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ABSTRACT

The authors use data from the 1973 National Survey of Family Growth
to analyze the distributions of income and earnings capacity for husband-
wife units. Dividing the life cycie into three periods according to the
presence and age of children, they address the following questions:

(a) What are the patterns of capacity utilization of the various demo-
graphic groups across the life~cycle stages? (b) What is the relation-
ship between the distributions of earnings capacity and income? (b) How
are the distributions of male and family income related? Does the market
activity of wives narrow or widen the income gap between rich and poor
families? How do the presence and age of children affect the results?

Separate analyses are conducted for white and black families.



INTRODUCTION

Over the past two decades, an extensive literature has been built on the
subject of the distribution of economic well-being. Most efforts in this area
have been directed towards expanding the income measure by adding to the basic
family income figure other components of welfare, such as the -value of hus-
band's and wife's leisure, and the value of productive activities in the house-
hold. Representative studies are Sirageldin (1969), Taussig (1973) and
Moreno (1978). A recent book by Garfinkel and Haveman (1977) offers an
approach which complements previous research in this field. The authors
focus on economic status as indicated by the individual's ability to command
market goods. For some applications, this somewhat narrower view of economic
status may be more useful than the more comprehensive welfare concept emphasized
in previous studies. For example, if one's objective is to analyze the ex-
penditure patterns of households at various stages of the life cycle, it is
more important to know what their actual and potential purchasing powers are
at each stage than to know how '"well-off" they are in a more broadly defined
sense,

If we focus on economic status as measured by ability to command market
goods, two concepts are relevant: (a) the income available to the economic
unit, which reflects actual purchasing power, and (b) its "earnings capacity."
Garfinkel and Haveman (G-H) define this measure as the income an economic unit
would generate if it fully utilized its éesources. Earnings capacity thus re-

flects potential, as opposed to actual, consumption possibilities.



The distributions of income and earnings capacity differ for three major
reasons. First, the operation of income and substitution effects leads various
persons to utilize their capacities at different rates. Second, some individ-
uals face exogenous constraints which prevent them from realizing their poten-
tial earnings to the extent desired. Third, variations in preferences for
market work and income versus leisure and home activities lead various people
to supply different amounts of labor.

The main objective of this study is to analyze and compare various aspects
of the distributions of income and earnings capacity. We focus attention on
one important group of society: husband-wife units. Although the propensity
to live alone has been rising steadily in recent years, families headed by
husband and wife still constitute the predominant social arrangement. In the
process of investigating the distributions of family income and earnings capac-
ity, the distributions of the underlying male and female variables are examined.

The present study is a period analysis. Following our previous work
(Lehrer and Nerlove, 1980) the life cycle is divided into three distinct stages:

. the interval between marriage and first birth, the child-rearing stage, and a

final period which begins when all thé children have reached school age. To

the best of our knowledge, our analysis is the first of family income and

earnings capacity distribution in which life-cycle stage is distinguished by

the presence and age of children; previous studies generally represent life-cycle
period by age. Since (a) the wife's earnings potential and, especially, her actual
income, are crucially affected by fertility, and (b) her earnings capacity and

income contribute importantly to the respective family variables, we regard the

presence and age of children to be more significant indicators of where a family

is at in its life cycle than age.



Building on the work of Garfinkel and Haveman (G-H), we address the follow-
ing questions: (a) What are the patterns of capacity utilization of the various
demographic groups across the life cycle stages? (b) What is the association

between the distributions of earnings capacity and income? (c) How are the dis-

tributions of male and family inéome related? Does the market activity of wives
narrow or widen the income gap between rich and poor families? How do the
presence and age of children affect the results?

The data set employed in this study is the 1973 National Survey of Family
Growth. This survey, conducted by the National Center for Health Statistics,
Department of Health, Education and Welfare was addressed to 9,797 women, who,
at the time of the interview were currently married, previously married or
single with natural children living in the household. It contains pregnancy,
marital status and female employment histories, as well as a number of other
socio-ecénomic variables, including information on the various income sources
available to the respondent and her family. Cases corresponding to the follow-
ing respondents were eliminated: (a) unmmarried women, (b) women whose race
was neither black nor white, and (¢) women who had no childfen and expected
to have none in the future. Cases with illegitimate codes for relevant
variables were also excluded. The resulting sample size was 5,90L.

