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General Introduction

This dissertation aims to expand and refine ourewstdnding of why and how couple
dynamics affect four critical economic outcomest tage directly related to inequality and
stratification. These outcomes are respectivelifzesaployment, labour supply, household
savings and income distribution. Throughout theetistion, by couple dynamics, | conceive
of two notions: First one implies being in a cougle. having a partner with certain
characteristics) versus being single and transtiogtween these two states. And the second
one refers to the changes in behaviour of the g®odae to a contextual change such as an
increase in the risk of couple dissolution. | capsmtly, analyse the implications of these
two notions on each of these key economic variables

While doing so, | ask and answer a number of ingmarémpirical questions regarding
the implications of the existing theories about toeiple dynamics on these outcomes. For
example; does the theory of economic specializatithin the family help us to understand
the process of becoming self-employed? In otherdg,odo spouses matter for the transition
to self-employment? If so, do the sociological ‘iabcesources” and “trust” concepts better
describe the nature of such influence? Does thedatd risk-pooling behaviour of spouses
have any role on becoming an entrepreneur?

The role of spousal influence on the labour mansatticipation of women has
previously been studied extensively (see Blossgeldrobnic 2001). Therefore, | take one
step further and ask the question of what happensamen’s and men’s labour supply
behaviour if the risk of divorce increases. How \dothen each spouse behave? Do women
increase their labour supply, as the specializatigmothesis predicts, to self-insure? In fact,
the specialization hypothesis predicts no effeaiebrce risk on men’s labour supply. Yet, if
the value of specialization declines when the agklivorce rises, as this hypothesis predict,

then men might decrease the amount of market wduhsequently, | test whether men



behave as the Becker’'s specialization hypothesdigis or on the contrary, they increase
their labour supply to self-insure against the diearisk just like women.

Increasing labour supply may not be the only chhroe self-insurance for an
increase in the divorce risk. For example, incregsiavings can be another way of self-
insurance for the negative outcomes of divorce.séquently, to my knowledge | provide the
first empirical test of the question whether spsuiserease or decrease their savings when
the risk of divorce increases. From the theorefomaht of view the outcome is ambiguous.
Spouses might increase their savings as the sthfitiacycle theory predicts for precaution
against an income shock, or they might dissave aaimmze individual consumption rather
than contributing to the pooled-income.

Finally, 1 attempt to describe how all these mionechanisms would translate into
macro-societal inequalities. In particular; woutttrieasing marital instability and changing
household composition affect the income inequatityeneral? What is the role of increasing
labour supply of married women in the distribut@rhousehold income?

These questions might also illuminate underlyinghamisms of the striking changes
in the trends of these economic outcomes. For elanself-employment rate; especially
among women, has been increasing in the US inate3D years and this rise has been more
than the female employment rate (Devine, 1994)olualsupply of married women has also
been in rise in the post-industrial world since 850s and it has nearly doubled reaching
around 75% of women in 2003 in the US (Blau & KaRd06). Household savings has been
in decline especially in the US since the 1980s,which there is an extensive amount of
research in the economics literature (Browning &andi, 1996). Finally, income inequality
has been on the rise again since the mid-70s as@dnehers mention the great U-turn in the
income inequality (Nielsen & Alderson, 1997, Espigdersen, 2007). Although the reasons

behind these trends received wide scholarly atiantheir causes are not fully understood.



This dissertation might also contribute to the angaesearch about the changes in each of

these economic variables by focusing particulanyhe couple behaviour and decisions.

Self-Employment Behaviour

Self-employment rate has been in decline in mosthefpost-industrial societies since the
1970s (Blanchflower, 2000), but it was noticealigreasing in the US and UKIn 1975, the
total self- employment rate was 7.4 % in the US lbnd 996 it reached to 9.6 % (Blau et al
2002)%. Furthermore, the increase in self-employmentbeen more drastic for women than
for men: The rate of self-employed women, amongaiployed women increased from 4.1
% in 1975 to 7.1 % in 199@Blau et. al., 2002). And there’s evidence thé thend was not
a simple artifact of the increase in the femal®tdbrce participation (see Bugid, 2006; Blau
et al 2002).

One relevant aspect of the rising rates of femalieesnployment for this dissertation
is that it triggered a shift in the existing resdaregarding the theories about the self-
employment behaviour of individuals. In fact, tisisift might be an extension of a broader
paradigm-change occurred in stratification and leboarket research, regarding the unit of
analysis in general as explained by Blossfeld arabbic (2001; p3-10)

In a nutshell, the only unit of analysis consideiadthe early literature on self-
employment and entrepreneurship was the male-feegdRuchs, 1982; Evans and Leighton,
1989; Bates, 1990). Therefore, women were simptyuebed from the empirical studies about

the determinants of self-employment behaviour. As similarities in the economic life

! Blanchflower (2000) reports declining trends fbe tmajority of OECD countries self-employment (eptca
rising trend for UK and stable trend for US) sirtbe 1976. However, he discusses that the trendassho
different patterns depending on the definition elf-employment and self-employment rates. He dsfiself-
employed as a % of non agricultural employment. dlilkost doubles its self employment rate in all migbns
between 1966 and 1996. Part of the contradictguyréis about the self-employment trend is due ttusian of
incorporated business owners from the self-emplogad counting them as wage earners of their own
enterprises. This question is also addressedsrdiksertation.

2 As a percentage of overall employment includinthbocorporated and unincorporated businesses.

% Whereas the same figure for men has increased ¥amto only 11% over the same time period angénss

to have levelled off since then both for men andnen (see Blau et al 2002).



courses of men and women were mounting, the rdse@durned to an individualistic
approach and stratification research in generaheglaa labour-market orientation (Blossfeld
& Drobnic 2001). Although, labour-market orienteesearch governed by the economic
perspective started including women in their sasiféeg. Blau, 1987; Carroll & Mosakowki,
1987), they considered the individual at the cenfréhe analysis. Thus, gender has become
only a “status” variable (Blossfeld & Drobnic, 2Q0Therefore, these studies did not explain
gender differences in self-employment transitidisdig, 2006).

Two theoretical arguments about the individual' #-employment behaviour came
out of this research: The disadvantaged-worker tingsis and the class mobility hypothesis
(Budig, 2006). The disadvantaged-worker hypothasisied that individuals lacking adequate
human capital would join the labour market via beow self-employed when they are
unable to find a wage job. Alternatively, class migbhypothesis suggested that workers
with sufficient human capital, social networks diméncial resources in undesirable jobs (i.e.
jobs with low pay, irregular hours) become self-éogpd to improve their economic situation
(Budig, 2006).

However, these theories were criticized becausg ¢bald only explain men’s self-
employment behaviour but not women’s (e.g. Car@6)9The criticisms in this direction
were based on two observations: First, despitenttrease in female self-employment, there
are still differences in self-employment rate ofmand women and the gap seems to have
stabilized since the mid 1990s (Arum & Muller, 20®au et. al., 2002). Second, the gender-
gap in the earnings of the self-employed also reathpersistent over the same period (e.g.
Devine 1994).

The individualistic approach not only failed to &ip the gender differences in self-
employment but also failed to address the earngagsbetween men and women among the
self-employed. Influenced by the research on thedamarket, these studies considered the

individual characteristics, (mainly job-specificrhan capital) as the key determinants of the



productivity of the self-employed. Consequentlye tgender gap in the self-employed
earnings could simply be explained by the diffeemnin these characteristics (e.g. Blau,
1987; Devine, 1994; Leung, 2006). However, thiprapch ignores the role of the work-
family link and the interactions within the familgspecially between the spouses on the
labour market outcomes such as becoming self-eraglqlossfeld & Drobnic, 2001).
Therefore, it left a significant portion of unexjpled gender-gap both in the earnings and in
the rate of the self-employed (Hundley, 2000; Bugig06).

On the other hand, some studies suggested thaitakpaton in marriage might
negatively affect the productivity of women and ¢encould explain the earnings-gap
between self-employed men and women (Boden, 199@hdley, 2000). Others claimed that
women’s self-employment behaviour can be a redudt strategy to find a work-family life
balance (Carr, 1996; Boden, 1999b; Budig, 2006hesE studies point to a direction in the
entrepreneurship and self-employment research wtiegeunit of analysis increasingly
becomes the family. Yet, analysis of the determimari becoming a self-employed entails
consideration of both spouses in the life-couraeBwork in order to identify the differences
between individuals in access to resources (Blusgférobnic, 2001).

Although, the studies of entrepreneurship and eslfloyment have been entering to
the domain of the family, the role of spouses aadpte interactions on the transition to
become self-employed especially across the lifessohas never been analysed empirically.
Chapter 1 of this dissertation addresses this pautialso contributes to the US literature, by
applying a life-course spousal effects frameworkicl is previously used in the other
outcome variables such as labour force participadiecision (e.g. Bernardi, 1999; Blossfeld
& Drobnic 2001), occupational status (e.g. Bernad®94, Bernasco et al., 1998) or career

mobility (Verbakel & de Graaf, 2008) but almostedglin the European context.



Labour Supply Behaviour

One of the reasons why couple behaviour and cagiplymamics constituted the backbone of
this research has to do with the ongoing changdanfamily in the affluent societies. The
scholars frequently mention the following factooshave shaped the transformation of the
family: The first one is increasing trends of semity in the economic life courses of men and
women due to sharp rise in women’s educationainatiant (Shavit & Blossfeld, 1993),
coupled with the dramatic increase in female labdotre participation especially among the
married (Blossfeld & Hakim, 1997; Hakim, 1995; Bl&u Kahn, 2006). Additionally, the
changes in the family structure such as the inere@asthe divorce rates and non-marital
childbirth (Stevenson & Wolfers, 2007) as well he tlecline in the rate of co-residence in
inter-generational households (White, 1994) haweepb in these trends. Moreover as a by-
product of higher educational attainment of womed the increasing similarity of men and
women’s life-courses, positive assortative matiag hlso been on the rise (Kalmijn, 1998,
Blossfeld & Timm, 2003; Schwartz and Mare, 2003).

Perhaps among these changes, the rise in femaleynent after the second world-
war has been the most important one in the laboankets of the post-industrial world.
Especially, the labour supply of the married worhas been drastically increasing nearly in
all affluent countries since the 1950s (Hakim, 19@ssfeld & Hakim, 1997, Goldin 2006,
Blau & Kahn, 2006). For instance, in the US womelalsour force participation rate has
almost doubled between the 1950s and 1999 (Blal @002). In fact, Goldin (2006) calls
this increasing career-orientation behaviour armbua force participation of women, as a
“quiet revolution”, which gave “birth” to modern bBaur economics and theory of labour
supply. Consequently, there’s now almost a consetigat real wage growth and increasing
wage elasticity of women have been the main drivamge behind the rising trends of female

employment up until 1990s (e.g. Smith & Ward; 19BEu & Kahn, 2006; Goldin, 2006).



If the rise in female employment is considerecas of the most important changes
related to the family by the labour economists,itfeeeasing marital instability might be the
other one ( perhaps more for the sociologists).

Between 1960 and 1980, divorce has more than doubline US (from 9 couples per
thousand to 22.5 couples per thousand). Althouglsmepectacular, similar trends have been
observed also in European countries in the lasetdecades (Dronkers, Kalmijn & Wagner,
2006). When the number of divorcees considergaemcapita measures, both in some EU
countries and in the US, the rates have stabiktede 1980s figures or even declined slightly
since then (Oppenheimer, 1997; Stevenson and VEpIR&07; Blau et al. 2002; Dronkers,
Kalmijn & Wagner 2006). Yet, the recent evidencews that in the US, marriages that
started after the 1980s are twice as likely to @mavith divorce than the ones that took place
in the 1950s (Stevenson and Wolfers, 2007). Inrotfeeds, the divorce-risk is much higher
today than in the 1950s- 1960s in the vast majofifyost industrialised countries (Blau et al.
2002, Blau & Kahn 2006; Stevenson & Wolfers; 200H)rthermore, after extrapolation, the
longer-run trends of divorce still points upwar@gvenson and Wolfers, 2007) implying that

marital instability will be persistent at least &me decades (See Figure 1 below).

(Figure 1 about here)

Divorce is usually associated with negative ecomontnsequences, especially for
women (Holden & Smock; 1991). Naturally, the sfredition literature has been interested in
these consequences and their effects on differgnbmes. The main outcomes of interest are
children’s development and well-being (e.g. Mclaarald. Sandefur, 1994; Mclanahan 2004),
poverty risk (Holden and Smock; 1991), income iradiqy (e.g. Karoly & Burtless 1995;

Martin 2006) and fertility (e.g. Lillard and Wait&993).
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While spousal effects on female labour force pguditon have been explored in the
existing literature (see Bernadi 1999, Blossfeld#&bnic 2001), how spouses’ labor supply
behavior would change when the risk of divorce eases is still ambiguous. If the divorce
risk is more persistent and has negative economitsexjuences, then it is important to
understand whether spouses increase their lab@lysuporder to protect themselves from
these negative outcomes.

Indeed, many studies have tried to link the indrepsates of divorce and upwards
trends of female employment empirically. Noticeahilyere is a difference between the
sociology and economics literature regarding theation of causality relating these two
trends. While the sociology literature focuses ba tjuestion whether increasing female
labour supply affected the probability of divorceé€ the literature review in South, 2001,
Oppenheimer, 1997; Cook, 2006), the economicsatilee reverses the question and asks
whether the increasing risk of divorce can expiaareasing female labour supply (e.g. Green
& Quester,1982; Johnson & Skinner, 1986; Parkm&218tevenson 2007).

The idea that female employment might explain thieg divorce risk stems from the
Becker (1981)’'s hypothesis (i.e. independence thgsi$) which assumes that the gains from
marriage is derived from specialization and excleabhgtween the spouses over domestic
work and market work. Hence, an increase in womengployment implied that the gains
from marriage derived by specialisation would b#ueed, resulting an increase in the risk of
divorce. This is also called “the independence ltypsis”.

Yet, the empirical evidence for the independengaothesis is mixed. Some studies
find a positive impact of female labour supply o@arital instability (see e.g. South 2001;
Brines & Joyner, 1999), while the others find ngnsficant association (Oppenheimer 1997;
Hoffman & Duncan 1995), or a conditional negativasariation (e.g. Cook, 2006). The
opponents of the independence hypothesis reminthatsmarital instability trends started

taking-off long before the trends in female empleym(Oppenheimer, 1997). Furthermore,
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Becker (1981)'s specialization hypothesis predittat as the gains in marriage from
specialization decline, they would be derived froommon preferences and consumption of
public good (Lam 1988). One major implication aktprediction has been the rise of positive
assortative mating, for which there is evidencer dhie same time period (see Schwartz and
Mare, 2003; Blossfeld & Timm, 2003)

The economics literature analysed the relationsbipreen trends of marital instability
and female labour force participation from the opf@direction. The central question has
been whether the increased divorce risk could @xplee rise in female labour supply (e.g.
Green, 1982; Johnson & Skinner, 1986; Parkman, 1992y 1998, Stevenson, 2007).
Though inconclusive, some empirical support is led in this direction. For example in an
early study, Johnson & Skinner (1986) claimed thatrise in divorce rates between 1960s to
mid 1980s resulted in an increase of 2.6 percerthef overall 15 percent rise in women’s
labour force participation over the same time prio

Concerned with the possibility of the reverse ctiasaresearchers often used the
gradual introduction of unilateral divorce laws @gs different states in the US since the
1970s as the primary source of the divorce riskhBooss-sectional and time series variation
of the divorce law reforms allowed the economistiest the pooled-income hypothesis of the
neoclassical theory of the household (Becker; 198hg hypothesis predicts that female
labour supply would be positively affected to thx¢eat that divorce laws increase the risk of
divorce because divorce risk reduces the valuepetialization within the family. For
example; while Gray (1998) found no evidence, Frerd (1998) shows a small rise and
Wolfers (2006) detects an immediate response #ifteintroduction of law, which faded after
10-years.

In chapter two, | circumvent the reverse causatimblem by taking advantage of a
quasi-experimental case for the exogenous sourcaskfof divorce. In this chapter, |

investigate the increase in labour-supply respasfs&vomen and men in Ireland to the
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increase in the divorce-risk due to the legalizatad divorce in 1996. In this way, | test
whether the predictions of Becker (1981)'s hypothdbhat women increase their current
labour supply because of depreciation in the valfiespecialization and self-insurance.
Although, Becker (1981)’'s hypothesis has no paldicprediction of men’s behaviour, | test
whether an increase in the risk of divorce stinedamen to self-insure against negative
economic outcomes of divorce (i.e. a loss of ecaasrof scale, lawyer fees or legal costs) by
increasing their current labour supply. Or altéikredy, the may reduce their labour supply in

order not to contribute as much to the pooled ineom

Savings Behaviour

Labour supply might not be the only channel of-gedurance for spouses against a rise in
marital instability. Another source of insurancaiagt the divorce risk may be savings. From
a theoretical point of view, the direction of th@oases’ savings behaviour when there is an
increase in the risk of divorce is ambiguous. Yeits important to understand in an era of
high marital instability since it may explain, a&abkt partially, the declining trends in the
household savings especially in the US since tl849Browning & Lusardi, 1996). In fact,
not only in the US, but also in other OECD courstrisimilar declining trends in the
household saving rates have been observed in 8te2l years (See Figure 2 below).
Currently, household savings rates are at muchriéevels in all the major economies of the

EU (Except for France) after the two decades.

(Figure 2 about here)

Even though the vast majority of the research aiatednpacking savings behaviour
has been done by economists and psychologistseholassaving behaviour is also important

for sociologists. For example, it is one of the ldgterminants of the risk of poverty at
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different stages of the life-cycle (i.e. old agevexy, or younger households’ access to
housing) or across household types (i.e. poversksriafter divorce or widowhood).
Furthermore, saving behaviour, as the primary wiagcoumulating wealth, is directly linked
to wealth inequality (Keister & Moller, 2000). It ialso important for social policy and
stratification. For instance, Spilerman (2000) dsses the asset building strategies of the
poof* as a social policy option and their relevancestoatification theory. In the same line,
Quadagno (1998) defines one of the objectives ef ttansformations of the American
welfare system towards a “capital-insurance welfstae” to be promoting savings. She
argues that the declining trend in the savings ohtéhe American households during the
1980s and the 1990s has been one of the triggixatgrs of the discourse about the welfare
reform and the direction it takes. Diprete (2002)leres the relevance and adequacy of the
permanent income hypothesis and the role of lildecgavings for social mobility.

However, due to the scant interest by the societsegin savings behaviour, the
standard life-cycle savings theories are dominhtethe economists. The result is that current
models of savings and consumption behaviour havengt assumptions about the
homogeneity of household structures. What is ntbieese models assume a unitary utility and
that the household head is the primary decisionemakhose preferences represent the
preferences of all the individuals in the houseboXkt, only very recently economists began
to pay a special attention to the household andeitssion making processes (Browning 2001;
Euwals et al. 2004) by deviating from the assunmptd standard homogenous household
types to a richer, more heterogeneous househadthgements, as traditionally analysed by
sociologists. Still, current empirical studies ibédcycle savings treat the different household
structures as static states rather than transtioeg. Then they compare the savings outcome

across the individuals living in different househbjpes (e.g. Avery and Kennickel, 1991).

* Spilerman (2000) considers the IDA (Individual B®pment Accounts) in the US as an example of such
strategy. These are savings accounts targetedgoveen the poor households to accumulate fundinghier
home purchasing.
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Although Browning and Lusardi (1996) recognisedt timaarital transitions are
important life-events that should be incorporat&d i life-cycle savings theorem, since then,
few studies have considered their impact on savibeggviour. These studies unfortunately
remain highly theoretical and their predictions angy tested on synthetic data. Chapter three
in this respect provides the first empirical evidethat married couples when they face a rise
in the divorce risk, actually, increase both howdeland individual savings.

Throughout the first three chapters of the disseriaalthough I include the singles
when the empirical strategy so requires, marriagples have been the core group of interest.
Indeed, despite the secular trends in family lif@rriage remains important especially in the
US. Previous research showed rather than a dedlilifetime marriage rates, we observe a
delay in the marriages (Oppenheimer 1997). Lifestmmarriage rates in the US continue to be
high (around 70%) and are consistent across attaaun/income levels (Lundberg & Pollak,
2007), whereas rates of non-marital childbearind divorce have increased faster for the
less- educated for both men and women (LundbergPatidk, 2007). Chapter four provides
additional support for this observation. It shoWwattamong the married couples in 1980 the
hazard of divorce over the two decades for theobotjuintile of the income distribution is

twice as higher as the top income quintiles inuise

I ntertwined effects on income inequality

These findings suggest that social selection ihto stock of married couples have
been influenced by the non-random distribution e increasing marital instability over
income groups. Similar pattern is also true fordésriabour supply. Recently, Blau and Kahn
(2006) show that female labour supply is becomirayarand more insensitive to own and
husband’s wages since the 1980s. Furthermore theidrthe elasticity of women’s labour
supply to husbands’ wages has been exceptionadigtidrfor the women in the lowest

education-group. One reason for the growing siityidretween married men and women’s
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labour supply elasticity might be due to the higherorce rates (Blau & Kahn, 2006) in
particular in the bottom.

The differential evolution of these trends acrdss income distribution calls for an
exploration of the societal level outcomes. Both itcrease in the marital instability and the
changing patterns of labour supply among the némeght have direct consequences for the
income inequality. Instead of analysing the effettone trend on the other, chapter four
outlines the joint impact of these two dynamicsrmome inequality.

Income inequality has also been increasing overldeethree decades; a “U-turn”
after a long period income compression during thstqwar era (Esping-Andersen 2007,
Nielsen & Alderson, 1997). A number of researchgisl attention to its causes and most of
them lodged their explanations — in particular freaonomists- in the labour markets. More
specifically; due to the rapid changes in the tetbgy and the consequent rise in skill
premia, employment deregulation and diminishingrggth of trade unions have been the
commonly cited causes of the rising income inequéliuhn et al 1993; Katz & Autor, 1999;
Morris & Western, 1999; Rsycavage, 1999; Kenwor2g)5).

On the other hand, a growing number of studiestourethe relationship between the
changing structure of the families and their labmarket behaviour. An emphasis has been
placed on the impact of the rise in the proportdrihe single-headed families (especially
single mothers) on income inequality (e.g. KarolBé&rtless, 1995; Cancian and Reed, 2001,
Lee, 2005; Martin, 2006; Western et al 2008) Tremime differences across household types,
their relative weight in the population and thermogortional share in the total population
income have been the factors considered to haweniaily affected the income distribution
(e.g. Burtless 1999; Lerman, 1996; Jantti, 1997rtiMa2006). But these studies rarely build
a link between the growing earnings disparity, mutiadied from a labour market
perspective, and the changing household structordge demographic perspective (Western

et al. 2008). However marriage can serve as an riaumo mechanism to distribute the
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earnings inequality observed in the labour markebss households. One key issue here is
assortative mating for which Hyslop (2001) assignsmportant role (e.g. %23) on the rising
income inequality.

Chapter four describes the major mechanisms vialwhssortative mating, rising
female employment and the increase in single —ltthdeiseholds all together may affect
income inequality. Surprisingly the existing la&ure is heavily based on US datén
chapter four, in addition to US data, | include @any in the analysis and gain an

opportunity to test some of the conclusions ofdkiant literature.

Methodological Contributions

Overall, the dissertation uses a variety of ecortameechniques and methodological
approaches to answer the questions raised in degter. To start with, chapter 1 adopts a
life-course approach. This chapter uses individu@reer and marriage histories
simultaneously to model cumulative nature of theusal effects. As a result, it makes an
important contribution to the analysis of self-eoyshent by applying event history
modelling that takes into account pre-marital hist® of each spouse (i.e. prior exposure to
self-employment, individual resources), which liebe¢ has been a key missing element in
most previous studies (e.g. Arum, 2004; CaputolRwichsky 1998; Bruce, 1999).

One of the standard methodological problems in iptesv research has been
endogeneity. Consequently, one major contributibrthes dissertation is to address this
problem especially in chapters two and three. Irti@dar, when one uses individualized-
variation in the divorce risk obtained by actualaice probabilities using panel data, we can
not be sure whether these divorce probabilitiesrafact affected by the very same dependent
variable we observe prior to divorce. For examiplee investigate whether the time spent on

housework changes when individuals anticipate d&owe should remember that it may well

® See for exceptions Maitre et al. (2003), Pasq082pand Esping -Andersen (2007)
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be the case that the very change in the time spenhousework affects the divorce
probability. One good example of such problem#ésrelationship between divorce risk and
labour supply for which there is a vast amountesfearch from both directions as | outlined
previously.

There are two common econometric approaches fagatanference to resolve such
endogeneity problems, one is the instrumental bbriapproach and the other one is a
differences- in-differences approach. Instrumenliables usually bear the problems of
selecting good instruments, problems related temasional data and simultaneous causality.
Furthermore selection bias often remains unresoineithe instrumental variable approach.
On the other hand the diff-in-diff approach hasuanber of advantages. Briefly, diff-and-diff
estimation is useful if there is a specific interiren or treatment (often such treatment is the
passage of a law). Then, the difference in the avoé& variable, after and before the
intervention for groups affected by it (i.e. treatm group) is compared with the same
difference for groups unaffected by it (i.e. cohtgroup). Differences-in-differences
estimations have been popular in economics althaughso much sociologi$ts Their
growing popularity is mostly due to their simplicitand potential to overcome such
endogeneity problems (Bertrand et. al., 2004).

Both chapters two and chapter three use differemcdgferences estimation
techniques applied to linear probability modellittg isolate and identify the effect of an
exogenous increase in the risk of divorce acrosgraband treatment groups. As the source
of increase in risk of divorce, these chapters hasen innovative especially in exploiting
effectively the Irish divorce law as a quasi-natwaperiment. The existing literature has
mainly used the implementation of unilateral diwtaw in the US whose effect on divorce

risk has been controversial (Gray, 1998; Wolfef€)6)

® Alison (1990) is the only paper to my knowledpattdiscusses (and favours) using this methodein th
sociological literature.
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The previous research regarding the questionsGhapter four outlines also suffers
from endogeneity problems. On one hand, there'geable amount of research addressing
the impact of household structure changes on incomguality (Karoly & Burtless, 1995;
Cancian and Reed, 2001; Lee, 2005; Martin, 2006st&/e et al 2008). On the other hand,
recent research both from economics and from smgyokuggest that it may well be that
higher inequality affects the selection into mageaand thus, generates changes in the
household structure (see the literature in Perch&sKcLanahan, 2008) such as more
monoparental households in the bottom income gromughe US. Increasing income
inequality also affects the assortative mating me®ms and the selection into the sample
where marital matching occurs. Hence, it might loatcbuting to the transmission of
inequality (Fernandez et al., 2005; Greenwoodl.e2@03).

Mostly in the US research, the studies that analysether the changes in family
structures generate more inequality use either essggpns or decompositions,
standardizations, shift-share analysis (Percheskic&anahan, 2008). Simulations are used
mostly in European research (e.g Pasqua 2002; d/etital. 2003).

Chapter four modifies the traditional decompossicand simulation techniques, in
order to account for the intertwined effect of tfeanale labour-supply and household
structure changes. Decomposition analysis is aptiea dynamic way where the population
sub-groups account for the both changes. Countadlsimulations are also applied in the
same spirit. They hold changes constant both ssgpaumnd simultaneously. Our simulations
also use a different benchmark than the previoudies. | use the husband’s earnings
quintiles to identify the exact group of the madriwomen whose labour supply has been
more influential on the household income distribng. In this way, | take into account the
differential divorce rates across income quintitasher than the overall changes in the
household compositions which blur the magnitude¢hef effect of female employment (e.g.

Pasqua, 2002).
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Countries, Caveats and Conclusions

The country and data choice of this study is dettaby the empirical strategy. The
dissertation uses longitudinal micro-data in adl thapters in general. In the first chapter, for
the studies of self-employment United States igrgyortant case for three reasons. First, the
non agricultural self-employment rate has beene@asing for a long time for both women and
overall. Thus, self-employment has increasinglyongog an important phenomenon to study
in the US. Second, the United States has the atkedpragitudinal data that allows us to
analyse the spousal effects in the life course érmank (Panel Study of Income Dynamics
(PSID) 1968- 1999). Third, the US provide also pprapriate country to isolate the effects
of parental influences on the self-employed becahsegeographic mobility in the US is
higher and intergenerational family ties might beaker than for example, in Italy, Spain and
other Southern European countries where the sgilegmment rate is traditionally higher.

Although PSID data provide us a long time span, lamer sample size could also
allow adding a supplementary analysis to the fitsapter by further disaggregating self-
employment into skilled versus unskilled self-enyph@nt. Since the mechanisms via which
spouses human capital influences the transitiselioemployment might vary by the type of
self-employment (Budig 2006).

Chapters two and three use a unique quasi-expetainease of the Irish divorce law.
Therefore these chapters use the longitudinal givinireland Survey (1994-1999) primarily
and the European Household Panel Data (1994-2001hé comparison with Spain and UK
and Netherlands. The choice of comparison countiesdiscussed and justified extensively
in each chapter.

Finally, in the last chapter, | compare Germany &i&dfor two reasons. The first one
is empirical. Both countries have opposite cohtmcsures in terms of female employment

and they both have comparable longitudinal datadhaws us to exploit such differences. |
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use Cross National Equivalent Files of German S&cionomic Panel and Panel Study of
Income Dynamics for Germany and the US respectively

There are a number of methodological challengadeantifying the channels of how
these micro mechanisms are translated into sodetal inequalities. Chapter four, therefore,
includes a section where it discusses these clggléem detail. Many of the problems we
detect in the previous literature and persist instudy as well. However, it contributes to the
existing debate by showing the paralysing problerhghe current research in this field
particularly.

