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Abstract

Severd papers in the literature on intra-household alocation have suggested
that various household ‘outcomes’, such as demands, saving, child hedlth etc.
depend on the digtribution of income within the household. In this paper we
condder the issue of the intra- household digtribution of welfare directly using a
survey messure of sdf-perceived economic wel-being. First, we do not find
any impact of the incomes of other non-related (‘ peer-group’) persons on the
financid satisfaction of sngles. Thisis in contrast to other recent findings that
suggest that agents condder relative incomes when conddering their own
satisfaction. Second, we find that husbands and wives often report very
different levels of financid satisfaction. Findly, the most important correlate
with relative satisfaction within the household is found to be relative income.
Thisisadirect confirmation of the previoudy implicit findings.
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1. Introduction

The past four decades have seen a strong increase in women' s participation in the labour force
with a consequent increase in women's share of income within married households (see, for
example, Mulligan and Rubingein (2002)). In a unitary modd with income pooling this shift in
the digtribution of income within the household should not have any impact on most household
decisions nor on the relative levels of welfare of the two members of the household." Severa
papers in the literature on intra-household alocation have suggested that various ‘ outcomes
(such as expenditures on exclusive goods, child hedth etc.) do, in fact, depend on the
digtribution of income within the household (see, for example, Thomas (1990), Browning et al
(1994), Lundberg et al (1996) and Phipps and Burton (1998)). This is seen as an explicit
rgection of the unitary mode. Implicit in these analyses is that a higher share of household
income for one partner leads to a higher wefare for that person. In this paper we consder this
consequence directly using a survey measure of sdf-perceived economic well-being.

Our andysis is based on survey responses concerning ‘financia satisfaction” and information
on household economic factors. To give a ‘benchmark’ for the interpretation of responses by
married individuds, we first conduct an analyss for sngles. We find that for this group own
income, age, being unemployed and being retired have a srong impact on reported
satisfaction. We do not find any influence of age or education. More controversidly, we find
that the incomes of any ‘peer-group’ do not influence financid satisfaction. Thisisin contrast
to the recent literature, which suggests that there is an influence (see the surveys by Clark and
Oswald (1996) and Frey and Stutzer (2002)). Turning to couples we find that there are
differences between the responses of wives and their husbands. Although a number of factors
are corrdated with these within household differences, the most important Setigtically and
subgtantively is the digtribution of income within the household. This reproduces the rgection
of income pooling and provides direct evidence that the didribution of income within the
household does impact on the within household distribution of welfare.

LI the higher levels of labour force participation are caused by changes in the relative wage of women
then there will be an impact on household decisions such as the allocation of time and the expenditure on

work related goods. By definition, however, the two partners are assumed to have the same level of utility



In the next section we present some details of our data source, the Danish component of the
ECHP for 1994. Section three presents the empiricd analyses for sngles. In section 4 we
present the results for the levels of satisfaction expressed by married individuds. In section 5
we present an analyss of the differences between responses by married individuas. The fina

section concludes.

2. The data

The data used are the Danish 1994-wave of the European Community Household Pand
(ECHP). This indudes a Household Regigter, a Household Questionnaire and an Individua
Quedtionnaire (Eurogtat, 1996) asking questions of al adult family members. We focus on
gngle individuas and married couples with no one ese in the household. This gives asample of
622 single women and 516 single men, and 916 married (or cohabiting) couples. Detalls of the
sample sdlection and sample datigtics are given in the Data Appendix, where the table A1
refers to singles and table A2 to couples.
Besides quedtions on income, labour market behaviour, housing situation, etc., the ECHP aso
includes questions on many different agpects of subjective well-being. In the following anadyses
we use responses to the question:
How satisfied are you with your present financial situation?

Responses are categorised in Sx groups ranging from “not satisfied a al” to “fully satisfied”.

