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1. 
Introduction 

1.1 Market process economics

Market process economics is a particular approach to economic issues that is informed by the economics of the Austrian school. It is an approach that has become increasingly more popular since the revival of Austrian economics more generally in 1974 (see Vaughn 1994). A salient feature of this approach is its attempt to incorporate and account for endogenous change. Emphasis is placed on the need to examine the underlying social institutions and the way in which they continue to change. As distinct from standard neoclassical economics (with which it shares much in common), market process economics gives special attention to decision-making in conditions of real-word uncertainty (radical, genuine, as opposed to parametric, uncertainty). Individuals form expectations in particular institutional environments, informed by their own particular knowledge-base. As a result, expectations, and the plans and valuations to which they lead, may differ between individuals – giving rise to a situation of “plan disequilibrium.” Market process approaches allows for imperfect information, structural uncertainty, and disequilibrium outcomes.

Market process research has gained relevance lately because of the variety, extent and rapidity of the social changes that have occurred and are still occurring. For example, some recent contributions to the theory of the firm (Lewin and Phelan 1999, Sautet 2000, Foss 1997, Langlois 1992) and to the problem of transition to market economies in Eastern Europe (Boettke 1990, 1993) reflect this. There is generally a growing recognition among economists of the need to include and account for changes in the underlying institutions within which transactions of various types occur. Among economists interested in market process research, this recognition has not yet produced much in the way of an analysis of the causes and effects of the far reaching changes in the family as a social institution. This paper is an attempt to partially remedy that gap.

1.2 Is the household a small firm?


Traditionally a distinction is made between households and firms, although the household economics that has been developed in the last three decades could be interpreted to imply that the household is merely a special type of (small) firm. Though there are important similarities between firms and households, such an interpretation obscures the essentially distinct characteristics of households and their role in the broader institutional context. Households produce goods and services for their own consumption and not for the market. This is a defining characteristic, and is what distinguishes them from firms (Demsetz 1997). A firm is an organization that specializes for market production.
,
 This distinction has important implications. Because they produce for the market, firms exist in a competitive environment in which organizational form and fitness represents one aspect of the their general capabilities. Firms jealously guard their competitive advantages and the capabilities that produce them. Households do not exist in an environment that could meaningfully be called “competitive” in this sense, and therefore do not find imitation a threatening prospect.
 Quite the contrary, the prospect of generally peaceful, prosperous and stable households is of benefit to all. 

To the extent that successful household forms are valued and can be imitated we might expect them to proliferate in the population. This is strongly enforced over time by the fact that families
 have an overriding preoccupation with reproduction, and the values of the offspring can often be presumed to be strongly correlated with those of the parent. Evolution in a stable institutional and economic environment could, therefore, be expected to produce stable family forms (Bergstrom 1996). The dramatic changes that have occurred in family structure over the past half century must certainly, therefore, be largely explained by changes in these environments. Some of these changes (expanding work opportunities for women, technological advances in household production, the availability of convenient and inexpensive birth control, etc.) are well known and will not be rehearsed in detail here. We shall pay special attention instead to aspects of the legal and social environment that have not received as much attention or have not achieved the same degree of consensus (like the advent of no-fault divorce and the awarding of child custody). In so doing we shall focus to a large extent on the effects of changes in the legal structure within which the family is formed, exists, and is dissolved. Much of the literature focuses on uncovering the essentials that characterize families and comparing them cross-sectionally as between populations, income-groups or other relevant features. We focus on “big-picture,” long-term changes that have occurred and are occurring over time.
1.3 Recent trends

In some ways the family is the most basic of all social institutions. It has varied markedly in size, composition, and form over time and place. Until recently, however, it was almost invariably characterized by the existence of marriage, where “marriage” connoted not only the presence of a strong (implicit and explicit) contractual obligation between a man and a woman, but also, importantly, the achievement of an enduring and differential social and legal status, that of a married person (Rowthorn 1999). To the extent that the distinction between a “married” person and an “unmarried” person has been blurred, important social and economic consequences have followed, not least of all for the family itself.

The family is an organization that engages in joint production. Family members combine their resources and efforts to produce outcomes that they value. The most obvious is children; others are love and companionship, insurance, nutrition, education and training (and various other types of human capital) . The fruits of family production depend, as with production generally, on the scope for the division of labor. In general, the more specialized family members are and, more importantly, become over time, the greater the rewards to family production. In this way, greater advantage can be taken of differences in any natural or acquired comparative advantage between family members. From this perspective, it is well known that the benefits of family formation have been declining. The degree of specialization of family members, specifically of husband and wife, has dramatically decreased as women have entered the work-force in large numbers. To some extent (perhaps a large extent) this trend has been mitigated by, indeed has been caused by, the proliferation of substitutes for labor in the household production process. But the trend has still been remarkable. 

Marriage is also occurring later and the incidence of marriage has declined at all ages. The age at first marriage for men has risen from 23.1 in the immediate post-World War II period to 26.6 by the mid-1990s. For women, the change is from 20.4 to 24.5 over the same period (Jacobsen 1998: 154) The mid-1990s figures represent a later age than even the relatively high ages of first marriage witnessed in the late 19th century. Jacobsen (1998: 157) also documents the decline in the percentage of men and women married at various age groups. (The big exception to this decline are those 65 and over, who, due to longer lifespans, are now more likely to be married rather than widowed.) Likewise, and more remarkable
, the incidence of divorce has risen dramatically, and the fertility rate has fallen dramatically.

