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Preface

This volume contains analyses of data from the first eight waves of the
Panel Study of Income Dynamics. Past analysis has shown that family composition
changes, labor force participation decisions, and changes in earnings all contrib-
ute to the fluctuations in economic status experienced by our panel members. In
the first part of this volume, we attempt to evaluate the relative importance of
these events and decisions for various groups of panel individuals. The second
part deals with a variety of loosely related topics: the relationship between
macroeconomic growth and family income; how family background, education, and at-
titudes affect earnings level and change; and the patterns of year-to-year change
in earnings. Other chapters cover fertility patterns, labor force participation
decisions of wives, and the determinants of participation in the food stamps pro-
gram. As in previous volumes, we summarize work of other researchers who are
using the panel data. We also have three short, descriptive chapters which up-
date past research or present information on some of the questions that are new
to the eighth wave.

Amazingly, our staff has remained largely unchanged and sane. Joan Brinser
continues to care for our respondents and our English. Beverly Harris and Paula
Pelletier manage the increasingly long and complicated data set. Charles Stall-
man supervises the data editors; Tecla Loup, the coders. Wanda Lemon and Barbara
Browne perform countless clerical tasks skillfully. Priscilla Hildebrandt and
Anne Sears do so many different things that they defy any occupational classifi-
cation, three-digit or otherwise. Mary Corcoran has joined our analysis staff
this year. Richard Coe, Daniel Hill, Martha Hill, and Saul Hoffman help analyze
the data, plan for the future waves of the study and somehow are finding time to
complete their dissertationms. After several years of looking after and caring
for the panel study within HEW, Jonathan Lane has left government service for
journalism. We wish him well and welcome his successor at HEW, Gordon Goodfellow.

We extend our thanks to Linda Stafford, who edited this volume, and to Doug

vii



Truax and the staff of SRC's Publishing Division.

We are greatly indebted to the following individuals for their kindness in
reading early drafts of this volume which incorporates many but not all of their
suggestions: W. H. Locke Anderson, Frank M. Andrews, William Birdsall, Angus
Campbell, and Harold Levinson of The University of Michigan; Robert Ferber, The
University of Illinois; Paul Glick, Bureau of the Census; Arthur Goldberger, The
University of Wisconsinj; Zvi Griliches, Harvard University; C. Russell Hill, The
University of South Carolina; Jonathan P. Lane, The U. S. Department of Health,
Education and Welfare; Gilbert Nestel, The Ohio State University; Janet Peskin,

The U. S. Department of Health, Education and Welfare; and Paul Taubman, The Uni-

versity of Pennsylvania.

Greg J. Duncan
James N. Morgan

Ann Arbor
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Introduction

Social scientists have, in recent years, learned a great deal about the
determinants of various components of family well-being. While this under-
standing is far from complete, we now have a large number of empirical studies--
some which use data from the Panel Study of Income Dynamics--of the ways in which
earnings, labor force participation, labor supply, and fertility are affected by
such factors as education, work experience, race, sex, and family background.

Our understanding of change in economic status, however, is still quite
primitive. A primary reason for this empirical "underdevelopment" has been the
lack of longitudinal observations of a representative sample of individuals. 1In
the absence of data of this kind, most of the commonly held notions about change
in economic status have been drawn from the analysis of cross-sectional data,
but there are obvious limits to the propriety of dynamic inferences from static
(cross-sectional) data. As a result, it is probably fair to say that social
science has thus far failed to discover even the basic empirical dimensions of
change in economic status, let alone begun to understand the processes by which
these changes take place.

The analyses presented in the first four chapters of this volume focus
directly on the description of changes in economic status experienced by dif-
ferent subgroups of the population. The Panel Study of Income Dynamics is well-
suited for this kind of analysis, since it has followed a representative national
sample of families for eight consecutive years from 1968 to 1975.l The panel
study data include annual measures of the components of economic status and show
incredibly diverse changes in the well-being of panel families over the eight-
year period.

Previous volumes in this series have presented some preliminary material on
the nature of change in economic status, and these earlier findings provide the
focus for much of the analysis which follows. A comparison of the economic
status of individuals in 1967 and 1972, measured by the ratio of family income
to estimated family needs in each of the two years, was presented in Volume III.2

Only a quarter of the individuals in the study remained in the same relative

lBecause the study follows all members of the original sample of families,
it retains its representativeness over time. Income is reported for the years
prior to each interviewing year (i.e., 1967-1974).

2"Family income" and '"needs" are defined in the Glossary.
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income/needs position in both years. Less than half of the persons even in the
lowest income/needs decile in 1967 were in the same economic position in 1972.
Analysis also demonstrated that the composition of the low-income population
itself was highly volatile; over the first six years of the study, only 2 percent
of all sample individuals fell into the poverty group (income less than needs)
every year, but over one-fifth fell below the poverty level during at least one
of the panel years.3

Attempts to explain change in economic status and in its main component--the
earnings of the head of the family--were, for the most part, unsuccessful. The
conventional independent variables which satisfactorily explained the level of
economic status in cross-sectional analyses did not explain change in status
nearly as well. A series of attitudinal and behavioral measures were also tested
and failed to show a significant relationship. It was concluded that there was
"a great deal of heterogeneity and a great deal of change that has little to do
with the gradual increase in earnings that is so often the focus of theoretical
analyses."4

One factor which did appear to be strongly related to change in economic
status was change in family composition. Volume IV of this series examined this
relationship in detail and documented not only the pervasiveness of family com-
position change, but also its effects on changes in economic well-being. A
particularly strong relationship was found between change in marital status and
economic status for both married women and women who began the panel period as

single heads of families.

Purpose

When economic status is measured by total family income relative to a family
needs standard, then change in economic status may be seen to result from changes
in the various components of income and also from changes in the composition of
the family. The components of total family income are the wage rates and work
houfs of family members, and transfer and capital income; the needs standard
accounts for the number, age, and sex of family members.

In the first four chapters of this volume we attempt to account for the

variability of change among individuals--not just central tendencies--in several

3Lane and Morgan (1975), p. 34.

4Morgan (1974), p. 75.
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measures of economic change. Our measure of the variability is the variances of
the change measures, which we allocate (1) among additive components of the
change measures and (2) among different subgroups of the population. Thus, we
hope to provide a broad perspective on the relative importance of changes in
family composition, in the labor force participation of all family members, in
wages and work hours for those continuously in the labor force, and in transfer
and capital income.

Our analysis of the components of change is largely descriptive. We show,
for example, the relative importance of family composition changes and labor
force participation decisions, but we have not attempted a theoretical explana-
tion of th2se changes and decisions. Because of the descriptive nature of the
analysis, the correspondence between what accounts for changes in family economic
well-being and what ought to be the focus of research and public policy is by no
means direct. Some components of family income and family composition changes
which make a large relative contribution to the explanation of change in economic
status may be expected and planned for or may be unlikely to be altered by public
policy. Policy decisions need to be based on analysis of the causal models of
the changes and decisions that are described here, and this descriptive analysis
points out the potentially most important components of change in economic well-
being whose determinants deserve investigation and also identifies the components
which are the least important.

The reader may object to this analysis of change because it combines such
obvious and dramatic events as entering or leaving the labor force with things
which have been of more theoretical interest to economists such as unemployment
or changes in earnings. A causal analysis surely requires looking separately at
these disparate sources of change in status. But our purpose is to put all the
various analytic studies into some perspective, particularly since it is not

always true that the changes we have assumed to be determined by individual

5We use the conventional, statistical definition of variance, i.e.,
n
Loy, - )2
i=1

n-1

where Y is the change measure, the subscript i refers to the ith individual,
and n is the total number of individuals. (See Appendix 1.1.)

6 . . .
It should be kept in mind, however, that components which account for little
of total change may constitute a large fraction of income Zevel. Information on
the level of the components is given in Appendix A.
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choices or affected by public policy are really any more discretionary or subject
to influence than other events. Indeed, decisions such as when to start a new
household or when to retire may be more under an individual's control than his
promotions or his unemployment, and they may also be affected by public policies,

intentionally or not.

Method

To study change one must have an unchanging unit of analysis. Families are
not suitable since family members may marry, divorce, split off, or join other
families; only individuals remain identifiable year after year. Individuals can
be classified according to their relationship to the head of the family at a
point in time. Their economic status during any year is simply that of whatever
family they belong to at that time.

Following the procedure described in Volume IV, we conducted our analysis
separately for the following groups of individuals, classified by their relation-

ship to the head of the household in 1968:7

Married male household heads.

Wives of household heads.

.

Unmarried (i.e., single, widowed, divorced) male household heads.

.

Unmarried female household heads.
Sons, aged 10-29 in 1968.
Daughters, aged 10-29 in 1968.
Children, aged 1-9 in 1968.

~N o bk BN

The general pattern of analysis was as depicted in Figure 1.1, although the
analysis for each group of individuals had its own minor differences. Each indi-
vidual in the sample was associated with a level of family income/needs reported
in the first and eighth years of the study. The interpersonal variance in
change of income/needs was first decomposed into parts associated with changes

. R 8 . .
in income and with changes in needs. Since the changes in these two components

7Less than 2 percent of sample individuals were children over 30 years of age
or some other relative of the household head (e.g., grandchildren, brothers,
nieces, etc.). These individuals have been excluded from this analysis. In
nuclear families, the husband is defined to be the household head.

In addition, we have departed from the purely descriptive and assessment-
oriented mode by looking separately at blacks and at the low-income population.
And for the married men, we looked separately at the middle-aged group only to
see what accounts for most of the change during the middle years when entering
or leaving the labor force is rare.

8See the appendix to this chapter for algebraic detail.
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7
are not completely independent of one another, it was expected that there would
be some covariation that could not be uniquely allocated to the two components
separately.

The second stage in the analysis involved accounting for changes in the
income and needs components. Because changes in family income are composed of
changes in the several additive types of income (e.g., labor, transfer, and
asset income), the variance of change in income is made up of the sum of the
variance of change in each component and covariance terms for each pair of income
components. The variance of changes in family needs, on the other hand, cannot
be decomposed neatly into a set of additive components. It can, however, be
allocated among subgroups of individuals that experience different types of
family composition change.9

A third analysis stage took the variance of change in the labor incomes of
a set of individuals and allocated it among subgroups according to change in
labor force status. Some income changes were brought about by retirement or ex-
tensive unemployment, while others were due to changes in hourly wage rates and
(smaller) variations in work hours. This stage revealed the relative importance
of changes in labor force participation in producing changes in labor income.

A final analysis was performed for individuals in the labor force in both
the first and last years of the study. Since labor income is the product of
hourly earnings and annual hours, it is possible to decompose the variance of
change in labor income into the variance of change in hours, hourly earnings, and
a covariance term.

A very brief summary of the findings and their policy implications is given
in the final section of this chapter. The following section summarizes the

results of Chapters 2-4 in greater detail.

Summary of Results

Changes in Income/Needs

The initial analysis stage allocates the variance of change in economic
status (total family income relative to needs) into parts associated with the
variance of change in income (in constant dollars) and with variance in change
in needs. The results of this analysis for several subgroups of sample indi-
viduals are presented in Table 1.1 and can be summarized quite succinctly: For

all groups in the sample, changes in family income were much more important in

9Components of variance accounted for by subgroups add up to the total
variance without any covariance terms.