Obvioudy, this information relies on being comparable across individuds, which is not
necessarily the case, as respondents may use the scale differently. Satisfaction questions have
been repeatedly validated by psychologists and sociologists for many years (see Clark, 1997).
Our andlyss largely follows the tradition in this literature that dedls with other sources of
satisfaction. Specificaly, we present an ordered Probit for the responses with the ‘usud’ right
hand side variables. These include household disposable income, age, education, sex, labour
force gatus (‘employed’, unemployed’ and ‘out of the labour force') and the income of a
reference group. Details of the congtruction of the latter are given below. For couples we aso

include a measure of the within household distribution of income.

in a unitary model, so that these changes cannot induce changes in the distribution of welfare if the

unitary model holds.



3. Empirical analysis for singles

Although our main concern is with couples and intra-household issues, we begin with a
andysis of the satisfaction responses of single respondents. Thisis to dlow us to develop an
interpretation of the responses to the question concerning satisfaction with the respondents

‘present financiad gtuation’. Once we have this, we sdl assume that the responses of
married/cohabiting respondents can be interpreted in the same way, and use this as an
Identifying assumption to andyse intra- household effects.

From Table A1 we see that our sample of dngle women is older than for the males (an
average age of 59 for women and 47 for men). Both our samples are bi-modd in age (with
relatively few respondents in the middle age range) so we work with the age categories given
in the Table A1 in our andysis beow?. Similarly, we aso have a much higher proportion of
women than men who are ‘out of the labour force (which dmost dways means retired). In
our andyds we explicitly check for the sendtivity of our results to including such a large
proportion of retired agents. Men have higher levels of education, which presumably reflects
the age digribution and the increasing educetion levels for younger cohorts. Findly, the
average net income for men is 23% higher than for women.

The response to the satisfaction question given here includes anly five categories as the firgt
two - categories 1 (“not satisfied at dl”) and 2 (“not very satisfied”) — are merged, because
there are very few respondents who locate themselves in the first category. Table 1 presents
the reported satisfection levels for men and women. As can be seen, women tend to report
somewhat higher levels of satisfaction but this may smply reflect the differences in the samples
of sngle men and single women. To take account of this, we use an ordered Probit approach.
We begin with arelatively generd specification with age, sex, income, labour force status and
education variables on the right hand sde. These are included in a generd way. For example,
we include splines for the Sx age groups given in Table Al, crossing between gender and
education dummies and a quadratic in log income. Neither sex nor education are sgnificant
anywhere. Thus the higher average vaues in the raw data for women can be wholly attributed
to differences in other characteristics. We dso find that the age effects are captured by asingle

2 We split the over-60'sinto the 60-67 and over-67 groups since Danes are eligible for a state
pension at age 67.



gline variable for the over-50s. Specificdly, we use a spline that is zero for anyone aged
below 50 and linear in decades thereafter (so that it has values of 0, 1 and 2 for 50, 60 and 70
year olds, respectively). The results presented in the first column of Table 2 represent the fina
preferred, parsmonious specification. The likdihood ratio datistic for the 12 generd to
gpecific redrictions is 14.0, o the redrictions made in the specification search are not
rejected.

For the preferred specification we find that satisfaction increases significantly with annud
income. We find that older people are more likdly to be satisfied, conditiona on income and
labour force status. Being unemployed lowers satisfaction, even though we condition on annud
income. Thisisin agreement with other investigations, see Clark and Oswad (1994), Oswad
(1997) and Winkdmann & Winkemann (1998). Our result suggests that respondents have a
shorter period than the current year in mind when they interpret the ‘present’ in the question.
Thus someone who is unemployed for a short time may not experience much of afdl in annud
income but there may be a 9gnificant fdl in current (this month’s) income. Findly, we find that
being out of the labour force, conditional on age and income, lowers satisfaction. Since thisis
likely to be a highly perssent state we cannot interpret this in the same way as being
unemployed, and, we do not have any convincing explanation for this finding. In the second
column of Table 2 we repeat our andyds taking the subset of 516 agents who are dl in the
labour force. As can be seen, this redtriction leaves the results dmost unchanged for the effects
of income and being unemployed.

