZnOt
_81} ((1 + ’rt—l) Anl,t—l + ant - Tl (gnlt) - Anlta 2n1t; n) a‘/t (Anlta 2n1t; n) | dn
* on + on dén()t
EZ ((1 +7e-1) Ant—1 + Znie — T1 (Bnre) — Anies i ﬂ) v’ (Anl,t—1> dAn1 1
+ ~ _ L,
0An11—1 0An11—1 dZnot
dz, dA, d
= [(1 =T (2)ve+v, + V] Znlt | [—ve + V4] — oy [vr + V3] ooy [(1+71) ve — vY]
dzn()t dzn()t dZnOt

dAni -1
dénOt

(B.36)

For those with Z,0; < 2* or Z,0: > 2* + Az*, we can use the first-order conditions in (B.31) to show that the
first term in (B.36) equals zero when agents are able to adjust on the intensive margin as in Section 2.4. For
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those with z* < Z,0: < z* + Az*, the first term in (B.36) equals zero: dZ,1:/dZ,0 = 0 since Z,1; = z* for
everyone in this latter set due to bunching. Additionally, the second term in (B.36) equals zero for everyone,
due to the first-order condition in (B.31) for saving.

Thus, when agents are able to adjust on both the intensive and extensive margin we have:

dPr (ant > 0| 5n0t)
dinOt

= a 8” (5n1t7 Enlt; n) avt (Anlf,, ant; n) dn
= g (qn1t|n7 t) on + -

dgnOt

v (Cpat, Zag;m) o’ (A"Lt’l> dApy—1
aé'rth aAnl,tfl

dG (@i mst) dn

It FE dn

dénOt

(B.37)

Note that n, Gn,1, Zn1, An1, and Ti(-) are all continuous in Z,o; at z*. Furthermore, our smoothness
assumptions imply that g (-), dv/dn, OV/On, On/0zZyo:, and OG (q,%1| n, t) are likewise continuous in their
arguments. We additionally assume that 0Ay11—1/0Zn0¢ is continuous at z*; we discuss below the conditions
under which this assumption holds and argue that they are satisfied in our setting. Given these assumptions,
our original result follows when there are intensive margin adjustments:

dPr (ant > 0| énot) _
dZnOt

dPI‘(ant > 0| ZnOt)

lim —
dZnOt

Znot—2z*

lim

Znot—2z*t

=0

(B.38)

We now turn to the case in which we make the same assumptions, except that individuals are not able
to adjust on the intensive margin, as in Section 2.5. We now have:

danlt 81} ((1 + Tt—l) A‘fll,t—l + gnot - Tl (Z’n()t) - A7L1t7 ZTLOt; n) a‘/t (Anlty ZTLOt; n)
dZnOt - 3277,01& + agn()t
[ v ((1 +71-1) Ante—1 + Znot — Tt (Znot) — Ante, Znoss n) oV (/Inltv Znot; ”) ] dAn
+ — + = p
8An1t ﬁAnlt dzn()t
[ v ((1 + 1) Anl,t—l + Znot — Tt (Bnot) — Anits gnot;n> Vi (/Inlt, énOt;’ﬂ> | dn
* 877/ + (9n dinOt
EZ ((1 +70-1) Antt—1 + Znot — Tt (Bnot) — Anie, Znos n) ov° (Anl,iFl) dAny -1
Jr — - ~
0An14-1 0An1-1 dzZnot
d/L 1t dn 0 dA 1,t—1
= [(1-T1(2)ve +vs + Vo] + [—ve + V4] dZnLOt + [vn + V3] pEn + [(1+7e—1) ve — v}y #ﬂm
(B.39)

where the primary difference from (B.36) is that earnings are fixed at Z,o;. We still have the second term
dropping out of the expression in (B.39), as assets, flnlt, are optimally chosen even when earnings are fixed.
Furthermore, for those with Z,0; < z* we have T7 = Ty, and thus the first term also drops out among this
group due to the envelope theorem. Note that for those with Z,0; > 2* we can rewrite:

v, +V,

(1T (2)ve+v, + Vo =X |(1—71) +
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Similar to our less dynamic model above in Section 2.5, we therefore have:

9 @uuiln. 1) ([on + Vil 32 e
_ 1L Zp0t z
dAn1._ , "
) T [(1 4 ro1) v — 0] st ) o 2E Tt odn
dPr (zn1e > 0| Znot) _ (B.41)
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We note the following limit, making use of the first-order condition in (B.31):