Table 1.1

COMPONENTS OF THE VARIANCE OF LOG CHANGES IN
TOTAL FAMILY INCOME/NEEDS, 1967-1974
(Various Groups of Sample Individuals)

Weighted Percentage £n Change in £n Change
Subgroup of Population Total Family Income in Needs

Married Male Household
Heads in 1968 21.2%% 83.2% 16.8%

Wives of Household
Heads in 1968 22.9% 85.9 14.1

Unmarried Male
Household Heads 1.7 87.5 12.5

Unmarried Female
Household Heads 6.2 85.2 14.8

Sons of Household
Heads, Age 10-29
in 1968 13.8 78.7 21.3

Daughters of Household
Heads, Age 10-29
in 1968 12.2 79.7 20.3

Children of Household
Heads, Age 1-9
in 1968 22.1 85.7 14.3

Note:

*

The natural logarithm of the change in income/needs is equal to the log
of the change in income minus the log of the change in needs. The vari-
ance of the log change in income/needs, therefore, equals the variance of
the log of change in income plus the variance of the log of change in
need minus two times the covariance. In this table the variances have
been scaled to add to 100.0 percent in order to facilitate comparisons
between groups. The unscaled variances and covariances for children age
1-9 in 1968 are given in the appendix to this chapter and in the appro-
priate chapters for the other groups.

In the above calculations, incomes have been deflated by the increase in
the Consumer Price Index since 1967.

There are more former wives than former husbands left in the panel because of
differential mortality and other panel losses.



accounting for change in economic status than were changes in needs.lo The
importance of income changes was remarkably uniform across the various subgroups,
accounting for a low of three-quarters of the variance of the change in income/
needs for those who were initially sons and daughters of household heads in 1968
and for almost nine-tenths of the variance for the initially unmarried male
household heads. Since changes in family needs came about primarily from family
composition changes (and, to a lesser extent, from changes in the ages of family
members), we can conclude that changes in family composition did not account for
a major fraction of the change in family economic well-being by operating through
changing family needs. They may, however, have been more amenable to the will
and decisions of the individual, and they affected family income as well as
needs. The extent to which family composition changes affect family income

alone, however, is a separate issue to which we now turn.

Changes in Income

Since changes in family income so dominated changes in the income/needs
ratios, it is crucial to determine how much each of its components contributed
to its importance. This analysis is summarized in Table 1.2 for the various
subgroups of individuals. 1In contrast to the results for income/needs, the
relative importance of the separate income components varied considerably across
the subgroups.

As might be expected, the variance of change in the labor income of the
male adults was very important for most sample individuals. More than three-
fifths of the variance of change in the total family income of husbands, wives,
and young children was accounted for by changes in the husband's (father's)
lgbor income. The importance of labor income for those who began the panel
period as unmarried household heads was similar in magnitude.

Since the earnings and labor force participation patterns of women are
important subjects, it is helpful to put into perspective the relative impor-
tance of changes in the incomes of wives and female household heads. As
Table 1.2 shows, the variance of labor income changes of these women were much
less important than those of the men; and, for certain groups of individuals,
these changes were also less important than changes in asset income or in the

income of other family members. A look at the components of change in the fam-

lOAs explained in the appendix to this chapter, the variance of the natural
logarithm of change in income/needs equals the sum of the variance in log change
in income plus the variance of log change in needs plus a covariance term. To
simplify this summary of results, the covariance term is allocated to the income
and needs components in proportion to the size of the variance of the components.
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11
ily income of young children, for example, shows that while the variance of

change in the father's labor income accounted for 63.1 percent of the variance
of change in total family income, variance of the mother's earnings accounted
for only 7.8 percent. The latter fraction was smaller than that for asset in-
come (16.0 percent) or for the income of other family members (9.9 percent).
The relative importance of changes in the wife's labor income to the husband's
family income (10.7 percent) and to the family income of the wife herself (8.4
percent) were quite similar to the importance of the mother's earnings to the
family income of the children. Although movements into and out of the labor
force were more frequent for women than for men, the variance of change in
labor income associated with the wife's work experiences was very small relative
to those of the husband.

The situation of female heads of households was quite different. Although
only about one-seventh of these female heads married during the eight panel
years, the 1974 labor incomes of the husbands of those who did marry were large
enough to make the variance of change in spouse’s income account for a larger
fraction of variance of change in total family income than variance in the fe-
male head's own labor income. It may also be surprising that changes in the
incomes of other family members (e.g., children and other relatives) accounted
for almost as much of the variance in the total family income of households
initially headed by a female as changes in the female head's own labor income.

A final interesting subgroup is composed of individuals who were the sons
or daughters in the initial panel year. For them, changes in parental income
dominated the change in economic status. This income fell from a high figure
to zero for many of those who had split off by the eighth year. The variance
of change in their own labor income was considerably larger for the sons than
the daughters, while the variance of change in spouse's income (which rose from
zero to a high figure for the many who split off and married) was much more
important for daughters than for soms.

Thus, a clear contrast between the male and female members of the panel
emerged from these results. For men, changes in the level of their family in-
come were closely tied to their own experiences in the labor market. For the
women members of the panel--whether they began as wives, household heads, or
daughters--changes in the level of their family money income were much less
closely tied to their own labor market experiences and were primarily deter-
mined by the family composition changes which they underwent, particularly
marriages or divorces. The question remains as to how much control women have

over changes in family composition, the earnings of others, and even their own
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earnings. Job discrimination, family stability, and the assignment of family

responsibilities all affect this.

Changes in Labor Income

The variance of change in the earnings of the male adult dominated the
variance of change in total family income for many of the individuals in our
sample. But these variations themselves were composed of changes in hourly
earnings, work hours, and labor force participation (which may have been due to
retirement or extensive unemployment) and even family composition changes. To
assess the relative importance of these components, we focused next on the make-
up of specific components such as changes in annual earnings.

As we mentioned above, 63.1 percent of the variance in the total family
income of the young children in the sample resulted from the variance of change
in their father's labor income. Some of these changes came about because a
divorce or separation dropped the father's contribution to family income from an
initially high level when the father was present to zero when he was absent. In
other cases, a mother remarried and the father's (or, in this case, new step-
father's) income rose from zero to a high figure. The frequency of these kinds
of family composition changes and their relative importance to change in economic
status are shown in Table 1.3. Although more than three-quarters of the young
children in the sample had a father in both the first and last panel years and
the average change in the father's real labor income exceeded $1,500, the frac-
tion of the total variation in the father's labor income accounted for by this
group barely exceeded 60 percent. Children who lost a father through divorce or
death constituted less than one-tenth of the total group of children, but the
fraction of variance in the father's labor income explained by this group ex-
ceeded 20 percent. Another group of children which accounted for about one-
seventh of the total variance of change in the father's labor income consisted of
those who had a father in the initial panel year, lost him through divorce or
death, and acquired a stepfather. Their stepfathers earned, on average, $3,000
more than their original fathers did eight years earlier.

This analysis of the young children in the sample shows that even though
the variance of change in the feother's income was considerably more important
than other components of the family income, it was not only the change in the
father's wage rate, hours of work, or even labor force participation that deserved
attention. The frequency and impact of certain family composition changes com-
bined to account for a considerable fraction of changes in the economic status of

children.
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CHANGE IN FATHER'S LABOR INCOME BY CHANGE IN FATHER, 1967-1974
(All Children Age 1-9 in 1968)

Status of Father

Father Not Present in
Either 1968 or 1974

Father Present in Both
1968 and 1975

Father Present in 1968
But Not Present in 1975

Father Not Present in
1968, (Step)Father
Present in 1975

Father Present in 1968,
Stepfather Present
in 1975

TOTAL

Note:
Index since 1967.

MIR #7136

Fraction of
Variance of

Mean Change in
Weighted Change in Father's
Proportion Father's Labor Income
Number of of Labor Explained by
Observations Observations Income Subgroup
583 7.1% $ 0 0.27%
2,210 76.0 1,568 60.3
363 9.5 -6,438 20.4
138 2.8 6,638 4.4
122 4,6 3,090 14.8
3,416 100.0% $ 906 100.07%

Income figures have been deflated

by the increase in the Consumer Price



14
Labor Force Participation Decisions

Changes in an individual's own labor income can come about both from move-
ments into and out of the labor force and, for those continuously in the labor
force, from variations in work hours and hourly earnings. The relative impor-
tance of labor force participation decisions in explaining income changes depends
upon their frequency and the size of the resulting earnings changes. Table 1.4
summarizes the importance of movements into and out of the labor force for sample
individuals who in 1968 were married men, wives, or unmarried female household
heads.11

As might be expected, most (8l.6 percent) of the married men were in the
labor force in both the first and eighth years of the panel, and this group
accounted for a large fraction (79.9 percent) of the variance of change in labor
income. About one-tenth of these men left the labor force (primarily due to
retirement) and the loss in labor income that they experienced accounted for most
of the remaining one-fifth of the variance in labor income. Some of these de-
creases, of course, were counterbalanced by increases in transfer income from
pensions and Social Security income.12

The pattern for the two groups of women shown in Table 1.4 is quite dif-
ferent. Fewer than one-third of the initial wives were in the labor force both
years and this group accounted for less than one-third of the total variance of
change in wives' labor income. The patterns of the initially unmarried female
heads were more like those of the married men, although fewer than half of them
were working in both the first and last year, and changes in their incomes ac-
counted for about one-half of the total wvariance.

Movements into and out of the labor force, then, were much more frequent
and important for these women than for the husbands. About one-quarter of the
wives and female heads changed their labor force status, and they accounted for
more than half of the variance of change in the labor incomes of their respective

groups.

Changes in Work Hours and Wages
The path from changes in our global measure of economic status——total family

income/needs--to changes in hourly earnings and work hours for those continuously

11The initially unmarried male household heads constitute a very small sub-
sample of adults and are omitted from these summary tables. Complete results for
them are given in Chapter 3.

121n the second chapter, part of the analysis is repeated for husbands in the
age range 25-45. Even though this removes the effects of retirement, the impor-
tance of changes in labor income relative to changes in other components remained
roughly the same.
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in the labor force was quite long. Changes in needs, family composition, trans-

fer and capital income, income of other family members, and labor force status
all accounted for some of the variance in the overall measure. The role of
changes in wage and work hours was extremely small for wives, quite small for
female heads of households, and somewhat larger for husbands. While it is not
possible to calculate precisely a single figure that represents the importance of
these changes, it can be noted that even for husbands—-the group for whom wage
and work hours changes were most important--changes in earnings for those working
in both the first and eighth years accounted for about 80 percent of the variance
of change in labor income for all husbands; the variance of change in labor in-
come, in turn, accounted for just over 60 percent of the variance in total family
income; and the variance of change in family income comprised about 85 percent of
the variance of family income/needs.13 For the wives and female heads, most of
the corresponding percentages were much lower.

With this in mind, we now turn to the relative importance of changes in wage
rate and work hours in explaining labor income changes for those who worked in
the beginning and ending years of the panel. We began this analysis with the
fact that the natural logarithm of the percentage change in earnings equals the
sum of the log change in annual work hours and log change in hourly wage rate.
The variance of log change in earnings equals the sum of the variance of log
changes in the two com.ponents.14 The relative sizes of the variance of hours
and wage rates is shown in Table 1.5 separately for 1968 husbands, wives, and
female heads of households. Although changes in work hours were comparatively
less important for men than for the two groups of women, the variance of change
in hours was surprisingly high among all groups. For the women, the wvariance of
the log change in work hours accounted for more of the variance of log change in
annual income than did the variance of change in wage rates.15 For men, hours
accounted for about three-fourths as much of the variance of log change in labor

income as wage rates.