While the internal organization of firms is becoming more specialized that of families is becoming less so. Along with these changes, and plausibly closely related to them, have come changes in the legal and social framework. We investigate some aspects of this relationship.

1.4 Overview


The rest of the paper is divided into three sections. In the next section (section 2) we consider the relationship between marital dissolution and human capital investment. In the following section, section 3, we take a closer look at the rise in the divorce rate. Insofar as it is possible to make such a distinction section 2 looks at the consequences of a rising divorce rate while section 3 looks at its causes. Section 4 provides some conclusions.

2. Marital Dissolution and Human Capital Investment – the consequences of a rising divorce rate.

2.1 Capital formation and production plans in market process economics

An important aspect of market process economics is its understanding of “capital.” The resources that comprise inputs into the production process, and the intermediate goods that are produced prior to the final product, are characterized as “capital.” Decision makers form capital combinations in pursuit of gain (utility, profit, etc.) It is notable about the relationship between production plans and capital that the entire process is assumed to take place in a world of fragmentary knowledge and structural uncertainty. The producer combines the resources he believes will be most suitable for producing the output he believes that consumers will want.
 

In the eyes of the producer, the production process represents an integrated and complementary capital structure. Each of the capital items is believed to “fit” with the others in a structure that will produce the desired output. Frozen in time at the onset of the production process, this complementarity characterizes the structure created by the producer. The producer is in an “individual equilibrium” with respect to the capital structure he has created and the plan he hopes to execute. The equilibrium here is not with respect to the objective conditions, but rather the relationship between the capital structure and the goal of the plan.

It should also be obvious that this analysis applies with equal force to non-human and human resources. Austrians have not historically had a theory of human capital (although Lewin [1999] offers a start at one), but for our purposes, almost all that is true of non-human capital holds for human capital as well. Each individual is a producer of a structure of human capital that includes all of the various skills, knowledge, education, experience and the like that each has acquired over a lifetime. 

In a world of structural uncertainty, the possibility of one’s plan being executed to perfection may well be small. The unfolding future holds genuine surprises that must be dealt with along the way. At each step in the production process, the possibility of plan failure arises. From a market process approach, plan failure is disequilibrium. If things do not turn out as planned, there were erroneous expectations by at least one market actor, implying, that we could not have been in economy-wide equilibrium. Producers who see profits below expectations, or losses, or even negative cash-flows, must make adjustments in the face of this evidence of plan failure. Disequilibrium entails equilibrating adjustments. 

Of relevance for the economics of marriage and divorce is the point that plan failure is linked up with the reliability of expectations, which is in turn related to the degree of uncertainty that producers face. In an environment of faster change, for example, there will be more uncertainty and more plan failure. Of course producers will try to respond to the increased number of failed plans by hedging against uncertainty, perhaps by using (human) capital that is more versatile and that can therefore be applied to a larger range of production processes, or possibly by shortening their planning horizons if they believe that uncertainty increases with the length of the planning horizon. If uncertainty is great, we would expect these sort of adaptations to take place and to see evidence of them manifested in a variety of market outcomes. We shall see below that ongoing demographic changes seem to reflect similar rational responses to heightened uncertainty.

2.2 The gains from marriage and human capital accumulation

One may think of marriage as a project involving the formation of capital combinations, particularly human capital combinations. The human capital that is accumulated is heterogeneous and is characterized by degrees of complementarity and specificity (Lachmann 1956). The most important (but not the only) dimension along which these characteristics vary is that of (labor) market-specific human capital versus household-specific human capital. Market-specific human capital (MHC) may, of course, be firm-specific or more general in nature, but it is more useful in the labor market generally than it is in the household. It is oriented to the earning of income, so it aids in household production only indirectly. By contrast, household-specific human capital (HHC) is oriented primarily towards direct household production. The most obvious and important type of HHC are skills associated with child-care, but it would also include skills for house cleaning, gardening, laundry, car-pooling, cooking and the like. Since human capital accumulation takes time and effort, and thus has an opportunity cost, specialization in household production involves specializing also in the accumulation of specific human capital. The conventional conception is of the wife accumulating HHC to a greater extent than the husband who accumulates relatively more MHC. 

The pattern of specialization may follow natural or perceived comparative advantages, as, for example, when it is believed that women have a comparative advantage in child-care, and small initial differences in comparative advantage may, through the accumulation of specific human capital, become magnified over time as human capital accumulation is subject to increasing returns (learning by doing) (Becker 1981). Some human capital is also “marriage specific” in that it has more value inside a particular marriage than outside of it. That is, HHC may be specialized to a particular household (relationship specific) or it may be more generally applicable. (See figure 1 below).
 





Figure 1:

Types of human capital

The human capital investment decision is thus influenced by family members’ expectations of the duration of the marriage. A marriage of shortened duration, either because of early death of either spouse or because of the likelihood of divorce, implies a shortened payoff period and increases the danger of a “capital loss” from the accumulation of HHC and especially marriage-specific human capital. Thus anything that engenders the expectation of a higher probability of marital dissolution is likely to inhibit the accumulation of HHC. Section 2.3 immediately following considers the effect of known high and rising divorce rates on the human capital structure formed in households. Section 2.4 and the following sections consider the effect more generally of the increased uncertainty associated with marriage. We proceed from the assumption that the amount and type of human capital a person has and the specialized activities in which he/she engages are mutually determined within the household.

