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ABSTRACT

In this paper} we formulate and estimate an economic model of the
process by which é woman chooses to be married or to head her own
household. We used the model to simuiate the effects of changes in
economic variables on the composition of bouseholds and on measured poverty.
Five empirical findings emerge: (1) The opportunity cost of female
headship is quite high. On average, a woman who heads a household can
expect an increase in both her income and her leisure were she to marry.
(2) The household headship decision responds to economic variables.
Increases in the relative utility of women heading households increases
the numbers of such households. (3) If welfare benefits were reduced,
there would be fewer female household heads, but the difference would be
relatively small. (4) If welfare benefits were reduced, howéver, there
would be a substantial increase in measured poverty. (5). For nonwhites,
the effect of wives' working in the market is to reduce female headship;

for whites, wives' working in the market increases headship.




Work and Welfare as Determinants of Female
Poverty and Household Headship

INTRODUCTION

In recent years th; number of households headed by women and the
proportion of these households receiving welfare income have grown
rapidly. In this paper we model the extent to which these changes
in household headship were policy-induced and the extent to which they
affect measuredlpoverty. In particular, we test the familiar
hypothesis that the welfare system encourages families to break apart
by providing benefits primarily to households headed by women. If
a household breaks apart in response to welfare policy, the resulting
households may be poor even though their combined incomes would have
exceeded the poverty line. Changes in household structure thereby

affect measured poverty and income inequality among households, and

‘we seek to measure that effect.

We begin with two basic assumptions, First, differences in economic
well-being influence a woman's choice of marrying (living in a household
headed by her husband) or heading her own household. Second, this choice
of headship status is; at any point in time, the woman's decision. Our
model, therefore, involves comparing the economic benefits available to
a woman in altermative headship statuses. A married woman shares in the 3

income generated by her husband. If she becomes a household head, she




looses access to some or all of her hﬁsband's income but may gain welfare
benefits, Her leisure time may also vary with her headship status.,l

Our analysis of the headship decision assumes that each woman
compares two levels of utility--the level she expects if she chooses to
be married, and the one she expects if she chooses to head her own
household. Since each woman occupies only one headship status at any
point in time, she must calculate the opportunity cost of her given status.
For example, consider a woman who is a household head. Her oppor-
tunity cost is the utility she expects if she were to mérry, The
model we present is one in which changes in the opportunity cost of female
headship induce changes in the number of women who choose to head their
own households.

In the next section we briefly review the literature from which our

model derives. We then present the theoretical rationale, the empirical

and estimating models, and our empirical findings.



PREVIOUS RESEARCH

The effect of economic variables, and welfare payments in particular
on the decision to marry, to divorce, or to rémarry has been estimated
in numerous recent studies. Comprehensive reviews have been provided by
Wolf (1977) and Michael (1979); thus, we limit our review to three
closely related.papers.

Becker, Landes, aﬁd Michaei_(1§775w%ere among the first to formulate
and estimate a model in which an iﬁdividual chooses a marital status by
comparing the utility attainable in alternative statuses. Their model
builds on previous work by Becker (1974) on the theory of household
production and combines human capital theory and search theory.
Maximizing utility through the household production function, marital
partners may find that they can achieve higher utility levels if they
separate than ifAthey remain married. The marital decision dépends
on the expected and unexpected gains and losses associated with each
marital status. The empiricalvwork of Becker et al., however, does not
model the economic situation that a married woman would face if she chose to

end her marriage, i.e., the opportunity cost of marriage. Moreover, they

did not model the effect of the welfare system on marital decisions.

Hutchens (1979) uses a framework similar to that of Becker et al.,
and directly accounts for the effects of the welfare system on the 1
remarriage probabilities of female heads of hquseholds with children.
The search model provides a priori expectations about the signs of the
coefficients. Hutchens recognizes the importance of dealing with the

counterfactual status (in his case, really, the offer distribution), but




notes the considerable difficulty of operationalizing the theoretical
variables contained in a fully specified search model. Hutchens then
uses a vector of existing-status explanatory variables which inéludes the
parameters of the AFDC system in order to predict the transition
probability.

Wolf models the marital disruption decision as a utility maximization
problem in which the utilities attainable in alternative marital statuses
are compared. He does estimate the arguments of the utility functions in
the alternative statuses, so that a woman's labor force participationm,
earnings, and transfer income can differ across statuses. Thus, unlike
the Becker et al. model, which assumes that a nonworking wife would
not W0;k if she were to become a female household head, Wolf's modei
provides estimates of the amount of labor she would provide if she were
to become a household head. Wolf found that an increase in the ngfare
income available to female household heads increased the probability of
divorce.

Our model builds directly on that of Wolf. It differs primarily in
that he analyzed a sample of married couples and the determinants of the
transition to female headship over a three-year period, while we analyze

a sample of all women--married as well as household heads~-and address the

determinants of the equilibrium stock of female heads at a point in time.

THE MODEL

We hypothesize that each woman chooses between two mutually exclusive

headship statuses: heading her own household (female head) or living with



a husband (married woman).3 A woman chooses that headship status in
which she receives the greatest expected wtility. Each headship status
is represented by a separate utility function, UH and UM for household head
and married woman, respectively.
i >
1 4if UH UM .
STATUS = (1
i <
0 if UH__ UM 4

3

STATUS is a dichotomous variable equal to 1 if the woman is a female head
and 0 if married.