U ((1 + 1) Anl,t—l + Znot — T1 (Bnot) — Anits Znot; n) + V. (x‘lnm Znot; n)

= —(1-79) (B.42)

lim
5 .t 1 ~ - = -
Fnot—2 Ve ((1 +ri-1) Apit—1 + Znot — 11 (Znot) — Anit, Znot; n)

Maintaining our smoothness assumptions for this section, we thus have our original result when earnings in
state 1 are constrained (Zp1¢ = Zn0t):

. dPI‘(ant > 0| EnOt) . dPr (ant > 0| gnOt) - . _ v, + VZ
En(){linz*Jr dZnot a Enollinz** dZnot B 2no£:rnz*+g (@rgmt) - An | (1= 71) + Cwe
= 7d7')‘7l* 'g(qn*1t|n*7t)
(B.43)

As in Appendix B.1, this result easily generalizes to the case of multiple, discrete job options away from z*.
The kink in this case can be used to calculate an extensive margin elasticity, as in equation (9).

Returning to our assumption that 0A,14—1/0Zn0 is continuous at Z,o; = z*, we view this as a natural
assumption in our setting. First, if agents act as if the tax change is unanticipated, then this is assumption
holds: in this case the slope of expected lifetime wealth is continuous at the kink. Many contexts will
feature unanticipated changes in taxes. In our empirical application, Gelber et al. (2013) show that prior
to being subject to the AET, individuals do not appear to act as if they anticipate the later imposition of
the AET (consistent with the myopia suggested in Gelber, Isen, and Song, 2016). If the tax change were
anticipated they would bunch at z* in anticipation of the later imposition of the kink (due to the fixed cost
of adjustment), but empirically we do not observe such behavior. Thus, they do not appear to anticipate
its imposition, so our empirical application appears consistent with this case. Moreover, in our setting, we
test for kinks in predetermined or placebo outcomes, including measures of the employment rate at ages 56,
57, 60, and 61, as well as demographic variables. We show in Section 6.3 that predetermined variables as a
function of age 60 earnings do not exhibit systematic discontinuities in their slopes at the exempt amount,
consistent with our assumption of continuity in 0A,1 ¢—1/0Zn0 at Znor = 2.

Second, even if some individuals in our context acted as if the imposition of the AET were anticipated,
if the AET is also actuarially fair and other sources of lifetime wealth are also smooth, then 0A,1 ;—1/0Zn01
should be smooth at Z,9; =2*. It is commonly understood that the AET is approximately actuarially fair
(e.g. Diamond and Gruber, 1999), and thus this assumption should approximately hold. Note that even
if the AET is actuarially fair on average—but better than actuarially fair in expectation for some types
and worse for others—it is possible that 0A,1,,—1/9Zn0; is continuous at Z,o; = z*, even though we also we
observe a non-zero substitution effect of the incentives created by the AET when individuals are later subject
to it. For example, if the AET is worse than actuarially fair for those who are particularly responsive to the
substitution incentives created by the AET, then we could see a reduction in earnings or employment due to
a bunching or extensive margin response to the substitution incentives created by the AET once individuals
have claimed, even though 9A,1,,—1/0Zn0 is continuous at at Z,o, = 2*.

Third, in the case that the imposition of the tax change is anticipated—which could be consistent with
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the data if the AET is actuarially fair on average—we could interpret our estimated elasticity as a marginal-
utility-of-wealth-constant elasticity. In this case our paper then can fit into a broader literature estimating
Frisch elasticities (see Chetty et al., 2013, for a review), and provides a novel estimate of a Frisch elasticity
using transparent variation from the RKD. (Following Chetty et al. (2012) we call this extensive margin
elasticity, holding the marginal utility of lifetime wealth constant, a Frisch elasticity, while recognizing that
extensive margin Frisch elasticities are technically not defined because non-participants do not locate at an
interior optimum.)

Fourth, even in the case in which the AET is not actuarially fair, we can estimate an elasticity that
represents the response to a parametric shift in the entire wage profile; as Blundell and MaCurdy (1999) and
others point out, this is the most relevant for policy evaluation of the impacts of permanent shifts in the entire
wage profile and will reflect a combination of income and substitution effects. We have run several numerical
simulations to gauge the quantitative importance of anticipatory savings for the continuity of 0A,1 ;—1/9Zn0
at Z,or = z*, and we find that extensive margin estimates using this method are little affected by a lack of
smoothness in An1,t—1-36 Furthermore, since predetermined variables do not show systematic discontinuities
in their slopes as a function of age 60 earnings, this issue again does not appear to affect the validity of the
smoothness assumption underlying our empirical design. We view our method as most easily applicable in
settings in which the data are consistent with such interpretations of the parameters and the smoothness
assumptions appear to be satisfied.