2.3 Decreasing gains from marriage, child custody and rising divorce rates

There is a dynamic at work here. For a variety of reasons, women’s work-force participation
 has increased dramatically in the last half century. At the same time (as we shall explain) the gains from marriage that are achieved by sector (home or market) specific specialization have fallen. With lower potential gains from marriage, both husband and wife tend to reduce marriage-specific investments in human capital, which in turn lowers the cost of divorce (the loss of marital gains) and increases the incidence of divorce. A rising divorce rate implies a higher perceived probability of divorce and this produces important and different reactions in husband and wife regarding the accumulation of human capital.

Although the gender division of labor within households has become more equal in recent decades, it is perhaps surprising that although wives have entered into previously predominantly male occupations, husbands have not, to the same extent, taken on more typically female dominated household tasks, particularly child-care but also other household chores that constitute the so-called “second shift.” Married men increased their hours spend on housework from 4.5 hours per week in 1965 to 11.1 hours in 1985. That improvement is notable, but that 11.1 figure compares to 22.4 hours per week for married women (Robinson 1988, cited in Jacobsen [1998: 122]).
 Our analysis below offers an explanation for the fact that women have made significant progress toward equality in the market, but less so in the division of household labor; what Hochschild (1989: 45) refers to as the “stalled revolution.” Central to that analysis is the influence of children on the prospect of marital dissolution. 

Whomever gets the children will have to be ready to engage in an increased amount of household production. This is true even for a parent with substantial means to be able to afford to pay for child-care, since child-care is to a great degree “relationship specific.”
 In the modern industrialized societies of the West, the majority of divorces, when there are children, result in child custody going to the mother.
 This may be because it is generally accepted, that, because of innate or acquired differences between men and women, the latter are more able and willing to take care of the children, and this has become entrenched in the law. Also, most divorces occur early in the marriage, when the children are young. (The divorce-rate age profile tends to be bi-modal; the divorce rate declines with the duration of marriage, as “bad” marriages are weeded out and others are “locked-in” by specialized human capital investments – of which more below – and rises slightly toward the end of the life cycle when the children are out of the home.) 

Given that divorce is likely to occur early in marriage, and given that custody is most likely to be awarded to the wife, we may expect an increased probability of divorce to increase the bargaining power of the husband and weaken that of the wife in the matter of the allocation of household tasks and investment in HHC. (We ignore for the moment the possibility of negating this by a pre-nuptial contract, of which more below.) The wife is pulled in two directions by the joint prospect of divorce and single parenthood. 

1. On the one hand, as the probability of divorce increases, she is inclined to accumulate more MHC than she otherwise would as a form of insurance against being unable to provide for herself and her children.
 

2. On the other hand, in anticipation of having to take care of her children without a partner, she is more likely to agree to specialize in those household tasks, and thus accumulate more HHC than she otherwise would. 
Increasing the extent of child support payments by husbands may help mitigate the effects of 1. but not 2. Indeed, to the extent that child support payments may be anticipated, the wife is likely to accumulate more HHC. Compelling higher or more reliable support payments will not help (indeed will aggravate) the inequalities of the second shift. In general, wives are likely to have a less market-specific human capital structure, even though the increase in the probability of divorce, ceteris paribus, increases the rate of labor force participation. More specifically, although married women participate more in the work-force than they used to, their MHC structure is likely to be more general and less specific in nature than their husbands’ (see figure 1 above) because the accumulation of more specific market-based human capital involves a greater sacrifice of HHC, which remains relatively more valuable to them - and this is reinforced by current divorce law and custody law.

For example, a rise in the probability of divorce in a specific marriage involving children would be likely to discourage the wife from spending time acquiring training for specific types of MHC. Although we might expect to see wives in such situations attempt to increase their more general forms of MHC (such as computer skills, or perhaps finishing off a college degree), it would be less likely that they would be willing to take the time to invest acquiring very time-intensive specialized skills. This point is reinforced by the fact that single mothers are also likely to prefer jobs that offer them flexibility in scheduling and other compensating differentials. Such jobs are more likely to involve more general forms of MHC (such as retail positions or secretarial work) rather than fairly specific ones (such as a professional job that demanded a great deal of travel or that had a high decay rate in the MHC necessary to keep current). It also remains to be seen what the effects of the rise in telecommuting has on this argument. To the extent that child-care and market work can be combined to take advantage of economies of scale in a single mother’s time, it might make it more likely that women anticipating divorce will be able to invest in more specific forms of MHC.

The incentives facing the husband reinforce these conclusions. If the wife is expected to get the children in a divorce settlement, and if we focus on the costs of custody, then the loss from a divorce is likely to be greater for her than for her husband. This ignores the loss to the husband who desires custody, which could be substantial and which may in some cases outweigh the cost savings.
 Our assumption is that such cases are rare (although we note one such example below) and that, in general, the husband gains from the wife taking on the majority of the child-care. In any event, given the way custody usually goes, the husband is unlikely to plan for having to engage in any significant child-related household production after a divorce, whatever his feelings. A rising divorce rate thus works to reduce the amount of HHC that husbands accumulate. 

This is true even for families that do not end in divorce. (In this way our discussion resembles the “separate spheres” non-cooperative bargaining model of Lundberg and Pollak 1993.) The wife, given the rising likelihood of divorce, and given the strong likelihood that she will get custody, has less leverage over her husband to get him to invest in HHC than she might have if divorce rates were lower or if physical custody were more equally shared. As a result, she is more likely to live with an imbalance in the gender division of labor in the household, where she continues to shoulder the bulk of the household duties in spite of working full or part-time in the labor market, and in spite of the fact that her husband is likely working fewer hours than his father did.
 