Sociological explanations of marriage and maritahsitions stress changes in the
resources and opportunities whereas the economispgaive has emphasized the
significance of individual choice under constrair®n the whole, this dissertation provides
supports for both perspectives. Couple behaviogarding self-employment, labour supply
or savings exhibits a combination of both choicad aonstraints. In particular, the first
chapter presents evidence for spouses both pravichmstraints and opportunities for self
employment —of course depending on the gender and/spousal resources. While
sociological explanations fits relatively well tegtribe the spousal influence on men’s self-
employment, spousal influences on women’s self egmént behaviour present a constraint
rather than a resource unless the husband is m&ingo

The results in chapter two have also implicatiohsit tboth go against the
specialization hypothesis and favour it. While @asing labour supply behaviour of men can
not be explained by the specialization hypothesismen’s increasing labour-supply
behaviour shows that they are concerned aboutabeedsing value of specialization. On the
hand, chapter three supports the idea that indasdare forward-looking and increase their
both household and individual savings in the fata dlivorce risk because they associate
divorce with its negative outcomes. Finally, chagtaur shows that improvements on the

gender inequality and the resulting transforma@oound the family may actually lead to
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societal level inequalities and their inheritanddowever, the pace at which these
transformations around the family are translateéd moader inequalities can be very different

across countries and over time.
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Figure 1. The trends in Marital Instability in the US.
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Abstract :In this paper | investigate the role of couple-haod spousal characteristics on the
likelihood to become self-employed. Much of the ywas research has treated the
entrepreneur as the “lonely only” individual. Thetical arguments have been heavily
weighted towards a wide range of personality trastivational attributes and socio-cultural
background. This paper deviates from previousistutly addressing whether being in a
couple matters for the transition to self-employmdh attempts to provide a systematic
analysis of the extent to which spouses affect esblr's transition to self-employment.
Using PSID (1968-1999) individual and househol@dijl| track individuals’ marriage and
career history from the time that they end theraadion. Then, | model the first transition to
self-employment dependent on the couple statusiuitation and spousal resources for each
spouse using an event history technique. Resuliigest that the likelihood of becoming self-
employed is positively and strongly associated viaiging in a couple for men and wives’
social resources are significantly important fagittiransition. On the other hand, the results
supports economic specialization hypothesis for mwnvhere presence of a husband is likely
to contribute her self-employment transition orflize does not work

29



1. Introduction

Entrepreneurshipis an important research phenomenon for sociahsists. Economists have
long placed it at the heart of economic growth pratiuctivity (e.g. Baumol, 1968). Scholars
of organizations have drawn attention to the adaptireproductive and destructive
consequences of entrepreneurship for existing agaonal routines, structure and order
(e.g. Haveman & Cohen, 1994). Sociologists have se¢repreneurship as a critical source
of stratification in society, a potential threat ¢arnings equality and a vehicle of social
mobility (e.g. Blau & Duncan, 1967; Sorensen, 1977)

Although entrepreneurship has been receiving asing scholarly attention, much of
the research has treated the entrepreneur as dhelylonly” individual (Schoonoven &
Romanelli, 2001). It has typically raised stronguasptions about the exogeneity of external

influences on the decision to be an entreprenearr@@ & Mosakowski, 1987; Thorntorn,

" | use the term entrepreneurship and self emplayinéerchangeably throughout the text. See seitor a
brief discussion on the definition of self-employmand entrepreneurship.
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1999). For the most part, major theoretical argusi@ave been heavily weighted towards a
wide range of personality traits and motivationadilautes (e.g. Brockhaus, 1980) and socio-
cultural background (e.g. Aldrich & Waldinger, 199th most accounts, transition to self-
employment is seen as a function of individual e8> master the challenges of founding a
new organization and a desire to have control @vex’s productivity (McClelland, 1978;
Zhao & Seibert, 2006).

Recent research efforts have moved away from rtiet@vioural foundations. There
are, of course, extensive differences among theseeir formulations of how, why, when and
where entrepreneurial behaviour arises. Yet, they alike in their insistence that
entrepreneurship is a process of interaction betwee individual and the environment and
that the situational factors foster or impede thecess of entrepreneurship beyond explained
by stable individual characteristics. Along theised, socio-economic contextual units such
as organization (Ruef, Aldrich & Carter, 2003), ustty (Carroll & Mayer, 1986) and regions
(Stuart & Sorenson, 2003) have become domainspefated inquiry.

Recent contextual scholarship has increasingliedadttention to the family as the
primary social organization in which self-employrmelecision is shaped (Sanders & Nee,
1996; Arum, 2004). However, the role of family dmetprobability of moving into self-
employment has been explored mostly through shgdiyght on the mechanisms of inter-
generational socialization and transmission (elglriégh et al. 1998; Dunn & Holtz-Eakin,
2000; Hout & Rosen, 2000; Renzulli, Aldrich & Moqd3000; Sorensen, 2007). As a result,
in these studies, while the role of parental charatics has been explicated, spouses have
become “forgotten relatives”.

In this paper, | turn my attention to the most miand immediate part of the socio-
economic environment and focus on marriage asdh&egt in which the decision to become
self-employed unfolds. | offer an integrative motleht explains the mechanisms by which

spouses affect each other’s transition to self-egmpent as well as the direction and
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magnitude of their impacts. To do so, | first teghether marriage matters for self-
employment transitiond. seek to illuminate whether an individual is mdikely to make a
transition to self-employment when s/he is singentwhen s/he is married or cohabiting with
a partnerSubsequently, | explore whether a spouse with aifspéevel of resources makes
one’s own transition to self-employment more likdlprobe these questions by drawing upon
the Panel Study of Income Dynamics (PSID) datanktruct career and marriage histories of
individuals who entered the labour market for tingt time between 1968 and 1999. | adopt a
discreet-time event history modelling, which siiest to explain interdependent processes of
marriage and employment selection (Blossfeld & Diop2001).

This research is motivated by three observatioirst Bnd foremost, evidence from
the cross-sectional data shows that the marrietvithahls are overrepresented among the
self-employed (Blanchflower & Meyer, 1994; Bruc&99). Yet, the relationship between
being married and becoming self-employed has basendéally ignored from the causal
explanations. We are far from having a clear pectaf the net effect of marriage on this
particular type of labour market transition. By limting spouses and their influence on
entrepreneurial decisions, this research helps enghe analysis of the family as a
contextual unit where the opportunities for selfpdmyment arise and are nourished.

Secondly, over the past three decades, there haen Immajor demographic
transformations around the family, which have rallijcaltered the marriage and career
dynamics of the spouses in the US. These changg# itmave important consequences on the
distribution of resources and disadvantages retet@rself-employment transitions across
households. For example, the increase in singlddtedamilies is likely to reduce both the

number and the distribution of households with nexgli resources. Similarly, the sharp

8 In this study, | do not consider marriage as allégstitution. Instead, | take it as an environtrienwhich the
individual engages in social interaction with thgogse. Such interactions ultimately generate faatder or
unfavourable conditions, motivation and learning éotrepreneurship. | consider marriage identiodlbieing
part of a couple”. Therefore, possible tax bendfitshe married are out of the scope of this pa@ehabitation
and marriage are treated identical throughouteke t

32



increase in women'’s educational attainment (Sk&aW8tossfeld, 1993), the decline in the rate
of co-residence in inter-generational householdshi(®y/ 1994) and the rising trend of
assortative mating (Kalmijn, 1998; Blossfeld & Timm®003; Schwartz and Mare, 2003)
might all have changed the importance, the natndetlae direction of the spousal effects on
the decision to become self-employed. As a corasrpiof these changes, the analysis of the
family’s role on the self-employment behaviour eveatly requires a shift in the research
focus from parental influences to the spousal arites.

Finally, | am also concerned over the methodoldgibartcomings in the few existing
studies that have explored spousal influence. Tlstseies primarily work with selected
samples; examining only the married (e.g. Bruce99i%arker, 2005) or the immigrant
families (e.g. Borjas, 1986; Nee & Sanders, 1996)xaely women’s transition and the
husbands’ effects on it instead of mutual influencé both partners on each other (e.g.
Devine, 1994; Caputo & Dolinsky, 1998; Bruce, 199%urthermore, they typically use
either cross-sectional samples (e.g. Nee & Sand@e8) or simple linear probability models
that do not account for the endogeneity that ensefigen individuals selecting into the self-
employment and marriage simultaneously due to fés$ee mating” on observables (e.qg.
Borjas, 1986; Renzulli et al. 2000). Finally, thiesance of pre-marital history (e.g. work
history) and left-truncation — due to exclusionpoévious exposure to self-employment (e.g
Arum, 2004) are examples of other sampling probldraspervade in this research.

This study attempts to address these theoreticdl mathodological issues. It is
organized as follows: In next section, | will imilliy introduce the background theory on how
marriage might affect self-employment and then uliscthe types of marriages and the
spousal characteristics that are more likely ttuarice the decision to become self-employed.
Section 3 will describe the data, sampling and riiodestrategy. Section 4 will present the

results. The study ends with conclusions and dssons.

° See for exceptions Parker (2005) and Arum (2004).
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2. Theoretical Background

Many theoretical reasons might explain why beingaircouple matters for self-
employment transitions. First of all, marriage ¢@nconstrued as an institution that reduces
risks via risk-pooling. For example, there is engair evidence that marriage can be used to
offset individual’'s “labour-income risks” (e.g. Hgs2004; Chami & Hess 2005). In other
words, marriage provides individuals with greatexibility for job or career changes because
they can trust their spouse’s earnings potentigandiess of her/him being in the labour
market (Blau et al., 2002). Since self-employedivindials face such risks themselves
(Brockhaus, 1980), | expect that overall the tramsito self-employment is likely to be easier
for the married who can share their potential ineoisks with a partner than for the single.

A growing number of studies claim that marriage aspbuses influence an
individual's labour market behaviour and more inpotly, labour market outcomes in
general (e.g. Bernasco, 1994; Bernasco et al.,;1B86ardi, 1999; Blossfeld & Drobnic
2001; Verbakel & de Graaf, 2008). The studies pimpmechanisms other than the simple
risk-pooling behaviour. The theoretical argumergsally build on the synthesis of the two
competing hypotheses about the couples’ labour etablehaviour and labour market
outcomes. First one comes from the specializatigpothesis of the standard neo-classical
theory of the family (e.g. Becker, 1991) and thieeotone relies upon the more sociological
social capitalconcept (e.g. Coleman, 1990; 1988).

The specialization hypothesis predicts that sinmp@uses differ in their productivity
levels, they can maximize a joint utility functiesfficiently by specialising according to their
relative productivity between the market work artte tdomestic work. The relevant
implication of this hypothesis bears on the faet tthe human capital is accumulated through
experience and training (usually on the job), andsione of the main determinants of
productivity. Then, the spouse who specializes lba tlomestic work, (or who has a

comparative disadvantage in the market work) wilt pess effort on the market work.
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Consequently s/he will accumulate less human dagoiih end up with poorer labour market
outcomes. In a nutshell, the division of labour apkcialization hypothesis predicts a
negative effect of marriage on one of the spousésur market outcomes.

On the other hand, the sociological social capi@fspective predicts a positive
impact of spouses on the individual's labour markehievements. Spouses improve each
other’s resources through provision of additiorialls knowledge and networkd The idea
of network advantages is straightforward. For exXamgpouses may exert influence on their
own contacts for their partners. Having a workipguse makes the individual linked with the
labour market and the network of the spouse ifabheur market. In addition, spouses can be
direct sources of skill and knowledge transfer afl as experiential learning and motivation
(Caputo & Dolinsky, 1998; Davis & Aldrich, 2000; figuchi, 2002; Parker, 2005). In this
respect, marriage alters the learning environmelgtantially. Couples spend more time with
each other and less time with known others sudaragy members. It has been shown, for
instance, that spouses are the most frequently chasisxzussion partners for important
problems in general (Marsden, 1987). Through suatéraction spouses provide both direct
transfers of knowledge and access to new knowleBge.instance; spouses can transmit
occupational experiences, assist in writing appbealetters and help other spouse prepare
for i.e. work related exams or job interviews omgly provide information about job
opportunities (Bernardi, 1999).

From the incorporation of these two views have g®era number of studies on
“coupled careers” that used event-history modelimgrder to analyse closer the underlying
mechanisms through which “spousal effects” opefatg. Bernasco, 1994; Bernasco et al.,
1998; Bernardi, 1999; Blossfeld & Drobnic 2001; Wakel & de Graaf, 2008). However, the

outcome variables in these studies have been labmue participation decision (e.g.

1% The underlying assumptions and the theoreticaudision about the reasons why an individual wilkbaring
these resources with the spouse are mainly bas€dleman’s (1990) “trust” concept and explainedétail in
Bernasco (1994) and Bernasco et al., 1998.
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Bernardi, 1999; Blossfeld & Drobnic 2001), occupatl status (e.g. Bernasco, 1994,
Bernasco et al., 1998) or career mobility (Verbakele Graaf, 2008).

In this study, | propose that not only these outearariables but also the decision to
become self-employed is affected by the spouseis. gioposition stands on two remarks.
First one is that the decision to become self-egygalas often embedded in the decision to
enter the labour market. If self-employment meane’ taking control over his/her own
productivity and, more importantly, labour supptyis natural to think that the spousal effects
that determine the labour market entry might atftuénce the choice of employment-type.
Put differently, just as the labour force parti¢ipa decision, self-employment decision is
also an outcome of spousal interaction and inflageay. Hundley, 2000).

Secondly, the hypothesis about the self-employnasna vehicle of class mobility
implies that individuals in bad jobs become selfptoyed when they have enough resources
(i.,e. human capital, social networks and finanaalpital) to improve their economic
conditions (Budig, 2006). From this perspective $beof resources required to pursue a high
occupational achievement is very similar to the (fetesources needed for entrepreneurial
migration and success. For this reason, for instarthe studies on immigrant self-
employment state that immigrants perceive self-egmpkent as an alternative way to achieve
occupational success since their one importanuresphuman capital is usually undervalued
by the employers in the host countries (Borjas,619%ee & Sanders, 1996). If self-
employment provides an alternative to occupatic@uaicess and mobility, then the spousal
resources that are found to be influential on tbeupational-attainment or career mobility
might as well encourage the self-employment deassio

Two types of spousal resources are relevant teeseffloyment and that spouses can
add to the individual’'s own resources via coupl@paviour. These are social and financial
resources (Bernasco et al.,, 1998). Financial ressuare typically wealth and earnings

potential (Dunn & Holtz-Eakin, 2000; Hurst & Lusard004). By social resources, the
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literature refers to human capital and social ee.g. Nee & Sanders, 1996; Bernasco et al.,
1998; Bernardi, 1999; Dunn & Holtz-Eakin, 2000; l&ar 2006).

As long as we agree on these remarks, the predsctf the two hypotheses explained
above can be adapted to the self-employment belwaviothe specialization and economic
exchange hypothesis holds true, marriage wouldyinaphegative impact for the women'’s
likelihood of starting a business. Yet, this isndional on the employment status of the
spouse. | hypothesize that married women arelileddy to start a business if their husbands
specialise in the market work (i.e. working whethera salary earner or a self-employed). In
this case specialization hypothesis predicts tlmhan will be investing less on their human
capital and will have less resource for becomingesaployed. However, having a husband
might affect positively wife’s likelihood of stanfj a business if he does not work since it
would increase the likelihood of wife’s being the&ddwinner. Verbakel and de Graaf (2008)
suggest that breadwinner hypothesis might explaen higher productivity levels of the
married in general. Breadwinner individuals woudglfstronger financial responsibility and
will invest more on their work, which in turn in@®es their productivity. If this is true,
having a not-working spouse might actually increffse incentives to specialize on the
market work. Hence, it leads to obtaining highereleof human capital which ultimately
affects the likelihood of starting his/her own mess.

One key question here is the type of self-emplaoym&he predictions of economic
specialisation hypothesis imply that self-employimera means to improve career progress.
Then, the spousal effects described in the hypwsthabove would be referred to an
entrepreneurial self-employment or starting an ipocated business. Yet, not all types of
self-employment can be seen as a medium of catk@maement. In fact, previous studies
argued that women are more prevalent in low-skidetf-employment because they enter
self-employment as a strategy to balance work amdily life whereas men enter self-

employment to advance in their career (e.g. Ca&8861 Budig, 2006). Hundley (2000),
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claims that the symptoms of such behaviour carrdmed in self-employment earnings gap
between men and women. He claims that a self-eradlayomen’s earnings decline after
marriage because of the division of labour andigpsation in non-market work rather than
market work.

Therefore, modelling spousal influences is compéida by the increasing
heterogeneity in the professions of the self-emgadioiy terms of their resource requirements.
Yet, most previous research on self-employmentfié@ssed only on incorporated businesses
and entrepreneurs (Arum 1997; Parker, 2005; Bl0i§6). On the other hand, regarding the
main focus of this study, the spousal effects mmypetrate differently for the self-employed
who are indeed “labourers” and in the bottom endamfupational class distribution than for
the self-employed entrepreneurs who are corporamess owners (Carr, 1996; Arum, 1997,
Budig, 2006). Moreover, heterogeneity in the dmttion of occupations among the self-
employed might be exacerbated especially for woaftar the sharp rise in their labour force
participation in the recent decades (Arum & MUIROO4).

In order to account for these issues, | define types of self-employment in this
study: incorporated and unincorporated businessemsviWhile incorporated businesses are
predominantly concentrated in managerial and pstdeal occupations that require higher
skill level and resources, most unincorporated iesses in the US are prevalent among the
service related occupations, construction, maimeaaand natural resources (e.g. farming,
fishing and forestry), which, in general do not @ma higher skill levels. Section three
provides details about the validity of the choi¢ehmse two categories to capture differences
in self-employment types.

On the other hand, if social capital hypothesisdhdfue, the partner’'s resources and
in particular labour market experience and edunatghould positively influence one’s
likelihood of becoming self-employed. If corporabeisinesses require higher level of

resources (i.e. human capital, social and finamesdurces), individuals with spouses holding
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such resources are more likely to start a corpdoatgness. From this perspective, prior
literature has found that the self-employment elepee of the spouse increases the
husband’s or wife’s propensity to become self-erypib For example, Parker (2005) claims
self-employed partner's knowledge transfer playsiraportant role on the likelihood of
starting incorporated business. Bruce (1999) poihtg self-employed husbands transfer
knowledge and business experiences to the wives.

This perspective also predicts that the spouseadidnc which is the most commonly
used measure of human capital, is a positive datamh of an individual’'s likelihood of
becoming self-employed. Higher educated spouses stimplate their partners for labour
market participation and higher success (Verbak@&®e&Graaf; 2008), which may influence
the likelihood of starting a business. Labour markeperience and education might also
expand the resources, knowledge and networks ofndividual by improving his/her
opportunities for self-employment transitions. kmg social capital perspective predicts a
positive impact of spousal employment and educatanthe individual's likelihood of
becoming self-employed and that their role wouldrbere crucial for incorporated self-
employed.

In brief, in this study, | disentangle the effaxdt marriage and assess the relative
importance of marital resources on the transitmisdlf-employment in detail. When doing
so, | test the hypothesis derived from two différparspectives: Shared spousal resources
versus economic specialization hypothesis.

One important yet frequently neglected issue ialyming spousal effects is the
assortative mating. Spouses can choose each @bed lon many characteristics. Along with
age, the most common demographic factor in ass@tanating has been education
(Bernasco et al. 1998; Blossfeld & Timm, 2003). iklmuch of the previous work, in this
study, | control for the effects of assortative imgiton observable characteristics such as

education as well as employment status. Howevergtimight be unobserved characteristics
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of the spouses which may actually select individuabth into self-employment and into

marriage. Thus, the results of this study shoulthtexpreted with caution.

3. Data and Methodology

Longitudinal data and longitudinal statistical misdare of crucial importance to understand
the dynamic interrelationships between maritalrgag and in particular, when modelling the
interdependent nature of spousal influence. Forempirical analysis, | derive data from the
United States Panel Studies of Income DynamicsR 3 longitudinal survey administered
by the Survey Research Centre of the Universitylichigan. Using PSID data, | constructed
individual marriage and career histories of coufesveen 1968 and 1999 to model the first

transition to self employment.

3.1 Data & Sample

The PSID began in 1968 with a national probabtigynple of about 4,800 US households
representing families at all income levels. It lwasmducted annual re-interviews each year
sincé™. | use both the family and the individual files furvey years 1968-1999. The time-
series information of the PSID permits us to keeygk of socio-economic life courses of
individuals at different cohorts. Since the PSIDllemis yearly information, these
observations can be used to build and test dynamdels of career choice. In other words it
is possible to estimate the likelihood of changiram one state to another over a one-year
period, conditional on the respondent’s beingsit af such an event.

The sample of individuals who are at such riskosstructed through a series of steps.
At the outset, | defined my pool as afidividuals between 1968 and 1999. | matched

information about these individuals both from fayrahd from individual questionnaires. Out

1 over the years, scholars have undertaken extessidges of attrition bias in PSID (e.g. Fitzgerdattschalk & Moffitt,
1998). The conclusions from these studies revedldtirition has not seriously distorted the repnéstiveness of the PSID
and that its cross-sectional representativenessehagned more or less intact.
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of this pool, | excluded individuals, a) who nebecome a family head or wifeand b) who
have an attrition of more than one calendar yedr tais information is not recoverable c)
who start immediately as self-employed at the fjesir of observation.

The exclusion of people who never became a head wife is due to lack of
information on the employment history of those wndiials in certain years. Because the
PSID is mainly a household survey, most of thevaai¢ information for this study has been
provided only for the head or wife of the familyhds, in order to gather all the information
about the individual, the individual must be a headvife at some point in time in the PSID
data window.

By excluding people with unrecoverable attritiomprevent the possible bias due to
left truncation since we cannot be sure about wérath not such transition has ever occurred
or about its exact timing. | exclude the indivibuavho start immediately as self-employed at
their first year in the labour market because tbanation is simply 0. Yet the number of such
people is negligibf€ and the results are unaffected by it.

Additionally, since | model the first transition self-employment, | start observing
these individuals right after they finish their edtion until the time they make the transition
or until window period is over. One implication this rule is the exclusion of all individuals
who were born prior to 1949 from the pool of indivals “at risk”. Consequently, | avoid the
problem of left truncation in my sample. This pgdare gives us an age span of 16 years to
age 50 years where the vast majority of the matraisitions and first self-employment
transitions occur in an individual’s life cour§el. concentrated on the first-transition because
the prior exposure to self-employment is likely dffect posterior transitions (Sorensen,

2007).

12Because it is a family survey, unless there’s artadale in the household or specified differenBgID defines him as
head of the household. Therefore the sample ig wouple-sample. | include single individuals (maldemale) who
became a head of household at least once duringhgevation window

13 Only 11 out of approximately 6600 individuals withntinuous life histories started as self-employetteir first year in
the labour market.

14Self-employment transitions after retirement areaduthis paper’s focus. For transitions to selfpdmyment at older ages,
see Karoly and Zissimopoulos (2003) or Bruce, HBltkin and Quinn (2000).
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Overall, my sample includes 6593 individuals. Appnaately 23% (1477 individuals)
of them experienced self-employment transitions @A#b (5116 individuals) of them are
right-censored. The transition destinations contaoth types of self-employment: Self-
employment as incorporated or unincorporated bagsese The definition and the
construction of these two types are explained ennixt section.

Previous research documents contradictory numbdrsuta self-employment
occurrence rate over the individual’'s life courSer example, according to one study, in the
US more than 40% of men by their early fifties hagaged in self-employment at some
point in their life (Arum & Miller 2004), whereasarlier studies predict this rate to be
somewhere between 20% and 30% (Lipset & Bendix 1868rum & Muller 2004). In my
sample among the men who reached the age 48, theofahaving at least one self-

employment experience is approximately 34%.

3.2. Measures and Methodology

3.2.1. Model Specification

| use discreet-time event history analysis; thougberlying time process in my dependent
variables are continuous (i.e. people realize ttiansat any point during the year), we can
only observe the duration in grouped form (i.e. watrobservations) This approach is more
convenient to analyse what | perceive to be twoadyin parallel processes at the level of
individual in different domains of life: marriaged career processes in this case; becoming
self-employed (see Blossfeld et al., 2007). Evestohy technique is particularly useful to
establish causality between such processes siedeaic idea lies in modelling the changes
in the state of one variable as a function of cleang the other, rather than the variable itself

(see Blossfeld et al., 2007).

®Dpueto right-censoring it is not possible to obtie same statistics out of my sample. This isbse the sample size of
the men who are followed since they enter the labmarket until their fifties is very small. This ggximate figure is out of
171 men.
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In this study, the descriptive statistics about mage at first marriage transition and
mean age at first self-employment transition mas gis an idea about the temporal order. In
my final sample the mean age at first marriagenien is 25.3 (st. dev. 7.3), whereas mean
age at first transition to self-employment is 2@ dev. 5.4). These figures imply that on
average the first self-employment transition fokow few years after the first the marital
transition for men. For women, the age differenetvieen the first marriage and the first self-
employment transition is greater and the standakdations are smaller. Their mean age for
the first transition to self-employment is 30 yeald (st.dev 5.8) and the mean age for the
first marriage is 22.4 (st dev. 4.7).

| use the complementary log-log link to estimate tfansition rate. C-log-log model
can also be interpreted as the discreet time nmmteésponding to an underlying continuous
proportional hazards model (Jenkins, 1995). In macboth models give similar results for
the estimates of the covariates as long as thedhaai is relatively small (Jenkins, 2004). As
Yamaguchi (1991: 16-17) indicates the discreet tmuels approximate to the continuous
time models when conditional probabilities of theemts at each discreet time interval are
smaller than 0.10. This rate in my model is wellolethe 0.01 for each year. Therefore, |
interpret my results as in the continuous time rhodeestimate different versions of the

following baseline specification:

p(Y, XM, 1,i, ) =1- exp[-exp(@,m+a,r, + Bx+1)]

where, M denotes the dummy variable indicating whetheritiokvidual is married and;

defines the resourdeof the spouse (social and financial resources) Andepresents the set
of control variables employed in the literatureeTub-index represents the set of intercepts
for each of the time interval considered. Spoussburces has a value only if the individual

is in a relationship. This assumes that singleviddials only rely on their own resources. The

functional form that characterizes the durationesheglence in our estimation is the polynomial
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function of timeé®. The baseline hazard takes the- (2) form in all the estimations. This is
because the probabilities for the first transitaecline beyond certain age in both types of
self-employment but especially unincorporated besses. In order to account for higher
number of incorporated business start-ups at velatilater ages, | tried with logarithmic
baseline hazard which produced almost identicafficeents for the spousal effects that we
are interested in. My specifications incorporaggesal time varying and time independent
covariates.

While estimating the model, | pursue the followstgpwise strategy. In the first set
of results, | will show the baseline model whemnly consider an individual’s own resources
such as social capital, human capital and earnpogsntial as well as basic environmental
factors and marital status variables. In the sewdad, | will report the results after having
added the resources of the spouse to the baseluelnstepwise. With this approach, |
investigate the effect of assortative mating onsisléemployment transition (e.g. Bernasco et

al. 1998).

3.2.2 Dependent Variables. Two Destinations to Self-Employment

| examine the first self-employment transition otiny state in the course of an individual’s
life. The transition can be interpreted as the pngty or the intensity to change from an
origin state to a destination state. In the sanmgplmdividuals, at any given point in time, |
estimate the rate of moving from other states {joyi®) to the self-employment state
(destination, 1). In the construction of the dejst variables, | pursue the following steps.
First, | built the dependent variable as a dicha@iosndummy where 1 indicates the
years in which the individual is self-employed anhdf otherwise. This procedure is not so

straightforward. The PSID data have evolved oveetand there have been multiple changes

16 Since we examine the effects of the marriage aedplouse, the specification of the base line hazdedserves only for
control purposes and therefore it should not berjimeted substantively.
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in the coding and the scope of employment statumilas. Therefore, construction of a
consistent employment history required a detailelyasis of both individual and family files
as well as cross-checking with employment histogypdemental files. Based on a number of
survey questions, the self-employed in this studg those individuals, who classify
themselves as primarily being an employer, workimgtheir own account, or being self-
employed (see Dennis 1996, for the validity of éhdsfinitions).

As stated earlier, | model the transition to sehfpboyment from any state of origin.
Thus, the transition can be from “salaried employther “not-working”. | differentiate the
transitions from these categories with a contraiade indicating whether individual was
previously employed or not working (see Arum, 20@brensen, 2006; Budig, 2006;
Sorensen, 200%)

Self-employment is increasingly becoming a hetemeges category. It has been
growing at both ends of status distribution of qeations in recent years (Arum 1997; Budig,
2006). Furthermore, selection into high-rewarding éow-rewarding self-employment types
are highly patterned by gender and education. Ttgsgextent to which spousal influences
play a role on the transitions might vary dependinghe type of self-employment. In order
to address these issues, | classified self-emplaoyni@o two categories: Incorporated
businesses and unincorporated businesses. Inctegdoasinesses are becoming more and
more common. In the US over the last decades aré 1B an increase in the incorporation
rate of the self-employed: It took off from appnmstely 2.5%'2 in the late 1980s to 3.6% in
2003. On the other hand, the rate of unincorporagdéidemployment has been declining since
the beginning of 1970s from 8.9% to 7.5% in 2003ipfte, 2004). Although the
incorporation rate is increasing across all edocabiccupational classes, it is still highly

patterned by education level, occupational statasl gender. Therefore, | believe

" bue to the focus and data period, | do not obsarvalternative transition, namely, entry into watient. The oldest
person in my sample reaches the age of 50.
18 E.g. percentage of the total employment.

