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The Roots of Low European Employment: Family Culture?

Abstract

First we provide a simple labor supply model in which heterogeneity in family preferences
can account for cross-country variations in both the level and the dynamics of employment
rates of demographic groups. Second, we provide evidence based on international individual
surveys that family attitudes do differ across countries and are largely shaped by national
features. We also document that cross-country differences in family culture cause cross-
national differences in family attitudes. Studying the correlation between employment rates
and family attitudes, we then show that the stronger preferences for family activities in
European countries may explain both their lower female employment rate and the fall in the
employment rates of young and older people.

Key words: Employment rate, Family economics, Cultural economics
JEL: J12, 710, D19

Les faibles taux d’emplois européens: des origines culturelles?

Résumé

Les pays de OCDE se caractérisent par une tres forte hétérogénéité de leur taux d’emplois. Cepen-
dant ces différences se concentre sur des groupes démographiques particuliers: les femmes, les jeunes et
les seniors. Nous suggérons que cette hétérogénéité peut s’expliquer par des spécificités culturelles du
modeéle familial. Nous montrons tout d’abord, a I'aide de données internationales sur les valeurs indi-
viduelles, le degré d’hétérogénéité des conceptions nationales sur le role des jeunes, des femmes et des
seniors. Nous montrons en particulier que cette hétérogénéité des valeurs est largement causée par des
spécificités culturelles et non par ’environnement économique immédiat. Enfin nous estimons sur don-
nées agrégées 'importance déterminante du modele familial traditionnel des pays d’Europe continentale
et méditerranéenne dans la faiblesse de leur taux d’emploi féminin et la chute du taux d’emploi des jeunes
et des seniors.

Mots clefs: Taux d’emploi, Famille, Culture et économie

JEL: J12, Z10, D19



1 Introduction

OECD countries faced highly contrasted employment patterns over the last three decades. But
this cross-national heterogeneity is mainly concentrated on particular demographic groups. Ac-
tually, Figure 1 shows that the employment rate of prime-age men has been quite similar across
countries since 1970. In contrast, the employment rates of younger people, prime-age women and
older people display significant cross-country variations. Moreover, Figure 1 shows that OECD
countries also differ in the evolution pattern of the employment rates of demographic groups.
All OECD countries have undergone the same steady rise in female employment rates and a
slight decrease in prime-age male employment rates. But while the employment rates of younger
and older individuals have remained quite stable in Anglo-Saxon and Scandinavian countries,
they both have dramatically fallen in Continental and Mediterranean countries.

To the best of our knowledge, there is still no framework that explains such stylized facts
which lie at the heart of the cross-country differences in aggregate employment rates over the
last decades. The aim of this paper is to fill this gap. We argue that the key to understanding
these stylized facts lies in family attitudes and labor supply interactions between the different

generations of family members.

To that end, we provide a simple labor supply model that accounts for relations within the
nuclear family and the extended family. In this framework, stronger preferences for nuclear and
extended family relations lower the labor supply of women, younger and older people. Moreover,
we show that an exogenous shock to the household production of women - such as the observed
fall in the price of household durable goods - may have differential impact on the labor supply
of each family members that depends on the extent of family relations. Following Greenwood
et al. (2005), we relate the rise in female participation observed in all OECD economies to an
exogenous decline in the price of durable goods used in household production. Specifically, this
drop in the price of household durable goods allows women to substitute waged work to home
production. The decline in the price of household durable goods also increases home production.
Then, assuming that family activities* are complementary to home production, all the members
of the family have incentives to spend more time in family activities. This latter effect is more
important when individuals are strongly attached to family activities. Therefore, the higher the
weight put on family relations, the higher is the decline in the labor supply of younger and older
individuals when prime-age female labor supply rises.

The empirical relevance of the model is then tested on international micro and macro data.

*We distinguish home production from family activities made up of leisure time that family members spend
together.