Because working mothers spend an amount of time working in the market that is nearly equal to working fathers, the fact that they spend significantly more time on the second shift results in a persistent and well-documented “leisure gap” between husbands and wives. Men have approximately one month more per year of time not devoted to market or household production. 

The incentives for working mothers to accumulate household-specific human capital, and the corresponding incentives that lead working fathers to see little reason to acquire those skills, provide an explanation for the unequal contributions to the second shift by husbands and wives. Furthermore, the process that produces the inequality of the second shift and the resulting leisure gap is self-reinforcing. If women fearing the joint prospect of custody and divorce have the (intrinsic or acquired) comparative advantage in child rearing, such fears will tend to be reinforcing as that advantage makes it more likely that they will be awarded custody. Legal and cultural institutions have evolved from and perpetuate asymmetry in the awarding of child custody, and this provokes asymmetry in the investments which, in turn, reinforce the asymmetry in child custody awards.

2.4 No-fault, and the spoils of divorce

Is this situation is “remediable?” Could not husband and wife anticipate these “inequities” and contract around them? A premarital payment (a bride price) for example to the wife (or her family) might serve this purpose, or the marriage contract may incorporate the contingency of divorce and specify payments between the parties in proportion to their contribution to the human capital of the family as a unit and according to who is judged to be at fault, thus providing a disincentive for opportunism (see, for example, Rowthorn 1999: 670ff). To the extent that this is possible (and it may be a limited extent owing to the intrinsic incompleteness of contracts), it will tend to encourage a greater degree of household division of labor (that is, increased specialization in either household or market production), since it reduces the risk of divorce and the perils (to either spouse) of being locked into an unprofitable human capital structure. However, the recent and widespread trend in divorce law has been towards no-fault divorce, implying that any party may leave the marriage for any reason, coupled with a reluctance to apply considerations of fault in divorce settlements. This tends to raise the risks of divorce and puts a greater burden on prior contracts to safeguard the financial position of the abandoned spouse, thus explaining the rise in the use of pre-nuptial agreements in the post-no-fault era.

There is some disagreement on the effects of the introduction of no-fault divorce. A complete contracting model would suggest that the parties would contract around any such effects in the long run through side payments. Thus a spouse contemplating abandoning the marriage may be deterred from doing so by a contract that divided the spoils according to the relative contributions to the net-worth of the marriage by either spouse.
 The classic case is that of a husband whose wife’s earnings has put him through medical school, prior to her settling down and having children, and who now finds a younger more attractive woman (Cohen 1987; Grossbard-Schechtman and Lemennicier forthcoming). Should the husband be liable to compensate the wife for her contribution to his human capital investment, including the long term earnings she has forgone by not accumulating extra market human capital (as she was working and could not continue her education)? A suitable contract would negate the effects of a no-fault law by requiring a degree of compensation that would, in effect, transform it into a consensual divorce (as would be predicted by the Coase Theorem). Thus there would be no long-term effect on the incidence of divorce from the introduction of a no-fault divorce system and the abandonment of a consensual one. In the short term one would expect a bump in the divorce rate as some spouses took advantage of the new law which had not been anticipated in the marriage contract. 

The evidence on this is mixed (see Peters 1992 and Allen 1998 for opposing views), but recent evidence seems to support the case for a positive effect on the divorce rate (see the survey by Rowthorn 1999: 671-678, also Parkman 1998). This evidence suggests that such effects cannot be contracted around because of transactions costs and an extreme reluctance or impossibility of taking fault into account in divorce settlements. This then leaves open the possibility of opportunistic behavior that reduces the value of marriage as an institution.

If one thinks of marriage as, at least in part, a contractual obligation, it is perhaps surprising that no-fault divorce as a norm would gain wide acceptance. Contractual obligations in general are, after all, predicated on the notion of performance and responsibility, with penalties for default. This is an important basis for a free and stable society based on market transactions. It is not clear why one would think a marriage contract to be so different as not to fulfill a similar purpose. Without it, as Rowthorn has remarked, it becomes difficult for the parties to make credible commitments to each other (1999: 663) and thus discourages the type of investments that make marriage attractive and durable. If partners to a marriage cannot be assured that the other will live up to the terms of the contract, they are less likely to invest in the sorts of relationship-specific forms of human capital that are necessary to sustain the marriage and the larger family that might result. It is here where the analogies to the firm make some sense: only where employees believe that their relationship with the firm will be ongoing will they be willing to invest in firm-specific forms of human capital.
 Such investments must be undertaken in an environment that promises a continuing relationship because firm-specific human capital investments make employees less marketable outside the firm.
 In an environment where the probability of divorce is greater, marital partners have less incentive to do the very things necessary to sustain the marriage.

It is worth noting that the incentives created do not necessarily apply only to the case of women afraid of being abandoned. Such a law may result in overly generous divorce settlements to either party that is primarily responsible for the break-up of the marriage. If there are children involved, since as noted women are most likely to receive custody, the husband may find himself “deprived of his family home and paying a large part of his income to support a family from which he has been effectively expelled…[M]en will [thus plausibly] become increasingly mistrustful. … Any system which makes generous, unconditional awards following divorce is inviting abuse” (Ibid. 671).