Our aésumption that the woman alone makes the headship decision is
equivalent to the usual asguﬁptiéﬁ éf loﬁg—run équilibrium.5 Weistudyga,
the headship decision ofuali women at a point in time. Most related
studies focus only on the decision of those women who change headship

status during the study period. Since a relatively small proportion of

woman change headship status in any year, the assumption that the "headship .

status market" is in long-run equilibrium is at least as descriptive for
this as for other "markets.'" Women who calculate that the utility
of being married exceeds the utility of being a household head are, by and

large, married. Similarly, women who expect higher utility as household

heads are, in the main, just that. Consider a woman who wants to remain

married (i.e., she calculates that U, > U_), but is abandoned by her husband.6

M H

This creates a short-run disequilibrium, but we assume that in the long-run
she will have found a new husband.
We assume that every woman knows the expected utility attainable in

each headship status, and that these utilities are determined by the level




of income and leisure associated with each status. Income and leisure

will differ across headship statuses because: (1) total income if

married includes a husband's income, which would not be available to a
female head; (2) female heads are eligible to receive welfare income,

while married women are generally ineligible; (3) labor force participation
varies with available incoﬁe and with headship status.

We also assume that a woman assesses the utility she can attain in
each status by taking her current demographic traits and region of
residence as constant. For example, a married woman assumes she would
have as many children living with her if she were a female household head
as she currently has living with her. The expected levels of income and
leisure vary across the headship statuses, not the woman's demographic
traits.7 Finally, we assumé incémé sharing within households, so that
utility in each status depends on the total consumption possibilities of

Y

all h0u§ehold members. Thus, where Y_, L M®

g° Dby and LM are the levels of

income and leisure the woman expects to have if a household head or if
married, and €q and €y are unobservable random variables representing

tastes for household headship and marriage,

U, =0.&

H H'H’ L

u’ EH) (2)
UM = UM(YM’ LM, aM). (3)

Utility increases with income and leisure in each headship status.

ESTIMATING MODEL

We impose the restrictions that UH and UM are linear in vectors of

unknown parameters, BM and BH, and that the disturbances, €y and €y 2Te



normally distributed random variables. Let X be a four by one vector,
X = [X1 X2 X3 Xu] = [YH LH YM LM] (4)

| Leaving detailed specification of X to the next section, we write the

two utility indicators as functions of X.

UH = BlHXi + BZHX2 + eH B3H = BQH =0 (5)
Uy, = Bsst + BQMXH + ey 81M = B2M =0 .(6)

The disturbances (unobservable tastes variables €y and EM) are uncorrelated with X.
Each woman knows UH and UM‘ Thus her choice of headshiplstatus

is nonstochastic, and is represented by equation (i). For the researéhgf,

the probability that a woman randomly drawn from the population is a

household head depends on the distribution of EH and gM and on the

woman's characteristics. Thus,

, ] _ S
Pr (STATUS 1) Pr (U, UM)

Pr (X‘BH + e > X’BM + eM) 7

H
Pr [(ey - &) > (X"By - X"B)]

Since both ey and gy are normally distributed, (eﬁ - eM) is normally

distributed and equation (7) can be rewritten as
Pr(STATUS = 1) =1 - & [(X"B, - X"B)/0], (8)

where 02 is the variance of (eH - EM), and ®(.) is the cumulative distribution

function of a standardized normal variate. Any event which increases the




utility of being a household head relative to that of being married
increases the probability that a woman will choose to head her own

household.

ESTIMATION

To estimate equation (8), which specifies the determinants
of female household headship, we must estimate the arguments of the

utility functioms, Y_, Y,, L., and LM‘ Because each woman occupies only

H’ M’ H’

one status, we estimate her choices of income and leisure in the counter-
factual status by observing women with similar characteristics who
currently occupy the counterfactual status. For example, we begin with

data on YH and LH for women who are currently female heads of househeold,

and regress these variables on a set of observable characteristics (Z) of

8 , .
these women. These regressions are used to estimate Y and LH for all

H

9 - , . .
women. Similar regressions, estimated using data on women who are

currently married, provide our estimates of YM and LM for all women.

These estimates of Y _, Y , L., L comprise elements of the vector X in

H> "M*> "H> M

equation (8).

Before estimating the determinants of Y M

0 LH’ Y, and LM’ we divide

, . X R 10
household income in each status into three mutually exclusive components:

earned income (EY_, EY

0’ M)’ welfare income (WYH, WYM), and income other than

earnings or welfare (OYH, OYM).ll We measure leisure by its complement,

labor force participation of the woman (LH, LM)' This division leaves

us with the following equations for each marital status:



EY = r,(Z, n)) (9)
oY = rz(z, nz) (10)
WY = r,(Z, ny) (11)
L=1,(2, n,) (12)

The disturbances ni are normally distributed random variables which are
independent of Z. Each function T, has associated with it, a set of different
unknown parameters, g0 estimates of the impact of any Z on each of the

four dependent variables.