One aspect of the research literature on happiness and satifaction that has been much
discussed is the impact of the aspiration levels and the status of others in the economy (see
Clark and Oswad (1996) and Frey and Stutzer (2002) for discussion and references). In the
current context we take ‘aspiration’ to mean the income of others who are smilar to the
respondent. Of course, this leaves open the precise definition of the peer group; we take sex,
education, age and labour force gstatus to be the determining factors. To define aspiration
levels for income we formulate a net income equation for our respondents, usng these
varigbles We then investigate whether deviations from the predicted leve for individuas has
an impact on satisfaction. We again adopt a general specification to start with but since our
purpose here is prediction we do not have to refine our specification. We emphasize that we



are running a net income equation and not a wage or earnings equation. In particular, we
condition on labour force status so that retired agents are taken to compare themselves to
other retirees.

The results for the net income equation are presented in Table 3. The main features of this
regresson are;

?? Men have incomes that are about 5% higher on average, conditional on dl the other
factors. Thisisagood deal lower than the unconditional difference of about 23% seen in table
Al

?? Income is increasing below age 40, and even more sharply below age 25 (the spline
coefficient is a dope parameter). Above age 40, income begins to dowly decline (conditiona
on not changing labour force satus). This could be either an age effect or a cohort effect.

?? The effect of education is very different for men and women. For example, there is a
condderable premium for having high rather than medium education for men, but not for
women. For men, the premium for having medium education rather than low education is quite
smal. Once again, it should be kept in mind that we are not estimating a wage equation and
we have a substantia proportion of retirees in our sample, so that these effects cannot be
interpreted in the conventional manner.

?? Being unemployed or out of the labour force lowers income by about the same (large)
amount, conditiona on the other factors being the same.

We define the ‘income aspiration’ level of an individua to be the predicted income from these
regressions for that person, conditiona on their individua characterigtics.

We include the congtructed aspiration level in the satisfaction ordered Probit. We identify
the effect of aspirations on satisfaction by the excluson of dl of the variables that enter the
income variable but not the satisfaction equation. The excluded varigbles include gender and
education and are jointly highly sgnificant in the income equetion. It is important to note this
ance we find tha the aspiration level is whally indggnificant in the satisfaction ordered Probit —
a tvdue of -0.2. Thisis something of a surprise, given that the evidence in other contexts
using cross-section data indicates sgnificant peer effects. For example, Clark and Oswald
(1996) find peer effects for job satisfaction, Neumark and Postlewaite (1998) find an effect of
the labour supply of other family members on own labour supply, and McBride (2001) and



Stutzer (2002) that relative income matters. In contrast, we do not find any evidence that
single people use anything other than their absolute level of income in determining ther
satifaction with their ‘present financia Stuation’. Thus we take the specification given in table
2 as our benchmark and proceed using it in the andysis of couples.

4. Empirical analysis for couples

In this section we consder married (or cohabiting) couples with no children or other adultsin
the household. In Table 4 we present the numbers for reported satisfaction for married men
and women. Comparing these with the values in Table 1 we see that married respondents
report more satisfaction for their financia Stuation than singles (on average). For example,
38.7% of married men report being very satisfied as againgt 29.1% of sngle men. The mean
reported score for married individuds is 0.4 higher for men and 0.3 for women. Thisfinding is
expected given that married couples can exploit economies of scae and aso tend to have
higher lifetime individua incomes. For the moment, we stay with the individua responses and
compare them to those for singles. The basic gpproach is to repesat the andysis conducted for
sngles, without taking into account the characteridtics of the partner. We then include some
common household characterigtics such asjoint income. Findly we shdl look at the differences
between the responses of husband and wife.

In Table 5 we present the results from ordered Probits for married men and married women
separately, using the specification from the andysis of singles. The labour force Satus variables
are for the individua concerned. We firgt adopt a ‘unitary’ gpproach in which we have
‘income pooling’ so that only the level of household income matters. The results are presented
in columns 1 and 3 of table 5. We see that the results for married men and for married women
are broadly amilar. Comparing with the results for angles (see Table 2) we have:

?? theage effectsfor sngles and married individuds are smilar;

?? theimpact of own unemployment isagood ded lower for couples. Thisis congstent with
own employment being less important for ‘financid’ gtatus for married individuds than for
angles,

?? for couplesthereis no sgnificant impact of being out of the labour force;



?? theimpact of household income on satisfaction is Sgnificantly stronger for couples than for
angles.