13These fractions can't just be multiplied to get an overall fraction because
of switches from income to log income and because of covariance terms associated
with the components.

1 . . . . .

4As with the other decompositions into subcomponents, there is also a covari-
ance term. In this summary chapter, we allocate covariances in proportion to the
size of the variance of the components.

15Remember that individuals who either entered or left the labor force have
been omitted from these calculations; only changes for those who worked at least
250 hours in both years are involved here.
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Table 1.5

COMPONENTS OF THE VARIANCE OF LOG CHANGE IN
INDIVIDUALS' OWN LABOR INCOME, 1967-1974
(Married Males, Wives, and Unmarried Female Household Heads
Who Were in the Labor Force in Both 1967 and 1974)

Fraction of Variance of £n Change in
Labor Income Explained by Component

Married Male Wives of
Heads of House- Household Unmarried Female
holds in 1968 Heads in 1968 Household Heads
Component (n=1821) (n=660) (n=412)
£n Change in
Hourly Wage Rate 57.4% 42.9% 46.8%
£n Change in
Annual Work Hours 42.6 57.1 53.2
TOTAL 100.0% 100.0% 100.07%

Note: Wage rates have been deflated by the increase in the Consumer Price
Index since 1967.

In this table, the variances have been scaled to add to 100.0 percent
in order to facilitate comparison between groups. The unscaled variances
and covariances are given in the appropriate chapters.
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Results for Blacks and the Poor

The results presented thus far have been based on analyses of the entire
sample of individuals (which is representative of the entire population of the
United States). We repeated the analysis separately for blacks and for the fol-
lowing nested subgroups: (1) the "target population" (i.e., individuals in
families in the bottom income/needs quintile for at least one of the eight years),
(2) the initially poor, and (3) those among the initially poor who had climbed
above the poverty line by the eighth year of the panel. Most of the patterns for
these subgroups are quite similar to those already discussed, and so we highlight
only the differences:

The economic well-being of black women was much less closely tied to marital
decisions than that of white women. Because earnings of black men were substan-
tially lower than those of white men, divorce caused a much smaller drop in the
family income of black wives, and marriage or remarriage led to much smaller in-
creases.

Incomes of black families were affected more than those of whites by the in-
comes of their children and, more important, by the earnings of other relatives
of the husband and wife. For black female household heads, changes in the incomes
of those other family members were even more important than changes in their own
earnings or income changes brought about by marriage. To gain an understanding
of the changes in the economic well-being of black families, it is crucial to
study the patterns of economic help among relatives.

For the families that were below the poverty line at the beginning of the
panel period, earned income of the head and others was much more important than

transfer income in lifting them over the poverty line.

Conclusions and Implications

Changes in economic well-being are pervasive and result from the interaction
of many forces. 1In this analysis, we have defined an individual's economic sta-
tus by total family income relative to needs. Changes in status can come about
from events that range from the dramatic--such as divorce or disability, to the
more mundane--such as taking a second job; labor force participation decisions,
wage changes, and children leaving home lie somewhere in between. These events
had varying importance to different classes of individuals in our panel. Divorce
and remarriage decisions were critical to the individuals who were wives, female
household heads, or young children in the first year of the panel study, while
they had relatively little effect on husbands or unmarried male household heads.

Changes in the labor force participation of wives were surprisingly unimportant
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for the economic well-being of other family members involved. This was not so

much because these changes in labor force participation were so infrequent but
rather because the changes in earnings that they brought about were often smaller
than changes in other components of income. Indeed, the changes in the earned
incomes of children and, especially for black families, other relatives were
often more important than changes in the wife's earnings. As might be expected,
changes in the earned income of the husbands were more important than any other
component for most sample individuals. Some of these changes were due to deci-
sions about labor force participation (such as retirement), but a surprisingly
large fraction resulted from changes in the work hours of those continuously in
the labor force.

The implications of these past events for the future, and for public policy,
can only be drawn uncertainly. Events which have accounted for much of the
total variance of change may have been normal life-cycle occurrences, unaffected
by possible changes in any public or private policy. Events which have accounted
for little of the variance in the past may or may not be changeable. A case in
point is that the earnings of women and black men accounted for little change
because they were relatively smaller than the earnings of white men. If earnings
differences between races or sexes become smaller, the relative importance of the
income components may change accordingly. With these caveats in mind, we now
turn to some possible policy implications of our analysis.

Since various types of family composition changes bring about dramatic and
often detrimental changes in well-being, it is important that policy makers be
aware of the implications of their policies on the composition of families. The
analysis of composition changes presented in Volume IV found that economic fac-
tors do play a role in these changes. Low-income couples living in states paying
higher levels of Aid to Families with Dependent Children (AFDC) were considerably
more likely to get divorced. Women with high actual or potential earnings were
more likely to get divorced and less likely to marry. Economic incentives that
are built into tax, income maintenance, and subsidy programs may have similar
effects.

Analysts of the family should be aware of the fact that the concept and very
definition of a family becomes less clear as time passes. Barely one-quarter of
the individuals in our sample were in families where no composition changes
occurred over the eight-year period, and about the same number were in families
where there was a change in either the household head or wife. Clearly, the
longer the time period the more useful it is to choose the individual rather than

the family as the unit of analysis.
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The finding that changes in work hours were almost as important as changes

in wage rates in producing changes in labor incomes points up the need to deter-
mine the extent to which changes in work hours are involuntary. Previous analysis
using the panel data has found that fully one-third of the male heads of house-
holds were unemployed at some point in the first five years of the panel, and
over one-fifth were out of work for at least one month during that time. And
each year we find that almost one-fifth of the employed heads of households we
interview are unable to work as much as they would like. These facts suggest
that many work hours changes are not freely chosen and further suggest a possible
role for policies that would enable those wanting more work to get it or at least
ease the financial burdens that accompany large involuntary decreases in work
hours.

Related to the importance of changes in work hours is the relative unimpor-
tance of changes in wage rates. Although wage rates are the object of voluminous
research and costly manpower programs, our analysis has found that wage rate
changes accounted for only a small fraction of the total changes in family well-
being.

One surprising finding is that changes in the incomes of family members other
than the head and wife mattered more than changes in the wife's earnings. Some
of these incomes were earned by the children entering the labor market for the
first time, while some came from the earnings of other relatives moving in and
out of the household. The incomes of these other family members were particu-
larly important for black families. Clearly, the role of other family members
deserves more attention from researchers interested in the economic well-being
of families. Do their earnings or even presence in the household respond to
fluctuations in the earnings of the head of the family, or to administrative
treatment of the "household" for income maintenance programs and tax administra-
tion? If definitions of '"need" or of 'taxable income'" are based on the household
or family, they inevitably subject decisions about household arrangements to
economic incentives or disincentives. Arrangements that bring additional people
into the family may increase the stability of the household's economic well-being
and increase its level by pooling resources.

Finally, transfer incomes such as Social Security, AFDC, unemployment
benefits—--often thought of as a major defense against adversity--are relatively
unimportant components of change in family well-being, although they do have the
expected negative covariance with other components. Not all transfer incomes
respond to short-run changes in family incomes or needs, and those which do are

sufficiently small and limited to leave a great deal of instability in the com-
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bined family income.
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APPENDIX 1.1

The Algebra of Components of Variance

The analysis of the first four chapters in this volume are based on the
decomposition of the variance of change in several measures of economic status.
The variance of a change measure can be decomposed in two distinct ways:

(1) among different subgroups of the population and (2) among additive components
of the measure. The algebra of these two types of decomposition is described

in this appendix.

Allocating Variance Among Population Subgroups

Any quantitative measure available for individuals in a population can be
used to characterize subgroups in the population. In this volume, we are in-
terested in variability, not just central tendencies, and we want to be able to
say how much of the total variability each subgroup accounts for. A group can
contribute disproportionately to the overall variability if its members are more
heterogeneous than members of other groups or if its average is widely different
from the overall average. Where there is only one level of grouping, a one-way
analysis of variance components is possible using the following identity:

Nl+N2 ‘ Nl N2

=2 - =2 =2 ) =
z (y;=9)" = Nl(yl y)© + Nz(y2 y)© o+ 2 (y;07v) " + z (yiz ¥5)
i=1 i=1 i=1
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Explanation:
Accounted for by:

Total Difference of Difference of Variance of Variance of

Variance = Group 1 mean + Group 2 mean + Group 1 Mem- + Group 2 Mem—
from grand from grand bers around bers around
mean (and size mean (and size their group their group
of Group 1) of Group 2) mean mean
"explained" "explained" "unexplained" "unexplained"

= by member- + by member- + variance in + wvariance in

ship in ship in Group 1 Group 2
Group 1 Group 2

If one were interested in explanation, the two explained components would
be pooled to estimate the explanatory power (Etaz) of knowing which of the two

"where the action is";

subgroups individuals are in. But we are interested in
namely, how much of the variance--explained or unexplained--is attributable to
each group, whether it is due to overall deviation from the average or its mem-
bers' greater variability around its own average level. A group can account for
much of the variance if it is large, deviant, or very heterogeneous.

The fact that our measure is not a static measure but one of change between
1967 and 1974 makes the emphasis on contribution to overall variance even more
important, since a group can have an average change of zero but be so large and

heterogeneous that it accounts for a great deal of the variance in patterns of

change.

Allocating the Variance of a Variable Among Additive Components of That Variable

A second kind of decomposition is possible when a measure is made up of

additive components. If Y = Z + W, then

(1) VAR(Y) = VAR(Z) + VAR(W) + 2COV(Z,W)
And if Y = Z - W, we have:

(2) VAR(Y) = VAR(Z) + VAR(W) - 2COV(Z,W)

Thus the variance of a sum can be more or less than the sum of the variances
of the components, depending on the sign of the covariance and on whether the
covariance enters positively or negatively--that is, whether it is the sum or
the difference of the components.

When there are more than two components, there is a covariance term for

each pair. When, as in our case, we are dealing with a measure of change, the
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covariances are interesting revelations of offsetting or reinforcing patterns

of change in components.

One final complication: Two of our three examinations of components of
change involved components that multiply rather than add--hours times dollars
per hour equals earnings, and income times (1/Needs) equals income/needs. In
this case, in order to use the decomposition formulas (1) and (2), we must con-
vert to logarithms, which transforms the product into a sum. But the absolute
change in a measure can be zero or negative, and the £n of zero is minus in-
finity. So we must also switch from absolute changes (1974 minus 1967) to ratios
(1974/1967), which means that we are decomposing the £n of the relative change
in the product into the £n of the relative change in each term and the &1 of the
covariance of the two changes.

In the case of Income/Needs we have:

o Income 74/Needs 74 _ Income 74 13 Needs 74
Income 67/Needs 67 Income 67 Needs 67

The decomposition of variance, then, is:

(Income/Needs 74)

Income 74, _ 2 (Needs 74)] -
(Income/Needs 67)

] = Variance [Zn(Income 67’ Needs 67

Variance [£n

Income 74

. Needs 74
Variance [£n (Income 67

Needs 67)]

)] + Variance [£n (

. Income 74 Needs 74
- 2 Covariance ([4n (Income 67)]’ [Ln (Needs 67)]) .