We estimate equations (9)-(12) separately for four groups of women--
nonwhite and white female heads and nonwhite and white married women. We
use the March 1975 Current Population Survey (CPS) data.12 Since we analyze
the choice to be married or to head a household, we limit our sample to
women between the ages of éS and 54, Many younger women live with their
parents and many older women live with their adult children; thus, their
" choices may be constrained. The atfributes of the women (the variables in
the vector Z) included in the model are age, education, fegion, suburban
locatioﬁ, health status, number of children, whether the household they
head contains a female-headed suﬁfamil& ;;d %hether they have ever been
married. Also included are the parameters of the welfare system in
geographical state of residence:l3 the income guarantee of the Aid to
Families with Dependent Children program (AFDC) appropriate for each woman's
family size,14 the effective AFDC benefit reduction (tax) rate on earned
income, and the amount of earnings not subject to the tax rate (the "set
aside”).15 For married women these welfare variables are replaced by a

single dummy variable which indicates whether or not the state of residence

has an AFDC program for unemployed fathers (AFDC-U).
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Specifying EY, OY, WY and L as functions of Z allows us to trace the
influences of changes in the woman's characteristics (including the welfare
system in her region) on the probability of headship status via equation
(8). The conditional expectations, given Z, of EY, OY, WY and L for
each headship status allow us to form the vector X in equations (5) and
(6). Then changes in Z change X and affect the probability of headship
in equation (8). TFor example, an increase in the AFDC guarantee raises
weifare income for female heads and, all other variables unchanged,
would increase the utility of being a female head relative to the ﬁtility
of being married and thereby increase the probability of female head-
ship.16 The increase in the guarantee is also expected to reduce poverty.

Appendix Table A-1 shows our regressions for the income sources of nonwhite
female heads while Appendix Table A-2 shows the results for labor force
participation. The results for nonwhite married women, white female heads,
and white married women are shown in Appendix tables A3-—A8.17

The eéuatioﬂs for earned income (EY) and income other than welfare income
or earned income (0Y) are each estimated by ordinary least squares. Because
most women do not receive welfare income and because it is constrained to be
nonnegative, the welfare income equation is estimated by a two-step procedure
similar to that suggested by Heckman (1976). 1In the first step, a probit
equation is estimated on a binary dependent variable which takes the value
of one if welfare income is received and zero if not. Using the results
of the Step 1 estimation procedure, a new variable is constructed. This
new variable, denoted LAMBDA in Table A-1l, is then used with Z in an equation
on WY, where the sample comnsists only of women for whom WY is positive (i.e.,

welfare recipients),18
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We specify the labor force participation decision as a trichotomoﬁs
one: A woman either did not work last year, worked part of the year
(1 through 48 weeks), or worked full year (49 through 52 weeks). This
specification is motivated primarily by two observations about our data.
First, the CPS data report weeks worked in the preceding year in seven
discrete categories. Second, a frequency distribution of weeks worked
reveals Fhat most women cluster in the two éxtreme categories (did not
work, worked full year).19 Labor force participation is, thus, estimated
as a multinominal logistic function.

The estimated coefficients f&f nonwhite female household heads in
Tables A-1 and A-2 are used to predict the value of the dependent variables
in equations (9)-(12) for all nonwhite women (as well as the coefficients
in the other Appendix tables for the other three groups.) Estimates are

necessary because the headship status decision depends on the values of two

s L.

utility functions, values determined by their arguments (EYi’ OYi’ WY, 5

i
i =4, M). Since the sources of income and labor force participation are

only observed for one headship status, their values must.be imputed for the

other unoccupied status. Our prediction for EYM for women who are currently

household heads is simply an estimate of the conditional expectation of EYM,
given Z.21 We also use this expectation as our prediction for married
Women.22 Our predictioms for 0Y, WY, and L are based on the conditional
expectations of the other equations.

The predicted components of income in each headship status (EY, 0Y, WY)
were summed to predict total income. This total income measure then was

normalized to reflect differences in family composition in different statuses.
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Family size necessarily differs across statuses, ceteris paribus, due to

the presence (or absence) of the husband. Dollar differences in income

then do not accurately reflect differences in possible consumption across
statuses. Ohe plausible correction is to adjust total household income by

an equivalence scale. This is the method chosen here, with the Census poverty
lines serving as our equivalence scale.24 These normalized incomes, or
"welfare ratios," based on the conditional expectations, are then substituted

for Y, and YM’ and denoted Y_ and YM. Similarly we substitute the conditional

H H

A

expectations, LH and LM for LH and LM' Table 1 présents these expected values

for all women, and for women classified by their weeks of work. Because
they are derived using all of a woman's observed characteristics, we refer

to these as our baseline predictions.

RESULTS

The results in Table 1 and the tables which follow differentiate our
analysis from those of Becker et al. and Hutcﬁense Our analysis
proceeds with explicit predictions for every woman of the expected values of
the components of economic well-being in both the observed and the counter-
factual headship statuses. Using the predicted values, §H’ £H’ £M’ and £M’
we are able to analyze the opportunity cost of female headship, the effect

‘of the welfare system on female headship, and the induced effects on measured

poverty.