Rowthorn notes a recent legal initiative that would appear to preserve the option to make marriage a more binding contract. The state of Louisiana has introduced a twin-track system allowing couples to choose what kind of marriage they want. One type allows speedy, unilateral, no-fault divorce; the other is ‘covenant’ marriage, which is harder to terminate and for which speedy divorce is only available in the case of fault at the request of the injured party. The definition of fault is narrowly drawn. Couples can convert from no-fault to covenant marriage, but the reverse is not allowed (Rowthorn 1999: 685). It remains to be seen if this will serve as a standard for other legal jurisdictions. Early evidence from Louisiana, however, suggests that very few couples are choosing this option. This suggests that they desire the flexibility of current no-fault divorce law, perhaps even though it might work to the pecuniary disadvantage of women. There may well be strong non-pecuniary reasons that women wish to be able to leave marriages with the least transaction costs possible. 

Child custody laws and norms and rising divorce rates are thus ancillary and partial explanations of both the rise in labor force participation of married women and also of the persistent gender wage gap. If, statistically, either party were equally likely to obtain the children (if it were a matter of circumstance and fault), work-force participation among men may be more variable and overall more similar to those of women, human capital structures would be more similar and so also would earnings patterns. Under the current institutional environment, married women invest in less and/or different types of MHC. As a result they tend to crowd into different kinds of jobs, those that are more flexible, requiring less specific human capital and which allow them to continue to accumulate HHC. Due to these compensating differentials, these jobs tend to be lower-paying. The circumstances surrounding divorce and custody will tend to lead women to invest in MHC that is less likely to generate large incomes, and to look for jobs with flexible work conditions that allow them to continue to accumulate HHC. 
3. A Closer Look at the Rise in the Divorce Rate – the causes.

3.1 Marriage and divorce 

In the big picture, the story of the last half century is one of fewer marriages, fewer children and more divorces. In other words, fewer marriages are occurring and more are failing. While the demographic and economic developments usually offered in this context seem to explain satisfactorily the falling rate of marriage, it is not clear that rising divorce rates, some of whose consequences we have noted above, have been equally well-explained.

Marriage may be looked at as a contractual project with an uncertain lifetime. It may terminate because of the death of either spouse or because of divorce. The longer the expected duration of the marriage, ceteris paribus, the higher the expected benefits from a “good” marriage (or the losses from a “bad” one – which is a contributing factor to the increase in time spent searching for a suitable mate, of which more below). Thus, the substantial increase in lifespan has tended to increase the benefits from marriage but also make it more likely that divorce will be the terminating factor. In addition, the cost of divorce has fallen. Changes have occurred, such as the advent of no-fault rules and the disappearance of the stigma of divorce, that have made it easier for either party to dissolve the marriage in the face of a relevant unexpected outcome. Ceteris paribus, a fall in the cost of divorce would decrease the benefits from marriage since, as explained, credible commitments are more difficult to make. The effect on a reduction in the cost of divorce works both directly and indirectly, through its effect on the accumulation of marriage-specific HHC, to increase the number of divorces and the probability of divorce. Some simple math illustrates this:

1. p = f(s,c) ; fs < 0, fc < 0

2. s = h(p,k) ; hp < 0, hk > 0 

where, p = the (expected) probability of divorce, s = the value of specific HHC accumulated, c = the cost of divorce, and k is the number of children in the family. So,


(dp/dc( = (fc(1 + fshp) ( > (fc(
The total effect on the probability of divorce of a decline in the cost of divorce exceeds the direct effect alone in that investment in marriage-specific human capital is reduced (Becker 1981: 329n).

This, by itself, considering the cost of divorce as an independent variable, could be expected to account for part of the explanation of the decline in marriage benefits and the rise in divorce. A fall in the cost of divorce has implied a rise in the incidence of “bad” marriages. People are more inclined to take the risk, since the cost of a mistake (the discovery at any point of time that the benefits are less than expected) can be more easily undone. This, however, is rather unsatisfactory. A decline in the cost of divorce by itself should produce an increase not a decrease in the number of marriages, because the cost of making a bad marriage has gone down. In addition, for the same reason, the search time for a suitable marriage partner should be reduced (which runs counter to the effect of increased lifespan mentioned above). The reality is that marriages are occurring less often and later. Of course, the decline in the cost of divorce is not an exogenous event. It is plausibly the outcome of political and other initiatives in response to the perception that marriage benefits have declined, with no-fault divorce being one obvious example (Rowthorn 1999: 676)
. So one may logically extend the search for more ultimate explanations.

Perhaps the “most ultimate” of causes is the expanding of opportunities for women in the labor market that has accompanied the increasingly complex division of labor and capital that are part of economic development. Labor-saving technological advances in household production would explain greater work-force participation by women, including married women, but it does not imply a decrease in the benefits of marriage. To the extent that the same degree of specialization could be accomplished without the household labor of the wife, the benefits of marriage might be enhanced (with the addition of the wife’s income and the extra home time available) and not reduced. A two-income household can take advantage of pooled income and economies of scale and scope in production and consumption to have differential benefits over two single-person households. In addition, the availability of household labor time from two adults might also be a net benefit.

To explain the decline in marriage benefits one must appeal to a relative rise in the wage rate available to women, and thus an increase in the cost of her time in the home. This, indeed, implies a reduction in scope for the division of labor in the home. Thus, the division of labor in the economy as a whole, by increasing labor-market opportunities available to women, has, ironically, reduced the division of labor within the family. This is another way of looking at the increase in purchases of market substitutes for household production. It is the very same set of economic forces that have provided women with labor force opportunities in eateries, child-care centers, and the household appliance retail sector, not to mention the professions, that have also reduced the degree of specialization necessary in the family. As noted, a perception of a decrease in the benefits of marriage (to which one may be committed a longer time because of the increase in life span) plausibly leads to changes in the legal and cultural environment that reduce the cost of divorce, and this, in turn, further reduces the benefits from marriage and raises the probability of divorce. This also explains the decline in the incidence of marriage and the increase in age of (first) marriage. The latter is reinforced by noting that the opportunity cost of marriage is rising most rapidly at young ages when women are accumulating MHC, and tends to diminish with the increasing costs of accumulation.

