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Abstract

In the United States, 35-40% of all marriages end in divorce. Yet, we provide survey ev-
idence that, on average, married respondents expect a divorce likelihood of 15%, with most
respondents significantly underestimating their predicted divorce risk. Our survey reveals
that individuals with more overoptimistic divorce expectations exhibit higher within-couple
inequality in market hours and earnings and accumulate significantly less wealth than their
rational counterparts. Building on this evidence, we incorporate overoptimistic divorce ex-
pectations into a household life-cycle model with endogenous accumulation of human capi-
tal, assets, and ex-ante heterogeneity in spouses” wages. Couples jointly choose their market
hours, home production, and joint savings. We quantify the model using U.S. microdata and
show that overoptimism leads to (1) higher within-couple specialization and (2) lower sav-
ings, as overoptimistic lower-wage spouses fail to internalize the insurance value of human
capital and assets in the event of divorce. Overoptimism during marriage persists beyond di-
vorce through lower assets and human capital upon divorce, with particularly adverse con-
sequences for the lower-wage spouse. The model thus provides a novel explanation for the
high poverty rates observed among divorced mothers. Finally, we show that joint taxation of
married couples amplifies specialization among overoptimistic couples.

JEL Codes: D10, D84, E24, J12, J18, J22

Keywords: Intra-household decisions, Divorce, Subjective Expectations, Human Capital, Savings, Gen-
der Equality, Taxation
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1 Introduction

High divorce rates are a widespread phenomenon across many high-income countries. For ex-
ample, about 43% of the 55 to 64-year-old U.S. population in 2014 had been divorced at least
once in their lifetime (Mayol-Garcia, Gurrentz, and Kreider 2021). Yet, evidence suggests that
married individuals are overoptimistic about their marital stability, especially during the early
years of marriage, thereby underestimating the risks associated with divorce (e.g., Baker and
Emery 1993). Consistent with this, Campbell, Wright, and Flores (2012) document an average
expectation to experience a divorce of 13%, considerably below the population-wide realized
divorce rates. This finding aligns with a long-standing psychology literature that established an

unrealistic optimism regarding future life events (e.g., Weinstein 1980).

Married couples jointly decide how to allocate their time between childcare and market work,
thereby shaping both spouses career trajectories, and how much to save over the life-cycle. These
decisions are forward-looking and depend critically on expectations about the future, most no-
tably their probability of divorce. Because within-couple insurance is limited after separation, as-
sets and individual human capital provide self-insurance against significant income losses after
divorce. However, if couples are overoptimistic about their marital stability, they are underpre-
pared for this risk: such biased expectations distort intra-household decisions during marriage,
leading to excessive specialization and insufficient savings. These decisions taken within the
couple have long-lasting effects because savings and human capital evolve slowly and shape
economic outcomes well beyond the time of divorce. This raises several questions: How do
overoptimistic divorce expectations shape intra-household decisions during marriage? What
are the implications for life after divorce? How does it affect gender inequality, poverty of sin-
gle mothers, and aggregate macroeconomic outcomes? And which policies could mitigate the
effects of overoptimistic divorce expectations?

To the best of our knowledge, this paper is the first to introduce subjective, overoptimistic expec-
tations about divorce into a dynamic structural household model with endogenous assets and
human capital accumulation through learning-by-doing. The framework allows us to shed light
on the immediate and long-run implications of couples” overoptimistic divorce beliefs for intra-
household decision-making and post-divorce outcomes.We thereby combine the two rapidly
developing areas of research on subjective expectations (Bachmann, Topa, and van der Klaauw
2023) and on (macro-)family economics, which models couples or families as the relevant unit of
observation (e.g., Doepke and Tertilt 2016; Chiappori and Mazzocco 2017; Greenwood, Guner,
and Vandenbroucke 2017).

To document the prevalence of overly optimistic beliefs about marital stability, we build on ex-
isting empirical evidence on divorce expectations — reviewed in Section 2. We complement this
literature by providing new systematic evidence on the divorce expectation bias through sur-
veying a representative sample of married individuals in the United States. We propose two



complementary measures to identify and quantify the bias: a comparative measure based on
differences between respondents perceived own divorce risk and that of similar peers, and an
individual-level measure that contrasts subjective beliefs with estimated objective divorce prob-
abilities based on a rich set of covariates. The survey also allows us to test key implications and
assumptions of our model. Consistent with the model’s predictions, we find that more ratio-
nal respondents accumulate higher savings and exhibit less within-couple inequality in market
hours and labor income than more overoptimistic respondents. Additionally, we find no signifi-
cant differences in bias based on gender or primary versus secondary earner status. This finding
supports our modeling choice to abstract from within-household heterogeneity in divorce ex-
pectations.

Building on our survey evidence and to tackle the postulated questions, we set up a structural
household life-cycle model in which spouses jointly choose their individual consumption, joint
savings, and each spouse’s time allocation between market work, home production, and leisure
hours. We focus on initially married couples with two children born in two predetermined con-
secutive periods. Their home production hours yield a home-produced good, which they con-
sume and value more with (young) children. We assume that divorce occurs with an exogenous
probability that depends on marriage duration. Couples have either rational or overoptimistic
expectations about the exogenous divorce likelihood. In addition to the heterogeneity in couples’
divorce expectations, we capture ex-ante heterogeneity in human capital within and across cou-
ples. Human capital is accumulated through learning-by-doing: higher market hours increase
the expected future level of human capital, thereby capturing career effects. In this specification,
we allow the impact of market hours on human capital accumulation to be stronger at a younger
age. Years of rapid wage growth then coincide with the child-rearing phase of the life-cycle. As
a result, couples face a trade-off between allocating time to market work and to home produc-
tion for both spouses. After divorce, assets are split equally, children stay with their mother, and
ex-spouses produce home-produced goods separately. Maintenance payments, reflecting child
support, are paid by the male divorcee to his former female spouse.

We quantify the model using two survey data sets from the United States, the Panel Study of
Income Dynamics (PSID) covering 1999 to 2019 and the American Time Use Survey combined
with the Current Population Survey (ATUS-CPS) for 2003 to 2019. We target life-cycle profiles of
market and home production hours by marital status and gender, and wage profiles of men and
women. We motivate the magnitude of divorce overoptimism using our own survey evidence,
and we quantify the share of overoptimistic couples using divorce expectations from Campbell,
Wright, and Flores (2012). The model fits the targeted data moments reasonably well. We further
show that our model replicates non-targeted reduced-form evidence of Campbell, Wright, and
Flores (2012). The authors find that women who participate in the labor market report, on av-
erage, divorce expectations that are 7.7 percentage points higher than those of non-participating
women. In comparison, our model predicts a difference of 5.2 percentage points. From the per-

2



spective of our model, married rational women are more likely to participate in the labor market
than overoptimistic women, as they internalize a higher insurance value of human capital accu-

mulation against divorce risk.

Using the quantitative model, we evaluate the behavioral differences of couples with overopti-
mistic divorce expectations compared to those with rational expectations. We find that overop-
timism leads to (1) higher within-couple specialization and (2) lower savings as overoptimistic
couples neglect their divorce risk and therefore fail to anticipate the insurance value of human
capital and assets in the event of divorce. A couple with rational divorce expectations trades
off the common desire for specialization within marriage according to both spouses” market and
home production productivity with the need of the lower-wage spouse to prepare for life after
divorce by accumulating human capital.! In addition, a rational couple balances current con-
sumption — especially of the home-produced good — and leisure with the insurance value of
assets. Overoptimistic couples neglect the need for self-insurance, which frees up market hours
at the couple level (due to the lower perceived marginal utility of savings) and leads couples to
allocate their time more strongly according to their current productivity differences within mar-

riage (due to the lower perceived marginal return of human capital for the lower-wage spouse).?

The average within-couple difference in weekly market hours between the primary and the sec-
ondary earner is 2.8 hours or 8.2% higher in overoptimistic couples than rational ones. This
is close to the 3.4-hour difference which we find in our survey evidence. Similarly, the gap in
home production hours is 2.3 hours higher (7.4%). The difference is more prominent during
earlier years of life when wage growth is highest and children are young. For example, when
the first child is born in the second period, the average within-couple difference in market hours
is more than six hours higher in overoptimistic couples. But these numbers mask considerable
heterogeneity: we find that the effect of overoptimism increases with within-couple initial wage

differences.

Higher within-couple specialization of overoptimistic couples is driven by higher home pro-
duction and lower market hours of the lower-wage spouse, leading to lower on-the-job human
capital accumulation and higher within-couple wage inequality. The higher-wage spouse in-
vests less time into producing the home-produced good, while market hours are slightly higher
but broadly comparable.® As a result, on average, overoptimistic couples have a lower house-
hold income, implying lower savings and consumption, but higher specialization leads to higher

consumption of the home-produced good.

!The need to accumulate human capital as a lower-wage spouse to insure against income losses after divorce is
necessary because the human capital of the higher-wage spouse is non-contractable: we find in the PSID that alimony
payments are negligible. In addition, prenuptial contracts are rarely used (Mahar 2003). However, we find evidence
in the PSID for child support and include it in our model.

*Home productivity differs by gender to match the large gender differences in home production hours within
marriage in the data (see Section 5).

*Generally, there is no trade-off between within-couple specialization during marriage and human capital accu-
mulation to insure against income losses after divorce for the higher-wage spouse.



Upon divorce, lower-wage, overoptimistic spouses enter life with lower assets and human capi-
tal compared to lower-wage, rational spouses. The magnitudes are sizable: asset levels are about
30% lower at the time of divorce, whereas wages are about 5% lower.* These differences propa-
gate beyond divorce, leading to larger current and future consumption losses for overoptimistic,

lower-wage spouses.

We use the quantitative model to assess the implications of overoptimism for welfare, measures
of inequality, and aggregate macroeconomic outcomes and conduct policy counterfactuals. First,
to calculate welfare results, we take the paternalistic perspective of a social planner and apply
the actual divorce probabilities that couples face. We compute the ex-ante expected welfare
of an information treatment for overoptimistic couples (cf. e.g., Balleer et al. 2021; Exler et al.
2022): what percentage change in per-period consumption would make overoptimistic spouses
as well off as under the information treatment with rational divorce expectations? By construc-
tion, overoptimistic couples gain from the information treatment.”> However, one spouse in an
overoptimistic couple possibly benefits from the information treatment while the other loses.
We find that both women and men benefit from the information treatment when averaging over
initial wages. Once we condition on initial wage differences, however, the initially lower-wage
spouse significantly benefits, while the higher-wage spouse benefits less; in fact, a man with
an initially higher wage experiences an average welfare loss. We further calculate the ex-post
realized welfare conditional on either staying married throughout life or ever getting divorced.
Overoptimistic couples lose from an information treatment if they never experience a divorce
- an intuitive finding as overoptimistic couples do not invest in insurance against the divorce
shock, which, ex-post, did not occur. But if divorce happens, overoptimists substantially ben-
efit from the information treatment. Lower-wage spouses, who gain during marriage and lose
during divorce, drive both effects.

Second, the higher within-couple wage inequality of overoptimistic couples implies a more dis-
persed distribution of human capital of divorcees upon divorce. It leads to a higher share of
divorced, single mothers who face hardship and live under the poverty level. Hence, overopti-
mism during marriage is an explanation for why we observe a large share of divorced mothers

with a household income below the poverty level.®

Third, the impact of overoptimism on gender inequality is, on average, muted as the behav-
ioral adjustments of overoptimistic couples depend on within-couple wage differences. In 27.5%
(55%) of all couples, women have the initially higher (lower) wage. Taken together, the average
gender earnings gap of overoptimistic couples is 0.4% larger compared to rational couples. Once

4Wages of higher-wage spouses are of similar magnitude independent of their divorce expectations.

°If we had used overoptimistic expectations to determine ex-ante welfare, we would have found higher welfare
for overoptimistic couples because “ignorance is bliss”.

°The U.S. Census Bureau reports that in 2016, 20% of women who divorced within the last 12 months had a
household income below the poverty level in comparison to 11% for recently divorced men and 8% for married
women (Mayol-Garcia, Gurrentz, and Kreider 2021).



we focus on couples with initially lower-wage women, it adjusts to 3.1%.