We first document that people living in different OECD countries do significantly differ with
respect to their family attitudes. To that end, we use international social surveys on family values
and relations (the World Value Survey and the International Social Survey Program) which cover
the main OECD countries over the last two decades. These surveys allow us to disentangle the
role played by individual characteristics and country fixed effects on family attitudes. Second, we
show that these specific national family attitudes are highly correlated with the employment rates
of the different demographic groups by running estimations on aggregate OECD data over the
last two decades. This correlation pattern is generally robust to the inclusion of traditional time-
varying labor market institutions and other country fixed effects which could account for other
cross-country differences in institutions.® We also stress that accounting for family attitudes is
promising for understanding the dynamics of employment rates. By gathering a new database
on the prices of household durable goods for an extensive set of OECD countries over the last
two decades and controlling for labor market institutions, we find that the drop in the price of
household durable goods has had stringent differential impacts on demographic groups across
countries. This fall has been significantly correlated with the rise in female employment rates
in all countries, consistently with Greenwood et al. (2005) results. But this effect goes beyond
the nuclear family and significantly reduces the labor supply of younger and older individuals
in Mediterranean and Continental countries while there is no evidence of such an interaction in
Nordic or Anglo-Saxon countries.

This finding suggests that labor supply interactions within the nuclear and the extended
family are a key element for understanding the evolution pattern of employment rates. From
this perspective, if low employment in Europe originates in specific family culture” widely shared
by a majority of the population, the European employment strategy® which aims at increasing
the employment rate of women, younger and older people, may be inadequate as it might try to
marketize services (such as child care or Sunday family meal for instance) that people prefer to
produce at home. Accordingly, it is important to know whether the correlation between family

attitudes and employment outcome can be interpreted as a relation where family culture causes

0Our approach does not aim at dismissing the influence of institutions on employment. We
rather stress the influence of family attitudes that has been much less analyzed by economists. We
view our paper as a step towards a more complete analysis that accounts for interactions between
institutions, family attitudes and employment.

% According to Rogerson (2003) and Freeman and Shettkat (2005), the deterioration of the European employ-
ment rates relatively to the US comes from the higher weight put on home production in European countries.
Blanchard (2004) provides a similar argument based on higher preference for leisure in European countries. But
these explanations leave unexplained why only youth and elderly employment rates have dramatically fallen while
female employment rates have steadily increased in European Continental and Mediterranean countries.

"By family culture, we mean common preferences for family rules, roles, habits, activities, and/or common
household skills for home production.

8The European employment strategy is presented at: http://europa.cu.int/index en.htm.



employment outcomes.

The last contribution of the paper is thus an attempt at uncovering the causal link at work
in the correlation between country specific family attitudes and employment patterns. It may
be argued that heterogeneity in national family attitudes only mirrors heterogeneity in national
institutions. To that regard, traditional explanations putting the emphasis on labor market
rigidities and competition between demographic groups on the labor market may explain both
employment rates’ and family attitudes.!® In other words, the causality could go only from
institutions to employment rates and family attitudes. We thus go one step further by providing
some empirical evidence that national family attitudes are shaped by cultural primitives. In
particular, we show that people facing a priori the same economic environment by living in the
same country - but who differ by the national origin of their ancestors - do have significantly
different family attitudes, even after controlling for all their relevant socioeconomic individual

I Moreover, their family attitudes are perfectly in lines with those currently

characteristics.
expressed in their country of origin.

The paper is organized as follows. Section 2 displays some stylized facts about the employ-
ment rates of different demographic groups for 19 OECD countries over the period 1970-2003.
The labor supply model used to explain the employment participation of both prime age men,
prime age women, young and old people is presented in section 3. Empirical evidence on the
relation between family attitudes and employment rates are analyzed in section 4. Section 5

offers some concluding comments.

