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Previous lecture

From the previous lecture...

@ Malthusian theory: that fertility would rise and fall as incomes
increased and decreased.
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Previous lecture

From the previous lecture...

@ Malthusian theory: that fertility would rise and fall as incomes
increased and decreased.

@ Contradicted by data:

Total Fertility Rate H o
W 6 -7 children §

B 5 - 6 children
[ 4 -5 children
[ 3- 4 children
[ 2- 3 children
O 1 -2 children
I 0- 1 children
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Previous lecture

Think about this...

@ What may be the reasons for having less children in a more
developed countries?
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@ What may be the reasons for having less children in a more
developed countries?

@ Possible explanations

o Opportunity cost: Time spent on child care becomes more
expensive in developed countries
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Previous lecture

Think about this...

@ What may be the reasons for having less children in a more
developed countries?
@ Possible explanations

o Opportunity cost: Time spent on child care becomes more
expensive in developed countries

o Education cost: Parents are encouraged to invest into the skills
and education —To have more kids is expensive
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Previous lecture

Think about this...

@ What may be the reasons for having less children in a more
developed countries?

@ Possible explanations

o Opportunity cost: Time spent on child care becomes more
expensive in developed countries

o Education cost: Parents are encouraged to invest into the skills
and education —To have more kids is expensive

o Less discrimination of women. More opportunities for woman
employment
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Welcome to the family.




Family intro

Economic approach to family

@ Two main branches of the family economics:
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Family intro

Economic approach to family

@ Two main branches of the family economics:
o What happens inside the existing unions (today)
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Family intro

Economic approach to family

@ Two main branches of the family economics:
o What happens inside the existing unions (today)

o Who marries whom (next week)
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Family intro

Economic approach to family

@ Two main branches of the family economics:
o What happens inside the existing unions (today)

o Who marries whom (next week)

@ Other family related topics we will discuss

o Marriage and labor market
o Fertility and family politics
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Family intro

Family

"The family is the association established by nature for
the supply of men’s everyday wants”

-Aristotle-
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@ The role of family has substantially changed in recent times
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Family intro

Family

"The family is the association established by nature for
the supply of men’s everyday wants”

-Aristotle-

@ The role of family has substantially changed in recent times
e entrance and exit to and from the marriage at will
e avoiding pregnancy is easy
o low child mortality
o importance of the family as productive unit declined due to
technological changes
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Family intro

Family

"The family is the association established by nature for
the supply of men’s everyday wants”

-Aristotle-

@ The role of family has substantially changed in recent times

e entrance and exit to and from the marriage at will

e avoiding pregnancy is easy

o low child mortality

o importance of the family as productive unit declined due to
technological changes

A unified approach to the family which is applicable to modern
societies was first provided by Gary Becker
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Family intro

Changes in the family structure

@ Example of the US:

Tomas Miklanek

Family structure

FOR KIDS, NO "NORM"

IS THE NEW NORMAL

o —3
T —

80 =

70
60
50

2012

Neither parent nor grandparents
I Wit grandparents only
[ | Single father
Formerly married mother
I Never-married mother
I Cohabiting parent
I Married parents, neither employed
I Married parents, mother only employed
Married parents, both employed
M Married parents, father only employed
NOTE: The Census data unly \dentlfy one parent per child,
so married and cohabiting parent couples are identified by
the re\anonsmg status of the Earent (a married mother, for
example, may be married to the biologjcal, adopted, or
stepfather of the child). Single fathers include
never-married and formerly married fathers who are not
cohabiting or married.
SOURCE: Author calculations from the 1960 US Census

and the 2012 American Community Survey, with data from
IPUMS.org.

DESERET NEWS GRAPHIC
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Family intro

Marriage rate in the selected countries
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Family intro

Changes in family structure

@ Share of children born to non-married women
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Family intro

divorce rate
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Family intro

Change in fertility rate

Trends in Total Fertility Rate by Region, 1950-2050.

-World

7 == More devebped regions
o e ® Africa
* 7 r Asia

#Latin Amerca/Caribbean

total fertility rate (TFR)
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Family intro

Consumption in households (UK data)
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Family intro

Plan for today

@ Gains from the marriage (or other form of cohabitation).
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Family intro

Plan for today

@ Gains from the marriage (or other form of cohabitation).

