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Abstract

This paper investigates the internal financial decision making pro-
cess of households, employing comprehensive disaggregated panel data
covering the entire Swedish population over seven years. Previous lit-
erature has shown that women exhibit higher degrees of risk aversion
as compared to men and hold therefore less risky and better diversified
portfolios. After replicating this result for single individuals in our data
we proceed to show that the distribution of bargaining power among
spouses affects the composition of household portfolios: as the mar-
ried woman’s bargaining power increases the riskiness of the household
portfolio decreases and the diversification of the portfolio increases. In
order to overcome potential endogeneity problems we utilize a source
of exogenous variation as an instrument for bargaining power. JEL
classifications: D10, D14, J16, G02, G11
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1 Introduction

The literature on intra-household dynamics has its roots in the work of
Becker (1991), who treated the household as a single decision-making unit
with one utility function and pooled income. A limitation of this approach
is that it cannot analyze the influence of individual household members
with different preferences on household financial decisions making. There is
therefore no issue of male-female bargaining power in this case.

Influential empirical evidence has cast doubt on the soundness of the
unitary model (Schultz, 1990; Thomas, 1990, 1994; Hoddinott and Haddad,
1995; Lundberg et al., 1997; Browning and Chiappori, 1998) and given way
for cooperative bargaining models pioneered by Manser and Brown (1980)
and McElroy and Horney (1981) and collective models pioneered by Chiap-
pori (1988, 1992). These studies explicitly take into account that households
consist of a number of different members and assume their preferences to be
heterogeneous.

Papers that do allow household members to have separate preferences
have shown that this is an important consideration. There are not many
papers though that look at the financial decision making of households, and
most of those who do focus on the consumption-savings choice. Browning
(2000) and Mazzocco (2004), for instance, find that the allocation of re-
sources within the household affects the consumption-savings decision when
spouses differ in their preferences. Lundberg et al. (2003) provide further
empirical support for this by showing that while household consumption falls
after the male spouse retires the same does not hold for single households.
They interpret this such that wives, expecting to outlive their husbands, use
their gain in relative power to enforce their preferences to increase saving
rates. The credibility of this explanation is bolstered by their finding that
if the husband is more than five years older than the wife (she has therefore
more expected years of widowhood), the decline is even greater. Fried-
berg and Webb (2006), using the Health and Retirement Study (HRS) data
set, investigate the consequences of bargaining power on household portfolio
choice and find that households tend to invest more heavily in stocks as the
husband’s bargaining power increases.

Understanding the cause of household financial decisions is important to

both researchers who are trying to obtain an understanding of how families



make important decisions and to policy makers who are concerned about the
financial stability of households and seek to prevent financial crises caused
by household decisions like the one of the last couple of years whose roots
can be traced to decisions made by households in the residential mortgage
market.

Many of the previous attempts to show how the power distribution within
households affects decision making have used differences in spousal charac-
teristics as a measure of relative bargaining power in the relationship (e.g.
differences in education, labor income, non-labor income, age difference,
assets brought to marriage, current assets, etc). However, the potential
endogeneity of these measures prevents giving estimates based on them a
causal interpretation.

The central task of empirical studies of this kind is therefore to identify
sources of female power that vary exogenously. In particular, one needs an
instrument that is strongly correlated with female bargaining power but not
directly with the decision making of the household.

In the first part of this paper we establish whether single Swedish men
and women differ in their financial decision making. Controlling for de-
mographics such as wealth, age, whether individuals have been married,
whether they have children and whether they are homeowners, we find that
there is significant difference in the financial behavior of single men and sin-
gle women. More specifically, single women participate less in risky asset
markets, the share of equity and other risky assets in their financial portfo-
lios is lower and the idiosyncratic and total risk in their financial portfolios
is lower.

In the second part we investigate how the bargaining between married
couples affects their collective financial portfolio. We assume that the house-
hold decision-making is a bargaining process, i.e., spouses have unique pref-
erences that can be represented by individual utility functions and that all
differences are resolved through a bargaining process.

A spouse’s bargaining power is determined by their threat point, the level
of utility each spouse could obtain in case of a separation. This threat point
can be proxied by the spouses’ fall-back income. Fall-back income is defined
as the expected salary of an individual given their demographic information
and we measure bargaining power as the ratio of female fall-back income

to the total fall-back income of the couple. The paper then focuses on how



changes in the distribution of bargaining powers within households affect
the financial decision making of the household.

However, for purposes of identification we need to deal with the potential
endogeneity of this measure. We do this by using a source of exogenous
variation in the relative bargaining power of spouses as an instrument for
our bargaining power measure. The instrument we use is a measure of
prevailing female (male) wages, reflecting only the exogenous gender-specific
demand for labor (see, for instance, Bartik, 1991; Blanchard and Katz, 1992;
Aizer, 2010). Furthermore, this measure does not reflect underlying worker
characteristics at the county-level which could be correlated with riskiness
of household portfolios.

We use comprehensive disaggregated Swedish data covering the entire
population of Sweden for the period 2000-2006. The outcome variables we
investigate are market participation (the propensity to participate in equity
markets and other risky asset markets), asset allocation (the propensity to
allocate a higher share of their financial wealth! in equity and other risky
assets), risk taking and diversification (the propensity to take systematic
and idiosyncratic risk). The large sample size of our data sets us apart from
others; we have several million observations (between 2.7 and 6.2 million
observations, depending on the outcome variable), allowing us to obtain very
precise estimates of the effect of bargaining power on the outcome variables
of interest to us.

We first show that the data reveals the same characteristics that are
generally accepted in the literature. When comparing single men and single
women, conditional on background characteristics, we find that single men
hold on average more risky portfolios, have higher participation rates in
equity markets and risky asset markets, are less diversified and take more
idiosyncratic and total risk. We also show that couples are much more likely
to participate in equity markets and other risky asset markets, which is in
line with previous literature.

We then proceed to our main research question on how the distribution of
bargaining power between spouses affects household portfolios. Our results
imply that female bargaining power has a sizeable and significant effect on

the composition of household portfolios. More specifically, our results show

!Financial wealth is the value of the household financial portfolio, defined as equity,
bonds, funds and bank accounts.



that bargaining power plays a significant role in household financial decision
making and that the traditional assumption of the unitary household is not
supported by the data: enhancement of the bargaining power of married
women reduces households’ propensity to participate in risky asset markets;
it reduces the risky share of those households that do participate; and it
reduces the total risk of the risky part of household portfolios, while most of
this reduction is brought about via a reduction in the amount of idiosyncratic
risk.

