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Abstract

The paper examines the impact of income on the transitions between home,
living independently and first marriage of young Americans. A matching
model is outlined, similar to that used in theories of job search, to explain
the probability of marriage and living alone. A multiple state, multiple tran-
sition model which allows for correlated heterogeneity on the first and sub-
sequent transitions is estimated. The results show that income has a strong
and significant effect. The impact of unobserved heterogeneity is examined
in detail. The impact of the young person’s earnings on the transitions is
explored through simulation.

Keywords: Marriage, Search model, Multi-state Multi-cycle
model, Correlated Heterogeneity.

JEL Classification: C5, J1



1 Introduction

The early years of adulthood of Americans are times of change in living
arrangements. Individuals leave their parental home, live alone, form part-
nerships, separate and reform partnerships. These early transitions shape
later household formation and dissolution patterns. The last three decades
have witnessed large changes in rates of household formation and dissolution
in the US. Age at marriage and rates of non-marriage, extra-marital child-
bearing and divorce have all risen. Many of these changes are accounted for
by the behaviour of those in early adulthood.

This paper focuses on the decisions of young Americans to leave home,
live independently, and form first stable partnerships. The route to stable
partnership formation (“marriage!”) is not always a direct passage from the
parental home to marriage. Many individuals leave home to live alone from
where they marry. And some return home before leaving again, either to live
alone or to marry. For some people there are many alternations between the
parental home and living alone before marriage.

This paper presents an econometric model of this transition process and
estimates of its parameters obtained using data from the National Longitu-
dinal Survey of Youth (NLSY) covering 1979 - 1992. Of particular interest
is the extent to which transitions are affected by the financial resources of
the young person and their family because these resources can be altered by
changes in the tax and benefit system and by highs and lows in economic
activity. In contrast with some earlier studies (see Buck and Scott (1993)
and Haurin et al (1993)) this analysis reveals a strong effect of income on the
rates of transition between states. Higher parental income delays transitions
out of home and into marriage, while higher own income accelerates them.
The practical significance of alternative income streams is investigated by
microsimulation of the estimated transition model.

A search theoretic model is presented in which individuals are forward
looking and make decisions about their living arrangements by comparing
the present and future benefits and costs of alternative actions. The deci-
sion to leave home is estimated as a multiple state, multiple spell transition
model in which individuals may make many transitions between living at
home and living independently before marrying. Although the econometric

IThe term “marriage” is used to describe legal marriage or stable cohabitation with a
partner.



analysis includes controls for some individual characteristics there are many
unobserved influences on transition rates so in the analysis there is explicit
allowance for unobserved heterogeneity which is allowed to have correlated
effects on first and subsequent transitions.

The paper is organised as follows. In Section 2 the patterns in household
formation in young Americans are outlined, the transition types and rates in
the NLSY sample are examined, and the literature which has examined the
impact of income on these early transitions is reviewed. Section 3 presents
the analytic framework which informs the estimation. Section 4 presents the
econometric model. Section 5 describes the data. Section 6 contains the
results. Section 7 examines the impact of resources on transitions in greater
detail using simulated data generated using the estimated model. Section 8
concludes.

2 Related previous research

Changes in household formation and dissolution have important policy im-
plications. There has been concern over the “retreat from marriage” among
young people. Much research effort has been devoted to understanding the
impact of the public sector on this behaviour; for example, investigating
whether public support for those who have children outside partnerships re-
sults in fatherless families. Moffitt (1990) found that the welfare payment
Aid to Families with Dependent Children (AFDC) reduces the probability
of marriage for both men and women. Others, such as Lichter et al (1992)
explain the retreat from marriage as the result of fewer good marriage oppor-
tunities for women. Yet others explain it as a result of better labour market
opportunities for women (e.g. Greenstein (1995)). From a different perspec-
tive, Akerlof et al (1985) have sought to account for longer run changes in
patterns of household formation as a consequence of technical change: the
introduction of more reliable methods of contraception. Their model pre-
dicts that such changes will delay marriage. Clearly, the factors that affect
household formation amongst the young are many: our paper focuses on the
impact of incomes of the young and their parents.

Most of the changes in household formation and dissolution are accounted
for by the behaviour of those aged 18-30 (Rindfuss (1991)). Leaving home
for the first time is concentrated amongst 18-21 year olds. Young women
leave home earlier than young men, and marry earlier (Goldscheider (1985)).



Marriage rates peak for women in their mid 20s, and for men in their late
20s. Cohabitation is increasing, both as a precursor to marriage, and for
some groups, as a substitute (Lillard and Brien (1995)). For that reason
marriage and stable cohabitation are treated as the same state here.

The evidence on the importance of income in determining these transi-
tions is mixed. Using 1984 SIPP data, Avery et al (1992) found that both
the earnings and the employment status of young adults were important
determinants of the transition from home to both independent living and
marriage. They found young adults of both sexes who are employed, and
those who have higher earnings, to be more likely to leave home by both
routes. They found family resources had an impact only through the effect
on leaving home via marriage, and had no impact on leaving home for un-
married independence. On the other hand, Haurin et al (1993) using NLSY
data for 1987 found that the respondent’s potential real wage had little effect
on the tendency to live alone, and nor were AFDC payments clearly related
to living alone except for young women. Buck and Scott (1993) distinguished
between leaving home to live with a partner and leaving home to live inde-
pendently. Using PSID data to estimate a competing risks model for these
two destinations they found little effect of family income, own employment
or own income on either event for men or women. Annual work hours had an
effect on the probability of marriage but not on the probability of indepen-
dent living for women, while none of the variables had a significant impact
on the probabilities of exiting home to either destination for men. Using an
early wave of the NLSY Michael and Tuma (1985) found young whites were
more likely to delay marriage when the resources of their family are higher,
though this effect was not apparent for other races. McLaughlin et al (1993)
and Lichter (1992) found women’s economic independence appeared to has-
ten marriage. Using cross sectional data, Moffitt (1990) found a significant
negative impact of AFDC on the probability of marriage. However, these
effects were stronger for men than for women, particularly for blacks.



3 The role of income in household formation
and marriage decisions

3.1 A search framework

A matching model is outlined, similar to that used in theories of job search,
to explain the probability of marriage and living alone. A growing litera-
ture uses search theory to model marriage. Burdett and Coles (1996), for
example, have applied search theory to a pairwise matching process between
heterogenous agents to examine the impact of the distribution of quality of
partners on duration of time to marriage and the type of matches formed. In
this paper the aim is not to solve for the structural parameters of the model
but to understand the role played by income in the transition processes.