45



distinguishing self-employment according to incogimn status is useful in order to capture
the heterogeneity in the self-employed inducedniege variables.
(Table 1 about here)

For example, Table 1 shows the distribution of -sefiployed by the education
categories in 2003. According to these figuresrartban 42% of the unincorporated self-
employed have education levels equal to high schodéss than high-school. Only around
30% of the unincorporated self-employed are collggaluate or holding advance degrees.
These rates are reversed for the incorporatedesgiloyed. The rate of the self employed
with high school graduates or less drops to 28%rantloe corporate business owners. On the
other hand, approximately half of the corporateirimss owners hold college or advance
degrees.

The pattern in educational distribution of the s#tiployed is also reflected in the
occupational distribution. Hipple (2004) finds akeawverage incorporation rates occurring
mostly in professional/skill-requiring occupationsuch as dentists (40.1 percent);
veterinarians (30.9 percent); physicians and surgdd8.3 percent) and lawyers, judges,
magistrates and other judicial workers (11.5) patric€able 2 below describes the incidence
of self employment in broad occupational groups.

(Table 2 about here)

Previous studies point that there is a signifiahfierence in the self-employment type
by gender (Carr, 1996; Hundley 2000; Parker 200&cigg 2006). Incorporated business
owners are more likely to be men since they areebgal to use self-employment to advance
their careers, whereas women are expected to be present in unincorporated-business
since their primary concern is flexible hours tantmne family obligations with work (Carr,
1996). Figure 1 and Figure 2 show the survivals@aemy sample for the transition to self-

employment by gender, for incorporated businessuainttcorporated businesses respectively.
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Figure 1 shows that men are significantly moreljiki® realize transition to self-
employment as a corporate business than women £c®1216, Pr>chi2 = 0.0000). However,
Figure 2 shows that gender selection into unina@ted business is minor (chi2 =2.43 and
Pr>chi2 = 0.1188).

(Figure 1 and Figure 2 about here)

It might be important to note here that construgtinese two types self-employment
at the individual level was not straightforward. eTproblems of comparability overtime
occurred because the relevant PSID question iedhieer waves provided information at the
family level and in the later years at the indivatlievel. Therefore, for the years when this
question was referring to the family business, rhéd to the employment status of both
spouses and assign the ownership to one or the spbes&’. The details of the algorithm |

used in this classification are presented in thpeagdix.

3.2.3. Explanatory and Control Variables

| have two types of independent variables; timg/ivar variables and time constant variables.
The summary statistics of these variables are pteden Table 1. The main explanatory
variables in the models arearital statusandspousal resourcesControl variables include
both individual resources and environmental factors

Because the models aim to explore the effect ofriage, the first explanatory
variable is “Married” that indicates the individisatouple status. Married is a dichotomous
dummy. It takes a value 1 if the individual is niedr or cohabiting with a partner in the
corresponding year and O otherwise.

My concern is not about the legal aspects of rageriand instead, | take marriage as

an environment where opportunities for self-emplegpiarise or are dampened. For this

19 Luckily, low rates of female employment during tharly waves allowed me to assign it to husbandsessfully. Only
about 12 cases where both spouses appeared warkihthe decision to assign the type of businessr(ireg to the family
business) to one of them was not easy. For robssthean my estimations with and without thoseesaseither the signs
nor the size of the estimated coefficients charsjguificantly.
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reason, | assume that there’s no difference betwebabitants and the married in terms of
spousal influence. Although cohabitation impliessletability, for the nature of the spousal
influences we are interested, | do not expect terdice between the cohabitation and the
marriage. Recently, Verbakel and De Graaf (2008hdbthat in terms of partner influence for
the upward career mobility, there is no differermeween legally married couples and
cohabitating couples. The same logic applies fer distinction between a divorcee and a
single individual. If an individual doesn’t havepartner in a given year, the variable Married
takes the value 0. Married is an indicator ofradividual being in a couple or not.
Additionally, because the duration spent in couplght influence within-family
dynamics, including e.g. the processes of decisiaking and resource accumulation, |
included a time dependent variable for marriageatiom into my specifications. Marriage
Duration is a clock variable that counts the yepassed in each marriage for a given
individual. Marriage duration is reset to 0 wheerthis a divorce or cohabitation ends and
starts re-counting when the individual remarries noakes a re-entry into cohabitation.
Furthermore, marriage duration variable enterhiérhodel in quadratic form also as another
measure of the accumulated stock of marriage celatenan capital (Wong, 1986).
Self-employment transitions can occur for a varftyther reasons. To account for
these, | include two sets of controls. The firs¢ ertains to the individual resources.
Individual resources for self-employment are twitmHd&ocial resources and financial
resources. Education is the classic indicator ahdru capital endowment in the extant
literature. The relationship between education aself-employment is not very
straightforward. This relationship has been posiiiv some countries such as Germany and
transition economies and curvilinear in others sagtJK and Israel (Arum & Muller, 2004).
Previous literature in the US has found ambigudieceof education on the entry to self
employment. While, the effect of education on tstgr a corporate business has been

insignificant (e.g. Dunn & Holtz-Eakin, 2000), Aru(2004) finds this effect to be positive
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and strong for women, and negative for men exaapprofessional-skilled self employment.
Budig (2006) reports positive effect in general dhd effect did not vary by gender. In a
way, this ambiguity reflects the existence of twaumter arguments. On the one hand,
education enhances human capital and access ts¢leatial entrepreneurial resources such
as financial capital (Evans & Jovanovic, 1989). There educated also tends to be better
informed, implying that they are more adept at ssisg self-employment opportunities. On
the other hand, education tends to relate posytit@lhigher salary and consequent slack
behaviour due to lack of motivation. The latter tangnt also contends that too much
specialisation occurs at certain levels of educatishich becomes an impediment for the
individuals to start up their own business (Blatmher, 2000). “Education” variable is used
in two different ways. First one measures contirslppthe grades completed by the individual
at each spefl. Second, | followed Schwartz and Mare (2005)'srapph to group the
individuals in comparable educational categoried hance the variabléhe highest grade
completeds classified into 5 broad educational categod®, 10-11, 12, 13-15, 15<)

Age is a typical demographic control variable. Ar¢2®04) reports a positive and
“surprising” relationship with age and self emplaymh However, in my specifications age
and age-square are highly correlated with the mesbbhzard (e.g. time and time-square). For
this reason | exclude them in the final médel

I control for individual characteristics by takingito account both parental
background, prior experience in the labour markedrmemployee and race. | use two distinct
variables to control parental background. First a&hether individual's father was self-
employed. This is a standard variable in most enéreeurship studies and captures
intergenerational inheritance effect of self-emphepnt. Second one is the parent’s

socioeconomic status. This is a categorical vagigibbvided by the PSID survey. It has three

2 Note that because the risk set constitutes indal&lbeing followed after they end their educattbis
variable indeed is a time-invariant variable.

21 | estimated the same model specifying Age and-3geare as the baseline hazard. See the sectiohthako
robustness checks.
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categories indicating whether parents’ economitustavas poor, average and varying or
pretty well-off when the individual was growing uphis variable also constitutes a proxy for
social class.

Studies show that self-employment rates differ s€rethnic groups in the US and
being black often found to be negatively associatgl self-employment transitions (Aldrich
& Waldinger, 1990; Hout & Rosen, 2000). Furthermmaee is another standard background
related social capital measure in the US literatditeerefore, | incorporate a categorical
dummy for whites, blacks and Hispanics to the madel

Finally, individual hourly labour earnings (In-hiywage) control for financial
resources affecting the selection into self-emplegin| take the log of the earnings in the
model.

Second set of control variables are related to @heironmental conditions. The
macro-environment in which the individuals resileldd have heterogeneous effects on self-
employment transition rates. The long time spanraiddata set allow us to control for time
varying socio-economic spatial characteristics. tiat end, | construct a variable “State SE”
that shows the ratio of self-employment to totapyment in each state by year. Data for
this variable come from US Bureau of Economic Asay- Regional Economic Accounts. In
the US, there are significant differences acrostestamong the self-employment rates.

Besides, | include a time-dependent covariate mgrkine years where there is birth
event for that individual (Bevent) with the valueadd it takes the value O if there’s no birth
event for that individual in the current year.ukpect that child birth might generate different
motivations for men and women for the transitioesAgen employment statuses. While men
might have greater motivation to take control @ithproductivity in the event of a child birth,
women might look for stability and remain in (oreevmake a reverse transition to) the

salaried jobs. The stability motive might be eveorgyer for single-headed household.
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Like the individual resources, spousal resources aso two-fold (i.e. social
resources and financial resources), however theynagasured slightly different. Human
capital as a component of social resources is mé&ted by spouse’s education. | used five
education categories explained earlier for the spaducation as well.

As opposed to own education, the literature predactpositive effect of spouse
education on the self employment. Spouse’s eduta@sa measure of human capital both
enhances knowledge transfers between the spouadge(P2005) and increases the human
capital of the family if the entrepreneurship takies form of family business and the human
capital levels are lower such as the patterns gbdesimong the immigrant families (Sanders
& Nee, 1996). Spouses’ education also has largksctsf on one’s earnings than own
education for the self-employed as opposed todlasearners (Wong, 1986).

To account for spousal social capital, | use spamployment status. | have three
categories: spouse not-working, spouse being eragl@and spouse being self-employed.
Furthermore, | add spouse’s hourly wage as a fiahsource that spouse provides. | believe
hourly wage rate is a better indicator than indirdincome since it is not contaminated by
labour supply decisions and reflects the real egspotential. All these variables are lagged
one year.

(Table 3 about here)

4. Results

4.1. The effect of marriage and individual resource

Table 4 and Table 5 below show the results of tHegdog models for the transitions to self-
employment that includes only individual resouraad marriage. Table 4, shows the results
for four different specifications regarding thensdion to self-employment as corporate

business, whereas Table 5 shows similar estimatifors the self-employment as
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unincorporated business. The results for womenrawy corporate business owners should
be interpreted with caution since the number oheyes very small.
(Table 4 and 5 about here)

First columns for men and women in both tables @mwdla and 1f) show the
influence of individual resources on the likelihoad becoming self-employed. The
subsequent models add stepwise marriage effedssintmediately apparent that there exist
striking differences by gender in the way in whictividual resources affect the transition to
both type of self-employment (models la. in Tabbnd 5).

For example, while education; as an indicator oman capital (i.e. last grade
completed) positively affects men’s likelihood dérsing a corporate business, having the
highest level of education relative to the lowest el of education is significant and positively
associated with the women'’s transition to the umiporated self-employment. On the other
hand, being a high-school graduate as opposedgto-dthool drop out is more likely to
increase the odds of becoming unincorporated seffi@yed for men.

Growing up with wealthy parents appears to be gromant determinant of starting a
corporation for both sexes; though for men the sfehe coefficient is much bigger
indicating that the economic background is a bettterminant of entrepreneurship among
men than women

Whereas for women, parent's background also cariréh to self-employment
transition in the form of unincorporated businessrn such association is found for men.

Race is a categorical variable where the refereategory was being white. Being
black relative to being white is clearly a disadzae for the transition to both type of self

employment, a fact that’s well observed in the e literature (Nee & Sanders, 1996; Hout
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& Rosen, 2000; Parker, 2005), although, this ngga#issociation seems to be absent for
women when it comes to transition to self-employtierhe form of a corporate busin€$s.

Hourly-wage can be interpreted both as a measurdinahcial resources and
possibilities especially since it corresponds @ pinevious years and as the opportunity cost
of quitting the job and starting a business. Tlyasiof the coefficients for hourly wage also
indicate the second interpretation more likely ® thue. The relationship between hourly
earnings and self-employment transition for memagative for both types of businesses.
From the significant and negative signs, we carcleme that the higher the hourly wage rate,
the less likely an individual to quit an employmémistart a business. An implication of this
result is the earnings difference between salasierk and self employment is an important
determinant for men’s entry to self employment. \&iigher hourly wage rate discourages
men, it discourages women only for entering unipocated self-employment. This finding
is consistent with the hypothesis that men mositgrinto self-employment to improve their
economic conditions.

As an environmental factor, state self-employmeate ris strongly and positively
associated with the unincorporated business typeléemployment while the data shows no
relationship with the corporate business trans#tidrhis result is not surprising since the most
of the variation in the state self-employment radenes from the unincorporated businesses
(Arum & Muller, 2004).

To sum up, the effect of individual resources shawsinexpected signs and confirms
most findings in the previous literature on botpdy of self-employment transitions, except
for two variables: the path that leads to self-eyplent and father being self-employed.
There is a vast literature on self-employment @adnheritance from the parents (Dunn &

Holtz-Eakin, 2000). Evidence is stronger for tha+S research (Sorensen, 2006). However,

2 Note that the number of events for women is lotlian the men for corporate business type of tiansit
which might be explaining some of weaker effectehBeing women is negatively associated with crafso
business transitions on a pooled regression whightrdominate the race effect.

53



my data shows no association between the likelihobdoth type of self-employment
transition and the father being self-employed. Ar(#804) finds no effect of father being
self-employed for women’s entry into the professioor unskilled self-employment outside
the agricultural sector. Part of the father effaaght be captured by parent’s economic status
variable which is explained above.

Another unexpected result the data exhibits is abmiimportance of the path to the
self-employment. Not working in the prior year ke ttransition has a significant and positive
effect for women’s likelihood of starting a corptoa. This result is surprising because from
the resource perspective, being out of employmeans a backlash in the accumulated stock
of human capital, which is necessary for the inocaped self-employment. Budig (2006)
found that for men; being unemployed usually hasemk but positive influence on the
likelihood of becoming self-employed. Interestingly my estimations, when we consider
only individual resources, having the year priorthe transition as “not-working”, has a
significant negative effect for men on corporatid-employment transitions in line with the
human capital and resource hypothesis.

In general, individual resources and constraintdion findings of the prior literature
on the determinants of becoming self-employed. Dte¥esting pattern observed from these
results is, broadly speaking, the factors thatcaftee likelihood of starting especially a
corporate business of men actually influence tkalihood of starting an incorporate business
for women. These are education, race and parerglsbsing. These results suggest that
incorporated business for women may also be a waygwancing in the career rather than a
mere way of reconciling work and family life. Therdirmation of such argument becomes
salient at the coefficients of the “marriage” vaia

Our concern in this first set of models was to ustdad whether “being married”
matters for self-employment transition? The ansise€lyes” for men and “no” for women.

Married men are more likely to start a corporatsifess than single men in all specifications.
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When marriage duration is controlled for, being mear also positively affects likelihood of
starting an unincorporated business. Yet, for woakimough not significant and therefore
inconclusive, the coefficient of being married isgative for both types of business. This
result is consistent with the economic specialarahypothesis. On the other hand, if women
are more prevalent in unincorporated self-employerd the main reason of such self
employment is the flexibility of work hours due flamily obligations, one expects to have a
positive influence of marriage on the transitiorth type of self-employment. This is both
because marriage would provide her the resourc# arould incentive her to choose a self-
employment that's less ambitious. However, we shdwe careful not to over-read these
coefficients without looking at the channels of #pwusal effects in table 6 and table 7.

On the other hand, Blossfeld et al. (2007) reconmtaeaution about the interpretation
of the coefficient for qualitative time-dependemivariates such as marriage, since it may
capture other effects related to marriage. Oner obe@mple of this situation would be
childbirth. Child birth can be an important detemamt of the transition to self-employment
especially for married women in search for flexibdehedules. Consequently, when
uncontrolled, its effect can be confounded with #ffect of marriage since their timing
usually closely follow each other in a durationtisgt (Blossfeld et al., 2007). The inclusion
of a dummy variable indicating whether the childttbitook place in a given year helps
separate marriage effect from the child birth effébe coefficient of Married variable is still
significant in the specifications where the chittlbis controlled for (See, Models: 1h and 1j).
This implies that there are other mechanisms fah bweomen and men through which
marriage generates a tendency for self-employmetdtive to single-hood than the
motivations triggered by the child birth.

Marriage duration is another variable for marriagguced human capital. Marriage
duration entered as a squared term to highlightutaulative nature affecting the likelihood

of self-employment (Wong 1986, Bruce 1999). The eiqutoved a negative effect on the
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self-employment transition although the size o$ thifect is small. The interpretation of this
Is that the transition to self-employment becomesdasingly unlikely as the time spent in

the marriage increases.

4.1. Spousal effects

Now we go one step beyond the “marriage effect” explain the effects of spousal
resources on the individual's hazard of being saiployed. Tables 4 and 5, below, contain
models including variables related to spousal ressuin addition to individual resources.
There are five model specifications for each typsetf-employment by gender.

(Table 6 and Table 7 about here)

The first three models add stepwise the differadicators of spousal resources for
each sex (from la to 1c and 1f to 1h). The last twomlels include the spouse education as
one measure of additional human capital and spboaecial resources in isolation (1d, le
and 1i, 1j). In the first model (see columns 1d &f), | include to the baseline specification
spouse’s employment as an indicator of spouse’salsoesource (i.e. human and social
capital). The reference category here is “spousevoocking”. An interesting finding here is
that for both men and women having no spouse dbalhg single) is negatively associated
with the likelihood of starting a corporate busmeghen compared to being married with a
not-working spouseceteris paribus This relation is strong and significant. This ules
provides evidence for the economic specializatiogoty and especially the breadwinner
hypothesis. For women; having a “working spoused amot-having spouse at all” are both
negatively associated with the likelihood of becagniincorporated self-employed with
respect to having a “not-working” spouse. In othards; husbands by being in the labour
market as an employee, do not contribute to the’svitkelihood of being self-employed as
much as if he had been out of the labour markettualy, when compared to the table 4 and

table 5 with simple marriage effects which pointedsignificant effect of having a partner on
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any self-employment type, the results in model flLéable 6 clearly indicate the conditions
under which having a partner might matter for telé-employment transitions of the women:
I.e. when the husband does not work.

On the other hand, a self-employed wife is podg§ivantributing to the husband’s
likelihood of transition to both type of self-emptoent relative to a not-working wife. To the
extent that employment status measures socialatapi can claim that wife’s social capital
contributes positively to the husband’s transitiorbecome self-employed. The same is true
for women’s likelihood of being an unincorporateglf€mployed. Husbands’ being self-
employed is significantly and positively affectimgves’ likelihood even after the husbands’
education is controlled for. This result is cormmstand more directly with the sociological
social capital interpretation rather than specaion explanation. This result is also
consistent with previous findings of knowledge ahdl transfers between the spouses (e.g. ;
Bruce, 1999; Parker, 2005).

However, this effect is strikingly captured by speweducation and vanished when we
include it into the model as a measure of addititwianan capital resources (See models 1g
to 1i). For corporate business type of self-emplegtiransitions, relative to having a spouse
with the highest education level a spouse withttyeeyear-college and high school graduated
wife have a strong negative effect. The implicatis that the wife having a college and
above degree is positively associated with hustsaself-employment transition.

When we control for spouse’s hourly wage rate fothbself-employment types, the
effect of spouse education becomes more accentuRédative to the highest education level,
having a spouse who is a high school graduate gedes college graduate is negative
associated with the husband’s transition to selleyment. These findings are consistent
with the findings of the earlier research (Wongg@p

Finally, I include spouse education and spousentiizd resources separately in order

to distinguish the most important resource foritiddvidual’s transition to self-employment.
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While for men, spouse education is still importahg exclusion of spouse employment and
financial resources significantly reduced the ligllhood worsening the overall fit of the

model. Inclusion of only financial resources impedvthe model relatively though they turned
out to be insignificant. This result suggests ttskt pooling hypothesis does not hold true.
Spousal financial resources in the form of hourgge do not constitute insurance for starting

a business for neither wives nor husbands.

5. Additional Specifications.

To ensure the robustness of the findings, | tredfollowing strategies: First, | estimated the
same models with different duration specificatiosecifically using Age and Age-square.
Age might enter the model both in quadratic anddimform to measure the baseline rate and
to be proxy for a stage in life (Blossfeld & Drobn2001). Doing so did not change the
results of other coefficients significantly. Howeyve excluded age and age-square from the
final model because they were highly correlatedhwmiarriage duration.

| also estimated the models with different contradiables. These variables are either
correlated with the existing ones or inclusiontodrh did not improve the overall model (i.e.
based on Wald test). These control variables amee“spent not-working”, “number of kids”
“city size” and “state level GDP rate” and “houskhancome”. Some of them are worth
mentioning in detail. For example, previous literatused household income both to proxy
financial resources available for the individuatldaa isolate the effect of marriage net of the
increase in household income (e.g. Budig 2006). él@r, total household income is not
relevant for the second purpose of this paper, kvlsigdentifying spousal resources. Because

it is contaminated by the labour supply of bothus@es as well as income from other sources,

| preferred using hourly wage rates as the maiardehant of self-employment decisions.
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Time spent not-working turned out to be significamd negatively associated only
with women'’s founding of unincorporated busineslesit was highly correlated with the
baseline hazard as well as marriage duration. iitlasion of too many clock variables made
the model highly collinear and hard to interprdterefore | excluded it from the main

specification.

6. Conclusions.

This paper contributes to the growing literaturetbe self-employment and family
resources by shifting the focus from parents torimge and spousal effects. The results
suggest that in general being in a couple is arortapt determinant of the transition to both
types of self-employment (but especially for mé¥gnetheless, this is not unconditional. The
hypothesis that having a partner positively affestf-employment outcome due to risk
pooling and risk sharing has not been confirmedesihdoesn’t distinguish gender roles and
sex-specific division of labour within the coupler example, especially for women, spousal
financial resources only, or having a spouse iargal job had either negative or no effect on
the wife’s transition probability. This result isrtsistent with the prediction of specialization
hypothesis. Higher wage of the husband, in a weyneckntives the wife to invest in market
skills and start a business to advance a career.

My results supported the hypothesis derived froenntboclassical theory of the family
based on economic specialisation for women’s ttimmsi While having an unemployed
husband improves wife’s likelihood of becoming amtdrporated self-employed, a salary
earner husband who is specialising in the marketk weegatively affects her transition
probability.

To the extent my variables measure spousal resgiuried evidence for some of the

predictions of the social capital thesis and esdgcifor men. Spouse education as one

59



measure of human capital highly and positively gbates to husband’s transition to both
types of self-employment in general but more sme¢orporated self-employment. This result
persists to be robust even after other types @uregs are controlled for. When only spousal
employment status as a measure of social capitansidered, having a self-employed wife
positively influence the husband’s own likelihood lbecoming one. This outcome is
consistent with one prediction of social capitapbhesis that resourceful spouses positively
contributes to the spousal attainment and sucd@gsthis result does not hold firmly when
the wife’s financial resources are controlled for.

There are a few caveats of this study that requiedion and calls for further
research. First one is the selection into self-eympkent and marriage due to unobservable
characteristics. Second, sample size for womente o moving to incorporated self-
employment has been very small. | expect to finderecise results with a larger sample.
Third, separating self-employed into incorporatedsus unincorporated businesses might not
fully capture gendered and skilled nature of atifessions. From table 1 and table 2 it can
still be seen that some of the low-skill (resoun@@uiring occupations are incorporated and
some portion of highly professional occupationswaracorporated. | expect that for most of
the time period that my sample covers; incorporaelfemployed category has been less
heterogeneous since there has been a significaotporation rate between 1989 and 2003
which might include different occupations into tbategory. But further heterogeneity of the
self-employed especially among who declared to laavenincorporated business can also be
problematic. This group might include some promortiof the professional-skilled self-
employed as well as unskilled self-employed. Furtfisaggregating self-employed has not
been possible due to sample size restrictions. Numb transitions for women has been
relatively small therefore defining dependent Malgain three categories would result even

fewer cases for each type of transition.
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All these limitations call for further research Wwimproved data in understanding the
mechanisms underlying the spousal influences on ltkelihood of becoming self

employment.
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Appendix

The following algorithm shows the way in which ttype of self-employment is assigned for
each year for the observations when the dependeiatole took the value one. Up until 1983,
the question about the type of business for aesalitoyed wife did not exist. But instead for
those years, there was a question about whethelyfamned a business or not. And then it
followed a direct question “whether this businesswncorporated or unincorporated?” So, |
matched the responses with the individual employnséstus of both wife and head. For
example: in cases where head was an employee d@@appeared self-employed, | assigned
this business to wife. For the later waves thisrnmfation was provided by PSID directly at
the individual level. In the following algorithm ¢hvariable “corp” indicates whether the

business was a corporation.

iégg?:e corp=1 if ER30022==1 & V640==3 & (V1383=F¥1383==3) & year==1969
iésgc):e corp=1 if ER30045==1 & V1279==3 & (V2095=R12095==3) & year==1970
Lelzsg:e corp=1 if ER30069==1 & V1984==3 & (V26964¥2696==3) & year==1971
iigéf:e corp=1 if ER30093==1 & V2582==3 & (V3208=jB208==3) & year==1972
ié;?lze corp=1 if ER30119==1 & V3115==3 & (V36274%B627==3) & year==1973
iigéf:e corp=1 if ER30140==1 & V3530==3 & (V4067431067==3) & year==1974
i%gég:e corp=1 if ER30162==1 & ((V3968==3 & (V3972 V3976==1))|V4613==1) & year==1975

replace corp=1 if ER30190==1 & V4459!=31 & (V4472Hx/4475==1) & year==1976
replace corp=2 if ER30190==2 & V4842!=31 & (V4855H3/4858==1) & year==1976
*1977
replace corp=1 if ER30219==1 & V5374!=31 & (V607 7H¥6077==3) & year==1977
*1978
replace corp=1 if ER30248==1 & V5873!=31 & (V6681¥6681==3) & year==1978
*1979
replace corp=1 if ER30285==1 & V6497!=31 & (V7278H¥7278==3) & year==1979
replace corp=1 if ER30285==2 & V6596!=31 & (V72784¥7278==3) & year==1979
*1980
replace corp=1 if ER30285==1 & V6497!=31 & (V797®¥7970==3) & year==1980
replace corp=1 if ER30285==2 & V6596!=31 & (V7970¥7970==3) & year==1980

*1981
replace corp=1 if (ER30345==1|ER30345==2) & (V8689f/8609==3)& year==1981
*1982
replace corp=1 if (ER30375==1|ER30375==2) & (V9289)/9289==3) & year==1982
*1983

replace corp=1 if (ER30401==10|ER30401==20|ER304@2¥ & (V10875==1|V10875==3) & year==1983

*1984

replace corp=1 if (ER30431==10) & (V11890==1|V11886) & (V11892==1|V11892==3) & year==1984

replace corp=1 if (ER30431==20|ER30431==22) & (VA0:8=2|V11890==3) & (V11892==1|V11892==3) & year=819

*1985

replace corp=1 if (ER30465==10 &(V11641==2 V11643 | (ER30465==20|ER30465==22)&(V12004==2|V12686@))& year==1985
replace corp=1 if ER30465==10 & (V13401==1 [V13483}& (V13403==1|V13403==3) & year==1985

replace corp=1 if (ER30465==20 |[ER30465==22) & (¥0B==2 [V13401==3) & (V13403==1|V13403==3)& yeares5

*1986

replace corp=1 if (ER30500==10 &(V13050==2 [V13058}) | ((ER30500==20|ER30500==22)&(V13229==2|V13223))& year==1986
replace corp=1 if ER30500==10 & (V14498==1 |V14488}& (V14500==1|V14500==3)& year==1986

replace corp=1 if (ER30500==20 |[ER30500==22) & ($a8==2 [V14498==3) & (V14500==1|V14500==3)& yearesb

*1987

replace corp=1 if (ER30537==10 &(V14150==2 |[V14150} | (ER30537==20|ER30537==22)&(V14325==2|V14328))& year==1987
replace corp=1 if ER30537==10 & (V15766==1 |V15768}& (V15768==1|V15768==3)& year==1987

replace corp=1 if (ER30537==20 |[ER30537==22) & (V86==2 [V15766==3) & (V15768==1|V15768==3)& yearS8¥
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*1988

replace corp=1 if (ER30572==10 &(V15158==2 |[V15328} | (ER30572==20|ER30572==22)&(V15460==2|V15628))& year==1988
replace corp=1 if ER30572==10 & (V17301==1 |V17363}& (V17303==1|V17303==3)& year==1988

replace corp=1 if (ER30572==20 |[ER30572==22) & (¥0A7==2 [V17301==3) & (V17303==1|V17303==3)& yeares8

*1989

replace corp=1 if (ER30608==10 &(V16659==2 |[V16842}) | (ER30608==20|ER30608==22)&(V16978==2|V1746P))& year==1989
replace corp=1 if ER30608==10 & (V18705==1 |V18788}& (V18707==1|V18707==3)& year==1989

replace corp=1 if (ER30608==20 |[ER30608==22) & (YAB==2 [V18705==3) & (V18707==1|V18707==3)& yeares9

*1990

replace corp=1 if (ER30644==10 &(V18097==2 |[V18268} | (ER30644==20|ER30644==22)&(V18399==2|V18567))& year==1990
replace corp=1 if ER30644==10 & (V20005==1 [V20088}& (V20007==1|V20007==3)& year==1990

replace corp=1 if (ER30644==20 |[ER30644==22) & (§@B==2 [V20005==3) & (V20007==1|V20007==3)& year9D

*1991

replace corp=1 if (ER30691==10 &(V19397==2 |[V19568} | (ER30691==20|ER30691==22)&(V19699==2|V19867))& year==1991
replace corp=1 if ER30691==10 & (V21305==1 [V21368}& (V21307==1|V21307==3)& year==1991

replace corp=1 if (ER30691==20 [ER30691==22) & (3@8==2 [V21305==3) & (V21307==1|V21307==3)& years91l

*1992

replace corp=1 if (ER30735==10 &(V20697==2 [V20868}) | (ER30735==20|ER30735==22)&(V20999==2|V21467))& year==1992
*1993

replace corp=1 if (ER30808==10 &(V22452==2 |[V22653} | (ER30808==20|ER30808==22)&(V22805==2|V2366F))& year==1993
*1994

replace corp=1 if (ER33103==10 &ER2077==2 [ER2342)} | (ER33103==20|ER33103==22)&(ER2838==2|ER257)) & year==1994
*1995

replace corp=1 if (ER33203==10 &ER5076==2 |[ER534B85 | (ER33203==20|ER33203==22)&(ER5570==2|ER58Z))& year==1995
*1996

replace corp=1 if (ER33303==10 &ER7172==2 [ER743D} | (ER33303==20|ER33303==22)&(ER7666==2|ER7823)& year==1996
*1997

replace corp=1 if (ER33403==10 &ER10087==2 |[ERE3R)) | ((ER33403==20|ER33403==22)&(ER10569==2|G#R7 ==2))& year==1997
*1998

replace corp=1 if (ER33503==10 &ER13496==2 |[ER1322)) | (ER33503==20|ER33503==22)&(ER13723==2|ERIB==2))& year==1998
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Table 1. Distribution of the Self-employed by Education and gender (2003).

