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Abstract

Many workers do not work their desired number of hours, particularly in the low-
earning segment. We study whether income tax notches generate hours mismatch in
the context of mini jobs in Germany. These jobs are exempt from income and social
security taxes up until a salient earnings threshold. We find substantial underemploy-
ment at the threshold, suggesting that it constrains many workers to work less than
their optimum. A reform shifting the threshold upwards raised underemployment
among mini jobbers. Workers increased their desired hours, but contracts adjusted
through small increases in actual hours and wages. These findings are consistent with
firms’ hours constraints shaping job offers in the low-earning segment. They suggest
that firms cater to workers’ incentives to bunch, but overprovide mini jobs. While
workers are able to achieve higher earnings in the adjustment, the aggravation in

underemployment points to ambiguous effects on worker welfare.

Keywords: Hours mismatch, labour supply effects of taxation, low-earning workers.
JEL codes: H24, H31, J22, J62.

Preliminary, please do not cite without permission.

This version: December 6, 2022.

* Unterhofer: University of Basel, Faculty of Business and Economics, Peter-Merian Weg 6, 4002 Basel,
Switzerland (email: ulrike.unterhofer@unibas.ch). Zabrodina: University of Basel, Faculty of Business
and Economics, Peter-Merian Weg 6, 4002 Basel, Switzerland (email: vera.zabrodina@unibas.ch). For
helpful discussions and comments, we thank Sydnee Caldwell, David Card, Pauline Carry, Hilary Hoynes,
Rafael Lalive, Mariele Macaluso, Jesse Rothstein, Emmanuel Saez, Alisa Tazhitdinova, Linh T6, Andrea
Weber, Conny Wunsch, and Nicolas Ziebarth. All errors are our own.