An individual may be in one of three possible states: living at home with
parents (denoted H), living alone (A) or being married (M). Since this
paper is concerned with transitions before first marriage, marriage is treated
as an absorbing state. Starting from H, the individual can move to either
A or M. If in A, the individual can move either to ‘H or M. Movement
between H and A can be repeated many times.

The matching model assumes a forward looking individual who seeks
to maximise the expected value of her actions. There are two sources of
uncertainty in the model.

The first arises from the search and matching process. In each state,
the individual will with some probability receive an offer of marriage. An
offer is accepted if the quality of the match exceeds the reservation quality
for a match (we assume “quality” can be thought of as a one-dimensional
attribute). Reservation quality is defined as that level of quality that makes
one indifferent between accepting a match and rejecting it, given the current
state occupied. The acceptance quality is therefore determined endogenously
and will depend upon the expected stream of costs and benefits from the pos-
sible states the individual may occupy. As the different states offer different
amounts of net utility, there will be a different reservation quality for each
origin state.

The second source of uncertainty arises because individuals differ in the
value they put on living independently. This value is assumed to be time
invariant and known to the individual, but unobserved by the econometrician.
Let this be denoted ¢.



Per period utility of being in each state (H, A, M) is a function of the
income the individual has access to and other state specific influences:

Un = Unly,yys Zn) (1)
Ua = Ualy, Za,e) (2)

where y is the individual’s earning potential, y; is the income of the rest
of the parental household, y, is the partner’s income, @) is the quality of
the respondent’s actual match, and Z; are vectors of other state-specific
influences on utility (these may contain variables in common). Utility in
each state is assumed to be increasing in all sources of income. It is assumed
that there is less independence in the family home that when living alone.

Assuming stationarity and zero costs of changing state, the expected
present value of being in each state can be written as

Vie = Up + 60y Emax|Vy, Va, Viu(q)] + 6(1 — 0x)Vay (4)
Va = Ua+60aEmax[Vy, Va, Vi(q)] +6(1 — 0.4)Va (5)
Vm(@) = Um(Q) +6E[VM(Q)], (6)
where,
Uy, = per period utility of being at the parental home
U4 = per period utility of being alone
Um(Q) = per period utility of being married to a person with quality @
6 = discount rate
§; = the probability of receiving an offer in state j, j € {H, A}

q = random variable “quality of partner” with c.d.f. F(-)

() = realised value of ¢

Equations (4) and (5) both have the same structure. The individual
enjoys utility today in the present state, and in a unit time interval?, with
some probability 6;, receives an offer of forming a partnership of quality
q. The expected present value of this is compared to the expected present
value of staying in the present state. As marriage is here treated as an

2Tt is assumed throughout that the probability of receiving more than one offer in a
unit time interval is negligible.



absorbing state equation (6) shows no transitions out of this state. The offer
rates 0; may differ between the states. Although only the behaviour of one
individual is explicitly modelled, the potential partners and later an actual
partner of this person are also making the decisions outlined above. This
means 0; will depend on the actions of the individual and potential partners

From (4), (5) and (6) the reservation qualities from each origin state can
be derived, and hence the transition rates. The former are denoted by ¢;(-),
j € {H, A}. Standard techniques (see for example, Mortensen (1986)) show
that these will in general depend on all the parameters of the model. Let \;;
denote the transition from origin ¢ to destination j. These probabilities are
the product of the probability that an offer is made and that it is accepted
(that is if it is above the reservation quality).

The transition probabilities are:

M = On()[1 = Flgz ()] (7)
Aam = 0a40)[1 = F(ga())] (8)

The transition between home and alone depends on the trade off between
the value of independent living, access to income and possible future marriage
chances. Suppose that 8, = 6 4. Then the decision to live alone depends
solely on current utility, that is A will be chosen if

Ua=Ualy, Za,e) > Un(y,ys, Zn)

or
€ > g(yv Yr, ZA7 Z'H)v (9)

where € is the reservation value of ¢, equating V4 and V3, because future
prospects are identical and so do not affect the decision. If 64 # 04 the
reservation value € is implicitly determined by V4 = Vy i.e.

Ua(y, Za:2) = Up(y, Yg, Zr) +6(0 — 0.4) [E max([Vig, Vaa, Vi (Q)] — V3] (10)

The transition from H to A occurs if € > £, and depends on all the parameters
of the model.

3.2 Imnsights from the search model

First, consider the effect of own earnings. The decision to live indepen-
dently can be taken unilaterally by the individual: it is always an option,
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whether the individual currently has an offer of partnership or not. High
earnings potential raises the value of this outside option U4 and therefore,
other things equal, makes transitions into the state of independent living
more likely. This self-reliance effect is the first effect of income on house-
hold formation. The value of living in a partnership depends on, among
other things, the income of the partner. A higher income partner will yield
a better outcome for the respondent, other things equal®. This implies that
high income individuals will be desirable partners, and will therefore stand
a higher chance of receiving offers of marriage. This provides the link to the
second effect of the respondent’s earnings potential on household formation,
the good catch* effect, namely that high earnings potential individuals will
receive more marriage offers. Though they will raise their acceptance level
accordingly, under standard assumptions (Burdett and Vishwanath (1988))
they will have a higher transition rate into marriage. The self-reliance ef-
fect (alternatives to marriage are better for high income individuals) and the
good catch effect (high marriage offer rates for high income individuals) have
opposite implications for the impact of income on transitions into marriage.

The effect of parental resources may also be mixed. In the decision to
leave the parental home, the respondent chooses to leave when her desire for
independent living together with her own resources outweigh the attraction
of sharing in the family’s resources. The fewer the family resources, the
smaller the gains from living in the parental home. On the other hand, a
high parental income may be another signal of a good catch, in which case
a high family income would increase the marriage offer rate, and so increase
the rate of departures from home. The good catch family resources effect is
only relevant for marriage offers, so unless the arrival rate of offers is much
higher when alone than at home, family resources might be expected to have
a larger positive effect on the transition from home to marriage than to being
alone.

In summary the structural model provides the following insights. First,
the reservation quality in each origin state depends on all the parameters of
the model. Second, transition rates depend upon the marriage probability
distribution, the independence probability distribution, the reservation qual-
ity of a match and the distribution of that quality. Third, the decisions of a

3A similar argument applies to individuals living in the parental home.

4In the context of a partnership, this effect can be interpreted as meaning that high
income individuals are valued as partners and therefore effort will be put into keeping
them.



forward looking individual as to one event, say leaving home, will be affected
by the values and probabilities attached to the other events which may follow
from leaving home. So the transition rates of one process may depend upon
variables which affect the other process.