Percentages.

Unincorporated Self-employed Incorporated Self-employed

Total Men Women Total Men Women
Less than High School 10,6 12,7 7,3 49 5,1 44
High School graduates 31,4 32,4 29,7 23,1 23,0 23,1
Some college 18,3 17,7 19,2 18,3 17,6 20,2
Associate degree 8,5 71 10,8 74 7 8,6
College graduates 18,9 17,9 20,5 28,4 28,5 28,2
Advanced Degree 12,3 12,2 12,5 17,9 18,8 15,5
Total 100 100 100 100 100 100

Source: Author's recalculations of the table 3 of Hipple (2004) which uses Current Population Survey (CPS) 2003

Table 2. Distribution of the Self-Employed by Gendeand Occupation.

Unincorporated Incorporated
Occupation Business Business

Total Men Women Total Men Women
Management, professional and related occupations 87 11,3 6,2 59 8,8 2,8
Service occupations 7,7 59 9 1,1 1,5 0,9
Sales and Office Occupations 55 7.2 4,5 3,5 5,8 2,3
Natural Resources (e.g. Farming, Fishing) construction, maintenance 12,6 12,7 11 3,3 3,3 2,2
Production, transportation and material moving occupations 3,8 4 3,3 1,2 1,4 0,6

Source: Recalculations from Table 7of Hipple @0®hich is derived from CPS (2003).

68



Figure 1. Survival Function for the first transition to self employment- Incorporated
Business by gender
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Figure 2- Survival Function for men and women firsttransition to unincorporated self
employment.
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Table 3. Descriptive Statistics of the Main Variables

MEN WOMEN
Variable N Mean Std. Dev. Min Max N Mean Std.Dev. Min Max
Self-Emp- Corporation 44896 0,006 0,07 0 1 51670 0,002 0,04 0 1
Self-Emp- Unincorporated Bus. 44896 0,012 0,11 0 1 51670 0,01 0,11 0 1
Time 44896 9,76 6,83 1 32 51670 9,84 6,80 1 32
Time2 44896 141,85 177,24 1 1024 51670 143,17 175,87 1 1024
Race-Black 44821 0,31 0,46 0 1 51351 0,38 0,49 0 1
Race-Hispanic 44821 0,03 0,18 0 1 51351 0,03 0,17 0 1
Marriage Duration 44896 5,44 6,39 0 32 51670 4,65 6,09 0 32
Married(lagged) 40929 0,66 0,47 0 1 48148 0,59 0,49 0 1
Education-2 44853 0,12 0,33 0 1 51651 0,13 0,34 0 1
Education-3 44853 048 0,50 0 1 51651 0,49 0,50 0 1
Education-4 44853 0,19 0,39 0 1 51651 0,20 0,40 0 1
Education-5 44853 0,16 0,37 0 1 51651 0,13 0,34 0 1
Previous year not-working 44896 0,20 0,40 0 1 51670 0,41 0,49 0 1
Years of Not working 44896 0,30 1,18 0 31 51670 1,52 3,30 0 31
Ln_hourly wage (lagged) 40500 2,15 0,80 0 10,46 47385 1,77 0,87 0 11,15
Parents' SES-Average-Vary 44008 0,44 0,50 0 1 51524 0,40 0,49 0 1
Parents' SES-Well-off 44008 0,29 0,45 0 1 51524 0,26 0,44 0 1
Father Self-employed 43869 0,03 0,16 0 1 50306 0,02 0,15 0 1
State Self Emp. Rate 44491 0,15 0,03 0,02 0,30 51334 0,15 0,03 0,02 0,30
Spouse Not working 37971 0,26 0,44 0 1 46474 0,04 0,19 0 1
Spouse Employed 37971 0,36 0,48 0 1 46474 049 0,50 0 1
Spouse Self-employed 37971 0,03 0,16 0 1 46474 0,04 0,21 0 1
Ln_hourly wage of Spouse (lagged) 33420 1,11 1,10 0 7,97 44588 1,22 1,26 0 10,12
_lag Spouse_edu~1 40033 0,03 0,17 0 1 46860 0,03 0,16 0 1
_lag Spouse_edu~2 40033 0,07 0,26 0 1 46860 0,05 0,22 0 1
_lag Spouse_edu~3 40033 0,32 047 0 1 46860 0,27 0,44 0 1
_lag Spouse_edu~4 40033 0,14 0,35 0 1 46860 0,13 0,34 0 1
_lag Spouse_edu~5 40033 0,09 0,29 0 1 46860 0,10 0,31 0 1

Note: Omitted categories of the dummy variablesnatereported here.
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Table 4. Determinants of Hazards of Transition to Self Employment-Corporate Business(C-log-log Estimates)

Individual's Own Resources and Marriage Effect

WOMEN MEN
modella modellb Modellc modelld modelle  modellf modellg modellh modelli  modellj
Time 0.333***  0.306***  0.305***  0.305***  0.304*** 0.168***  0.110** 0.109** 0.113** 0.111**
(0.067) (0.074) (0.074) (0.075) (0.074) (0.050) (0.050) (0.051) (0.051) (0.052)
time2 -0.008*** -0.007***  -0.007*** -0.007*** -0.007***  -0.006***  -0.004**  -0.004**  -0.004* -0.004*
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
Black -0.412 -0.416 -0.415 -0.431 -0.431 -0.879***  -0.847***  -0.847***  -0.844***  -0.844***
(0.294) (0.305) (0.305) (0.301) (0.301) (0.229) (0.230) (0.229) (0.230) (0.230)
Hispanic 0.064 0.064 0.066 0.053 0.055 0.088 0.108 0.111 0.109 0.112
(0.729) (0.728) (0.728) (0.723) (0.723) (0.406) (0.408) (0.408) (0.409) (0.409)
Education_2 0.476 0.479 0.480 0.490 0.491 0.745 0.728 0.723 0.726 0.721
(0.798) (0.797) (0.797) (0.793) (0.793) (0.557) (0.559) (0.560) (0.559) (0.560)
Education_3 0.343 0.354 0.354 0.367 0.368 0.502 0.544 0.541 0.540 0.538
(0.762) (0.761) (0.761) (0.757) (0.757) (0.541) (0.541) (0.542) (0.541) (0.541)
Education_4 0.800 0.813 0.814 0.839 0.840 1.191** 1.229** 1.221** 1.222%* 1.215%*
(0.778) 0.779) 0.779) (0.776) (0.776) (0.556) (0.556) (0.557) (0.557) (0.557)
Education_5 1.093 1.108 1.108 1.151 1.152 1.586***  1.621***  1.613***  1.613***  1.605***
(0.798) (0.797) (0.797) (0.794) (0.794) (0.570) (0.571) (0.572) (0.571) (0.571)
Trans. from not-work 0.633**  0.658** 0.658**  0.661**  0.661** -0.664**  -0.322 -0.324 -0.323 -0.325
(0.289) (0.289) (0.289) (0.289) (0.289) (0.311) (0.296) (0.296) (0.296) (0.296)
Ln-lagged(hourly wage) 0.121 0.125 0.125 0.121 0.120 -0.526***  -0.526%**  -0.526***  -0.527***  -0.527***
(0.118) (0.116) (0.116) (0.115) (0.115) (0.148) (0.150) (0.150) (0.150) (0.150)
Parents SES-Average-
Varying 0.188 0.189 0.189 0.191 0.191 0.431* 0.439* 0.440* 0.440* 0.441*
(0.334) (0.334) (0.334) (0.335) (0.334) (0.233) (0.233) (0.233) (0.233) (0.233)
Parents SES- Well Off  0.576* 0.575* 0.575* 0.570* 0.570* 0.838***  0.824***  0.824***  0.825***  (0.825***
(0.326) (0.327) (0.327) (0.327) (0.327) (0.233) (0.233) (0.233) (0.233) (0.233)
Father Self-Employed  0.656 0.660 0.660 0.672 0.672 0.046 0.037 0.034 0.036 0.034
(0.504) (0.506) (0.506) (0.505) (0.505) (0.362) (0.364) (0.364) (0.364) (0.365)
State Self-Emp. Rate 1.442 1.449 1.448 1.560 1.560 -0.442 -0.569 -0.571 -0.560 -0.563
(4.362) (4.378) (4.375) (4.383) (4.379) (2.357) (2.380) (2.381) (2.383) (2.383)
lag(Married) -0.018 -0.017 0.151 0.154 0.409** 0.426** 0.393** 0.411**
(0.276) (0.276) (0.301) (0.300) (0.189) (0.191) (0.197) (0.199)
Birth Event -0.017 -0.050 -0.110 -0.107
(0.469) (0.469) (0.241) (0.241)
Marriage Duration-Sq -0.001 -0.001 0.000 0.000
(0.001) (0.001) (0.001) (0.001)
Constant -10.41%**  -10.22%**  -10.22*** -10.35*** -10.34***  -6.082***  -6.069***  -6.049***  -6.062***  -6.043***
(1.091) (1.090) (1.103) (1.098) (1.110) (0.710) (0.702) (0.704) (0.703) (0.705)
L1 -527.298  -526.515  -526.503 -525.864 -525.848 -1248.096  -1233.221 1232717 -1233.181 -1232.683
chi2 80.845*** 71.639***  71.547*** 71.450*** 71.379***  107.317*** 102.520*** 103.534*** 103.244*** 104.100***
Bic 1215624 1223804 1234443 1233176 1243.805 2654916  2634.753 2644225 2645192  2654.673
N 45946 43192 43164 43192 43164 39404 37028 36941 37028 36941
# of Events 76 76 76 76 76 210 210 210 210 210

*:1p <0.1, **: p <0.05, *** : p<0.01. Robust standard errors are in parentheses.
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Table 5. Determinants of Hazards of Transition to SE-Unincorporated Business (C-log-log Estimates)

Individual's Own Resources and Marriage Effect

WOMEN MEN

modella modellb Modellc modelld modelle modellf modellg modellh modelli  modellj

Time 0.283*** 0237+  0.238**  0.238***  0238%*  0205%*  0.244%* 0243 0234 (233
(0.029)  (0.031)  (0.031)  (0.032)  (0.032)  (0.037)  (0.038)  (0.038)  (0.038)  (0.038)
Time2 20.009%**  -0.008***  -0.008***  -0.007***  -0.007*** -0.010***  -0.008*** -0.008***  -0.007***  -0.007***
(0.001)  (0.001)  (0.001)  (0.001)  (0.001)  (0.001)  (0.001)  (0.001)  (0.001)  (0.001)
Black 0.665***  -0.662***  -0.660***  -0.681***  -0.679%**  -0.766*** -0.759***  -0.758***  -0.768***  -0.767***
(0106)  (0.110)  (0.110)  (0.111)  (0111)  (0122)  (0.122)  (0.122)  (0.123)  (0.123)
Hispanic -0.209 -0.207 -0.200 -0.210 -0.203 0744 0.733**  -0.732%*  -0.731**  -0.731**
(0274)  (0273)  (0.274)  (0.270)  (0270)  (0.351)  (0.351)  (0.351)  (0.350)  (0.350)
Education_2 -0.061 -0.057 -0.054 -0.041 -0.037 0.403* 0.405* 0.400* 0.412* 0.407*
(0228)  (0228)  (0.228)  (0.227)  (0228)  (0215)  (0.216)  (0.216)  (0.217)  (0.218)
Education_3 0.064 0.079 0.083 0.099 0.104 0.028 0.056 0.053 0.077 0.074
(0210)  (0210)  (0.210)  (0.209)  (0210)  (0.204)  (0.205)  (0.205)  (0.206)  (0.206)
Education_4 0.118 0.134 0.128 0.170 0.166 0.172 0.199 0.191 0.232 0.224
(0228)  (0.229)  (0.229)  (0.228)  (0228)  (0.225)  (0.225)  (0.225)  (0.227)  (0.227)
Education_5 0.524**  0.539**  0546**  0591**  0599** 0315 0343 0336 0.382 0375
(0234)  (0235)  (0.236)  (0.234)  (0.235)  (0.232)  (0.233)  (0.233)  (0.234)  (0.234)
Trans. from not-work 0.154 0210 0213 0.223 0.226 -0.184 -0.008 -0.009 -0.011 -0.012

(0140)  (0.139)  (0.139)  (0.139)  (0.139)  (0.167)  (0.161)  (0.161)  (0.161)  (0.161)
In-lagged(hourly wage)  -0.377***  -0.362***  -0.365***  -0.362*** -0.367*** -0.801*** -0.797***  -0.799%**  0790%**  -0.792%**

(0.098) (0.098) (0.098) (0.097) (0.098) (0.084) (0.084) (0.085) (0.086) (0.086)
Parents SES-Average-

Varying 0.007 0.009 0.005 0.015 0.011 -0.072 -0.065 -0.062 -0.065 -0.061
(0.111) (0.111) (0.111) (0.110) (0.111) (0.121) (0.121) (0.121) (0.121) (0.121)
Parents SES- Well Off 0.199* 0.198* 0.199* 0.199* 0.199* -0.043 -0.049 -0.049 -0.053 -0.053
(0.116) (0.116) (0.116) (0.116) (0.116) (0.127) (0.127) (0.127) (0.127) (0.127)
Father Self-Employed -0.037 -0.035 -0.031 -0.028 -0.025 0.237 0.238 0.236 0.242 0.240
0.272) 0.272) 0.272) (0.270) (0.270) (0.264) (0.263) (0.263) (0.263) (0.263)
State Self-Emp. Rate 5.368***  5391***  5437***  5441*** = 5488***  3.868***  3.840*** = 3.832***  3.780***  3.774***
(1.423) (1.424) (1.426) (1.413) (1.416) (1.453) (1.459) (1.459) (1.456) (1.456)
lag(Married) -0.003 0.002 0.159 0.169 0.142 0.146 0.232* 0.238*
(0.101) (0.101) (0.110) (0.110) (0.121) (0.122) (0.124) (0.126)
Birth Event -0.182 -0.212 0.006 -0.017
(0.160) (0.160) (0.157) (0.157)
Marriage Duration-
Square -0.002***  -0.002*** -0.001%* -0.001**
(0.001) (0.001) (0.001) (0.001)
Constant -6.306***  -6.079***  -6.070***  -6.210***  -6.198***  -4.856***  -4.681***  -4.670%**  -4.718***  -4.704***
(0.389) (0.387) (0.390) (0.389) (0.392) (0.356) (0.353) (0.353) (0.355) (0.355)
Ll -2823.702  -2811.510 -2805.174 -2806.174 -2799.680 -2518.928 -2498.144 -2496.825 -2495.783 -2494.474
chi2 233.608*** 190.684*** 193.534*** 196.264*** 198.927*** 206.296*** 183.482*** 184.401*** 189.752*** 191.105***
Bic 5808432  5793.794  5791.786  5793.796 5791470  5196.580  5164.599 5172441 5170396  5178.256
N 45946 43192 43164 43192 43164 39404 37028 36941 37028 36941
# of Events 544 544 543 544 543 493 492 492 492 492

*1 p <0.1, **: p <0.05, *** : p<0.01. Robust standard errors are in parentheses.

73



Table 6: Determinants of Hazards of Transition to S.Emp.-Corporate Business (C-log-log Estimates) Spouse Resources

WOMEN MEN
modela Modelb modelc  modeld modele modelf modelg  modelh modeli modelj
Time 0.314***  0.310***  0.355***  0.309***  0.364***  0.075 0.068 0.012 0.086 0.036
(0.078) (0.078) (0.082) (0.077) (0.081) (0.054) (0.054) (0.059) (0.053) (0.058)
Time2 -0.007***  -0.007***  -0.008*** -0.007*** -0.009***  -0.003* -0.003 -0.001 -0.004** -0.002
(0.003) (0.003) (0.003) (0.003) (0.003) (0.002) (0.002) (0.002) (0.002) (0.002)
Marriage Duration-Square -0.032 -0.035 -0.091**  -0.031 -0.095** 0.008 0.015 -0.001 0.029 -0.007
(0.025) (0.025) (0.041) (0.025) (0.043) (0.024) (0.024) (0.029) (0.024) (0.027)
Black -0.393 -0.410 -0.342 -0.478 -0.336 -0.718***  -0.702%**  -0.712**  -0.776***  -0.804***
(0.318) (0.319) (0.346) (0.308) (0.342) (0.236) (0.236) (0.278) (0.234) (0.277)
Hispanic 0.134 0.196 -0.397 0.113 -0.412 0.289 0.279 0.086 0.216 -0.094
(0.721) (0.717) (0.979) (0.727) (0.987) (0.402) (0.401) (0.569) (0.406) (0.583)
Education_2 0.516 0.444 0.413 0.384 0.448 0.778 0.765 0.607 0.870 0.396
(0.792) (0.795) (0.781) (0.799) (0.784) (0.638) (0.653) (0.778) (0.642) (0.648)
Education_3 0.278 0.129 -0.230 0.121 -0.140 0.669 0.620 0.361 0.686 0.135
(0.766) (0.763) (0.757) (0.759) (0.745) (0.610) (0.616) (0.733) (0.612) (0.617)
Education_4 0.773 0.515 0.427 0.493 0.641 1.380** 1.229* 1.038 1.235* 0.825
(0.788) (0.793) (0.795) (0.785) (0.769) (0.625) (0.635) (0.748) (0.631) (0.632)
Education_5 1.031 0.841 0.557 0.822 0.701 1.756***  1.397** 1.178 1.413** 1.106*
(0.798) (0.805) (0.807) (0.806) (0.796) (0.638) (0.653) 0.772) (0.648) (0.648)
Trans. from not-work 0.591** 0.575** 0.497 0.620**  (0.543 -0.482 -0.532* -1.032**  -0.409 -0.850%*
(0.284) (0.288) (0.392) (0.294) (0.392) (0.317) (0.317) (0.413) (0.305) (0.395)
In-lagged(hourly wage) 0.105 0.092 0.081 0.121 0.088 -0.569***  -0.608***  -0.581*** -0.600%**  -0.484**
(0.104) (0.106) (0.190) (0.117) (0.189) (0.154) (0.148) (0.191) (0.148) (0.206)
Parents SES-Average-
Varying 0.310 0.253 0.404 0.204 0477 0.477** 0.476* 0.579* 0.395* 0.476*
(0.348) (0.346) (0.404) (0.339) (0.401) (0.243) (0.244) (0.298) (0.235) (0.287)
Parents SES- Well Off 0.670* 0.634* 0.837**  0.597* 0.868** 0.821***  0.811***  0.815***  0.743***  0.769***
(0.343) (0.340) (0.393) (0.332) (0.390) (0.242) (0.245) (0.297) (0.236) (0.285)
Father Self-Employed 0.708 0.662 0.624 0.646 0.681 0.161 0.195 0.048 0.089 -0.069
(0.503) (0.499) (0.584) (0.498) (0.602) (0.363) (0.366) (0.465) (0.371) (0.464)
State Self-Emp. Rate 1.055 1.050 3.259 1.350 2.770 -2.593 -2.291 -3.576 -1.550 -2.558
(4.457) (4.483) (4.077) (4.439) (4.061) (2.550) (2.561) (3.121) (2.453) (2.947)
SPOUSE SOCIAL RESOURCES
Spouse Employment Status (Ref. Cat: Spouse Not Working)
_No spouse -0.881* -0.927 -0.986 -0.285 -0.361 -0.445% -0.933***  -0.937**  -0.828***  -0.394
(0.517) (0.598) (0.718) (0.464) (0.346) (0.253) (0.308) (0.443) (0.285) (0.303)
_ Spouse Salary Earner -0.985* -1.066** -1.270** 0.118 0.048 0.012
(0.522) (0.526) (0.594) (0.173) (0.175) (0.234)
_Spouse Self-Employed 0.650 0.563 0.135 0.611* 0.473 0.450
(0.530) (0.532) (0.663) (0.345) (0.357) (0.495)
Spouse Education (Ref. Cat: Highest Education)
_lag Spouse Edu~1 -0.672 -0.737 -0.841
(0.545) (0.731) (0.545)
_lag Spouse Edu~2 -0.139 -0.072 -0.168 -0.825**  -0.999*  -0.958**
(0.684) (0.865) (0.670) (0.391) (0.570) (0.386)
_lag Spouse Edu~3 -0.108 0.025 -0.247 -0.655***  -0.513* -0.645***
(0.415) (0.518) (0.407) (0.233) (0.295) (0.227)
_lag Spouse Edu~4 0.567 0.862* 0.560 -0.389 -0.239 -0.317
(0.366) (0.487) (0.365) (0.238) (0.283) (0.228)
SPOUSE FINANCIAL RESOURCES
Spouse In-lagged(hourly wage) 0.201 0.131 0.063 0.156
(0.145) (0.173) (0.137) (0.126)
Constant -9.330%**  -9.974***  -9.560*** -10.04*** -10.71***  -5.202*** = -4.494***  -4,944*** -4.787***  5177***
(1.185) (1.080) (1.381) (1.098) (1.153) (0.823) (0.851) (0.919) (0.828) (0.807)
L1 -498.710  -494.308  -386.194 -513.696 -395.670  -1130.538 -1121.075 -828.054 -1179.831 -880.832
chi2 118.714*** 122.636*** 99.762*** 72.839*** 72525***  102.770*** 115.828*** 94.430*** 114.099*** 78.547***
Bic 1199.686  1222.096  1014.071 1239.835 981.289 2459238 2481900 1900.396 2579.763  1946.030
N 42008 40648 36605 41035 38283 33845 33653 26336 35633 28073
# of Events 76 76 66 76 66 196 196 148 201 148

*:1p <0.1, **: p <0.05, *** : p<0.01.

Robust standard errors are in parentheses.
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Table 7: Determinants of Hazards of Transition to S.E.- Unincorporated Business (C-log-log Estimates) Spouse Resources

WOMEN MEN
modela modelb Modelc modeld modele modelf modelg modelh  modeli modelj
Time 0.244***  0.244***  0.246***  0.248***  0.254*** 0.235***  0.235***  0.271***  0.241***  0.281***
(0.032) (0.033) (0.034) (0.032) (0.034) (0.040) (0.040) (0.049) (0.038) (0.048)
time2 -0.007***  -0.007***  -0.007***  -0.007***  -0.007*** -0.007***  -0.007***  -0.008***  -0.007***  -0.009***
(0.001) (0.001) (0.001) (0.001) (0.001) (0.002) (0.002) (0.002) (0.001) (0.002)
Marriage Duration-Sq. -0.046***  -0.046***  -0.050***  -0.044***  -0.045*** -0.041***  -0.044***  -0.057***  -0.034***  -0.051***
(0.011) (0.011) (0.014) (0.011) (0.014) (0.013) (0.013) (0.018) (0.013) (0.017)
Black -0.666***  -0.672***  -0.677***  -0.691***  -0.694*** -0.806***  -0.794***  -0.848***  -0.804***  -0.812***
(0.112) (0.113) (0.119) (0.112) (0.119) (0.131) (0.131) (0.151) (0.127) (0.145)
Hispanic -0.194 -0.171 -0.259 -0.197 -0.272 -0.926** -0.917** -0.874* -0.705** -0.751*
0.272) (0.276) (0.299) (0.275) (0.296) (0.398) (0.404) (0.482) (0.355) (0.429)
Education_2 -0.084 -0.106 -0.063 -0.070 -0.045 0.253 0.260 0.033 0.370* 0.072
(0.228) (0.231) (0.239) (0.229) (0.236) (0.222) (0.222) (0.262) (0.216) (0.257)
Education_3 0.076 0.043 0.043 0.060 0.067 -0.041 -0.019 -0.229 0.028 -0.186
(0.209) (0.213) (0.221) (0.212) (0.217) (0.207) (0.208) (0.246) (0.205) (0.240)
Education_4 0.122 0.087 0.159 0.123 0.180 0.132 0.170 0.118 0.206 0.132
(0.229) (0.236) (0.246) (0.236) (0.237) (0.227) (0.229) (0.264) (0.227) (0.259)
Education_5 0.564** 0.551** 0.604** 0.577%* 0.607** 0.257 0.262 0.088 0.315 0.215
(0.236) (0.253) (0.264) (0.252) (0.244) (0.235) (0.249) (0.286) (0.246) (0.272)
Trans. from not-work 0.229 0.225 0.167 0.226 0.164 -0.038 -0.046 -0.140 -0.023 -0.098
(0.139) (0.141) (0.147) (0.140) (0.146) (0.170) (0.170) (0.195) (0.164) (0.189)
In-lagged(hourly wage)  -0.375***  -0.377***  -0.477***  -0.373***  -0.478*** -0.823***  -0.819***  -0.863***  -0.824***  -0.850***
(0.097) (0.098) (0.092) (0.098) (0.092) (0.088) (0.089) 0.111) (0.086) (0.109)
Parents SES-Average-
Varying 0.022 0.026 0.057 0.020 0.062 -0.092 -0.085 -0.145 -0.043 -0.130
(0.111) (0.112) (0.121) (0.111) (0.121) (0.128) (0.128) (0.151) (0.124) (0.145)
Parents SES- Well Off 0.193* 0.198* 0.232* 0.210* 0.233* -0.101 -0.092 -0.067 -0.057 -0.078
(0.117) (0.118) (0.126) (0.117) (0.125) (0.133) (0.133) (0.153) (0.131) (0.148)
Father Self-Employed -0.010 -0.022 0.071 -0.030 0.080 0.125 0.131 0.106 0.202 0.216
(0.270) (0.270) 0.271) (0.270) (0.272) (0.289) (0.290) (0.350) (0.272) (0.321)
State Self-Emp. Rate 5167***  5158***  5895***  5282***  5940*** 3.295** 3.257%* 2.371 3.580** 2.592
(1.424) (1.425) (1.502) (1.417) (1.508) (1.515) (1.515) (1.814) (1.469) (1.764)
SPOUSE SOCIAL RESOURCES
Spouse Employment Status (Ref. Cat: Spouse Not Working)
_ No spouse -0.180 -0.103 -0.263 -0.331* -0.293* -0.464***  -0.605***  -0.489* -0.549***  -0.267
(0.261) (0.314) (0.341) (0.190) (0.157) (0.160) (0.227) (0.288) (0.206) (0.192)
_ Spouse Salary Earner ~ 0.187 0.240 -0.011 -0.040 -0.029 0.136
(0.249) (0.258) 0.271) (0.119) (0.121) (0.176)
_Spouse Self-Employed  0.454 0.505* 0.425 0.412* 0.398 0.394
(0.291) (0.301) (0.331) (0.243) (0.245) (0.353)
Spouse Education (Ref. Cat: Highest Education)
_lag Spouse Edu~1 -0.024 0.087 0.005 -0.198 -0.287 -0.214
(0.314) (0.341) (0.304) (0.332) (0.436) (0.306)
_lag Spouse Edu~2 0.082 0.065 0.080 0.017 -0.045 -0.021
(0.245) (0.276) (0.240) (0.240) (0.290) (0.227)
_lag Spouse Edu~3 0.030 0.087 0.031 -0.114 -0.241 -0.155
(0.166) (0.190) (0.164) (0.187) (0.215) (0.180)
_lag Spouse Edu~4 0.095 0.104 0.098 -0.312 -0.519** -0.291
(0.171) (0.193) (0.170) (0.204) (0.238) (0.196)
SPOUSE FINANCIAL RESOURCES
Spouse In-l-hourly wage 0.037 0.030 0.051 0.057
(0.062) (0.060) (0.105) (0.092)
Constant -5.992***  -6,135***  -5.890***  -6.197***  -6.203*** -3.975***  -3.859***  -4180***  -4.066***  -4.361***
(0.444) (0.398) (0.537) (0.396) (0.416) (0.384) (0.440) (0.442) (0.417) (0.427)
L1 -2750.053  -2742.125 -2403.761 -2770.738 -2414.168 -2262.914 -2258.288 -1659.983 -2401.277 -1771.828
chi2 204.442%** 203.486*** 210.923*** 196.119*** 205.810*** 193.691*** 199.435*** 151.704*** 206.348*** 147.918***
Bic 5702.372 5728957  5060.317  5765.118  5018.285 4723990 4756325  3564.254  5022.656  3728.022
N 42008 41748 37537 42174 38283 33845 33653 26336 35633 28073
# of Events 535 534 468 539 468 448 448 326 476 346

*: p <0.1, **: p <0.05, *** : p<0.01. Robust standard errors are in parentheses.
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Abstract: This paper investigates the effect of an incraasthe divorce risk on the labour
supply behaviour of men and womeRrevious literature has frequently used the gradual
introduction of the unilateral divorce law acros#fedent states of the US to account for
exogenous increase in the risk of divorce. In g@per | take advantage of the legalization of
divorce in Ireland in 1996 for a better exogenoasrse of divorce risk. Then, | follow the
labour supply behaviour of individuals who were rieat before the law passed. | use
difference-in differences approach where | useoasparison groups either married individuals
in other European countries (who are not affectethb law) or married Irish people who did
not affected by the increase in the risk of divaraased by the law (for example very religious
individuals).