Fourth, to evaluate the impact on macroeconomic outcomes, we consider an information treat-
ment inducing the entire population to base their decisions on rational expectations. We compare
this economy to our baseline economy, which accounts for the quantified share of overoptimistic
couples. The information treatment would increase aggregate savings by more than 7.5%, total
market hours by 1.7%, human capital by 1.4%, and discounted government revenues by almost
4% and the gender earnings gap would shrink by 0.4%.”%

Finally, we investigate three policies to mitigate the implications of overoptimistic expectations.
In our first policy experiment, we analyze the switch from a joint labor income taxation system
to one where couples are taxed separately during marriage. We provide novel insights into a
well-studied policy measure in frameworks of joint-couple decision-making (see, e.g., Borella,
De Nardi, and Yang (2023), Guner, Kaygusuz, and Ventura (2012), Bick and Fuchs-Schiindeln
(2018), and Bronson, Haanwinckel, and Mazzocco (2025)). Consistent with prior research, we
find that moving to separate taxation increases the labor supply of the secondary earner, es-
pecially at the participation margin, and reduces within-couple specialization on market and
domestic work. Importantly, when accounting for behavioral biases related to marriage ex-
pectations, we show that overoptimistic couples respond more strongly to this policy change
via three main mechanisms. First, overoptimistic couples exhibit greater baseline specializa-
tion, meaning their secondary earners contribute a smaller share of total household income and
thus face stronger incentives to increase labor supply under separate taxation than their rational
counterparts due to the relatively higher decrease in their marginal labor income tax. Second,
larger increases in current labor supply imply larger human capital gains leading to higher fu-
ture work incentives. Third, overoptimists belief in lifelong marriage leads them to anticipate
being affected by the regime change throughout life, whereas rationals understand that mar-
riage might come to an end and that the reform will not affect them after divorce. Combined
with the reform-induced increase in the return to human capital for secondary earners due to
lower future marginal taxes, overoptimists anticipate a larger increase in the returns to human
capital from the permanent policy change providing additional incentives to increase their con-
temporaneous market hours.

Our second policy experiment is motivated by the higher poverty risk among divorced mothers
due to overoptimism. We model an increase in child support payments paid by the male spouse
to the female ex-spouse.” By construction, women benefit from this reform in both overopti-

"Therefore, overcoming overoptimism could also alleviate the growing shortage of skilled workers in advanced
economies due to demographic change (e.g., Germany).

8The results presumably represent upper bounds as we abstract from general equilibrium effects and focus on a
sub-population more significantly affected by overoptimistic divorce expectations than the general population.

“Mothers have custody of their child in 83% of cases (see Census report, Grall 2016). We focus on child support
because we find that the overwhelming share (98%) of maintenance payments paid by divorced men are child support
payments in the US based on the PSID (1999 - 2019).



mistic and rational couples, while men lose. The policy provides additional insurance for the
large group of female lower-wage spouses after divorce, which helps particularly those with
overoptimistic expectations during marriage. The policy increases aggregate welfare, driven

mainly by lower-wage female spouses.

In our third policy experiment, we suggest and evaluate a novel intra-generational divorce in-
surance mechanism — a divorce fund. Motivated by the ex-post welfare results, the fund collects
contributions from married couples and redistributes them to divorcees. The policy improves
welfare for rational women and for both overoptimistic men and women, increasing aggregate
welfare by 0.1%. The gains are concentrated among lower-wage spouses with more pronounced
effects for overoptimistic households. We abstract from endogenous divorce responses to the
policy changes, which would presumably lower the welfare gains, especially in the case of the

divorce fund.

Literature Our paper connects and thereby contributes to two different areas of economic re-
search: first, to the rapidly growing area of research that incorporates subjective expectations
when studying decisions under uncertainty, and second, to the literature that develops economic

models of the family with a focus on divorce.

The former literature focuses on individual expectations about either aggregate or individual
outcomes. Manski (2004) is an early survey of this literature, complemented by a recently edited
handbook chapter by Bachmann, Topa, and van der Klaauw (2023).1° But neither of the two
discusses individual expectations about divorce. Our paper is related to research on expecta-
tions about individual outcomes. A focus of this quickly evolving literature is labor market
outcomes, for example, expectations about transitions between labor market status, job loss, job
finding, and wage offers (Spinnewijn 2015; Mueller, Spinnewijn, and Topa 2021; Conlon et al.
2018; Balleer et al. 2021; Adams-Prassl et al. 2023).11 In addition, previous work has focused on
areas such as expectations related to returns on educational investments (Attanasio and Kauf-
mann 2014; Delavande and Zafar 2019; Wiswall and Zafar 2021), health and survival probabil-
ities (Grevenbrock et al. 2021; Foltyn and Olsson 2023), and income (Exler et al. 2022; Rozsypal
and Schlafmann 2023). Related to our paper is recent work by Gong, Stinebrickner, and Stine-
brickner (2022), which focuses on early expectations of college students about marriage, children,
and labor supply outcomes. They compare later outcomes with initial expectations. Our study

complements theirs as they do not consider expectations about divorce.

To the best of our knowledge, our paper is the first to study the impact of overoptimistic divorce
expectations on intra-household decisions and how effects propagate beyond divorce.'> An ad-

YGiven our structural model, the chapter by Kosar and O'Dea (2023) is closely related.

See Mueller and Spinnewijn (2023) for a recent survey of this literature.

?More recently, the topic has gained traction. Kovaleva (2025) similarly documents an overoptimism bias in di-
vorce expectations. The author further shows that such overoptimism is associated with earlier childbearing.



ditional contribution provided by our study is the welfare perspective: even though overopti-
mistic couples benefit from an information treatment when evaluated at the household level,
one spouse may be worse off, highlighting that biased beliefs can benefit one partner at the ex-
pense of the other. Given that many decisions are taken at the household level, this finding has

important implications.

The second literature to which we contribute focuses on household decision-making. The com-
mon assumption in this literature is that households have rational expectations about their di-
vorce likelihood in models with exogenous divorce probabilities (e.g., Adda, Dustmann, and
Stevens 2017; Ferndndez and Wong 2014; Cubeddu and Rios-Rull 2003; Jakobsen, Jorgensen,
and Low 2022) but also in those that model endogenous divorce through limited commitment
(e.g. Doepke and Kindermann 2019; Ferndndez and Wong 2017; Foerster 2022; Greenwood et al.
2016; Low et al. 2018; Lafortune and Low 2023; Mazzocco 2007; Reynoso 2023; Voena 2015 ).
We contribute to this literature by incorporating subjective, overoptimistic divorce expectations
and show that it leads to higher specialization and lower savings upon divorce, thereby provid-
ing a novel explanation of within-couple wage inequality, which crucially propagates beyond
divorce. It also increases gender inequality in labor market outcomes of couples in which men
have higher initial wages. As we focus on couples with children, which amplifies specialization,
overoptimism is a potential driver of the child penalty (see e.g., Angelov, Johansson, and Lin-
dahl 2016; Kleven, Landais, and Segaard 2019). We also contribute to the research evaluating
marriage-related taxes and transfers — some of them particularly focusing on secondary earner
— or maintenance payments, e.g., Blundell et al. (2016), Guner, Kaygusuz, and Ventura (2020),
Malkov (2021), Foerster (2022), Guner, Kaygusuz, and Ventura (2023), Borella, De Nardi, and
Yang (2023), Bronson, Haanwinckel, and Mazzocco (2025).

Finally, as prominently pointed out by Goldin (2021) in the concluding sentence of her book
Career and Family: "It’s all a matter of time” (p. 218, Goldin 2021) — time allocation within house-
holds is central to career outcomes. Our paper provides a novel mechanism through which
overoptimistic divorce expectations amplify within-couple specialization through their time al-
location, leading to persistent disparities in both spouses’ careers and higher within-couple wage
inequality.

The structure of the paper is as follows: Section 2 describes the evidence on divorce expectations.
In Section 3, we introduce and discuss the details of our survey on divorce expectations. We
outline our model in Section 4. Section 5 discusses the quantification of the model. We describe
the effects of overoptimistic expectations in Section 6. Section 7 discusses the policy experiments.
Section 8 concludes.

2 Evidence about divorce expectations

There exists a well-established literature in psychology that investigates the phenomenon of un-
realistic overoptimism regarding future life events (e.g. Weinstein 1980; Weinstein 1984; Roth-
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man, Klein, and Weinstein 1996). This research establishes that individuals frequently under-
estimate (overestimate) the likelihood of unfavorable (favorable) events. When it refers to ex-
pectations concerning negative future life events, such as divorce, participants tend to perceive
themselves as less susceptible than the average member of a given group. This tendency is com-
monly referred to as the “Illusion of Unique Invulnerability” (Perloff and Fetzer 1986).

Building on this general notion, survey evidence suggests a widespread tendency within the
population to have strikingly overoptimistic expectations about the probability of divorce. We-
instein (1980) surveyed college students in the U.S., revealing that participants consistently un-
derestimated their likelihood of experiencing divorce. The mean comparative judgment of their
chances of divorce, compared to the group’s average, was strikingly lower, with an average
underestimation of about 50%. This substantial deviation regarding divorce expectations is par-
ticularly noteworthy as it ranked among the top three most underestimated events within a list

of 24 surveyed adverse life events.

Baker and Emery (1993) elicited the estimated average divorce rates in the U.S. and the per-
sonal expectations of divorce likelihood within a cohort of young individuals seeking their first
marriage licenses in Virginia. Their findings reveal a striking disparity in participants” outlook
toward their own prospects compared to their perceptions of others’ chances of divorce. No-
tably, the median estimate for the average American couple’s likelihood of divorce was 50%, in
stark contrast to the participants’ median self-assessment, indicating zero chance of experiencing

divorce themselves.

Mahar (2003) describes a notable scarcity of prenuptial agreements in the U.S. and shows that
this finding can be attributed to people’s persistent overoptimism regarding the stability of their
marriages. In a survey conducted among law students, the author observed that participants
were well aware of the national divorce rates — around 50% at that time — yet they still placed
their own likelihood of divorce at 11.7%. Hence, prenuptial contracts are not (widely) used as
a tool to make differential human capital accumulation resulting from specialization decisions

within the couple contractible.

Finally, Campbell, Wright, and Flores (2012) surveyed recently married, childless women in the
U.S. in 2011. Their findings confirm previous research results: participants, on average, esti-
mated a mere 13.2% probability of divorce over their lives. Further, they find that currently
employed women have significantly higher divorce expectations compared to non-employed
women, resulting in a difference of 7.7 percentage points. Their regression, which yields the pre-
vious result, controls for additional factors that might impact divorce expectations. Hence, even
though it is not causally identified, this observation hints at the influence of divorce expectations

on women’s labor market decisions.

The presence of overoptimistic divorce expectations is also echoed in studies by Fowers et al.
(2001), Boyer-Pennington, Pennington, and Spink (2001), Lin and Raghubir (2005) and Helweg-



Larsen, Harding, and Klein (2011).13

3 Survey on Subjective Divorce Expectations

In this section, we describe our survey on subjective divorce expectations, highlighting the key
patterns observed in our data. We describe two measures to quantify and identify an expectation
bias. Additionally, we examine testable implications derived from our model and assess its core

expectation assumptions.

3.1 Survey Administration

We recruited our sample of U.S. respondents in November and December 2024 through Prolific,
a widely utilized online survey platform in the social sciences (Haaland, Roth, and Wohlfart
2023). Based on our power analysis and available research funds, we planned to recruit 1,700 re-
spondents for a 15-minute survey, offering a participant reward of £2.10 (equivalent to an hourly
pay rate of £8.40). We pre-screened respondents to meet the following criteria: they and their
spouse must be in their first marriage or first engagement, aged between 20 and 65, fluent in
English, heterosexual, living with their spouse, and residing in the United States. Additionally,
we excluded individuals who were in the process of obtaining a divorce or annulling their en-
gagement.

We designed and programmed the survey using SurveyMonkey, which offered advanced fea-
tures such as slider-based answer visualization, question randomization, conditional answer
formatting, and mandatory response settings.

The survey collected a comprehensive dataset on respondents and their spouses, covering demo-
graphic characteristics, family composition, marital history, and job-related information, includ-
ing work experience, occupation, and changes in labor income. Additionally, we gathered data
on time spent on domestic labor, homeownership status, the type of bank accounts held (joint or
separate), and overall wealth. We refer to Appendix E for the full set of survey questions.