4 Econometric analysis

4.1 Stochastic structure

The data used here are event histories either terminating in marriage or right
censored. A three state (H, A and M), multiple spell transition model is
employed. All individuals are regarded as starting at age t' = 13 years
in state H. They may make transitions between states, possibly returning
to state H, state M being absorbing. Individuals in states H and A are
regarded as facing competing independent risks of transiting to the two states
not occupied.

Define continuously distributed latent variates 77 associated with the
risk at the rth transition of moving from state ¢ to state j, with ¢, j €
S ={H, A M}, r e {1,2,3,...}. In order to keep the model tolerably
simple, and in view of the limits on the information contained in the data,
the conditional distributions (given covariates to be introduced shortly) of
the variates T7; are restricted to have distribution functions Fj;(-|-) satisfying
FL(|-) = F5(-|) for r,s > T and all 4, j € S.

The hazard functions associated with these variates are denoted by

h;j(s|x(s),1f) i,7 € {H, A M} re{l,2}

where z(s) is a vector of covariates some of which may be time varying and v"
is a realisation of a transition number specific time invariant random variable,
V7, included to capture the influence of unmeasured covariates varying across
individuals and assumed to be distributed independently of the observed
covariates. The corresponding conditional integrated hazard functions are
denoted by

L5 (t|(t) / hi; v")ds.

In this competing risks model transition r from state i to state k,
regarded as occurring if T, = min;z; jes(7};). Accordingly the probablhty
of exit from state i to state k at transition r in the age interval (¢,t + dt)

8



conditional on observed and unobserved covariates is (see e.g. Lancaster
(1990)):

o (tlx(t), v )exp ( Z (t]x(2) ) dt.

4.2 The likelihood function

Individuals are observed from age t° until first entry into state M or until
age c after which the event history is censored. Let R > 0 be the number
of transitions made by an individual. Let t" be age at transition r. Let
2" =min(t",¢)—t""', 1 <r < R, and let 1jg) = 1 if C is true and 0 otherwise.

The log likelihood contribution for an individual making R transitions
with state occupancy history (41,149,143, . ..,iz+1) and transitions at ages

(t1,t2,¢3,. .., t1), time 2" being the time spent in state 4,, conditional on
observed and unobserved covariates is

L = 1[t1<c]loghlm( 1\:5 Z m 1\x vl)

R
+1g>1) Z ( tr<q log hl ; +1( (ZT),Q)Q) — ZI&(sz(zU,z@))
r—2 =1

Note that the final term is only present when there is more than one tran-
sition, that all individuals start in state 7, = H and that all event histories
are either right censored or end with 15,1 = M.

The likelihood contribution conditional on observed covariates alone is
the expectation of the likelihood contribution, given by exponentiating the
previous expression, with respect to the joint distribution of V! and V2.

4.3 The conditional hazard functions

A variety of patterns of duration dependence in the hazard function is accom-
modated by using a continuous piecewise linear functional form for the log

hazard functions with two knots, as employed by Newman and McCulloch
(1984). For b > a let

A(t, a,b) = max(0, min(¢,b) — a)



then the hazard function associated with passage from state ¢ to state j at
transition r is

hi;(t) = exp(z(t) B} +01; AL, 0, wi)+oh;; At w, wa) +a; A(t, wa, 00)+9"0")

in which v" = 1 or 0, r € {1,2}, depending on whether allowance is made
for across individual heterogeneity and if so whether a univariate or bivariate
specification is employed. For example for ¢ > w, the hazard function is

hi;(t) = exp(x(t)' B; + w1 + ag;;(wy — w1) + agyt +"0").

The knot locations, wy and w;, are fixed a priori. For r = 1, wy, = 15
and w; = 6 (corresponding to ages 28 and 19). For r = 2, wy, = 5 and
wy = 3. The three segment hazard functions can be everywhere increasing
or decreasing, or bathtub or inverted bathtub shaped. If ag,; < 0 then the
associated duration distribution is defective with a non-zero probability of
no transition from state i to state j at transition r.

4.4 Heterogeneity

The joint distribution of V! and V? is modelled as a multivariate discrete
distribution with two potential values for each variate: v}, r,l € {1,2}. The
probability mass associated with the pair {v},v2,} is pim, [, m € {1,2}. The
expected value of each V" is required to be zero implying

2 2 2 2

szllplmzzzvfpmlzo

I=1m=1 =1 m=1

in addition to the restriction 37 ; 2 _| pi = 1 and entails introduction of
a constant “covariate” in x(¢). This is similar to the non-parametric mass
point specification employed by Heckman and Singer (1984) but note that
in this bivariate specification there is no search for a likelihood maximising
number of mass points. Individuals with low values of V! and V? can be
regarded as “stayers”. Since “staying” may be a personal characteristic that
persists through time it was felt essential to model V! and V? as potentially
correlated variates. The results indicate a substantial positive correlation
between these variates.

10



5 Data

The NLSY provides evidence on transitions from home and into marriage.
This is a panel data set of 12,686 persons aged 14-22 when first interviewed in
1979, who have been re-interviewed annually. This paper uses data through
to, and including 1992, excluding individuals in the military sample. As
interest is in the transitions from home, only those living in their parental
home when first interviewed are examined®. The sample used contains 5,559
persons. The state “Living alone” is defined as living outside the parental
home but not living in a stable partnership with an adult of the opposite
gender. Because of the nature of the responses to the annual NLSY ques-
tionnaire dates of transitions are recorded to the nearest year. It is not
known whether home and/or living expenses are provided by parents. To
minimise misclassification of independent living the small numbers living in
college dorms are defined to be living in the parental home. A period at
home followed by a period alone whilst at college followed by another period
at home is classified as a single spell at home.

Of this sample, 95% had left the parental home by 1992. Mean age
at leaving home for men is 21.77 years and for women 21.26 years. By 1992
80.4% of men had married and 83.4 percent of women. There are considerable
differences in these rates across races, as shown in Table 1. Rather more
blacks than whites were still at home by 1992, those blacks leaving home
doing so on average at a slightly later age than whites, and those blacks
marrying doing so later on average than whites.