@ Approaches to the family preferences and decision making.
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Marital gains

Gains from the marriage

@ Economic point of view: marriage is a partnership for the
purpose of joint production and joint consumption
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Marital gains

Gains from the marriage

@ Economic point of view: marriage is a partnership for the
purpose of joint production and joint consumption

1. The sharing of public (non rival) goods.
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Marital gains

Gains from the marriage

@ Economic point of view: marriage is a partnership for the
purpose of joint production and joint consumption

1. The sharing of public (non rival) goods.

2. The division of labor to exploit comparative advantage and
increasing returns to scale.
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Marital gains

Gains from the marriage

@ Economic point of view: marriage is a partnership for the
purpose of joint production and joint consumption
1. The sharing of public (non rival) goods.

2. The division of labor to exploit comparative advantage and
increasing returns to scale.

3. Extending credit and coordination of investment activities.
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Marital gains

Gains from the marriage

@ Economic point of view: marriage is a partnership for the
purpose of joint production and joint consumption
1. The sharing of public (non rival) goods.

2. The division of labor to exploit comparative advantage and
increasing returns to scale.

3. Extending credit and coordination of investment activities.

4. Risk pooling.
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Marital gains

Gains from the marriage

@ Economic point of view: marriage is a partnership for the
purpose of joint production and joint consumption
1. The sharing of public (non rival) goods.

2. The division of labor to exploit comparative advantage and
increasing returns to scale.

3. Extending credit and coordination of investment activities.
4. Risk pooling.
Examples?
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Marital gains

Public goods

@ Some of the consumption goods of a family are public
(non-rival) and both partners can consume them equally
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Marital gains

Public goods

@ Some of the consumption goods of a family are public
(non-rival) and both partners can consume them equally
o children, expenditures on housing, heating
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Marital gains

Public goods

@ Some of the consumption goods of a family are public
(non-rival) and both partners can consume them equally
o children, expenditures on housing, heating

@ House sharing benefits require the common household

@ Parents may enjoy their children, even if the parents live in
different households. This holds even if the marriage is
divorced.
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Marital gains

Public goods

@ Some of the consumption goods of a family are public
(non-rival) and both partners can consume them equally
o children, expenditures on housing, heating

@ House sharing benefits require the common household

@ Parents may enjoy their children, even if the parents live in
different households. This holds even if the marriage is
divorced.

@ In practice, most goods display some publicness and some
privateness.
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Marital gains

Specialization and Increasing Returns to Scale

@ The idea that agents can gain by specializing in different tasks
is one of the most useful in economics.
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Marital gains

Specialization and Increasing Returns to Scale

@ The idea that agents can gain by specializing in different tasks
is one of the most useful in economics.

@ Suppose that people can spend their time in market work or
home production.
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Marital gains

Specialization and Increasing Returns to Scale

@ The idea that agents can gain by specializing in different tasks
is one of the most useful in economics.

@ Suppose that people can spend their time in market work or
home production.

o If production function of some good is such that

o it displays increasing return to scales in both inputs, market
work and home production
o uses both inputs

Tomas Miklanek Economic Perspective on Non-economic Phenomena



Marital gains

Specialization and Increasing Returns to Scale

@ The idea that agents can gain by specializing in different tasks
is one of the most useful in economics.

@ Suppose that people can spend their time in market work or
home production.

o If production function of some good is such that

o it displays increasing return to scales in both inputs, market
work and home production
o uses both inputs

4

@ A possible gain from specialization (due to comparative
advantage).
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Marital gains

Specialization and Increasing Returns to Scale

@ There is evidence that for married couples one partner on
average works more than the average of unmarried people of
the same sex. The other partner works less than is the average
of unmarried people of the same sex.
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=married men = divorced men
=—=nevermarried men = married women
= divorced women = nevermarried wome
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Marital gains

Imperfect Credit Markets

@ Suppose that additional education increases your wage in the
future sufficiently enough to invest into it (seems rational or
not?)
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Marital gains

Imperfect Credit Markets

@ Suppose that additional education increases your wage in the
future sufficiently enough to invest into it (seems rational or
not?)

@ However, education requires time to invest and therefore to
give up the present earnings (and consequently the present
consumption)
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Marital gains

Imperfect Credit Markets

@ Suppose that additional education increases your wage in the
future sufficiently enough to invest into it (seems rational or
not?)

@ However, education requires time to invest and therefore to

give up the present earnings (and consequently the present
consumption)

o If there is a perfect capital market, a person can smooth his
consumption through borrowing.
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Marital gains

Imperfect Credit Markets

@ Suppose that additional education increases your wage in the
future sufficiently enough to invest into it (seems rational or
not?)