The rest of the paper is organized as follows. In Section 2 we provide
some background on the riskiness of household portfolios. In section 3 we
discuss how spousal bargaining can affect financial decision making of house-
holds. Section 4 describes the data set and the theoretical background. In
section 5 we explain our identification approach. In section 6, we report our

main results while section 7 presents concluding remarks.

2 Background on the riskiness of household port-

folios

Risk preferences play an important role in models of financial decisions and
in theories of financial portfolio choice. These models trace out an explicit
relation between the risky share of portfolios, the fraction of financial wealth
invested in risky assets, and risk preferences.

According to the classical Merton (1969) model of consumption and port-
folio choice, the optimal fraction of individual’s portfolio invested in risky
assets, the risky share, for individual ¢ is

TZ"I“ie

6; =

(1)

where 7§ is the expected risk premium, 7; the risk tolerance coefficient and

0;

o; is the return volatility of risky assets.

In the aggregate, households have to hold the market portfolio and this
is the main rationale of a prevalent assumption in the literature that be-
e

liefs concerning risky assets are the same for all individuals, i.e., 7§

= ,’,,6
and 0? = ¢2. Given this assumption, the model infers that all heterogene-

ity in portfolio composition should be accounted for by differences in risk



aversion.2

Among the basic principles of financial theory is that household port-
folios should be diversified, i.e., households should not concentrate risk in
one or few (possibly correlated) assets since a greater degree of diversifica-
tion can lower the portfolio’s risk for a given return expectation (Markowitz
(1952)).

The previous literature shows that households do not follow this precept
in general though.> The previous literature shows that households hold a
limited number of stocks directly.* Swedish households are no exception in
this case as Calvet et al. (2007a) show, using the same dataset as we do.

Previous studies also show that there is a sizable heterogeneity in how
well diversified household portfolios are. Calvet et al. (2007a) study what
drives this heterogeneity among Swedish household. They find that the
households with high idiosyncratic risk have their portfolios concentrated
in individual stocks, whereas households with low idiosyncratic risk have
their portfolios concentrated in mutual funds. Swedish households therefore
strive to smooth out unsystematic risk in their portfolios through holdings
of mutual funds and not by increasing the number of individual stock own-
erships.

The heterogeneity in household investment choices can partly be ac-
counted for by differences in demographics. Calvet et al. (2007a) find that
poorer, less educated, retired and unemployed households are less diversi-
fied.> However, the empirical literature on household financial risk taking is
largely silent on what happens within households when taking decisions on
the composition of their portfolios. In order to understand these processes
it is necessary to look at the bargaining within households. It is possible
that the considerable amount of diversification heterogeneity across house-
holds that cannot be accounted for by demographics can be explained by risk

preference heterogeneity within households and bargaining between spouses.

ZNote though that as risk preferences are typically unobserved, a direct test of the
model is not feasible without an independent measure of individuals risk attitudes.

3Blume and Friend (1975, 1978) and Goetzmann and Kumar (2008), for instance, show
that households hold a limited number of stocks directly.

“See for instance Blume and Friend (1975, 1978) and Goetzmann and Kumar (2008).

5They also show that those households reduce the losses caused by the larger idiosyn-
cratic risk they have in their portfolio by taking less risk. This is consistent with an
interpretation in which households are aware of their investment aptitudes when they
decide on how much risk to take.



We compare the actual diversification of Swedish households to a diver-
sified equity benchmark. Since Sweden is a small and open economy, we opt
for a comparison to a diversified portfolio of global stocks. For this purpose,
we follow Calvet et al. (2007a,b) and go for the All Country World Index
(henceforth “global index”) compiled by Morgan Stanley Capital Interna-
tional (MSCI) in U.S. dollars. Given a global index G, CAPM asserts that
the relationship between the excess return of asset 7 and the excess return

of the market global index is given by

rit = BirGt + €its (2)

and it follows that the relationship between the expected excess asset returns

and the expected excess global index returns is given by

rie’t = /Birz’,tu (3)

where r{; and TGt denote the expected excess return on the risky asset and
on the global portfolio, respectively. 5; is the sensitivity of the expected ex-
cess asset returns to the expected excess global index returns. The residuals
from (2) then give use the covariance matrix for the residuals of each asset

and they are obtained in the following way:

€t =Tit — BiTG,t (4)

This therefore measures the idiosyncratic risk of asset ¢ and if we now con-
sider a portfolio of n risky assets then the covariance matrix for the idiosyn-

cratic risks is given by
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Now let w; denote the fraction of wealth invested in asset ¢ and the weight

vector of the portfolio be



w1

w2

Wn,

Idiosyncratic risk of the risky portfolio of household A is thus given by:

azh = w'Sw, (5)

and systematic risk of the risky portfolio of household & is given by:

Uih = ﬁzgé (6)

where 3, = W'

The total risk of the household portfolio, 0,21 is therefore comprised of
systematic risk, O'ih, and idiosyncratic risk, Uz‘Q,h- These measures capture
the volatility of the risky part of household portfolios and the volatility
of the risky part of household portfolios that is due to idiosyncratic risk,

respectively.

3 Spousal Bargaining and Financial Investments

Economic models of portfolio investments typically examine the optimal
behavior of a single individual who faces alternative amounts of risk in his
financial portfolio under different portfolio compositions. However, these
models fail to account for the fact that most adults are a part of a couple
and their decisions are the outcome of a joint decision-making process that
reflects the preferences of both spouses.

A mounting number of game-theoretic models of household decision mak-
ing have been developed in recent years and have been supported by data.
Financial decision making within the household, however, has not been an-
alyzed a lot within this framework. The general implications of bargaining
models is that multiple factors that are usually not considered important
when modeling financial investments determine the distribution of bargain-

ing power within households, and thereby their decisions.



As pointed out earlier, Becker’s approach to the family’s allocation does
not take into account the possibility of conflicting preferences of spouses. Ac-
cordingly, divergent preferences of spouses concerning financial investments
cannot be analyzed within the unitary framework. Collective and coopera-
tive bargaining alternatives to the unitary model explicitly take into account
that the husband and the wife have separate utility functions and allow the
couple to “bargain” over the investment path taken by the household.

We assume that a couple is comprised of a husband (1) and a wife (2)
and that spouse i’s payoff in marriage, U;, depends on three factors. First,
individuals get utility from their private consumption. Second, there are
some private gains from marriage, v;. Third, there are other benefits from
marriage that depend both on the real portfolio composition of the house-
hold, 7, and the desired portfolio composition, =, V;(m, ). Both spouses
are therefore assumed to care about the composition of the financial port-
folio of the household. Note that Interdependence in the marriage operates
solely through the consumption of a public good, the financial portfolio of
the household. There is no altruism, i.e., the utility of spouses does not
depend directly upon their partner’s utility.