To allow for possible structural differences by raée;'séparétg models are
estimated for blacks and whites. We caution the reader that our results for

the group of blacks must be regarded as tentative in nature, since they are based

on relatively small sample sizes. 3

The plan of this paper is as follows: Section B discusses the concepts of
earnings capacity and utilization. Section C reports the wage regressions
which are used to estimate earnings capacity. 1In Sections D, E and ¥ we take
up, in order, the questions raised above. Finally, some conclusions and

directions for further research are presented in Section G.



B. ESTIMATION OF EARNINGS CAPACITY AND UTILIZATION

G-H define an individual's earnings capacity as the income the individual
would generate if he or she worked full-time in the market.1 In order to imple-
ment this definition, G-H divide their sample into various groups, according to
race and sex, and then they estimate separate regressions for each set. Their
dependent variable is annual earnings. Among the explanatory variables they in-
clude are: schooling, age, marital status, presence of children, a dummy indi-
cating full or part-time employment during the survey week, and dummies control-
ling for the number of weeks worked during the year. These regressions are then
used to impute an earnings capacity to each individual. The procedure, as des-
cribed by G-H, is the following: (p. 14)

For each individual...the values of the two employment variables
in the regression equation are fixed at full time and 50-52 weeks and
the values of the remaining variables in the equation are the indivi-
dual's observed human capital and demographic characteristics. Each
individual's imputed earnings capacity is obtained by choosing the
regression equation corresponding to the individual's race and sex,
multiplying the value of the remaining variables by the coefficient
associated with it in that regreésion equation, and aggregating these

products over the variables,

The procedure quoted above has an important shortcoming. Since the dependent
variable is annual earnings, the estimated coefficients confound the effects of
exogenous variables on (a) wages (i.e., hourly earnings), and (b) labor supply.
This imparts a positive bias on the estima?ed relationship between earnings capac-
ity and utilization. In addition, we have some reservations with regard to the
earnings regressions themselves. First, due to deficiencies in the data set employ-

ed by G-H, major determinants of earnings are omitted, among them, experience and,



very significantly for the group of married women, measures of the husband's
economic status, Second, although this is a common procedure in the literature,
we find it somewhat objectionable to have weeks worked as a regressor in an
equation explaining earnings, since, by definition, earnings = wage x hours per
week x total weeks. 1Inclusion of weeks worked thus results in extremely signifi-
cant coefficients, which may obscure the effects of other variables,

In our work, we estimate earnings capacity by multiplying the individual's
wage by a standard number of hours (2,080 hours, based on full-employment work
of 52 weeks, 40 hours per week). For those individuals who participate in the
labor force, we compute the wage by dividing annual earnings by the total number
of hours worked furing the year. For those with a zero level of labor supply,
we impute wages using instrumental regressions based on the sample of working
individuals.

Following G-H, utilization is defined as the ratio of actual income from
employment to earnings capacity. This ratio may exceed 1 if the individual works
more than 40 hours per week, which is not unusual, or if he holds a secondary

job.



C. WAGE REGRESSIONS

The first step toward the computation of earnings capacity is to estimate
wage regressions for each demographic group. These regressions may then be
used to impute a wage to those cases in which the wage variable isAmissing.
Separate equations are estimated by sex, race and life-cycle stage at the time

of the interview.

Male Wage Regressions

The wage regressions for men are reported in Table 1. Following the tradi-
tion in the literature, our dependent variable is the natural logarithm of the
wage. Among our independent variables we include education, measured in terms of
years of regular schooling, and experience. This is computed by subtracting 6 and
the years of schooling from the individual's age at the survey date. The under-
lying assumption behind this procedure is that men work continuously after complet-
ing their education, a valid one in most cases. We also control for the median
income earned in the individual's occupation (based ©On the 1970 Census, U.S. Summary,
part 1, p. 1-766), and for residence in the South, or outside a Standard Metropol-
itan Statistical Area.