Note: The section 2.1 of this chapter and that of thet figavings” chapter describe the Irish
divorce law and hence, they are the same. The mreadmght skip that section in the next
chapter.
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1. Introduction

In this paper; | address the impact of an incraasthe divorce risk on the labour supply
behaviour of men and womeithe introduction of unilateral divorce law over tlast 30
decades across different states of the US hasfoegurently used in the previous literature to
account for exogenous increase in the risk of @®om this paper | propose that legalization
of divorce in Ireland in 1996 constitutes a be#g&obgenous source of divorce risk. Then, |
follow the labour supply behaviour of individual®©yavwere married before the law passed. |
use difference-in differences approach where | asecomparison groups either married
individuals in other European countries (who aré aftected by the law) or married Irish
people who did not affected by the increase inribke of divorce caused by the law (for

example very religious individuals).
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The real wage growth has usually been named awmale driving force of the increase
in labour supply of married women in the post-w& &hd post industrial countries (e.g. Smith
& Ward; 1985; Blau & Kahn, 2006). Nevertheless, sorasearchers point that especially in
the second half of the 1970s (Peters, 1986; Johtis®kinner, 1986; Parkman, 1992) and after
the 1990s (Papps; 2006) female labour force ppdi@n in the US did not respond to the
fluctuations in the real wage growth. Female emiplegt rate continued increasing in the late
1970s and early 1980s although the real wage grelawed-down and finally stagnated
starting from 1990s when actually the real wagesvgat a very high rate. They suggest that
the changes in the divorce rates might explairastlin part why female employment did not
follow the real wage growth during these periodse(8gure 1 below). It is claimed that part
of the increase in the labour supply of married wansould be a reaction to changes in the
risk of divorce in these periods (Papps, 2006).

(Figure 1 about here)

The studies that focused on the empirical relatigndetween risk of divorce and
labour supply behaviour can be grouped into twothmir identification strategies (Papps
2006). First group of studies derived the divoris& from the actual individual data. Some of
these studies used predicted future divorce préibabito account for individual specific
divorce risks (i.e.using either linear probabilitypdels or hazard rates) (e.g. Greene & Quester;
1982, Johnson & Skinner, 1986; Gray, 1995; Mont&ltéserner, 1998; Sen, 2000; Papps
2006). However, central preoccupation in theseistuttas been the endogeneity problem
between the variables of labour supply and the rdevaisk. Deriving divorce probabilities
from the individual data ignores the reverse caosaiossibility. It could well be the increase
in female labour supply that causes a higher pntibabf divorce and so that women, who are
employed, might be overrepresented in the divosasdple. Although some studies applied
various techniques to evade such endogeneityJetmson & Skinner, 1986; Sen, 2000), often

their remedies suffered from data limitations: sush cross-sectional research design (e.g
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Johnson & Skinner, 1986; Gray, 1995) or a few ye&gganel data that ignored the cumulative
nature human capital over the marriage duratiopg®&006) or lack of marital histories (e.g.
Montalto & Gerner, 1998).

The concern about endogeneity problem, led a nurobeesearchers look for an
exogenous source of the divorce risk. One popuwhrtion has been using the change in the
risk of divorce that is triggered by the graduataduction of the unilateral divorce law in the
US. Then, the resulting variation in the divorctesaacross the states and over time has been
used in estimating the labour supply response efatbmen (e.g Peters, 1986; Parkman 1992;
Gray 1998). Yet, the extent to which introductidrunilateral divorce law affected the divorce
rate has been debated by both economists (Freidb@88; Gray 1998; Wolfers, 2006) and
sociologists (Nakonezny et al.,, 1995; Glenn, 198®gers et al.1999). Some earlier
researchers believed that introduction of unildtéxev did not affect divorce rates (Peters,
1986; Parkman, 1992; Peters 1992, Gray 1998). Heryeecent evidence shows unilateral
divorce rates had a positive impact on divorcesrétt@ugh it has been small, immediate and
not lasting more than 10 years (e.g. Friedberg819®lfers, 2006).

Rather than controversial impact of unilateral doeslaw on the divorce risk in the US,
| propose that legalization of divorce in Irelandoyides a better experiment for the
exogenously-increased divorce risk. My claim isdobsn two observations: First, the outcome
of the referendum about the legalization of divarc&eland was not anticipated. The previous
attempt to legalise divorce has been unsuccédsind in 1995 the law passed by a slim
margin. Second, | claim that legalization of div@rhas unarguably increased the risk of
divorce in Ireland (See the next section for thecdssion). As a result, benefiting from lIrish
guasi-experiment case, in this paper | estimatéatheur supply response of the individuals to

the increase in marital instability.

% |n 1986, a referendum to remove the ban on divaiae defeated. The "Yes" vote was only 36.5%.
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Why should an increase in the risk of divorce teigghanges in the labor supply
behavior? The explanation can be directly deducech Becker’'s (1981) standard economic
specialization theory of the family. According tug theory, a rise in divorce risk may affect
the returns to specialization within the marriagijch in turn, alters the returns to market
work relative to domestic work (Stevenson, 200TclBa change in the value of specialization
might lead to direct changes in the labor supplyaver of both partners but especially for the
female spouse. The underlying mechanism is stifaigtdrd. If today’s labor supply affects
the future earnings due to investment in markellsskiearning by doing and on the job
training... etc., then in divorce, the spouse wité kbwer wages will work more. This can be
partially due to lack of compensation by most doeolaws, for the depreciation of the human
capital during the marriage in particular to th@wsge that specializes in the domestic work
(Parkman, 1992).

In other words, the higher the probability of atificoming divorce, the higher the
expected value of current, marketable human cagidtahnson & Skinner, 1986). As a
consequence married individuals (especially wonmaight increase their labor supply and
invest on market skills to self-insure against agildle divorce (Peters, 1986).

While the implication for women’s labour supply éxplicated, how would men’s
labour supply behaviour is affected by an increadbe divorce risk is not so clear. If divorce
risk decreases the value of specialization anceas®s the value of current human capital and
labour market experience, then we should not olesany changes in the current labour supply
of married men.

On the other hand, divorce might mean negative @oan outcomes also for men.
Divorce implies increase in costs for men due teiat®n from economies of scale or
expensive legal process...etc. Therefore, in theigation of divorce men might also increase

their labour supply in order to self-insure to upwog divorce. In sum, apart from identifying
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women'’s labour supply response to divorce riskjrigsvhich of these predictions regarding to
men’s labour supply behaviour is observed in pcacis another contribution of this paper.

| use Differences-in-Differences estimation, in@rtb isolate the effect of changes in
the risk of divorce on labor supply behavior. Dafid-diff estimation is useful once a specific
intervention or treatment (often such treatmerihéspassage of a law) is identified. Then, the
difference in outcome variable, after and befoeeitltervention for groups affected by it (i.e.
treatment group) is compared with the same difieeeior groups unaffected by it (i.e. control
group). Bertrand et al (2002) argue that Diff-iffstimations became popular in economics
literature in estimating casual relationships beeathey are both simple and potentially
powerful “to circumvent many of the endogeneity ljemns that typically arise when making
comparisons between heterogeneous individuals4§).2

The paper is organised as follows. Section twoirmedl the data and methodology.
While doing this, the first part gives informatiabout the Irish divorce reform and discusses
the nature of experiment. Then, | discuss contmtl dreatment groups, sample and
econometric specification consecutively. Sectioree¢hpresents results of the estimation for

two different control groups. Finally, in Sectiaud, paper ends with conclusions.

2. Data and Methodology

2.1 The lIrish divorce law and the risk of marital dssolution

| propose to identify the effect of an increasethe risk of marital dissolution by taking
advantage of the legalization of divorce in Irelandl996, which was followed by a rapid

increase in divorce rates.
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The Irish Constitution of 1937 banned the dissofutof marriageé* After frequent
debates over the issue, a referendum was callddvember 1995, and the ban on divorce was
removed after its opponents defeated its suppdsiessvery slim margi® The removal of the
ban was subsequently incorporated in the Congtituti June 1996, and the new divorce law
became effective in February 1997.

The new law dictated that a divorce could be gr@mnly after the partners had been
separated during four out of the previous five gedihe Irish courts were granted a great deal
of discretion regarding the economic consequenteiévorce for the spouses. The law states
the factors to be taken into consideration, inglgdihe contributions made by the two spouses
(both pecuniary and non-pecuniary), but there isxplicit policy of equal division of asséts.

The legalization of divorce was followed by a dhpicrease in the number of divorce
applications filed as well as the number of divergeanted over the following years. Figure 2
displays the number of divorces granted betweei® 298 2004. In 1998, the second year after
the law came into effect, about 1,500 divorces wgented. By 2004, more than 3,000 new
divorces were granted a year.

Of course, it is possible that the new divorce laas merely allowing previously
separated couples to provide legal burial to tak@ady broken marriage. My claim, however,
is that the legalization of divorce in fact incredsmarital dissolution rates. In 1994-1995, only
1.78% of Irish adults aged 18 to 65 reported baegarated or divorced (Living in Ireland
Survey). In 1997-2001, this figure had jumped t(significantly higher) 2.66%’ The next
subsection provides additional evidence that aersabgroups of the population experienced

substantial increases in the probability of sepamadr divorce following the 1996 law.

24 Judicial separation was possible since 1989.

% We take this as an indication that there werelear@xpectations about the outcome of the refenendh that
sense, the legalization of divorce was not antteipa

% The law does mention the responsibility of botk-Yespouses to maintain one another, even afteditherce.
The calculation of actual maintenance paymentspidoun the courts to decide, and it should be basedhe
financial resources and needs of the spouses (Bdekdki, 2003).

%" The increase was from 3.45 to 4.33% for the everied adult population (also statistically sigeefint).
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2.2 Finding a control group

In order to identify the effect of the increasehe risk of marital dissolution generated by the
legalization of divorce, | would like to find a swe of variation in that increase in risk across
the population.

My first approach is to identify a subgroup of thish population that we can plausibly
expect would be less affected by the legalizatiodgivorce. One possibility is to use religiosity
as a source of variation. It may be plausible toktlthat very Catholic families would be “less
affected” by the legalization of divorce, given tthdne Catholic Church bans marital
dissolution.

Table 1 shows the percentages of the adult populdtiat reported being separated or
divorced by religiosity, both pre (1994-95) and tp@®997-2001) the legalization of divorce.
Individuals are classified as religious if they ogpattending religious services at least once a
week?® Before 1996, non-religious individuals were sigrhtly more likely to be separated
than religious ones (3.1% versus 1.2%). This diffiee remains after 1996 (4.3 versus 1.6%).

Moreover, religious individuals did not experienee significant change in their
separation and divorce rate after 1996. However separation and divorce rate among non-
religious adults increased significantly, from 30®efore 1996 to 4.28% after (a 40 percent
increasef?’ | conclude that it is plausible to claim that Ikzjag divorce affected non-religious

individuals differentially, increasing their risk marital breakup, relative to religious ones.

% Studies in the Economics of Religion typically s measures of religiosity at the individual leegher
church attendance or self-reported religiosity {ers to the question “How religious are you?”), see
lannaccone’s 1998 survey. The main dataset doesstotabout religiosity directly. However, the 20BES
survey for Ireland asks about both church attenelean@d self-reported religiosity (on a scale fronio010).
Among those who report not being religious (val0eg or 2), only 3.4% report attending church asteonce a
week, while the percentage is 82.1% among thoserggart being very religious (8, 9 or 10).

# This is even stronger if we look at separation divbrce rates among ever-married adults. While thie
remained stable at 2.3% among religious individuaisicreased significantly from 5.7 to 7.9% favmreligious
ones.
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The additional identifying assumption required lmttthe labor supply behavior of
religious and non-religious families would haveldaled similar trends over time, in the
absence of the law change. In section 3.1 | progioime support for this assumption by
showing that the trends were similar for both goupthe years preceding the legalization of
divorce.

It is of course hard to claim that religious famsl in Ireland were completely
unaffected by the legalization of divorfeThus, | propose an alternative control group,
composed of married couples in other European cesnivhere divorce was already legal and
no changes in the regulation of divorce took pldigeng the 1990’s. Although people in other
European countries were certainly not affected hwy frish divorce law, we need to find
countries that were plausibly under similar ecorewnditions during the relevant period.
This is not easy given that Ireland experiencedigprecedented period of economic growth
during the 1990's.

The three EU-15 countries with more similar ecommooonditions in particular in terms
of female employment to Ireland during the perigmbear to be the UK, Netherlands and
Spain. Figure 2 and 3 display female employmermgsrand real GDP per capita growth rates
between 1990 and 2001 in these countries. In alhttes, GDP growth slowed down in 1990
and 1991, and then surged up, remaining at a higkel until 2000. That level, however, was
about 8% for Ireland, compared with 4% for Spaistiérlands and the UK. As for the female
employment rates, they increased steadily in théoal countries from 1990-91 until 2001.
Although starting levels were different, both Spaind Ireland experienced around 15 points
increase in the female employment rate while théh&l&ands around 12 points and UK around

5 points.

% |n that sense, my estimates when using religiamsilies as a control group can be seen as lowendsoon the
effect of interest.
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Although there are some differences in macroecongrarformance across the four
countries, the trends are similar enough to allomtlie use of Spain, Netherlands and the UK
as alternative control groups. Again, in sectioB, 3.provide additional evidence that labor
supply behavior displayed similar trends in thee¢hcountries in the years before the Irish

reform.

2.3 Econometric specification, data and sample

More formally; | estimate the versions of the faliag baseline specification:
LS, = F(a + BT, + B,Post, + B.T,Post, + X, y + &)

Where LS is a measure of the Labour Supply Behay&ee next subsection for the specific
variables used) of an individual i in group j (tiehor control) and year t. The function F will
depend on the specification (linear and logit medale estimated). T is an indicator for
individuals belonging in the treatment group (eithen-religious Irish people or all Irish,
depending on which control group we use), whiletRakes value of 1 for all years after
divorce was legalized in Ireland. An interactiortvileen T and Post is also included, and X
stands for a set of control variables that ardyike affect labor supply, such as age, education,
spouse income and household size.

The coefficient3; measures the average difference in labor supghawer between
the treatment and the control group, whag captures the overall change in labor supply
behavior after the reform. The key parameteBsswhich indicates the change in the labor
supply behavior of treated individuals after thione, relative to the control group.

The data sets used in the analysis are the Livirigeland Survey for the Irish sample
and the European Commission Household Panel stiovele four-country sample. Both data

sets are longitudinal household surveys that cthesperiod 1994-2001.
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The sample is composed of married individuals. tdeo to avoid the effects of
potential selection into marriage (since the legdion of divorce may well affect the
incentives to marry), | exclude couples whose rages took place in 1996 or later. In order to
avoid selection due to separation or divorce, e all individuals that are observed getting
separated or divorced at any point during the survhus my sample is in practice composed
only of “stable marriages that started before 199&iclude individuals of all ages up to 65, in
order to exclude retired individuals. | also diggars 1996 and 1997 from the sample, since
this was the period during which the reforms in tHirorce legislation were being
implemented, thus | consider them as transitiomdjustment years that are not included as
either pre or post-reform in the analysis. As allte®ur pre-reform years are 1994 and 1995,
while the post-reform period spans 1998-2001. Adierthe sample size becomes about 3188

married men and 3352 married women in the Irishpam

2.4. Measures of Labor Supply Behavior

| have five dependent variables measuring the lasapply behaviour for the Irish sample.
Three of them are binary and two of them are cowotis variables. All of the dependent
variables are at the individual level. Binary degemt variables are: “work”, “employed” and
“second job”. “Work” indicates whether individuaports his/her main activity as “currently
working at least 15 hours a week or not”. “Empldyedsimilar to “work” but additionally it
includes the cases where individual is employetoalgh temporarily not working due to
sickness leave, maternity leave...etc. Finally, “Secpb” takes the value 1 if the individual
has a second job other than the main job. Thistqueess asked only to individuals with a first
job. Continuous dependent variables are “Hours” @&durs 2nd Job”, which measure the
hours the individual spends in the current and msgcpb respectively. Both of these
continuous variables enter the model in the logant form. Only two of these dependent

variables are comparable and available on thedountry sample: “Work” and “Hours”.
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Descriptive statistics for the labour supply vhahes for both pre- and post-reform
period in the Irish sample are shown in Table Zh2imfor women and for men respectively.

The proportion of women who are employed vary sen@ligiosity. The non-religious
men’s work/employment behaviour after the pre-m@fgoeriod is especially striking. The
average proportion of employed non-religious merrdased around 16 % after the reform
period, while the proportion of religious men sty the same levels as in the pre-reform
period. Despite level differences and short pferne period, initial trends of religious and
non-religious groups, in most dependent variabteaa appear strikingly vary in the different

directions.

3. Results

3.1 Religious families as control group

3.1.1 Descriptives

Table 2a and 2b shows some descriptive statisticdhie Irish men and women samples,
separately for religious and non-religious indivats) and for the pre and post-reform years.
Religious individuals are defined as those who regoing to church at least once a week in
all interviews, thus the religiosity indicator ime-invariant for a given individual.

Note that religious women are less likely to warkd more likely to spend less hours
on market work than non-religious ones. On therdtlaed, religious men are more likely to be
at currently work than non-religious men and makely to have a second job. In 1995, 34%
of religious women reported being currently workasya main activity, compared with 42% of
non-religious ones. Among religious men; around 7@%hem reported working in 1995 as
opposed to 66% non-religious ones. The proportiowarking women in pre-reform period
was stable for both the control and treatment growbile the proportion of men was
increasing slightly.
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Besides, non-religious women and men are youngar tbligious ones (by about 9
years on average), have slightly more educatiod lige in households with similar size with
religious women. Thus, it might be important to ttohfor these factors. The proportion of
women that reported main activity being work anéittnumber of hours spent at work
increased for both treatment and control grouper &®96. While these figures stayed stable
for religious men, they exhibited a slight increésenon-religious men.

Since the lIrish experiment is a strong one, unlggse are striking individual
differences, including additional control variablesy be redundant given the nature of the
diff-in-diff estimations. Therefore, other than theentioned variables, | tried a specification
with real wage. Adding real wages as a controlalde did not affect our results. Probably it is
because we are looking at changes for a given ishai over time and Irish divorce case
probably did not affect wages directly. | excludestcontrol from the final specification.
However, | use individual fixed effects to contfol unobserved individual characteristics in
the estimations.

One important complexity in diff-in-diff estimatisns distinguishing the effects of pre-
existing trends from the dynamic effects of thatngent (Wolfers, 2006). An example of it in
Irish case can be the economic boom experiencéeland during the 90s. If the occupations
are highly segregated by religiosity in the presref period, this might result differentiated
earnings growth in treatment and control groupshduhe economic boom. Consequently, one
may confound the effect of divorce law and pickthe differential wage effects which were
happening around the same time period on laborlgulyhen | controlled for wages, the
results did not change. Yet, it might informatiweldok at occupational class in both groups.
Figure 5a and 5b show the distribution of men anden in both control and treatment groups
among the 6 different occupational classes in tieergform period. Both samples have very
similar occupational class distributions in genefidle differences are minor. For example

while the percentage of semi-skilled manual wokkemen appears to be slightly higher in the
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non-religious group, | found close to a zero catieh between religiosity and belonging a
particular occupational class (0.005, p>0.000yé@tand before the reform.

Figure 5 about here.

3.1.2 Results

The regression results for men and women are mgornt Tables 3.a and 3.b respectively.
Table 3.c reports the results for the first thr@eaty dependent for probit specification and
marginal effects. In Tables 3a and 3bs, the resoitbinary dependent variables are reported
for a logit specification and for the continuougpéedent variables OLS estimations were used.
For every dependent variable; model 1 and mode&lpdrt standard logit and random effects
model, consecutively while model 3 includes induadl fixed- effects. All the models are
significant at the 99% level.

Higher education level is associated with a higirebability to work for both men and
women in general. While women living in larger helglds are less likely to work, no such
association is found for men. Overall except fovihg second job, in all models treatment
group significantly behave different in terms obda supply than the control group and both
for men and for women. After 1996, all women incesh their labor supply in general.
However, non-religious women increased their ladguply significantly more than religious
ones. For example, women in the treatment grouprame likely to be employed after the
reform than the control group, by about 7 percemtpgints’. They are also more likely to
report their main activity to be working at least Hours after the reform, again by about 7%.
Finally, they spend at average, approximately &% more working in the main job weekly

than the religious women after the reform.

31 These percentage point figures are marginal effantl are only calculated for model 2s for eachedédent
variable. Since marginal effects can not be catedldor the individual fixed effects model on thendry
dependent variables, | reported the logit coeffitidfor model 3. Although the size of the coeffitiein the logit
estimations for men might seem bigger, women héygelo marginal effects on the treat*post1997 inttoen.
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Notice that among the men, the treated group (ebgious men) is significantly more
likely to be currently at work or employed than tbentrol group, by about 6 percentage
points. They also spend more hours in the mairkwmy about 5 hours more on average in a
week. However, there is no significant change ®irthkelihood of having a second job and
moreover, they spend less hours in the secondyjabbut 2 percentage point after the reform.

In sum, looking at the marginal effects of the togstimation results, we see that
married women labor supply response to the riséivorce risk in Ireland has been slightly
more than the men. Yet, men also increased thiear laupply with the rise in divorce risk a
finding that is consistent with the hypothesis elf-.nsurance against the negative economic

outcomes of divorce.

3.2 Spain, Netherlands and the UK as control groups

3.2.1 Descriptives

Tables 7a and 7b show some summary statistics loyame women respective, for the three-
country sample, separately for Ireland, Spain, Bidgimds and the UK and including the pre
and post-reform periods. Pre-1996, women’s employmates were much higher in the UK
than in Ireland, Spain or Netherlands (59% compavetd 34 %, 29% and 40% in 1995).
Before the reform, the female employment rates weseeasing in all countries, although the
increase was particularly steeper in Netherlamdgernms of weekly hours, female labor supply
has been highest again in the UK, although it ke lzlearly increasing for all countries.

The age profile is similar in the all four couesj while spouse income levels (when
converted in euros) were similar in the UK, Netheds and Ireland but significantly lower in
Spain. Household size was highest in Ireland aralriSjpllows closely. UK and Netherlands

are very similar in terms of average household. siiter 1997, in all countries the proportion
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of women working and the average hours of work hiaceeased, although slightly more in
Spain.

Pre-1996 shows a similar pattern for men in allmtges. Although, UK has not the
highest employment rate for men in this period,eptcSpain the employment rates of the
Netherlands, Ireland and UK are very similar (acbu80 %). Before the reform, the
employment rate among men has been increasingslightly in all countries. The number of
hours spent in a week in the main job, has decdeaskttle in Ireland, while it increased
somewhat in other countries.

Average age of men does not differ among thesetdes and spouse income levels are
significantly lower in Spain than in other coungrig.e. Euro equivalents). After the reform,
both the proportion of men who work and the numifeweekly hours spent in the main job

increase in all countries including Ireland.

3.2.2 Results

The regression results for the three-country sammeeported in table 8 Model 1 shows the
logistic model without control variable and modelr&orts the fixed effects and includes
controls. The control variables show similar patseas in the Irish sample. Though very small,
a higher spouse income is associated with a loikelifood of being currently working for
women, but not for men. The household size wheeg tlve in is strongly and negatively
associated with both measures of labor supply famen. This result is not unexpected since it
implies more domestic work obligations. Similariynemployment rate is also negatively
associated with both female and male employmentatrat supply.

After 1997, the likelihood that women will be warg in Ireland increased, relative to
the UK, Netherlands and Spain, and this effect wigsificant. Though, not as much as

women, the likelihood having the main activity wimidg at least 15 hours has increased also for

32 Al specifications include individual-country fideeffects.
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men once control variables and fixed effects inetudor Irish men compared to the men in
other countries. Thus, | conclude that labor sugpdpavior of both men and women is
positively affected by the increase in divorce rigklreland after 1996-97, relative to the

control countries$?®

3.3 Singles as a Control Group

Since single individuals are also unaffected bydherce risk and at the same time they are
exposed to the identical economic conditions asih&ied individuals, it may be possible to

use them as a control group. In this case thentesat group becomes individuals who are
married before the 1996. Then, we expect that edindividuals would increase their labor

supply significantly more than the single indivitkiafter the reform.

However, there are two potential problems usinglss as a control group. One is
theoretical. It may be hard to claim that singles anaffected by the increasing divorce risk in
the Irish society since the patterns of selectio marriage changes under the new divorce
law. Therefore singles might increase their lahgupdy just as the married after the divorce
law for a number of related reasons. They mighestvn market work to be attractive in the
marriage market. Alternatively they might experiercdecline in the value of future marriage,
thus want to insure themselves against a posgibilian unstable marriage.

Second potential problem is related to the sampke Jable 9 shows the descriptive
statistics of the singles pre and post reform geriche number of adult individuals who are
single (i.e. never married, separated or widoweath tbefore and after the reform (i.e. no
change in the marital status during the panel years very small in our sample: around % 4

of the sample both for men and for women. Furtheertbey are at average 13-14 years

33 Note that the Irish simple includes both religiemsl non-religious households. Thus, if religicamilies are
less affected by the divorce law, the estimatedfiotent would be underestimating the true effeottbe treated
group (non-religious households). Unfortunately, BECHP does not include any religiosity variabsesywe
cannot separate religious from non-religious fagsiin Spain and the UK.
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younger. The descriptive information overall shavat singles are indeed a very different
group than the married which imply the selecticio imarriage can be an important issue here.
Table 10 shows the results for the labor supplymedions where treatment group is
married individuals and the singles are the corgroup. | report here two of the dependent
variables: being employed and weekly log hours ofkw The coefficients of the “treatment”
and “post” and the interaction of them are allgngicant. This means married individuals are
not significantly more employed after the refornripg when compared to single individuals.
However, it is hard to reach this conclusion beeatlss result might be due totally due to

small sample size and the selection into marriage.

4. Conclusions

| have shown that, between 1994-95 and 1998-20@4 |abor supply of men and women
increased significantly in Ireland. But this inase was significantly higher among non-
religious individuals, compared with religious onds was also more pronounced among
women than men. The increase in labor supply il was also significantly higher than in
other European countries over the same period.

| claim that the reason for this increase in thmtasupply of Irish married individuals
is the legalization of divorce that took place @96, which increased the risk of marital
breakup, especially for non-religious families. Tiesults for women are consistent with the
previous findings for the US, that women increadmt supply when there’s an increase in the
divorce risk. This outcome is consistent with theipretation of the specialization hypothesis
regarding the divorce risk. Non-religious women mitpave increased their labor supply in
Ireland because current value of human capitabased when they perceived a higher risk of

divorce while the value of specialization decreases
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Additionally, | observe an increase in the labgo@y of men after the introduction of
divorce law in Ireland. And non-religious men hamereased their labor supply significantly
more than the religious one. Again Irish men atiter divorce law increased their labor supply
more than the men in other countries. Economiciafpieation hypothesis suggest no role to
the rising divorce risk on the labor supply of m&herefore, this result implies that men also
try to self-insure themselves against divorce. Maght also experience a negative income
shock due to certain consequences of divorce ssicforyone economies of scale and costly
lawyer fees...etc.

| estimate that an increase in the risk of marsgparation of about 40% led to a
significant rise in the proportion of married womand women reporting to work or to be
employed (of 26-30% for women 22%-25% for men.sTéuiggests that divorce legislation
may affect not only marital breakup rates and tte®ine of individuals directly affected by a
divorce, but also the economic behavior of indialduwho stay married, who may adjust to
the change in the risk of future marital separatione channel of adjustment is likely to be
labor supply.