B.3.1 Explicitly Modeling Actuarial Adjustment in the Context of the Dynamic Model

Thus far, we have abstracted from the impact of actuarial adjustment of future benefits on the behavioral
response to the AET. In this section, we explicitly incorporate this feature of the AET and highlight how
our estimator is affected. We maintain the setup of the dynamic model above with the following alterations.
First, the dynamic program now involves choosing earnings to maximize:

Ut (Cnjt, Znjt; ) = VU (Cnjt, Znjts ) — qnjt - L {Zngt > 0} + Vi (Anjt + Bnjt (2njt) s Znje; 1) (B.44)

Relative to our previous case, the value function, V; (-), is now a function of total assets, i.e. the sum of
savings, Ap;¢, and the present discounted value of all future OASI benefits, Byt (2n;¢). These benefits are
potentially affected by the current level of earnings. Additionally, the new dynamic budget constraint is as
follows:

Cnjt = (1 +7421) Anji—1 + Znje — T (Znjt) + bje (2njt) — Anjt (B.45)

where we have now decoupled the flow of OASI benefits from the tax schedule. The tax schedule no longer
varies across states and is simply T (ant) = Toznji- The flow of benefits, bj; (ant), does potentially vary
across states, due to the presence of the AET in state 1. The first-order conditions are now:

v+ V. = “A1-T"(2)+ [t/ (2) + B'(2)])
ve = Va=2A (B.46)

where b, (2) is the marginal effect of earning more on the current flow of benefits, i.e. the benefit reduction
rate (BRR). It takes the following form in state 1:

b (2) =

{ 0 ifz<z (B.4T)

—dr if z>2*
Finally, B’ (z) is the effect of increasing current earnings on the future stream of benefits from OASI. B’ (z)

similarly takes the form:

R L -
B (Z)_{ db if 2> 2" (B.48)

36Results from our simulations are available upon request. We continue to recover the extensive margin elasticity in a
dynamic model when intensive margin adjustment is constrained and we observe the correct, counterfactual running variable.
We estimate an attenuated version of the true elasticity when intensive margin adjustment is constrained and we use lagged
earnings as a proxy for the running variable, though our simulations show that the extent of attenuation is slight. If anything,
this slight attenuation again strengthens our case that the elasticity is large, as the lower bound we estimate is itself large.
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Note that when the adjustment is actuarially fair, we have db = dr. In this version of the model, we also
express the outside utility as a function of savings and OASI benefits:

1)0 = 'UO (Anjytfl, anytfl) (B49)

Using similar steps as in the basic dynamic model above, we have the following expression for the
(potential) kink in the employment rate at z*, when intensive margin earnings are constrained:

. dPl"(ant > 0|§n0t) .
lim = — lim =
Znot—2z*t dZnot Znot— 2%~ dZno

dPr ( Znlt > 0| ZnOt)

= —(dr —db) - An~ - g (Gpe1e| 0", 1)

Here we make explicit that an additional necessary condition for finding a kink in the employment rate is that
db # dr, either because the AET is not actually fair, or perhaps, because individuals do not pay attention
to actuarial adjustment. The sign of db is non-negative, as the actuarial adjustment never reduces future
benefits, but db can be smaller than dr if adjustment is not full. It can also be larger than dr for those with
high life expectancies, in which case there will be a positive kink in the slope of the employment function. In
our applications above, we have effectively assumed db = 0 for illustrative purposes and following previous
literature, although our method can easily accomodate alternative assumptions. Since we do find a kink in
the employment rate empirically (and also find intensive margin bunching), this assumption is validated.