The two main components of variance of change in income/needs will add to
more than the total when there is a positive correlation between changes in
income and changes in needs, since a positive correlation would maintain the
negative sign preceding the covariance term.

In the case of hours and hourly earnings we have:

2 (Labor Income 74) - (Hours x $/Hour 74)
Labor Income 67 ' Hours x $/Hour 67

$/Hour 74
$/Hour 67

0 (Hours

74
Hours 67) +dn ( )



Variance [£n(

The

than the
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Hours 74

Variance [n(g——"p) + Kn($/Hour 74

$/Hour 67)]

Labor Income 74)]
Labor Income 67

Hours 74

= Variance [Kﬂ(ﬁg;;gr?ﬁﬂ] +
Variance [Zn(%é%%%%—%%)] +
. Hours 74 $/Hour 74
2 Covariance ([Kn(ﬁgagg—€7)],[Kn(§7ﬁga;—€7)]).

two main components of variance of change in labor income add to less

total when there is a positive correlation between changes in wage rate

and changes in hours worked.
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Figure Al.la
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ANALYSIS OF THE VARIANCE OF THE LOG CHANGE
IN REAL TOTAL FAMILY INCOME/NEEDS, 1967-1974
(Children, Age 1-9 in 1968)

Zn A Real Total Family
Income/Needs

£n A Real Total
Family Income

Number of Observations:

~
~
~

16.67

£n A Needs

3,416

~

~

-16.9%

Covariance
Component

Note: The natural logarithm of the change in income/needs is equal to the log
of the change in income minus the log of the change in needs. The var-
Lance of the log change in income/needs is equal to the variance of the
log change in income plus the variance of the log change in needs minus

two times the covariance.

ative covariance component.

MTR #7136

Hence, a positive covariance leads to a neg-
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ANALYSTIS OF THE VARIANCE OF CHANGE IN
REAL TOTAL FAMILY INCOME, 1967-1974
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- -7.47%

Changes in
Father's
Labor
Income

Changes in
Mother's
Labor
Income

Changes
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Transfer
Income

Changes
in
Asset
Income

Changes in
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Taxable
Income

Sum
of
Covariance
Components

Number of Observations:

Note:

3,416

The variance of change in total family income equals the sum of (1) vari-

ance of change in father's labor income, (2) variance of change in moth-
er's labor income, (3) variance of change in transfer income, (4) vari-
ance of change in asset income, (5) variance of change in others taxable
income and (6) the sum of the covariance components (i.e., the sum of two
times the variance between change in each pair of income sources).

MIR #7136
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Table Al.la

MEANS AND STANDARD DEVIATIONS OF COMPONENTS OF
CHANGE IN REAL TOTAL FAMILY INCOME, 1967-1974
(Children Age 1-9 in 1968)

Mean Change Standard Deviation
Income Change Component 1967-1974 of Change
Change in Father's Labor Income $ 895 $5,572
Change in Mother's Labor Income 761 1,965
Change in Transfer Income 296 1,250
Change in Asset Income 456 2,809
Change in Other's Taxable Income 678 2,205
TOTAL $3,086 $6,769
Number of Observations: 3,416
Note: 1974 income figures have been deflated by the increase in the Consumer

Price Index since 1967.
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Introduction

This chapter examines the eight-year change in economic status among individ-
uals who were married as of the first year of the panel study (1968). We present
the means and standard deviations of change, as well as the decomposition of the
total variance of change in economic status into its components, following the
procedure outlined in Chapter 1. Each of these measures highlights a different
element of change and, together, it is hoped they suggest the dimensions of change
in economic status and the relative importance of its various sources. Section I
examines change among all initially married men, while Section II focuses on

their 1968 wives.

Analysis

I. CHANGES IN ECONOMIC STATUS AMONG THE INITIALLY MARRIED MEN

Changes in Income/Needs

Does an individual's economic status remain relatively constant over time or
is there widespread change in economic standing? If we answer that question by
considering panel members' income/needs decile positions in 1967 and again in
1974, it is clear that change in status is not only quite common but often quite
dramatic as well. Table 2.1 summarizes the eight-year changes in income/needs
deciles for all the initially married men in the panel and for those who began in
the lowest decile. Overall, less than a quarter of the men were in the same dec-
ile position in both 1967 and 1974, about 30 percent changed by one decile and
about 45 percent shifted by two deciles or more. Those in the lowest decile in
1967 also experienced a great deal of change in economic status. Although about
44 percent were still in the lowest decile in 1974, 28 percent had moved up one
decile and another 28 percent had moved up two deciles or more.

The actual mean change in income/needs during the panel period, shown in
Table 2.2, was .63. On average, total family income rose in real terms by $1,835,
while needs declined by about $130. The huge variability in the distribution of
these changes is suggested by the sizes of the standard deviations. For change
in income/needs the standard deviation was almost five times as large as the

mean, while the standard deviation of change in family income was three and one-

1See Table A2.la for the complete distribution of 1974 income/needs decile po-
sition by 1967 decile position.
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CHANGE IN INCOME/NEEDS DECILE POSITION, 1967-1974

(Married Men in 1968)

Change in Decile Position _A11
Fell Two Deciles or More 21.9%
Fell One Decile 13.5
No Change 23.7
Increased One Decile 17.9

Increased Two Deciles
of More 23.0

TOTAL

100.07%

Number of Observations: 2,209

Note:

Lowest Decile, 1967

44,2

27.5

28.2

100.0%

The deciles were constructed from the distribution of income/needs for
the entire sample of families. Consequently, more or less than 10 per-
cent of any subgroup can fall into any one decile.

See Appendix Table A2.la for the complete distribution of 1974 income/

needs decile by 1967 income/needs decile.
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Table 2.2

MEANS AND STANDARD DEVIATIONS OF COMPONENTS OF
CHANGE IN REAL TOTAL FAMILY MONEY INCOME/NEEDS, 1967-1974
(Married Men in 1968)

Income/Needs Standard Deviation
Change Component Mean Change of Change
Change in Total Family Income $ 1,835 $6,748
Change in Needs - 129 1,089
Change in Income/Needs .63 3.0
Number of Observations: 2,209
Note: Income and Income/Needs have been deflated by the increase in the Con-
sumer Price Index since 1967.
Table 2.3
MEANS AND STANDARD DEVIATIONS OF COMPONENTS OF CHANGE
IN REAL TOTAL FAMILY INCOME, 1967-1974
(Married Men in 1968)
Standard
Deviation
Mean Change of Change
Change in Husband's Labor Income $ 396 $5,525
Change in Wife's Labor Income 140 2,320
Change in Head's and Wife's Capital Income 395 2,701
Change in Transfer Income 518 1,549
Change in Others' Taxable Income 379 2,081
TOTAL CHANGE $1,828 $6,747

Number of Observations: 2,209

Note:

1974 Income has been deflated by the increase in the Consumer Price In-
dex since 1967.

MIR #7508
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half times its mean value.

We began by decomposing the variance of the eight-year change in income/
needs into its two components, variance of change in income and variance of
change in needs (see Figure 2.1).2 As Figure 2.1 clearly shows, changes in in-
come accounted for the largest share of the total variation. Note that the co-
variance between change in income and change in needs was positive (although the
covariance component was negative). Since needs can change only gradually
through aging or more suddenly through changes in family composition, the covari-
ance term suggests that change in needs may have had an important effect on
changes in economic status by also affecting income. This issue will be consid-

ered in more detail later in this chapter.

Changes in Income

For the initially married men, the mean change in real family income from
1967 to 1974 was more than $1,800. That change can be decomposed into five addi-
tive terms: (1) change in the labor income of the head and (2) of the spouse,
(3) change in capital income, (4) change in transfer income, and (5) change in
the taxable income of other household members. Table 2.3 presents the means and
standard deviations of change in these components.

The mean changes were, for the most part, relatively moderate. The largest
mean change was in transfer income (over $500), with change in the husband's la-
bor income, the income of others, and the capital income of the head and wife all
averaging just under $400. While it may seem surprising to find that average
change in head's and wife's labor income was less than one-third of the total
change, the explanation is straightforward. The mean changes included not only
the positive changes commonly associated with regular labor force participationm,
but also large negative changes. For example, some men may have retired by 1974,
while others whose wives were working in 1967 may have become divorced or widowed.
In either case, a large drop in the labor income of the head or the spouse would
have resulted. The diversity of this change in labor income is suggested by the
standard deviations given in Table 2.3. The standard deviation of change in the
head's labor earnings was more than $5,500, while for their wives it was just
over $2,300. And for total change in family income, the standard deviation was
more than $6,700--about three and one-half times the mean change.

If we consider the same components in terms of their respective contribu-

tions to total variation rather than average change, we come to somewhat differ-

2This required transforming all the measures by taking the logarithm of the
ratio of 1974 to 1967 income and needs.
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Figure 2.1

COMPONENTS OF THE VARIANCE OF THE LOG CHANGE
IN REAL TOTAL FAMILY INCOME/NEEDS, 1967-1974
(Married Men in 1968)

100.0%
£n A Real Total Family
Income/Needs
97.1% 19.77% -16.8%
n A-Real Total 20 A Needs Covariance
Family Income Component

Number of Observations: 2,209

Note: The natural logarithm of the change in income/needs is equal to the log
of the change in income minus the log of the change in needs. The vari-
ance of the log change in income/needs is equal to the variance of the
log of change in income plus the variance of the log of change in needs
minus two times the covariance. Hence, a positive covariance leads to
a negative covariance component. (See the appendix to Chapter 1 for
details on this procedure.)
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ent conclusions regarding the relative importance of the components as Figure 2.2
illustrates. Change in the head's labor income accounted for over two-thirds of
the total variation even though its mean change was relatively small. 1In con-
trast, changes in transfer income and in others' income accounted for only 15
percent of the total variance, although they amounted to half the mean change.
The different results here reflect the fact that positive and negative changes
offset each other in the calculation of mean changes, but not in the computation
of variances. Clearly, there was much more variation in labor earnings than in

the other components of family income.

Changes in Labor Force Status

As noted above, the mean change in the labor income of husbands and wives
reflects the net effect of groups of individuals who experienced rather different
changes. Most husbands worked throughout the period, but some retired or were
disabled, others joined the labor force during the period, and still others
worked in neither 1967 nor 1974. We would expect large differences in change in
labor income and in the average amount of variability in income changes among
these groups.

These changes in the head's labor income are given in Table 2.4 for four
subgroups, classified according to their changes in labor force status. Both
mean changes in labor income and the percentage contribution of each subgroup to
the total variation of change in labor income are shown. The largest group, over
80 percent of the sample, worked in both 1967 and 1974; their real labor incomes
rose, on average, by nearly $1,200 during the period. The most dramatic changes
in earnings were experienced by those whose labor force status changed. The
small group who entered the labor force during the period had a mean increase of
over $5,800, while for the larger group of men who were no longer working in 1974
labor income declined by an average of nearly $5,700. For about three-quarters
of the men in this last group, the decline represented normal planned retirement
from work. For the others the decline in work hours and the accompanying drop in
earnings were due to disability or extended unemployment and were probably not an-
ticipated. The two groups which accounted for most of the variance were those
who left the labor force and those who worked in both years. In particular,
those no longer working accounted for a disproportionately large share of the
total variance relative to their population size. Those out of the labor force
in both years accounted for virtually none of the variance, while those who
worked in both years accounted for a proportion of the variance which was approx-
imately equal to their sample size.