The main concluson from this is that in a unitary framework, household income is one of the
most important determinants of satisfaction with the financid Stuation for both sngles and
married individuals.

Income pooaling is the most important implication of the unitary hypothess. However, as
discussed in the introduction, the recent intra- household literature suggests strongly that it is not
only the ‘sze of the pi€’ that matters but aso the share that each person receives and this may
be related to the share of income. To test for thisin this context, we include the wife' s share of
household income in the andyss. This variable (or some variant of t) is widdy in the non
unitary literature to test for failures of income pooling. Having said this, it has to be admitted
that the use of the variable does not have any strong theoretical underpinning. For exampleit is
not clear if it is relative potential wages (independent of current labour force status), relative
earnings or reative nontlabour income that should meatter. This reflects the lack of any
theoreticd mode that rigoroudy determines the determinants of within household inequdity in
anortunitary framework.

The gatistics for the wife' s share of income for our sample are given in Table A.2. As can be
seen the median is about 45% with about 25 per cent of wives in our sample earning an
income that is less than one third (35%) of their husband and another 25 per cent earning a
least as much as (50%) their husband. These values reflect the high labour force participation
of women in Denmark. Columns 2 and 4 present the results when we include the share
variable on the right hand dde of the satisfaction equations. The coefficients on the other
variables do not change very much. We find that the wife's share has a sgnificantly negative
impact on the hushand's satisfaction and a pogitive impact on the wife's satisfaction. This is
exactly in accord with the ‘ predictions of non-unitary models.

To illudrate the scae of these effects, consder two households A and B. In household A the
wife has no income of her own and household income is equd to the husband's income. In
household B the wife earn haf the income. The wife in B is predicted to have the same
satidaction as the wife in A if household income in B is 16% lower than in A, wheress the



husband in B needs household income in B to be 53% higher to compensate him for his lower

share.

5. Within household differences

We now present more focussed results on the differences between the responses of husband

and wife. Suppose that satisfaction for husband (h) and wife (w) are given by:

3 S, ?X'?,?227?, ?U

S ?X ?,227,?u,

where S, is the (latent continuous) satisfaction score for the husband, X, is a vedtor of the

husband specific variables (such as his age) and Z isavector of common household varigbles
(for example, log household income) and ?, and ?, are coefficients for the husband. If we

take differences and re-arrange, we have:

* * r ’, r ¢ W ¢
4 S 25, 2% ?2x,7?.?2x,'%?,22,5?22'%, 22, 2e,.

Thisisthe bass of our empiricd andyss of differences.

Turning to the relative responses of satisfaction, a cross-tab of the two sets of responses
reveds (unsurprisingly) that in a mgority of households the two partners respond in the same
way. There are, however, some sgnificant differences. To show this (and to congtruct a
central variable in the following analyss) we congtruct an ordered varigble that takes vaue -2
if the husband is much less satidfied than his wife (his response is a least two points below
hers); vaue -1 if heisless stisfied (his response is one point below hers), zero if they report
the same leved of satisfaction and +1 and +2 respectively for the wife being less satisfied or
much less satisfied than her husband. The proportions for vaues —2, -1, 0, 1 and 2 are 7%,
16.5%, 59%, 12.4% and 5.1% respectively. Thus we see a dight tendency for wives to report
more satisfaction than their husbands (23.5% negatives as agang 17.5% pogtives). Of

course, these differences could just be noise due to misreporting. If they are Smply noise then
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they will be uncorrdated with other household factors. The centrd focus of this paper is
whether these differences are sysematicdly corrdated with household characterigtics in
generd and ‘sharing’ parameters in particular. Alternatively t could be that women smply
report higher levels of financid satisfaction (as they seem to in other contexts, see Clark
(1997) on job satisfaction, and Alesina et al (2002) for genera satisfaction). The andys's on
singles, however, suggested that the differences between financia satisfaction reported by men
and women could be explained by differencesin characteristics other than gender.