Both the general collective approach and cooperative bargaining models
impose a Pareto-optimal joint solution in which the couple maximizes a

weighted sum of their individual utilities:
P(Tl, TQ)Ul(Ulv VQ(Wa WT)) + (1 - p(Tl, TQ))UQ(U% VY2(7T1 ﬂ;))

where the “sharing rule”, p(T1,7»), depends upon factors that influence
the relative bargaining power of the husband and the wife. The spouses’
bargaining power is determined by their threat points, T;, the level of utility
each spouse could obtain in case of a separation. Hence, the bargaining
power is affected by any factor that affects their threat points.

We hypothesize that the riskiness of the household portfolio will decrease
in households that experience a shift in bargaining power from the husband
to the wife. We do not impose any particular bargaining structure, but use
a simple reduced form collective model that will allow us to test whether
variation in our measure of relative bargaining power affects the composition
of household portfolios.

Furthermore, we also hypothesize that a shift in bargaining power be-



tween spouses has different implications for the riskiness of household port-
folios for different parts of the threat point distribution of wives. Due to
individual characteristics we expect that the distribution of the effects is not
constant on the threat point distribution of wives. Theory of household bar-
gaining suggests that there is a level of the outside option at which a woman
would be indifferent between filing for divorce and following her husband’s
will when it comes to household financial decision making, and the impact
of an exogenous variation in bargaining power should be larger around this
margin.

The intuition behind this is straightforward: women with very poor al-
ternatives outside marriage cannot take advantage of their bargaining power
(their bargaining power is too low for their threats to be taken credible),
while threats made by women with very good outside option are always taken
seriously, independent of the relative bargaining power. We would therefore
expect that an exogenous increase in female bargaining power would have
larger impacts on households on the center-bottom part of the fall-back in-
come distribution. This is illustrated in figure 1. Thus, we believe that a
shift in bargaining power from the husband to the wife causes a larger re-
duction in risk in household portfolios in households where wives are in the

lower part of the threat point distribution.

4 Data and institutional background

Our data set contains highly disaggregated data on the entire Swedish pop-
ulation for the period 2000-2006. Statistics Sweden, a government agency,
has a mandate to collect extensive data on all individuals that either live
in Sweden, are Swedish citizens, or own assets in Sweden. By virtue of the
fact that the data is collected by one central agency together with the fact
that this data is used for tax purposes, we believe that our data set is of
unusually high quality.

The data set consists of four distinct parts which are used together
throughout the paper. The first of these parts is the demographic data.
This data set contains information about age, education, location of resi-
dence, family ties, and also other information such as salary income and real
estate wealth. The second part is the data on security holdings detailing the
financial portfolios held by individuals. The third part is a data set listing
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all security sales and the price at which each individual security was sold
at. Finally, we complement our data set with data from third party vendors
such as Datastream and Morningstar.

The securities in both the portfolio data and the transaction data are
identified by their respective International Security Identification Number
(ISIN). By merging these data sets with third party data we are able to
accurately price the assets and determine which category the assets fall
within (bonds, derivatives, stocks, funds etc.). In addition, it also enables us
to obtain historical return series for the securities, which we use to calculate
measures of volatility.

Our proxy of spouse’s threat points obtained by matching spouses with
single individuals on 5 individual characteristics. More specifically, it is
constructed as the average annualincome for singles, defined as non-married
and non-cohabiting people with children, conditional on their age, gender,
whether they have children, location of residence, as well as the field and
level of their most qualified education.

This definition implies five restrictions on the data that are important
to note. First, since fall-back income is undefined for individuals too young
to enter the labor force or individuals that have retired, we are consider-
ing only individuals between the ages 16 and 65. Second, a small number
of married individuals have very unusual profiles, such that there are no
single individuals with matching profiles on which the conditional average
income can be calculated; these individuals are also dropped. Third, infor-
mation about education is missing for some individuals; these individuals
are dropped. Fourth, we are only considering individuals that are living
in Sweden; Swedish citizens living abroad and foreign citizens with assets
holdings in Sweden are dropped from our sample. Finally, since we are inter-
ested only in married couples for which both spouses have defined fall-back
incomes, we drop the spouses of individuals that are excluded due to any of
the data restrictions listed above.

Throughout the paper we will consider couples to be a man and a woman
who are married and singles to be those who are living alone or are living
with someone but without a common child. Ideally we would not want to
define those living together but without a common child as singles but it
is impossible to distinguish them from truly single people in the data. We
can identify cohabiting people in the data if they have a common child but
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since we are not able to identify all cohabiting individuals we only consider
couples to be those who are married. To be clear, henceforth, whenever we
refer to couples or spouses we mean married people.

There is one limitation of the data that requires some discussion. Be-
tween the years 2000 and 2005 banks were required to report their customers’
bank account balances only if these accounts had accrued interest payments
in excess of 100 SEK. Unfortunately, this means that we miss bank account
information for roughly half of our sample. In 2006 this reporting require-
ment was changed such that all accounts with balances exceeding 10 000
SEK had to be reported. This increased our bank account coverage some-
what, but we still miss bank account balances for a large part of the sample.

Missing bank account data can distort our estimates of the household
share of financial wealth held in risky assets but do not affect our estimates
of diversification of the risky part of portfolios. This situation forces us to
impute the balances on the accounts we are missing. The Swedish central
bank has information about the total sum of all money deposited in bank
accounts. By subtracting the deposits that are accounted for in our data
from the total sum of all deposits we arrive at a residual which we allocate
equally over all the individuals with missing bank accounts. This method is
in line with the method used by Calvet et al. (2007a,b)S.

In tables 1 and 2 we report aggregate wealth statistics of Swedish house-
holds and its breakdown into main asset categories by the end of each year
under consideration. The tables also include the official wealth statistics
published by Statistics Sweden (SCB). A few notes are worth making. Our
values match the official values quite well. Discrepancies can be explained
by slight differences in classifications of funds. The numbers show that our
data set has good aggregation properties, confirming that it’s both reliable
and accurate. Table 3 provides summary statistics for financial assets as
well as other household characteristics for married individuals, single males
and single females.