@ However, education requires time to invest and therefore to
give up the present earnings (and consequently the present
consumption)

o If there is a perfect capital market, a person can smooth his
consumption through borrowing.

@ If borrowing is impossible there is no investment in schooling
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Marital gains

Imperfect Credit Markets

@ Now suppose that two persons marry each other. Under a
perfect capital market, marriage will not influence their
investment choices.
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Marital gains

Imperfect Credit Markets

@ Now suppose that two persons marry each other. Under a
perfect capital market, marriage will not influence their
investment choices.

o If there is an imperfect capital market, marriage allows a
couple to partially overcome the no borrowing constraint.
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Marital gains

Imperfect Credit Markets

@ Now suppose that two persons marry each other. Under a
perfect capital market, marriage will not influence their
investment choices.

@ If there is an imperfect capital market, marriage allows a
couple to partially overcome the no borrowing constraint.

@ This is accomplished by extending credit within the family,
whereby one partner works in the market while the other goes
to school.
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Marital gains

Imperfect Credit Markets

@ Now suppose that two persons marry each other. Under a
perfect capital market, marriage will not influence their
investment choices.

@ If there is an imperfect capital market, marriage allows a
couple to partially overcome the no borrowing constraint.

@ This is accomplished by extending credit within the family,
whereby one partner works in the market while the other goes
to school.

@ Potential for coordination of investment activities through
credit can motivate marriage when credit markets are not
operative.
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Marital gains

Imperfect Credit Markets

@ Now suppose that two persons marry each other. Under a
perfect capital market, marriage will not influence their
investment choices.

@ If there is an imperfect capital market, marriage allows a
couple to partially overcome the no borrowing constraint.

@ This is accomplished by extending credit within the family,
whereby one partner works in the market while the other goes
to school.

@ Potential for coordination of investment activities through
credit can motivate marriage when credit markets are not
operative.

@ Notice that marriage does not completely eliminate the
borrowing constraint, because only one person will invest in
schooling.
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Marital gains

Imperfect Credit Markets

@ Typically, the family will choose to invest in the person with
the higher return from human capital investment.

@ But, why to marry if it is profitable for both?
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Marital gains

Imperfect Credit Markets

@ Typically, the family will choose to invest in the person with
the higher return from human capital investment.

@ But, why to marry if it is profitable for both?

@ Commitments are crucial for the implementation of such a
program, (Dufwenberg, 2002).
o Marriage is kind of commitment
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Marital gains

Imperfect Credit Markets

@ Typically, the family will choose to invest in the person with
the higher return from human capital investment.

@ But, why to marry if it is profitable for both?
@ Commitments are crucial for the implementation of such a

program, (Dufwenberg, 2002).
o Marriage is kind of commitment

@ A woman will be hesitant to support her husband through
medical school if she expect him to break the marriage (and
marry a young nurse) when he finishes.
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Marital gains

Risk sharing

@ Individuals who face idiosyncratic income risk have an obvious
incentive to provide mutual insurance.
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Marital gains

Risk sharing

@ Individuals who face idiosyncratic income risk have an obvious
incentive to provide mutual insurance.
@ This can be done within the family.
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Marital gains

Risk sharing

@ Individuals who face idiosyncratic income risk have an obvious
incentive to provide mutual insurance.

@ This can be done within the family.

@ Usual utility function - diminishing marginal utility:

2 -

0 T LI '
0 1 2 3

millions of dollars
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Marital gains

Risk sharing

@ Given diminishing marginal utility:
Both partners can be made better off by transferring resources to a
person in a state where his marginal utility of consumption is
relatively high, taking resources away from him in another state
where his marginal utility is relatively low.
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Marital gains

Risk sharing

@ Given diminishing marginal utility:
Both partners can be made better off by transferring resources to a
person in a state where his marginal utility of consumption is
relatively high, taking resources away from him in another state
where his marginal utility is relatively low.

@ Implication of efficient risk sharing is that the consumption of
each family member varies only with family income.
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Marital gains

Risk sharing

@ Given diminishing marginal utility:
Both partners can be made better off by transferring resources to a
person in a state where his marginal utility of consumption is
relatively high, taking resources away from him in another state
where his marginal utility is relatively low.