Examination of Table 1 reveals that blacks benefit less from education than
do whites. 1In every period we find that each additional year of schooling adds
more to the wages of whites than it does to the wages of blacks., This agrees with
earlier findings in the literature (e.g., see Harrisomn, 1972). The coefficients
of the experience variables are remarkably different among the races. In period
1, the coefficient of experience is la;ger for whites than for blacks; the differ-
ence is markedly accentuated in period 2; in period 3, while whites are still

benefiting from additional experience, the coefficient of this variable becomes

insignificant for blacks. The squared experience variable is negative and signifi-



cant for whites in all stages; for blacks, it is only significant in period 1.
The occupation variable is significantly positive in all cases, except for blacks
in period 1. Residence in the South always decreases wages; residence outside a

SMSA has a negative effect on wages only among whites.

Female Wage Regressions

Table 2 reports our regressions for women. Preliminary analyses based on
Heckman's (1976) methodology showed no evidence of selectivity bias; thus ordi-

nary least squares procedures are employed. As before, the dependent vari-

able is the natural logarithm of the wage, and education is measured in years of
regular schooling. For the case of women, the information contained in the sur-
vey allows us to include another variable, ‘'Special Education.!" This equals 1
if the woman had some other training, such as technical education, and 0 other-
wise. The experience variable represents the total number of years in which the
woman participated in the labor force, up to the survey date. This is computed
using the retrospective female employment histories available in the survey.
The occupation and location variables are defined in the same way as for men, ex-
cept that the former is now based on the 1970 Census figures for women.

Inspection of Table 2 shows that, as expected, the education variables have
a positive impact on the wage. Contrary to what we found for men, the coeffici-
ents are not always larger in the group of whites. The experience-wage profile of
white women is interesting: while experience has a strong impact on the wage in
the pre-first birth period, this effect vanishes in the child-rearing years, re-
appearing, though not as strongly as before, in the post child-rearing stage. A
plausible explanation lies in the discoutiﬁﬁity of labor force participation in
the child-rearing interval, and the depreciation of skills this implies. The
experience-wage profile of black women is strikingly different. While the coeffi-
cient of experience is insignificant in the interval between marriage and first

birth, it is strongly positive in the subsequent stages. This racial difference



may, in part, reflect the different life-cycle capacity utilization patterns dis-
played by white and black married women, as documented in section D,

As expected, the coefficients associated with the median income earned in the
respondent's occupation are always positive and significant. Residence in the
South is negatively associated with wages, but not strongly so for whites. Living
outside a SMSA only depresses wages significantly among whites in period 3, and

blacks in period 2.

D. PATTERNS OF CAPACITY UTILIZATION

As shown in the next section, whether the income of a demographic group is
characterized by more or less dispersion than earnings capacity, depends import-
antly on the nature of the gross association between earnings capacity and
utilization (i.e., without controlling for other variables). Thus, the utiliza-
tion patterns of married men, women and families are examined here. 1In what fol-
lows we attempt to explain the relationship between earnings capacity and utiliza-
tion in terms of income and price effects. Underlying the analysis is the common,
albeit strong, assumption that preferences and constraints do not vary systemat-
ically with the level of earnings capacity.

Examining the case of men first, the nature of the association between earn-
ings capacity and utilization is ambiguous a priori, since a chance in earnings
capacity gives rise to substitution and income effects which work "in opposite
directions. An increase in earnings capacity makes leisure more expensive, thus
creating an incentive to supply more labor to the market. On the other hand, the
increase in earnings capacity is associaté& with a higher income, which enables
the individual to demand more leisure. To the extent that men with high earnings
capacities tend to have relatively high levels of non-labor resources, this would

reinforce the income effect associated with a higher wage level.