For each household, we consider two different measures of amount of risk
in household portfolios: the direct equity share, defined as the value of stocks

divided by total financial wealth; and the risky share, which defines stocks,

SCalvet et al. (2007a,b) employed three different imputation methods to address this
problem, one of which was the constant balance method, and found that their results were
not sensitive to which method they used. Therefore we only consider the method we find
most apppealing and do not repeat our calculations using their other methods.
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equity funds, hedge funds and mixed funds as risky assets and is calculated
as the value of risky assets divided by total financial wealth. Direct equity
(risky) participation is equal to one for those whose direct equity (risky)
share is positive and zero otherwise. We are also interested in risk taking
and diversification of household portfolios and therefore we consider also the
volatility of the risky part of household portfolios and the volatility of the
equity portfolio of households.

Table 4 provides information on intra-household income distribution for
Swedish households. The first column shows that in around 67 percent of
marriages, the man has a higher real income than the woman and in about
31 percent of the cases the man earns more than 70 percent of the total
household income while women earn more than 70 percent of the household
income in approximately 14 percent of the cases. When we consider fall-back
income we see that the proportion of marriages where men have higher fall-
back income than women is similar as for real income. In about 12 percent
of the cases they have more than 70 percent of the total household fall-back
income while women have more than 70 percent of the household fall-back
income in less than 5 percent of the cases.

Table 5 provides information on intra-household age and education dis-
tribution for Swedish households. This reveals that in around 18 percent of
marriages, the man is more than five years older than the woman and that
in about 2 percent of the cases the woman is more than 5 years older than
the man. When we consider education it can be seen that the proportion
of relationships where men have higher education than women is around 21
percent and that in about 32 percent of the cases the woman has higher
education.

According to Swedish marriage law, a spouse always has the right to
obtain a decree for a divorce and is not required to base such a decree on
any special grounds. Following a divorce, a couples assets are to be divided
between them. The couple is encouraged to divide their assets privately
but if they are in disagreement they can apply to the district court for the
appointment of a marital property administrator, who will then make a
decision regarding what should be included in the division, how their assets
should be valued and how they should be divided. The general principle is

equal sharing and to ignore who earned the most or brought most into the
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relationship.” Which spouse is at fault for the dissolution of the marriage
is also irrelevant as regards the division of their assets. When the divorce is

final, the spouses are responsible for their own provision.

5 Identification Approach

Our identification approach takes advantage of the segregated nature of the
labor market for women versus men in the Swedish labor market. More
specifically, we exploit the fact that there is a lot of heterogeneity in sex
specific labor demand across municipalities. In this section, we start by
explaining how bargaining power has been measured in the literature and
the corresponding problems. Next, we explain how we circumvent these
problems and how we are able to capture the causal effect of bargaining
power on household outcomes. Finally, we discuss our empirical approach

in more detail and the outcome variables under consideration.

5.1 Measures of Bargaining Power

Several measures of bargaining power have been used in the literature. How-
ever, endogeneity is a potential problem associated with most of them. In
most cases, they are based on the theory that the degree to which spouses
are able to exert their preferences in household decision making is deter-
mined by the respective resources the spouses contribute to the household
(Blood and Wolfe, 1960)8.

Non-labor income is one of the measures of bargaining power that has
been used in the literature and has been used to study its effect on various
household outcomes (e.g. Thomas, 1990; Schultz, 1990). However, non-labor
income suffers from potential endogeneity since it is a characteristic of past
savings behavior or receipt of inheritance, pension, benefits etc. that are
also influenced by spouses’ power, causing a potential endogeneity problem.

Many papers use relative earnings or relative income of the wife as a

measure of bargaining power (e.g. Browning et al., 1994; Euwals et al., 2004;

"However, if the result is unreasonably unfair, due for example a short relationship,
the court has the ability to modify the division to ensure fairness

8Doss (1996) proposes an alternative view: a wife’s lack of a wage income may simply
reflect her good bargaining position within the household, i.e., she may exert her bargain-
ing power to choose not to work in the labor market and to let other household members
support her.
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Gibson et al., 2006; Lundberg and Ward-Batts, 2000). However, treating
earnings or income as an indicator of bargaining power typically involves the
erroneous assumption that earnings at the observed cooperative equilibrium
is a good proxy for earnings at the unobserved threat point. Furthermore,
income depends upon labor force participation and time allocation decisions
which are also influenced by spouses’ relative power.

A number of other endogenous measures of bargaining power that might
be subject to endogeneity have been employed to study its effect on house-
hold decisions making. In order to give estimates based on these measures
a causal interpretation, their potential endogeneity must be dealt with.

A spouse’s bargaining power is determined by her or his utility at the
threat point. A relative increase in non-labor income in divorce threat mod-
els would, for instance, be expected to increase well-being at the threat
point and, hence, also relative bargaining power and exogenous shifts in a
spouse’s utility at the threat point can be used to capture the causal effect
of bargaining power.

Lundberg et al. (1997) find, for instance, that an exogenous change in
public transfers to the wife causes a substantial and significant increase in ex-
penditure on children’s clothing relative to men’s clothing, and on women’s
clothing relative to men’s clothing through increased bargaining power of
women.

Direct control of monetary resources is not the only factor that can con-
tribute to a relative increase in intra-household bargaining power. Preferable
characteristics such as higher education can also increase well-being at the
threat point and their power at home. For instance, Strauss and Thomas
(1991) find that the education of Brazilian mothers can increase children’s
height via their mother’s access to information, measured by indicators of
newspaper reading, TV watching and radio listening.

There are also other channels through which the female bargaining power
within the household can be increased, regulatory changes can, for instance,
be used as a proxy for an exogenous shift in family bargaining power. Rangel
(2006) uses a regulatory change in alimony rights in Brazil as a proxy for
an exogenous increase in relative bargaining power of women and finds that
this affects the level of investment in schooling of children. However, any
measure of couples’ relative power that does not involve an exogenous shift

in their utility at the threat point must be instrumented properly.
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As discussed by Pollak (2005, 2011), fall-back income, not actual income,
determines well-being at the threat point and, hence, bargaining power as
well. Consider for example a highly educated married woman where the
household tasks are divided such that she stays at home with the children
and takes care of the household. Her earnings are affected by the very
fact that she is married; she earns nothing even though she would have high
income should they split up and she start working. A spouse whose earnings
are low because he or she chooses to allocate working hours to household
production instead of market work, does not have less bargaining power.
However, a spouse whose fall-back income is low does have less bargaining
power.

We use therefore the ratio of salaries the married individuals could expect
to earn should they divorce their spouse as our proxy of the spouse’s relative
utility at the threat point, and hence also their bargaining power. In order
to estimate this salary we calculate the average salary of people of the same
gender and age with the same education living in the same region that either
do or do not have children.

