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This paper develops & dynamqt model of che employment decisions of
married women. The statistical mud41 presented here nests previous dynamic
models of labor supply as special cases of a more general model. The greater
generality of the approach adopted 4tr& permits cesting of important assump-
rions maintained in previous work. Speclal attentiom is devatad to che
dynanic model estimated by Heckmnan +nd willis: the empirical analysis of this
naper leads to a reinterpretation af some of their Eindings

The major empirical finding|rapﬁr:ed here is that past employment
experience 13 an important decermingnt of current employment decisioms ot

women past the child bearing years,

and that this relatienship can be iater-
preted as arising in part from the Fmpa:l of hoth general and specific human
capiral investment on culTent labor| market choices. Utllizing new econcmetric
sethods developed for this analyais|, it iz possible to disciaguish becween two

explanations for the empirical relationship between previous work axperience

and eurrent work choicss., The first explanacion derives from the literarure
on che "mover-stayer” problam; if fwomen differ in cheir propensicy te work,
differances are scable over time, gnd the differences cannst be diractly

measured, an obsarved relatliomship herween current work cholces and pasc parti-

cipation can arise solely as a comgequence of heterogeneicy (Heckman and Willis,
1977). The second explanacicon is that rhere is a "real' effect of past work
experience on currant paruicipatin+ cholces cperating through human caplzal
ipvestment and other channals, IhL: paper finds that botk explanations apply
to data on older women who are pas their child bearisg pericd. For these
women, there is considerabla evidepce that documents the amplrical imporcance

of hetercgeneicy, and there is :n4sidarable avidence of an invescmen:t eifect
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Spilerman, 1976). That werk aasume4 that unmeasured variables follow a
components of variance scheme, ipl+4 an individueal has a "permananc"
component to which a sarially uncnrqelated "rransitory" componant is added
The work reported here stromgly suggests that, at least for the case of the
labor supply of married women, the 4aterngeneit? problem cannot be modeled
so simply. Unmeasured components appesr to be better dasczribed by a tirst
order Markov process. It is plausible chac omitted variables determining
current choices are increasingly less correlated &5 the time distance grows
between choices. Misspecificatieom +f the hetarogeneircy process gives rise
to an erronecus estimate of the impact of the true effect of past participa-
tiom om curtent participatiom probabilities

This paper is in three parts. Fart I briefly reviews previous worIk
e the employment dynamics of wnmauL and outlines a deliberately simplified

senu of alternstive statistical models. Part II presents & dynamic model of

femzla participation. In Part III,|estimates of this model are preasented

and the implications of the estimates are axplered.

1. Previous Work om ghe Empl amics
of Married Women and Some Simpls ¥odels

T.e modern literature on tha labor supply of married women hbegias
wich the samimal work of Jacob Mincar (1364). Mincer's model is a one period
model of female labor supply in ﬂhi+h tha pericd is a lifecime s¢ that aon=
market time &t cme age is assumed :+ be a perfactc substitute IoT nonmaret
eime at all other ages. Women chuuaL rhe Liferime lavel of labor supply chac
they devote to the market based oo rparmantn:” wage ratas and lacoma. Life
cycle variaticem in coats of work anF gppertunicias-—due co such factors 4s

children, umezployment of the EdeEF and gemeral business cycle variacicm--