These rates mask considerable variation in the transitions between dif-
ferent states prior to marriage. Table 2 presents the various paths that
individuals in the sample take between home and marriage. H denotes being
at home, A living alone, and M marriage or cohabitation. All individuals in
the sample used here begin at home. A transition labelled HM represents a
single transition during the sample period from home to marriage, while one
labelled H.A represents a single transition from home to living alone. The

>There is a potential problem here. It is not possible to tell if individuals found in state
‘H at first interview had previously been in other states and returned to H where they were
first observed. However, of those in state H at 20 with an observed history going back to
before age 16, only 1.49% had histories involving departure from and return to H before
age 20. All of this small number of persons experienced a HAH transition rather than
longer state histories, e.g. HAHAH. This evidence is taken to indicate that this is likely
to be a trivial problem.
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path HAM contains two transitions, the first from home to living alone, the
second from living alone to marriage.

Table 2 shows the number of transitions that individuals make: 5% make
no transitions, that is they stay in the parental home for the 12 year win-
dow in which they are observed, 29% make one transition, 52% make two
transitions, 5% make three, and the rest make more. Table 2 also shows the
number and types of transitions that end in marriage: 82% are married at
the end of the period, 22% go straight from home to marriage, and 50% move
first to live alone and then move into marriage. The remainder who marry
have more complex moves into marriage. Table 2 also shows that leaving
home is not an irreversible process: 15% of individuals return home at least
once having moved from home to living alone for the first time.

The other columns of Table 2 break down these transitions by race® and
gender. Patterns differ considerably between men and women and between
races. In terms of number of transitions, black men and women are more
likely not to make any transitions from the parental home: 8.8% and 9.4% of
black men and women who started at home in 1979 were still at home when
last interviewed, compared to 5.9% and 3.4% of Hispanic men and women
and 3.5% and 1.9% of white men and women. Whites make more transitions
than the other two groups. Within race, women are more likely than men to
go from home directly to marriage, while across races this path has a higher
relative frequency for Hispanics than either blacks or white. Black women are
more likely than black men to move from home to living alone and stay there,
while for the other races this pattern is more common amongst men. The
net result of these complex moves is a lower marriage rate amongst blacks
than whites or Hispanics.

The time constant covariates employed are the real income of the family”
with whom the respondent lived in 1979 and indicator variables identifying
race (black, Hispanic, white), gender, the highest level of schooling attained
by the respondent (a measure of the potential partner’s view of the quality of
the respondent in marriage), and an indicator distinguishing those who lived
with both parents at age 14 which is interpreted as indicating predisposition
towards the state of marriage®. The complexity of the estimation problem

6The category “white” includes non-whites who are not black or hispanic.

"To compute household income, the income data were cleaned following the procedure
set out in Cole and Currie (1994).

8 Another measure of taste for married life was considered, namely a measure of “tradi-
tional” family and gender role attitudes derived from the responses to the NLSY. As the
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Table 1: NLSY Sample Descriptive Statistics (N=5559)

Whites Blacks Hispanics

Men Women Men Women Men Women
Mean age at marriage 23.77 22.62 24.50 23.47  23.50 22.35
Mean age at first transition 21.60 21.03 22.13 21.92 21.81 21.07
Percent not left home at age 30 3.70 217  9.78 9.93 7.08 3.56
Percent not marrying at age 30 17.97 10.48 28.35 34.77  22.32 14.44
Mean age first transition to alone 21.51 20.98 21.96 21.91 21.68 21.14
Mean time spent alone 3.03 2.54  3.08 3.48 2.84 2.41

limits the number of time varying covariates that can be included. The
sample mean values of the covariates are given in Table 3.

Own resources is here measured by a single time varying covariate. Due
to possible endogeneity problems of respondents’ actual earnings we use pre-
dicted wage rates instead. Predicted wages are generated by estimation of
a standard Mincerian earnings equation (Mincer (1974)) with data from the
Current Population Survey (CPS). The predicted wages were then mapped
into the NLSY sample. To derive predicted wages for the female sample
we apply a two step procedure in order to control for the impact of self-
selection into the labour force. The female is classified as participating in
the labour force if hours worked during a week is positive. The covariates in
these earnings equations include age, age squared, years of schooling, race,
urban/rural dummy, year and state dummies. The estimated parameters
conform quite closely to the literature. Wages are positively associated with
age but at a declining rate, whereas the coefficient on years of education is
within the standard range reported in the literature. Living in an urban area
is associated with higher wages”.

6 Results

The results show that own resources and other income sources have a strong
effect on the transitions, that there are significant differences between first
and subsequent moves, and the importance of making allowance for across in-

estimates of the coefficient on this variable were always small and poorly defined, it was
not used in producing the results reported here.
9The results from the estimated wage equations are available from the authors.
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Table 2: NLSY Transition Histories, Percentages

All Whites Blacks Hispanics
Transition type Men Women Men Women Men Women
H 4.73 3.5 1.9 8.8 9.4 5.8 3.4
HA 729 6.7 5.1 7.7 14.9 6.9 4.2
HM 21.95 10.7 25.1 14.0 19.9  29.6  30.0
HAH 250 23 0.9 4.8 3.3 24 4.0
HAM 50.08  52.9 7.3 46,7 400 395  49.0
HAHA 2.75 3.1 1.2 1.7 3.4 3.4 1.7
HAHM 2.63 3.1 1.9 1.9 3.2 4.1 1.9
HAHAH 0.53 0.7 0.2 0.0 1.4 0.2 0.0
HAHAM 6.39 8.0 5.6 4.4 8.2 6.2 4.4
N 5559 1569 1565 716 765 466 478

Table 3: Covariate values

Covariate Mean Std. Error N

Female 0.50 0.50 5559
Black 0.27 0.44 5559
White 0.56 0.49 5559
High School Graduate 0.43 0.49 5559
College Graduate 0.42 0.50 5559
Lived with both parents at 14  0.70 0.45 5559
Age in 1979 16.73 1.8 5559
Family income in 1978 ($1000) 27.0 19.8 5559
Predicted wages in 1976 2.68 0.60 5559
Predicted wages in 1977 2.99 0.67 5559
Predicted wages in 1978 3.34 0.75 5559
Predicted wages in 1979 3.72 0.83 5559
Predicted wages in 1980 3.82 0.81 5559
Predicted wages in 1981 4.07 0.83 5426
Predicted wages in 1982 4.33 0.85 5073
Predicted wages in 1983 4.61 0.89 4642
Predicted wages in 1984 4.82 0.95 4127
Predicted wages in 1985 5.10 1.03 3614
Predicted wages in 1986 5.26 1.08 3140
Predicted wages in 1987 5.42 1.13 2659
Predicted wages in 1988 5.55 1.18 2234
Predicted wages in 1989 5.64 1.20 1911
Predicted wages in 1990 5.83 1.25 1608
Predicted wages in 1991 5.97 1.29 1378
Predicted wages in 1992 5.92 1.28 1202
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Figure 1: Sample mean age of marriage for different income groups

dividual heterogeneity. The model was estimated with and without the time
varying predicted wages and with and without allowance for heterogeneity.