Our bargaining power measure is prone to endogeneity as it is based on
many choice variables that are therefore very likely correlated with unob-
servables relegated to the error term. OLS estimates based on this measure
could thus be biased and we therefore need an exogenous source of variation
to instrument it. If fall-back income ratio is endogenous with respect to
the outcome under consideration, the instrumental variable estimates are

consistent, while the ordinary least squares estimates are not.

5.2 IV measures

In order to deal with the potential endogeneity of the fall-back income mea-
sure and establish a causal relationship between power and the composition
of household portfolios, we need a source of exogenous variation as an in-
strument for our measure of bargaining power.

To identify exogenous variation in the gender wage gap, we follow Aizer
(2010) in constructing a measure of county level labor demand shifts. This
measure is based on and uses the same identifying source of variation as an
index of labor demand introduced by Bartik (1991) that has subsequently
been used by Blanchard and Katz (1992), Bound and Holzer (2000), Hoynes
(2000) and Autor and Duggan (2003).
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This approach exploits the fact that certain industries have traditionally
been dominated by women (e.g., services) and others by men (e.g., construc-
tion). For instance, data for Sweden show that in 2006, 77.2% of employers
in health care, social services and veterinary services were women and that
92.0% of construction employees were men. We exploit this segregated na-
ture of the labor market for women versus men within the Swedish labor
market where increases in demand in some sectors result in exogenous in-
creases in the female/male wage ratio. Using the industrial structure of
the county under consideration and the countrywide wage growth within
industries we can create gender-specific measures of prevailing local wages.

The instrument we use is a measure of prevailing female (male) wages
that reflects solely the exogenous demand for female (male) labor. This
approach accounts for the fact that fall-back income, not actual income,
determine well-being at the threat point and solves the problem of potential
endogeneity of the fall-back income. The instrument is based on a measure
of average annual wages that are calculated by gender in each county as

follows:

Wgcey = Z QgeejW—cyj (7)
J

where aycej is the proportion of workers of gender g in county ¢ with ed-
ucation e that are working in industry j° and W_¢y; is the annual wage of
workers in industry j in Sweden except for county ¢ in year y. The pro-
portion aye; is fixed over the entire period so that selective sorting across
industries is not reflected in this wage measure. Our data contains 88 dif-
ferent industries, 21 different areas and 3 different education levels.

The reason for excluding the county under consideration when mea-
suring wages over counties is to prevent endogeneity associated with local
labor force characteristics, i.e., by doing this we remove from the measure
any changes in wages that could be caused by changes in local labor force
characteristics. This addresses the concern that the observed change in
countrywide wage growth is driven by the concentration of an industry in
the county under consideration.

By constructing our measure like this we know that counties with higher

gagcej = Ngcej/ > Ngce and therefore > agee; =1
g J
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concentration of female dominant industries that are experiencing a high
countrywide wage growth will experience a greater narrowing in the gender
wage gap and our identification is based on this. Let us assume that there
are only two counties, Stockholm and Gotland, and three industries, manu-
facturing, service and farming. Furthermore, the shares of each industry in
Stockholm and Gotland are 0.2, 0.7, 0.1 and 0.3, 0.2 and 0.5, respectively.
Now, if there is a higher countrywide wage growth in services than in the
other industries, Stockholm will experience a shrink in the gender wage gap
while Gotland does not, causing an upward shift in the relative bargaining
power of women in Stockholm

This measure of female/male wage ratio increased by 0.6 percentage
points, from 0.893 to 0.898, between 2000 and 2006. At the same time,
the true wage ratio increased by 7.0 percentage points, from 0.829 to 0.887.
These numbers can be found in table 6. Furthermore, figure 2 shows the
actual and fall-back wage ratio for each county on maps of Sweden. This
both illustrates the variation between counties and the divergence between

actual and fall-back wages.

5.3 Empirical Approach

The outcome variables of interest to us are the following:

Market participation:

0 if ¢p=0
H¢h>0 =

1 if ¢ >0

0 if 0,=0
I[(9h>0 =

1 if 6,>0

where ¢y, is the direct equity share for household h and 8y, is the risky share
for household h

Asset allocation:

Direct equity share:
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ZjeE Qn; P

o, = LT
ZjeA Qn; P
Risky share:
0), = ZjEEUF Qh,jpj
ZjeA Qnibj

where F stands for equity, F' for risky funds, A for all financial assets, Qp, ;
is the number of shares of asset j owned by household h and P; is the price

of asset j.

Risk taking and diversification:

Total risk: T Ry, is the total risk of household h and is defined as the volatil-
ity of the risky part of the portfolio, measured as the annualized standard
deviation of the return of the risky part of the portfolio. This measure

captures the volatility of the risky part of the household portfolio.

Idiosyncratic risk: 1Ry, is the idiosyncratic risk of household h and is defined
as the volatility of the part of the portfolio that is subject to idiosyncratic
risk, measured as the annualized standard deviation of the return of the part
of the portfolio that is subject to idiosyncratic risk. This measure captures
the volatility of the risky part of the household portfolio that is due to

idiosyncratic risk.

We consider the following regression:

Zh2
Yh=agt+a———— + ¢ 8
Zp1 + 2h2 (®)

where Y}, is the outcome variable under consideration of household h, zj;
and zp9 are fall-back incomes for the husband and the wife in household h,
respectively, and ¢, is an unobserved component which captures everything
else influencing the outcome variable under consideration.

We then add additional controls, Xp, in order to pick up background

factors:

Zh2

7+ﬁXh+€h 9
Zn1 + 2h2 ©)

Yy =00+ a1

If female bargaining power was randomly assigned across relationships,

we could give the OLS estimates in the above specification causal interpreta-
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tion. However, female bargaining power is unlikely to be randomly assigned
and it is possible that we are subject to selection on observables or unobserv-
ables. The coefficient on fall-back income, «q, will therefore not necessarily
represent the causal effect of women’s power on financial portfolio outcome
variables.

In order to overcome this endogeneity problem we need to isolate a
source of variation in female bargaining power that is exogenous to household
portfolio outcomes. We take advantage of the fact that certain industries
have traditionally been dominated by women and others by men and create
gender-specific measures of prevailing local wages based on the industrial
structure of the county and countrywide wage growth in industries dom-
inant in each county. This measure reflects gender-specific labor demand
(see Bartik, 1991; Blanchard and Katz, 1992) without being affected by un-
derlying worker characteristics in the county which could be correlated with
riskiness of household portfolios. Our hypothesis is that households living in
areas that experience increase in women labor demand will also experience
an increase in women’s power within their relationships.