While similar effects operate in the group of women, several differences must
be noted. First, in addition to the influences described above, there is another
substitution effect which leads wives to work more in the market and less at home
as earnings capacity rises. This phenomenon, which was first emphasized in the
pioneering work of Mincer (1962), greatly increases the probability that higher
earnings capacities will be associated with higher utilization rates among
married women. Second, the magnitude of the income change associated with a
change in earnings capacity is a positive function of the level of labor supply.
This is because if an individual is supplying, say, a very small amount of labor,
the amount of enrichment caused by a wage increase will, likewise, be small.
Since married women typically display lower levels of labor supply than their
husbands, we may expect the income effect to be smaller for the former group.
Third, in the extreme case where the level of labor supply is zero--a common
situation among wives--there is no income effect; however, the substitution
effects still operate. Thus, for non-labor force participants, an increase in
earnings capacity unambiguously increases the probability of entering the labor
force. Fourth, for wives, these relations are complicated by the following
facts: (a) Positive assortative mating by education in the marriage market
would lead women with high earnings capacities to marry men who also have rela-
tively high earnings capacities, and (b) the labor supply of married women is
quite sensitive to variations in the husband's economic situation. Thus, if we
examine the gross association between married women's earnings capacity aﬁd
utilization, a positive sign would indicate that the own substitution effects
outweigh the income effects associated wifh their husband's and their own earnings
capacities.

The empirical findings are displayed in Table 3. Panel A shows the rela-
tionship between earnings capacity and utilization for white and black men in the

various periods. Several observations may be made. First, among white men,
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there is a marked negative association between earnings capacity and utilization
in all periods, suggesting that the income effect is stronger than the substitu-
tion effect. Although the association is clearly not monotonic for blacks, the
overall pattern suggests a weak negative relationship. Second, expressed as per-
centages, many of our utilization figures exceed 100. As is clear from Table 4,
this is due to the fact that a substantial proportion of men work more than 2080
hours in their primary jobs, and further, many of them hold secondary jobs. It
is interesting to note that, perhaps because of the different estimation proce-
dure employed by G-H, all of the utilization rates they report are less than 100.

Third, white men display greater utilization rates in each group than their
black counterparts, with the exception of the third quartile in period 1.
Fourth, the utilization rates of white men increase steadily as they advance
from one period to the next; this result holds for all the quartiles. The
irregular patfern uncovered for black men may reflect a mixture of strong cohort
and life-cycle effects in this group.

Panel B of Table 3 reports our findings for the group of married women.
As expected, both white and black married women display the lowest utilization
rates in the child-rearing stage. It is interesting to note, however, that
while for whites, the peak utilization rates in all quartiles occur in the pre-
marriage interval, for blacks they occur in the post child-rearing stage. 1In
addition, whites display higher levels of labor supply than blacks in period 1,
but the opposite result holds in periods 2 and 3.

Although the relationship between earnings capacity and utilization is not

monotonic in all periods for the group of black women, in general, the figures
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suggest a fairly pronounced positive association between these variables. Thus,
for this group, the substitution effects appear to be stronger than the income
effects. For whites, the relationship exhibits marked non-linearities. QOne can
say, however, that in all periods, utilization is lowest among women in the
first quartile and highest among those in the fourth quartile. Again, this is
suggestive of relatively powerful substitution effects.

Panel C of Table 3 reports our findings on the association between earnings
capacity and utilization for the set of husband-wife units. The figures indi-
cate important non-linearities, which reflect the different patterns exhibited
in Panels A and B. In general, the positive element in the female pattern seems
to dominate.

Qur results comcerning the nature of the association between earnings capac-
ity and utilization are consistent both with the theory outlined above and with
previous studies in the literature which find relatively strong income effects
for men and relativély strong substitution effects for women (Mincer, 1962;
Kosters, 1966; Dickinson, 1974). However, our results differ markedly from
those of G-H. The authors find a positive association between earnings capacity
and utilization for the group of men, and a negative relationship for the group
of women. According to our arguments of section B, we expected to find more
ﬁositive associations in G-H's results than in ours; thus, we are somewhat

puzzled by the differences between their findings and our own for females.