B.4 Model Extension: Joint Claiming and Employment Decision

A specific feature of our empirical application to an OASI context—which will not always be true when
applying our method for estimating elasticities in other contexts—is that whether or not individuals face a
kink is endogenous. That is, if an agent does not claim, she faces the linear budget set. We now extend
the model to our particular empirical application, so that the model includes this trade-off between facing
a kink or delaying claiming. To model claiming, we introduce additional notation. We model claiming in a
somewhat “reduced form” fashion, but our model easily generalizes to the previous dynamic setting, in which
we can explicitly incorporate the effects of claiming OASI on the timing and magnitude of OASI benefits in
different periods, as well as the resulting effects on wealth and savings. In our case, when j = 0 an individual
faces a linear tax schedule whether or not she claims. However, when j = 1 an individual faces a kinked tax
schedule when claiming OASI or a linear schedule when not claiming OASI. We focus on our version of the
model in which intensive margin adjustments are constrained, i.e. Z,1 = Z,0, and we will determine whether
a kink in the probability of working still occurs when claiming is endogenous.

First, we will denote v = v(Z,0 — To(Zn0), Zno,n) as the flow utility (net of the fixed cost of working)
when earning 2,0, facing a linear tax schedule Ty(-), and claiming in state 0. Next, we denote v} =
(Zno — T1(Zn0), Zno, 1), 4.e. the net flow utility when earning Z,q, facing the kinked tax schedule T} (-), and
claiming in state 1. As before, v is the utility received when claiming OASI and not working, in either state
0 or state 1. Next, we specify utility when claiming is delayed. The payoff when not working and not claiming
OASI is v° + 6,,, in both state 0 and state 1. Likewise, the payoff when working and not claiming OASI
is 2 + ,,, again in either state 1 or state 0. Thus, the parameters  and ~ capture the relative change in
utility when claiming is delayed. These can be considered to capture the income effect of delaying claiming.
We leave these parameters relatively unrestricted, and thus they may represent an increase in lifetime wealth
when delaying claiming increases lifetime benefits (for example due to the actuarial adjustment being better
than actuarially fair), or they may represent a utility decrease for those facing liquidity constraints, for
example.

In addition to n we now have three parameters that capture unobserved heterogeneity, (7,0, q). We allow
these variables to have a relatively unrestricted, joint distribution, which we represent with a conditional,
joint density of v and 0, m(~,60|g,n) and our previous marginal density of ¢, g(¢|n). The joint density of
(7,0, q) is therefore m(~, |q,n)-g(g|n). We extend our assumption of smoothness in unobserved heterogeneity
to the joint distribution of (v, 6, ¢), conditional on n .

In State 1, our model will now feature comparisons among four discrete choices: (1) working while
claiming, v} — g,; (2) not working while claiming, v?; (3) working while not claiming v9 + v, — ¢,; and
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(4) not working while not claiming, v° + 6,,. We will additionally denote critical values of our unobservable
parameters, which arise when comparing the various discrete options. As before, when comparing working
while claiming to not working while claiming, the expression for indifference is v} — ¢, = v°, which implies
a critical value for ¢, g,, = vl — v°. Similarly, when comparing working while not claiming to not working
while not claiming, the expression for indifference is v0 + v,, — ¢, = v° + 6,,. We can write this in terms of
Y 3 Yy = On + qn — (00 —0°) = 0, + ¢, — G°, where @° = v0 — Y is an analogous critical value for ¢ in
state 0 when claiming.

Furthermore, for those who are indifferent between working while claiming and not working while not
claiming, we have v} — g, = v° + 6,,. This implies a critical value for 6, : 6,, = ,, — ¢,. Symmetrically,
for those who are indifferent between not working while claiming and working while not claiming, we have
0 = 00 + v, — qn, with a critical value for v, : v, = §° — ¢,. Indifference between working while
claiming and working while not claiming implies v} — ¢, = v +v,, — ¢n, and a critical value for v, is:
Yp = vi — 02 = Av,. Finally, indifference between not working while claiming and not working while not
claiming implies v = v° 4 6,, or 6,, = 0.

Using our previous results, the envelope theorem implies the following:

0 0
a>n _ 8Un
0Zno  OZno

=0 (B.50)
Additionally, we have:
A [(T—=7g)+ 22 if Z,0 < 2*
0g, _ 0Av, v} (o) + 3] i o

= = n = Bq 1
0%no O%no 0Zno o (B.51)
An {(1 —71)+ k] if Zp0 > 2%

o
B.4.1 Claiming Decision

We now characterize the claiming probability and derive an expression for a kink in the claiming probability
at Z,o = z*. The probability of claiming can be expressed as follows:

q q—q fAv
Pr(claim| 5,0) = / / / m (7,0]q.m) g (| n) dydodq

9] 0 q—q"°
+[ / / m (7,0]q,n) g (qln) dydbdq (B.52)
q —o0 J —oo

The first term integrates over the values of ¢ for which working while claiming is preferred to not working
while claiming, g € [—00,q]. The next two integrals restrict attention to values of 6 that render not working
while not claiming dominated by working while claiming, i.e. 8 € [—00,§ — ¢g| and values of v that similarly
render working while not claiming dominated by working while claiming, i.e. v € [—oc0, Av]. The second
term integrates over values of ¢ for which not working while claiming is preferred to working while claiming,
q € [, o0]. Over this range we restrict analysis to § € [—00,0] and v € [—00,q§ — ¢, i.e. values that render
not claiming dominated by not working while claiming.