The first stage regression equation can be written in the following way:

Whp = _ch2 = dg + 01 Ratiop, + BXy + up, (10)
Zh1 + Zh2
where Ratio is the ratio of local wages of females and the local wages of

male and females, i.e.,

. Sh2
Ratiop, = —————— 11
Sh1 + Sh2 (1)

where s5,1 and sp9 are local incomes!? for the husband and the wife in house-
hold h, respectively, and wj is an unobserved component which captures
everything else influencing the fall-back income ratio. The predicted value
of the fall-back income from the first stage, @y, is then used in the second

stage regression:

Yy = oo + a1wp, + BXp + € (12)

In order to be a good instrument, the Ratio variable can only affect

T0cal income is our gender specific measure of local wages that was defined in
equation(7).
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household portfolio decision making via the endogenous fall-back income,

and not through any other channels.

6 Results

6.1 Descriptive results

We first want to show that our data reveals the same characteristics for single
individuals and couples as are generally accepted in the literature. Figure
3 provides graphical illustrations of how single men and single women differ
from each other and from couples in their financial decision making. We
control for wealth and debts of agents, their age!!, whether they have ever
been married, whether they have children'?, whether they are homeowners
and their level of education'3.

The difference in market participation of single men and single women
depends on which definition of market participation we consider. When we
consider direct equity participation we find that single males participate,
consistently, more than single females but when we also consider participa-
tion in other risky asset markets there does not seem to be any consistent
difference between the participation of single men and single women in risky
asset markets. Furthermore, the figure also reveals that the participation
among couples is higher than among singles. This is consistent with the
finding of Christiansen et al. (2012) who find that becoming a two-headed
household makes investors participate more in the stock market. When we
also consider participation in other risky asset markets we find that our
comparison of singles and couples is consistent with the case of direct equity
participation: participation is risky asset markets among couples is higher
than among singles.

When we compare the asset allocation decisions of single males and single

"When controlling for the age of a couple, we use their average age.

12We control for the number of children under the age of 3, the number of children
between 4 and 10 and the number of children between 10 and 17.

13We do this by running regressions for the outcome variables of interest to us with
wealth, debt, age, a dummy for whether the person has ever been married, the numbers of
children in each age category, a dummy for whether the person is a homeowner, dummies
for different level of education as controls and dummies for whether the person is a part
of a couple, a single man or a single woman. We use the estimates obtained from these
regression to obtain predicted values for each group under consideration where the values
for the controls are the sample-wide averages of households for the controls.
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females by looking at the direct equity share and risky asset share for these
groups our results are more consistent with each other than when we looked
at the participation decision of single individuals. Conditional on partici-
pation, single males invest, consistently, a higher fraction of their financial
wealth in equity than single females. Also, among singles who do participate
in risky asset markets, males invest, consistently, a higher fraction of their
financial wealth in risky assets. However, when using this measure of the
risk content of household portfolios, the difference between single males and
single females is much less than when comparing their direct equity shares.
This implies that single males are more likely to invest in individual stocks
than single females, suggesting that single males might have higher propen-
sity to take idiosyncratic risk. The graph also reveals that couples have a
lower direct equity share and a lower risky share than singles.

Conditional on participation, total risk of single males, measured as the
volatility of risky part of their portfolio, is higher than that of single fe-
males. As with total risk, single males have higher idiosyncratic risk than
single women. Couples’ total risk lies between the total risk of single males
and single females and the idiosyncratic risk of couples falls between the
idiosyncratic risk of single males and single females. This fits with the re-
sults of Christiansen et al. (2012) who find that marriage acts as a financial
“risk-reducer” for men and a financial “risk-increaser” for women when they
analyze the effect of marriage on the share of wealth individuals hold as eq-
uity. The graph therefore suggest that single women take less risk and are
more diversified than single men and that the decision on financial risk tak-
ing and diversification of couples is a convex combination of the decisions
that a single men and women would take.

Idiosyncratic risk: The graphs are consistent with the idea that there
is something that separates men, women and married people from each
other when it comes to financial decision making and that is not readily ex-
plainable by observables. More specifically, the graphs illustrate that when
comparing single men and single women, conditional on background char-
acteristics, single men hold on average more risky portfolios, have higher
participation rates in equity markets and are less diversified and take more
idiosyncratic and total risk. We also show that couples are much more likely
to participate in equity markets and other risky asset markets. All these re-

sults are therefore in line with previous literature. Furthermore, the graphs
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for total risk and idiosyncratic risk are consistent with the idea that when
a man and a woman get married they each use their bargaining power to
enforce their preferences and that they eventually come to terms with an
arrangement that falls between the arrangements each of them would have
had outside the marriage and their relative bargaining power determines
which scenario their collective arrangement is closer to. This is all consis-
tent with what one would expect. However, it can also be seen from the
graphs for the risky participation, direct equity share and risky share that
not all financial decisions of households are a convex combination of the
decisions husbands and wives would take in case they were single, even after
controlling for everything conceivable. One potential explanation for this is
that family composition can be viewed as a source of a background risk and
therefore plays a role in determining the demand for risky assets and partic-
ipation in risky asset markets!4. Furthermore, although some of the figures
present strong evidence of a setup where household decisions are taken such
that decisions of couples are based on a convex combination of the prefer-
ences of the each spouse, they do not say anything about what determines
how their preferences are weighed even though one could expect the relative
bargaining power of the spouses to be the force behind how their utilities
are weighted. These graphs can therefore only be taken as a descriptive of
household behavior and if we wish to pursue the question of whether finan-
cial decision making of households is determined by the relative bargaining

power of spouses we must turn to regression analysis.

6.2 Regression results

Tables 7 and 8 provide a comparison of single men and single women, using
OLS estimations, and IV estimates of the effect of bargaining power on the
financial decisions of interest to us. The following subsections provide a
discussion of our results for market participation, asset allocation and risk

taking and diversification.

14Geveral papers show, both theoretically and empirically, how the existence of back-
ground risk can affect the riskiness of household portfolios. See, for instance, Guiso,
Jappelli, and Terlizzese (1996); Koo (1998); Heaton and Lucas (2000); Kimball and El-
mendorf (2000); Viceira (2001); and Haliassos and Michaelides (2003).
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6.2.1 Comparison of single males and females

The conclusions drawn from the comparison of market participation of sin-
gle males and single females are different depending on which measure of
market participation we use. When we look at direct equity participation
we find that single males participate more in equity markets than single
women. More specifically, single women are 6.4 percentage points less likely
to participate in equity markets, all else the same. This means that direct
equity participation is 27.9% lower for single women than for single men.
However, single females participate more in risky asset markets than sin-
gle males. Risky asset market participation is 1.4 percentage points higher
among single females than among single males, implying that risky asset
market participation is 3.1% higher for single women than for single men.