The core focus of the survey was to elicit respondents” expectations regarding their probability
of divorce. After screening for relevant participants, the survey began with the expectations
section. We elicited probabilistic expectations in line with state-of-the-art literature (Bachmann,
Topa, and van der Klaauw 2023). This approach offers key advantages, including both inter-
and intrapersonal comparability and a straightforward mapping of responses into the parame-
ters of our model. However, a well-documented challenge of this method is that respondents
may struggle to understand and interpret probability questions. To address this challenge, we

BBoyer-Pennington, Pennington, and Spink (2001) find that even though experiencing parental divorce decreases
overoptimism about personal marital stability, it still remains substantial. Lin and Raghubir (2005) show that couples
in Taiwan are also overoptimistic about their divorce likelihood with Taiwanese men being more overoptimistic than
women, a finding confirmed by Helweg-Larsen, Harding, and Klein (2011) for unmarried college students in the U.S.
In contrast, Fowers et al. (2001) do not find gender differences. We currently abstract from gender differences or
within-couple differences in expectations.



implemented several strategies informed by the literature. First, we introduced the expecta-
tions section with a detailed explanation of probabilities, accompanied by examples, following
the methodology of the Survey of Consumer Expectations as outlined in (Bachmann, Topa, and
van der Klaauw 2023). Additionally, we visualized probability response options using a slider, as
recommended by (Haaland, Roth, and Wohlfart 2023). The slider ranged from 0 to 100 in 1-unit
increments to facilitate precise responses. Each expectations question was followed by a con-
fidence question: How confident are you in your previous answer? Respondents could select from
five options: (i) not confident at all, (ii) somewhat not confident, (iii) neutral, (iv) somewhat confident,
and (v) very confident. Including confidence questions serves two purposes: (1) it encourages
respondents to carefully consider their answers (Heimer, Myrseth, and Schoenle 2019), and (2) it
provides valuable insights into responses, particularly in cases of bunching around 50%. This is
useful for distinguishing whether a respondent truly believes in equal chances or if the response
reflects uncertainty or a lack of knowledge (De Bruin et al. 2000). To further ensure the quality of
our responses, we randomized the framing of expectations questions. Respondents were asked
either about the probability of divorce or the probability of staying married. This design draws
on insights from the survival belief literature, which shows that framing questions about mortal-
ity instead of survival can inflate respondents’ expectations (Bernheim and Taubinsky 2018). The
expectations questions in both framing setups were asked for different time horizons, specifically
whether the event would occur within (or in for the marriage framing) the next 5 years, 10 years,
or ever. To ensure monotonicity in probabilities across time horizons, we included a disclaimer
explaining the logical ranking of probabilities between these questions. Finally, the expectations
section concluded with an open-ended question. In this question, respondents were presented
with a hypothetical scenario involving an increased risk of divorce and were asked to write a few
sentences on how this would influence their current and future decisions, for example, regarding

savings, time allocation, or other aspects of life.

3.2 Sample

A total of 2,541 respondents initially participated in the survey. After applying various exclu-
sion criteria, the following participants were removed: 44 due to incomplete data, 9 for violating
attention checks at least once, 4 whose participant IDs could not be linked to our external survey
data, and 174 who returned their survey. Additionally, 777 participants were screened out for not
meeting pre-screening requirements (e.g., being in a heterosexual couple or a first marriage/en-
gagement), 36 were excluded for timing out, and 6 were removed for appearing multiple times.
This left us with 1,745 approved and completed survey responses. Out of this sample the average

survey completion time was 17 minutes and the median completion time was 14 minutes.

The main descriptive statistics for the collected characteristics, excluding expectation-related
variables (detailed later), and more detailed labor-related variables, are presented in Table 1.

We excluded 92 respondents identified as outliers in labor income, net wealth, or domestic work
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Table 1: Survey Descriptives

N Mean SD Min Max ACS Mean
Demographics
Women 1653  0.49 0.49 0 1 0.50
Age husband 1653 38 9.9 20 70 45
Age wife 1653 36 9.7 19 69 44
Total children with spouse 1653  1.51 1.27 0 9 1.29
At least one child <5y in household 1653  0.38 0.49 0 1 0.21
Share with college degree husband 1653  0.63 0.48 0 1 0.51
Share with college degree wife 1653 0.69 0.46 0 1 0.58
Share White 1653  0.70 0.46 0 1 0.65
Share Black/African American 1653 0.14 0.35 0 1 0.07
Share Hispanic 1653 0.07 0.25 0 1 0.18
Marital history
Marriage duration 1653 11 9.34 0 48 18
Parents divorced husband 1653 0.31 0.46 0 1 TBA
Parents divorced wife 1653 0.31 0.46 0 1 TBA
Work-related Variables
Share working for pay husband 1653 091 0.28 0 0.96
Share working for pay wife 1653 0.71 0.45 0 0.83
Labor income husband 1646 74,247 49,272 0 400,000 89,842
Labor income spouse wife 1646 43,136 43035 0 300000 47,622
Usual work hours husband 1651  37.61 13.78 0 90 39.53
Usual work hours wife 1653  24.94 18.27 0 68 27.69
Work experience husband in FT years 1641  17.56 10.85 0 71.00 TBA
Work experience wife in FT years 1649 1298 9.56 0 67.5 TBA
Home production
Weekly domestic labor husband 1653  38.75 30.37 0 169 TBA
Weekly domestic labor wife 1653  59.33 40.99 0 189 TBA
Household finances
Owner 1653  0.67 0.47 0 1 0.79
House value (if own) 1092 408,700 288,387 25000 3,500,000 420,215
Separate accounts 1653 0.10 0.30 0 1 TBA

Total net wealth (incl. house value) 1568 375,808 552,470 -429,500 3,000,001 TBA

Notes: The survey sample consists of first-marriage or first-engagement couples, men or women, age 19-70,
surveyed in December 2024 through Prolific, US, fluent in English, heterosexual couples, living with spouse. The
American Community Survey consists of 2022-2023 cross-sectional data, from married heterosexual individuals,
with spouse present, in their first marriage and between the age of 20-65. Work hours, labor income and house
value are unconditional values. ACS values are in 2023 USD. We excluded 92 respondents with outlies in labor
income, net wealth or domestic work hours as measured more than 3 standard deviation difference to the mean.
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hours, defined as values exceeding three standard deviations from the mean in absolute terms.
To evaluate the representativeness of our data, we compare key demographic averages from our
survey to the most recent cross-sectional data (2022-2023) from the American Community Sur-
vey (ACS). The ACS sample is restricted to first-married individuals for comparability, and we
apply the provided statistical weights. Compared to the ACS, our sample is slightly younger.
As a result, the total number of children and the share of respondents with at least one child
under the age of 5 are higher, while marriage duration and labor income are lower. Additionally,
our sample includes more highly educated individuals and a higher proportion of non-white
respondents. Key characteristics such as the employment rate, house values for homeowners,
usual work hours, and the share of women are very comparable to the ACS data. While our
sample does not perfectly represent the overall U.S. married population, we believe it provides
valuable insights into married individuals’ subjective divorce expectations, especially given the

limited evidence available in this area.

3.3 Subjective Divorce Expectations

In this section, we outline the primary survey variables of interest, focusing on the expectation
variables. Figure 1 displays the subjective expectations of our respondents. Respondents had
equal chances of being randomly assigned to either the divorce framing, which corresponds to
the first three box plots, or the marriage framing, the last three box plots. Expectations where
elicited for different horizons, namely 5 years, 10 years or ever.

Examining the median, we find that respondents generally satisfy the probabilistic monotonic-
ity condition, meaning that as the time horizon increases, the likelihood of divorce (marriage)
becomes more (less) probable. However, 19% of respondents violate this condition at least once.
Across both framings, we observe a significant concentration of responses near the extremes,
with probabilities of divorce clustering close to 0% and probabilities of staying married cluster-
ing near 100%.

3.4 Divorce Expectations and Couples’ Choices

Next, we analyze the associations between expectations to ever divorce and couples’ specializa-
tion pattern. Table 2 shows results of OLS regressions to test how the specialization of couples
changes with a one percentage point increase in divorce expectations including a large set of con-
trol variables which are listed in the table note. The results highlight that specialization decreases
with divorce expectations: a one percentage point increase in divorce expectations is associated
with a 0.05 hours smaller within-couple difference in market hours (column 1) and a $147 lower
annual labor income difference (column 2). In addition, we also find an 0.6% lower wage differ-
ence (column 3) per one percentage point increase in divorce expectations which is driven by a
1% higher wage of the secondary earner. Hence, couples with higher divorce expectations are
less specialized and secondary earners have higher wages.

12
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Figure 1: Subjective Expectations.

Notes: The figure plots the distribution of respondents subjective expectations for different horizons. The first three
box plots are from respondents that received the survey framed around divorce and the last three box plots are for the
survey framed around marriage. Mid-box lines represent the median probability, T bars represent the upper/lower

1.5 times the inter-quartile range values.

3.5 Two Measures of the Bias

In this section, we examine the bias in divorce expectations. Ideally, to estimate such a bias, we
would follow up with respondents after eliciting their expectations to determine whether indi-
viduals systematically underestimated the likelihood of divorce. However, divorce is a relatively
rare event that may occur far into the future, making this approach impractical. As a result, we
cannot apply the methods commonly used in the literature for events in the near future or more
frequent events. Instead, we propose two alternative measures, drawing from the psychology
literature and the literature on survival beliefs, which face challenges similar to ours.

Measure 1 - Own expectations relative to peers. The first measure we examine is based on
(Weinstein 1980) and leverages respondents’ comparative judgments, i.e., their perceived likeli-
hood of experiencing an event compared to their peers. By averaging the comparative judgments
of those peers, and assuming the peer group is representative and their subjective expectations
are unbiased, the mean should theoretically not differ significantly from zero. However, if the
mean is significantly positive or negative, this indicates a systematic bias within the group. Ap-

plied to our event of interest, this would correspond to the paradox of "everyone believing they
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Table 2: Divorce Expectations and Couples” Choices

) ) (3) (4)
Variables Market Hours Labor Income Log-Wage Log-Wage of
Difference Difference  Difference Secondary Earner
Probabilistic Divorce -0.0456** -146.7* -0.0058*** 0.0103***
Expectation (0.0204) (52.00) (0.0015) (0.0037)
Observations 1,629 1,629 1,540 1,540
R-squared 0.151 0.123 0.049 0.318

Notes: Controls are marriage duration, age of both spouses, number of children <18 in the household, presence of a child below
the age of 5, total household labor income, and college dummies for both spouses. Regressions in Columns (1) and (2) also control
for differences in work experience. Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1

are in a better marriage than their peers." We calculate this measure by subtracting the indi-
vidual’s expectations about the event ever occurring to themselves from their response about
the likelihood of a peer group experiencing the event (e.g., staying married forever or ever di-
vorcing). These two survey questions were discussed previously. Table 3 presents the mean
comparative judgments by peer groups, aggregated by marriage duration and the educational
composition of spouses. All means are subjected to a one-sided t-test, and they are all statistically
smaller than zero, indicating that respondents, on average, believe they are less likely to experi-
ence a divorce than their peers. The sample average is -12 percentage points. Interestingly, both
the magnitudes and statistical significance remain consistent across different educational com-

positions and marriage durations, suggesting that the presence of bias persists across various

demographic groups.
Table 3: Measure 1 Table 4: Measure 2
Mean Difference (in ppt.) Mean Difference (in ppt.)
"Own" — "About Peers" Expectations Subjective Expectations — Predicted Probability
Women Women
Men No College College Men No College College

Married  No College -14%* -15%** Married  No College 34 -33%**
< 5Years College -10%** -10%** < 5Years College -30%** -30%**
Married  No College -15%** -14 Married  No College -14 -1 2%
> 5 Years College S11* -10%** > 5 Years College -10%* -10%**

Notes: p-value * < 0.1, ** < 0.05, *** < 0.01, one-sided t-test, H1: "< 0".
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Figure 2: Distribution of Expectation Bias (Measure 2)

Measure 2 - Own expectations relative to predicted probability. In the second measure we
examine, we compare individuals” subjective expectations with their predicted divorce prob-
abilities. This approach is similar to methods used in the literature on survival beliefs (e.g.,
(Grevenbrock et al. 2021)). To estimate individuals” divorce probabilities, we apply machine
learning methods. Specifically, we train a Random Forest algorithm on the Panel Survey of In-
come Dynamics (PSID) data from 1968 to 2019 to predict divorce events using observable char-
acteristics of both spouses. We restrict our sample to couples in their first marriages, aged 23-60
and born before 1960, for which we can reasonably observe whether they experience a divorce.
This leaves us with 36,857 couple-year observations. We include data on the year, age, family
composition, marital history, education, labor variables, wealth, and other demographic factors
for both spouses. We then select the model with the lowest out-of-sample mean squared error
(MSE), achieving a 97% prediction accuracy on our test sample. The same set of observables
is subsequently elicited in our survey to predict divorce probabilities for survey respondents
based on our Random Forest model. On average, respondents underestimate their divorce prob-
ability by -17 percentage points, a statistically significant finding in a one-sided t-test. Table 4
reports the bias for the same peer groups as Measure 1. Analyzing the mean bias across peer
groups reveals a consistent over-optimism bias across different groups with similar magnitudes
across educational groups and within marriage duration categories. For longer marriages, the
bias halves, which suggests two potential explanations: first, a learning effect where couples
become more realistic and adjust their expectations downwards; and second, a survival bias,

where better-matched couples remain, naturally reducing estimated divorce probabilities.
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3.6 Testable Implications and Assumptions

To test model implications and assumptions, we identified over-optimists and rational counter-
parts, acknowledging the inherent discretion in this process. Accounting for potential prediction
error, we therefore categorized the bias distribution into three groups using a quarter of a stan-
dard deviation from the mean, as illustrated in Figure 2. The distribution reveals that 68% of
respondents exhibit a negative bias, while 16% are approximately accurate in their estimates,
and another 16% are over-pessimists. For subsequent analyses, we will focus specifically on
the over-optimists and rationals groups to explore the nuanced variations in divorce probability

expectations.