Changes in the labor income of the wife can be analyzed similarly, with the
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Table 2.4

CHANGE IN HUSBANDS' LABOR INCOME
BY CHANGE IN LABOR FORCE STATUS, 1967-1974
(Married Men in 1968)

Percentage
Contribution
Weighted Mean to Total
Number Proportion Change Variance in
Change in of of in Labor Change in
Labor Force Status Observations Observations Income Labor Income
Out of Labor Force in
both 1967 and 1974 133 6.5% $- 5 0.17%
Entered Labor Force by 1974 29 1.1 5,842 1.9
Left Labor Force by 1974 226 10.8 -5.695 18.1
In Labor Force in both
1967 and 1974 1,821 81.6 1,170 79.9
TOTAL 2,209 100.0% $ 396 100.07%

Note: 1974 Income has been deflated by the increase in the Consumer Price Index

since 1967.

An individual is defined as in the labor force if he worked at least 250
hours during the year.

Table 2.5
CHANGE IN SPOUSE'S LABOR INCOME

BY CHANGE IN LABOR FORCE OR MARITAL STATUS, 1967-1974

(Married Men in 1968)

Percentage
Contribution
Weighted Mean to Total
Number Proportion Change Variance in
Change in Labor Force of of in Labor Change in
or Marital Status Observations Observations Income Labor Income
Out of Labor Force in
both 1967 and 1974 844 39.4% $ 8 0.97%
Entered Labor Force by 1974 323 13.7 2,578 26.6
Left Labor Force by 1974 238 11.5 -2,262 25.5
In Labor Force in both
1967 and 1974 515 22.9 759 23.3
No Wife in 1975 179 7.2 -1,475 10.2
New Wife in 1975 110 5.3 984 13.4
TOTAL 2,209 100.0% $ 168 100.0%

Note: 1974 Income has been deflated by the increase in the Consumer Price Index

since 1967.

An individual is defined as in the labor force if she worked at least 250
hours during the year.
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added possibilities that in 1975 there may have been no wife or there may have

been a different wife. These changes are presented in Table 2.5 and they suggest
that changes in the labor force status of the 1968 wives were both common and
dramatic in their effects on family income. The wives in about 60 percent of the
households maintained the same labor force status in both 1967 and 1974; about a
quarter of the wives changed labor force status (slightly more entered than
left), and in another 12.5 percent of the families there was a change in marital
status. As would be expected, mean changes in earnings varied significantly
among these subgroups. The most important subgroups in accounting for the total
variance of change were those who worked in both years and those with a change
in labor force status. These latter two groups and the two groups with marital
status change--those with no wife in 1975 and those with a different wife-—-all
accounted for a large share, relative to their group size, of the total variance

in spouse's income.

Changes in Hours and Wages

For those men who worked in both 1967 and 1974, the variance in the loga-
rithmic change in labor earnings can be decomposed further into the variances in
the logarithmic changes in work hours and hourly wages and into a covariance
term. This decomposition is shown in Figure 2.3. Although changes in wage rates
dominated changes in hours in accounting for the total variance of change in la-
bor earnings, the effect of changes in hours was surprisingly large. If most
men worked regular (40-hour) work weeks year after year, then the effect of
change in hours would have been essentially zero. However, not only was a 40-
hour week far from universal, but change in annual hours over the eight-year
period was substantial as well. The average absolute change in hours for these
men--all of whom worked at least 250 hours in both 1967 and 1974--was over 500.
And as Table 2.6 shows, this mean change in hours was not due just to large
changes for men with initially low or high hours. Change was pervasive in all
1967 hours categories, much of it across more than one category (at least 350
hours). Job change was one obvious cause of changes in hours, but sickness, un-

employment, overtime, strikes, and second jobs were also likely to be important.

Changes in Needs

We noted at the beginning of this section that changes in family needs ac-
counted for a relatively small portion (about 20 percent) of the total variance
of change in income/needs, but that these needs changes also influenced change
in economic status by affecting change in income. Table 2.7 examines both of
these effects in greater detail. Note first that change in the composition of

families was, indeed, common. More than two-thirds of all families experienced
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Figure 2.3

COMPONENTS OF THE VARIANCE OF THE LOG

CHANGE IN OWN LABOR INCOME, 1967-1974
(Married Men in 1968 Who Were in the
Labor Force in both 1967 and 1974)

100.0%

Zn A Labor Income

51.1% 68k 9% 20.0%
£n A Hours Zn A Hourly Wage Rate Covariance Component

Number of Observations: 1,821

Note: The variance of the natural logarithm of change in annual labor income
equals the sum of (1) the variance of £n change in hours, (2) the vari-
ance of £n change in hourly wage rate, and (3) the covariance component
(equal to 2:COV(£n A hours, £n A wage rate)).
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some change, including almost 10 percent who were divorced or separated during
the period. The most common changes were those associated with the life cycle of
the family--children being born and older children leaving the parental home.
Changes in needs varied among the family composition subgroups in a predictable
fashion: needs increased most for those who had a baby during the period and de-
creased most for those who were divorced or separated (especially when change in-
volved children), for those who were widowed, and for those families where an
older child left home. One group which accounted for a disproportionately large
share of the total variance was that of married men with children who were di-
vorced as of 1975; although they were only 3.1 percent of all families, their
fraction of the total variance was 12.1 percent.

The effects of changes in family composition on changes in family income are
also evident in Table 2.7. The groups of households headed by men who were mar-
ried throughout the period (groups 1, 6, 7, 8, and 9) all had mean increases in
income of $2,000 or more, while those families headed by men who were no longer
married by 1975 (groups 2, 3, and 4) all suffered substantial decreases in earn-
ings. Indeed, the only marital status change which led to an increase in family
income was being first widowed or divorced and then remarried. It seems clear
that family income was, in many families, composed of the earnings of both hus-
band and wife and that the most dramatic determinants of change in family income
were those things which affected the number of income earners in a family.

Finally, these changes in income and in needs jointly determined change in
income/needs. Families with splitoffs had the largest change in income/needs
since needs fell substantially as income rose. Other large mean increases were
experienced by those who remarried and by men with children who were divorced or
separated as of 1975. For household heads who remarried this change was due pri-
marily to a large increase in income, while for divorced or separated men the
change in needs was primarily responsible. A comparison of the change in income/
needs for divorced or separated men—-both those with and without children prior
to the divorce or separation--shows most clearly the importance of change in
needs in accounting for change in overall economic status. Both groups of men
had virtually identical changes in family income (a decrease of about $800). But,
since needs dropped much more for the men with children (because the children
generally stayed with their mothers) than for those without children, the change
in income/needs for the former group was quite large, while income/needs for the

second group remained essentially unchanged.

The Analysis of Subgroups

Did the pattern of change in economic status differ for various subgroups
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within our population of initially married men? To consider that question we
looked at five major subgroups: (1) prime-aged males (age 25-45 in 1968); (2)
blacks; (3) those who fell into the bottom quintile of the income/needs distribu-
tion at least once during the eight-year period (the "target population'); (4)
those who fell below the official poverty line in 1967 (the "initially poor'");
and (5) those among the fourth group who were no longer in poverty by 1974 (the
"climbers—out'). ©Note that the last three groups are nested, so that each suc-
cessive group is a subset of the preceding group. We do not present a complete
decomposition for these groups, but rather focus on the major components of
change in economic status.

The components of the variance of change in income/needs are summarized in
Table 2.8. 1In general, the same pattern held for each of the subgroups: change
in family income was the most important component of variance in income/needs.
The only group which differed from the others was black‘families, where change
in needs was relatively more important than for the other groups. The covariance
between change in income and change in needs, however, varied significantly among
the groups. The large positive covariance terms for blacks, for the initially
poor families, and for those who climbed out of poverty suggests the importance
for these groups of changes in family composition (which affect needs) and cor-
responding changes in income as the number of income earners differed. For ex-
ample, less than a quarter of all black families headed by a male had no changes
in family composition during the eight-year period, compared to nearly 40 percent
for white families. More than twice as many black families as white families in-
creased their family size by moving in with (or taking in) friends or relatives.
At the same time, a greater percentage of black families (14 percent compared to
7 percent for whites) had decreases in family size due to divorce, separation or
becoming widowed.

The importance of family composition and changes in family composition for
these five subgroups is also apparent in the decomposition of change in family
income into its additive components. Mean changes for each of the components are
given in Table 2.9, while the components of the total variance are shown in Table
2.10.

As we noted previously, changes in the head's labor income, the family's
nonlabor income, and the income of others were approximately equal for all mar-
ried male heads of households. Among the subgroups, however, the relative im-
portance of these components varied substantially. Black families, those who
were initially poor, and those who climbed out of poverty all had large mean in-

creases in the income of others, ranging from about $560 for blacks to over
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Table 2.8

COMPONENTS OF THE VARIANCE OF LOG
CHANGE IN REAL FAMILY INCOME/NEEDS, 1967-1974
(Married Men in 1968)

Number Changes Changes Sum of
of in in Covariance
Group Observations Real Income Needs Component
All 2,198 83.27% 16.87% 16.3%
Males, Aged 25-45
in 1968 1,183 78.0 22.0 17.2

Blacks 553 78.1 21.9 32.4
Target Population 848 89.5 10.5 8.7
Initially Poor 278 85.5 14.5 31.4
Climbers-Out 132 83.4 16.6 46.6

Note: The variances have been scaled to add to 100.0 percent in order to facili-
tate comparisons between groups. The actual fraction of variance account-
ed for by each component can be computed by multiplying the scaled vari-
ances by the sum of the covariance components plus one.

MIR #7508
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$1,000 for the climbers-out. Changes in the head's labor income were greatest

for the prime-aged males and for the initial poverty population and were also
well above average for the climbers-—out; but these changes were only about half
as great for black families. Finally, average changes in transfer income were
similar for all of the groups except the prime-aged males whose transfer income
increased less than $150.

The components of variance show a similar pattern of effects. Change in the
head's labor income accounted for the largest share of wvariance for all of the
groups, but the relative importance of some of the other components differed
among the groups. Overall, changes in others' income accounted for less than 10
percent of the total variance in income, but the corresponding percentage was
nearly 20 percent for blacks, 30 percent for the initial poverty population, and
over 35 percent for those who climbed out of poverty. For blacks, change in the
head's labor income accounted for relatively less of the total variance, but
change in the wife's labor income accounted for relatively more. This increased
importance of the wife's income for blacks reflected, in part, their higher di-
vorce and separation rates. Changes in transfer income and changes in nonlabor
income were relatively more important for the initially poor and for those who
climbed out of poverty. Finally, the components of variance for the prime-aged

males were quite similar to those for all married men.

II. CHANGES IN ECONOMIC STATUS AMONG THE INITIALLY MARRIED WOMEN

Changes in Income/Needs

Change in economic status, in terms of income to needs, was just as preva-
lent for married women as Table 2.1 showed it to be for married men. Table 2.11
shows the percentages of women who began the panel period as wives and the amount
and direction of change in relative economic status they experienced over the
panel period. The first column of figures refers to the entire population of
these women and shows that less than a quarter (23.6 percent) of them experienced
no change in relative economic status over the eight years of the panel study.
Almost half of the women experienced changes of two or more deciles in relative
economic status, with the proportion experiencing declines (24.6 percent) being
nearly equal to that experiencing increases (21.4 percent). The small remaining
group of women had only minor changes in relative economic status (changed by one
decile), with slightly more increases in well-being (17.0 percent) than declines
(13.4 percent).