As in the case of the descriptive results, the comparison of the direct
equity share and the risky market share for single males and females are
more consistent with each other than the participation comparison. For
those singles who participate in equity markets, single males have a higher
equity share than single women, meaning that they place a higher proportion
of their financial wealth in equity. More specifically, the direct equity share
for single women is 5.0 percentage points lower than for single males, all
else equal. This means that the direct equity share is 16.5% lower than
for single men. Looking at the risky share, we find that even though risky
market participation is greater among single women than among single men
it turns out that for those who participate, single males have a higher risky
share than single women, meaning that they invest a higher proportion of
their financial wealth in risky assets. The risky share for single women is 1.6
percentage points lower than for single males, all else equal, implying that
the risky share is 3.7% lower for single females than for single men.

Our comparison of single males and single females also reveals that single
females hold less total risk in the risky part of their financial portfolios, i.e.,
the volatility of the return of the risky part of the financial portfolios of single
women is 19.4% lower than among single males. Furthermore, single females
hold less idiosyncratic risk in the risky part of their financial portfolios, i.e.,
the volatility of the return of the risky part of the financial portfolios that is
comprised of equity is 22.0% lower among single women than among single
men. We therefore conclude that when compared to single males, single

females hold less risk in their portfolios and they are better diversified.
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6.2.2 Couples

When looking at the decision on market participation within households we
find that as the married woman’s bargaining power increases, the house-
hold’s participation in equity markets decreases. More specifically, house-
holds where the woman has all the bargaining power is 39.8 percentage
points less likely to participate in equity markets than households where the
husband has all the bargaining power, all else equal. This implies that a
10 percentage point increase in the bargaining power of women, defined as
a number between zero and 1, decreases the direct equity participation by
10.5% from the population mean for couples. When we also consider the
decision on other risky asset markets we find that as the married woman’s
bargaining power increases, the household’s participation in risky asset mar-
kets decreases. Households where the woman has all the bargaining power
is 34 percentage points less likely to participate in risky asset markets than
households where the husband has all the bargaining power, all else equal.
This means that a 10 percentage point increase in the bargaining power
of women decreases the risky asset market participation by 5.6% from the
population mean for couples.

Considering asset allocation decisions within households, we find that
for those households who participate in equity markets, households where
women have greater bargaining power have a lower equity share, meaning
that they place a lower proportion of their financial wealth in equity. More
specifically, the direct equity share for households where women hold all the
bargaining power is 17.5 percentage points lower than for households where
all the bargaining power belongs to men, all else equal. This means that a
10 percentage point increase in the bargaining power of women leads to a
decrease in the direct equity share by 8.0% from the population mean for
couples. When we consider the asset allocation decision of those households
who participate in either equity or other risky asset markets, we find that
households where women have a greater bargaining power have a lower risky
share, meaning that they place a lower proportion of their financial wealth in
equity or other risky assets. More specifically, the risky share for households
where women hold all the bargaining power is 30.6 percentage points lower
than for households where all the bargaining power belongs to men, all else
equal. This means that a 10 percentage point increase in the bargaining

power of women leads to a decrease in the risky share by 8.1% from the
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population mean for couples.

Finally, we consider risk taking and diversification decisions of house-
holds and find that greater bargaining power of women reduces the former
and increases the latter. More specifically, our results show that as the mar-
ried woman’s bargaining power increases, the total risk in the household’s
financial portfolio decreases, i.e., the volatility of the return of the risky part
of the financial portfolios of households where all the bargaining power is
on the wife’s side is 0.046 points lower than it is for households where all
the bargaining power belongs to the husband. This means that a 10 per-
centage point increase in the bargaining power of women reduces the total
risk by 2.3% from the population mean for all couples. Furthermore, as the
married woman’s bargaining power increases, the idiosyncratic risk in the
household’s financial portfolio also decreases, i.e., the volatility of the return
of the risky part of the financial portfolios that is subject to idiosyncratic
risk is 0.056 points lower among households where all the bargaining power
is on the wife’s side than it is for households where all the bargaining power
belongs to the husband. This means that a 10 percentage point increase in
the bargaining power of women reduces the idiosyncratic risk by 2.2% from

the population mean for all couples.

6.3 Interpretation of Results and the Distribution of Effects

The IV estimates represent the average marginal change from an increase
in female/male wage ratio for the subgroup affected by the gender labor
demand ratio instrument. This subgroup is composed of couples whose
financial decisions are affected by small changes in relative gender labor
demand. These estimates cannot be generalized to the larger population
without additional assumptions, such as a constant marginal change in fi-
nancial decision making across households as a result of a change in the
household bargaining power distribution. Without such an assumption, the
external validity of the estimates depends upon the precision with which the
affected subgroup can be characterized and on the policy interest generated
by that group. However, the fact that Sweden is one of the most egalitarian
countries in the world could be used to motivate that the results likely give
a lower bound for global effects.

As discussed earlier, we hypothesized that a shift in bargaining power

from the husband to the wife causes a larger reduction in risk in household
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portfolios in households where wives are in the lower part of the threat point
distribution. More specifically, the portfolio effects should not come from
households at the top of the women’s bargaining power distribution, but
from households where women are on the margin of being able to exert their
preferences when it comes to household’s financial decision making, due to
their low bargaining power within the marriage, and we expect these house-
holds to be in the lower part of the women’s threat point distribution. The
assumption of a continuous distribution for women’s threat points allows
us to test this. Figure 4 presents the estimates obtained for different parts
of the women’s threat point distribution for the different outcome variables
we consider. The results support our hypothesis: portfolios of households in
which the wife’s wage is in the lowest quintile of the threat-point distribution
are much more affected by shifts in the bargaining distribution within the
household than other households. Figure 5 presents the estimates obtained
for different parts of the intra-household bargaining power distribution for
the different outcome variables we consider. The results support our hy-
pothesis: portfolios of households in which the household’s fall-back income
ratio is in the middle quintile of the fall-back income distribution are more
affected by shifts in the bargaining distribution within the household than
other households.