It is difficult to detect the earnings effects in an examination of the raw
data. In Figure 1 the Kaplan Meier estimator of time to marriage from age
19 is plotted by race and gender for those with earnings in 1981 above and
below median earnings. There is no very clear difference between those with
higher and lower earnings. Similar patterns are found using earnings for 1979
through 1985. If individuals are grouped by their average annual earnings
while in the sample, those with lower earnings marry sooner. On the other
hand, if individuals are classified according to whether earnings at 19 are
above or below the median for their gender-race group, the Kaplan Meier
estimates suggest that those with higher earnings marry sooner.

The econometric modelling gives rather clearer results. The coefficient
estimates show that both predicted wages and parental home income are
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important determinants of the transitions from home to living independently
and to marriage. In general higher own resources increases the speed at which
transitions out of home are made, while higher parental resources delays these
transitions.

Table 4 provides results from the preferred model which includes (time-
varying) predicted wages and correlated heterogeneity on the first and subse-
quent transitions. The upper part of the table shows the parameter estimates
of the first transitions, whereas the lower part shows estimates of subsequent
transitions. The estimated masspoints and their associated probabilities are
reported at the bottom of the table. The coefficient estimates are in general
precisely estimated for the first move, and in many cases well defined for
subsequent moves. They show the following.

Demography is an important determinant of transition behaviour. Women
leave home significantly quicker than men to both destinations. Once alone,
they return home significantly less fast, but leave to marriage faster. If they
do return home, they are more likely to leave faster the second time round
although the difference between the genders is not significant for the transi-
tion to marriage. Blacks leave home and move to marriage slower than either
Hispanics (the omitted group) or whites in first and any subsequent moves.
Whites are more likely to leave home to live alone than to marry than blacks
or Hispanics. Race and gender matter conditional on income.

Educational attainment affects the first transition out of the parental
home, but has no significant impact on subsequent moves. The higher the
final educational status attained, the later individuals leave home. The de-
lay is greater for the destination of marriage than for independent living.
The demographic and educational attainment covariate patterns are robust
to the exclusion of both family income and own earnings. Because wages
are correlated with gender and educational attainment, the effect of omit-
ting predicted wage is to reduce the absolute magnitude of the parameter
estimates for gender and educational attainment!’.

The circumstances of the family home affect the transitions. Those who
lived with both parents at 14 are less likely to leave home initially either to
live alone or to marry, although conditional on making a transition to living
alone living arrangements at 14 have no effect on subsequent transitions.
Higher family income significantly delays leaving home for the first time as

10These and other tests of the model not tabled here are available from the authors on
request.
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well as subsequent transitions, though the effect is weaker on these second
and subsequent transitions.

The respondent’s own economic resources matter. Higher predicted wages
are significantly associated with an increase in the rate at which individuals
leave home to either destination, an increase in the rate at which individuals
once alone form partnerships, as well as a weak positive effect on returning
home, and an increase in the rate at which individuals leave home if they
have returned after their initial departure.

The coefficients of baseline hazards for the first transition processes given
in table 4 show that these are inverse U shaped, rising sharply to age 19,
rising less quickly up to age 28, and falling thereafter. Since there is control
for heterogeneity it seems likely that there is genuine duration dependence.
For all types of subsequent transition, the hazard rises to age 19, falls strongly
between the ages of 19 and 28, but generally insignificant after 28. Although
there are differences between the segments of the hazard for the subsequent
transitions, these are less marked than for the first move, and the hazard is
closer to being flat.

The heterogeneity mass point estimates, and the associated estimated
probabilities are shown at the bottom of table 4. The estimates suggest
that around 51 percent of the sample were movers on both the first and the
subsequent transitions, 12 percent movers on the first transition and stayers
on the second, 11 percent were stayers on the first transition and movers on
the second, and the remaining 26 percent stayers for both. The impact of
controlling for heterogeneity can be evaluated by comparing this to Table 6
which presents the model estimated without heterogeneity. The effect is to
increase the absolute magnitude of the parameter estimates and the precision
with which they are estimated. However, the shape of the baseline hazard is
relatively unaffected by allowing for heterogeneity, conditional on inclusion
of predicted wages in the estimated model'!.

The results to be discussed now indicate the importance of allowing for
both time varying wages and heterogeneity. Table 6 allows for time varying
earnings, but no heterogeneity. Table 7 presents the results estimated with-

ITA simpler specification of unobserved heterogeneity using a univariate specification
with V2 absent from the model was also estimated (see section 4.4). A version with
three points of support produced masspoint values equal to -5.75, -1.33 and 1.23 with
probabilities of 0.08, 0.26 and 0.66 respectively, whereas a model with only two points of
support produced mass points equal to -1.54 and 0.38 with probabilities 0.20 and 0.80,
respectively.
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out either time varying earnings and heterogeneity. Comparison of Tables
7 and 4 indicates the effect of allowing for both own earnings and hetero-
geneity is to increase the absolute magnitude of the parameter estimates and
the precision with which they are estimated, while the baseline hazard re-
mains unchanged. If the model is reestimated without predicted wages but
allowing for heterogeneity (available from the authors), the baseline hazard
is estimated as being upward sloping. Average earnings increase over time,
and the effect of earnings is to increase the rate at which individuals leave
home and marry. So not conditioning on predicted wages, but allowing for
heterogeneity, masks the duration effect apparent in Table 4!2.

In order to explore the effect of endogeneity of own earnings on the para-
meter estimates we re-estimated the model using annual own earnings instead
of the predicted wage levels. These results (obtainable from the authors)
show that the impact on the coefficients in the first transitions is small, but
more noticeable for the subsequent transitions H — A and A — H. In the
latter case we find the earnings coeflicients to be negative and insignificant.
Using actual own earnings has also an impact on the parameters associated
with unobserved heterogeneity. In particular we observe a shift from the
"stayer, stayer” group to the "mover, stayer” group, with new probability
values of 0.29 and 0.088 respectively.