Consider the slope of Pr (claim| Z,0), which can now be expressed as:

dPr (cl(}im| Zno) _ OPr (cl(}im| Zno) n 9 Pr (claim| Zno) c{n (B.53)
dZno 0Zno on dZno

Given our assumptions regarding smoothness and our results above, we know that the second term will be
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continuous at Z,9 = z*. We therefore focus on the first term in this expression. Leibniz’s rule implies:

OPr (claim| Zn) a-4a 5‘Avn
A ny I
qamze) [ R (v b0, g )t
q aq Av
n 7— d
+ 95 V_ m (7,4 —qlg,n)d ] (gln)dq

L 94, v

1 [/ [ menola )dwcw] (aln)

/ / Dy, (¢—7°,0|q.n) g (q|n)dbdgq
8Zn(] "

aq,, Av _
850“ / m (7,0|q,n) dydo

Rearranging terms, and using the fact that 9G°/0Z,0 = 0 and 0g/0Z,0 = OAV/0Z,0 = A {(1 —-7)+ ”fz}, we
have:
O Pr (claim| Zn0)
35n0

g9(gln). (B.54)

{/_: [/_:qmm,eq,n>d9+/:m<%q—q|q,n>dv]g<q|n>dq}

(B.55)

Finally, the kink in the probability of claiming can be expressed as:

lim O0Pr (cl(szm| Zn0) ~ im

Zno—z* T 0Zno Zno—2* " 0Zno

OPr (claim| Zn0)

=6 (B.56)

where
v, q 7—q Av
o = ot afa-n+ ) wavoiamans [T nna-alanan] g ama
Zno—2* c —0 —oo —o0

q q—q 0
—dT - Ay {/ / m(079|q7n*)d9+/ m(%q—qlq,n*)dV] g(qln*)dq} (B.57)

and where we used the results from Section 2.5 and the fact that lim Aw, = 0.

zn0—>z

The two integrals in the expression can be interpreted as joint probabilities. The first is the joint
probability that (1) working while claiming is preferred to not working while claiming, (2) working while
claiming is preferred to not working while not claiming, and (3) the individual is indifferent between working
while claiming and working while not claiming, i.e. v,,« = Av,» = 0. The second term is the joint probability
that (1) working while claiming is preferred to not working while claiming, (2) working while claiming is
preferred to working while not claiming, and (3) the individual is indifferent between working while claiming
and not working while not claiming, i.e. 6, = g« — ¢n~. Note that the probabilities are conditional on
n=n"

Thus, there will be a downward kink in the probability of claiming, which increases with the size of the
kink and the size of two key sets of marginal claimants. The first set are on the margin of moving from
working while claiming to working while not claiming, and the second set are on the margin of moving from
working while claiming to not working while not claiming. Finally, note that the kink only affects claiming
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among those for whom working while claiming is optimal. Therefore, the only relevant shifting is from
working while claiming to either state of not claiming.

B.4.2 Extensive Margin Response with Endogenous Claiming

We now consider the extensive margin choice of whether to work, allowing for an endogenous claiming
response. The probability of having positive earnings in state 1 is now:

Pr(zp1 > 0|Z0) = / V / (7,0l a,n )d7d9+/q q/ﬂ - m(v,0]q, )dfyd&] (q|n)dq
/ U / m (7,0]q, )d7d6+/ /+q B m (7,0]q, )df}/d&} (q|n)dg

(B.58)

The probability is comprised of four terms. The first two terms correspond to values of g that render working
while claiming preferable to not working while claiming. The first term in this set captures individuals for
whom working while claiming also dominates not working while not claiming. In this case, the individual
will always work, regardless of the value of «. The second term captures individuals for whom not working
while not claiming dominates working while claiming. In this case, only those who prefer working while not
claiming to not working while not claiming will work. The second set of terms likewise covers the two settings
in which not working while claiming dominates working while claiming, but the individual still decides to
work. Put another way, an agent will work when max(v} — q,v? + v — ¢q) > max(v?, 0% + 6).