Bertola et al. (2004) and Wasmer (2001) argue that labor market rigidities hinder the employment of out-
sider groups (younger, women, and older individuals) or lead to more stringent crowding out effects between
demographic groups. Yet this line of inquiry leaves unexplained the dynamics of employment rates. Over the
last three decades, female employment rate has risen more in Mediterranean countries whose institutions are the
most detrimental to outsiders. Inversely, male employment rates have decreased everywhere whatever their level
of protection. Moreover the crowding out effects raised by a demographic shock such as the rise in female labor
supply could be relevant in the short-run but are unlikely to persist over more than thirty years.

1%Some papers have shown that family ties are influenced by the economic environment. Becker et al. (2004) and
Fogli (2002) analyze the influence of job insecurity on youth emancipation decisions. Ermisch (1999), Martinez-
Granados and Ruis-Castillo (2002), Gianelli and Monfardini (2003) and Diaz and Guillo (2004) stress the impor-
tance of the access to housing.

"'This type of empirical strategy has been used by Reimers (1985), Blau (1992), Antecol (2000), Guinnane et
al. (2002), Giuliano (2004) and Fernandez and Fogli (2005). Blau (1992) and Guinnane et al. (2002) examine
whether the fertility of immigrants differs from that of the native born in the US. Reimers (1985) and Antecol
(2000) study the effect of the country of origin on the labor force participation of immigrants. Using the same
approach, Giuliano (2004) focuses on family leaving arrangements and Fernandez and Fogli (2005) analyze female
labor participation and fertility. All these studies find some significant influence of the cultural background on
behaviors and economic outcomes.
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Figure 1: OECD employment rates by demographic groups over the period 1970-2003. Source:
OECD



2 Stylized facts

We begin by the main stylized facts concerning the employment rates of OECD countries over
the last decades. The analysis covers the period 1970-2003 for 19 countries: Australia, Austria,
Belgium, Canada, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Japan, Nether-
lands, Norway, Portugal, Spain, Sweden, the UK and the US. In this realm, it is well known that
Nordic and Anglo-Saxon countries are nowadays good performers whereas Continental European
and Mediterranean countries are much less efficient. As of 2003, the employment rate of the
15-64 years old population reaches 73.2% in Nordic countries, 71.4% in Anglo-Saxon countries,
but only 64.8% and 55.1% in Continental-European and Mediterranean countries respectively.!?
Yet we show that the main cross-country and cross-temporal variations are concentrated on

specific demographic groups.

2.1 Dispersion of employment rates

Table 1 indicates that the cross-national dispersion of prime-age male employment rates is much
smaller than differences in the employment rates of other demographic groups, such as prime-
age women and younger and older people. Raw 2 in Table 1 indicates that the coefficient of
variation (equals to the standard deviation over the mean) of prime age male employment rate
over the whole period 1970-2003 is very small. It is about twenty times as small as the coefficient
of variation at stakes for the other demographic groups, whose dispersion of employment rates

is very close during this period.

Table 1: Employment rates in 19 OECD countries over the period 1970-2003. Source: OECD.

Employment rate 15-64 Male 25-54 Female 25-54 15-24 55-64
(1) Mean 1970-2003 (%) 64.16 88.81 59.12 48.94  46.59
(2) Coefficient of variation 1970-2003 (%) 1.57 0.33 6.87 6.44  6.86
(3) Mean 1970 (%) 64.65 94.57 50.36 56.88  53.94
(4) Coefficient of variation 1970 (%) 1.01 0.05 6.62 283 5.1
(5) Mean 2003 (%) 67.38 86.76 70.36 44.88 49.43
(6) Coefficient of variation 2003 (%) 0.83 0.06 1.34 8.35  5.93

The third and fifth raws of Table 1 show that global employment rate increased by about
3 percentage points between 1970 and 2003. However, this global rise hides very different

time-series employment patterns for the different demographic groups. On average, the relative

2The countries belonging to each cluster are: Anglo-Saxon (Australia, Canada, UK and US), European con-
tinental (Austria, Belgium, France, Germany, Netherlands), Mediterranean (Greece, Italy, Portugal, Spain) and
Nordic (Finland, Norway, Denmark, Sweden).



employment incidence of prime-age women rose steadily by 20 percentage points. Meanwhile,
all the other demographic groups faced employment drops: 8 percentage points for prime-age
men, 12 percentage points for younger people and 4 percentage points for older people.