The Opportunity Cost of Female Headship

The ratios shown in columns 3 and 6 of Table 1 are indicators of the
opportunity cost of female headship. For example, nonwhite wbmen can expect

a welfare ratio of 2.89 if married, but only 1.60 if a female head. While



Table 1

The Opportunity Cost of Female Household Headship

. Mean Predicted Values? Ratio Mean Predicted Valuesa Ratio
Women by Race Y, T Col.(l)/Co]_',(Z) L.Mb LHb Col.(1)/Col.(2)
and Observed Labor )

Force Participation . (1) (2) (3) ) (5) (6)
Nonwhite women, all 2.89 1.60 1.80 2,01 2.19 0.92
Pid not work 2.57 . 1.41 1.83 1.88 2.00 - 0.94
Part-year workers 2.69 1.43 1.89 1.96 2.09 ' 0.94
Full-year workers 3.26 1.86- 1.75 2.14 2.40 0.89
White women, all . 3.96 2.22 1.78 1.94 2.30 0.84
Did not work 3.61 1.97 1.83 1.84 2.16 0.85
Part-year workers 3.76 2.03 1.85 1.91 2.23 0.86
Full-vear workers 4,45 2.60 : 1.72 :2.,00 2.49 0.83

€1

3Each mean (YH’ YM’ LH’ LM) is computed over all women, married women as well as female head. Predicted

values are denoted by ".".
bl\ ~
LM and LH take the value of 1 1f the woman did not work at all,during the previous year; 2, 1f she worked

o)

less than full-year; and 3, if she worked full-year. Yor example, the value of L, 2.19 for all nonwhite women ,

represents the following: 297 are predicted not to work at ail; 23% to work part-year; 487 to work full-year.
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the levels that white women can expect, 3.96 and 2.22, are higher, the
relative difference in well-being betWéen the two headship statuses is
similar. On average if a female head were to marry, her welfare ratio would
rise by about 80 percent. Similarly, predicted labor force participation

is about 10 to 15 percent lowef for nonwhite and white married women than
for female heads. For both races, and for women classified by age,
education, or region (data not shown), the expected welfare ratio is lower
and the expectéd labor force participation is higher for female heads than
for married women. -

The highest predicted welfare ratios for both whites and nonwhites
are those of women who work full-year. The welfare ratio in either
headship status for nonwhite women is about 70 percent of the similar
ratio for white women. Moreover, the predicted difference iﬁ labor force
participation between married.women and female heads is greater for
whites than nonwhites, reflecting the observation that fewer white than
nonwhite wives work. Given the high opportunity cost of female headship,

it is not surprising that at any point in time most women are married.

The Effects of the Welfare System on Economic Well-being

The estimated equations shown in the Appendix tables are used to simulate
the effect of the welfare (AFDC) system on economic well-being. We calculate
new predictions of EY, OY, WY, and L by using the estimated coefficients,
setting the parameters of the AFDC system equal to zero, and holding the
remaining elements of Z at their observed values. In this simulation, changes
in the welfare system produce labor supply responses as well as changes in

household income. Predicted incomes are again summed and normalized. These
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normalized simulated predictioﬁs are compared to the baseline predictions
derived using the actual parameters of the existing welfare system.

Table 2 presents the results of this comparison for all nonwhite and
white women in panels 1 and 2, and only for women currently receiving
welfare income in panels 3 and 4. A comparison of the baseline predic-
tions to those that would exist in the absence of the AFDC system,25
reveals that for nonwhites, AFDC increases the predicted welfare ratio
of female heads by 10 percent (1.60/1.45), and of married women by 2
percent (2.89/2.83)." Nonwhite female heads actually receiving welfare
income benéfit relatively more from the AFDC system (their welfare ratio

increases by about 20 percent). The effects of the AFDC system on

labor force participatibn for nonwhite women and for white wives and on
the welfare ratios of white women are negligible. White household heads,
however, are predicted to reduce their labor force participation as a
result of AFDC (by about 7 percent on average, and by about 11 percent

for those receiving welfare).

The Determinants of Female Household Headship

Given our baseline predictions for each woman, we substitute the values

of YH and LH for Xl and X2 in equation (5) and YM and LM for X3 and X4 in

equation 6. We then proceed to equation (8) and estimate the effects of the
arguments of the utility function on the probability that a woman will head
her own household. The results of a probit and logistic estimation of

equation were virtually identical. We report the results of the logistic

estimation in Table 3.

Increases .in YH and decreases in LH that increase the utility of

heading a household, and decreases in YM and increases in LM that decrease




16

T&lez

The Effects of the Welfare (AFDC) System on Econéﬁié Well-Being

Mean Predicted Values

YH LH YM LM

1. All Nonwhites

Bageline prediction 1.60 2.19 2.39 2.01

Sim@lated prediction 1.45 2.19 2.83 2.02
2. All Whites

Baseline prediction 2.22. 2.30 3.96. 1.94

Simulated prediction 2,26 2.47 3.98 1.95
3. Nonwhites‘currently

receiving welfare income

Baseline prediction 1.11 1.87 2.14 1.82

Simulated prediction 0.93 1.85 2.07 1.85
4, Whites currently

receiving welfare income

Baseline prediction 17,53 1.96 2.92 " 1.76

Simulated prediction 1.55 2.20° 2.94 1.78

Notes: Baseline prediction:

Simulated prediction:

all variables evaluated at their observed
values for each woman for each equation.