Some caveats of this analysis are worth mentiorfimgt, | lack a true control group,
thus our analysis uses alternative “comparisonggglbut the results may understate the true
effect if the comparison group is also partialljeated by the legal change. And second, we
only have access to two pre-reform years, and lare tinable to control for long-term pre-
reform trends, which would strengthen our idengificn strategy. These caveats suggest that
the results should be interpreted with cautiontiarrstrategies might be required to confirm

their robustness.
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Figure 1. Trends in labour force Participation, divorce and wages among married.
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Figure 2. Annual Number of Divorces, Ireland 1996-Q04
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Figure 3. Female Employment Rates, Ireland, SpaiNetherlands and UK (1991-2001)
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Source EUROSTAT. “The female employment rate is calaedaby dividing the number of
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houses, halls of residence and hospitals. Empl@ggdilation consists of those persons who
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working but had jobs from which they were tempdyaaibsent.” Eurostat.
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Figure 4. Growth rate of real GDP per capita, Ireland, Spain, Netherlands and UK (1985-
2004)
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Figure 5.a. Distribution of Occupations in both Relgious and Non-religious Samples

(Pre-Reform Period- Men)
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Figure 5.b. Distribution of Occupations in both Reigious and Non-religious Samples

(Pre-Reform Period- Women)
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Table 1. Separation and divorce rates by religiosyt Ireland 1994-2001

1994-95 1997-2001 Difference
Religious 1,181 1,552 0,371
(0,108) (0,124) (0,164)
Nonreligious 3,059 4,278 1,219 **
(0,172) (0,202) (0,265)
Difference 1,878 ** 2,726 ** 0,848 **
(0,203) (0,237) (0,312)

Note: The main body of the table show the percentdghe population aged 18 to 65 (by
religiosity) who reported being either separatedigorced in each time period. "Religious" is
defined as "attends church at least once a weei€.aSterisk indicates significance at the 95%
level, two indicate 99% significance.
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Table 2.a. Irish Sample Religious versus Non-Religiis: Women

Non-
Religious Religious
1994 1995 Post-97 1994 1995 Post-97
Work 0,34 0,34 0,40 0,40 0,41 0,54
Hours 1,23 1,22 1,40 1,48 1,52 1,94
Hours2™Job 0,02 0,03 0,03 0,03 0,04 0,03
Second Job 0,01 0,01 0,01 0,01 0,02 0,01
Employed 0,35 0,35 0,41 0,42 0,43 0,56
Age 41,87 42,73 44,05 32,74 32,84 34,08
Education 5,42 5,44 5,79 5,89 5,88 6,40
Hhold size 1,41 1,37 1,31 1,41 1,38 1,34
Unemp. Rate 0,15 0,12 0,05 0,15 0,12 0,05
N 2474 1956 5508 1781 1640 5470
Table 2.b. Irish Sample Religious versus Non-Religus: Men
Non-
Religious Religious
1994 1995 Post-97 1994 1995  Post-97
Work 0,75 0,76 0,76 0,64 0,66 0,76
Lnhours 2,88 2,89 2,88 2,44 2,48 2,86
Hours2™ Job 0,15 0,18 0,24 0,09 0,10 0,13
Second Job 0,05 0,06 0,08 0,03 0,04 0,05
Employed 0,75 0,77 0,76 0,65 0,66 0,76
Age 42,05 42,69 43,82 33,39 33,48 34,79
Education 5,03 5,09 5,51 5,64 5,66 6,02
HH. Size 1,40 1,38 1,32 1,39 1,37 1,34
Unemp Rate 0,15 0,12 0,05 0,15 0,12 0,05
N 2086 1652 4528 2160 2000 6316
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Table 3.a. Regression Results Irish Sample- WOMEN-{ve Dependent variables)

Employed Currently Work Second Job Hours in the Main job Hours in Second Job
Modell1 Model2 Model3 Modell Model2 Model 3 Model1l Model2 Model3 Modell Model2 Model3 Modell Model2 Model3
Unemp. Rate -4.936 -4.722 -9.349 -5.060 -4.855 -9.019 -9.270 -9.238 -39.118 -3.069 -2.850 -1.402 -0.254 -0.253 -0.187
(1.544)** (1.565)*** (8.978)  (1.546)*** (1.566)*** (8.648)  (6.689)  (6.691)  (29.831) (1.037)*** (1.022)*** (2.075)  (0.183)  (0.183)  (0.496)
Age -0.661 -0.512 -3.113 -0.608 -0.456 -2.826 -0.601 -0.568 -1.610 -0.269 -0.136 -0.729 -0.006 -0.005 -0.011
(0.119)*** (0.122)*** (0.461)*** (0.119)*** (0.123)*** (0.443)*** (0.537)  (0.542)  (2.089) (0.076)*** (0.076)* (0.111)** (0.013)  (0.014)  (0.026)
Age2 0.017 0.015 0.077 0.016 0.014 0.072 0.015 0.015 0.036 0.006 0.004 0.018 0.000 0.000 0.000
(0.003)*** (0.003)*** (0.010)*** (0.003)*** (0.003)*** (0.010)*** (0.013)  (0.013)  (0.045) (0.002)*** (0.002)** (0.002)*** (0.000)  (0.000)  (0.001)
Age3 -0.000 -0.000 -0.001 -0.000 -0.000 -0.001 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)  (0.000)  (0.000) (0.000)*** (0.000)*** (0.000)*** (0.000)  (0.000)  (0.000)
Education 0.275 0.262 0.164 0.270 0.257 0.164 0.257 0.253 -0.242 0.190 0.175 0.043 0.006 0.006 -0.005
(0.009)*** (0.010)*** (0.057)*** (0.009)*** (0.010)*** (0.056)*** (0.040)*** (0.040)*** (0.211) (0.006)*** (0.006)*** (0.013)*** (0.001)*** (0.001)*** (0.003)
Post -0.096 -0.097 0.136 -0.131 -0.133 -0.039 -0.376 -0.375 -0.559 -0.080 -0.085 -0.005 -0.011 -0.011 -0.002
(0.140)  (0.142) (0.260)  (0.141) (0.143) (0.252) (0.617) (0.618)  (0.863) (0.094)  (0.093)  (0.061)  (0.017) (0.017)  (0.015)
HH Size -1.136 -1.647 -1.106 -1.594 0.007 -0.011 -0.766 -0.403 -0.004 0.021
(0.071)*** (0.365)*** (0.070)*** (0.345)*** (0.347)  (0.348) (0.044)*** (0.083)*** (0.008)  (0.020)
Treatment(2) 0.144 0.077 0.133 0.066 -0.214 0.538 0.087 0.043 0.000 -0.001 -0.001 0.000
(0.073)** (0.074) (0.073)*  (0.075) (0.293)  (1.228) (0.049)* (0.049)  (0.000)  (0.009)  (0.009)  (0.000)
Treat*post1997 0.243 0.292 0.411 0.281 0.330 0.505 0.176 0.185 0.554 0.189 0.219 0.175 0.002 0.002 -0.011
(0.095)**  (0.096)*** (0.200)** (0.095)*** (0.096)*** (0.195)*** (0.417)  (0.417)  (0.764) (0.064)*** (0.063)*** (0.048)*** (0.011)  (0.011)  (0.012)
Constant 7.317 6.169 6.287 5.057 2.628 2.330 4.525 3.351 11.046 0.086 0.081 0.101
(1.686)%** (1.734)%** (1.690)* (1.741)** (7.539)  (7.589) (1.110)** (1.096)*** (2.353)*** (0.196)  (0.196)  (0.563)
Observations 10210 10210 2547 10210 10210 2709 10210 10210 544 10210 10210 10210 10210 10210 10210
R-squared 0.16 0.19 0.03 0.01 0.01 0.00
Number of Individuals 555 600 101 3352 3352

Standard errors in parentheses
* significant at 10%; ** significant at 5%; *** sig

nificant at 1%
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Table 3.b. Regression Results Irish Sample- MEN (¥ Dependent variables)

Employed Currently Work Has Second Job Lnhours in the Main job Lnhours in Second Job
Modell Model2 Model3 Modell Model2 Model3 Modell Model2 Model3 Modell Model2 Model3 Modell Model2 Model 3
Unemp. Rate -3.131 -3.128 -1.044 -2.908 -2.901 -0.260 -1.569 -1.709 -8.139 -0.742 -0.748 0.653 -0.198 -0.217 -0.409
(1.976)  (1.976)  (11.831) (1.942)  (1.942)  (11.111) (2.853) (2.855)  (15.638) (0.994)  (0.995)  (2.025)  (0.500)  (0.500)  (1.072)
Age -0.178 -0.177 -0.607 -0.208 -0.205 -1.073 -0.091 -0.160 -1.774 -0.356 -0.359 -0.232 -0.016 -0.026 -0.123
(0.162)  (0.163)  (0.706)  (0.160)  (0.161)  (0.639)* (0.306)  (0.306)  (1.000)* (0.087)*** (0.087)*** (0.120)* (0.044)  (0.044)  (0.064)*
Age2 0.007 0.007 0.034 0.008 0.008 0.043 0.005 0.006 0.042 0.010 0.010 0.009 0.001 0.001 0.003
(0.004)**  (0.004)** (0.015)** (0.004)** (0.004)** (0.013)*** (0.007)  (0.007)  (0.021)** (0.002)*** (0.002)*** (0.002)*** (0.001)  (0.001)  (0.001)**
Age3 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)  (0.000)  (0.000)** (0.000)*** (0.000)*** (0.000)*** (0.000)  (0.000)  (0.000)***
Education 0.204 0.204 0.097 0.196 0.196 0.036 0.076 0.080 0.044 0.086 0.087 0.025 0.009 0.010 0.001
(0.011)** (0.011)** (0.070)  (0.011)** (0.011)*** (0.065)  (0.014)*** (0.014)** (0.079)  (0.005)*** (0.005)*** (0.012)** (0.003)*** (0.003)*** (0.006)
Post -0.248 -0.248 -0.238 -0.215 -0.216 -0.167 0.258 0.261 0.448 -0.071 -0.070 -0.010 0.071 0.071 0.052
(0.182)  (0.182)  (0.357)  (0.179)  (0.179)  (0.335)  (0.261)  (0.261)  (0.455)  (0.092)  (0.092)  (0.061)  (0.046)  (0.046)  (0.032)
HH Size -0.006 -0.276 -0.016 -0.470 0.307 0.016 -0.165 0.052 -0.044
(0.079)  (0.461) (0.078)  (0.443) (0.128)** (0.042)  (0.081)** (0.021)**  (0.043)
Treatment(2) -0.818 -0.819 -0.761 -0.762 -0.549 -0.533 -0.323 -0.449 -0.448 0.000 -0.081 -0.078 0.000
(0.086)*** (0.087)*** (0.085)%** (0.085)*** (0.147)** (0.147)** (0.717)  (0.045)*** (0.045)*** (0.000)  (0.022)*** (0.022)*** (0.000)
Treat*post1997 0.559 0.560 0.776 0.512 0.513 0.641 -0.138 -0.150 -0.328 0.311 0.311 0.178 -0.060 -0.062 -0.044
(0.116)*** (0.116)*** (0.271)*** (0.114)** (0.114)** (0.255)** (0.183)  (0.183)  (0.350)  (0.059)*** (0.059)*** (0.046)*** (0.029)** (0.029)** (0.024)*
Constant 2.472 2.460 2.842 2.813 -3.253 -2.470 7.189 7.226 3.736 0.139 0.255 1.843
(2.409)  (2.414) (2.377)  (2.382) (4.578)  (4.577) (1.292)*** (1.296)*** (2.493)  (0.649)  (0.651)  (1.319)
Observations 9529 9529 2604 9529 9529 2774 9529 9529 809 9529 9529 9529 9529 9529
R-squared 0.13 0.05 0.01 0.01 0.01
Number of individuals 662 704 185 3190 3190

Standard errors in parentheses
* significant at 10%; ** significant at 5%; *** sig

nificant at 1%
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Table 3.c. Results for the binary dependent varia  bles Irish Sample (Marginal Effects)

MEN Work Employed Second Job
Post 1997 -.028 -.031 .261
(.023) (.022) (.014)
Treatment -.104 *** -.107 *** -.532 ***
(.011) (.011) (.007)
Treatment*Post 1997 062 *** 064 *** -.150
(.013) (.012) (.009)
WOMEN
Post 1997 -.029 -.021 -.002
(.031) (.032) (.005)
Treatment .014 .017 -.000
(.016) (.016) (.002)
Treatment*Post 1997 074 *** 067 *** -.001
(.022) (.022) (.003)

Note: The coefficients reported are for Probit model arelof Marginal
Effects. One asterisk indicates significance at the 90%l |éwe indicate
95% significance and three asterisks indicate 9@#ifscance. All models
are significant at the 99% level and standard sraoe in parenthesis.
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Table 7 —a ) Summary Statistics, four country samp

le -only MEN

Netherlands Ireland Spain UK

1994 1995 Post 1994 1995 Post 1994 1995 Post 1994 1995 Post
Work 0,814 0,825 0,853 0,790 0,802 0,832 0,739 0,744 0,783 0,791 0,796 0,852
Ln-hours 3,064 3,089 3,118 3,052 3,030 3,171 2,800 2,833 2,967 3,035 3,062 3,071
Age 44,38 44,43 47,23 45,74 45,62 48,19 46,06 45,78 47,81 44,29 44,58 47,53
HH size 1,162 1,160 1,178 1,429 1,419 1,412 1,321 1,315 1,324 1,140 1,135 1,155
Wife's Earnings 17125,45 18149,65 15116,29 10999,62 8434,99 10886,40 360796,20 379116,60 511645,90 4547,63 4868,71 5792,21
N 2347 2424 7568 2306 1965 3971 4313 3760 9281 1762 1657 5099
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Table 7 -b) Summary Statistics, four country sample - WOMEN

Netherlands Ireland Spain UK

1994 1995 Post 1994 1995 Post 1994 1995 Post 1994 1995 Post
Work 0.37 0.40 0.45 0.32 0.34 0.42 0.27 0.29 0.33 0.58 0.59 0.61
Ln_hours 1.48 1.56 1.71 1.23 1.27 1.49 1.01 1.09 1.16 2.13 2.18 2.14
Age 42.86 42.80 45.60 44.32 44.34 47.21 44.53 44.25 46.43 42.89 43.13 46.16
HH.Size 1.14 1.14 1.15 1.41 1.40 1.39 1.30 1.30 1.31 1.13 1.12 1.14
Husband'’s Earnings 61479.54 60926.63 60164.97 43548.8 42343.57 40557.01 1,388,900 1,483,744 1,951,947 10627.09 11757.18 13675.68
N 2451 2373 7618 2328 1984 3999 4339 3777 9316 1761 1656 5104

107



Table 8. Four-Country Sample Regression Results

WOMEN MEN
Work Log Hours of Work Work Log Hours of Work
Model 1 Model 2 Model 1 Model 2 Model 1 Model 2 Model 1 Model 2
Age -0.380*** -1.802*** -0.037 -0.309*** 0.036 -1.476%** -0.487*** -0.425%**
[0.054] [0.197] [0.036] [0.047] [0.082] [0.271] [0.039] [0.050]
Age-square 0.012%** 0.054*** 0.002*** 0.010*** 0.004** 0.047*** 0.014%** 0.013***
[0.001] [0.005] [0.001] [0.001] [0.002] [0.006] [0.001] [0.001]
Age-cube -0.000*** -0.000%** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000***
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] [0.000]
Ireland -0.214%* -0.270%** 0.007 0.072**
[0.041] [0.029] [0.057] [0.026]
Post-97 0.276*** -0.160 0.143*** -0.082*** 0.426*** 0.130 0.138*** -0.024
[0.024] [0.115] [0.017] [0.028] [0.033] [0.151] [0.015] [0.027]
Ireland* Post 0.192*** 0.324*** 0.147*** 0.118*** 0.017 0.739*** 0.054 0.173***
[0.052] [0.124] [0.037] [0.029] [0.074] [0.156] [0.034] [0.028]
Spouse Inc. -0.000 -0.000** -0.000 -0.000
[0.000] [0.000] [0.000] [0.000]
Unemp. Rate -7.658*** -1.877*** -6.606*** -1.756***
[1.872] [0.431] [2.460] [0.412]
HH. Size -2.666*** -0.662*** -0.150 -0.015
[0.190] [0.043] [0.225] [0.041]
Constant 3.792%** 1.609*** 4,992+ -0.396 8.816*** 8.114%**
[0.754] [0.511] [0.729] [1.220] [0.573] [0.807]
N 43728 11754 44251 39328 39897 8241 40296 39218
chi2 5838.088*** 822.847*** 8774.898** 1297.529*+*
Rsq 0.131 0.029 0.245 0.068

Note: Model 1 includes only the post-treatmentrat&on effect and the dummy for the
years after reform without controls. Model 2 inagdall the controls and fixed effects,
standard errors are clustered at the country-iddalilevel. For the dependent variable

“working or not” logistic regression and for thentmuous dependent variable OLS

estimation techniques are used. One asterisk itedicignificance at the 90% level, two
indicate 95% significance and three asterisks atdi®9% significance. Netherlands is

the reference category and coefficient for Spaoh @K are not reported here.



Table 9. Descriptive statistics for Singles in per and post reform period.

MEN PRE REFORM POST REFORM
Std.
Variable Obs Mean Std. Dev. Min Max Obs Mean Dev. Min Max
Employed 254 0,8 04 0 1 350 0,9 0,2 0 1
Lnhours 254 3,1 14 0 44 350 3,6 0,9 0 44
Post 254 0 0 0 0 350 1 0 1 1
Treatment 254 0 0 0 0 350 0 0 0 0
Treat *post 254 0 0 0 0 350 0 0 0 0
Hh Size 254 0,9 04 0,7 2,2 350 1,1 0,4 0,7 1,9
Unemp Rate 254 0,1 0,0 0,1 01 350 0,0 0,0 0,0 0,1
Age 254 32,2 9,7 22 65 350 34,5 7,6 24 65
age2 254 1128,8 822,8 484 4225 350 1246,9 625,4 576 4225
age3 254 44096,0 56140,6 10648 274625 350 47689,6 408419 13824 274625
Educlev 254 6,1 2,5 1 11 350 6,8 2,5 1 11
WOMEN PRE REFORM POST REFORM
Std.

Variable Obs Mean Std. Dev. Min Max Obs Mean Dev. Min Max
Employed 256 0,7 0,5 0 1 378 0,7 04 0 1
Lnhours 256 2,6 1,6 0 38 378 2,6 1,6 0 44
Post 256 0 0 0 0 378 1 0 1 1
Treatment 256 0 0 0 0 378 0 0 0 0
Treat*post 256 0 0 0 0 378 0 0 0 0
HHsize 256 1,0 0,3 0,7 2,1 378 1,1 0,3 0,7 1,9
Unem Rate 256 0,1 0,0 0,1 01 378 0,0 0,0 0,0 0,1
Age 256 33,6 11,5 20 64 378 32,6 7,6 21 63
age2 256 1257,1 973,1 400 4096 378 1121,8 607,4 441 3969
age3 256 53097,0 66436,1 8000 262144 378 41159,6  38744,5 9261 250047
Educ level 256 6,4 2,7 1 11 378 7,5 2,2 1 11
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Table 10. Using singles as control group

Log Hours Employed
women men women men
post 0.449 0.146 1.293 0.135
(0.548) (0.500) (0.847) (0.781)
treatment 0.142 0.022 0.592 -0.281
(0.493) (0.441) (0.777) (0.752)
treatpostl -0.372 -0.078 -1.287 -0.080
(0.544) (0.497) (0.829) (0.769)
hhsize -0.420 *** -0.169 ** 0.006 -1.188 ***
(0.082) (0.080) (0.078) (0.070)
urate -1.722 0.919 -2.769 -4.352 ***
(2.049) (1.992) (1.956) (1.547)
age -0.719 *** -0.207 * -0.131 -0.506 ***
(0.108) (0.118) (0.161) (0.119)
age2 0.018 *** 0.009 *** 0.006 * 0.015 ***
(0.002) (0.002) (0.004) (0.003)
age3 -0.000 *** -0.000 *** -0.000 *** -0.000 ***
(0.000) (0.000) (0.000) (0.000)
educlev 0.045 *** 0.023 ** 0.206 *** 0.261 ***
(0.013) (0.012) (0.011) (0.009)
Constant 10.954 *** 2.988 0.485 6.460 ***
(2.343) (2.465) (2.513) (1.845)
11 -4024.435 -5831.122
chi2 1242.589 *** 2344062 ***
bic 23426.596 20488.565 8140.759 11754.835
N 10499.000 9787.000 9787.000 10499.000
F 6,34 *** 6,27 ***

In the first two columns individual fixed effecése used. One asterisk indicates significanceea®@%o
level, two indicate 95% significance and three isits indicate 99% significance
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Abstract: We address the impact of an increase in the risdlivmwrce on the saving
behaviour of married couples. From a theoreticatective, the expected sign of the
effect is ambiguous. We take advantage of the ileggédn of divorce in Ireland in 1996
as an exogenous increase in the likelihood of miadissolution. We analyze the saving
behaviour over time of couples who were marriedteethe law was passed. We propose
a difference-in-differences approach where we @$seomparison groups either married
couples in other European countries (not affectedhle law change), or Irish families
who did not experience a significant increase eekpected risk of divorce (such as very
religious families). Our results suggest that thereéase in the risk of divorce brought
about by the law was followed by an increase in phepensity to save of married
couples, consistent with a rise in precautionamrgg interpretation. An increase in the
risk of marital dissolution of about 40 percent leda 10 to 15 percent rise in the
proportion of households reporting positive savings

Y The authors contributed equally and are listed alphabetically. This paper builds on
preliminary analyses carried out during the visit of the second author to the European Centre
for Analysis in the Social Sciences (ECASS) at the Institute for Social and Economic
Research, University of Essex. A preliminary version of this paper was presented at the JESS
(Joint Empirical Seminar Series) of ISER center at the University of Essex, at the DemoSoc
Seminar of Sociology group in the Department of Political and Social Sciences and at the
Applied Lunch Seminars of the Department of Economics at Universitat Pompeu Fabra.
The authors are grateful to the participants of all presentations for their helpful comments
and criticisms.
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1. Introduction

This paper aims to test empirically the effect of iacrease in the risk of marital
instability on the saving behavior of married indivals. Previous theoretical studies
have not been able to unambiguously sign this gftee to conflicting channels at work.
We use the legalization of divorce in Ireland i@&%s an exogenous shock to the risk of
divorce perceived by individuals. We propose sdvewenparison groups (unaffected by
the law change) that allow us to use a differemediiferences approach. Our findings
suggest that the legalization of divorce led toirmrease in the propensity to save by
married individuals (especially females), whictcansistent with individuals rising their
precautionary savings as a response to the increasiee probability of a negative
income shock.

Previous studies have looked into changes in é¢khenomic behavior of
households as a response to a higher risk of divofbe most common outcome of
interest has been the labor supply behavior of hbeseholds, especially the female
spouse (Johnson and Skinner 1986, Parkman 199fs RP&06, Stevenson 2008). Other
outcomes that have received some attention in ieeature are the degree of
specialization within the marriage (Lundberg ands®d999), the division of labor
between the spouses (Lommerund 1989), and thetmeas in marriage-specific capital
(Stevenson 2007). The findings suggest that araser in the risk of divorce may lead to
increases in labor supply (especially among wonaen) a decline in marriage-specific
investments.

A popular empirical strategy in the most recentis is to exploit the variation
across US states in the introduction of unilateligbrce legislation. However, recent
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studies suggest that the effect of unilateral lagen on divorce rates may have been
limited in the long term (Wolfers 2006), which rassthe question of how much unilateral
divorce effectively affected the perceived risknadirital separation. Our view is that the
legalization of divorce in Ireland provides a sfyensource of variation.

The determinants of the saving behavior of indigild and households has long
been the subject of study by economists, but we sttt far from reaching full
understanding of the factors that drive consumpdioe saving decisioris. The
standard stylized models of saving do not accoupli@tly for life-changing events such
as marriage and divorce, which have potentiallgwaht and long-lasting implications on
income and consumption. This is regrettable giveat tone of the most striking
demographic changes in Western countries overdhefpw decades has been the steady
increase in marital instability, which may well lgaliad a significant impact on saving
rates.

Some recent theoretical work has made an attemphittoduce marriage and
divorce explicitly in a model of saving3,stressing different channels through which
matrital transitions can affect consumption andrsgsii None of them, however, provide
an unambiguous prediction regarding the effectnofdasing marital instability on the
saving behaviour of married couples.

Divorce is generally viewed as a costly evéaivyer fees, etc). Moreover, the
economies of scale associated with marriage woeldobt upon marital dissolution.
Therefore, an increase in the perceived risk obmti® would be viewed by the married

individual as an increase in the probability of esencing a negative shock, which is

3 An example is the lack of consensus in the liteetregarding the source of the drastic fall inirsgv
rates in the US in the 1980’s (Browning & Lusaifi96).

% Cubbedu & Rios-Rull (1997), Lupton and Smith (20@owning, Chiappori & Weiss (2004), Guner &
Knowles (2004), Aura (2007).
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expected to lead to an increase in precautionavings, similar to the effect of an
increase in labor income risk (Cubbedu & Rios-R1LO97).

However, a divorce implies that the common aseéthe couple must be split
between the partners. Uncertainty regarding theirghaule (i.e. how much of the
couple’s joint savings each partner will get tofeenplies that an increase in the risk of
divorce makes saving while married more risky, tlwesating incentives to increase
current consumptior?.

There are additional channels that can also leadnegative relationship between
the risk of marital instability and savings, fostance if divorce involves fees that reduce
the net worth and thus the return to saving of cdbeple, or if divorce is potentially
followed by remarriage, which implies that indivalwassets will have to be shared with
the new partner (Cubbedu & Rios-Rull, 1997).

Overall, the expected effect of an increase inrible of divorce on the saving
behaviour of the spouses is ambiguous, thus the feeeempirical work to test which of
the channels dominates in practice. To our knovwdedge provide the first empirical test
for the effect of the increase in the risk of malrinstability on the saving behavior of
married couples. In order to do so, we take adggntdé an exogenous increase in the risk
of marital dissolution generated by the recent llegaon of divorce in Ireland, and
follow a difference-in-differences approach to itgnits effect on households’
propensity to save.

The remainder of the paper is organized as foll&estion 2 introduces the data
and the methodology. First we provide support for identifying assumption that the

Irish divorce law of 1996 led to an increase in peeceived risk of marital dissolution.

% Aura’s model (Aura, 2007) focuses on the effeéwdifferent aspects of the divorce legislation ba t
spouses’ incentives to save.

110



We then propose two alternative control groups jamodide some support for the claim
that, while they were subject to similar econonvaditions, they did not experience an
increase in the perceived risk of divorce as alt@duhe law change. Next we introduce
the econometric specification and we discuss thasores of saving behaviour available
in the data. Section 3 discusses the results whieig the two alternative control groups,

and section 4 concludes.

2. Data and Methodology

2.1 The Irish divorce law and the risk of marital dssolution

We propose to identify the effect of an increasdahia risk of marital dissolution by
taking advantage of the legalization of divorcdreland in 1996, which was followed by
a rapid increase in divorce rates.

The Irish Constitution of 1937 banned the dissotutof marriage’ After
frequent debates over the issue, a referendum aliesl gn November 1995, and the ban
on divorce was removed after its opponents defedtedupporters by a very slim
margin®® The removal of the ban was subsequently incorpdrat the Constitution in
June 1996, and the new divorce law became effettiFebruary 1997.

The new law dictated that a divorce could be gmrnly after the partners had
been separated during four out of the previousyaas. The Irish courts were granted a
great deal of discretion regarding the economicsequnences of divorce for the spouses.

The law states the factors to be taken into consiia, including the contributions made

37 Judicial separation was posible since 1989.
3 We take this as an indication that there werelear@xpectations about the outcome of the refenend
In that sense, the legalization of divorce wasamticipated.
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by the two spouses (both pecuniary and non-peggniant there is no explicit policy of
equal division of assefs.

The legalization of divorce was followed by a dhpncrease in the number of
divorce applications filed as well as the numbediwbrces granted over the following
years. Figure 1 displays the number of divorcestgdhbetween 1996 and 2004. In 1998,
the second year after the law came into effectuhicdhO0 divorces were granted. By
2004, more than 3,000 new divorces were grantesha y

Of course, it is possible that the new divorce l@as merely allowing previously
separated couples to provide legal burial to théeady broken marriage. Our claim,
however, is that the legalization of divorce intfaccreased marital dissolution rates. In
1994-1995, only 1.78% of Irish adults aged 18 todjiorted being separated or divorced
(Living in Ireland Survey). In 1997-2001, this figuhad jumped to a (significantly
higher) 2.66%° The next subsection provides additional evideheg ¢ertain subgroups
of the population experienced substantial increasethe probability of separation or

divorce following the 1996 law.

2.2 Finding a control group
In order to identify the effect of the increasette risk of marital dissolution generated
by the legalization of divorce, we would like todi a source of variation in that increase

in risk across the population.

% The law does mention the responsibility of botkYepouses to maintain one another, even after the
divorce. The calculation of actual maintenance paysiis up for the courts to decide, and it shbeld
based on the financial resources and needs optheses (Boele-Woelki, 2003).

“0The increase was from 3.45 to 4.33% for the evaried adult population (also statistically sigcéfit).
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Our first approach is to identify a subgroup oé thish population that we can
plausibly expect would be less affected by thellegton of divorce. One possibility is
to use religiosity as a source of variation. It niyplausible to think that very Catholic
families would be “less affected” by the legalipatiof divorce, given that the Catholic
church bans marital dissolution.

Table 1 shows the percentages of the adult populatihat reported being
separated or divorced by religiosity, both pre @98) and post (1997-2001) the
legalization of divorce. Individuals are classified religious if they report attending
religious services at least once a wéeBefore 1996, non-religious individuals were
significantly more likely to be separated thangielus ones (3.1% versus 1.2%). This
difference remains after 1996 (4.3 versus 1.6%).

Moreover, religious individuals did not experiergesignificant change in their
separation and divorce rate after 1996. However stparation and divorce rate among
non-religious adults increased significantly, fr806% before 1996 to 4.28% after (a 40
percent increaséf. We conclude that it is plausible to claim thatalgjng divorce
affected non-religious families differentially, me@sing their risk of marital breakup,
relative to religious ones.

The additional identifying assumption required l&tt the saving behavior of
religious and non-religious families would haveldaled similar trends over time, in the

absence of the law change. In section 3.1 we pecstiane support for this assumption by

1 Studies in the Economics of Religion typically @asemeasures of religiosity at the individual lesigher
church attendance or self-reported religiosity {aars to the question “How religious are you?”), see
lannaccone’s 1998 survey. Our main dataset doeaskabout religiosity directly. However, the 2002
EES survey for Ireland asks about both church détece and self-reported religiosity (on a scalenftbto
10). Among those who report not being religiouduga 0, 1 or 2), only 3.4% report attending chuath
least once a week, while the percentage is 82.18fmgrthose who report being very religious (8, 90y.
*2This is even stronger if we look at separation dindrce rates among ever-married adults. Whilg thi
rate remained stable at 2.3% among religious iddidis, it increased significantly from 5.7 to 7.886
non-religious ones.
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showing that the trends were similar for both gsoup the years preceding the
legalization of divorce.