We now present an andlysis of the differences in reported values of husbands and wives

satisfaction. To do this, we take the ordered variable described in the previous paragraph as
our dependent variable in an ordered Probit. We begin with a specification motivated by

equation (4), and then ‘test down’ to a more parsmonious preferred specification. The results
reported in Table 5 suggest that (%, approximately equals [3,, so that it comes as no surprise

thet the individua (age and labour force status) levels are insignificant (a ?>%3" datistic of
5.7). In the first column of Table 6 we present the estimates for the ordered Probit analogue of

equation (4) without the wifé's age and labour force gatus levels variables (but with an
intercept included):

(5) S?s,? % ?2X,?2?22? e,

The results are, as we would anticipate from Table 5: the difference in the age spline and the
dummy for being out of the labour force and the level of household income are inggnificant
individualy and jointly (the 223" datistic for exclusion is 2.3). The second column presents
the results for the more paramonious specification, which drops these variables. As expected
the difference in being unemployed and the wifés share both impact negativey and
ggnificantly on the difference in reported satisfaction. In the find column of Table 6 we present
an augmented equation to show that the result for the wife's share is robust. This is the result

of a specification search that began with a much broader set of variables and then ‘tested
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down’ to the specification given here® We find that difference in age and education aso
impact on differentid satisfaction, with older and better educated partners reporting higher
satisfaction. These variables and the signs of their coefficients are congstent with the demand-
based analysis of Browning et al (1994).

6. Conclusions.

In this paper we investigate the determinants of respondents self-reported satisfaction with
thar financid dtuation. We find that for sngles the most important determinants are income,
age and labour force gatus. Significantly, we do not find any impact of gender or ‘aspiration’
income. The latter isin contrast to the wider literature on messures of satisfaction with other
aspects of life. It remains an open question as to whether our contrary finding is due to
differences in the specification or to our focus on financid satisfaction.

Turning to couples, we find that the reported levels of (unconditiona) satisfaction with their
financid Stuation are somewhat higher for married individuas than for singles. This presumably
reflects the fact that married individuads have higher lifetime income and gain from the
publicness of some expenditures. We dso find that husband and wife often report different
levels of satidfaction. As regards the determinants of financid satisfaction, the effect of
household income is stronger for married individuals than for couples and the effect of age is
about the same. The effect of ‘own unemployment’ is smdler for married individuas, which
presumably reflects the reduced impact of unemployment on household income. The impact of
being out of the labour force gtatus is much smdler and indgnificant for married individuas.
Our mogt important finding is that the wife's share of household income impacts postively on
her satisfaction and negatively on her husband's. This is in accord with findings for other
outcomes in the intra-household literature. In a detailed examination of the differences in
responses, the intra-household digtribution of income is seen to be a mgor and highly
ggnificant factor. Interestingly, we aso find that factors such as differences in age and
education are aso sgnificant, with older and better educated partners reporting higher levels of

® In this specification search the t-value for the wife's share was always at least 3.8 (in absolute
value).
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satisfaction. Findly, differences in employment status have a sgnificant impact even though
they seemed raively unimportant in the level's specification.

This paper presents a fird atempt at measuring directly the impact of the intra- household
dlocation of income on the distribution of materid well-being within the household. Our results
are consstent with earlier findings in the literature and reinforce the widespread perception that

who bringsin income does matter for outcomes and for welfare.
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Tables

Tablel
Reported levels of satisfaction (6="very satisfied)
Sngle men Sngle women
Satisfaction=1,2 12.6 9.7
Satisfaction = 3 145 12.2
Satisfaction = 4 20.2 18.2
Satisfaction =5 23.6 26.1
Satisfaction =6 29.1 33.9
Mean leve 4.42 4.62
Table 2
Ordered Probits for satisfaction responses of singles.
FULL SAMPLE (# IN LABOUR
= 916) FORCE (# = 516)
Spline for over-50's 0.44 0.59
(0.04) (0.2)
Unemployed -0.86 -0.92
(0.12) (0.12)
Out of labour force -0.36 -
(0.10)
Log income 0.41 0.43
(0.09) (0.12)
Pseudo-R 0.08 0.07
Standard errorsin brackets.
Table3
Income equation for singles.
COEFFICIENT (SE) (BOTH
VARIABLE MULTIPLIED BY 100)
Mae dummy 5.42 (3.3)
Age sling, <25 7.04 (1.6)
Age spline, 25-29 1.96 (1.2)
Age spline, 30-39 1.71(0.6)
Age spline, 40-49 -0.2(0.6)
Age spline, 50-59 0.01 (0.6)
Age spline, 60-67 -2.07 (0.7)
Age spline, > 67 -0.59 (0.2)
Femde, high education 11.5(3.8)
Male, high education 23.0(4.0)
Fema e, medium education 12.3(3.2)
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Male, medium education 4.86 (3.5)
Unemployed -33.2(3.5)
Out of labour force -33.5(3.0)
Table4
Reported levels of satisfaction for married/cohabitating individuals
(6 ="Very stidfied’).