As in the case of claiming above, we focus on the discontinuity in the partial derivative of this probability,
OPr (21 > 0|2,0) /OZn0. Leibniz’s rule again implies:

8Pr(zn1 > 0| Eno) /q aq /oo _ /oo B
9Zno 950 mm(%q qlq,n) dy AUm(v,q qlq,n) dy
A “m (6447 .0 q,n)df v g (q|n)dg

8zn0 i/ / (7,014 )d7d9+/ /9+AU (7. 0lq, )dvd9] (aln)

+/q {quno U_O m(q— 404, )d7d9+/oo (0+q—4".0q, )d’ydé’]}g(qIH)dq

i ([ [T meamaans [* [ moan i) o@n.
Zn0 Av +Av

Once again relying on the fact that 9g°/9%,0 = 0 and 9g/0%,0 = 0AV/0Z,0 = A [(1 —7)+ %iv we can

rearrange terms to yield:

8Pr(zg;;0i5no) _ A{(IT } {V /Av (7,614, )dycw] (aln)
+/1/i}m(%@—qlq,n)g(qn)dvdq} (B.60)

The kink in the probability of having positive earnings can now be expressed as:

lim dPr (zn1~> 0|2n0) ~ lim dPr (21 > 0]Zp0)

Zpno—z*t dZno Zno—2*— dino

=B, (B.61)
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where

5= L tm al0-n+E|x {[/ [ o )dvcw] (al )
+/1/Mm(%@qlq,n)g(QIn)dvdq}
—dr - Mg - g (Gn-| 1Y) [/ / V,an*n)dde}

Pr(claim|n* ,q, =q,=)

—dT - A+ / / (7,G—qlq,n") g (qIn") dydg, (B.62)

and where again we have used the fact that _lim Av, = 0.

Zno—>Z

The first term in this expression is an attenuated version of our previous kink in the probability of
working. The extra term can be interpreted as the probability of claiming among the marginal labor force
participants, .e. those for whom ¢, = g,,-. The integral covers the range of values for v and 6 that render
working while claiming preferable to either not working while not claiming or working while not claiming.
Since the individual is indifferent between working while claiming and not working while claiming, this
also implies that claiming is preferable to not claiming among this set of agents. The second term may be
recognized as one component of the kink in claiming. In particular, the integral captures individuals who
prefer working while claiming to not working while claiming, and prefer working while claiming to working
while not claiming, but are indifferent between working while claiming and not working while not claiming.
The kink in the budget set while working and claiming shifts this marginal individual to not claiming, at
which point not working becomes optimal.

Thus, endogenizing claiming has two effects on the kink in the probability of positive earnings. First,
it attenuates this behavioral response, because the kink only affects those who claim. Second, it amplifies
the behavioral response if there are individuals who are shifted to not claiming, and prefer to not work
conditional on not claiming, but to work conditional on claiming. In this case, we cannot generally conclude
whether our estimate of the participation elasticity is a lower bound or an upper bound. However, we detail
below two approaches for establishing an upper bound on the (negative) behavioral response of participation
under certain restrictions on the parameters (i.e. a lower bound on the absolute value of the participation
response).

B.4.3 Bounding the Behavioral Response

One method for establishing a bound involves imposing an additional restriction on unobserved heterogeneity.
In particular, we can assume that v, - 6,, > 0, i.e. the signs of v and 6 are the same. In this case, delaying
claiming must cause utility when working and not working to either both increase or both decrease, although
the absolute value of the change in utility can be different across the two states. This assumption makes
intuitive sense, as we are restricting analysis to the case in which earnings are fixed at Z,9. In this case,
delaying claiming does not affect employment, and delaying claiming only affects utility through its direct
effect on either current disposable income, or (in a dynamic setting) lifetime benefits. This would be the
case, for example, if delaying claiming has the same effect on wealth, regardless of working status. The
assumption rules out cases in which, for example, working affects life expectancy in a way that changes the
sign of the effect of delaying claiming on lifetime benefits, or a case in which working relaxes a borrowing
constraint and the effect of delaying claiming on utility therefore changes sign, conditional on working.