It is of course hard to claim that religious fasslin Ireland were completely
unaffected by the legalization of divorteThus we propose an alternative control group,
composed of married couples in other European cdesnwhere divorce was already
legal and no changes in the regulation of divoook tplace during the 1990’s. Although
families in other European countries were certaimdy affected by the Irish divorce law,
we need to find countries that were plausibly urglerilar economic conditions during
the relevant period. This is not easy given thatalnd experienced an unprecedented
period of economic growth during the 1990's.

The two EU-15 countries with more similar econoroaditions to Ireland during
the period appear to be the UK and Spain. Figurasd23 display unemployment rates
and real GDP per capita growth rates between 1882801 in the three countries. In all
countries, GDP growth slowed down in 1990 and 18@d, then surged up, remaining at
a higher level until 2000. That level, however, vad®ut 8% for Ireland, compared with
4% for Spain and the UK. As for unemployment rati®y increased in the three
countries until 1993-94, falling steadily sincerhavith the levels much higher in Spain
than in Ireland or the UK.

Figure 4 also shows that private sector savinga psrcentage of GDP reached
similar levels in the three countries in the midQ% (17-20% in 1994), falling slowly
between 1995 and 1999.

Although there are some differences in macroecangrarformance across the

three countries, we feel the trends are similaughdo allow for the use of Spain and the

3 In that sense, our estimates when using religiamnlies as a control group can be seen as lowend®
on the effect of interest.
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UK as alternative control groups. Again, in sect®@ we provide additional evidence
that household saving behavior displayed simikmds in the three countries in the years

before the Irish reform.

2.3 Econometric specification, data and sample

We estimate different versions of the following &lase specification:

Sjt =F(a+ ,BlTj + B,Post +:33Tj Post + xi}ty+ £ijt)

Where S is a measure of the saving behavior (s&t subsection for the specific
variables used) of an individual (or household) group j (treated or control) and year t.
The function F will depend on the specificatioméiar, probit and logit models are
estimated). T is an indicator for individuals bejorg in the treatment group (either non-
religious Irish couples or all Irish couples, degieig on which control group we use),
while Post takes value 1 for all years after dieonvas legalized in Ireland. An
interaction between T and Post is also included] Anstands for a set of control
variables that are thought to affect savings, sichge, income and household $ize.

The coefficientB; measures the average difference in saving behé&etween
the treated and the control group, wiflfecaptures the overall change in saving behavior
after the reform. The key parameterfi which indicates the change in the saving
behavior of treated individuals after the reforelative to the control group.

The data sets used in the analysis are the Liwinigeland Survey for the Irish

sample and the European Commission Household Famety for the three-country

4 We allow for clustering of the residuals at theeleof “post” and treatment group in order to aauior
possible correlation, following Bertrand et al. (20.
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sample. Both data sets are longitudinal househatdegs that cover the period 1994-
2001.

The sample is composed of married individuals. tdeo to avoid potential
selection into marriage effects (since the legtbraof divorce may well affect the
incentives to marry), we exclude couples whose ianges took place in 1996 or later. In
order to avoid selection due to separation or d@&powe exclude all individuals that are
observed getting separated or divorced at any jglinhg the survey. Thus our sample is
in practice composed only of “stable marriages gtatted before 1996”. We include
individuals of all ages up to 65, in order to exduretired individuals, whose saving
behavior is expected to be different. We also dregrs 1996 and 1997 from the sample,
since this was the period during which the reformthe divorce legislation were being
implemented, thus we consider them as transitiormdjustment years that are not
included as either pre or post-reform in the analyss a result, our pre-reform years are
1994 and 1995, while the post-reform period sp&834001. The sample size is about

2,800 married couples in the Irish sample.

2.4 Saving measures

The literature has typically measured savings eiths current income minus
consumption, or as changes in wealth holdings twes. Both measures are deemed to
be very noisy as well as subject to substantial sumesment error. Our data sources,
however, lack good measures of either consumptiorwealth. They do, however,
include a range of indicators of saving behaviothkat the household and the individual

level. We thus use a set of binary variables traathink capture the propensity to save of
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households and individuals, but we cannot attemponstruct continuous measures of
saving rates.

Appendix 1 reports the exact definition of all theriables used to construct our
saving indicators. The household-level variabledude two alternative measures of
whether a household saves a positive fraction @f tihncome. One is derived from the
answers to whether the household is “able to sé\&ve”), while the other is derived
from a more detailed question that asks whethearsidering the household’s income and
expenses, at the end of the month there is morieyhk the household members can
save (“Save2”).

A third binary indicator takes value 1 if the holskl reports significant savings
(more than 1,000 pounds a year) derived from dwmirself repairs or other home
production activities (“DIY savings”). Finally, afirth household-level saving indicator
measures negative savings by indicating househtblals are currently repaying debt
(other than mortgage payments or credit card déigbt”). These two additional
indicators thus provide more detailed information the saving behavior of the
household, which may save by reducing the conswmpif goods or services in the
market (by producing them at home), or dis-savenbyrring in debt.

Descriptive statistics for the household-level nuees of savings are shown in
table 2. The two binary indicators of positive helusld savings show significant
differences in levels, suggesting the phrasinghef question may have an effect on
reporting. For instance, in 1995, 51% of non-religi households report being “able to
save”, but only 33% report that there is usuallyneyleft at the end of the month that

household members can save.
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At the individual level, we use a binary indicatmnstructed from a question that
asks whether an individual's savings, in the banlother financial institutions, have
increased over the previous 12 months (“Savingease”). This variable is closer to the
standard definition of savings and is phrased npoeeisely. Summary statistics for this
variable can be found in table 3. Before 1996, &aRd%s of all individuals in the sample

reported an increase in their savings over theipuswear.

3. Results

3.1 Religious families as control group

3.1.1 Descriptives

Table 2 shows some descriptive statistics for tisd Ihousehold sample, separately for
religious and non-religious households, and forgheand post-reform years. Religious
households are defined as those where both paremrg going to church at least once a
week in all interviews, thus the religiosity indicais time-invariant for a given family.

Note that non-religious families are less liketydave and more likely to be in
debt than religious ones. In 1995, 59% of religidasilies reported positive savings,
compared with 51% of non-religious ones. Pre-refdima proportion of households that
reported being able to save was increasing for thattontrol and treatment group, while
the proportion in debt was falling.

Note also that non-religious households are youtiger religious ones (by about
5 years on average), have slightly lower incomd, fightly smaller household size (due
to slightly smaller number of children). Thus itlmbe important to control for these

factors. After 1996, the proportion of househohtst reported positive savings increased
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for both treatment and control groups, while DIYiggs fell, and the proportion in debt
surged back up.

The descriptives for the individual sample areorggd in table 3. The proportion
of all individuals that reported an increase inirttsavings over the previous year was
between 20 and 21 percent before the reform in bodbps. Again, treated individuals
are younger, have lower income and smaller houdekbizkes than the control group.
After 1996, the proportion reporting that their i@ were increasing rose for both

groups.

3.1.2 Results

The regression results for the household samplesated in tables 4 and 5, while table
6 shows the results for the individual sample. &ablfocuses on the binary dependent
variable “Save”. Results are reported for a Prapecification as well as for a linear
probability model that includes household fixeceefs.

Higher household income is associated with a higltepensity to save, while
larger households are less likely to save. Age shawositive association with saving
activity, although significance levels are low. Metthat the treated group (non-religious
households) is significantly less likely to savarththe control group. After 1996, all
households increased their propensity to save. Merv@on-religious families increased
their propensity to save significantly more thaligieus ones, by about 4 to 6 percentage
points.

Table 5 reports the coefficients on the interactterm between “Post” and
“Treated” for the other three household-level dejeet variables. The results go in the

same direction as those in table 4. The secondatwl of a household’s propensity to
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save increased by 5 to 7 percentage points moradated relative to control families
after divorce was legalized, and the estimatedcefie strongly significant in both
specifications. The size of the effect is similar the indicator of “do-it-yourself” related
savings. Finally, we also find that non-religioasnilies were significantly less likely to
be in debt after the reform, relative to religiauees, by 5 to 10 percentage points.

Table 6 reports the results for the individual mee of saving behavior. We
report the results for a specification that inckid®th men and women, as well as
separate specifications for husbands versus wiMes.control variables show the same
patterns as in the household-level specificatibitte that age is significant only in the
specification for males. Females are significahelss likely to report increases in their
savings than men. Individuals in non-religious leheds are less likely to report
increases in their savings, especially men. Thealiv@ropensity to save increased
significantly after 1997.

Non-religious individuals were significantly moridly to report increases in
their savings after 1997, relative to religious @ney about 1.6 percentage points. This
effect was particularly pronounced among women y2rsus 0.9 for men).

In sum, we find that married households in Irelavete more likely to save a
positive fraction of their income after 1997, amistincrease was significantly higher
among non-religious families. Non-religious houddeowere more likely to increase
their consumption of household-produced goods andces after 1997, and they were
less likely to incur in debt, relative to religiolmuseholds. Also, individuals were
significantly more likely to report that their sags had increased over the previous year

after 1997, and this increase was higher for néigiogis individuals, especially women.
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The results suggest that non-religious married @looisls in Ireland became more likely

to save relative to religious ones after 1996-B&,time when divorce was legalized.

3.2 Spain and the UK as control groups

3.2.1 Descriptives

Table 7 shows some summary statistics for the {boeatry sample, separately for
Ireland, Spain and the UK and for the pre and pefsirm periods. Pre-1996, saving rates
were much higher in the UK than in Ireland or Sp@@f8% compared with 36-39% in
1995). Before the reform, saving rates were ingngaboth in Ireland and in Spain,
although the increase was steeper in Spain. Theopion of households in debt before
the reform was highest in Ireland, followed by $pand the UK. This proportion was
falling in all three countrie®

The age profile is similar in the three countri@hjle income levels (expressed in
euros) were similar in the UK and Ireland but digantly lower in Spain. Household
size was highest in Ireland. After 1997, the prgiignto save increased in all three

countries, while there was a rebound in debt i b@land and Spain, but not in the UK.

3.2.2 Reaults

The regression results for the three-country samamereported in table“8.The control
variables show similar patterns as in the Irish@amrHigher income is associated with a
higher propensity to save, larger households ane rikely to be in debt, and debt falls

with age.

5 Now “debt” is an indicator for individuals repargj that repaying debt is a burden on the housesele
Appendix).
“6 All specifications include country fixed effects.
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After 1997, the propensity to save increased @laird by about 3 percentage
points, relative to the UK and Spain, and this @ff@as significant. The likelihood of
being in debt fell by 1 percentage point in Irelanthtive to the other two countries, but
this effect was not statistically different fromrae Thus, the propensity to save by
married couples increased significantly in Irelafter 1996-97, relative to the control

countries?’

3.3 Robustness checks

We have estimated a number of alternative spetiica as robustness checks. Table 9
shows the coefficients on the main variables afredt for some of the variations listed
below, on top of the two baseline specificationgoréed in table 4, for the dependent
variable “Save” and the Irish sample.

All regressions have been estimated using a praldtgit and a linear probability
model, with no significant differences. Moreovere wstimate specifications with and
without individual fixed effects. The inclusion tfe individual fixed effects affects the
coefficients of interest surprisingly little, angptcally does not alter the significance
level. For instance, the LPM without fixed effectsefficient in the first column of table
9 estimates a significant effect of 4.2 points, pamed with 6 in the fixed effects
specification (shown in table 4).

We have also explored some variations in the sarsgelection and the control

variables included. For instance, we have selettiedsample based on the age of the

" Note that the Irish simple includes both religi@msl non-religious households. Thus, if religious
families are less affected by the divorce law,aktmated coefficient would be underestimatingtthe
effect on the treated group (non-religious hous#s$jolUnfortunately, the ECHP does not include any
religiosity variables, so we cannot separate religifrom non-religious families in Spain and the.UK
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husband or on the age of the wife, and have indwadea control the age of the husband,
the age of the wife or both at once. These vanatimade little difference in the results.
For instance, the second column in table 9 showsdhults when using the age of the
wife both to select the sample and as a contretead of the husband’s. We also tried
including additional control variables such as edion level of husband or wife, and
used linear and quadratic time trends instead dafitroing for the aggregate
unemployment rate, which barely affected the maeffeccients. Column 3 shows the
specification without the unemployment rate butmbbth a linear and a quadratic time
trend.

Perhaps more relevant were the specificationsubed alternative definitions of
religiosity. Our main definition of “untreated” hsehold included couples where both
husband and wife report going to church at leaseanweek in all interviews (50% of
the sample). A more strict definition would includeuples where both report going to
church more than once a week, but that would addourness than 1% of the sample. A
less strict definition would include couples whéa@th report going to church at least
once a month (62% of the sample). Using this le¢gst definition barely alters the
magnitude of the estimated effect (see column 4jerAatively, we could relax the
requirement that both partners report going to dmusnce a week in every single
interview. We tried several variations and the itsschanged very little and went in the
expected direction.

We also experimented with different clusteringtggies, allowing the residuals
to be correlated for each individual household diree, or for all households in a given
year, as well as not allowing for clustering. Theef€icients of interest remained

significant (see columns 5, 6 and 7).
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The main specification excludes couples who endliuprcing or separating by
2001. When we estimate specifications that incltide separating couples, the effect
typically gets stronger; indicating that those hehads adjust their saving behavior
(while still married) more than the couples whordau break up, as would be expected
(see column 8). However, we observe few separaiioribe data, which may explain
why the size of the coefficient only changes slight

The baseline results drop years 1996 and 1997 thensample, but we also try
including them (1996 as pre and 1997 as post, sinadivorces took place before 1997).
This weakens the estimated effects somewhat, layt ttmain mostly significant (see
column 9).

Finally, when using families in other countries asmparison groups, we
explored using only Spain and only the UK as cdntountries!® The estimated effect

was smaller and less significant when using ondyUlK as a control country.

4. Conclusions

We have shown that, between 1994-95 and 1998-2861propensity to save increased
significantly among married couples in Ireland. STimcrease was significantly higher
among non-religious households, compared with icelgy ones. It was also more
pronounced among women than men. The increase vimgsaates in Ireland was
significantly higher than in other European cowedrover the same period.

One possible reason for this increase in the pgpeto save of Irish married
individuals is the legalization of divorce that kgolace in 1996, which increased the risk

of marital breakup, especially for non-religiousfies. These results are consistent with

8 We also explored using all other EU15 countriesagrols.
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married individuals increasing their precautionagvings in anticipation of a potential
divorce.

We estimate that an increase in the risk of masieglaration of about 40% led to
a significant rise in the proportion of married Bebolds reporting positive savings (of 7-
10% or 14-18%, depending on the saving indicat@dusMarried couples were 11 to
16% more likely to save by consuming household-pced goods or services, were 14 to
25% less likely to be in debt, and were about 9%enliely to report that their overall
savings had increased over the previous year.

This suggests that divorce legislation may affemt enly marital breakup rates
and the income of individuals directly affected aydivorce, but also the economic
behavior of individuals who stay married, who maluat to the change in the risk of
future marital separation. Previous studies haggested that one channel of adjustment
is likely to be labor supply, and we provide eviderthat saving behavior may also adjust
significantly.

Some caveats of our analysis are worth mentioritingt, we are only able to use
binary indicators of saving activity, thus cannoaw conclusions about changes in the
saving rate as a proportion of household incomeos® we lack a true control group,
thus our analysis uses alternative “comparisongggbut the results may understate the
true effect if the comparison group is also pdstialffected by the legal change. And
third, we only have access to two pre-reform yeargl are thus unable to control for
long-term pre-reform trends, which would strengthear identification strategy.
Although we have performed a number of robustnésslks, these caveats suggest that
the results should be interpreted with caution, famther studies are required to confirm

their robustness.
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Appendix. Variable Definition

A. Living in Ireland Survey

1) ZH29 Debt (Household File)

Do you or anyone in your househadrrentlyhave to repay debts from hire purchases or
any other loans, apart from any mortgage or loameoted with the house and apart

from outstanding credit card debts?

YES oo 1
NO 2
MiSSINg.....covviviiennnnnn. 9

2) ZH28_37 Save (Household File)

Here is a list of things which a person might havée able to do. [Int. Show Card HB]
Could you tell me which of the things listed yowé&ar can avail of?
- Able to save?

3) ZH37 Save2 (Household File)

When you consider your household's usual incomé@wone hand and its expenses on
the other would you say that there is usually sameey left which household members
can save?

4) Z2J64 Savings increase (Individual File)

I would like you to consider, in general, all thvsgs you have (both in your own name
and jointly with other household members) in thelBauilding Society, Post Office,
Credit Union, Savings Bank or in Savings CertifesgtSavings Bonds or Prize Bonds.
How does your TOTAL balance in all these savingjocompare with what it was 12
months ago? Would you say, in general, that it ..ay@s 2-8 only]

Increased a Lot .....cooveveveviinieinnnnnns 1
Increased a Little............cccouvenee.. 2
Remained the Same..................... 3
Fella Little......cocoveeviiiiiiieeen 4
Fella Lot .cocovvieviiiiiieee 5
MisSiNg ....oevvvviiiiiiiieeen 9

5) (ZH46_1+ ZH46 2+ ZH46_3) DIY savings (HouseholElile)

Would you say that any of the following resultsaisignificantsaving (of say IRE1,000
or more each year) in your household’s expenditure

ZH46_1 ... Consuming food you produce on your owmfar garden Yes/ No
ZH46_2 ... Consuming goods from your business (atteem farming) Yes/ No
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ZH46_3 ... Saving money by carrying out any form ofrfe production, repairs,
maintenance, all forms of DIY etc. Yes/No

B. European Community Household Panel

1) HFOO01 Debt (Household file)

(Repay Debts Other than Mortgage)

Does anybody in the household presently have tayrdpbts from hire purchase or
loans, etc., not connected with the house? To ektant is this a burden on the
household?

Yes, repayment a heavy burden................cooii 1
Yes, repayment somewhat a burden................... 2
Yes, repayment not a problem............coooii i, 3
Yes, repayment, but whether a burden or not is owkn.......... 4
NO, does Not have tO rePay.........ccovvvviiiiieie e e 5

2) HF013 Save (Household file)
Is there normally some money left to save (congigdenousehold’s income and

expenses)
YeS i, 1
No or very little........ 2
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Figure 1. Annual number of divorces, Ireland 199642
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Figure 2. Growth rate of real GDP per capita, lmdleSpain and UK, 1990-2001
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Source: Alan Heston, Robert Summers and Bettina,/Renn World Table Version 6.2,

Center for International Comparisons of Productioopme and Prices at the University
of Pennsylvania, September 2006.

131



Figure 3. Unemployment rates, Ireland, Spain and 1800-2001
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Figure 4. Private Sector Savings, Ireland, Spathldi{, 1992-2001

Private Sector Savings as a % GDP
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Table 1. Separation and divorce rates by religrosieland 1994-2001

1994-95 1997-2001 Difference
Religious 1,181 1,552 0,371
(0,108) (0,124) (0,164)
Nonreligious 3,059 4,278 1,219 **
(0,172) (0,202) (0,265)
Difference 1,878 ** 2,726 ** 0,848 **
(0,203) (0,237) (0,312)

Note: The main body of the table show the percentdghe population aged 18 to 65
(by religiosity) who reported being either sepadate divorced in each time period.

"Religious” is defined as "attends church at |leaste a week". One asterisk indicates
significance at the 95% level, two indicate 99%n#igance.
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Table 2. Summary statistics, Irish sample, housklelel variables

Religious Nonreligious
Post

1994 1995 (1998-2001) 1994 1995  Post (1998-2001)
Save 0,5426 0,5908 0,7397 0,4856 0,5079 0,7126
Save2 0,2934 0,3842 0,4554  0,2892 0,3347 0,4870
DIY savings 0,4871 0,4875 0,2560 0,4578 0,4297 0,2671
Debt 0,3553 0,3119 0,3588 0,4847 0,3980 0,4181
Age of husband 48,30 48,58 50,70 42,60 42,57 46,02
Hh income
(pounds per week) 399,67 440,29 600,45 377,11 393,11 600,53
Hh size 4,58 4,53 4,29 4,37 4,34 4,38
N 1244 997 2578 1079 1010 2770
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Table 3. Summary statistics, Irish sample, indigidevel variables

Religious Nonreligious
Pre Post Pre Post
Savings increase 0,2026 0,2832 0,2114 0,3060
Age 47,87 50,23 41,75 45,35
Hh income (pounds per week) 437,53 594,58 392,49 598,06
Hh size 4,49 4,22 4,33 4,36
N 2073 5466 2039 5683
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Table 4. Regression results, Irish household sgrdplgendent variable “Save”

Probit LPM, hh. fixed effects
Post-1997 0,044 (0,023) * 0,045 (0,025) *
Treated -0,087 (0,003) ***
Treat*Post 0,044 (0,002) ** 0,060 (0,019) **
hic%?he 0312  (0,014) *** 0108  (0,014) **
L. hh. Size -0,376 (0,018) ** -0,205 (0,036) ***
U. rate -0,297 (0,236) -0,369 (0,439)
Age of
husband 0,062 (0,043) -0,037 (0,047)
Age sq. -0,001 (0,001) 0,001 (0,001)
Age cubed 0,000 (0,000) 0,000 (0,000)

Note: The number of observations is 9,672. The $gampludes all couples married
before 1996 and never separated or divorced. Malrgfifects reported in the Probit
specification. One asterisk indicates a 90% confiddevel, two indicate 95%, and three
indicate 99%. The standard errors in the Probiti§pation are adjusted for clustering at
the level of “Post-1997” and “Treated”.
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Table 5. Regression results, Irish household sgr8pllependent variables

LPM, hh. fixed
Dep. Var. Probit effects
Save?2 0,0693 (0,0013) *** 0,0529 (0,0198) ***
DIY
savings 0,0468 (0,0034) *** 0,0676 (0,0211) ***
Debt -0,0545 (0,0009) *** -0,1000 (0,0212) ***

Note: The coefficients reported correspond to theraction between “post-1997” and
“treated” (nonreligious). The number of observasia9,672. The sample includes all
couples married before 1996 and never separaténvanced. Marginal effects reported
in the Probit specification. Controls included #re separate dummies for “post-1997”
and “treated”, log household income, log houselsatd, unemployment rate, age of the
husband, age squared and age cubed. One astéliski@s a 90% confidence level, two
indicate 95%, and three indicate 99%. The standamds in the Probit specifications are
adjusted for clustering at the level of “Post-19a@d “Treated”.
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Table 6. Probit results, Irish individual samplepdndent variable “Savings increase”

All Husbands Wives

Post-1997 0,094 (0,006) *** 0,099 (0,015) *** 0,091 (0,002) ***
Treated -0,011 (0,007) -0,014 (0,007) **  -0,007 (0,009)
Treat*Post 0,016 (0,005) *** 0,009 (0,004) ** 0,021 (0,005) ***
L. hh inc. 0,179 (0,009) ** 0,198 (0,021) ** 0,160 (0,005) ***
L.hhsize  -0,193 (0,019) ** -0,190 (0,020) ** -0,202 (0,022) ***
U. rate 0,982 (0,144) ** 1274 (0,366) ** 0,721 (0,043) ***
Female -0,040 (0,010) ***

Age 0,029 (0,041) 0,079 (0,030) ** -0,002 (0,048)
Age2 -0,001 (0,001) -0,002 (0,001) ** 0,000 (0,001)
Age3 0,000 (0,000) 0,000 (0,000) ** 0,000 (0,000)

Note: The number of observations is 15,503. Theptamcludes all couples married

before 1996. Marginal effects reported. One adtendicates a 90% confidence level,
two indicate 95%, and three indicate 99%. Standamrs have been clustered at the
treated and post-1997 level.
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Table 7. Summary statistics, three-country sample

Ireland Spain UK
1994 1995 Post 1994 1995 Post 1994 1995 Post

Save 0,3219 10,3635 10,4758 0,2496 0,3911 0,4700 0,6805 0,6752 0,7235
Debt 0,3302 10,2621 10,2795 0,2514 0,2357 0,2429 . 0,1454 0,1216
Age 45,61 45,45 48,19 46,07 45,76 47,86 44,61 44,77 47,60
Hh income

(euros) 24290 25438 34914 15996 16381 21018 24562 24846 39998
Hh size 4,50 4,45 4,38 3,96 3,95 3,95 3,32 3,31 3,38
N 2038 1920 3974 4118 3669 9260 1659 1561 5223
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Table 8. Regression results, three-country sample

Save Debt
Post-1997 -0,062 (0,010) **= 0,006 (0,010)
Ireland*Post 0,029 (0,011) #**= -0,011 (0,010)
Log hh
income 0,056 (0,006) *** 0,010 (0,005) *
Log hh size -0,018 (0,018) 0,045 (0,017) **=*
Unemp.
Rate -1,382 (0,201) #**= -0,329 (0,203)
Age of
husband 0,007 (0,021) -0,038 (0,020) *
Age sg. 0,000 (0,000) 0,001 (0,000) *
Age cubed 0,000 (0,000) * 0,000 (0,000) **

Note: Reported results are from LPM specificatiatithh household fixed effects. The
number of observations is 39,898 and 39,623, réispdc The sample includes all
couples married before 1996 and never separatéidanced in Spain, the UK and
Ireland. One asterisk indicates a 90% confideneel léwo indicate 95%, and three

indicate 99%.
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Table 9. Robustness checks, dependent variablee"Slash household sample

@ ) ®) (4) ®) (6) @) (8) 9)

Less strict Clustering by Clustering by With separating With 1996 and
LPM, no f-e Female age Time trend religiosity hh year No clustering couples 1997
Post 0,046 0,038 ** 0,029 0,049 * 0,044 0,044 *** 0,044 0,044 0,070 ***
(0,028) (0,016) (0,022) (0,026) (0,028) (0,014) (0,033) (0,027) (0,013)
Treated -0,081 *** -0,086 *** -0,087 *** -0,092 *** -0,087 *** -0,087 *** -0,087 *** -0,091 *** -0,082 ***
(0,014) (0,002) (0,003) (0,014) (0,017) (0,008) (0,015) (0,002) (0,001)
Treat*Post 0,042 ** 0,043 *** 0,044 ** 0,046 *** 0,044 ** 0,044 **= 0,044 ** 0,050 *** 0,030 ***
(0,018) (0,002) (0,002) (0,013) (0,021) (0,011) (0,020) (0,002) (0,008)
N 9672 10338 9672 9672 9672 9672 9672 9794 12830

Note: The sample includes all couples married l@e1®96 and never separated or divorced (excemtiimm 8). Marginal effects reported in the
Probit specifications (all but column 1). One asteindicates a 90% confidence level, two indic#&6, and three indicate 99%. The standard
errors in the Probit specifications are adjustedfostering at the level of “Post-1997” and “Tredit (except in columns 5, 6 and 7).
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Abstract: In this paper with an essentially descriptivetsiygt, we aimed at identifying
how the distribution of female work income influescthe overall household income
distribution. We focus on long trends (1980-2008)}wo countries, Germany and the
US, basing ourselves on the GSOEP and PSID pdadetsdata analyses are limited to
households with heads older than 25 and youngem 8@ in order to limit the
potentially contaminating effects of education ané@tirement, respectively.
Consequently, we provide several descriptive trends number of key areas that are
likely to play important roles in explaining risimgequality in both countries.
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1. Introduction

As Goldin (2006) puts it, the ongoing transformatiof women’s roles is genuinely
revolutionary. This is certainly the case when a@klat women'’s life course — which is
becoming more masculine — and when we examine wenpasition in society — far
greater autonomy. But it is also revolutionary ierms of its second-order
consequences. Low fertility, marital instabilityhet rise of ‘atypical’ households and
new family formation practices can all be tracedali@red preferences (and tensions)
associated with women’s embrace of novel identdigs priorities.

The existing literature has paid much attentiotheogender equalization aspects
of the revolution, but research on its broader edatieffects has been scarce. The

impact of rising gender equality on societal-lenelquality is empirically ambiguous. If
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we consider women’s lifetime employment profileyreags and intensity of labor
supply as the core constituents of women’s econamiependence, more gender
equality may produce more societal inequality i§ i@ the norm, female career
commitments are considerably stronger among thdhgpucated.

Ours is an epoch of sharply changing income digtioins. US commentators
speak of a ‘great u-turn’: after decades of incaompression, we now register major
reversals; in some cases, like the UK and the hiSstirge in inequality has been quite
dramatic (a 20+ percent rise in the Gini of markeiomes); with only one or two
exceptions, all OECD countries have experiencecemity income differentials over
the past decades (D’Ercole and Foerster, 2005).ufgrisingly, economists and
sociologists have dedicated substantial attentmrthe phenomenon. Most of the
burgeoning literature traces it to changes in @@t market, particularly to rising skills
premia, eroding trade union power, employment dedegion, and unemployment
(Juhn et.al., 1993; Katz and Autor, 1999; Morrisl &destern, 1999; Ryscavage, 1999
Kenworthy, 2005).

There exists also a small — but growing — litemttivat traces changes in the
income distribution to family demographics and fémabor supply. The proliferation
of single person households and lone mother famitigoarticular may have substantial
effects. Karoly and Burtless (1995) suggest thatrike of female-headed households
explains about half of the total increase in the Gi&i during the 1970s and 1980s.
Changing patterns of marital selection can alsehagjor effects. If assortative mating
intensifies, inequalities will be accentuated. Algoaing trend may ensue if
unemployment tends to come in couples — as is weugh the case (Gregg and
Wadsworth, 2001) — and if, at the top, we find deapwith two high-income earners.
To illustrate, a two-career couple may potentialiypply 80 or perhaps even 100 hours a

week; the single-earner household half that; aedldhe mother, realistically far less.
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There is evidence that such asymmetries are widdiiaroly and Burtless, 1995; Juhn
and Murphy, 1997; Aaronson, 2002). Smeeding (2Gbwws that couples in the top
quintile work roughly 2-3 times as many annual Isoas do those in the lowest. Hyslop
(2001) estimates that assortative mating accoums28 percent of the rise in US
(couple-) household income inequality.