The second column of numbers in Table 2.11 presents similar measures of

change for that subgroup of the entire population which began the panel period
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Table 2.11

CHANGE IN INCOME/NEEDS DECILE POSITION, 1967-1974
(Married Women in 1968)

Change in Decile Position A1l Lowest Decile, 1967
Fell Two or More Deciles 24.6% 0.0%
Fell One Decile 13.4 0.0
No Change 23.6 43.1
Increased One Decile 17.0 26.2

Increased Two Deciles
or More 21.4 30.7

TOTAL 100.07% 100.0%
Number of Observations: 2,209

Note: The deciles were constructed from the distribution of income/needs for
the entire sample of families. Consequently, more or less than 10 per-
cent of that subgroup can fall into any one decile.

See Appendix Table A2.1b for the complete distribution of 1974 income/
needs decile by 1967 income/needs decile.
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in the lowest income/needs decile. By definition, none of these women could ex-
perience declines in relative economic status since they were already in the low-
est decile of well-being. The only place to move was up-—and more than half of
them did just that, many of them enjoying substantial increases. It should be
noted, however, that nearly half of the women who began poor remained trapped in
poverty (43.1 percent).

Since change in well-being has proved to be quite prevalent, it is of in-
terest to examine the sources of this change. Table 2.12 presents the means and
standard deviations of the change in the two components of our measure of eco-
nomic well-being over the eight-year panel period. Total real family income in-
creased on average by $1,511 for the group of individuals who began the panel
period as wives, while the family needs standard declined by an average of $159.
As is indicated below, the increased real family income is a manifestation of
increased labor income of major wage earners, predominately the husband, while
the decline in needs is a reflection of the loss from the household of individu-
als with large needs, mostly older children who left the parental household dur-
ing the panel period to establish their own households. The net result of these
changes in income and needs for wives was that our measure of economic well-
being, income/needs, increased by an average of only .45, which is two-tenths of
a unit less than the increase for their husbands.

That the standard deviation of change in well-being and its components (see
the last column of figures in Table 2.12) was large compared to the mean
changes indicates that there was substantial variation across individuals in
these changes. For instance, the large standard deviation of change in income/
needs indicates that the modest average increase in income/needs was the result
of a great many individual cases with very large increases in this measure being
nearly offset by a large number of cases with very large decreases.

As outlined in Appendix 1.1, our measure of change in economic well-being
for wives, as well as for husbands, can be decomposed into that portion result-
ing from change in income and that from change in needs by examining the rela-
tion of the variance in the logarithms of the ratio of eighth-year and first-
year incomes and needs to the logarithm of the overall ratio. The results of
this decomposition are shown in Figure 2.4. As is the case for all the groups

examined in this analysis, change in income for individuals who began the panel

3It should be noted that the standard deviation of change in income/needs for
wives (2.28) was considerably smaller than the corresponding number for husbands
(3.01). This might be due to the fact that more husbands experienced signifi-
cant increases in income/needs than did wives (see Tables A2.la and A2.1b).



50

Table 2.12

MEANS AND STANDARD DEVIATIONS OF COMPONENTS OF
CHANGE IN REAL TOTAL FAMILY INCOME/NEEDS, 1967-1974
(Married Women in 1968)

Income/Needs Standard Deviation
Change Component Mean Change of Change
Change in Total Family Income $ 1,511 $7,165
Change in Needs - 159 1,066
Change in Income/Needs 0.45 2.28

Number of Observations: 2,355

Note: 1974 Income and Income/Needs figures have been deflated by the increase
in the Consumer Price Index since 1967.

Table 2.13
MEANS AND STANDARD DEVIATIONS OF COMPONENTS OF CHANGE
IN REAL TOTAL FAMILY INCOME, 1967-1974
(Married Women in 1968)

Standard

Deviation

Mean Change of Change
Change in Husband's Labor Income §$- 184 $6,141
Change in Wife's Labor Income 333 2,203
Change in Asset Income 350 2,768
Change in Transfer Income 600 1,618
Change in Other's Taxable Income 412 2,160
TOTAL CHANGE $ 1,511 $§7,167

Number of Observations: 2,355

Note: 1974 Income figures have been devlated by the increase in the Consumer
Price Index since 1967.

MTR #2171
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Figure 2.4

COMPONENTS OF THE VARIANCE OF THE LOG CHANGE
IN REAL TOTAL FAMILY INCOME/NEEDS, 1967-1974
(Married Women in 1968)

100.0%
Zn A Real Total Family
Income/Needs
107.2% 17.6% -24,87%
Ln A.Real Total 20 A Needs Covariance
Family Income Component

Number of Observations: 2,355

Note: The natural logarithm of the change in income/needs is equal to the log
of the change in income minus the log of the change in needs. The vari-
ance of the log change in income/needs is equal to the variance of the
log of change in income plus the variance of the log of change in needs
minus two times the covariance. Hence, a positive covariance leads to
a negative covariance component. (See the appendix to Chapter 1 for
details on this procedure.)

MTR #2171
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period as wives overwhelmingly dominated change in needs in its importance in ex-
plaining change in well-being. Indeed, for wives the variation in income compo-
nent exceeded the aggregate variation by more than seven percentage points, where-
as variation in needs accounted for less than one-fifth (17.6 percent) of the
total variance in economic standing. The reason that well-offness is more than
explained by its components is that there is a large positive correlation between
change in income and change in needs for these women. Large decreases in the
needs standard--resulting, for instance, from the loss of a husband--were gener-
ally associated with large declines in money income. That this correlation (and,
hence, the overexplanation of variance in income/needs by its components) was
stronger for wives than for husbands is merely an indication that husbands gener-
ally earned much more than wives, while husbands' contributions to overall family

needs was only slightly greater.

Changes in Income

Table 2.13 gives the means and standard deviations of change in family money
income and its components for individuals beginning the panel as wives. The mean
change in money income for wives was $1,511, which was some $300 less than for
the initially married men. This difference was due, in part, to the fact that
among the panel members who lost a spouse (through death or marital disruptionm),
the wives were more likely than the husbands to have lost a spouse with money
income. Consistent with this is the fact that the standard deviation of family
money income for wives was over $7,100 while the corresponding figure for hus-
bands was only $6,700.

Also consistent with the fact that wives were more apt to lose a spouse with
substantial labor earnings was the fact that the average "spouse's' income for
the initially married women declined by almost $200 (see Table 2.13). Referring
back to Table 2.3, we see that the average income of the initially married men
increased by nearly $400. Thus, since the differences in these populations of
husbands are those created by marital disruptions, we must conclude that divorce
and separation led to large declines in spouse's income for women despite the
fact that a substantial number of women acquired new husbands. It should also be
noted that remarriage rates for women were substantially lower than for men.

Another interesting difference between the mean changes in income for the
initially married women and men was that mean change in the wives' own labor in-
come was more than twice as large as the mean change for husbands in their
spouse's labor income ($333 versus $140). This would indicate that women who
experienced marital disruption were more likely than stably married women to in-

crease their work hours over the period, or that they enjoyed much greater than
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average increases in wages than their stably married counterparts, or both.4

For wives, as was found for the husbands, the standard deviations of the
components of change in money income were sufficiently high to indicate that
there was quite a bit of individual variation within these components despite the
rather modest mean changes. Figure 2.5 utilizes these standard deviations to
partition the overall variance in change in money income into the same five ex-
haustive components used in Section I of this chapter.

The relative sizes of the components of variance of change in total family
money income for wives shown in Figure 2.5 are virtually identical to those shown
in Figure 2.2 for husbands. 1In both cases the changes in husband's labor income
accounted for over 70 percent of the total variance in family income while
changes in the wife's labor income accounted for about 10 percent. Change in
capital income was approximately one and one-half times as important as change in
the wife's labor income (14.9 percent versus 9.5 percent) or about equal to the
sum of the contributions of change in transfer income (5.1 percent) and change in
others' taxable income (9.1 percent). It should be noted, however, that much of
this capital income was comprised of the asset portion of individually-owned
small businesses and farms. Small businesses were particularly hard hit by the
recession which occurred toward the end of the panel period, while farmers bene-
fited from dramatically increasing world demand for food. Hence, the rather
large contribution to total variance in income/needs made by change in capital
income was likely to have been exaggerated by fluctuations in the business cli-
mate during the eight-year period.

Since change in husband's labor income was so important in accounting for
change in total family real income for the women who began the panel period as
wives, it is interesting to see to what extent the former was the result of
change in marital status. Table 2.14 lists the mean change in husband's labor
income and the amount of its variance which can be accounted for by changes in
marital status. The top row of figures represents those women who remained
stably married throughout the panel period. The majority of the initially mar-
ried women (81.6 percent) were in this group and they accounted for more than 70
percent of the variance of change in husband's labor income. The second group
were women who lost a husband through marital disruption or death and did not re-
marry (14.9 percent of the weighted sample). On average, the families of these
women lost nearly $5,000 in husband's labor income, and this family composition

change accounted for nearly 16 percent of the variance in husband's labor income.

4This is exactly what was found in the analyses described in Volume IV of this
series. See Hoffman and Holmes (1976), pp. 34-36.
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Table 2.14

CHANGE IN HUSBAND'S LABOR INCOME
BY CHANGE IN MARITAL STATUS, 1967-1974
(Married Women in 1968)

Fraction of
Variance of

Change in
Weighted Husband's
Number Proportion Mean Change Labor Income
Change in of of in Husband's Explained
Marital Status Observations Observations Labor Income _by Subgroup
No Change in
Husband 1,913 81.6% 472 71.47%
Lost Husband,
Did Not Remarry 368 14.9 -4,794 15.8
Lost Husband,
Remarried 74 3.5 3,818 12.8
TOTAL 2,355 100.0% - 196 100.0%
Table 2.15
CHANGE IN LABOR INCOME
BY CHANGE IN LABOR FORCE STATUS, 1968-1974
(Married Women in 1968)
Fraction of
Variance of
Weighted Change in
Number Proportion Mean Change Labor Income
Change in of of of Explained
Labor Force Status Observations Observations Labor Income by Subgroup
Out of Labor Force in
both 1967 and 1974 998 43.8% $ 6 1.7%
Entered Labor Force
in 1974 416 16.1 2,689 33.8
Left Labor Force |
by 1974 291 12.7 -2,623 33.4
In Labor Force in both
1967 and 1974 650 27.4 852 31.1
TOTAL 2,355 100.0% $ 336 100.0%
Note: 1974 Income figures have been deflated by the increase in the Consumer

Price Index since 1967.

An individual is defined as in the labor force if she worked at least

250 hours during the year.
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This is an interesting result which tells us that the spouse's labor income for

the women who remained stably married throughout the eight-year period were al-
most as variable as those for women who became divorced.