Testable Implications. From our structural model, we derive several testable implications. A
key result is that over-optimistic couples tend to specialize more heavily in either market or non-
market work compared to rational couples. Furthermore, over-optimistic couples accumulate
fewer assets over the course of their marriage. The underlying rationale is that these couples
misperceive the value of human capital accumulation and savings as a form of insurance against

divorce.

To test these implications using our survey sample, we regress three constructed outcomes of
interest on a dummy variable indicating whether the respondent is classified as over-optimistic
or rational, while controlling for relevant covariates. The outcomes of interest include the within-
couple absolute differences in market hours and labor income, which measure the degree of

specialization within the household, as well as net wealth.

The first three regression outputs of Table 5 present the regression results. All three regressions
confirm the theoretical predictions: On average, respondents identified as over-optimists hold
about $52,000 (20%) less in net wealth than those classified as rationals. Similarly, overoptimistic
respondents exhibit approximately 3.4 hours higher within-couple inequality in market hours

(20%) and $6,673 higher within-couple annual labor income differences.

Testable Model Assumptions. A key assumption in our model is that both spouses share the
same expectation bias. Since we focus on heterosexual couples, this means we do not allow for
gender disparities in the bias. Essentially, the bias is assumed to be public knowledge within the

couple, and decisions are jointly optimized based on this shared bias.

Although we do not survey couples in our study - both to avoid logistical challenges and to
mitigate potential biases that could arise from surveying couples - we can instead investigate bias
differences across genders and between primary and secondary earners. Many of our model’s
implications hinge on the latter distinction, making this analysis particularly relevant. To this
end, we regress the bias on a gender dummy and a primary/secondary earner status dummy,
controlling for relevant covariates. The regression results are shown in the last two columns of

Table 6. For both explanatory variables — a male dummy and a secondary earner dummy - we
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Table 5: Testable Model Implications

1 2) 3)
Variables Net Wealth Market Hours Labor Income
Difference Difference
Dummy for overoptimistic couples -51,890 3.40"* 6,673*
(34,540) (1.42) (3,573)
Observations 1,285 1,285 1,285
R-squared 0.291 0.156 0.105

Notes: Controls are marriage duration, age of both spouses, number of children <18 in the household, dummy for the presence
of a child aged below 5, total household labor income, and college dummies for both spouses, and a dummy for having an above
median divorce probability. Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1

find no statistically significant effect on the bias. This suggests that biases in divorce expectations
do not differ significantly between spouses. The corresponding p-values are 0.85 and 0.87.

Table 6: Testable Model Assumptions

ey @)
Expectation Bias Expectation Bias
Male 0.17
(0.89)
Secondary Earner —0.24
(1.52)
Observations 1,247 513
R-squared 0.42 0.40

Notes: Controls are marriage duration, age of both spouses, number of children <18 in the household, total household labor
income, and college dummies for both spouses. Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1

4 Model

To identify the implications of overoptimistic divorce expectations for household behavior, we
develop a dynamic structural life-cycle model of household choice in which spouses jointly de-
cide on their time allocation, savings, and individual consumption. We build on previous work
by Voena (2015) and Foerster (2022) and incorporate the following features into the model: First,
married couples take their decisions cooperatively with a fixed, equal bargaining weight. Sec-
ond, couples face an exogenous divorce probability pf?* but differ in their divorce expectations:
either both spouses have rational expectations, or both are overoptimistic about their marital sta-
bility, thereby underestimating their divorce likelihood. Therefore, in the optimization problem

of the married couple, overoptimism affects the weights that both spouses assign to their respec-
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tive continuation values of staying married or getting divorced.!* Third, spouses can self-insure
against financial losses upon divorce by either saving in the joint asset or by engaging in market
work to accumulate individual human capital. Fourth, we assume that children always live with
their mother. After divorce, the male spouse pays a fraction of his labor income as maintenance

payments, i.e., child support, to his ex-spouse.

The model focuses on initially married spouses consisting of a female individual f and a male
individual m, taking household formation as given. The model is in discrete time. In period
t € {1,...,T} the couple chooses market work hours % ¢, hy,e, home production hours g, g,
individual consumption cy, ;¢ and joint savings in a risk-free asset A;. We assume discrete
labor supply. In each period, both spouses are endowed with a time endowment H. Upon
divorce, joint assets are split equally and thereafter, the ex-spouses save in distinct assets A;,,¢, Ay
and optimize individually taking child support payments as given. We assume that divorcees
do not remarry. After period 7', both spouses retire and die at the end of period T' + Tr. We
assume a fixed fertility type: all couples have two kids born in periods ¢t = 2 and ¢t = 3.

Couples are heterogeneous in four dimensions: They differ in their divorce expectations, having
either rational or overoptimistic expectations; their type is given ex-ante and fixed over time. In
addition, each couple is heterogeneous in three endogenous states: both spouses” human capital
and their joint assets. We described the initial conditions, which capture ex-ante heterogeneity

in wages, in Section 5.

4.1 Preferences, home-produced good and time allocation

Individuals denoted by i € { f, m} derive utility from individual consumption c;, leisure l;;, and
a home-produced good @;. Both spouses allocate their time between market work, leisure, and

home production given their time endowment
H =1t + hit + qit, 1 € {f,m}. (1)

The home-produced good @), is a public good in marriage and jointly produced by both spouses’
time inputs, gs; and ¢,,¢, given the production technology (cf. Foerster 2022):

Qt = Folase, gme) = (agh + (1 — a)gl) - 2

The parameter a € [0, 1] controls differences in male and female productivity and o determines
the degree of complementarity or substitutability of the spouses” home production. After di-
vorce, the home-produced good becomes a private good and the production technology adjusts

14By assuming an exogenous divorce probability and a fixed bargaining weight, we do not allow for household
bargaining as in limited commitment models. We restrict our focus to the interaction between subjective divorce
expectations and within-couple time allocation. The main channel would still be present if we extended our model
by limited commitment. It is an interesting avenue for future research.
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to
Qit = a?™qy, i€ {f,m}. (3)

The home-produced good @, captures consumption of goods and services produced within the
household and the well-being of children. Hence, ¢;: reflects, for example, time spent on child-

care, providing homemade meals, shopping, and cleaning. '

We assume that preferences are separable across time and states of the world. The flow utility of
a married individual ¢ is given by

1-n ll—'yi 1-kK

Git it (k) i {f,m},

™ (i, lit, Qe) = 77 ” [ 1 n
7

where b(k;) allows the derived utility from the home-produced good to depend on the current
household structure, which is denoted by k; = (ac, nct) and captures the age of the youngest
child ac; and the number of children in the household nc;. We describe the functional form
assumption for b(k;) in Section 5.

The flow utility of a divorced individual i is given by

dt_n ! ‘lt_% Q 1t_ "
4 Y b(k: 7 .
1_n+1/1z1_%+ (zt)l_ﬁa Ze{f7m}7

Uf'lw (Cit, lit, Qit) =

where Q;; denotes the private home-produced good and &;; the household structure of divorcee
i. We assume that children live with their mother after a divorce, implying k¢; # k¢ as long as
children are below 18.

4.2 Economies of scale and children

We follow Voena (2015) and assume that fertility is exogenous and childbirth takes place at a
predetermined age of the parents: the first of two children is born in period ¢ = 2, while the
second is born in period ¢ = 3. Both children stay in the household until they reach the age of

eighteen.!®

We account for economies of scale in consumption (cf. Voena 2015), which yields the household
expenditure function

z(Cpe, Cme, k) = e(ky) [c‘}t + Cfnt]l/p , (4)

where e(k;) > 1is an equivalence scale, which reflects the consumption of children and is in-

creasing in the number of children (for details, see Appendix 5.3). Only divorcees with whom

Bwe follow Aguiar, Hurst, and Karabarbounis (2013) in their definition of time use categories in the ATUS. We
then define home production to be the sum of their nonmarket work and childcare time which is in line with the
definition of home production in Doepke and Tertilt (2016).

16 Assuming exogenous fertility is a common simplification in the literature (e.g., Voena 2015; Reynoso 2023; Low
et al. 2018; Foerster 2022; Lafortune and Low 2023).
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children live after divorce incur expenditures for them. For p > 1, the expenditure function cap-
tures economies of scale from consumption within marriage, while there are no economies of

scale after divorce.

4.3 Wages and human capital process

Wages are a function of human capital K;; characterized by

In(wit) = ¢o + p1 K, i € {f,m}. (5)

where w;; denotes the wage of individual i.!” We follow Foerster (2022) and assume that human
capital K is discrete and distributed on the support {0, 1,2, ..., K4z }. We assume a Markovian
human capital process over the discrete human capital grid with probabilities of moving over
the grid between period ¢ and ¢ + 1 which depend on age ¢ and contemporaneous market hours
hit: Tup(hit, ), Tstay(hit, t), and Tgouwn (hit, t). This setup captures dynamic returns to working
longer hours (e.g., Imai and Keane 2004; Michelacci and Pijoan-Mas 2012; Blundell et al. 2016)
and allows for larger dynamic returns during younger ages, i.e., earlier years of the career (e.g.,
Attanasio, Low, and Sanchez-Marcos 2008; Gicheva 2013).18 We assume the same human capital

process for both genders, i.e., for i € {f,m}.

We make functional form assumptions to characterize the probabilities 7y, Tstay, and Taouwn-
First, we model human capital depreciation in each period as a constant probability ps to move
down in the human capital grid, which is independent of age and market hours. Second, human
capital can be accumulated, i.e., K;; increases by one unit, with a probability px (hi,t) = 1 —
exp ( — (1 +¢-t) hit), which depends on market hours and age. ¢; > 0 controls the impact
of market hours on pg, while (» < 0 mitigates the impact as individuals age. Thus, the human
capital evolution is characterized for i € {f, m} as:

min{K;: + 1, Kmaz} With mup(hit, t) = pr(hit, t) - (1 — ps)
Kit11 = K with Tstay (hit, t) = pr(hit, ) - ps + (1 — pr (hit, 1)) - (1 — ps) (6)
max{K;:,0} with Taown (it t) = (1 = px(hit, 1)) - ps -

4.4 Post divorce: child custody, maintenance payments and asset division

We assume that after divorce children live with their mother.!” Further, child support pay-
ments make up the vast majority of post-marital maintenance payments compared to alimony

7In the current version of the paper, we do not incorporate temporary wage shocks but rather focus on permanent
wage shocks taking place through a stochastic human capital accumulation process.

¥For two recent contributions on underlying drivers of wage growth over the life-cycle, see Adda and Dustmann
(2022) and Bayer and Kuhn (2023).

YThis is a simplification, but we observe that 82.5% of custodial parents were mothers and only 17.5% fathers in
the US (see Census report on child custody, Grall (2016)).
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payments. Thus, we model maintenance payments M; paid by the divorced father to the di-
vorced mother as a share 6 of the contemporaneous pre-tax labor income of the divorced father:
My = 0 wyihye?® Finally, we assume an equal division of assets upon divorce. Institutional
details are discussed further in Appendix A.