@ Implication of efficient risk sharing is that the consumption of
each family member varies only with family income.

o holding family income constant, the idiosyncratic shocks to
individual incomes will induce transfers between the partners,
but consumption levels will remain the same.
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Marital gains

Evidence of risk sharing

o Kotlikoff and Spivak (1981) estimate (in the absence of an
annuity market) that the gains that a single person can expect
upon marriage are equivalent to 10 to 20 percent of his wealth.
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Marital gains

Evidence of risk sharing

o Kotlikoff and Spivak (1981) estimate (in the absence of an
annuity market) that the gains that a single person can expect
upon marriage are equivalent to 10 to 20 percent of his wealth.

@ Rosenzweig and Stark (1989) show that marriages in rural
India are arranged between partners who are sufficiently
distant to significantly reduce the correlation in rainfall,
thereby generating gains from insurance.
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Marital gains

Evidence of risk sharing

o Kotlikoff and Spivak (1981) estimate (in the absence of an
annuity market) that the gains that a single person can expect
upon marriage are equivalent to 10 to 20 percent of his wealth.

@ Rosenzweig and Stark (1989) show that marriages in rural
India are arranged between partners who are sufficiently
distant to significantly reduce the correlation in rainfall,
thereby generating gains from insurance.

@ Hess (2004) finds that couples with a higher correlation in
incomes are more likely to divorce, suggesting that effects of
mutual insurance on the gains from marriage are higher when
the partners’ incomes are less correlated.

o Example of such correlation?
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Marital gains

Public good: Children

@ One of the principal gains from marriage is the production and
rearing of children.
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Marital gains

Public good: Children

@ One of the principal gains from marriage is the production and
rearing of children.

@ Although the biological and emotional gains may dominate
here, we can also consider the economic aspects.
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Marital gains

Public good: Children

@ One of the principal gains from marriage is the production and
rearing of children.

@ Although the biological and emotional gains may dominate
here, we can also consider the economic aspects.

@ We are going to discuss a simple model of gains to the child
who lives with both of his/her parents
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Marital gains

Children - preferences

@ Consider two partners, a and b, who choose to have a child
denoted by k. (applicable to more children as well)
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Marital gains

Children - preferences

@ Consider two partners, a and b, who choose to have a child
denoted by k. (applicable to more children as well)

@ Partners can spend time in child care, t,and tp, respectively, or
in market work at the wages w, and wj,.
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Marital gains

Children - preferences

@ Consider two partners, a and b, who choose to have a child
denoted by k. (applicable to more children as well)

@ Partners can spend time in child care, t,and tp, respectively, or
in market work at the wages w, and wj,.

@ There is a single private good with market purchases of g of
this good being allocated between the three family members in
amounts ¢,, Cp, Ck.
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Marital gains

Children - preferences

@ Consider two partners, a and b, who choose to have a child
denoted by k. (applicable to more children as well)

@ Partners can spend time in child care, t,and tp, respectively, or
in market work at the wages w, and wj,.

@ There is a single private good with market purchases of g of
this good being allocated between the three family members in
amounts ¢,, Cp, Ck.

@ The utility of children depends additively on their consumption
of goods and the time spent with each of the parents:

ux = cx + aty + Bty
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Marital gains

Children - preferences

@ Consider two partners, a and b, who choose to have a child
denoted by k. (applicable to more children as well)

@ Partners can spend time in child care, t,and tp, respectively, or
in market work at the wages w, and wj,.

@ There is a single private good with market purchases of g of
this good being allocated between the three family members in
amounts ¢,, Cp, Ck-

@ The utility of children depends additively on their consumption
of goods and the time spent with each of the parents:

ux = cx + aty + Bty

What can the parameters ccand 3 express? What about their
values?
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Marital gains

Children - preferences

@ Consider two partners, a and b, who choose to have a child
denoted by k. (applicable to more children as well)

@ Partners can spend time in child care, t,and tp, respectively, or
in market work at the wages w, and wj,.

@ There is a single private good with market purchases of g of
this good being allocated between the three family members in
amounts ¢,, Cp, Ck-

@ The utility of children depends additively on their consumption
of goods and the time spent with each of the parents:

ux = cx + aty + Bty

What can the parameters ccand 3 express? What about their
values?
@ The parameters o and f3 represent the efficiency of parents a
and b, respectively, in childcare.
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Marital gains

Children - preferences

@ The utility of each parent is assumed to be multiplicative in
their own consumption and the child’s utility level:

Uy = C3 x U OF Up = Cp * Uk
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Marital gains

Children - preferences

@ The utility of each parent is assumed to be multiplicative in
their own consumption and the child’s utility level:

Uy = C3 x U OF Up = Cp * Uk

@ Children are assumed to be a public good to their natural
parents and both care about their welfare.
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Marital gains

Children - preferences

@ The utility of each parent is assumed to be multiplicative in
their own consumption and the child’s utility level:

Uy = C3 x U OF Up = Cp * Uk
@ Children are assumed to be a public good to their natural

parents and both care about their welfare.