MARRIED MEN (%). MARRIED WOMEN (%).
Satiffaction=1,2 5.3 47
Satisfaction =3 8.93 7.9
Satisfaction = 4 19.6 20.2
Satisfaction =5 27.5 23.0
Satisfaction =6 38.7 4.1
Mean leve 4.85 494
Table5
Results for married/cohabitating individuads
MARRIED MEN MARRIED WOMEN
Spline for over-50 0.44 0.44 0.52 0.52
(.04) (.04) (0.05) (0.05)
Unemployed -0.33 -0.31 -0.40 -0.39
(0.22 (0.22 (0.16) (0.16)
Out of labour force -0.01 -0.02 -0.07 -0.08
(0.09) (0.09) (0.09) (0.09)
Log household income 0.76 0.71 0.70 0.73
(0.10) (0.10) (0.10) (0.10)
Wife s share of income - -0.62 - 0.26
(0.21) (0.21)
Pseudo-R? 0.05 0.06 0.05 0.06




Table6
Results for differencesin satisfaction for couples

MODEL | MOI?EL MOl:?EL
? (SPLINE FOR -
0.14
OVER-50) (0.09) -
? (Unemployed) -0.70 -0.69 -0.74
(0.16) (0.15) (0.16)
? (Out of labour 0.01 ] -
force) (0.08)
Log household 0.03 ] -
income (0.08)
Wife s share of -0.81 -0.79 -0.83
income (0.22) (0.20) (0.22)
? (Age) - - 0.25
(0.07)
. , 0.11
? - -
? (High education) (0.09)
? (Medium ) ] 0.16
education) (0.07)

Note: ? (y) denotes the difference between the value of y for the husband and
for thewife (0 that ? (Unemployed) takes on vaues—1, 0 and 1).

18



Data appendix

We dart with 1211 single people (defined as having only one adult and no children present in
the household). We drop 3 households that do not have a usable response to the satisfaction
question. We then drop 65 respondents who either do not report net income or report an
annual total of less than 25,000 Danish Crowns (about 4500 Euros). Findly we drop 5
respondents for whom we do not have education information. This leaves us with a sample of
1138 respondents. Summary datisticsare givenin Table A1.

For couples, we begin with 1054 households. We drop 106 observations that have unusable
satisfaction responses by one or other partner, 39 households with very low income and 2
househol ds with unusable education information. This leaves us with 907 households.

TableAl
Destriptive satistics for sngles.

VARIABLE SINGLE MEN SINGLE WOMEN

Number 516 622

Age< 30 25.4 16.6

Age 30-39 20.0 6.6

Age40-49 14.0 8.0

Age50-59 114 11.6

Age 60-67 6.8 10.1

Age> 67 22.5 47.1

Medium education 0.42 0.29

High education 0.26 0.20

Unemployed 0.12 0.07

Out of labour force 0.36 0.65

Net annud income 103,507 84,200

Table A2
Descriptive atistics for couples
HUSBAND WIFE

Age 55.0 51.9
Medium educetion 0.42 0.33
High education 0.28 0.23
Unemployed 0.03 0.06
Out of labour force 0.28 0.23
Annua income (,000 1115 776
Euros)
No annua income 1.5% 3.8%
Wife' s share of income Firgt quartile, median, third quartile = 0.35, 0.45, 0.50
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