4.5 Budget constraint and government policies

We follow Guner, Kaygusuz, and Ventura (2023) and allow government policies to depend on
marital status, number of kids as well as gender of the divorcee. Using their recent implementa-
tion of the tax and transfer system in the United States, we first model the joint labor income tax
system through HSV-tax functions that depend on the marital status (Bénabou 2002; Heathcote,
Storesletten, and Violante 2017), second, the Earned Income Tax Credit (EITC), third, welfare
payments and, finally, a flat tax on returns to capital.’! We denote the tax and transfer system by
Tmar (I, 1Ay, k) and T;% (I, 1Ay, ki), where I is the labor income of the household, r4; denotes
the returns on assets and k; summarizes the family structure in the household. Then, the budget
constraint of the married couple is given by

x(Cft, Cmt, k‘t) = Wmthmt + wfthft —mer (wmthmt + wfthft, rAg, kt) + (1 + T)At — Ay, (7)

where 7 is an exogenous interest rate on savings.

Taking maintenance payments and child custody into account, the budget constraint of divorced

women is given by
z(cp, 0, k) = wyihyy + My — 7}dw (wpthpe, r A k) + (L +1r)Ap — Afigr (8)
and of divorced men by
Cmt = Winthumt — My — T8 (winthie, 7 Ay, k) + (14 7) A — At - )

Note that we assume that maintenance payments are not tax deductible for the payer and do not
count as taxable income for the recipient.??
4.6 Problem of the married couple: overoptimists and rationals

The married couple takes decisions cooperatively subject to the perceived exogenous divorce
risk. They choose in each period t their market work hy,;, hyy, leisure .4, 114, home production

We find that 98% of maintenance payments paid by divorced men are child support payments (PSID, 1999 —
2019).

21 Appendix C.2 describes the implementation based on Guner, Kaygusuz, and Ventura (2023).

ZIn general, child support is not deductible and also not considered income. But alimony payments are typically
deductible by the payer and need to be included in the recipient spouse’s income if it falls under a divorce agreement
before 2019. We abstract from this difference as we find in the PSID that the overwhelming part of maintenance
payments are child support payments. Hence, we assume M to be neither deductible nor considered income. For
more information, consult the IRS website (Link).
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dmt, 4ft, private consumption ¢, cf, and savings in a joint asset A;. Thus, the choice vector
is given by vy = (¢, Cft, Gmis Afts lmt Lt Pnts Pge, Ary1). What matters for the decision-making
of the couple are — besides the age ¢, which also determines the household structure k; — both
spouses’” endogenous human capital and their joint assets. Hence, the state space of the couple
is given by Q = (Ay, K e, Kt ).

Married couples have either rational or overoptimistic divorce expectations. We denote the ex-
pectation type by E € {O, R} and use superscripts to emphasize which objects depend on E.
We define the optimization problem of a married couple with divorce expectations of type F in
period t after the divorce shock in ¢ occurred as

Vet () = (10)
H{?XM[U?M(CﬁJﬁ,Qt) +5EF[Vf€+1(Qt+1)] + " (et e, Q1) +5Et [ mt+1(Qt+1)]

s.t. time constraint (1), budget constraint (7), household expenditure (4),

home production (2), wage equation (5), human capital evolution (6),

where 1 is the relative bargaining weight within the couple which is constant over time. We
denote the expected continuation utility of individual ¢ prior to the realization of the human
capital and divorce shocks in period t + 1 by EF[V,Z,; (€4+1)]. Couples make decisions based on
rational expectations about their human capital evolution (6) at time ¢ given by Ex ;. We define
the expectation about the divorce likelihood as EZ. i for E € {O,R}. We combine the above
ingredients and obtain

EF Vifer ()] = Bf g [Exa Vil (1)) |, E € {0, R},
For couples with rational divorce expectations, i.e.,, E = R, the formula simplifies to

ER ViR (1)) = I Ege [ViES (Quiern)] + (1= p8%) Exce [Virt ™ (Qus1)], i € {f,m},

where the true, age-dependent divorce probability in period t + 1 is given by pffl. We denote the
value of being a divorced individual 7 in period ¢ + 1 with states €2;;,;1 as Vt %1 (Q4¢11) and define
it in the next subsection.”> The value of being a married individual i with expectations E in

period t < T (after the divorce shock in ¢ realized) is given by

Vi B Q) = uf' (e 1y, Q) + BEF Vit ()], i € {f,m}, E € {O, R},

where cE ) lg " f " with i € {f,m} denote the optimal levels of consumption, leisure and the

home-produced good of a couple with expectation type E.

BWith slight abuse of notation, the states of divorcee i, Q2;:11, are a subset of the states during marriage, 2s41,
when we apply the equal asset split upon divorce.
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In contrast to couples with rational divorce expectations, married couples with overoptimistic

divorce expectations, i.e., £ = O, expect a lower age-dependent divorce probability, pffl’o <

p¥Y . We assume that pi" ;¢ = a - p% and obtain

EP [V 1 (Qu41)] = a - pf Egy [V (Quri1)] + (1 — - p8%) Bt [ViR O (1)), i € {f,m},

Hence, overoptimistic couples put a lower weight on Ef;[V;#%%, (Q;¢11)] compared to rational

couples.

Finally, EZ[V/Z, ] = Viry1 with E € {O, R} is the expected continuation utility upon retirement,
which is deterministic given our assumptions that couples stay married throughout retirement
and no further human capital shocks take place; in fact, the human capital of the last working
period 7' affects the pension income. Details are provided in Appendix B.1. Hence, there are
no differences in behavior between rational and overoptimistic couples during retirement con-
ditional on entering retirement with the same states (K7, Ky, Ay).

4.7 Problem of the divorcee

We now characterize the value of a divorcee for given state variables Q.24 In the problem of
the male divorcee, the states are given by Q,,; = (Amt, K mt). In each period ¢, a male divorcee
decides about his time allocation and chooses consumption and savings. We summarize the
choices in period ¢t by ;e = (¢mt, Amt+1, Gmts lmt, hmt). We abstract from strategic interactions
between both divorcees as in Foerster (2022). Thus, the value of being a divorced man at time ¢
is given by

Vo Q) = max W (ot tnt, Q) + BE ket [Vt (1)) (11)

s.t. time constraint (1), budget constraint (9), home production (3),

wage equation (5), human capital evolution (6).

The value V,%2. | (Qm741) is defined by the value of retirement of divorced men. We describe the
optimization problem in retirement in Appendix B.1. Given the value of retirement, the above
problem can be solved recursively. We assume no remarriage.

The state space of a female divorcee contains not only her assets and human capital but also those
of her ex-spouse because her optimal decisions based on the maintenance payment, which de-
pends on €2,,,;. Hence, the state space of the female divorcee is given by Q; = (A tts Kty Aty K mt)
and her choices by ¢, = (cfe, Afi1, e, Lpe, hye). Thus, the value of being a divorced woman at

# Again, there is a one-to-one mapping from period ¢ to the household structure denoted by ki, i € {f, m}, after
divorce because we assume one exogenous fertility type.
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time ¢ is

VA Q) = max uf™ (e, Lpe, Qpe) + BEK [V (Qpe41)] (12)

s.t. time constraint (1), budget constraint (8), household expenditure (4),

home production (3), wage equation (5), human capital evolution (6).

Similar to divorced men, the value Vf%il(Q ¢7+1) is defined by the value of retirement of di-
vorced women (see Appendix B.1). Given the value of retirement and the maintenance payments

M, we solve the problem for divorced, working-age women recursively.

The propagating impact of overoptimism on the well-being after divorce solely unfolds through differences

in the levels of human capital and assets at the time of divorce.

5 Quantification of the model

We calibrate our model to the United States using data covering 1999 to 2019. We take three
steps to obtain the underlying structural parameters of the model. First, we determine the initial
distribution of assets and both spouses” human capital. Second, we fix some model parameters
externally, relying on the existing literature and values based on external data sources. In addi-
tion, we estimate a few parameters outside of the structure of our model using US micro data.
In this step, we also use evidence provided by Campbell, Wright, and Flores (2012) to determine
the share of overoptimistic couples in the population. Finally, relying on the above ingredients,

we calibrate the remaining parameters internally, matching a broad set of empirical moments.

5.1 Data

We use two data sources: First, the Panel Study of Income Dynamics using data between 1999
—2019. We observe the marital history, age, number of children and their age, each individual’s
annual labor income and hours worked. We restrict the sample to those in their first marriage
and between 23 and 61. We calculate hourly wages to determine the wage profiles by gender.
For divorced spouses, we also observe child support and alimony payments. The final sample
includes 47 595 individual-year observations. Second, we use the American Time Use Survey
combined with the Current Population Survey (ATUS-CPS) covering 2003 — 2019, which is a
cross-sectional data set. We use the data to construct life-cycle profiles of market and home
production hours by gender and marital status. We select the sample based on the respective
age of the youngest child and the marital status of the parents, which yields 46 462 individual-

year observations.

5.2 Initial conditions and wage process

We incorporate initial heterogeneity in human capital between and within couples. Our struc-
tural model exhibits a one-to-one relationship between human capital and wages (cf. eq. (5)). To
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utilize this, we first assume that our human capital grid covers ten distinct human capital states,
K € {0,1,...,9}. Second, we determine the lowest wage covered by the human capital grid to
be $6 and the highest wage attainable in the model to reflect the 95th percentile of the wage dis-
tribution, $65.9, in the PSID sample (in 2016 dollars). This pins down the parameters of equation
(5) tobe ¢ = 1.7918 and ¢ = 0.2663. Third, similar to Borella, De Nardi, and Yang (2023), we
estimate a joint log-normal distribution of the observed wages.”> We then discretize the distri-
bution and apply equation (5), which yields the initial joint distribution of human capital, which
we plot in Figure Cld. In addition, we calculate the average level of net savings of the same
sample and use this uniform initial asset level for all married couples (details in Appendix C.1).

5.3 Externally fixed parameters

We fix some model parameters to values previously used in the literature which are summarized
in Table 7. We follow the convention in the literature (e.g., Voena 2015; Foerster 2022; Reynoso
2023) and assume that a model period corresponds to three years. The life-cycle starts with mar-
ried couples at the age of 23 — 25 and lasts for thirteen working periods 7' = 13, i.e., 39 years. At
age 62, individuals retire and live for five more periods, i.e., Tr = 5 or 15 years. The retirement
income is given by I, (K;r) = vrw(Kyr)h where v, represents the median replacement rate in
the US, which is 41% (cf. OECD 2013, p. 366), h = 32.42 are the average working hours over the
life-cycle calculated from the ATUS-CPS sample between 2003 — 2019 and w(K;r) is the wage
of individual 7 in the last working period 7. We fix the time budget per week to be 84 hours
(H = 84). Since we observe in the data that many individuals pool at certain market work hours,
we incorporate a discrete hours choice and allow for four different levels of market hours in
addition to non-participation (0 hours): two levels of part-time work (20 hours and 30 hours),
regular full-time work (40 hours), and long hours (50 hours). As in Attanasio, Low, and Sanchez-
Marcos (2008), we set the annual discount factor to 0.98. The annual interest rate is set to 0.02. We
assume that both spouses have an equal and time-invariant bargaining weight within the house-
hold, i.e., 4 = 1. We follow Voena (2015) in the calibration of the economies of scale parameter,
p = 1.4023, which reflects the McClements scale according to which a single individual needs
to spend higher resources to ensure the same amount of individual consumption as a married
couple. Further, Voena (2015) also uses the McClements scale to determine the equivalence scale
e(kt), which reflects children’s consumption as a share of the parental consumption.

We take the exogenous divorce probability by marital age from a report by the U.S. Census
Bureau (see Mayol-Garcia, Gurrentz, and Kreider 2021).2° The cumulative percent of divorced

We describe the sub-sample of the PSID sample in Appendix C.1. Figure C1 depicts the underlying raw data, the
resulting normal distribution of log-wages, and the distribution of within-couple wage differences in the data and in
the estimated distribution.

*The calculation of the divorce probability by marriage duration in Mayol-Garcia, Gurrentz, and Kreider (2021) is
based on the Social Security Administration Supplement to the Survey of Income and Program Participation (2014
Panel, Wave 1).
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first marriages in 2014 is shown in Figure 3. Finally, we calculate maintenance payments using
the PSID, restricting the sample to divorced fathers between 1999 and 2019. We compute the
average share of their labor income paid as maintenance payments, which is the sum of child
support and alimony payments, to be 10%. We find that 98% of the amount of maintenance

payments are child support payments.