It is also clear from raws 4 and 6 in Table 1 that the cross-country variation in prime-age
male employment rates is much smaller than that of the other groups. In 2003, the coefficient
of variation for the 25-54 years old men is more than 20 times as small as the coefficient of
variation of prime-age women, 140 times as low as that of younger people and 98 times as
low as the coefficient of variation for older people. Looking at the cross-temporal evolution in
employment rates, it turns out that the coeflicient of variation has decreased for women but has
significantly increased for younger people (and to a lesser extent for older individuals) during
the last decades. This evolution suggests a convergence in prime-age female employment rate
concomitant to a divergence in the employment rates of younger and older individuals.

Accordingly, Table 1 makes plain that the whole differences in global employment rates
across OECD countries stem from differences in the employment rates of specific demographic
groups, namely prime-age women, and younger and older people. Moreover, the broad picture
displayed by Table 1 suggests that the employment rates of these demographic groups evolved
very differently: women participate more and more in the labor market while the other groups

tend to be less and less employed.

2.2 The universal rise in female employment rates

Not only female employment rate did increase on average over the period 1970-2003 but it
increased everywhere. Figure 2 displays the annual growth rate of female prime-age employment
rate for each 19 OECD countries. It appears that this growth rate has been positive on average in
each country, the rise being sharper in Ireland and Mediterranean countries. Yet cross-country
comparison in level reveals that prime-age female employment rate remained much lower in
Mediterranean countries than in Nordic and Continental European countries all over the period.
Figure 3 illustrates this point for the year 2003. On average, 80 percent of prime-age women
are employed in Nordic countries. This rate falls to approximately 70 percent in Continental
FEuropean and Anglo-Saxon countries. And Mediterranean countries lag far behind with a prime-
age female employment rate no higher than 60 percent.

Thus when looking at female employment rate, two stylized facts emerge: i) a common
rise in female employment rates in all countries over the last decades; ii) a persistent cross-
country heterogeneity in the level of employment rates. Most researches on female labor-market
participation generally focus on the second stylized fact and put the blame on detrimental labor

market or family policies. But this explanation is hardly compatible with the first stylized fact.
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Figure 2: Annual rate of growth of prime age female employment rate in 19 OECD countries
over the period 1970-2003.

The rise in female labor supply has been sharper precisely in Mediterranean and European
Continental countries where institutions are usually said to be the most detrimental to female

participation (Bertola et al., 2002).

2.3 Diverse experiences for prime age men, younger and older people

Whereas the female employment rate increased in all OECD countries, this is far from being the
case for the other demographic groups.

Looking at prime-age men first, Figure 7?7 shows that their employment rates decreased
almost everywhere. But a comparison of Figures 2 and 7?7 also reveals that cross-national
differences in the growth rate of prime-age male employment rates are much smaller than that
of women.

This picture contrasts with the labor market outcomes of younger individuals. Figure 5
shows that OECD countries faced very different changes in youth employment rates, the annual
growth rate varying from -2 percent to 0.7 percent. This heterogeneity has had sizeable effects in
the long-run. Let us compare France and the US as a textbook example to illustrate this point.
The two countries started from approximately the same youth employment rate in 1970, around
52 percent. But while youth employment rate slightly increased over the period at an annual
rate of .02 percent in the US, it dramatically fell at an annual rate of 1.4 percent in France. As

a consequence , French youth employment rate lagged far behind its American counterpart with
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Figure 3: Prime age female employment rate in 2003. Source: OECD.

a level of 30 percent against 53 percent in the US in 2003. More generally, youth employment
rate has decreased sharply in almost all European Continental and European countries while it
has remained quite stable or has slightly increased in Anglo-Saxon and Nordic countries.