all variables evaluated at their observed
values, but parameters of welfare (AFDC)

system (income guarantee, tax rate on

earnings, set aside) are set to zero for

each woman and for each equatiou.
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Table 3

The Determinants of Female Headship

Nonwhites ) | Whites
Independent Standard a Standard a
Variables Coefficient  Error Derivative  Coefficient  Error Derivative
§H <407%% <147 .097 <654%% <224 .082
£H -,640%% - 249 -.153 =1,082%% 427 -.,136
T, - .200% .106 -.048 -.260+ 145 -.030
fM | 064,332 .015 1.758%% .630 .221
Constant <771% .387 -3.164%% .633

Dependent variable = STATUS = 1 if head, 0 if married

Nonwhites ’ Whites
Mean dependent variable = .396 .155
Predicted probability at -
means = +395 .149
Chi sq. (5) = 21.88 ’34,94
Number of observations = 1333 1366

The derivative of the probability of headship with respect to the ith argument,
evaluated at the means (See footnote 26.).

*#% = gignificant at 1% level.
*# = gignificant at 5% level.
+ =

significant at 107 level.




18

the utility of being married, are all expected to increase the probabili-
ty that a woman heads her own household. Thus, in Table 3 where STATUS =

1 for household heads, we expect the following signs:

Variable Y L YM LM

Sign + - - +

The coefficients on each of the predicted income and labor force
participation variables have the expected signs, and seven of these
eight coefficients are significantly different from zero. The predicted
probabilities at the means of the independent variables, .395 for nonwhites
and .149 for whites, are quite cvlose to the actual means of the dependent
variables, .396 for nonwhites and .155 for whites.

N

The derivatives in Table 3 imply that a unit change in YH for nonwhites

increases the probability of headship by .111 and by .087 for whites.26
Because YH has been normalized by the poverty line, a unit increase in YH

represents about $5000 for the average woman in 1975. This represents an

elasticity of headship with respect to income (YH) of 0.40 for nonwhites
and 1.23 for whites. Thus, while white womeﬁ are less likely on average

to head their own households than are nonwhites, the responses of whites to
changes in each of the four economic variables are larger..27 The major
difference between the races is the relative magnitude of the estimated

A

positive coefficient on weeks worked by wives: The derivative on LM is

the smallest of the four for nonwhites, but the largest for whites. Fewer

white than nonwhite wives work, and this work increases headship more for
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whites, ceteris paribus. Of course, the total net effect of wives'

work on female headship is derived from two effects which have opposite
signs. The direct effect operates via the positive coefficient on iM’
while the indirect effect results from chgnges in §M (with its negative
coefficient) that result from the increased work.28 We analyze this and
other effects on headship in the next section.

The Effects of the Welfare Syétem and of Wives' Work on Household
Headship and Measured Poverty

The coefficients in Table 3 show that a woman's decision to head
her own household is responsive to changes in ekpected economic well—bging
in either headship stétus. Any change‘that increases the expected well-
being of a married woman reduces the proportion of women choosing to |
head households; any change that increases the expected well-being of
a household head increases this proportion. Because welfare benefits
are generally available only to female household heads, they increase‘
the well-being of female heads relative to that of married women, and,
thus, are expected to increase the headship proportion. However, welfare
benefits are also expected to reduce poverty.

Table 4 presents our estimatég of the effect of the Welfafe system
on nonwhite female household headship and on the nonwhite incidence of

Y

poverty. Line 1 presents the actual 1975 sample means for Y_, LH’ M

and LM’ the proportion of all households headed by women, and the per-

centage of households that are poor.29 Line 2 presents our baseline
predictions, the predicted mean values of YH’ LH’.YM’ and LM that are

derived by evaluating the coefficients from equations (9)-(12) at each

- . |




Table 4

The Effects of the Welfare System and of Wives' Work on Female
Household Headship and Measured Poverty, Nonwhite Women

Mean Predicted Values®” ‘Proportion of All Incidence of
R . R . Households Headed Poverty Among
Yy Ly Yy Ly by Women All Women (%)
1. ActualP 1.52 ©  2.11 2,90  2.04 -394 25.8
2. Predicted, Baseline 1.60 2.19 2.89 2,01 .396 13.0
3. Predicted, AFDC 1.45 2.17 2.83 2.02 .387 16,7
parameters set to zero '
4, Predicted, Welfare 1.42 2.19 2.86 2.01 »380 17.6
income (WY) set to zero
5. Predicted, Wives do not 1.60 2,19 2.24 1.00 o412 15,9
work (Ly=1, Yy adjusted
accordingly)

0¢

aThe logistic coefficients of the determinants of female headship from Table 3 are evaluated
at these predicted values, and yield our estimate of the proportion of all households headed by
women. These predicted values are also used to derive our egtimate of the incidence of poverty.

bThe data in line 1 are actual sample means, not predicted values or estimates. While a
woman who is actually married has observed values only for Yy and Ly, she has predicted values
for all four variables. Thus, the actual means are derived separately for married women and
female heads, while each of the predicted means is derived from the entire sample of women.
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woman's observed characteristics. The logistic coefficients of the
headship equation (8) from Table 3 are then evaluated at these predicted
values for each woman. This estimate of the log odds is then transformed
into an'estimaté of the probability of headship for each woman. We then
use the CPS weight for each woman and aggregate over all women to estigate
the proportion of households headed by women.