The most interesting results in Table 2.14 are for those women who lost a
husband and then remarried during the panel period. While they represented only
3.5 percent of the initially married women, the variance of change in spouse's
labor income for this group accounted for nearly 13 percent of the total variance
in husband's labor earnings. The major reason they explain such a relatively
large fraction of the total variance is that these women experienced much more
diverse changes in husband's labor income than did any of the other groups. The
variance of change in husband's labor income (not shown in Table 2.14) was over
six times as great for women who remarried after a marital dissolution as for
those who did not. On average, new husbands were considerably better bread-

winners than were the former husbands.

Changes in Labor Force Status

One interesting difference between husbands and wives appeared when change
in labor income was decomposed in accordance with change in labor force status,
as in Table 2.15. More than half of the total variation in wives' labor income
can be explained by labor force turnover (33.8 percent for those entering the
labor force and 33.4 percent for those leaving the labor force). Only 20 percent
of the change in husbands' labor income was explained by such a turnover, and
most of that was due to retirement. Hence, the timing of labor force participa-
tion was much more important for the wife than for the husband in explaining

changes in earnings contributions to family economic well-being.

Changes in Hours and Wages

The change in labor income of the 650 initially married women who were in
the labor force in both 1967 and 1973 can be attributed to changes in hours
worked or changes in wages by examining the relationships of the variance in the
logarithmic change in earnings, hours, and wages for both years (see Figure 2.6).
In contrast to the corresponding results for husbands presented in Figure 2.3,
changes in hours were more important than changes in wages for wives in explain-
ing the labor income change, the former accounting for 53 percent of the total
variation in change in labor income and the latter explaining less than 40 per-
cent. The fact that changes in wages were much less important for wives than for
husbands may be a reflection of the fact that age-earnings profiles for women
(especially married women) were flatter than those for men (especially married
men) .

Another interesting comparison between the results for wives and husbands is
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Figure 2.6

100.0%

£n A Labor Income
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COMPONENTS OF THE VARIANCE OF THE LOG

CHANGE IN OWN LABOR INCOME, 1967-1974

(Married Women in 1968 Who Were in the
Labor Force in both 1967 and 1974)

7.1%

£n A Hours

£n A Hourly Wage Rate

Covariance Component

Number of Observations:

2,355

Note: The variance of the natural logarithm of change in annual labor income
equals the sum of (1) the variance of £n change in hours, (2) the vari-
ance of £n change in hourly wage rate, and (3) the covariance component

(equal to 2+COV(£Ln A hours, £n A wage rate)).

MTR #2171
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that changes in hours and wages more than explained change in labor income for

husbands (indicating a negative correlation between changes in hours and changes
in wages) while they Zess than explained labor earnings for wives (meaning the
correlation was positive). Hence, for husbands larger than average increases in
wages were associated with larger than average decreases in hours, while the re-
verse was true for wives. While it is impossible to say with certainty without
examining the structural equations underlying this implicit labor market result,
the above findings are consistent with the hypothesis that (1) for men the sup-
ply side relationship dominates demand, and the resulting negative correlation
is a manifestation of the classical backward bending supply curve; and (2) de-
mand considerations dominate for wives, and the positive correlation is a reflec-
tion of the fact that employers are only willing to hire part-time women if they
can get them at lower wages. Thus, women who change from part~time to full-time
work would receive a greater than average increase.

As a crude test of this proposition, Tables 2.16 and 2.17 present the mean
change in real wage by change in work fraction for wives and husbands in the
work force in both 1967 and 1974. As the first and second columns of the two
tables indicate, change in work fraction was much more common for wives than for
husbands. Nearly a quarter of the wives experienced such changes while fewer
than 10 percent of the husbands changed their work fractions. The notion that
the backward bending supply curve dominates for men is supported by the fact
that the husbands who reduced their work fractions received a $1.76 average in-
crease in hourly earnings, while those who increased their work fractions had an
average increase of only 12 cents per hour. The conjecture that women are pen-
alized in terms of wages for working part time and that this is responsible for
the positive correlation of change in hours and change in wages received only
mixed support from the results on mean changes in wages presented in Table 2.16.
While the wives who changed from part-time to full-time hours experienced larger
than average increases in hourly wages ($0.89), so did those wives who changed
from full time to part time ($0.75). As we noted above, the proper testing of
these conjectures requires the identification and estimation of the underlying
structural equations of labor supply and demand, a task which is beyond the

scope of this paper.

Changes in Needs

We have alluded several times to the fact that, for the panel members who
were married women in 1968, certain types of family composition change were re-
sponsible, at least in part, for the patterns of change in economic well-being

and its components. Table 2.18 (which corresponds to Table 2.7 for husbands)



Change in
Work Fraction

*

Became Full Time
Became Part Time
No Change

k%
TOTAL

Change in
Work Fraction

*

Became Full Time
Became Part Time
No Change

TOTAL

Table 2.16

MEAN CHANGE IN REAL WAGES
BY CHANGE IN WORK FRACTION
(Wives Employed in both 1967 and 1974)

Number Weighted
of Percent of
Observations Observations
60 10.7%
68 11.7
413 77.5
541 100.07%
Table 2.17

MEAN CHANGE IN REAL WAGES
BY CHANGE IN WORK FRACTION
(Husbands Employed in both 1967 and 1974)

Number Weighted
of Percent of
Observations Observations
34 2.0%
82 4.9
1,566 93.1
1,682 100.07%

59

Mean
Change in
Real Wage

$0.89
0.75

0.44

$0.52

Mean
Change in
Real Wage

$0.12

1.76

*
Full time is defined here as working 34 or more hours per week on the indi-

vidual's main job.

*% . . :
The number of observations here is less than reported earlier because cases
with missing data on hours per week were deleted.

MIR #2171
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lists for the initially married women the types of family composition changes

which were most prevalent, their frequency of occurrence, and the changes in eco-
nomic well-being and its components with which they are associated. Of course,
the same proportions of husbands and wives were in families where no change in
composition occurred (one-third), and the number of children born and children
leaving stable parental homes was, of course, the same for both groups. However,
nearly three times as many wives as husbands (8.2 percent versus 2.7 percent) be-
came widowed over the eight-year period, and the wives were three and a half
times more likely to be left with the responsibility for supporting children fol-
lowing divorce or separation. Among couples who became divorced, the women were
35 percent less likely to remarry.

Marital dissolution generally resulted in declines in economic well-being
for wives since declines in family needs were more than offset by declines in
family income. This was particularly true for the divorced women whose family
size declined by more than one; this group suffered the severest declines in in-—
come/needs (-.58 units) since the real family income declined by more than $5,000
while needs declined by less than $2,000. However, because losing a spouse
through death was much more prevalent than any other type of marital disruption,
it was the most important of these changes in explaining overall variations in
income (14.6 percent) and needs (16.5 percent). Even more important in this
sense were changes in the number of children in the household. For the families
where a child was born during the panel period, income increased by more than
$3,000 while needs increased by little more than $600. The increased income for
this group was probably a manifestation of the fact that these households had
relatively young husbands who were at an age where earnings increased most rapid-
ly. 1In any event, the variance in income for this group accounted for over 17
percent of the variance in income for all families, while the variance in needs
(resulting mostly from the birth and aging of children) accounted for more than
20 percent of the total variance in needs for all families.

Families where children left the household experienced some of the greatest
increases in overall economic well-being (1.22 units) of all the subgroups listed.
This resulted not only from a needs decrease of nearly $1,000, but also from in-
creases in family income. The large decline in needs for this group, in conjunc-
tion with the relatively large proportion of families experiencing this type of
family composition change (26.8 percent of the sample), explains why these changes
were so important in accounting for such a large proportion (over one~third) of
the overall variance in family needs.

The family composition change with the most interesting results was made by
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women who divorced and subsequently remarried. Their income/needs increased by

an average of more than one and one-half units due to a very large average in-
crease in real family income ($6,735). We found earlier that among this group,
the spouse's labor income increased by an average of nearly $4,000 and accounted
for less than two-thirds of total increase in family money income. Undoubtedly,
the remainder was accounted for by increases in transfer income and the wife's

own labor income.

The Analysis of Subgroups

Table 2.19 shows the relative importance of the variance of change in income/
needs in explaining the variance of change in economic well-being for the same
set of subgroups analyzed in Section I. At first glance one is struck by the re-
markable similarity in the pattern of the proportions of variance explained by
the components across these groups. Closer observation, however, does reveal
some differences. The most interesting of these involves the bottom three sub—
groups which comprise a "nesting" set. That is, the initially poor are a subset
of the target population, and the climbers-out are a subset of those who were
initially poor. As one reads down the columns labeled "change in needs" and "sum

' one sees that the figures in each column progressively (albeit

of covariances,'
modestly) increase. The increase in the importance in needs suggests that, as we
focus more closely on those individuals who were poor but who managed to move out,
family composition became an important determinant of change in well-being. Fur-
thermore, the steady increases in the covariance terms indicate that the types of
family composition change taking place were increasingly those which involved in-
dividuals with sizable incomes as well as needs. The data in Tables 2.20 and
2.21, which show mean changes in the components of income and their relative im-
portance in explaining variance in family income, provide support for this conclu-
sion. The last column of Table 2.20 and the next-to-last column of Table 2.21
concern the contribution of other household members to family money income. In
each instance the figures increase from the target population through the initial-.
ly poor to those who climbed out of poverty. Although much of this increased in-
come of others was due to increases for those already in the household, it is
apparent that among the poor "doubling-up" of income receivers did take place and
that it was a somewhat effective means of coping with, or even overcoming, econom-
ic adversity.

Another interesting difference among the subgroups was that for blacks,
where changes in the wife's labor income accounted for nearly 20 percent of the
variance of change in total family income. For all other groups, this source

of change accounted for less than 10 percent of the variance in family income.



COMPONENTS OF THE VARIANCE OF LOG

Table 2.19

CHANGE IN REAL FAMILY INCOME/NEEDS, 1967-1974

(Married Women in 1968)

Percentage Contribution
to Total Variance

63

Number Changes Changes Sum of

of in in Covariance

Group Observations Real Income Needs Compoment
All 2,355 85.9% 14.1% 24.8%
Blacks 587 85.4 14.6 21.1
Target Population 991 90.7 9.3 16.9
Initially Poor 310 90.2 9.8 27.9
Climbers—-Out 184 85.4 14.2 46.5

Note: The variances have been scaled to add to 100.0 percent in order to facili-

tate comparisons between groups.

The actual fraction of variance account-

ed for by each component can be computed by multiplying the scaled vari-
ances by the sum of the covariance components plus one.

MTR #2170
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As was found among the initially poor and women whose families climbed out

of poverty, change in the incomes of other household members was quite important
for black wives, accounting for 16.7 percent of the variance of change in their

family income as opposed to 8.1 percent for the entire population of wives.

Summary

In explaining the eight-year change in family economic well-being for men
who were husbands in 1968, change in real family money income dominated change in
family needs. Nearly 70 percent of the total variance of change in family money
income was accounted for by changes in the husband's own labor income, while only
12 percent could be attributed to changes in the wife's labor income. These fig-
ures were virtually unaffected when the population was restricted to men who were
between the ages of 25 and 45 in 1968; this restriction changed only the relative
importance of transfer income, which declined as a result of eliminating varia-
tions in retirement-related transfers.

For married men who were in the work force in both 1967 and 1974, changes in
wages were somewhat more important than changes in hours in explaining the var-
iance of change in labor income, and these two components were found to move in
opposite directioms.