E. THE RELATIONSHIP BETIWEEN THE DISTRIBUTIONS OF INCOME
AND EARNINGS CAPACITY -

An important difficulty that arises when trying to compare the distribu-
tion of income with that of earnings capacitybis that, because the latter is
based partly on an imputed variable, its variance is artificially compressed.
To alleviate this problem, we use a procedure similar to that employed by G-H:

for all those individuals with missing wages, we adjust earnings capacity by
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adding to this variable a random number drawn from a normal distribution with
zero mean and a standard deviation equal to that of the residuals of the appro-
priate wage regression.

Table 5 presents the coefficients of variation of income and earnings capac-

ity for the different groups. Comparison of Panels A and B reveals that, for

both races, in all periods, male income is more equally distributed than male
earnings capacity; the opposite result holds for women. Examining the family
distributions, we note that, except for whites, period 2, the female pattern
dominates, so that the inequality of income is at least as large as that of
earnings capacity.

The following decompositions of the logarithm of income and earnings
capacity shed some light on these findings:3

(1) vVvar (lny)

Var (1loW) + Var (InH) + 2 cov (1noW, 1lnH)

(2) vVar (1nE)

I}

Var (loW), where

W wage

actual hours of work during year

W x H = income

I

W x 2080 = earnings capacity.

According to equations (1) and (2), if utilization and productive capac-

ity are positively related, the distribution of actual income will unambiguously

be characterized by more dispersion than that of earnings capacity, If utilization
and productive capacity are negatively related, which distribution is more

unequal depends on the relative magnitudes of Var (1nH) and 2 cov (1noW, 1lnH).

In light of these decompositions, the results shown in Table 5 appear to be

consistent with the findings reported in the previous section, which suggest

that, albeit interrupted by important non-linearities, a negative element
dominates the association between earnings capacity and utilization for men,

while a positive element dominates that for women. Thus, for men, the effect
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associated with the negative covariance between earnings capacity and utiliza-
tion outweighs the variance in utilization rates. For women, the findings in
Table 5 reflect, in addition to the influences isolated by the above decomposi-
tions, the fact that while the distribution of income has many zeros, this is
not true of the distribution of earnings capacity. Since the differences
between the distributions of female income and earnings capacity are substan-
tially more pronounced than the corresponding differences for men, the female
patterns tend to dominate in the comparisons between the family distributions.4

F. THE RELATIONSHIP BETWEEN THE DISTRIBUTIONS
OF MALE AND FAMILY TNCOME

As documented in Table 3, Panel B, female capacity utilization rates vary
markedly over the life cycle, reflecting the significant influences exerted by
the presence and age of children. 1In this section, we consider the impact of
the market activity of married women at the different stages on the distribu-
tion of family income. If the utilization rate of female earnings capacity
were zero, the distribution of family earnings would coincide with that of the
husband's earnings. As soon as some women enter the labor market, these dis-
tributions diverge. The empirical question is which is characterized by less
dispersion. |

_The results in Table 5 indicate that the relationship between male and
family earnings inequality, as measured by the coefficient of variation, varies
among the two racial groups, and, within each group, among the periods. For
whites, the difference in the coefficients of variation is 15.3% in period 1,
4.12% in period 2 and 7.347 in~period13. The corresponding figures for blacks
are -1.65%, 3.04% and 7.20%. While the racial difference is extremely pro-

nounced in the first stage, the differences in the second and third periods are

minor.
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In order to interpret these findings, it is helpful to decompose the

squared coefficient of family earnings in the following way:

C% = azcb21+ BZCE% + 2qﬁrcMCF R
where YT = total family earnings
YM = husband's earnings
YF = wife's earnings
o =§M/§T
B =Y, /Y,
r = correlation coefficient between spouses' earnings
CT’ CM’ CF = coeffic%ents of variation of total, male and female earnings,
respectively,

This equation says that, as one would anticipate, the smaller the vari-

ability of male earnings on the one hand and female earnings on the other, the more

equal the distribution of family earnings will be. Further, family earnings will
have a smaller variability the closer to zero, Or the more negative, the correla-
tion coefficient between husband's and wife's income.5