A small proportion of individuals in the NLSY make their first transition
to either independent living or marriage prior to 1979. These individuals are
excluded from the sample used in the estimation. Since this might generate
a selection bias we re-estimate the model reported in table 4 with a reduced
sample consisting of individuals aged 14 to 17 in 1979. These results are
reported in table 7. They show a continued strong effect of predicted wages
on first transitions to independent living and marriage. For the subsequent
transitions the effects are even stronger. The family income is negatively
associated with all transitions. Coming from an intact family has little effect

12The model in table 5 constrains the effects of the two measures of marriage quality
- predicted wages and education - to be the equal for men and women. Earlier research
has found that these measures have different effects for the two genders. The model of
Table 4 was re-estimated separately for men and women. The overall shape of the hazard
is similar for both men and women. But there are some significant differences in the
coefficient estimates between the genders. Education appears less important for men.
Higher education delays time to marriage but not the transition to living alone for men,
while for women it delays both the transition to independent living and that to marriage.
The earnings effects for men and women have the same signs across all transitions, but
the effect of predicted wages for women is larger in absolute terms in all transitions.

18



on the transition to independent living, which is in contrast to the full sample
results, whereas the other parameter estimates are very similar, including the
pattern of unobserved heterogeneity. This suggest that sample selection is
not a big problem in this case.

The results presented so far have given no indication of the goodness of
fit of the model. This was assessed as follows. For each individual from
the original sample 5 replications were created, each with the same values
of the sampled individual’s covariates. Using the parameter estimates from
Table 5 synthetic histories were simulated for each replication, giving a set
of simulated histories which are for individuals which 'match’ the original
sample. Marginal statistics from these synthetic histories are given in Tables
8 and 9. These can be compared, formally and informally, to the sample
analogues in Tables 1 and 2. A formal test of no differences between mean
age of marriage with race-gender groups between the actual and synthetic
sample (the test correcting for censoring) did not reject equality of all 6 pairs
of means. Less formal comparison of the Tables 2 and 9 indicates, for the most
part, a close correspondence between the synthetic transition histories and
the original sample. For all comparisons the distribution of transition types
in the actual and synthetic data differs by at most three percentage points.
Within race-gender groups, the largest difference between the replicated and
actual samples is for Hispanic men for transition type HAM, where the
percentages with this transition in the replicated sample is about 10% points
higher but Hispanic men are the smallest group in the data, so a poorer fit
for this group might be expected. The percentage of black men making this
transition is also overestimated.

In summary, the coefficient estimates show that both predicted wages
and parental home income are important determinants of the transitions
from home to living independently and to marriage. In general higher wages
increases the speed at which transitions out of home are made, while higher
parental resources delays these transitions. But the model is very complex
and so the net effect of income on the transitions is difficult to assess from
the parameter estimates. In order to gain a clearer view of the impact of
own earnings on the transition process the estimated model was simulated
as described now.
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Table 4: Time varying predicted wages and correlated bivariate masspoints

Variables H— Ap H— Mp
Coef. S.E. Coef. S.E.
INTERCEPT -5.532  (0.213) -7.295 (0.419)
FEMALE 0.333  (0.038) 0.772 (0.068)
BLACK -0.029 (0.062) -0.812 (0.103)
WHITE 0.422  (0.053) 0.002 (0.079)
HIGH SCHOOL -0.191  (0.066) -0.412 (0.094)
HIGHER ED. -0.382  (0.073) -1.238 (0.121)
INTACT FAM. AT 14 -0.464 (0.073) -0.167 (0.073)
FAMILY INC. 78 -0.662  (0.018) -0.615 (0.028)
PREDICTED WAGE 1.314  (0.027) 1.117  (0.058)
Al 7.903 (0.357) 10.169 (0.725)
A2 -0.632  (0.147) 0.338 (0.219)
A3 -7.317  (0.728) -8.301 (1.387)
H— .As H— MS
INTERCEPT 0.249  (0.258) -0.151 (0.506)
FEMALE 0.267  (0.088) 0.251 (0.170)
BLACK -0.141  (0.125) -0.436 (0.247)
WHITE 0.384 (0.119) 0.584 (0.226)
FAMILY IN. 78 -0.187  (0.048) -0.610 (0.103)
PREDICTED WAGE  0.232  (0.048) 0.651 (0.011)
Al 4.927  (0.593) 3.304 (1.239)
A2 -4.098  (1.722) -4.098 (1.722)
A3 -0.974  (1.187) 1.204  (1.446)
A—H A— M
INTERCEPT 0.463 (0.222) 1.832 (0.124)
FEMALE -0.269  (0.075) 0.166 (0.041)
BLACK -0.360  (0.113) -0.673 (0.066)
WHITE -0.289  (0.103) 0.072  (0.057)
FAMILY INC. 78 -0.215  (0.035) -0.422 (0.021)
PREDICTED WAGE  0.160 (0.039) 0.387 (0.022)
Al 3.983 (0.497) 2.698 (0.326)
A2 -8.784  (0.883) -4.111 (0.440)
A3 0.841 (0.818) 0.031 (0.352)
MASSPT. Val: 0.701 PROB 11: 0.508
MASSPT. Vbl: 0.426 PROB 12: 0.124
MASSPT. Va2: -1.127 PROB 21: 0.106
MASSPT. Vab: -0.732 PROB 22: 0.261
Log L. -4152.5
N 5559
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Table 5: Time varying predicted wages without controls for unobserved het-
erogeneity

Variables H— Ap H— Mp
Coef. S.E. Coef. S.E.
INTERCEPT -5.122 (0.206) -5.847 (0.425)
FEMALE 0.204 (0.032) 0.519 (0.064)
BLACK 0.039 (0.051) -0.801 (0.092)
WHITE 0.330 (0.042) -0.105 (0.069)
HIGH SCHOOL -0.120  (0.051) -0.194 (0.086)
HIGHER ED. -0.132 (0.058) -0.621 (0.117)
INTACT FAM. AT 14 -0.297  (0.032) 0.009 (0.067)
FAMILY INC. 78 -0.555  (0.019) -0.781 (0.047)
PREDICTED WAGE 1.057  (0.067) 1.082 (0.066)
Al 7.975 (0.342) 9.452 (0.712)
A2 -1.767  (0.100) -1.267 (0.189)
A3 -5.491  (0.747) 6.339 (1.380)
H — .AS H — ./\/ls
INTERCEPT 0.333 (0.247) -0.102 (0.479)
FEMALE 0.144 (0.080) 0.119 (0.164)
BLACK 0.003 (0.114) -0.288 (0.240)
WHITE 0.359 (0.109) 0.536 (0.218)
FAMILY IN. 78 -0.057  (0.044) -0.449 (0.097)
PREDICTED WAGE 0.055 (0.043) 0.450 (0.096)
Al 4.530 (0.589) 2.869 (1.233)
A2 -6.100  (0.982) -4.484 (1.681)
A3 -1.105  (1.195) 1.126 (1.365)
A—"H A— M
INTERCEPT 0.501 (0.207) 1.826 (0.109)
FEMALE -0.354  (0.069) 0.090 (0.035)
BLACK -0.218  (0.104) -0.527 (0.056)
WHITE -0.291  (0.095) 0.068 (0.048)
FAMILY INC. 78 -0.106  (0.033) -0.293 (0.018)
PREDICTED WAGE 0.007  (0.036) 0.220 (0.017)
Al 3.283 (0.485) 1.865 (0.294)
A2 -8.984  (0.863) -4.257 (0.412)
A3 0.538 (0.812) -0.243 (0.323)
Log L. -4368.78
N 5559
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Table 6: Without time varying earnings and no control for unobserved het-
erogeneity