Qur estimate of the poverty incidence is derived in two steps. We
begin with the regression estimate of the probability that a woman heads
her own household. We then multiply the woman's sample weight from
the CPS by this probability to estimate the number of household heads
this woman represents. If §H is less than 1.0 for this woman, then we
count as the number of poor female heads, the product of the woman's sample
wéight and her estimated headship probability. We then repeat the
computation'using the weighted estimated probability of being married,
and count the resulting total among the poor if %M.is less than 1.0.

The estimated incidence of poverty is then thevsum of poor household
heads and poor married woman divided by the total number of women.

A comparison of lines 1 and 2 of Table 4 shows that our model predicts
the components of economic well—bging and the headship proportion well
enough, but our estimate of the incidence of poverty falls far below the
actual incidence. For example, the actual headship proportion is .394 and
the predicted is .396, while the actual poverty incidence is 25.8 percent
and our estimate is 13.0 percent. TFailure to predict the current incidence
of poverty is due to two factors. First, any model fits best around the
sample mean, and by definition, poor households are in the lower tail of the
income distribution. Second, there is an economic rationale for our under-

estimate of the poverty incidence. A large proportion of persons will be
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poor in any period for transitory reasons. Since our estimate is based on
observed characteristics that are predictors of permanent income, it does
not allow for those transitory fluctuations that cause current income |
to be abnormally low. Because our model and our data set are designed to
evaluate long-run equilibrium in the "headship status market", permanent
income poverty is the relevant concept.

While line 1 presents actual data, and line 2 presents the baseline
predictions we derive from the women's observed characteristics, lines
3, 4, and 5 present three simulations with which we gauge the effect of
the welfare system and of wives' work on headship and poverty. The
predictions in line 3 are derived by assuming that the current welfare
system did not exist——i.e., the income guarantee; tax rate, and set aside
of the AFDC system are set to zero for each woman. We then evaluate the
coefficients of equations (9)~(12) at the observed values of all of the
woman's other characteristics. This simulation makes full use of our
model. When the welfare parameters are set to zero, changes in each
component of income (EY, OY, WY) and in labor supply result for each
headship status. Each of the four predicted values in line 3 differs
from its counterpart in line 2. The new predictions are then used to
deri&e estimates of the headship proportion and the poverty incidence.
Compare lines 2 and 3, the "real world" and the '"no welfare world".

~

Through its effects on YH’ LH’ Y, ., L the welfare system increases the

MS
headship proportion from .387 to .396 (a change of 2.3 percent), but
reduces the incidence of poverty from 16.7 to 13.0 percent (a change of

22.2 percent).
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Line 4 reports another simulation of the effect of the welfare

system. Here we merely set predicted welfare income (WY) equal to zero

for all female heads and married women, and leave the predicted values
of the other variables [in equations (9), (10), and (12)] unchanged.
This simulation does not consider the labor supply responses that result
when our full model is used (as in the predictions in line 3). Rather,
it measures only the income effect that results from the elimination of
welfare income——%H is the only variable that-éiffers Between lines 2 and
4, A comparison of this simulation with the baseline shows that welfare
income increases %H from 1.42 to 1.60 (12.7 percent), reduces poverty
from 17.6 to 13.0 percent (26.1 percent), and increases the headship
proportion from .380 to .396 (4.2 percent).30 Thus, both welfare
simulations suggest that the current welfare system significantly reduces
poverty,jbut causes a small increase in the headship proportiom.

The final simulation in Table 4 focuses not on the effect of the
welfare system, but on the effect of working wives. As mentioned
above, the direct effect of reduced work increases the attractiveness
of marriage, while the reduced earnings reduce this attractivenessu
Line 5 shows that if wives did not work, iM would fall from the baseline
prediction of 2.0l to 1.00, and %M would fall from 2.89 to 2.24 (22.5
percent). The net effect of wives working is to reduce the relative
attractiveness of female headship: The headship proportion falls from
.412 to .396 (3.88 percent) and the poverty incidence falls from 15.9 to
13.0 percent (18.2 percent).

The results in Table 4 suggest that the headship proportion for

nonwhites is affected to about the same degree by the current welfare
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system (which increases headship) and the work and income contributed by
wives (which reduce headship). Both contribute to a reduction in the
incidence of poverty.

Table 5 repeats our simulation analysis for white women. While the
major effect of the welfare system for nonwhite women was to raise the
income of female heads, the major effect for white women is to reduce
work effort. A comparison of lines 2 and 3 shows that iH falls from 2.47
to 2.30. Because reduced work as a female head increases the attrac-
tiveness of female headship, the current welfare system leads to an
increase in headship among whites from .132 to .143 (8.33 percent) and
an increase in poverty from 1.2 to 1.4 percent. This increase in .poverty
occurs because the predicted labor supply effect of welfare is so large
that QH is actually higher in the "no.welfare” world.

The welfare simulation in line 4 constrains all of the predicted
values except §H' Thus, when ﬁelfare income is set to zero, §H falls
from 2.22 to 2.13. A comparison of lines 2 and 4 shows that the increase -
in §H due to welfare raises headship slightly from .142 to .143, and
reduces poverty from 1.9 to 1.4 percent. The results of this simula-
tion are similar to those for nonwhites.