The above decomposition indicates that the inequality of family earnings, as
measured by the squared coefficient of variation, is not an average of the
imequality of male and female earnings. 1In addition, this equation shows that
it is not necessary to have a negative correlation between the spouses' earnings
in order for family earnings to be more equally distributed than husband‘s earn-
ings alone. 1Indeed, it can easily be verified that if the husband's and wife's

characteristics are identical, i.e., YM = YF’ and CM = CF’

the coefficient of
variation of family income isvalways'iess than that of male (or female) income,
except when r = 0, in which case they are equal.

Table 6 presents the empirical results of this decomposition, for black and
white households separately. Table 7 displays the life-cycle variation of mean

incomes, ¢ and g.
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- Inspection of these tables suggests that the apparent similarity among the
racial groups in periods 2 and 3 masks important, countervailing differences. On
the one hand, the correlation coefficients between the spouses' earnings are sub-
stantially larger and more significant among blacks than among whites. For black,
working-wife families, the correlation coefficients are .329 and .366 in periods

2 and 3, respectively; the corresponding figures for white, working-wife households
are .181 and .174. The racial difference is even more pronounced when the

labor force participation effect is taken into account, i.e., when all families
are considered: the correlations for blacks are .291 and .343, while those for
whites are .0199 and .0606. This phenomenon tends to make the contribution of
white wives more equalizing than that of their black counterparts. On the other
hand, the greater labor force involvement of black mothers results in female
coefficients of variation which are substantially lower than those of white
mothers. While for the former group, the squared coefficients are 4.48 and 1.98
in the child-rearing and post child-rearing stages, respectively, for the latter
group they are 1.52 and 1.0l. This effect tends to make the contribution of
black mothers more equalizing.6 The net result of these opposing influences

is that the magnitude of the improvement in the distribution of family income

due to female market activity is about the same for blacks and whites in periods

2 and 3.

The picture for period 1 is rather different. In this stage; the contribu-
tion of white wives improves the distribution substantially, while that of black
wives actually exacerbates inequality, albeit by a very small amount. To a
large extent, this pronounced difference Bétween the two racial groups may be
attributed to the fact that the correlation coefficient between the spouses’

earnings is markedly higher among blacks; further, the coefficient of variation
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of female earnings is also larger in the black group, reflecting in part the
lower participation rates of black wives in this interval.

Our study lends support to previous findings in the literature. Using
_data from the Current Population Surveys: of March 1968 and March 1975, Danziger
(1978) finds that white working wives improve the distribution by a small amount.
For blacks, the effects uncovered are negligible: the 1968 CPS data show that
female work improves the distribution slightly, while the 1975 CPS data indi-
cate that female work increases inequality slightly.

A more recent article by Smith (1979), based on data from the 1960 and 1970
U.S. Censuses, contains similar findings. Summing up his conclusions, the
author notes that "... wives' earnings have a quite distinct impact between
black and white families, reducing measured inequality far more in white
families." Smith's article goes one step beyond Danziger's by attempting to
explain this racial differential. As Smith points out, the differential re-
flects, in part, the following factors: ﬁ(l) black wives account for a larger
proportion of family earnings, (2) the coefficient of variation of black
female earnings exceeds those of white females, and (3) covariances in earnings
of spouses are positive for blacks and negative for whites." (p. S172)

The present analysis suggests somewhat different reasons for the differen-
tial impact of female earnings in the two racial groups. Qualitatively, we

agree with Smith's point (3). Our results indicate that the weaker correlation

between the spouses' earnings among whites is an important force leading to the
greater equalizing impact that white female earnings exert., But we disagree on
points (1) and (2). With regard to the first point, we note that although in

the child-rearing and post child-rearing periods, black mothers indeed account

for a larger proportion of family earnings than do white mothers (i.e., the
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values of 8 are larger among blacks), this factor does not make the contribution
of black mothers less equalizing. Indeed, if instead of having 8 = .24 and

B = .30 for blacks in periods 2 and 3, respectively, the white weights applied,
_namely, B = .09 and B = .15, it can easily be verified that family income in-
equality among blacks would change very little, increasing by a small amount in
period 3 and decreasing slightly in period 2. With’reSpect to Smith's second
point, our study suggests the opposite for periods 2 and 3 (which is where most
families are likely to be): since black mothers participate more in the market

than their white counterparts, relative inequality is smaller in the former group.