3.2 Marriage, divorce and uncertainty

The rise in the relative wage of women, increase in female labor force participation, decline in fertility, and decline in the cost of divorce thus combine (and interact) to explain the dramatic changes in the structure of the family over the last four decades. There is, however, an additional factor at work in this dynamic. We refer to the level of uncertainty produced by the rapid social and economic changes that have occurred over this period. Certainly, at least since the 1970’s, there have been far-reaching and fundamental changes that have affected the workplace for both men and women and which have implied a loss of certainty with regard to lifetime careers that not surprisingly may have affected the ability to plan family life as well. This may be an ancillary and important influence on marital dissolution, and, indeed, the rise of single parent households (including those with never married parents). 


Divorce may be said to occur in one of the two following circumstances:

1. the benefits from marriage turn out to be lower than expected, such that the net benefits of continuing the marriage are negative

2. the benefits from marriage, though they turn out as expected, become exhausted, so that the marginal net benefits of continuing the marriage are negative

In the case of 2. it seems difficult to argue that divorce is an instance of “plan failure.” Paradoxically, it is conceivable that divorce could be planned, like short term ventures in business. It could be, that, in the current situation, with declining benefits from marriage, people plan shorter marriages; and this is not at variance with the observed behavior in the marriage market.
 Marriage commitments have certainly become less credible. 

Nevertheless, though it may not be a very surprising event for the husband and wife, divorce is surely an instance of “plan failure” in the eyes of the non-adult children of the divorcing family, even if (as is often the case) it may be preferred to the continuation of a bad marriage. Whatever the plan, it is hard to argue that, in general, it is the best-case scenario for the parties involved. So, even if we take a probabilistic approach, and note that divorce, though it may not be a planned outcome, is one that has a substantially higher probability than heretofore, and, therefore, is not really unexpected, still, relative to the best-possible outcome (a successful continuing marriage) it is an instance of plan failure. Either way then, conditions may have conspired to render the environment more uncertain in a way that makes divorce more likely.

Anything that has made planning a successful marriage more difficult is a candidate in this regard. Douglas Allen (1998) has made an interesting argument on this subject. He has suggested that no-fault divorce became more valuable after 1970 in part because of a significant change in the degree and type of work done by women after World War II. In particular, the variance in female work patterns became greater and more difficult for potential mates to predict, so that more marriages occurred where mistakes in partner selection were made. Difficulties in predicting the wife’s working pattern implies the complementary difficulty of predicting her productivity within the marriage (1998: 133). “… [T]he variance in the type of marital contribution of women as wives has increased over the last fifty years” (Ibid: 135). Further, Allen documents (quoting Ganong and Coleman 1992), that the variance in expectations between the spouses has increased as well. “Generally, young women expect more success for their future husbands than young men do for their future wives” (Ganong and Coleman 1992: 60-61).

The changes in workforce behavior among women have taken place in a context where large numbers of people still hold traditional views on the roles of women, and where just as large numbers hold more progressive views. To the extent that these expectations are not communicated accurately or do not remain constant, they create problems in estimating the value of future productivity within marriage.

Hence when a man is assessing the marital contribution of a woman, he is more likely to make a mistake than in the past, since larger variances in expectations and actual work behavior increases the noise in estimation (Allen 1998: 136).

Allen continues:

On the other side of the marriage market, women have not experienced a large change in problems of estimating the productivity of future husbands (Ibid: 136).

This may be true, but labor market changes involving men certainly may have made it more difficult for women to find reliable spouses with whom to form a stable marital union. This may be the case particularly at the bottom of the economic scale and among minority groups (see Coontz 1992: Chapters 10 and 11) where the earnings of young males are lower and unemployment rates are higher than that of whites (for whatever reason).

Allen’s discussion complements nicely one by Gillian Hadfield (1998). Hadfield conjectures that the distribution of labor-market jobs by gender may be a matter of coordination of human capital investment planning, as potential mates use the labor market as a signaling device. By observing the job a potential mate is engaged in, one receives a signal about the degree to which their human capital is complementary to one’s own. Cross cultural comparisons reveal that what emerge as male-jobs and female-jobs are highly variable and largely unrelated to any intrinsic characteristics of the job. 

… even in a world in which both men and women are equally adept at learning how to grow wheat or bake bread, if each of these skills requires substantial human capital investments before an individual knows with whom they will be breaking bread, there is a strong tendency for an economy to become organized along gendered lines: either men farm and women bake or vice versa. Trying to break out of these gendered categories, which are ultimately arbitrary from an economic point of view (on the assumption of zero differences between men and women) puts an individual at great risk of not finding a partner with whom he or she can combine skills so as to have bread to consume (Hadfield 1999: 143).

To the extent that this is true, that is to the extent that men and women use labor market patterns to make successful predictions about beneficial human capital complementarities for marriage, and to the extent that gender work-force patterns have undeniably become more variable, this too will make successful mate selection a more difficult task, and will help account for rise in the rate of divorce.