Variables H— Ap H— Mp
Coef. S.E. Coef. S.E.
INTERCEPT -6.085 (0.194) -7.729 (0.394)
FEMALE 0.134  (0.031) 0.555 (0.058)
BLACK -0.217  (0.050) -0.927 (0.086)
WHITE 0.306  (0.045) -0.102 (0.070)
HIGH SCHOOL -0.001  (0.046) -0.222 (0.076)
HIGHER ED. -0.147  (0.050) -0.971 (0.087)
INTACT FAM. AT 14 -0.297 (0.035) -0.009 (0.068)
FAMILY INC. 78 -0.409  (0.099) -0.562 (0.168)
Al 11.337  (0.339) 12.718 (0.692)
A2 0.721  (0.069) 0.939 (0.131)
A3 -3.525  (0.631) -2.089 (0.872)
H— .As H— Ms
INTERCEPT 0.176  (0.148) -0.959 (0.327)
FEMALE 0.142  (0.081) 0.108 (0.165)
BLACK 0.017  (0.113) -0.233 (0.245)
WHITE 0.320 (0.110) 0.407 (0.225)
FAMILY INC. 78 0.108  (0.204) -0.474 (0.434)
Al 4.650 (0.579) 3.721 (1.208)
A2 -5.967 (0.972) -3.590 (1.648)
A3 -1.059  (1.189) 1.543 (1.368)
A—H A— M
INTERCEPT -0.070  (0.119) 0.831 (0.071)
FEMALE -0.313  (0.069) 0.158 (0.036)
BLACK -0.135  (0.101) -0.385 (0.057)
WHITE -0.281  (0.095) 0.033 (0.051)
FAMILY INC. 78 -0.300 (0.175) -0.254 (0.093)
Al 3189 (0.475) 2.126 (0.201)
A2 -8.970  (0.861) -3.703 (0.411)
A3 0.487  (0.808) 0.082 (0.326)
Log L. -5031.1
N 5559

22



Table 7: Time varying predicted wages and correlated bivariate masspoints,
excluding 18 - 20 year olds in 1979

Variables H— Ap H— Mpg
Coef. S.E. Coef. S.E.
INTERCEPT -6.154  (0.238) -7.991 (0.468)
FEMALE 0.473 (0.049) 0.958  (0.087)
BLACK -0.005  (0.073) -0.778 (0.131)
WHITE 0.400 (0.061) -0.042 (0.098)
HIGH SCHOOL -0.260  (0.078) -0.627 (0.111)
HIGHER ED. -0.752  (0.086) -0.813 (0.149)
INTACT FAM. AT 14  -0.436  (0.048) -0.119 (0.090)
FAMILY INC. 78 -0.665  (0.023) -0.559  (0.035)
PREDICTED WAGE 1.513 (0.033) 1.209  (0.079)
Al 8.44 (0.394) 11.075 (0.797)
A2 -1.571  (0.172) -0.528 (0.299)
A3 -21.210  (3.642) -20.560 (7.295)
H— .As H— MS
INTERCEPT -0.175  (0.321) -0.843 (0.667)
FEMALE 0.541 (0.112)  0.454  (0.225)
BLACK 0.046 (0.152) -0.063 (0.307)
WHITE 0.616 (0.147)  0.846  (0.287)
FAMILY IN. 78 -0.619  (0.118) -0.263 (0.042)
PREDICTED WAGE 0.409 (0.065) 0.851 (0.133)
Al 5.350 (0.713) 2.405 (1.716)
A2 -8.107  (1.307) -1.561 (2.060)
A3 1.065 (1.359)  0.743  (1.868)
A—H A— M
INTERCEPT 0.339 (0.272)  1.539  (0.155)
FEMALE -0.209  (0.093) 0.257  (0.051)
BLACK -0.341  (0.138) -0.688 (0.082)
WHITE -0.278  (0.125) 0.076  (0.070)
FAMILY INC. 78 -0.262  (0.042) -0.444 (0.025)
PREDICTED WAGE 0.319 (0.057) 0.542  (0.032)
Al 3.700 (0.614) 2.635 (0.403)
A2 -8.900  (1.093) -4.378 (0.546)
A3 1.447 (1.139)  0.571  (0.484)
MASSPT. Val: 1.110 PROB 11: 0.420
MASSPT. Vbl: 0.477 PROB 12: 0.067
MASSPT. Va2: -1.054 PROB 21: 0.182
MASSPT. Vab: -0.724 PROB 22: 0.331
Log L. -2328.06
N 5559
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7 Implications of the results: simulations

In this Section the estimated effect of different wage level paths on patterns
of living arrangements is explored using simulations of the fitted model. In
each simulation 33354 synthetic event histories are simulated using the fitted
model with a bivariate specification of across individual heterogeneity (Table
4). For each synthetic individual a pair of values, v! and v? of V! and V? are
sampled from their estimated bivariate distribution'®>. Then the estimated
transition process conditional on these values is simulated until marriage or
a maximum of fourteen years. The resulting set of synthetic histories can be
processed to produce interesting statistics which would be difficult to obtain
analytically from the estimated model (e.g. time to marriage) and to produce
comparisons of predicted values with sample marginal statistics.

Three time paths were chosen for the time varying predicted wages. The
first path is set by subtracting 50 percent from the original wage level, the
second path is the original level, and the third path is obtained by adding 50
percent to the original level.

Tables 10 and 11 present a summary of the impact of differences in pre-
dicted wage paths on simulated transitions for white and blacks respectively,
males and females separately. The columns labelled -50% indicate the effect
of reducing the predicted wage by 50 percent, 0 indicates the original level,
and +50% indicates an increase of 50 percent. The Tables show that the
effect of higher earnings is to reduce the median age at marriage, reduce the
age at which individuals make their first transition, decrease the probability
of never leaving home, and decrease the time spent living alone for both men
and women.