G. CONCLUDING REMARKS AND DIRECTLIONS FOR FURTHER RESEARCH

The preceding sections have analyzed the distributions of two statistics:
earnings capacity and income. OQur work focuses on actual and potential earnings
from labor resources only. An important topic for future research is to obtain
better estimates of actual and potential ability to command market goods,
estimates which include non-labor sources as well. It would also be of interest
to add to the analysis the impact of the tax and welfare system.

It should be noted that G-H's notion of earnings capacity is somewhat differ-
ent from the one used here. G-H try fo ""'opurge' earnings capacity of exogenous

limitations on employment by defining a corrected earnings capacity, EC , as

follows:
* 50-W
EC = EC ( =0 ), where
EC = uncorrected earnings capacity,

=
li

weeks not worked due to sickness, disability or unemployment
In our data, we do not have information on W, so we cannot use this procedure.

The question still remains, however, as to whether this approach is desirable. 1In
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one sense it is: if an individual does not work because he cannot find an
acceptable job, then his earnings capacity is not a good indicator of his
ability to command goods in the marketplace. But, on the other hand, unem-
ployment is usually a transitory phenomenon, and if one performs this adjust-
ment, earnings capacity becomes subject to some of the same shortcomings which
characterize the income concept. In addition, theoretically W should also
include other constraints, such as weeks of work lost due to discrimination in
employment, or because adequate child care could not be found. W could conceiv-
ablyiequal 50 for many women, if considerations suchbas these could be taken
into account.

Is a partially corrected EC better than a non-corrected EC? Perhaps
it is preferable to leave EC uncorrected and then argue that the distributions
of income and earnings capacity serve as brackets for the distribution of

economic status, in the narrow sense used in this paper. If variations in
constraints play a larger role than variations in labor supply decisions,
income is the more meaningful indicator; if the opposite is true, earnings
capacity is the better measure.

If we consider the group of married women in the American society, variations in
labor market behavior probably reflect mostly voluntary decisions; however, the
impact of exogenous constraints should not be underestimated. Lack of job
opportunities, discrimination in employment, and unavailability of suitable
child care arrangements substantially limit the possibilities women have of
realizing their potential earnings to the extent desired. A recent study by
Presser and Baldwin (1980) reports that éiose to one out of five mothers with
pre-school age children say they would enter the labor force if adequate child

care were available. With regard to men, it is well known that many fail to

achieve the utilization rates they desire due to unemployment, strikes and
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illness. A study based on the 1976 Wave of the Panel Study of Income Dynamics
indicates that more than a fifth of male heads of households reported wanting
more work than they could get (Morgan, 1979). Nevertheless, males probably
face fewer constraints on employment than females. In the traditional hous-
hold, the presence of young children does not pose an obstacle to the market
activity of fathers. 1In addition, there is no discrimination problem for the
group of white males. On the other hand, there is also a tendency, in the
traditional household, for husbands to desire full-time or close to full-time
employment. Thus, while exogenous limitations probably play the dominant role
for the group of males, both variations in preferences and constraints appear
to be less important among husbands than among wives. These arguments are
largely speculative; further research designed to quantify more precisely the
various effects described here would be very desirable.