The revolutionary change in women’s roles may, etiogly, be a mixed
blessing if either directly or indirectly it prodes greater household inequality. A surge
in inequality will influence not only the distridoh of living standards today but also
the opportunity structure for subsequent generstiorhe more unequal is family
income, the greater the inequalities in parentakstment in their children. On this
backdrop it is evidently of some importance to iffgrmore precisely how changes in
women’s economic behavior affect the income distrdn.

There are surprisingly few studies that have bredchhis question
systematically and the existing literature is mo$thsed on US dafd.Most research
has — logically — focused on the impact of womesdsnings on the household income
distribution. It has been almost exclusively reséd to couple households and due to
rather severe methodological problems, the resaltsiot easily be generalized and nor

do they appear especially robust (Percheski & Mattam 2008).

2. How may women influence the income distribution?

If we focus on the distribution dfouseholdncome, there are 5 major factors that can
dictate how female employment influences inequesiti
Firstly, the effect depends on the distribution of womeross household types,

in particular with regard to couple units relatitee single person (and lone mother)

9 For a European focus, see Maitre et.al. (2003)&sming-Andersen (2007).
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units. As noted, US research finds that the risgngle mother families has contributed
significantly to inequality. The distribution of wwen across household types is
patterned by a set of demographic factors, age amd education in particular. For
instance, single parenthood rates in the US areoappately three times higher among
black than white (Ellwood and Jencks, 2004) Of seuthe actual effect will depend on
the kinds of social selection mechanisms at plagome countries (like the UK and the
US) lone motherhood is associated with low edupatiod high poverty risks. This is
far less the case in Scandinavia, in part becausst fane mothers work and in part
because of generous welfare state support. Its laks the case in Southern Europe
where divorce and separation is very much a higleral status affair. Yet, if we
include also cohabitating couples in the analyliig impact of changing family
structure appears weaker (Martin 2006).

Secondlyif we restrict ourselves to couple householdsetfiect will depend on
which women increase their labor supply and earnings .nfostost of the increase is
concentrated among higher educated women, or amvongen married to high-earning
men, the impact is likely to be inegalitarian. Butve see a major increase in single
mother employment, the effect should be equalifiigstern et. al. 2008).

Women’s contribution to total household income ising across-the-board.
Estimating from the ECHP data, their relative cimitiion has risen by a full 5
percentage points in the 1990s in France, the Natids, and Spain. Most Dutch
women work part-time while the norm is full-time $pain. In turn, the Spanish activity
rate remains fairly low. The upshot is that the désrshare of total household income is,
in both cases, about 25 percent on average. Tthisuinto perspective, Danish women
approach parity (42 percent) on average becausestlai women work and because

full-time jobs are the norm.
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For Germany and the US alike, there has been a iiggain women’s share of
total household income over the past two decadefidures 1 and 2 we present the
trend for coupled households by husbands’ earrangtile. In the US, the increase has
been in the order of 50 percent across the qusnéifed, with the exception of the very
top and bottom, wives’ contribution now hovers ard80% of total. This is somewhat
greater than in most EU countries, but is also ickenably lower than the Scandinavian
share. The role of wives’ income has been espgamadirked in the lowest quintile of
male earnings where their share now exceeds 6@meot the total. This, in turn, is
probably a mirror image of the deteriorating pasitiof low skilled males in the US
labor market (Juhn and Murphy, 1997).

Turning to Figure 2, we see that the German treneughly similar although
weaker. In the middle ranges of men’s earnings,nfaar wives’ contribution has
increased from about 15 to 20 percent of totalinrAthe US, wives of low income men
have experienced the most dramatic increase arnttitogie now almost 60 percent of
the total. In both countries, but somewhat moreeatt@ated in Germany, women
married to top male earners contribute ratheelittl household income.

The pertinent issue has to do with the disperst@male employment growth
has generally been strongest among more skillegh-lwage women while the less
educated are more likely to be housewives, to raperaround births, or to be
unemployed. If the intensity of women’s labor syps biased towards the top of the
male partnerearnings distribution, it will almost automaticallpply more inequality.
Basically, equalization is most likely to occur whiemale labor supply (and earnings)
grows faster at the bottom than at the top. Figdreend 2 measure wives’ relative
earnings contribution and not the trend in lab@pdy or earnings. Yet, the data suggest

that the intensity of women’s labor supply is prolydower at the very top than in the
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middle quintiles of husbands’ earnings. In any c#ise issue will be explored in more
detail below.

This leads us to thihird factor, namely the female and male wage distriouti
The gender wage gap has been narrowing in tandetm tve rise in women’s
employment, fewer children, and shorter birth intptions (Blau and Kahn, 2002;
Waldfogel and Mayer, 1999). But it has been namgwat differential rates. In the
Nordic countries, for example, the gap has bednest@mong high skilled women and
has continued to close among the less skilled., Ttimditional on male partner
earnings, should favor an equalizing trend. InWi& in contrast, the opposite occurred
in the 1990s. And if, as in the US, less skilledarearnings are eroding, the effect will
be compounded — in particular where marital homoganthe norm.

Partner selection is, in a sense, key. Marital hgamoy patterns do differ across
nations with regard to education (Blossfeld and mir2003; Schwartz and Mare 2005).
Typically, there is greater homogamy at the top #edbottom of the social pyramid.
Figure 3 provides an illustration of the degreewtoich partners’ labor supply and
annual work income is correlated in Germany anduBeover time The labor supply
correlations are overall far smaller, and now thgam-pattern is basically the opposite
The stronger correlations in low participation cttynGermany suggest that higher
earning women are most likely to be found in cosipMhere also the male has high
earningsThis result in fact is consistent with what Sm20Q5) finds for Spainwhile
much of the variation in the correlations seemisgmoise, we still can see some trends.
For example, earnings correlations since the 18804 is in decline in US after a long
period of average 0.23 while Germany shows a cliplguring the same time period
although levels are still small around 0.1. Gernyngapresents, in a sense, the classical

Parsonian family model where women’s labor sup@glides the more the male earns

146



especially during the 1980s. In fact, as we sholevbethe share of dual earners in the
top quintile of male earnings is, in Germany, exicemally low (and declining).

Thefourth factor that can influence the connection betwesnale employment
and inequality is closely related to the formermety how different kinds of
households fare across the business cycle. Thisrfaas, surprisingly, not been given
much attention. Yet, when we examine year-by-ybanges in female employment it is
noticeable how women in general, and less educatechen in particular, are
vulnerable to economic slowdowns. In a previousdgtuEsping-Andersen (2007)
conducted year-by-year variance decompositionshahges in household inequality
and the results suggest that the impact of womearsings on total household income
distribution tends to be more inegalitarian in s=ten years. One way to interpret this
is that women coupled to low wage men are disptapwbly vulnerable to
unemployment (first fired, last hired). Once agaie see the repercussions of
assortative partnership. It is of course very ikiéllat marital selection and inequality
are endogenously determined, thus mutually reiigreach other. Fernandez, Guner
and Knowles (2005) make this assumption expligiguang that marital sorting is a
function of the distribution of skill premia (whicire highly correlated (.80) with the
GINI coefficient).

The fifth factor is partnership formation in the broadersgerOn one hand, as
already discussed, marital selection in terms ahdmu capital attributes can have
substantial effects. On the other hand, there ardaubt selection mechanisms behind
the dynamics of coupling and uncoupling. Those wdmain single, or become so, are
not necessarily similar in composition to those vidwon couples. The overall effect of
partnering is difficult to predict. We would expéehat single-hood is more predominant
among women seriously dedicated to careers. As iom=ut, divorce and lone

motherhood is in some countries an upper clasg;affeothers possible biased towards
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the bottom. In any case, the methodological corsecps of selective partnering

behavior can be serious for any study of this kind.

3. Methodological Challenges

The standard approach is to estimate how over-thamges in the household income
distribution are connected to concurrent changdgenmale labor supply and earnings.
Estimation is typically done via variance decomposior via simulations. Lam (1997)
and Western et al. (2008) pursue the former styatgle Maitre et.al. (2003) and
Pasqua (2001) are examples of the latter. Theestildat used decompositions usually
focused on a measure of dispersion such as cagffiof variation, Gini coefficients or
the total variance. The decomposition approachsisally motivated by a focus on
population shifts across family structures or shift earnings sources by gender, as in
Karoly and Burtless (1995)° Simulations test counterfactuals: what wouldittteme
distribution look like had there been no changeamen'’s labor supply? They can also
be applied to cross-sections. Pasqua (2001), fample, simulates what the Spanish
income distribution would look like with Danish fahe employment levels (it would be
15 percent less unequal).

If, as is the preferred approach by most, we esérttee female effect over time
we will face some serious pitfalls. The first predol has to do with the unit of analysis —
couple households. If we sample all couple housishatt and subsequently &t1 we
are in fact not studying the same households. Many att where singles (and thus
excluded from the sample) become coupled and mdmywere coupled dtbecome
single att+1. Many will, in addition have gone into retiremeamtdied. It is accordingly

crucial that we control for differential couple gival over the period we investigate.

Y See Martin (2006) for a literature review.
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For Germany and the US we first estimated a durdtiaction of marriages for
the population of couples in the first year (198@jil 2003. A major problem here, of
course, is left-censoring since our sample inclygesple who were married prior to
1980. In any case, marital stability appears faatgr in Germany than in the US — as
one would expect. In Germany, almost 90 percentthef original 1980-couples
remained intact by 2003, compared to less thaneBfept in the US.

The second problem is that entries to and exit® ftouple-hood are unlikely to
be randomly distributed. If marital break-ups ctate with education or social status,
then we face a possibly severe selection problet) worse, is likely to compound for
every t+ we include in our study. To address this problem rae Kaplan-Meier
survival estimates for each of the 5 male-earnungtdes. See Figures 3 and 4.

Both countries exhibit a fairly similar pattern,nmaly that marital breakups are
far more likely to occur in the lowest quintile,catihat higher income couples tend to be
more stable. In Germany, however, the social diffees are relatively undramatic (a 5-
percentage point gap between the top and bottorig we gap is huge in the US (a
15+ percentage point gap). Underlying social selacts therefore a much larger
problem in the latter case and needs to be addrelssetly in any serious study of how
women’s earnings affect societal inequalitfés.

A third source of identification error lies in teenple realities of the human life
course — decisive transitions are very age depéndierexemplify, our study truncates
the sample to the population over age 25 so azdiode students and the early part of

the adult life course. But doing so introduces lhasause our population will have

* Logrank tests of homogeneity and for equalitywrf/a/or functions show, for the US that we must
reject the null hypothesis that there are no diffiees across the quintiles (chi2(4) = 263.21 (p2sh
0.0000). For Germany, similar tests suggest trenthl hypothesis cannot be rejected (chi2(4) 233.
and pr>chi2 = 0.0102). In other words, selectioa serious issue for the US but probably not for
Germany.
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greater probabilities of becoming un-coupled th&ncaupling (couple formation is
more frequent in early adulthood; separations aeerfrequent later on).

These kinds of problems directly affect our al@btito generalize to the real
population. Take Hyslop’'s (2001) study of the effeof marital homogamy. His
population is restricted to stable couples wheté bontinuously work. This means that
he is compelled to shorten the time-span of theystrastically. His conclusions,
moreover, will pertain only to the increasingly @gosub-population of stable two-
earner couples. Pencavel (2006) offers an intrgslution to the life course dynamics
problem. Organizing the data by years since coragletducation he can distinguish
between ageing and period effects.

In the present version of this paper we do not awee these problems. The
analyses that follow are limited to couple housdbah line with the standard approach
in the literature. We concentrate on two countri@srmany and the United States for
which we have high-quality panel data over morenttveo decades. The comparison is
partly motivated by the lack of research on Eur@yel partly by the sharp contrasts in
terms of known nation-characteristics. Germany eg@nts pretty much the typical
Continental European profile with moderate levelsowerall female participation.
Germany also exhibits a rather traditional — arss lmasculinized — female life course
with typically long work interruptions around birtihs Figure 3 suggested, women
partnered to high-income men have comparably lowd (&lling) employment rates.
Due to a rather hostile environment in terms obneding motherhood and careers, the
incidence of childless women is exceptionally highin particular among highly
educated women. The rate of part-time employmerdgrgnGerman women is rather
high. Germany has experienced a rise in the Ginnduhe 1990s that is quite sharp,
but starting from a rather low initial level. Th6SGEP panel data, beginning in 1984,

affords us a 20-year span that permits us to ifjealso cohort-specific effects.
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And the US is included not only because it hasadlyebeen examined quite
extensively in previous research, but also fourtgue features. Women’s employment
has grown substantially over the past decades, salme@ching Scandinavian levels.
Besides, the US is the prototype of surging incamegquality, of marital instability, and
of lone motherhood. Using the PSID files allows also to analyze across several
decades and this permits us, like for Germanysdtate cohort-specific effects.

Dual earner couples have, as a result of risingafenemployment, risen
everywhere, but the patterns are uneven. In theh#Snain jump occurred in the 1980s
(from 54% in 1980 to 68% in 1990, leveling off &% in the 1990s). And Germany
exhibits a counter-trend: starting at 40% in 198dropped to 33-35% in the latter part
of the 1990s and recuperated to 39% in 2001-2003.

Marital homogamy (including both cohabiting and neat couples) can
contribute importantly to income inequality if higkarnings and labor supply is
positively related with education in dual earnemilees. Trends in marital selection
differ importantly between the countries: In Germaihe share of hypogamous couples
has risen while homogamy has seen a slight defliaelining from 53% in 1984 to
49% in 2002). In the US, in contrast, we see a etikcrease in homogamy (from
49% in 1980 to 56% in 2001 — with an all-time h@fb9% in 1997-99).

In the following we explore how women’s employmémtthese three contexts
has affected household inequality. We focus exeéihgion working age couples in the
age range 25-60, and include only earnings frond paork. l.e., our study excludes
household income from transfers.

We begin descriptively, presenting key data ondsen women’s economic role
and couple status, all differentiated by the eaw®iquintile of husbands. We then turn

to a more analytical approach and use both sinmnatind variance decomposition
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techniques in order to assess how women’s revaoluias affected the overall income

distribution.

4. Data and Sample

The US and German data come from the 1983-2003 svateGSOEP (German
Socioeconomic Panel) and the 1980-2003 waves oP8i® (Panel Study of Income
Dynamics). After 1997, the PSID shifted from annt@l biennial data collection.
Therefore, from 1997 onwards, we have only yea@919001 and 2003. Nevertheless,
since our analyses involve cross section of thesyesther than time series for PSID,
the two-years gap on our period of study do nostitute any problem.

We utilize the original panel data rather than@mess National Equivalent Files
in order to achieve more precision, in particulathwegard to the education variables
used to identify marital selection. To define edimmeal matching among the spouses
we follow the approach of Schwartz and Mare (200Bich groups individuals into 5
broad categories (for the US less than 10 yeard,11A2, 13-15, and 15+ years of
study).

Our inequality measure (GINI) is calculated on tedudd net work income. The

income components are virtually the same in bothlieses.

4. 1. Trends in Marital Selection

As previously noted, there are striking nation eféinces in the patterns of educational
matching. The traditional model of male ‘suprenigbypergamy) is declining in the

US, now representing less than a quarter of alplesu Hypogamy has remained fairly
stable. In Germany, however, the overall rate @iengamy is stable, representing about

35 percent of couples, homogamy has experienceda#l decline, and hypogamy has
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gained ground. The key issue for our study is afrse the variation in marital sorting
across households.

In Germany, hypogamy has risen across almost alkdtmlds, but most in
couples where the husband’s earnings fall in thetayuintiles. This surely reflects the
seminal rise in women’s educational attainment dosd with the continued
prevalence of vocational training among men. Expephaps for the top quintile where
homogamy has risen, there is no clear trend towangl® homogamy in Germany. In
the US, hypergamy is basically trendless excephgps for the middle quintile
households. The much-debated trend towards homogartinge US is, however, quite

limited to top-income households. See Figures 56and

4.2. Trends in Couples’ Labor Supply and Earnings ftus

The impact of wives’ employment on the income dbsttion depends on the
combination of wages and labor supply. Familiest thepend solely on a male
breadwinner are in rapid decline in tandem with dis@appearance of the housewife.
The share of zero-earnings wives has fallen bel@wp@rcent in American couple
households and to about 20-25 percent in Germamg K€y issue is of course where in
the male income distribution these zero-earner woare concentrated. In Germany
they are primarily found in the lowest male qumtihich — all else equal — should
widen the income gap between the bottom and the Ireshe US the profile is more
nuanced since we find the largest concentratiarea§-earner women at the top and the
bottom. This, one would expect, would also promatevidening gap between the
bottom and the rest.

Indeed, such potential polarization is also browgtfitif we examine households
where there is only one earner more generallyt bleei male or female. In Germany,

single earner households have declined from abalfitdnaround 40 percent of all, but
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there is one exception, namely the lowest maletdgimwhere it remains stable around
45 percent. The US trend is rather similar, butr@-wise the nation differences are
substantial. Here also, the rate of single earpaples has remained stable around 40
percent, but all the middle-quintiles have seemaattt decline, hovering now below 20
percent of all couple households. Here again we ldvdberefore anticipate more
polarization in the US than in Germany.

But we obviously also need to examine the intensitfemale labor supply. In
Figure 7 and 8 we present trends in dual earnexdbesuples and in the rate of part-
time employment among the wives. It is first of eident that dual earner-ship is far
more prevalent in the US than in Germany acrossaalseholds. Both countries present
essentially a bi-modal picture, but at differeds. In the US, dual earning is the norm
(80%) in all couples except in the bottom quinfitsss than 50%). In Germany, it is still
less of a norm with all but the lowest quintile bang around 60 percent (and only
about 30 percent in the bottom male quintile).

The distance between the bottom and the rest Vg eepend very much on
employment intensity. The prevalence of part-timgyment should be key to the
overall effect. See Figures 9 and 10. If we igrtbeedrop in part-time rates in Germany
2004-2005 (which is probably due to changes innitedn), the German and US trends
are basically moving in opposite directions. Amanicwomen are increasingly
committed to full-time jobs and German women, wieemployed, increasingly favour
the part-time option. Interestingly, the patternfasrly identical in the two cases.
Women married to high income men are more likelybéo part-timers while those
married with low-wage men are more likely to be-firhers. This certainly suggests
the presence of compensatory strategies. It isg again, in terms of volume that the
two countries differ. In all but the top quintilthe vast majority of wives (65-70

percent) are full-timers; In Germany the distribatiis closer to half-half. The
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substantially higher rate of full-time employmenithian the bottom quintile, especially
in Germany, should — all else equal — produce amalefng effect in terms of the

overall household income distribution.

5. Estimating the Female Employment Effect

5.1. Simulations

As discussed earlier, we can use simulation teci@sigto identify the impact of
women’s employment on household Ginis. Basicallyasastruct a counterfactual of
what would the overall income distribution ti# have looked like had there been no
change inquintile-specificfemale employment or, alternatively, what wouldguoality
have looked like had women in the bottom quintihdwved like women at the top.
While doing this, we hold constant also the ratesiofjle versus dual earners in each
income quintile.

The first row in Table 2 shows treetual trend in the Gini coefficient among
couple households. For both countries, the sinarlatsuggest that female labor supply
in the top (male) quintiles, but especially in 81 is decisive for inequality. Had it not
risen over the two decades, the Gini in 2003/05lvbiave been about 7 percent lower
in both countries.

Can changes in female employment at the bottomebffse inegalitarian
impulse from the top? To answer this question wéopa three simulations. In row 4
we hold constant the labor supply of bottom-quéntitomen, but this hardly alters the
level of inequality at all. But if, as rows 5 and#ggest, bottom-quintile US women had
experienced a rise in labor supply identical to #leand &' quintile, respectively, this
would have produced a non-trivial reduction in inakty (3 percent in the former case;

2 percent in the latter). If this had in fact oceadk, it would basically have offset the
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inegalitarian thrust that comes from th& duintile women, but clearly not that which
comes from the Bquintile.

The German simulations convey a rather similarystout with one exception:
had bottom-quintile women behaved like th® duintile women, this would have
produced a noticeable (2.5 percent) reductionequility.

Since we only hold labor supply constant and thesraof single headed
households, this simulation framework is too sisigtito fully answer the questions we
pose. The obvious next steps would be while hgldinnstant key demographic
variables, taking also selective patterns of coufdemation and stability. The
alternative approach is to use variance decompasichniques, as we do in the

following section.

5.2. Decomposition

We adopt the variance decomposition approach liyitteeveloped by Jenkins (1995).
Seeking to identify the impact of household demplgies, quite similarly to our study,
the method has also been used on comparative Easafa, 2002). To overcome the
limits of a Gini-based decomposition, Generalizedr&py measures, like the Theil or
the mean logarithmic deviation, are preferred. Tikigor two reasons. One, the Gini
cannot be decomposed into population sub-group®, Deneralized entropy indicies
are to be preferred if we require sensitivity te thil ends of the income distribution.
Since our primary aim is to decompose inequalityspgcific demographic groups and
by source of income, we utilize tHe index, which represents half of the squared
coefficient of variation Another reason why we use this index is that itnper
computation when there are zero or negative vafuttee income variables. Our data on

household labor income include zero values witlirearner households.
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The values of this index can be interpreted sityiléao the Gini and other
inequality measures: the higher the value, the tgrethe level of inequality. See
Appendix 1 for a technical explanation.

Table 3 focuses on the impact of women’s employrstatus within the couple.
We differentiate between three family types: thevamtional male breadwinner, dual
earner couples, and a residual category (othergtwimcludes no-earner and female
breadwinner households. As in our previous analyses include only couple
households.

Our analyses are static in the sense that we w@akdedecomposition for the first
and last year in our data. We can of course idestifne dynamics by comparing the
coefficients across the years.

Beginning with the descriptive information, we comf once again the overall
decline of the male breadwinner model and the gigimportance of dual earners. This
trend has clearly been strongest in the US wheaé earner couples are now the norm.
There are ambiguities related to the ‘other catggsince it includes both female
breadwinner and no-work households. We note, nefesh, that this type has grown
considerably in Germany. In terms of their sharéotdl income it comes as no surprise
that dual earners command a disproportional laggeqgs the total cake — and vice versa
for the ‘other’ group.

Moving to the decomposition results it is evidematt within-group inequality
accounts for almost all overall inequality. In terof dynamics, however, Germany and
the US seem to be moving in opposite directionsghénformer case, between-group
inequality has gained in importance; in the USai$ virtually disappeared. This is what
one would expect. In the US, the dual earner staissclearly become the norm across
all income quintiles and if there is less and @sgmmetry in household type across the

income distribution we would naturally expect ttfa lion’s share of inequality derives
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from earnings differentials within the groups. lontrast, the data suggest that there is

more selection in terms of earnings potential bethire household groupings.

5.3. Age Cohort and Period Effects

One important difference between Germany and thasUBe dual earner rates across
the cohorts. Figure 11 shows the cohort differenge the rate of dual earner
households for each age. Although in both countiemall younger generations have
higher rates of dual earners, the youngest coho@armany has reached to 50% dual
earner rates approximately 10 years earlier. Aedrénd looks stable there. Whereas in
the US progressively younger cohorts have muchenighal earner rates and the rates
are around 80% significantly much higher than GerynaFigure 12 shows how cohort
specific Gini coefficients evolve over the age greult can be clearly seen that in
Germany, the youngest cohort has the highest Gwificient. The striking differences
in income inequality between the cohorts especiadyarding the slopes suggest that
pace at which these inequalities are spread owelifth course is very different both
countries. The youngest cohort having almost atfeatd over the ages might imply a

common earnings destiny for the members of thabitoh

6. Conclusions and Discussion

This study does not aim to overcome the problemshefexisting research.
Rather it aims to point the potential problemshad turrent research descriptively. For
example the decomposition analysis we present isesttic in nature. The next step
would obviously incorporating marital selectionstie analysis of decompositions in a

dynamic way. Two alternative solutions can be sstgd for the future research — and
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as far as we know hitherto untested -- solutiontse Tirst is to actively model the
selection effects of entry and exit moves into ant of couple-hood. If, as one would
suspect, there is selection bias related to sosia®uic status we can, within a non-
linear estimation framework, identify the relatimepact of exits and entries.

The second — and rather more compelling — solutigaiies a redefinition of the
basic question in a manner that is more faithfulhi® real world. Rather than limiting
ourselves to a sub-sample of couples, we should with the entire population of
households at point. We then trace the over-time changes in househladme
distribution and estimate how much of that chargydue to shifts in women’s labor
supply, to changes in household composition (sipglson, lone parent, couples), to
exits and entries into couple-hood (basically twondhies) and, preferably, also to
behavioral characteristics of households in orderapture selection effects. The latter
could be done in a manner akin to the Heckman ctioremethod, namely to include in

our estimations the residuals from regressionspreatict, say, divorce.
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Appendix

We used aStata “a-do file” produced by Jenkins to decompose thendex of
inequality.> The index is decomposed additively.

The general formula for the Generalised Entropgslat measures:is

1 l1a[y T
GE() = ——| = Yi | g

=@\ niTly

With n=population;yj=household income in our cais¢/*=average income and

O=discretionary parameter. Witl=0 and0=1 the equation is solved by taking the limit
of GE(0) for theta that tends to zero and for theta thads¢o one . With theta that
tends to zero, we obtain tMean Log Deviation

.\I

n ] / -1_,?#
GE(0)=> —|log —

i=1 1 ', .1';' J

If theta tends to 1, we obtain the following Thadex:
i 1 { 1, A { V. A
GE()=> —| L log‘ -t
; Hl \ ‘1" * J | 1 * J

If the theta is equal to 2, and we substitute & wie theta in the formula we obtain half
the squared coefficient of variation.

GE(2) =1 lz Yi |

2\ ns5ly

2 Stephen P. Jenkins, (1999)."INEQDECO: Stata moututelculate inequality indices with
decomposition by subgroupStatistical Software Componer8866002, Boston College
Department of Economics, revised 04 Sep 2006.
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Figure 1. Wives’ share of Household Income by Men’quintile. United States
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Figure 2. Wives’ share of Household Income by Men’quintile. Germany
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Figure 3. Correlation coefficients of couples’ earimgs and labour supply over time.
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Figure 4. Marital Survival Rates. Germany
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Figure 4. Marital Survival Rates. US
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Figure 5. Hypogamy and homogamy in Germany
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Figure 6. Hypogamy and Homogamy in the US.

% of hipogamy households
(among all couple households)

35+
30
25+
20
157 W
10
T T T T T T
1980 1985 1990 1995 2000 2005
year

—&—— bottomrate —@—— lowermidrate

—=&—— middlerate  ——®—— uppermidrate

—&—— toprate

% of homogamy couples
(among all couple households)
55
501
45 -
40+
T T T T T T
1980 1985 1990 1995 2000 2005

year

—&— pottomrate —®—— |owermidrate
—&—— middlerate = —®—— uppermidrate
—e—— toprate

168



Figure 7. Percent Dual Earner Couples in Germany
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Figure 8. Percent Dual Earner Couples in the US
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Figure 9. Incidence of Wife being part-time. Germag
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Figure 10. Incidence of Wife being part-time. US
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Figure 11 — Age -Cohort profiles of dual Earners inGermany and the US.
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Figure 12. Evolution of Gini coefficient by age andohort.
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Table.1. Simulations for Couple Households. Countéactual Labor Supply

Scenarios for Germany and the US.

United States Germany
2003 2003 % 2005 %
1980 (unadj.) (adj.) Change Diff. 1984 (unadj) 2005 (adj.) Change Diff.
Initial GINI Coefficient 0,321 0,402 0,402  25,23% 0,00% 0,290 0,371 0,370 27,93% -0,27%
Holding Constant Labour
Supply of Women inthe 0,321 0,402 0,400 25,23% -0,50% 0,290 0,386 0,386 33,10% 0,00%
4th Quintile
Holding Constant Labour
Supply of Women inthe 0,321 0,372 0,378 15,89% 1,61% 0,290 0,351 0,351 21,03% 0,09%
Top (5" Quintile
Holding Constant Labour
Supply of Women inthe 0,321 0,401 0,396  24,92% -1,35% 0,290 0,370 0,369 27,59% -0,27%
Bottom Quintile
Women in the Bottom
Quintile Behave Like the 0,370 0,391 0,389 5,68% -0,41% 0,290 0,362 0,364 24,83% 0,55%
Ones in the Top
Women in the Bottom
Quintile Behave Like the 0,370 0,391 0,389 5,68% -0,40% 0,290 0,361 0,364 24,48% 0,83%

Ones in the 4"

Table 3.

Decompositions of Inequality by type of household
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Germany usS
1984 2005 1980 2003
Inequality
Overall GINI 0.290 0.370 0.321 0,401
Iy : 0.194 0.284 0,189 0,943

Dual Earner 0,113 0.192 0.127 0.551
Male Breadwinner 0,217 0.24 0.248 0.653
Other households (1) 0,356 0.458 0.831 0.956
Population Share
Dual Earner 41,0% 46,1% 64,9% 74,1%
Male breadwinner 39,2% 24,5% 29,1% 16,5%
Other households 19,6% 29,3% 5,8% 9,2%
Income Share
Dual-earner 49,6% 58,6% 71, 7% 80,7%
Male breadwinner 35,9% 22,1% 27,0% 16,3%
Other household 14,4% 19,2% 1,1% 2,9%
Within group Inequality 0.177 0.249 0.165 0.919
As % of total | , 91 88 87 97
Between group Inequality 0.017 0.035 0.023 0.024
As % of total | » 9 12 13 3

1) Includes households with female breadwinner angsaholds with no earners
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