Table 7: Preset and directly estimated parameters of the model

Parameter Value Reference

Initial age 23 Voena (2015)

Years in each period 3

Number of working periods (7') 13

Number of retirement periods (7r) 5

Age at child bearing 26 & 29 PSID

Annual discount factor 0.98 Attanasio, Low, and Sanchez-Marcos (2008)
Annual interest rate 0.02

Bargaining weight (u) 1

Equivalence scale (e(-)) McClements scale (see Foerster 2022)
-1 child 1.23

- 2 children 1.46

Economies of scale (p) 1.4023 McClements scale (see Voena 2015)

Weekly work hours 0, 20, 30, 40, 50

Log-wage level (¢o) 1.7918 lowest wage $6

Log-wage slope (¢1) 0.2663 highest wage $65.9 (95th-percentile, PSID)
Replacement rate v, 0.41 OECD (2013)

Working hours (for retirement) h 32.42 ATUS-CPS

Maintenance payments (share 6) 0.1 PSID

Exogenous divorce probability (pdi¥) see Fig. 3 Mayol-Garcia, Gurrentz, and Kreider (2021)
Degree of overoptimism («) 0.0

Share of overoptimistic couples (S,) 60.83% Campbell, Wright, and Flores (2012)

Overoptimism. We use the empirical evidence on probabilistic divorce expectations provided
by Campbell, Wright, and Flores (2012). They interviewed first-married, female survey partic-
ipants within their first two years of marriage and find an average expected likelihood to get
divorced from their current spouse of 13.2%. Relying on their results, we assume that men have
identical divorce expectations. Furthermore, we assume that both spouses within a couple have
the same expectations, as described in Section 4.6.> For the ease of the underlying analysis, we
assume that overoptimistic couples do not expect divorce to take place at all, i.e., o« = 0 given its
definition in Section 4.6. Combining the assumptions with the cumulative divorce probability

#Tn future research, we intend to investigate heterogeneity in expectations within couples because it would affect
the magnitude of within-couple specialization, as shown in an earlier version of this project.
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over the life-cycle, which is 33.7%, allows us to determine the share of overoptimistic couples

13.2%
33.7%

of the couple is uncorrelated with the initial conditions.

within the population: S, =1 — = 0.6083.2 We further assume that the expectation type

Figure 3: Cumulative percent of divorced first marriages by marital age in 2014
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Notes: Based on Figure 7 in Mayol-Garcia, Gurrentz, and Kreider (2021), U.S. Census Bureau which uses the Social Security
Administration Supplement to the Survey of Income and Program Participation, 2014 Panel — Wave 1.
The resulting cumulative divorce probability over the entire life-cycle is given by 33.7% after 39 years of marriage.

Government policies. We model the tax and transfer system as a composition of the labor in-
come tax liability modeled through the widely used parametric form following Bénabou (2002)
and Heathcote, Storesletten, and Violante (2017), the Earned Income Tax Credit (EITC), and wel-
fare receipt. We implement the estimated functional forms of Guner, Kaygusuz, and Ventura
(2023). Details are provided in the Appendix C.2.

5.4 Internally calibrated parameters

The remaining parameters of the model are internally calibrated using a grid-search optimization
routine. They consist of five parameters that govern the preferences for consumption, leisure,
and the home-produced good (7, 7, ¥m, V¢, k), three parameters for the functional form of b(k;),
namely (b1, ba, b3), four parameters of the production function of the home-produced good dur-
ing marriage and after divorce (a‘}i”, ad a, ), and, finally, three parameters (ps, (1, C2) that de-

termine the evolution of human capital and thereby affecting life-cycle wage profiles (cf. equa-
tion (6)).

8S, matters for the calibration of the internal parameters in Section 5.4, for aggregate outcomes in Section 6.5, and
the aggregate welfare effects in Section 7.
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Our targeted moments are the life-cycle profiles of market work and home production hours
conditional on gender and marital status. In addition, we target wage profiles conditional on
gender. By using the entire life-cycle structure, we rely on 182 data moments in our internal

calibration. The resulting parameters are presented in Table 8.7

Table 8: Internally calibrated parameters of the model

Parameter Value
Utility function

Consumption curvature (1) 1.35
Leisure curvature () 1.9
Leisure level - men (¢r,) 1.2
Leisure level - women (¢¢) 1.0
Home produced good curvature (x) 15
Home produced good level (b;) 0.12
Home produced good level - child 1 (bs) 0.18
Home produced good level - child 2 multiplier (b3) 0.07
Home production

Female productivity within marriage (a) 0.54
Complementarity of home production hours w/in marriage (o) 0.8
Male productivity after divorce (a®) 0.25
Female productivity after divorce (a?f“) 0.25
Human capital evolution

Human capital depreciation (ps) 0.25
Human capital accumulation - baseline (¢;) 0.027
Human capital accumulation - age-dependency (¢2) -0.0017

Before turning to the model fit, we briefly discuss the functional form assumptions of b(k;), the mul-
tiplier on the utility derived from the consumption of the home-produced good (cf. Section 4.1).
We allow this utility to depend on the age of the youngest child ac; and the number of children
in the household nc;, summarized by k: = (ac, nc:). We make the following assumptions about
its underlying form: First, if no child below the age of 18 currently lives in the household, we
denote k; = (0,0) and we assume b((0,0)) = b;. Second, in period ¢ = 2, the first child is born
which is denoted by k; = (1,1) and we assume that b(k:g) = by. Third, in period ¢t = 3, the
second child is born into the family denoted by k3 = (1,2) and as no more children are born
ks =(2,2), ks = (3,2), ... We assume the following functional form for the time period with two
children: b((ac, 2)) = by +b3(7—ac;). For example, if k3, we get b((1,2)) = by +6-bs. Note that if
ac; > 6, the youngest child is above 18 years old and hence, b((O, 0)) = b;. This functional form
is motivated by its simplicity as it requires only three parameters and, in addition, replicates the

data well, as shown in the following subsection.

*We visualize the Markovian human capital transition probabilities 7wy (hit, t), Tstay (hit, t), and Taown (hit, t), im-
plied by the parameters ps, (1, and (2, for all market hours over the life-cycle in Figure C3.
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5.5 Model fit

Fit of targeted moments. Figure 4 presents the model fit by comparing the simulated model
moments with the targeted, empirical counterparts from the ATUS-CPS and PSID. We calcu-
late the model moments by simulating rational and overoptimistic couples 50,000 times, draw-
ing both spouses’ initial wages from the initial joint wage distribution, the exogenous divorce
shocks, and the permanent wage shocks defined through the human capital transition probabil-
ities. We then calculate the respective moments for overoptimistic and rational couples to finally

weigh them with their respective population size, i.e., with S, and 1 — S,

As visible in Figure 4, the model matches the data fairly well, although it faces tension to match
both male labor supply in divorce and during marriage — average market hours of married men
tend to be too low over the life-cycle while they are too high for male divorced spouses. In
addition, the model predicts lower female work hours during marriage after the arrival of the
second child compared to the data. However, the model matches the hours of home production
well across gender and marital status (see Figures 4c and 4d). Time allocation decisions within
couples are driven by wage differences, the degree of complementarity of home production (o),
and the difference in the home productivity of both spouses within marriage (a). The calibration
determines women to be slightly more productive in home production (a = 0.54) to match the
average within-couple difference in home production hours between men and women. We do
not incorporate gender differences in the parameters of the wage process ¢ and ¢; (see Table 7)
nor in the parameters that govern the evolution of human capital ps, (1, and (2. The implied
gender differences in the wage profiles in Figure 4 originate entirely from selection into work
and into different levels of market hours.

External validity: non-targeted moment. Campbell, Wright, and Flores (2012) provide us with
an additional data moment that we did not target in our internal calibration: the correlation be-
tween participating in the labor market and the probabilistic divorce expectations for women.
In fact, Campbell, Wright, and Flores (2012) run a regression (see their Table 3, p. 118) with
probabilistic divorce expectations as the dependent variable and labor force participation as an
independent variable adding other controls such as parental divorce, religiosity, commitment
measures, length of cohabitation before marriage, etc. They find that women who are employed
have probabilistic divorce expectations that are 7.7 percentage points higher compared to women
who are not employed. We replicate the same measure using our model. As their female survey
participants were on average 27.3 years old, we use female employment in period ¢t = 2, which
reflects age 26 to 28. We include the formal definition of the measure in the Appendix C.4. Our
model replicates their finding: our simulation implies that employed women in period ¢ = 2
have, on average, a 5.2 percentage point higher divorce expectation compared to those women
who do not work. The reason is that rational women are more likely to participate in the labor

market as they correctly anticipate the value of human capital and assets given their accurate
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Figure 4: Model fit of targeted life-cycle profiles
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Notes: For the model outcomes, we simulate life-cycle profiles of 50,000 overoptimistic and rational couples which are then
weighted with their respective population share to calculate the population moments (for overoptimistic couples with S,, and for
rational couples with 1 —S,). For the wage profiles, we pool married and divorced men, respectively women. The data outcomes
of market hours and home production hours are produced from ATUS-CPS 2003 — 2019. Wage profiles are based on the PSID
1999 — 2019. More information on the data can be found in Section 5.1.
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divorce expectations. As our model predicts a smaller difference (5.2pp) compared to the data
(7.7pp), our model slightly under-predicts the difference in participation of rational and overop-

timistic married women.

6 Effects of overoptimism

To grasp the behavioral differences between overoptimistic and rational couples, let us first sum-
marize the gains from marriage these couples experience in the model. Overoptimistic couples
do not expect to lose these gains due to divorce, which shapes their behavior. So, first, both
spouses derive utility from the home-produced good within marriage. Hence, being married
allows the couple to reap efficiency gains from specialization. Second, spouses can insure each
other against a permanent wage shock by increasing their market hours. Third, couples ben-
efit from economies of scale in consumption. An additional difference compared to divorced
men — but not compared to divorced women — is the presence of children, which scales down
consumption by e(k:) but increases the utility derived from the home-produced good through
the multiplicative effect b(k;). Thereby, returns to specialization within the couple are amplified
when children are young, i.e., b(k:) is highest.

6.1 How do overoptimistic couples behave differently?

Table 9 summarizes the differences in time allocation, private consumption, and consumption
of the home-produced good between overoptimistic and rational couples. For both types of
couples, we aggregate the respective outcome, e.g., market work hours, over the simulated pop-
ulation and the entire life-cycle or the time of marriage and then compute the differences with
rational couples as the baseline. Over the entire life-cycle, market hours decrease for women by
3.4% (0.92 h/week) and for men by 2.4% (0.97 h/week). Hours are reallocated towards home
production and leisure. This leads to lower private consumption and higher consumption of the
home-produced good. Figure D4 in the Appendix shows the life-cycle profiles of all five out-
comes for women and men with rational and overoptimistic expectations. The effects are driven

by pronounced differences in behavior during marriage.

Within-couple specialization. Focusing on average outcomes by gender masks the importance
of initial human capital differences within the couple. Therefore, to pin down differences of ra-
tional and overoptimistic couples in their degree of specialization, we compute the differences
in the time allocation during marriage for spouses with the initially lower and those with the
initially higher wage within their couple, presented in the last two rows of Table 930 Initially

lower-wage spouses in overoptimistic couples have substantially lower market hours within

*¥Due to the discreteness of the human capital grid, in some couples spouses have the same initial wage. We include
results for them in Table D6. Their degree of specialization depends only on gender differences in home production
productivity and the realizations of the human capital shock.
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Table 9: Difference in behavior and consumption between overoptimists and rationals

Market work ~ Home production Leisure Consumption Home-prod. good
%  h/week % h/week %  h/week % Yo
Entire working life
Women -3.4 -0.92 1.7 0.54 1.5 0.38 -2.2 24
Men 24 -0.97 3.6 0.59 14 0.38 -2.1 25
During marriage
Women -4.8 -1.19 2.2 0.70 1.8 0.49 -2.3 2.6
Men -3.3 -1.33 5.1 0.81 1.8 0.52 2.3 2.6
Initially lower-wage spouse  -17.8  -2.98 5.8 222 2.6 0.76 24 2.7
Initially higher-wage spouse 0.7 0.32 5.7 -0.63 1.2 0.31 24 2.7

Notes: Results are based on a simulation sample of 50,000 rational and overoptimistic households. The results are derived by
summing up the respective outcome measure over the entire life-cycle and over the entire sample, .., women or men, assuming
either rational or overoptimistic expectations. Then, we calculate the %-difference or the difference in hours/week in the aggregate
sums using rational expectations as the base. There exist couples, in which both spouses initially have the same wage due to the
discreteness of the human capital grid (17.7%). In the data these couples rarely exist (see Table C1). Table D6 contains results
for this group.

marriage than those in rational couples with a difference of -17.8% or -2.98 h/week. In contrast,
overoptimism leads to 0.7% higher market hours for the initially higher-wage spouses. There-
fore, with overoptimistic expectations, the lower-wage spouse invests more time into home pro-
duction (+2.22 h/week) overcompensating the lower involvement in home production by the
higher-wage spouse (-0.63 h/week). Finally, both spouses consume higher leisure.