The employment patterns of older individuals offer a mirror image to that of the young gener-
ation. Figure 6 shows that OECD countries also faced very different changes in the employment
incidence of older people. While their employment rates rose in almost all Anglo-Saxon and
Nordic countries such as Denmark and the United Kingdom, they dramatically decreased in
Continental European and Mediterranean countries such as France, Germany, Spain, Italy and
Greece. Once again the comparison France - US is quite instructive. The employment gap for
individuals aged between 55 and 64 years old has sharply widen from 5 percentage points to 25
percentage points over the period.

These stylized facts suggest that countries which have been able to keep high employment
rates for younger people are also those that had good performances for older people. Figure 7
provides evidence on this strong positive cross country-correlation between the growth rate of
the employment rates of young and older people. Countries like Denmark and Norway managed
to increase employment for both the young and the old generations, whereas France, Germany
and Spain had bad records for both populations.

As a preliminary conclusion, it appears that the evolution of OECD employment rates over

the last thirty years is characterized by an universal increase in female employment rate and much

10
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more diverse experiences concerning the other demographic groups. As of 2003, countries with
low aggregate employment rates have been unable to sufficiently raise the entry of women into
the labor market to catch up the high female employment rate of Nordic countries. Moreover,
countries which faced low female employment rates also suffered from the exit of younger and
older people out of employment. Accordingly, the two questions that have to be addressed in
order to explain the cross-country differences in employment rates over the last thirty years are:

i) Why is the prime-age female employment rate still low in some countries despite its rise
common to all countries?

ii) Why did the employment rate of younger and older people decreased in some countries

and not in others?

3 The Model

In this section, we provide a simple theoretical framework that allows us to explain the uni-
versal increase in the labor supply of prime-age women and the declining participation of other
demographic groups in some countries over the last thirty years.

This framework highlights the differential impact of the observed decline in the relative price

of household durable goods on the labor supply of the different demographic groups observed

11
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over the last decades. Such a decline has allowed women to substitute household durable goods
to housework in the production of home goods. Accordingly, women have been able to enter
into the labor market and to devote more time to leisure. Moreover, the drop in the household
durable goods price influences the labor supply of other demographic groups through its impact
on the production of home goods. Assuming that family activities and home production are
complementary, increased home production triggered by the decline in the price of household
durable goods creates incentives to devote more time to family activities, this effect being more
important in economies in which individuals are strongly attached to family values.

This model allows us to incorporate in a simple framework the interactions between tech-
nology and family preferences. These two elements are generally considered as the main deter-
minants of the increase in female labor market participation but are treated separately in the
literature. Galor and Weil (1996) and Greenwood et al. (2005) argue that the rise in female
labor force participation is due to technological shocks either on waged labor, with a change in
the nature of jobs, or in the home sector, with the emergence of engines of liberation for female
housework. But this technological explanation could not account by itself for cross-national
differences in the level of female employment unless it assumes that such a technological shock
has been restricted to specific OECD countries. Other explanations stress changes in social
norms and family preferences as more and more women worked (Fernandez et al., 2004). This
line of inquiry generally puts the emphasis on within country evolution of family preferences.
We rather stress potential cross-country differences in family preferences at one point in time to

document the differential impact of a common shocks on national employment rates.
The nuclear family

We consider the relations between spouses within the nuclear family in a simple standard
model of the family (Bergstrom, 1997) in which we make the distinction between time devoted
to home production, to family activities, to personal leisure and to waged work. The preferences

of the nuclear family are represented by the utility function
uw(c, bm, by, f) =Inc+ Aplnly + Ay Inty, + ¢In F,

where ¢ stands for consumption of a numeraire good purchased in the market; £; and /,, denote
female and male personal leisure respectively, F' represents a “family good”. The parameters \;
(i = f,m) and ¢ reflect the weight put on individual leisure and the family good respectively
(AN >0,0>0).