If our assumption holds, we can show the following:

g 0
/ / m (7,4 —qlq,n")g(q|n")dydg =0 (B.63)
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The reason why this probability becomes zero is as follows. First, we are restricting attention to values of
q < ¢. In addition, we are fixing the value of # = § — ¢ > 0. However, we are also restricting analysis to
individuals for whom v < 0. Given our assumption that the signs of v and 6 must be the same, this set must
be of measure zero.

In this case, we can simplify our two kinks above as follows:
q q—q
0 = —dr- A X / / m (0,0|q,n*) g (q|n*)dodg (B.64)

B = —dr-Ap~xg(qn* [/ / (7, 0| Gn>,n™) dvydb (B.65)

Pr(claim|n*,q,* =qn*)

The kink in participation we estimate is now a weak upper bound on a negative kink (i.e. the absolute value
of the kink in participation we estimate is a lower bound on the kink that would obtain absent a claiming
response). This implies that our observed elasticity will be a lower bound. Note that the probability of
claiming that attenuates the behavioral response is local to marginal labor force participants, i.e. ¢ = @, and
thus is not the same as the population probability of claiming at Z,0 = z*.

If we are not willing to impose the above restrictions on the joint distribution of v and €, we can still
achieve a lower bound. Using the results from the previous two sections, we have:

B—0 = —dr-Ape X g(Gn-|n* 1) [/ / (7, 0] G, ") dydb

+d7 - A~ ></ / (0,0|q,n*) g (g|n*)dbdq (B.66)

Again, this difference in kinks provides an upper bound on the negative kink in participation. Note that
this bound is not guaranteed to be negative. However, in cases in which the kink in claiming is relatively
negligible—as appears to be the case in our empirical application—it is possible to establish a non-trivial
upper bound on the kink and, by extension, a lower bound on the employment elasticity. Furthermore, if
there is no detectable kink in claiming, then simply rescaling the kink in employment by the share claiming
is sufficient to adjust for endogenous claiming.

C Procedure for estimating excess mass

As we explain in Gelber, Jones, and Sacks (2013), we seek to estimate the “excess mass” at the kink, i.e. the
fraction of the sample that locates at the kink under the kinked tax schedule but not under the linear tax
schedule. Following a standard procedure in the literature (e.g. Saez, 2010; Chetty, Friedman, Olsen, and
Pistaferri, 2011), we estimate the counterfactual density (i.e. the density in the presence of a linear budget
set) by fitting a smooth polynomial to the earnings density away from the kink, and then estimating the
“excess” mass in the region of the kink that occurs above this smooth polynomial.

Specifically, for each earnings bin z;, we calculate p;, the proportion of the sample with earnings in the
range [z; — k/2, z; + k/2). The earnings bins are normalized by distance-to-kink, so that for z; = 0, p; is the
fraction of all individuals with earnings in the range [0, k). To estimate bunching, we assume that p; can be

written as: D

k
pi=Y By )"+ D v Hai=j}+e (C.67)
d=0 j=—k
and run this regression (where 1 denotes the indicator function and j denotes the bin). This equation
expresses the earnings distribution as a degree D polynomial, plus a set of indicators for each bin within kd
of the kink, where ¢ is the bin width. In our empirical application, we choose D = 7, § = 500 and k = 6
as our baseline (so that six bins are excluded from the polynomial estimation). We control for a baseline
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seventh-degree polynomial through the density following Chetty, Friedman, Olsen, and Pistaferri (2011).
The parameter v reflects the excess density near the kink.

Our measure of excess mass is M = 2k~, the estimated excess probability of locating at the kink (relative
to the polynomial term). This measure depends on the counterfactual density near the kink, so to obtain a
measure of excess mass that is comparable at the kink, we scale by the predicted density that we would obtain

if there were a linear budget set. This is just the constant term in the polynomial, since z; is the distance

to zero. Thus, our estimate of normalized excess mass is B = & . We calculate standard errors using the

0
delta method. We calculate the density in each bin by dividing the number of beneficiaries in the bin by the
total number of beneficiaries within the bandwidth; note that this normalization should not affect the excess
normalized mass or the estimated density, because dividing by the total number of beneficiaries within the
bandwidth affects the numerator (i.e. M) and denominator (i.e. 3,) of the expression for B (: g/[ ) in equal
0

proportions and therefore should have no impact on B.
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Appendix Figure D.1: Earnings Test Real Exempt Amount, 1978 to 1987
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Notes: The figure shows the real value of the exempt amount over time among those 62-64 years old (labeled “Age<65” in the
graph) and those above (labeled “Age>=65"). The AET applied to earnings of claimants from ages 62 to 71 from 1978 to
1982, but only to claimants aged 62 to 69 from 1983 to 1989. All dollar figures are expressed in real 2010 dollars.