We observe that conditional on initial wage differences overoptimistic couples specialize more
than rational couples. We confirm this result by computing two measures of within-couple spe-
cialization, independently of their initial wages: the average absolute within-couple difference
in market hours as well as in home production hours. Table 10 shows that the within-couple dif-
ference in market hours is 8.2% or 2.8 h/week higher in overoptimistic couples than in rational
ones. This difference is mirrored by higher specialization in home production in overoptimistic
couples (7.4% or 2.3 h/week).

Figure 5 depicts the within-couple differences in market and home production hours over the
life-cycle.’! The larger specialization of overoptimistic couples is particularly pronounced at the
beginning of the life-cycle, with its peak at the first child’s birth in ¢ = 2. The early years of life
are also the time with the highest wage growth, thereby, implying large returns to specialization
— to ensure that one partner builds a career — but also to building up human capital as insurance

in anticipation of a potential divorce.

The measure of absolute within-couple differences is gender neutral. In the Appendix in Fig-
ure D7, we plot the distribution of the difference in male and female market and home produc-

*Figure D5 shows the averages for market and home production hours over the life-cycle.
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Table 10: Specialization of overoptimistic and rational couples within marriage

Average absolute within-couple difference in ...

... market hours/week ... home production hours/week
Rational couples 34.24 31.23
Overoptimistic couples 37.04 33.54
Difference in hours/week 2.80 2.31
% Difference 8.18 7.38

Notes: Results are based on a simulation sample of 50,000 rational and overoptimistic households. We calculate the measure as
follows: We calculate the average (over couples and time) absolute within-couple difference of market hours (home production
hours) for overoptimistic couples as well as rational couples.

tion hours in ¢ = 2 and ¢ = 5. Overoptimistic couples outweigh rational couples at both ends of
the distribution implying that the increased specialization depends on the relative productivity

in the market and at home.

The reason for the higher specialization of overoptimistic couples is that both spouses in an
overoptimistic couple neglect their divorce risk. For both spouses, the accumulation of human
capital would be a way to self-insure against the case of divorce and thereby overoptimistic
spouses perceive the return to market hours to be lower compared to the (correct) perception
of both spouses in a rational couple. The insurance value of acquiring human capital is higher
for the lower-wage spouse. To prepare for the case of divorce through higher market hours, a
rational couple forgoes the consumption of the home-produced good as there is less time left to
provide such a good within their marriage. They also give up on leisure to rather accumulate
human capital through market hours. If the true divorce likelihood was zero, rational couples
would behave like overoptimistic ones and specialize more compared to their behavior with a
positive divorce likelihood. Therefore, by neglecting the possibility of divorce, overoptimistic

couples reap benefits from specialization within marriage.

Heterogeneous responses by initial human capital and gender. Next, we focus on differences
in behavior when conditioning on two time-independent characteristics: gender and the initial
wage combination of the couple, i.e., if the female spouse had the initially (i) lower wage, (ii)
higher wage, or (iii) same wage compared to her husband. Table 11 summarizes the differences
in behavior and consumption of men and women in rational and overoptimistic couples if we

focus on groups (i) and (ii).*?

We observe strong specialization patterns along the gender dimen-
sion once we condition on these groups of couples. In group (i), female, lower-wage spouses
in overoptimistic couples have substantially lower market hours during marriage compared to
those in rational couples (-17.3% or -2.33 h/week). In turn, their home production hours are

1.71 h/week higher, which counterbalances lower home production of their spouses. This leads

*Table D6 shows the results for the group (iii).
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Figure 5: Difference of the average absolute within-couple difference of market and home pro-
duction hours per week between overoptimistic and rational couples
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Notes: Results are based on a simulation sample of 50,000 rational and overoptimistic households. We calculate the measure
as follows: For each time period t, we calculate the average absolute within-couple difference of market hours (home production
hours) for overoptimistic couples as well as rational couples. Then, we take the measure of the overoptimistic couples and subtract
the one of the rational couples. We plot the average absolute within-couple differences for both hours measures and expectation
type in Figure D5.

to higher consumption of the home-produced good and lower private consumption due to a
lower household income. After divorce, women, who lived in an overoptimistic couple, still
work slightly less as they have lower human capital, therefore, allocating their time to home
production.

In group (ii), which consists of couples with an initially higher-wage female spouse, we observe
the reversed pattern: men in overoptimistic couples have drastically lower market hours than
those in rational couples, and to a lesser extent, the opposite for women. The differences in
home production hours are large: overoptimistic women invest almost 7% (-1.16 h/week) less
than rational women. However, their male spouses outweigh this by investing 10.6% more (3.24
h/week). The stronger responses compared to those in group (i) are due to the complementarity
of home production hours within marriage (cf. eq. (2) and o = 0.8) combined with higher home
production hours of women in group (ii) compared to hours of men in group (i), due to the
higher female productivity at home.

After divorce, overoptimistic men in group (ii) suffer a large consumption drop, but invest more
time in market work and less in home production compared to rational divorced men with the
aim to build up human capital. This behavior differs from the response of initially lower-wage,
overoptimistic women, i.e., women in group (i). The reason is an important difference between

men and women: children keep living with their mother after divorce. Hence, the mother expe-
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Table 11: Difference in behavior and consumption between overoptimists and rationals — Cou-
ples with different initial human capital (in %)

Market work  Home production Leisure Consumption Home-prod. good
% h/week % h/week %  h/week % %
(i) Initially lower female wage
Entire working life
Women -100  -1.81 3.4 1.32 1.8 0.49 2.2 2.3
Men 0.1 0.05 -2.5 -0.27 0.9 0.23 -1.5 24
During marriage
Women -173 -2.33 4.1 171 2.2 0.62 -2.0 2.5
Men 0.1 0.06 -4.4 -0.36 1.1 0.31 -2.0 2.5
After divorce
Women -0.7 -0.21 0.4 0.12 0.4 0.09 -3.0 0.4
Men 0.0 0.02 0.0 -0.01 0.0 -0.01 -0.1 0.0
(ii) Initially higher female wage
Entire working life
Women 1.6 0.67 -4.7 -0.90 1.0 0.22 24 3.0
Men -11.0 -3.13 8.7 2.39 2.6 0.74 -34 3.0
During marriage
Women 1.9 0.85 -6.9 -1.16 13 0.31 -3.1 3.3
Men -185 428  10.6 3.24 3.5 1.04 -3.1 3.3
After divorce
Women 0.4 0.13 -0.3 -0.08 -02  -0.05 0.0 -0.3
Men 0.9 0.41 -1.2 -0.20 -0.9  -0.20 -4.5 -1.2

Notes: Results are based on a simulation sample of 50,000 rational and overoptimistic households. The results are derived by
summing up the respective outcome measure over the entire life-cycle and over the entire sample, e.g., women or men, assuming
either rational or overoptimistic expectations. Then, we calculate the %-difference or the difference in hours/week in the aggregate
sums using rational expectations as the base. There exist couples in which both spouses initially have the same wage due to the
discreteness of the human capital grid (17.7%). In the data these couples rarely exist (see Table C1). Table D6 contains results
for this group.

riences a sharp drop in consumption because it is scaled down by e(k;), although she receives
child support from her ex-spouse. In addition, her utility derived from the home-produced good
is scaled up by the presence of children through b(k:).

Therefore, lower-wage female spouses can rely on home production as an additional insurance
device after divorce. Lower-wage male spouses are, thus, more dependent on the accumulation
of human capital to ensure their well-being after divorce. This differential incentive also explains
the stronger specialization patterns induced by overoptimistic expectations for couples with an
initially lower-wage male spouse (group (ii)) compared to couples with an ex-ante lower-wage

female spouses (group (i)).
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Within-couple wage inequality. An endogenous consequence of higher specialization of cou-
ples is the higher within-couple wage inequality. Table 12 presents the average of the absolute
difference of female and male spousal wages during marriage. It amounts to $21.5 for rational
couples and increases by 3.58% to $22.27 for overoptimistic couples. We further observe that
within-couple wage inequality is largest for couples in which the female spouse had the ini-
tially lower wage, while the difference between rational and overoptimistic couples is largest for
couples with an initially lower male wage (5.60%).

Table 12: Within-couple wage inequality during marriage

Rational couples overoptimistic couples Difference in %

Entire population 21.50 22.27 3.58
Couples with ...

... initially lower female wage 23.99 24.63 2.70
... initially higher female wage 21.18 22.36 5.60
... initially same wage 14.34 14.84 3.53

Notes: We calculate the within-couple wage inequality by taking the absolute difference of female and male spousal wages for
each couple in each period and then average over all rational, respectively overoptimistic, couples and their life-cycles as long as
they stay married.

Figure 6: Difference in within-couple market and home production hours by initial human capi-
tal ratio (per week)
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Notes: We fix the initial male human capital to K,, = 4, representing the median initial male wage. Female human capital
varies along the horizontal axis. The within-couple hours difference is given by female - male hours.

Heterogeneous responses by magnitudes of the initial wage difference. The magnitude of
the initial wage difference proxies the potential gains from specialization within marriage. There-
fore, we visualize the specialization of couples conditional on their respective initial human cap-
ital. First, Figure 6 plots the average within-couple difference of female market (home produc-
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tion) hours minus male market (home production) hours for overoptimistic and rational cou-
ples by human capital ratios, where we fix the initial male human capital to the median value
(K., = 4), while the female initial human capital varies.?®> Figure 6a shows that the spouse with
the initially lower human capital works less in the market: for values of the human capital ra-
tio on the horizontal axis that are smaller (larger) than one, the difference is negative (positive)
implying that female spouse works less (more) in the market. For the exact same initial human
capital, women work slightly less due to their higher productivity at home. Figure 6b shows
that the differences in home production hours mirrors those in market hours. Importantly, we
observe that specialization is larger in overoptimistic couples than in rational couples as the
differences in market hours are more negative for human capital ratios below one and more
positive for ratios above one. The difference between overoptimistic and rational couples is am-
plified by larger wage differences. Figure D8 presents the difference of the measures in Figure 6

for overoptimistic and rational couples over the entire human capital space of both spouses.

How do assets and human capital adjust? The substantial differences in market hours of the
lower-wage spouses in overoptimistic and rational couples are driven not only by different per-
ceived returns to human capital but also by a lower perceived marginal value of assets. Savings
are an additional way to insure against consumption drops after divorce.** Neglecting divorce
implies lower incentives to save, which, ceteris paribus, implies higher incentives for contempo-
raneous private consumption, consumption of the home-produced good and leisure. Hence, the

couple allocates more time towards home production.

Table 13 summarizes the %-differences in the average asset and human capital levels between
rational and overoptimistic couples at the time of divorce and of divorcees when entering re-
tirement. An overoptimistic couple has about 28% lower assets upon divorce. Overoptimistic
couples with initial wage differences have a higher incentive to specialize compared to couples
with similar initial wages. This leads to a stronger decline in their household income, lowering
their assets substantially more (-30.2% and -37.3% compared to -2.8%). For initially lower-wage
divorced spouses, the difference in assets persists even until retirement with differences of -3.3%
for women and -5.6% for men. It is especially difficult for them to catch up to their rational coun-
terparts as they also suffer from lower wages upon divorce: -5.4% for women and -6.9% for men.
The higher-wage spouses can almost entirely catch up in their asset accumulation after divorce
due to their sustained and high human capital levels upon divorce. In sum, Table 13 shows the
worse conditions that overoptimistic spouses face upon divorce, which is especially true for the
more vulnerable, lower-wage spouses within each couple.