The family good is a composite of a good produced at home in quantity ¢y, and leisure time

14



that spouses spend together in family activities. Specifically

F =min(cy, prsy, tmsSm), (1)

where sy and s, denote respectively the amount of time devoted by women and men to joint
family activities. gy > 0 and j,, > 0 are two parameters.

This formulation captures in a simple way the idea that there is a complementarity between
home production and time that spouses devote together to family activities. Typically the time
spent cooking at home is only valuable to the extent that the two spouses spend time to enjoy
the resulting meal. Moreover this formulation allows us to extend the traditional literature by
distinguishing personal leisure from family activities. This point might be key for understanding
the EU-US employment gap. By ignoring this distinction, recent researches assume that the
widening of the EU-US employment gap is only due to a shock in the preference for leisure
(see Blanchard, 2004). Yet this shift towards non-work time could hide different non-market
activities such as family activities. Naturally, this distinction is not neutral in terms of policy
recommendations.'3

Goods are produced in the home thanks to household durables k and to female labor hy.
The production function reads

9 _
o—1

o=1 o—1
cy = |nhys +(1—mk= | ,nel0,1], (2)

where o > 0 is the elasticity of substitution between female time spent to housework and
household durable goods.

Total time is normalized to unity for each individual. Female leisure equals total time, minus
hours worked in the market, denoted by m, minus hours worked in the home, denoted by Ay,

and minus hours spent with the spouse, denoted by sy. That is
ly=1—mys—hy—sy. (3)
Male leisure equals total time minus hours worked in the market and hours spent with the spouse
by =1 — My — S (4)
The budget constraint of the nuclear family reads

3 Freeman and Schettkat (2005) have stressed the empirical relevance of the distinction of non-market activities
for understanding the EU-US employment gap. They distinguish four categories: market work, household work,
leisure and personal time. They show that countries differ much more on household work rather than leisure.

15



where p is the price of the household durable good and R stands for non labor income.
The maximization problem of the nuclear family reads

(e max .y }lnc+)\fln€f+)\mln€m+¢lnF,
Cy R f58 f,8mst fokm

subject to (1), (2), (5) and hf > 0,87+ hy+Lr < 1,85 + by <1,k > 0.1
The first-order conditions for interior solutions can be written as

_ Ai w
Sl A A owi’

ez i:f7m’

. Wo(1+ A+ A+ @)
f:

_g

poe (B2uy) " +up o+ () {77 (%)H . n)} a

Waou (14 X+ ) -1

_ 1— l1-g|o-1 wr | w
(L= m)7pte -y |7 (4 )

According to these equations, our model yields the following main predictions. First, fe-

male housework h; increases with the price of the durable household good p if the elasticity of
substitution between female housework and durable household good is sufficiently high. More
precisely, it turns out that female housework increases with p if o > 1. Next, time devoted to
family activity s; always decreases with the price of durable household goods. This result is due
to the complementarity between home production and family activity. The higher the price of
household durable goods p, the lower is the household production cgr, and the lower the time
devoted by the two spouses devote to family activities.

As a consequence, the effect of household durable prices on the female time devoted to home
production and family activity (hy+sy) is a priori ambiguous. But it can be checked that there
exists a threshold value of the elasticity of substitution, denoted by &, above which total time
spend by women for family increases with p. Eventually, leisure, £;, does not depend on the price
of the durable household good in this simple setting.

Accordingly, this model shows that the drop in the price of durable household goods p that
occurred in the OECD countries may explain the rise in female labor supply and the decrease
in male labor supply in a framework in which i) the elasticity of substitution between durable
household goods and female homework is higher than & and i) family activity and the good
produced in the home are complementary.