If white wives did not work, L. would fall to 1.00 from 1.94 and

M
YM would fall from 3.96 to 3.26 (21.5 percent). While the net effect
of wives working was to reduce headship for nonwhites, the net effect
for whites is a large increase from .004 to .143. For whites, the

increase in the headship proportion due to wives' working is much larger
P g g
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than the increase due to the current welfare system.



Table 5

The Effects of the Welfare System and of Wives® Work on Female
Household Headship and Measured Poverty, White Women

Mean Predicted Values? Proportion of All Incidence of
R ~ ~ A Households Headed Poverty Amon
Yy Ly Yy Ly by Women All Women (%
1. Actualb - 2.51 2,37 3.81  1.91 .156 7.2
2. Predicted, Baseline 2.22 2.30 3.96 1.94 0143 1.4
3. Predicted, AFDC 2.26 2.47 3.98 1.95 -132 1.2
parameters set to zero
4, Predicted, Welfare 2,13 2.30 3.96 1.94 <142 1.9
income (WY) set to zero
5. Predicted, Wives do not 2.22 2,30 3.26 1.00 .004 1.8
work (Ly=l, Yy adjusted
accordingly)

8The logistic coefficients of the determinants of female headship from Table 3 are evaluated
at these predicted values, and yield our estimate of the proportion of all households headed by
women. These predicted values are also used to derive our estimate of the incidence of poverty.

bThe data in line 1 are actual sample means, not predicted values or estimates. While a
woman who is actually married has observed values only for Yy and Ly, she has predicted values
for all four variables. Thus, the actual weans are derived separately for married women and
female heads, while each of the predicted means is derived from the entire sample of women.

S¢
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The analysis in tables 4 and 5 is based on using predicted values
for YH’ LH’ YM’ and LM in conjunction with the logistic coefficients of
Table 3. We now present an analysis of the changes in headship which

result from actual changes in the economic status of female heads and

wives between 1968 and 1975. Table 6 presents a decomposition which
allows us to estimate the separate effects of changes in the well~being
of female heads and changes in the well-being of wives on the headship
proportion. -

Consider lines 1 and 4 for nonwhites. Between 1968 and 1975, YH
actually increased from 1.24 to 1.52 and LH decreased from 2.21 to 2.11.
Both changes increased the attractiveness of female headship. There
was also an increase in actual YM from 2.22 to 2.90, and a slight
decline in LM from 2.05 to 2.04. Both of these changes increased the’
attractiveness of being married. A comparison of lines 1 and 4 shows
that when the logistic coefficients from Table 3 are evaluated at these
actual values, the predicted headship proportion increases from .389 to
.399.

Lines 2 and 3 decompose this change into two components: one due to
changing economic status of female household heads, and the second due to the
changing economic situation of married women. .Line 2 shows that if
nonwhite female heads had achieved their 1975 level of well-being, but
the well-being of nonwhite married women had remained at their 1968
levels, then the female headship proportion would have been .432. The
decline in the predicted probability from .432 to .399 is thus due to
the improved economic situation of nonwhite married women duriné the
period. Line 3 shows that the changing economic situation of nonwhite

female headé, holding constant the position of married women, caused

headship to increase from .357 to .399. Thus, the predicted change in



Table 6

The Effect of Changes in Economic Well-Being Between 1968 and 1975
on Female Household Headship

Predicted Proportion of All Households Headed by
(Values of Yy, Ly, Yy LM)
Nonwhites Whites

1. Actual 1975 values for all women. .399 . .162
(1.52, 2.11, 2.90, 2.04) (2,51, 2.37, 3.81, 1.91)

2. Actual 1975 values for female heads; 2432 -154
Actual 1968 values for married women. (1.52, 2.11, 2.22, 2.05) (2.51, 2.37, 3.26, 1.80)

3. Actual 1968 valués for female heads; .357 « 143
Actual 1975 values for married women. (1.24, 2.21, 2.90, 2.04) (2,33, 2.40, 3.81, 1.91)

LT

4, Actual 1968 values for all women. .389 .135
(1.24, 2.21, 2.22, 2.05) (2.33, 2.40, 3.26, 1.80)

8prediction is based on evaluating coefficients from Table 3 at the observed values of Yy, Ly,
Yy: and Ly shown below each line.
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nonwhite headship from .389 to .399 resulted from the offsetting effects

of changes in the situation of wives and female heads.

For whites, both changes in the economic well-being of female heads
between 1968 and 1975 increased the attractiveness of female headship:

YH actually increased from 2.33 to 2.51 and LH declined from 2.40 to
2.37. However, the changes in the economic situation of married women
had opposite effects. The increase in YM from 3.26 to 3.8l increased
the attractiveness of being married, but the increased work of wives ~
(LM increased from 1.80 to 1.91) decreased the attractiveness. The net
effect of these actual changes is an increase in the headship proportion
from .135 to .162, a larger net increase than for nonwhites.