@ Consider here the situations in which parents differ in their
earning capacity and efficiency in child care. The parents
would agree on an efficient outcome that maximizes the joint
"pie" that is available for distribution between them:
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Marital gains

Children - preferences

@ The utility of each parent is assumed to be multiplicative in
their own consumption and the child’s utility level:

Uy = Ca % Uk OF Up = Cp * Uy
@ Children are assumed to be a public good to their natural
parents and both care about their welfare.

@ Consider here the situations in which parents differ in their
earning capacity and efficiency in child care. The parents
would agree on an efficient outcome that maximizes the joint
"pie" that is available for distribution between them:

@ What is the joint outcome of the parents? (Hint: normalize
the total available time to 1 = time spent in work for parent
a=1-1t,)

reminder: u, = ¢, + at, + Bty
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Marital gains

Children - basic model

The parents would agree to:
max {(wa(1 — ta) + wp(1 — tp) — ck)(ck + ats + Stp)}

ta,tp,Cx

subjectto0<t, <land0<t, <1
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Marital gains

Children - basic model

The parents would agree to:
max {(wa(1 — ta) + wp(1 — tp) — ck)(ck + ats + Stp)}

ta,tp,Cx

subjectto0<t, <land0<t, <1

@ We will describe implications of the model on the exercise
session
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Marital gains

Summary- gains

@ None of the gains that we have discussed in this chapter
actually require the traditional family institution.
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Marital gains

Summary- gains

@ None of the gains that we have discussed in this chapter
actually require the traditional family institution.

o If all goods and work activities are marketable, there is no need
to form marriages to enjoy increasing returns or to pool risks.
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Summary- gains

@ None of the gains that we have discussed in this chapter
actually require the traditional family institution.

o If all goods and work activities are marketable, there is no need
to form marriages to enjoy increasing returns or to pool risks.

@ Nevertheless, household production persists because it
economizes on search, transaction costs and monitoring.
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@ This shifts attention to the question which types of
partnerships are likely to last.
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Marital gains

Summary- gains

@ None of the gains that we have discussed in this chapter
actually require the traditional family institution.

o If all goods and work activities are marketable, there is no need
to form marriages to enjoy increasing returns or to pool risks.

@ Nevertheless, household production persists because it
economizes on search, transaction costs and monitoring.

@ This shifts attention to the question which types of
partnerships are likely to last.
o Gains from human partnerships need not be confined to a
couple of the opposite sex.
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Marital gains

Summary- gains

@ None of the gains that we have discussed in this chapter
actually require the traditional family institution.

o If all goods and work activities are marketable, there is no need
to form marriages to enjoy increasing returns or to pool risks.

@ Nevertheless, household production persists because it
economizes on search, transaction costs and monitoring.

@ This shifts attention to the question which types of
partnerships are likely to last.
o Gains from human partnerships need not be confined to a
couple of the opposite sex.

@ The prevalence of male-female partnerships has to do with
sexual attraction which triggers some initial amount of blind
trust.
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Decision making models

@ Economic models of consumer demand and labor supply begin
with an individual economic agent choosing actions that
maximize his or her utility function subject to a budget
constraint.
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@ Economic models of consumer demand and labor supply begin
with an individual economic agent choosing actions that
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o Non-unitary models: bargaining game of the family members
@ cooperative

@ collective approach
@ non-cooperative

Tomas Miklanek Economic Perspective on Non-economic Phenomena 30



Decision making

Decision making models

@ Economic models of consumer demand and labor supply begin
with an individual economic agent choosing actions that
maximize his or her utility function subject to a budget
constraint.