7 Conclusion

In this paper, we have shown that the household cannot be treated as one
unit when it comes to analysing the financial decisions making of households
and that the relative bargaining power of spouses is an important factor in
the financial decision making of a household. Previous literature has shown
that financial portfolios of women tend to be less risky than those of men,
all else the same and this also holds in our data. We contribute to the exist-
ing literature by showing that financial decisions made by married couples
depend on the relative bargaining power of the spouses. In order to carry
out this empirical test we constructed a measure of bargaining power that
captures the utility of spouses at their threat points and then we employed
a source of exogenous variation as an instrument for this measure to circum-
vent the endogeneity problems related to it. Since women, on average, prefer

less risky portfolios than do men we would expect the portfolios of couples
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where the bargaining power of the woman is relatively high to exhibit lower
levels of risk as compared to portfolios of couples where the relative bar-
gaining power of the woman is relatively low. This is exactly what we find
when we take this hypothesis to the data.

Our results are highly statistically significant and they are also of eco-
nomic significance. As the bargaining power of a married woman increases:
the participation in risky asset markets decreases; given that they do partic-
ipate, their share of wealth invested in risky assets decreases; the riskiness
of the household portfolio decreases; and the diversification of the portfolio
decreases. Furthermore, the effects come from households who are in the
lower part of women’s threat point distribution and who are in the middle
of the household’s relative bargaining power distribution.

Our findings have also some direct macro-economic implications of high
policy relevance, particularly in light of the crisis of the last few years which
had it roots in financial decisions that households made with respect to
purchasing and financing their homes. Our findings imply that in order to
understand how households make financial decisions they cannot be treated
as single units. Furthermore, any changes that might alter the power balance
within households can affect the financial risk taking of household portfo-
lios and thereby their fragility. This can therefore affect probability of an
economical crisis caused by household decisions. The results imply that the
empowerment of women reduces the risk taking of households and their fi-
nancial fragility, promoting a financial system that is more stable and less
prone to crisis

The literature on household bargaining has not been focused on house-
hold decisions that affect their portfolio composition and their financial se-
curity. Given the importance of the financial position of a household further
research on the internal financial decision making of households would be
of great value. Future work within this field could extend our analysis in
several ways, for instance in the direction estimating the effect of bargaining
power of ex-post performance of household portfolios. Important contri-
butions could also be made by exploiting natural experiments where the
relative bargaining power of spouses has been affected and investigate how
this has affected composition of household portfolios.

We have managed to look inside the black-box of how couples take fi-

nancial decisions in this current study but it would be interesting to open
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the box much more. We have shown that the bargaining power of spouses
does affect the composition of the financial portfolios of households but there
could be additional channels through which the composition is affected that
might be interesting to study. For instance, information might play an im-
portant role. It could be the case that single men and single women obtain
information in different ways. This might imply that once people are in a
relationship, their information accumulation changes and this could poten-
tially affect their preferences concerning financial investments. One possible
channel through which this could happen is peer effects as the composition
of the peer group of a single individual is very likely to be affected by their
relationship status. Another possible channel for how the preferences of an
individual concerning financial investments are affected by his relationship
status is division of labor market risk, as couples are able to pool their labor
market risk whereas singles cannot. These interesting extensions are left to

future work.
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Figure 1: Effects of a shift in bargaining position for different parts of the
threat point distribution of wives

Before the exogenous shift in sex specific labor demand, in favor of women, a woman
who is indifferent between divorce and being part of a marriage where she cannot
influence the financial decision taking (hereafter, the marginal woman) had a threat
point denoted by 7. When the shift occurs the marginal woman will be to the left of
the previous marginal woman, say at T.,. For husbands whose wife’s outside option lies
in between T2 and T3}, it was optimal to make risky investments before the shift but
now this is no longer the case. Women in part /I will therefore benefit from this shift on
bargaining position. For women in part I, the shift is not sufficiently large for their
divorce threats to become credible and render them able to enforce their preferences
when it comes to household financial decision making. The shift also has no effect for
women in part 11 since they were were able to enforce their preferences from the
beginning due to their good bargaining position within the household.
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Figure 2: Fall-back and actual income ratios by counties

The graph to the left shows the average fall-back income ratios of households in each county in Sweden. A
darker color means that the fall-back incomes of spouses are more similar in the county under consideration.
The graph to the right shows the average actual income ratios of households in each county in Sweden. A
darker color means that the actual incomes of spouses are more similar in the county under consideration. The
numbers displayed are percentages and are for the year 2006.
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Figure 3: The graphs are rescaled such that the outcomes for couples have mean zero, the solid
line represents single men and the dashed line represents single women. We control for wealth,
age, whether individuals have ever been married, whether they have children and whether they
are homeowners.
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Table 4: Descriptives - Income

(1) (2) (3) (4) (5) (6)
M>F M>0.7 F>0.7 M>F M>0.7 F>0.7
“(M+F)  *(M{F) (M4F)  *(M{F)
2000 68.3% 31.0% 14.4% 67.9% 12.0% 4.7%
2001  68.1% 30.9% 14.3% 67.7% 11.9% 4.6%
2002 67.7% 30.7% 14.5% 67.2% 11.3% 4.5%
2003  67.2% 30.6% 14.7% 66.8% 11.3% 4.5%
2004 66.8% 30.6% 14.7% 66.2% 11.5% 4.7%
2005  66.9% 30.9% 14.4% 66.5% 12.0% 4.5%
2006 66.9% 30.5% 14.1% 66.2% 11.8% 4.6%

(1)-(3): income, (4)-(6): fall-back income.
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Table 5: Descriptives - age and education

(1) (2) (3) (4)

M age> F age > M edu > F edu >

F age + 5 M age + 5 F edu M edu

2000 17.5% 2.1% 22.7% 31.0%
2001 17.5% 2.2% 22.4% 31.2%
2002 17.5% 2.2% 22.2% 31.3%
2003 17.6% 2.2% 21.9% 31.6%
2004 17.7% 2.3% 21.7% 31.8%
2005 17.9% 2.3% 21.5% 31.8%
2006 18.1% 2.4% 21.2% 32.0%

(1) shows the proportion of couples where the male is more than
five years older, (2) shows the proportion of couples where the
female is more than five years older, (3) shows the proportion of
couples where the male has higher education and (4) shows the
proportion of couples where the female has higher education.
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Table 6: Comparison of IV measure of the female/male wage ratio and the

actual ratio

2000 2001 2002 2003 2004 2005 2006
v 0.893 0.893 0.906 0.902 0.904 0.901 0.898
Actual 0.829 0.841 0.858 0.872 0.882 0.883 0.887

Actual salary ratios are conditional on both spouses being employed.
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