The present paper focuses on only one dimension of fertility, namely, the
presence and age of children in the household. An interesting extension of
this research would be to examine the impact family size has on the distributions
of female and family income and earnings capacity. If the households in the
child-rearing and post child-rearing periods are divided into various groups
according to the number of children in the family, how much of the inequality
of male, female and total earnings (actual and potential) is accounted for by
dispersion within fertility groups as opposed to variation among fertility groups?
A question which is considerably more difficult to address is: How do fertility,
female labor supply, and the distributions of family income and earnings capacity
interact? An analysis of these four vari&ﬁles in the context of a simultaneous-

equations model is an intriguing topic for future research.
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TABLE 4: THE LABOR SUPPLY OF MARRIED MEN

WHITE BLACK
Period 1 Period 2 Period 3 Period 1 Period 2 Period 3

Percentage of men

who worked (in

primary job):

Less than 2080 hours 36.5 22.3 16.4 30.3 28.9 23.5

2080 hours 32.1 38.0 40.4 43.8 51.5 57.6

More than 2080 hours 31.5 39.6 43.2 25.8 19.6 18.8

Percentage of men
who held a sec-
ondary . job 25.4 18.8 12.5 12.4 14.0 8.5




TABLE

5: COEFFICIENTS OF VARIATION OF
INCOME AND EARNINGS CAPACITY

24,

PANEL A: INCOME
WHITE BLACK
Period 1 Period 2 Period 3 Period 1 Period 2 Period 3
Husband's Income 724 .668 .650 .541 .701 .719
Wife's Income .795 2.12 1.41 .888 1.23 1.00
Husband's Income plus
Wife's Income .621 .641 .604 .550 . 680 .669
PANEL B: EARNINGS CAPACITY
WHITE BLACK
Period 1 Period 2 Period 3 Period 1 Period 2 Period 3
Husband's Earnings .764 .915 .756 .606 .795 .918
Capacity
Wife's Earnings .459 .595 514 421 .511 .566
Capacity ‘
Husband's Earnings
.543 .671 .576 .438 .556 .669

Capacity plus
Wife's Earnings
Capacity
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FOOTNOTES

G-~H also include income from non-employment sources in their defini-
tion; however, this is neglected in many of their analyses. All the work re-
ported in this paper abstracts from non-labor income. The terms '"income'

and "earnings" are used interchangeably throughout.

The square of experience is omitted, since this variable was always insigni-

ficant in preliminary regressions,

These decompositions are helpful in that they illuminate the role played by
the association between earnings capacity and utilization in the relationship
between the inequality of income and earnings capacity; however, these
decompositions cannot be implemented empirically, unless the numerous cases

in which H is zero are eliminated.

G-H's findings and our own may not be compared in this respect, since they
only present results on the relationship between pre-transfer income and
earnings capacity for the entire population, while we focus on the associa-

tion between actual earnings and earnings capacity for the married population.

Assuming monotonicity, the sign of cov (Y _, YF) is the same as that of

cov (lnYM, lnYF). We can express lnY

wage and H

. ey
F as lnwF + lnHF, where WF is the wife's

7 is the number of hours she works in the market in the year under

consideration. We do not decompose lnYF, under the assumption that most hus-

bands work full time. Thus:

cov (1lny , lnYF)

M E (lnYM an?) + E (lnYM lnHF) - E (lnYM) E (lnYF)

cov (1nYM, anF) + cov (lnYy , lnHF)

It follows that family earnings will tend to be more equally distributed than
husband's earnings (a) the more negative, or the less positive, the associa-
tion between husband's earnings and wife's wage, and (b) the more negative

the association between husband's earnings and female labor supply.

i
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These differences are somewhat less pronounced when only working wives are
considered. The squared coefficients of variation for periods 2 and 3 in

this case are 1.12 and .832 for whites, and .,580 and .534 for blacks.

The actual values of Ci for blacks in periods 2 and 3 are .463 and .448,
respectively, If the values of ¢ and 8 for whites in these periods held
for blacks, all other factors remaining unchanged, the figures for C2

T
be .462 and .458. 1In order to explain this finding, note that, as indicated

would

in the text, Ci = qzci + QZC§ + 20RT Since empirically r is not equal

CMCF.
to 0, ¢ and B play a role not only through the first two terms (which indi-
cate the contributions of male and female inequality to the dispersion of
pooled earnings), but also through the third term, which captures the cor-

relation effect.
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