@ How can we incorporate the fact, that people usually live in
families?
@ Two possible approaches
o Unitary models (UM): treating the family as though it were a
single decision-making agent,
o Non-unitary models: bargaining game of the family members
@ cooperative
@ collective approach
@ non-cooperative
@ Most models of family behavior allow two decision-makers-the
husband and the wife, children are excluded from decision
making
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Decision making

UM- Samuelson (1956): consensus model
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Decision making

UM- Samuelson (1956): consensus model

@ The partners agree to maximize social welfare function (joint
utility) subject to the joint budget constraint

@ Standard conclusions about individual behavior are applied to
the decision making of the family

@ Does not explain how the family achieves a consensus
regarding the joint welfare function
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Decision making

UM- Becker (1974,1981): altruist model

@ Deals with the the consensus achievement and redistribution of
resources within the family
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resources within the family

@ The family consists of a group of purely selfish but rational
“kids" and altruistic parent/s

@ Utility function of the parent reflects his concern about
well-being of the whole family

@ The presence of an altruistic parent who makes positive
transfers to each member of the family is sufficient to induce
the selfish kids to act in an apparently unselfish way.

Tomas Miklanek Economic Perspective on Non-economic Phenomena 32
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UM- Becker (1974,1981): altruist model

@ Deals with the the consensus achievement and redistribution of
resources within the family

@ The family consists of a group of purely selfish but rational
“kids" and altruistic parent/s

@ Utility function of the parent reflects his concern about
well-being of the whole family

@ The presence of an altruistic parent who makes positive
transfers to each member of the family is sufficient to induce
the selfish kids to act in an apparently unselfish way.

@ The altruistic parent will adjust transfers so that each “rotten
kid" finds it in his interest to choose actions that maximize
family income .
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Decision making

Unitary models

@ The unitary framework is a simple, powerful mechanism for
generating demand functions and establishing their
comparative statics for use in applied problems

Tomas Miklanek Economic Perspective on Non-economic Phenomena 33



Decision making

Unitary models

@ The unitary framework is a simple, powerful mechanism for
generating demand functions and establishing their
comparative statics for use in applied problems

@ These models have been criticized on both empirical and
theoretical grounds

Tomas Miklanek Economic Perspective on Non-economic Phenomena



Decision making

Unitary models

@ The unitary framework is a simple, powerful mechanism for
generating demand functions and establishing their
comparative statics for use in applied problems

@ These models have been criticized on both empirical and
theoretical grounds

o Dissatisfaction with unitary models on theoretical grounds has
been the product of serious study of marriage and divorce.
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Cooperative models

@ These models recognize, in a non-trivial fashion, the
involvement of two or more agents with distinct preferences in
determining family consumption.
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@ These models recognize, in a non-trivial fashion, the
involvement of two or more agents with distinct preferences in
determining family consumption.

@ Bargaining models are used. Each partner has own utility
function, however, if agreement is not reached, then the payoff
received is represented by the “threat point,” (outcome of
divorce or no-agreement outcome).
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Cooperative models

@ These models recognize, in a non-trivial fashion, the
involvement of two or more agents with distinct preferences in
determining family consumption.

@ Bargaining models are used. Each partner has own utility
function, however, if agreement is not reached, then the payoff
received is represented by the “threat point,” (outcome of
divorce or no-agreement outcome).

@ Consequences of these models
o The higher one's utility at the threat point, the higher one's
utility in the Nash bargaining solution
o Family demands depend, not only on prices and total family
income, but also on determinants of the threat point
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Decision making

Collective approach- Chiappori (1988, 1992)

@ The family acts as though decisions were made in two stages
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Decision making

Collective approach- Chiappori (1988, 1992)

@ The family acts as though decisions were made in two stages
e 1. Total family income first divided between public goods

o 2. Private expenditures of each individual, and then each
individual allocating his or her share among private goods
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Decision making

Non- cooperative models

@ Cooperative models assume binding agreement regarding labor
supply,consumption and resource allocation within the
marriage. But these agreements are not enforceable.
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@ Pareto optimal outcomes are achieved only under certain
conditions (threat of punishment).
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Non- cooperative models

@ Cooperative models assume binding agreement regarding labor
supply,consumption and resource allocation within the
marriage. But these agreements are not enforceable.

@ Non- cooperative theories focus on self-enforcing equilibria.

@ Pareto optimal outcomes are achieved only under certain
conditions (threat of punishment).

@ Benefit of modeling distribution within marriage as a
non-cooperative game is the opportunity to treat efficiency as
endogenous, potentially dependent upon the institutions and
social context of marriage.
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Suggested readings

o Suggested readings for today

o Dufwenberg, Martin, ‘Marital investments, time consistency
and emotions’, Journal of Economic Behavior & Organization,
48 (2002), 57-69.

o Becker & Becker, The Economics of Life, McGraw- Hill, 1997,
Chapter 5

o Browning, Chiappori, Weiss, Economics of the Family,
Cambridge University Press, 2014, Chapter 3 (more technical
approach)
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