Appendix Figure D.2: Histogram of Percent Earnings Growth, Ages 28 to 59
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Notes: This histogram shows that there is a large mass near zero percent nominal earnings growth from one year to the next
in a wider set of ages, 28 to 59, than we focus on in the main analysis. This indicates that among a broad set of ages, a
substantial mass of individuals have no growth in desired nominal earnings, consistent with the assumptions necessary for our
RKD to estimate a lower bound on the elasticity as described in the main text. This suggests that it should be possible to use
our method, implemented in this case through using lagged earnings to proxy for desired earnings, when studying extensive
margin responses to other policies applying in other age ranges. The figure uses the SSA data we have, covering the 1918 to

1923 cohorts in calendar years from 1951 to 1984. See other notes to Figure 4.

70



Appendix Figure D.3: Probability of Positive Earnings at Ages 63 to 64, wider x-axis
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Notes: See the notes to Figure 7. This figure is identical to Figure 7, except that the range of the X-axis on this figure runs

from -$6,000 to $6,000. Like Figure 7, this figure also shows a clear, discontinuous change in slope at the exempt amount.

Appendix Figure D.4: Mean Probability of Claiming at Ages 63 to 64
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Notes: The figure plots the mean claiming rate, i.e. the probability someone has claimed by the calendar year of reaching age

t, at ages 63 to 64 averaged, as a function of the distance of age 60 earnings from the exempt amount. The figure shows that

there is no clear visual change in the slope of the claiming rate, and regression evidence supports the same conclusion: a
placebo test in the spirit of Ganong and Jéger (2015) shows p=0.15 for the two-sided test of equality of the coefficient with
zero. See other notes to Figure 4.
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Appendix Table D.1: Robustness of Elasticity Estimates

M @
Baseline With
Specification ~ Controls
Linear 0.49 0.45
(0.19)*** (0.18)***
N 95,960 104,665
Quadratic 0.66 0.60
(0.27)%+* (0.24)***
N 160,785 172,979
Cubic 0.82 0.68
(0.28)*** (0.28)***
N 273,421 326,782

Notes: The table presents robustness checks on the main elasticity estimates in Table 5. The “with controls” column shows

the kink in the employment probability when we control for dummies for year of birth, sex, and race. Robust standard errors,

using the procedure of Calonico, Cattaneo, and Titiunik (2014), are reported in parentheses. The number of individuals

included in each “reduced form” regression (18) is shown below the standard error. See other notes to Table 2.

Appendix Table D.2: RKD Elasticity Estimates using Regression-Based First Stage

(1) (2) 3) (4) (5) (6) (7)
Full Non- High Prior Low Prior
Sample Men Women White White Earnings Earnings
First Stage Kink -4.00 -3.25 -3.99 -3.88 -3.09 -3.76 -3.82
(0.01)*** | (0.01)*** (0.01)*** | (0.01)*** (0.01)*** | (0.01)***  (0.01)***
Elasticity 0.59 0.37 0.60 0.59 0.64 0.62 0.52
(0.23)%+* (0.29) (0.26)*** | (0.22)*** (0.68) (0.35)* (0.11)%**
N 95,960 68,971 66,251 93,722 39,271 19,574 101,709

Notes: See notes to Table 5. Relative to Table 5, the elasticities differ here because we use a linear RKD to estimate the first

stage kink in the ANTR (reported in the first row), rather than using the analytic expression as in Table 5.

Appendix Table D.3: Elasticity Estimates Accounting for Claiming

(1) (2) () (4) (5) (6) (7)
Full Non- | High Prior Low Prior
Sample Men Women White White | Earnings Earnings
Elasticity 0.63 0.32 0.65 0.61 0.53 0.62 0.53
(0.25)%*F*F | (0.25) (0.28)** | (0.23)***  (0.56) (0.35)* (0.12)%**
N 95,960 68,971 66,251 93,722 39,271 19,574 101,709

Notes: See notes to Table 5. As explained in the main text, we calculate these elasticities by inflating the Table 5 elasticities

by 29.9 percent, to account for claiming behavior. Among those with age 60 earnings below the kink, but not more than

$2,797 below the kink, 74.5 percent of the sample claims by age 63, and 79.5 by age 64. We calculate 29.9 percent as

100-(1/[(0.795+0.745) /2]-1).
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