3.3 A society in transition?

From this perspective it is entirely possible, perhaps plausible, that the notable changes in the family that we have discussed above, may be the manifestation of a society in short-term transition, a disequilibrium situation
. Clearly, the economy of the U.S. has recently gone through (may be still going through) a painful restructuring, during which the nature of work and the work-place has changed radically. The advent of the new information-based economy has transformed the career-track and the relationship between worker and employer, and has rendered much accumulated human capital obsolete. It is perhaps to be expected that similar and complementary restructuring of the family would result, and that we will eventually settle down to a new type of family, but one that is more stable and committed to its perpetuation than the current one. It would be a family in which the role of children has changed, and in which the relationship between the spouses is more symmetrical, but in which the members are dedicated to the perpetuation of the family as an institution, though the finer details of the valued outputs that it produces cannot be predicted. 

From an evolutionary standpoint, the current average family “strategy” of late marriages, frequent divorces and, most importantly, few children, cannot be a stable or dominant one. Logically something must eventually replace it. It would, for example, certainly be overwhelmed eventually by a persistent “fundamentalist strategy” dedicated to the production of at least three children who are, in turn, dedicated to the same strategy. A society that is not committed to at least replacing itself will eventually disappear, though, of course, it would take many generations. Similarly, a society that began with only a small proportion of its families dedicated to its replacement would take many generations to become overwhelmed by them. As Bergstrom has noted: “Perhaps the low birth rates currently observed in the West do not represent long-run equilibrium. ...In most countries of Western Europe and North America, low average birth rates have been present for only three or four generations – far too short a time for vertical transmission [across the generations] to replace the low-fertility norm” (Bergstrom 1996: 1912).

4. Concluding Remarks: Whither the family?

We have taken a broad look at some diverse aspects of the changing scenery surrounding modern family life. Much remains to be done to understand fully the momentous changes that have and are occurring. And, it is clear, whatever diagnosis one finds persuasive, there is no going back. The family will never be the same. Families have changed all throughout human history. They have varied in size, duration, composition, and function. They will continue to change. What the future family will look like is anyone’s guess. We have suggested that the current trend toward smaller families of shorter duration may not be a stable evolutionary strategy. To the extent that families have a comparative advantage in the transmission of certain types of valuable human capital across generations, and to the extent that such families are held together by altruistic behavior manifesting in the desire for and care of children in numbers large enough to reproduce the family unit, one may expect such behavior to eventually overwhelm other, more individualistic behaviors. 

Indeed, the possibilities for future developments, portending a rise in the fertility rate, are many. The fundamental “challenge” that faced families in the industrial era was that “work” and “home” became geographically separate, creating the need for a more distinct division of labor between market and household. In agricultural families, work and home were most often the same place, enabling wives to contribute both to the market work of the farm and the household production of the home (although this was mitigated by the larger number of children associated with rural families). In a world where work and home are once again converging, but without an economic need for large families, we may well see families that blend work and child-care in creative ways. To the extent such changes lower the cost of child-care, it may well bring fertility back up. That is, if women can work more easily while pregnant and either parent can work more easily (and not have to purchase child-care on the market) while the children are very young, it may well raise family size. 
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� From this perspective, Coase’s (1937) problem of accounting for the existence of the firm disappears.  It exists because of the potential to add value by specializing.  A firm may be one or more persons.  So Coase’s other problem, accounting for firm boundaries, remains (see generally Demsetz 1997).


� It is certainly possible in this taxonomy to conceive of firms existing within households as in family agriculture or cottage industries, but this is less relevant to the modern Western institutional setup. In our conclusion, however, we speculate on the possibility that current and future institutional changes affecting the family may in some ways  bring it a little closer to the old agricultural “family-firm.”


� We are, of course, assuming the existence of a peaceful social environment and, therefore, exclude crime “families” from this discussion.


� “Family” is a subset of “household.” We shall be concerned in this paper only with households that are families. A family takes a longer-term perspective than households in general, and there is an indefiniteness to their life as an institution that is not true of other household forms, such as roommates. As we shall see, this longer run perspective sets up the possibilities of opportunism, lock-in and similar problems.  


� As noted in the text, the rise in the age of marriage represents a recovery from the rather abnormally low ages seen in the two decades following World War II, but the decline in the incidence of marriage and the rise in the incidence of divorce are both significant accelerations of what were more slowly moving long-run trends.


� This emphasis on the beliefs of the producer as driving behavior is characteristic of market process approach and its thoroughgoing subjectivism. The producer is not assumed to be maximizing some objective function, rather he is simply assumed to be making what he believes are the best choices given the information he has available. Furthermore, it is not assumed that the producer has all of the necessary information at his fingertips, not even in probabilistic form. Instead, he is assumed to face a structural form of uncertainty where he can neither list all of the possible future states of the world, nor attach certain probabilities to the ones he can list. The producer is combining inputs in hopes of correctly guessing what will be the case as the uncertain future slowly unfold into the present. The producer’s plan is an educated guess, or a hypothesis, about what he thinks will be the case, but there is no assurance that he has, as is the case by assumption in neoclassical models, maximized any verifiable objective function.





� This taxonomy has been anticipated in the literature in various ways (see for example, Chiswick and Lehrer 1990: 191). The treatment here is, arguably, more extensive yet only scratches the surface. It is ripe further elaboration and research.


� We should perhaps qualify this by pointing out that, in fact, the rise in the aggregate female work-force participation rate is due mainly to the influx of middle-class white women.  Black women’s labor-force participation rates have not increased that much; they were always high. The same is true of participation rates among the working class, even whites. Yet the change in the aggregate has been significant.