While the net effect was an increase in headship for both whites
and nonwhites, the effects of the two components differ among the races.
While the changing economic situation of nonwhite wives reduced the
headship proportion, the changes for white wives led to an increase in
the predicted headship probabilitﬁ from .154 to .162. Thus, the pro-marriage
effect of the increase in income was more than offset by the pro-headship
effect of the increased work of wives. The changing situation of white
female heads, holding constant that of married women, also caused
headship to increase from .143 to .162. Thus, for whites, the increase
in headship is attributéble to the changing situations of both wives
and female heads.

Betweén 1968 and 1975 the actual percentage of women ages 25 through
54 (our sample) heading their own households increased from .328 to
.396 percent for nonwhites and from .118 to .155 percent for whites.

The results presented here show that women are responsive to changes in

their economic situation in each headship status. However, the model does
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not attribute such large increases in headship to the actual changes in the
economic situations of wives and married women. One suggestion for further
research would be to extend this model to incorporate changes in the

"taste for female headship" that may have occurred in the recent past.

SUMMARY

In this paper we have estimated a model of the determinants of
- female headship and sﬁown that headship responds to variations in the
levels of economic well-being a woman can expect if she marries or if
she heads her own household. An intermediate step in our modelling'
process was the estimation for every woman of her expected income and
leisure in each headship status. This specification allowed us to
simulate the effect of changes in the welfare system and of wives' work
on the headship proportion and the incidence of poverty. Five empirical
findings emerge: (1) The opportunity cost of female headship is quite
high. On average, a woman who heads a household can expect an increase
in both her income and her leisure were she to marry. (2) The house-
hold heédship decision responds to economic variables. Increases in
the relative utiiity of women heading households increases the numbers
of such households. (3) If welfare benefits were reduced, there would
be fewer female household heads, but the difference would be relatively
small. (4) If welfare benefits were reduced, however, there would be
a substantial increase in measured poverty. (5) For nonwhites, the
effect of wives' working in the market is to reduce female headship; for
whiteg wives' working in the market increases female headship. Our

-empirical findings lead us to conclude that the actual increases in female
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headship that occurred between 1968 and 1975 are substantially larger than
those which our model attributes to the observed improvements in the

economic situation of female heads and of married women, including those

which are attributable to. the welfare system.
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NOTES

lThe data indicate that a married woman who becomes a household
head is likely to work more and to have less income (Bradbury et al.,
1979). .

2Our decison to analyze the stock of female household heads rather
than the transition from marriage to female headship is explained below.

3The Census provides three mutually exclusive headship categories for
any woman--married woman, female head or member of a subfamily. A woman
who lives in a family headed by a relative other than her husband is a member
of a subfamily. A female subfamily member can be either a married woman or a
female head. In 1975 less than 1 percent of all women ages 25-54 (the sample
we analyze) were subfamily members. We exclude these women from the sample
because of data deficiencies which prevent us from esfimating their expected
incomes in the alternative headship statuses.

" The Census defines a family as a '"group of two or more pefsons related
by blood, marriage or adoption and residing together," and an unrelated
individual as a'"person not living with any relatives" who 'may constitute a
one-person household" or ''may reside in group quarters." We refer in this
paper to households which we define to include all families and unrelated
individuals. For example, consider a married couple with no children in
which the woman leaves hef husband to head her own household. We now
classify the woman as a female-headed household with one person. The Census
would classify her as a female unrelated individual, and not include her in

a count of female family heads.
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4While we have specified separate utility functiomns for each
headship status, other specifications are possible. TFor example,
specifying a single utility function implies that the utility of each

individual woman can be written as
U= U(viJB)

where Vi are the attributes of any headship alternative (e.g., Yi’ Li)
and the parameters of the utility function B are constant across alterna-

tives. The model we present can be written as

Uy = UV |Bi), i=H, M

where V” contains all the attributes of both alternatives but the

parameters vary for each status-specific utility function.

5Our model depends on the utility maximizing behavior of individuals.
We assume that each individual chooses freely among headship alternatives.
Just as an individual chooses one bundle of goods over another in order
to maximize utility, that same individual chooses a headship status. If
the individual is not satisfied with that bundle, she chooses a different
one during the next period. Similarly, if an individual is not satisfied
with her headship status, she can choose a different ome. Models of ?he
demand for goods ignore the possibility of dissatisfaction with the
chosen outcome and assume that observed purchases are the result of
utility maximizing choices--that those purchases represent an equilibrium.
Similarly, we assume that observed headship statuses represent an
equilibrium. The number of dissatisfied individuals, who would change

their headship status if they could, is assumed to be smallat any point in time.
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) 6Becker, Landes, and Michael have another way of dealing with the

involuntary imposition of headship status on a woman ("abandonment').
They assume costless compensation between spouses. A marriage breaks
apart, in their model, only when one spouse can bribe the other to permit
the breakup.
7Obviously a married woman has a husband, while a female head does
not. The utility derived from a husband is reflected through his impact
on the woman's attainable income and leisure, and not through his effects
on her characteristics. -Because this is an equilibrium model, we assume
that the woman does not change her characteristics as she changes headship
status. For example, a female household head does not increase her
education in order to increase either her income as a female head or her
;attractiveness as a marriage partner.
Sfolacﬁek-and Horvath (1977) use a similar procedure to obtain instrumental
variables"in the coptext of a model of the migration