For women who began the panel period as wives, changes in real family money
income dominated changes in needs in explaining eight-year change in the variance
of economic well-being. Approximately 70 percent of the variance in family in-
come resulted from changes in the spouse's labor income, while changes in the
wife's labor income accounted for almost 20 percent of the total variance of
change in family income.

For those initially married women who were in the work force in both 1967
and 1974, it was found that change in hours was more important than change in
wages in explaining variance of change in labor income and that these components
were positively correlated. This is exactly the opposite result of that found
for husbands. Furthermore, labor market exit and entry was found to be much more
important for wives than for husbands in explaining the variance of change in the

wife's own labor income.
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Introduction

Analysis based on the first seven years of the Panel Study of Income
Dynamics (1968-1974) and reported in Volume IV of this series found that family
composition changes among initially unmarried household heads were quite frequent
and, for women, were associated with substantial changes in economic status.

This link between family composition change and economic well-being was particu-
larly evident among those women who married (or remarried) during the panel
period. Even after adjusting for the effects of demographic variables, the group
of women who married experienced three times the percentage increase in income/
needs of those who remained unmarried.

In this chapter, we discuss in greater detail the changes in economic status
of the households headed by persons who were unmarried at the beginning of the
panel period (1968) and the relationship of these economic changes to changes in
family composition. First, we present some descriptive data on the initial
marital status, age distribution, and change in economic status of unmarried
heads of households. The last two sections use the analysis procedure outlined
in Chapter 1 as the basis for assessing the extent to which various components of
well-being contribute to the variability of change in household economic status
over an eight-year period. 1In Section II, we consider briefly the experiences of
initially unmarried male heads of households. This is followed in Section III by

a more detailed analysis of their female counterparts.

Analysis

I. DEMOGRAPHIC CHARACTERISTICS OF UNMARRIED HEADS OF HOUSEHOLDS

Prior to considering the eight-year change in economic well-being for
initially unmarried heads of households, it is useful to present some descriptive
data for this diverse population. As shown in Table 3.1, in the first year of
the panel slightly more than three-quarters of these households were headed by
women.2 The distribution of unmarried heads of households by 1968 marital status

indicated a differential grouping between men and women. Twice as many men as

lDuncan (1976), p. 89.

2These proportions also reflect differential nonresponse rates between men and
women since 1968.



Tab

le 3.1

SEX AND MARITAL STATUS OF UNMARRIED HEADS OF HOUSEHOLDS IN 1968

Marital
Status

Single

Widowed
Divorced
Separate
Other or

TOTAL

Number of
Sex Observations
Male
White 125
Nonwhite 66
Subtotal 191
Female
White 429
Nonwhite 545
Subtotal 974
TOTAL 1165
Men
White Nonwhite
54.2% 26.07%
18.5 17.2
17.2 19.6
d 7.4 37.2
NA 2.7 -
100.07% 100.0%

Weighted
Percentage®

18.4%
3.9

22.3

61.3

16.4

77.7

100.0%

Women

White Nonwhite
21.7% 13.7%
54.4 33.8
18.0 19.1

5.3 31.2

0.6 2.2
100.0% 100.0%

*Since low-income families and blacks were initially oversampled, sample
estimates were weighted to make the combined sample representative of

the U.S

Age

< 25
25-34
35-44
45-54
55-64
65 +

TOTAL

. population.

Tab

le 3.2

AGE DISTRIBUTION OF UNMARRIED HEADS OF HOUSEHOLDS IN 1968

Men

White

21.
11.
12.
13.
17.
23.

WO Lo O~

100.0%

Nonwhite

3.4%
19.4
16.8
34.4
10.3
15.7

100.0%

73

Women

White Nonwhite

8.07% 6.8%
10.6 19.3
12.5 23.6
18.1 21.9
26.0 11.8
24.8 16.6
100.0% 100.0%
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women were single,3 while a substantially higher percentage of the women reported

being widowed. Indeed, among whites, three times as many women as men were
widowed. Although the proportions of men and women who were divorced were simi-
lar among both whites and nonwhites, there was a substantial racial difference
in the proportion of unmarried heads of households who were separated as of 1968;
while only slightly more than 5 percent of the whites were separated, a third of
the nonwhites reported being separated.

The age composition of white unmarried heads of households was skewed
toward the older age brackets compared to nonwhites, especially for women (see
Table 3.2). Nearly one out of every four whites was older than age 65 in 1968;

only 15 percent of the nonwhites were 65 or older.

IT. UNMARRIED MALE HEADS OF HOUSEHOLDS

Changes in Relative Level of Economic Well-Being

The changes in relative economic status experienced by initially unmarried
male heads of households over the eight-year period are illustrated in Table 3.3.
There was considerable variability in the relative level of economic well-being
of these men, as defined by family money income/needs deciles in 1967 and 1974.
Only 29.6 percent remained in the same income/needs decile in both 1967 and 1974.
Almost one-half (45.9 percent) moved by two or more deciles, with the increases

and decreases being evenly divided.

Changes in Income/Needs

The decomposition of the logarithm of the ratio of the level of family income/
needs in 1974 to the level in 1967 into its two components--the logarithm of the
percentage changes in income and in needs over the eight-year period--is shown in
Figure 3.1. As can be seen, change in household income accounted for most of the
variance of change in family income/needs. Hence, it would seem likely that the
factors most important to an understanding of the dynamics of family economic well-
being are those which affect money income rather than needs, as there are commonly
other income earners in the family. The percentage of the variance of change in
income/needs accounted for by the two components was more than 100 percent be-
cause of their positive intercorrelation. (See Table A3.2a for the correlations

coefficients of the variables used in this section.)

Changes in Income
Total family money income can be exhaustively decomposed into five com-

ponents: (1) the individual's own labor income, (2) spouse's labor income,

3By single we mean the respondent was never married.
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Table 3.3
CHANGE IN INCOME/NEEDS DECILE POSITION, 1967-1974
(Unmarried Male Heads of Households in 1968)

Change in
Decile Position All Bottom Decile, 1967

Fell Two or More

Deciles 23.4% -
Fell One Decile 10.0 -
No Change 29.6 44,1
Increased One

Decile 14.7 16.9
Increased Two or

More Deciles 22.5 39.7
TOTAL 100.27% 100.7%

Number of Observations: 191

NOTE: The deciles were constructed from the distribution of income/
needs ratios for the entire sample of families. Consequently,
more or less than 10 percent of any subgroup can fall into any
one decile.

See Table A3.la for the complete distribution of 1974 income/needs
deciles by 1967 income/needs deciles for unmarried men.

MTR #6081
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Figure 3.1

COMPONENTS OF THE VARIANCE OF THE LOG CHANGE
IN REAL TOTAL FAMILY INCOME/NEEDS, 1967-1974
(Unmarried Male Heads of Households in 1968)

100.0%
£n A Real Total Family
Income/Needs
T~
~N
~
~
~
~
~N
~N
~N
~
~
102.67% 14 6% ~—-16.87
£n A_Real Total 0 A Needs Covariance
Family Income Component

Number of Observations: 191

NOTE: The natural logarithm of the change in income/needs is equal to the log
of the change in income minus the log of the change in needs. Thus, the
variance of the log change in income/needs is equal to the variance of
the log of change in income plus the variance of the log of change in
needs minus two times the covariance. Hence, a positive covariance leads
to a negative covariance component. (See the appendix to Chapter 1 for
details on this procedure.)

MTR #7300
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(3) head's and spouse's capital income, (4) transfer income, and (5) other house-

hold members' taxable income. Before considering the extent to which changes in
these components accounted for the variance of change in total family income, it
is useful to look at the mean changes in these components over the eight-year pe-
riod. After adjusting for the interim inflation since 1967, family money income of
these initially unmarried heads increased by $1,399 from 1967 to 1974 (see Table
3.4). However, their own labor income declined, on the average, by $95 in real
terms. Nearly half the mean increase in real family income resulted from change
in spouse's labor income (approximately 27 percent were married in 1975). The
remainder of the increase in real family income was evenly divided between changes
in transfer income and in head's and spouse's capital income. It should be noted,
however, that change in the household head's own labor income had a much higher
variability than any of the other components. Thus, although its mean change

was small relative to the mean change in family income, it still accounted for a
significant proportion of the variance of change in real family income.

Figure 3.2 shows the relative importance of the components of the variance
of change in real family money income. Similar to the findings reported for
husbands in Chapter 2, change in the household head's own labor income was the
predominant explanation for change in total household income, accounting for
nearly 94 percent of the total variance. The variance of change in the earnings
of other family members (14.8 percent) was slightly more important than either
variance of spouse's labor income (10.5 percent) or head's and spouse's capital
income (9.2 percent). Among the five additive components of household income,
change in transfer income (6.3 percent) was the least important. The correla-
tions among the components of change in family income (detailed in Table A3.1a)
were mostly negative offsetting movements—-that is why the main component

changes account for more than 100 percent of the variance.

Changes in Own Labor Income

Some of the association between changes in the head's labor income and the
changes in total family income undoubtedly stemmed from normal life-cycle occur-
rences. 1In Table 3.2 we saw that among white unmarried male heads of households
40 percent were older than age 55 in 1968 and slightly less than 22 percent were
under age 25. Using 250 hours as the threshold for being in the labor market,
four groups were defined on the basis of the head's annual work hours in 1967
and 1974: those who entered, left, were always in, or were never in the labor
force. As Table 3.5 shows, panel members who entered the labor force after 1967
experienced large positive changes in labor income and, hence, in total family

income; those who left the labor force experienced large negative changes.
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Table 3.4

MEANS AND STANDARD DEVIATIONS OF COMPONENTS OF CHANGE IN
TOTAL FAMILY REAL MONEY INCOME, 1967-1974
(Unmarried Male Heads of Households in 1968)

Standard

Mean Deviation

Income Change Component Change of Change
Change in Head's Labor Income $ -95 $5,235
Change in Spouse's Labor Income 693 1,753

Change in Head's and Spouse's

Capital Income 394 1,639
Change in Transfer Income 430 1,357
Change in Others' Taxable Income =23 2,083
TOTAL $1,399 $5,408

Number of Observations: 191

NOTE: 1974 income figures have been deflated by the increase in the
Consumer Price Index since 1967.

MTR #6080
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Table 3.5

CHANGE IN LABOR INCOME BY CHANGE IN LABOR FORCE STATUS, 1967-1974
(Unmarried Male Heads of Households in 1968)

Percent of

Variance
of Change
Mean in Labor
Weighted Change Income
Change in Labor Number of Percent of in Labor Accounted for
Force Status Observations Observations Income by Subgroup
Out of Labor
Force Both Years 24 17.3% $ -7 0.0%
Entered Labor Force
by 1974 9 4.0 6,457 7.9
Left Labor Force
by 1974 26 15.4 -6,133 42,2
In Labor Force
Both Years 132 63.3 940 50.0
TOTAL 191 100.0% $ -95 100.1%

NOTE: 1974 income figures have been deflated by the increase in the Consumer
Price Index since 1967.

An individual is defined as in the labor force in a given year if her
work hours for that year were 250 or more.

MTR #6081
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These groups also accounted for a disproportionately large percentage of the

variance of change in the head's own labor income. Although male heads of house-
holds who entered or left the labor market represented only 20 percent of the
population, they accounted for 50 percent of the variance of change in head's
labor income. In contrast, the much larger group of individuals who worked in
both 1967 and 1974 accounted for the remaining 50 percent of the total v<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>