The model also predicts that more inclination for the “family good” (corresponding to higher

values of ¢) decreases the labor supply of both women and men. However, the impact on the

" The utility function implies that the constraints ¢ > 0,4, > 0,£; > 0,s; > 0,5,, > 0 are never binding.
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labor supply of women is bigger because they devote more time to housework and to family
activities whereas men spend more of their time in family activities only. Moreover, the absolute
value of the derivative of female labor supply with respect to the price of household goods
increases with ¢. This property may explain that women work less but that their labor supply
is more responsive to changes in the prices of the durable household goods in countries in which

individuals have stronger preferences for family activities.
The extended family

The members of the extended family are young adults and older people. They benefit from
interactions with the nuclear family which allow them to consume a share € € [0, 1] of the good
produced in the home of the nuclear family.!> We assume that nuclear family members derive
the same utility from their own consumption as from the consumption of the extended family
members up to the share . Thus this share enters into the utility of the nuclear family in the
same way as the other part of the consumption. From this point of view, the parameter ¢ can
be interpreted as the intensity of the extended family ties.

Preferences of young adults and older people are represented by the utility function!'6

v(ce, ley fo) =Ince + A Inle + ¢ In F,

where c¢. denotes the consumption of the marketable good, /. stands for leisure and F; is the
“family good”. The parameters A > 0 and ¢. > 0 capture the weight put on individual leisure
and the family good respectively. The definition of the family good is similar to that of the
nuclear family. Specifically

F. = min(ecp, pese), (6)
where cp is the consumption of the good produced at the the nuclear family’s home and s,
is the time devoted to family activities. To keep the model simple, we neglect potential home
production by the members of the extended family.

The maximization problem of a member of the extended family reads

max Inc.+ A-Inl. + ¢ In F_,

{CE e 786}

subject to the budget constraint

Ce + ws(gs + 35) fwe + R =W,

5 Introducing the possibility that members of the extended family also benefit from a share of the marketable
good purchased by the nuclear family would keep unchanged the results obtained below.

1For the sake of simplicity, we do not distinguish potential differences in the valuation of leisure derived by
the family members.
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and to the constraints (6) and s. + £. +m. < 1.!7 The parameters w. and R. denote the wage
and the non labor income of the extended family members respectively.

The labor supply of the members of the extended family is given by the following first-order
conditions
max{l - %ij:—j’:i%ﬂ} if ﬂ%% < ecy,

Ae W ecy .
_ e We | __ECH
max {1 T+ A W, (1 )\E) > O} otherwise.

me =

It follows that the labor supply of young adults and older individuals decreases with the
share ¢ of the home production they can get. Moreover, a drop in the price of the durable
household good also decreases their labor supply since home production increases and they can
devote more time to family activities.

The predictions of the model can be illustrated by simple calibration exercises reported in
Figures 8 and 9. The values of the parameters are chosen as follows: wy = 1, w, = 1.2,
we = LAy = A =01, A =1L,R=R: = 0,pty, = pof = 10, = 2,0 =3,n=070¢: =
.3, = .5. Wage values have been chosen to reproduce the average wage gap between men, on
one hand, and women and members of the extended family, on the other hand, observed in
OECD countries, which is about 20%. The non labor incomes are assumed to be equal to zero
for the sake of simplicity. The values of A;, y; and n allow us to reproduce the average OECD
participation rates of the different demographic groups and the share of household durable goods
in total household expenditures in 2003 (which is about 8 percent in OECD countries according
to Eurostat) for an intermediate value of ¢ = 0.3. Then, we choose a plausible value of the
elasticity of substitution o that allows us to reproduce the typical changes in male and female
labor market participation for a 50 percent drop in the price of the household durable good p
in countries with strong (¢ = 0.5) and weak (¢ = 0.1) preferences for the family good. Last, the
values of ¢. and ¢ allow us to match the evolution of the market participation of younger and
older people as members of the extended family.

Figure 8 displays the consequence of a decline in the price of the durable household goods
on prime-age female and prime-age male labor supplies as a function of preferences for family
activities. It entails a small decrease in prime-age male labor market participation (ranging
between 86 percent and 84 percent) whatever the preference for family activities. However, the
change in female labor supply is