The results in Table 10 for white men show if predicted wages are reduced,
median age at marriage is 23.57. If wages are at the original level, median age
of marriage is 23.28, and if wages are increased by 50 percent then median
age of marriage is 22.83. The same figures for women are 22.78, 22.43, and
22.17 respectively. These differences are not large. However, looking at the
proportion not married reveals a much greater impact of earnings differences:
for white men, the proportion not married is more than twice as high at the
low wage level (17.04%) compared to the low wage level (8.55%). For white
women, the results show the same pattern: 9.20% at the low wage level
6.21% at the high wage level. This reflects the fact that predicted differences

B Details are available from the authors.
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Table 8: Simulation data: Summary statistics (33354 replications)

Whites Blacks Hispanics
Men Women Men Women Men Women
Mean age at marriage 23.49 22,60 2451  23.79 23.35  22.69
Mean age first transition 21.87 21.18 2277 21.97 21.96 21.40
Percent not left home by age 30 5.85 3.77 9.84 7.23 6.63 5.31
Percent not marrying by age 30 18.75 10.91 34.06 24.11 21.08 14.83
Mean age first transition to alone 21.86 21.04 22.63 21.99 21.86 21.32
Mean time spent alone 2.40 2.26 3.01 2.89 2.56 2.38

in marriage rates between low and high earnings individuals increase with age
(see Figure 2, described below). The other rows of the table show a similar
effect of wages on transitions out of home, and into marriage. The higher are
predicted wages the fewer individuals are predicted never to leave home, and
the fewer are predicted never to marry. The fall in age at marriage is greater
than the fall in the age at which individuals leave home, so the amount of
time spent alone also falls with wages.

Table 11 shows that the same results hold for simulations of black indi-
viduals. Age of marriage falls with income, albeit from a later age than for
whites. Comparison across the columns indicates that the impact of higher
earnings is to increase the rate at which transitions away from home and
into marriage are made. Again, the percentage of people never marrying is
considerably higher at lower wage levels.

These tables show summary statistics, so do not indicate the impact of
changes in income on the whole distribution. Figure 2 plots the survivor
functions (age at marriage) for simulated individuals with wages set to -50
percent and +50 percent of the original levels. These functions are graphed
for each race-gender group. The plots show clearly that the impact of higher
earnings is to increase the probability of entering marriage at all ages for
all race-gender groups. The largest impact of an increase in wages from the
lower level (-50%) to the upper level (+50%) on the survivor function is for
black men, particularly at older ages. The smallest impact is amongst white
women. The figure also shows the differences and similarities in the simulated
survivor function across races and genders. The probability of becoming
married for black men, even at the higher level of wages, is noticeably lower
than that of all the other groups.
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Table 9: Simulated transition histories, Percentages

All Whites Blacks Hispanics
Transition type Men Women Men Women Men Women
H 6.4 54 3.5 5.2 8.0 5.2 5.8
HA 50 4.8 3.6 4.6 6.6 4.6 3.7
HM 194 157 229 233 16.7 233  31.3
HAH 0.6 04 0.2 0.6 0.9 0.6 0.5
HAM 51.9 55.9 56.5 474 499 474  45.0
HAHA 0.8 0.6 0.5 0.6 1.2 0.6 0.5
HAHM 3.9 4.6 2.8 5.3 3.6 5.3 2.9
HAHAH 0.2 01 0.0 0.2 0.3 0.2 0.2
HAHAM 6.6 6.7 6.6 5.7 7.5 5.7 5.1

Table 10: The effect of predicted wages on simulated transitions: Whites

Whites
Men Women

-50% 0 +50% -50% 0 +50%
Median age at marriage 23.507 23.28 2283 22.78 2243 22.17
Q25 age at marriage 21.61 21.41 21.12 20.83 20.68 20.41
Q75 age at marriage 25.63 25.28 24.81 24.89 24.61 24.09
Median age at first transition  21.85 21.58 21.36 21.15 20.87 20.65
Percent never leave home 5.23 342 207 413 1.62 1.07
Percent not marrying 17.04 12,18 855 9.20 7.11 6.21
Median age first trans to alone 21.75 21.52 21.27 20.97 20.77 20.46
Median time spent alone 2.75 2.55 228 2,52 239 231

Table 11: The effect of predicted wages on simulated transitions: Blacks

Blacks
Men Women

-50% 0 +50% -50% 0 +50%
Median age at marriage 24.65 24.40 24.16 23.83 23.59 23.50
Q25 age at marriage 23.02 22.85 2264 2230 22.13 21.95
Q75 age at marriage 26.77 26.46 26.20 26.24 2598 25.59
Median age at first transition = 22.87 22.69 22.46 22.05 21.85 21.58
Percent never leave home 10.35 790 3.71 6.36 526 2.01
Percent not marrying 38.20 31.69 22.63 2597 2287 15.38
Median age first trans to alone 22.75 2254 2229 22.14 21.81 21.55
Median time spent alone 3.13  3.02 292 290 281 270
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Figure 2: Simulated mean age at marriage for different income groups

8 Concluding remarks

This paper examines the transitions from home to marriage of young Amer-
icans and the role of income in determining these transitions. We draw
attention to the importance of movement out of the parental home into inde-
pendent living, and back again as well as movements out of home or indepen-
dent living to marriage. Raw data from the NLSY indicates little association
between own income and timing of marriage, and previous empirical research
finds mixed results on the impact of either own or parental income on these
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transitions. We put forward an economic model based in search theory to
explain these transitions and identify a ’good catch’ effect which increases the
rate of marriage, and a ’self-reliance’ effect which hastens movement to inde-
pendent living but delays marriage. Using a multi-state, multi-cycle model
which allows for correlated unobserved heterogeneity on both the first move-
ment out of the parental home and subsequent transitions, we estimate the
effect of own resources, those of the individuals’ family, and other measures
of an individual’s quality and tastes on the timing of these transitions. We
find that income has a strong and significant effect. Higher current own re-
sources increases the rate of both the departure from the parental home and
the rate at which individuals get married: the net effect is to increase the
rate of marriage. In contrast, higher parental resources delay departure from
home and delay marriage.

Our results suggest that transitions are affected rather differently by dif-
ferent types of resources. Parental resources and higher investment in human
capital make individuals wait, but conditional on these measures of wealth,
an increase in current own income speeds up transitions both to living alone
and to into marriage. If this is the case, we would expect to see the household
formation of young adults to be closely linked to the business cycle: when
real incomes rise young individuals move faster, and so form more households:
when real incomes fall they move slower and form fewer. This suggests an
interesting avenue for further research.
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