� Jacobsen (1998: 137n7) indicates that preliminary data from the mid-1990s shows little change from the mid-1980s numbers (see also Robinson and Goldberg 1997 and Hill 1985). 


� Just to what degree, just how important is the parent’s (particularly the mother’s) time, especially in the early years of life, is a matter of some considerable controversy. For the argument in the text it remains sufficient that there is a widespread perception that child-care is intrinsically mother-time-intensive, which is currently the case.  The evidence suggests that the best child-care, whether parental or market-purchased, takes place in environments where the child-care provider is spending significant, high-quality, time with the child.  Moreover, the better the parenting at home, the better the child-care outcomes in other settings will be. Put differently, good parenting and high-quality day care are complements not substitutes.


� Historically and cross culturally this is not the case. In more male-dominated societies, where the husband-father may be presumed to have some “ownership” rights over other families members, he may as a matter of course gain custody regardless of the circumstances surrounding the divorce. See the interesting discussion in Grossbard-Schechtman and Lemennicier, forthcoming, in which different types of marriages are considered. In this regard our work echoes theirs in predicting that particular types of marriage law régimes interact the economic and demographic environment to affect the gains from marriage and the likelihood of divorce.


� Johnson and Skinner (1986) found evidence that women tend to increase their labor supply in the years immediately prior to a marital separation. This evidence supports the view that the women in question are rationally increasing their market human capital as a form of insurance when they perceive that the likelihood of divorce has increased significantly. Note, this is also consistent with the view that the increase in labor force participation raised the probability of divorce by increasing the stress in the marriage. Further investigation is needed to determine which direction of causation is most prominent.


� See Grossbard-Schechtman and Lemennicier forthcoming, in which the possibility that children may be used as hostages is discussed. It is important to distinguish between legal custody and physical custody.  Divorced parents may share legal custody (the right to make decisions about and for the child) but the division of physical custody might be anywhere from mom-only to dad-only to equal. For the purposes of analyzing household behavior, it is physical custody that matters.  Our assumption is that even in cases where the parents have joint legal custody, the children spend significantly more time in the physical custody of the mother. 


� See Jacobsen (1998: 107-11) for an overview of the evidence showing the decline in men’s labor force participation at different age groups, and Cox and Alm (1999: 55) for data about the decline in the average length of the work day, week, year, and lifetime.


� As Grossbard-Schechtman and Lemennicier (forthcoming) point out, the calculation of such ‘net worth’ is inherently problematic. Husband and wife will most likely have quite different estimates, as such estimates are based on different expectations and costs that are subjective in nature.


� Such analogies can be pushed much further, for example, in fruitfully considering the relationship between spouses to be closely analogous to the relationship between employer and employee as has been done in the definitive work of Grossbard-Schechtman (see for example Grossbard-Schechtman 1993). Work-in-marriage or “spousal labor” is a crucial determinant of labor supply more generally and, consistent with our arguments, differential patterns of human capital accumulation.


�   One might view the institution of tenure in academia in precisely this way.  Tenure encourages faculty to make the school-specific investments in human capital that are so necessary for colleges to function efficiently (e.g., committee work, getting to know the profile of the student body, creating relationships with administrators or trustees).  It is not without some substance that the hiring of tenure-track faculty is sometimes analogized to a marriage.


� See note 123 above.


� Recent developments have changed the opportunities and dilemmas that women face, and the popularity of no-fault divorce may reflect this. Perhaps they have a preference for no-fault and would avoid covenant marriages because they simply don’t need marriage economically the way they once did.  The new dilemma they face, is that while they can make a go of it in the market by themselves, what they need a partner for is household production, especially child-care. If they do not have sufficient income to purchase the kind of child-care they want, they may look to marriage to provide the complementary HHC, or at least for enough MHC in a mate that enables them, the wife, to engage in household production and still have significant income.  Put somewhat differently, the decline in the benefits of marriage have mostly been in terms of the loss of uniqueness of men’s market incomes and the ability to purchase household production rather than do it yourself.  


� This contrasts with the perspective of Grossbard-Schechtman and Lemennicier forthcoming, who see causation going in the other direction; namely, that the legal environment, including no-fault divorce statutes, have reduced the gains from marriage. No doubt causation goes in both directions. The apparent unpopularity of optional covenant marriages in Louisiana lends credence to our interpretation but, obviously, more work on this is required.


�  This will depend on whether the need for household production increases more quickly than the ability to provide it when the size of the household grows. Interestingly, some have argued that husbands create a larger demand for household labor than they supply  (see Hartmann [1981], for example). That is, they make more of a mess than they clean up.


� Some partial evidence for the idea that marriages may just “run their course” comes from data on the number of divorces among people over 60 in Michigan.  In 1980, a total of 943 people between 60 and 95 filed for divorce.  In 1990, that number was 2,108 and in 1998 it was 2,180, with the largest increases taking place in the over-70 group.  See Edgar (2000). These marriages may indeed represent an exhaustion of the gains from marriage.  Most of the people interviewed by Edgar, including those divorcing and consulting counselors and lawyers, offer explanations consistent with our interpretation.


� From an Austrian market process perspective markets are never really in equilibrium. Individuals always have plans that are inconsistent at some level (see Lewin 1997) – such is the nature of rivalrous competitive activity. We are referring here to an increase in the unpredictability of plans. That is, plans always face a certain degree of uncertainty, but, with the increase in the rate of social change the level of uncertainty has risen, perhaps temporarily.
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