FFigure D6 depicts the same plots for fixed initial female human capital.
*There are no different incentives for both spouses about who consumes their savings after divorce versus during
marriage as we assume an equal asset split after divorce and a uniform bargaining weight.
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Table 13: Difference in assets and wages upon divorce and at retirement (in %)

Upon divorce At retirement

Assets Wages Assets Wages

Entire population

Women -27.85 222 -1.80 -2.08
Men 2785 -1.36 -1.36 -1.17
Initially lower female wage

Women -3020 539  -334 493
Men -30.20  0.02 -0.11 0.00

Initially higher female wage

Women -37.26  0.25 -0.14 0.32
Men -37.26  -6.94 -5.63 -5.15

Initially same wage

Women -2.78 -1.32 -0.70 -1.12
Men -2.78 -0.93 -0.85 -0.77

Notes: We calculate the average asset as well as individual human capital levels upon divorce and at retirement for rational and
overoptimistic couples. Then we calculate the %-change between the average of overoptimistic couples and the average of rational
ones (with rational as baseline).

When divorce occurs matters. A divorce of an overoptimistic couple, that occurs later in life,
has two implications compared to an earlier divorce: on the one hand, the couple had more time
during marriage to specialize and reap the benefits of specialization. But, on the other hand, this
also implies worse conditions in terms of assets and human capital upon divorce, which affects

primarily the initially lower-wage spouse.

Summary of the effects of overoptimism for household behavior. In short, an overoptimistic
couple agrees that the lower-wage spouse works less in the labor market and instead invest
more time into the production of the home-produced good compared to a rational couple. This
allows the higher-wage spouse to invest less time into home production, and marginally more
into market hours. Both spouses also enjoy higher leisure. All of this happens because the cou-
ple underestimates the value of self-insurance through assets and human capital and, therefore,
willingly accumulates fewer assets and less human capital. If divorce risk was taken into consid-
eration, the incentive to insure would be higher for the spouse with the currently lower human
capital level. Neglecting the need for self-insurance, allows the couples to reduce the sum of
their market hours and allocate market hours more strongly according to their productivity dif-
ferences within marriage, leading to higher specialization in home production and market hours.
In sum, this leads to lower levels of consumption, higher levels of leisure, and higher levels of
the home-produced good within marriage but also to lower savings. Upon divorce, lower-wage
overoptimistic spouses unexpectedly enter the new period of life with lower assets and human
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capital compared to a spouse who lived in a rational couple.

6.2 Net income distribution of divorced mothers

The impact of overoptimistic expectations during marriage propagates even after divorce. Di-
vorced mothers are particularly affected by poverty in the data: the U.S. Census Bureau reports
that in 2016, 20% of women who divorced within the last 12 months have a household income
below the poverty level in comparison to 11% for recently divorced men and 8% for married
women (Mayol-Garcfa, Gurrentz, and Kreider 2021). We focus on mothers, who get divorced
after having been with their spouse for at least 12 years, i.e., who faces a divorce between age
35 and 43, which covers 8.6% of the female population in our economy. Figure 7 shows their
weekly net income distribution at the age 47 to 49. The net income distribution comprises after-
tax labor income plus received maintenance payments. The net income distribution of divorced,
previously overoptimistic women (in orange) exhibits a larger mass at smaller incomes than the
distribution of divorced, rational women (in blue). Hence, even years after divorce, the missing
insurance implied by overoptimistic divorce expectations during marriage still has a negative
impact on the net income of the most vulnerable. Therefore, our results imply that overopti-
mistic divorce expectations are a possible key explanation for the persistent poverty of divorced
mothers.

Figure 7: Net weekly household income of divorced women at the age 47 — 49 who got divorced
between 35 and 43
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Notes: Results are based on a simulation sample of 50,000 rational and overoptimistic households. The net weekly household

income is the sum of after-tax labor income (incl. welfare and EITC) and maintenance payments received from the ex-spouse.
Women either lived in an overoptimistic or rational couple.
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6.3 Gender inequality

Overoptimistic divorce expectations increase within-couple wage inequality. But what are the
implications for gender inequality, measured by the gender wage or earnings gap? We calculate
both measures focusing on either overoptimistic couples or rational couples. We compute the
average wages and gross earnings as the mean over all individuals and all time periods sepa-
rately for both gender. Overoptimism explains only a small part of the observed gender gaps.
The primary reason is that overoptimism leads to higher within-couple wage inequality in la-
bor market outcomes at the expense of the initially lower-wage spouse. Hence, in some couples
it favors the higher-wage female spouse and in others the higher-wage male spouse. The two
forces counterbalance when calculating the gender gaps. Yet, the gender wage gap and the gen-
der earnings gap are substantially larger due to overoptimistic expectations in couples with an

initially lower-wage female spouse (by 3.59% and 3.12% respectively, see Table D7).

6.4 Welfare effects of an information treatment

To evaluate welfare effects of overoptimistic divorce expectations, we consider an information
treatment that induces the previously overoptimistic couples to use rational, correct expectations
throughout their marriage. Would spouses in an overoptimistic couple benefit from this and
if so, by how much? We take the paternalistic perspective of a social planner and apply the
actual divorce probabilities that couples face over the life-cycle (pfi’) to compute, first, the ex-
ante expected welfare of an information treatment for overoptimistic couples and, second, the
respective ex-post realized welfare conditional on staying married throughout life or ever getting

divorced.

Ex-ante expected (paternalistic) welfare. We adopt the approach of, for example, Balleer et al.
(2021) and Exler et al. (2022), and calculate the consumption equivalence variation of a spouse in
an overoptimistic couple due to the information treatment. By construction, the overoptimistic
couple benefits from the information treatment because without learning the truth, their deci-

sions would be based on biased expectations. But this does not necessarily need to hold at the

Table 14: Differences in gender gaps

Gender wage Gender wage gap Gender earnings
gap (%) cond. on pos. hours (%) gap (%)
Entire population
rational couples 28.38 20.01 43.65
overoptimistic couples 28.75 20.04 43.72
Increase of gender gap in % 1.32 0.14 0.41

Notes: Values for rationals and overoptimists are given by the difference of male life-cycle averages and female life-cycle averages.
Both averages are normalized such that the male life-cycle averages are 100. Increase in % captures the increase in the gender
gap moving from rational expectations to overoptimistic expectations.
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individual level, which is a novel feature compared to single-agent models used in the previous
literature on overoptimistic expectations. We define the consumption equivalence variation ¢ as
the increase in per-period consumption of an overoptimistic individual ¢ € {f, m} to make the
individual as well off as after the information treatment:

T-l—TR T+TR
EB[Z B i (1 +0) - 15, Q5 ) | =B | D 87 ui (e ;;)], (13)
t=1 t=1
=W2(3) =Wr

where E{j indicates rational expectations, indicated by r and taken from the perspective of pe-
riod 0, u; represents either u"*" or uf"’ depending on the marital status of the individual, ¢g,
chy, 19, and I7, represent the consumption and leisure choices given overoptimistic and rational
expectations, and @Y, and Q7, represent the consumption of the home-produced good, which do
not depend on ¢ during marriage. The calculation is conditional on the same initial conditions
in assets and both spouses” human capital. Hence, we calculate it for each simulated couple and
average it by gender. In addition, we condition on groups of couples with different initial human

capital combinations.

Table 15: Paternalistic ex-ante welfare of an information treatment for overoptimists in % by gen-
der (6 - 100)

All  initially lower female wage initially higher female wage same initial wage

Women 0.26 0.41 0.07 0.06
Men 0.29 -0.04 1.06 0.09
Population shares  100% 54.8% 27.5% 17.7%

Notes: Paternalistic welfare of an information treatment expressed as consumption equivalence variation (CEV) relative to
benchmark of overoptimistic divorce expectations.

The first column in Table 15 shows that, on average, both spouses gain from learning about the
true divorce probabilities.*> Once we condition on groups of couples with different combinations
of initial human capital, we find stark differences: first, in couples with initially lower-wage
female spouses, men actually lose from the information treatment (-0.04%), i.e., they benefit from
overoptimistic beliefs at the couple level. However, the lower-wage women in these couples gain
substantially more from the information treatment (+0.41%). Second, if men have initially the
lower wage within the couple, the results turn around: women only slightly gain, while men’s

welfare increases significantly by 1.06% in response to the information treatment.

Overall, initial human capital levels within the couple matter a lot: lower-wage spouses gain
substantially more from an information treatment, i.e., overoptimistic expectations hurt specially
the more vulnerable spouses. They work less in the market and provide more home production

*We use a “behind the veil of ignorance” perspective, i.e., spouses do not know their wages yet.
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hours during marriage, implying lower human capital upon divorce. As overoptimistic couples
also save less, lower-wage spouses are especially hurt by a divorce and face a persistently lower
consumption than a lower-wage divorcee, who lived in a rational couple.

Lower-wage men are affected more strongly compared to lower-wage women because of two
reasons: First, their reduction in market hours are larger during marriage because their marginal
return to an increase in home production hours is more pronounced. The reason is that, in
couples, in which men have an initially lower wage, home production hours are more equally
distributed across gender and home production hours are complementary (see equation (2) with
o = 0.8). Second, after divorce women take care of the children which implies that their home-
produced good receives a larger weight in the utility function compared to divorced men. Hence,
children serve as an insurance device as divorced women can substitute private consumption
with consumption of the home-produced good, outweighing the effect that children consume a
substantial part of mother’s household income.

Ex-post realized welfare. We extend the previous analysis and calculate the consumption equiv-
alence variation as described in equation (13) conditional on the realization of the divorce shock:
first, for couples that get divorced at some point over their life-cycle and second, those couples
who stay married throughout. Table 16 shows that, on average, both spouses in always-married
couples lose from the information treatment. Intuitively, overoptimistic couples do not insure
themselves against the divorce shock and if the shock does not occur over the life, they only reap
the benefits from specialization but do not incur the costs. Therefore, an information treatment is
costly for them if they stay married throughout life. In contrast, spouses who ever get divorced
incur a large welfare gain from the information treatment of 1.06% of consumption equivalence
variation for women and 1.39% for men.

Table 16: Ex-post realized welfare of an information treatment for overoptimists in % by gender
(6 - 100)

All  initially lower female wage initially higher female wage same initial wage
Ever-divorced
Women 1.06 1.85 -0.25 0.38
Men 1.39 -0.20 4.87 0.65
Always-married
Women -0.19 -0.43 0.23 -0.12
Men -0.29 0.04 -1.01 -0.19

Notes: Ex-post realized welfare of an information treatment expressed as consumption equivalence variation (CEV) relative to
benchmark of overoptimistic divorce expectations for couples who either stayed married throughout life or got divorced at some
point.

This highlights the tension between specialization during marriage and sufficient insurance in
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case of divorce. After an information treatment, always-married couples specialize less, which
hurts the lower-wage spouse, while the initially higher-wage spouse is (slightly) better off. Their
household income increases after the information treatment leading to higher private consump-
tion, which is counterbalanced by lower levels of the home-produced good and lower leisure.
The consumption changes are the same for both spouses due to the equal bargaining weight,
but leisure decreases more for the lower-wage spouse, implying higher losses from the informa-
tion treatment. In overoptimistic couples that get divorced at some point over the life-cycle, the
initially lower-wage spouses experience sizeable welfare gains of 1.85% for women and 4.87%
for men from the information treatment. In contrast, their respective higher-wage spouses are
slightly worse off.

6.5 Information treatment: aggregate outcomes

Our quantitative model provides us with a laboratory to evaluate the effects of an information
treatment on aggregate outcomes. In other words, what would happen to the economy if overop-
timistic couples became rational at the beginning of their lives?®®

Table 17: Aggregate changes due to the information treatment

%-change
Savings 7.55
Total market hours worked 1.73
Level of human capital 1.39
Gross labor income 1.35
Gender earnings gap -0.04
Discounted government revenue 3.89

Notes: First, we calculate the respective aggregate statistic using the estimated model with overoptimistic and rational couples
as the sum over the entire life-cycle and the simulated sample. Then, we repeat the exercise for an economy with rational couples.
The resulting %-changes of moving from the baseline environment with S, overoptimistic and 1 — S, rational couples to the
environment with only rational couples is shown in this Table.

In line with the results in Section 6.1, which found overoptimistic couples to save less compared
to rational couples, the aggregate level of savings would increase by 7.55%. In addition, gross la-
bor income, a measure of the Gross Domestic Product (GDP) in this economy, increases by 1.35%
driven by an increase in aggregate hours worked and human capital. Discounted government
revenue would increase by almost 4% because the secondary earners in married couples would
increase their market hours, who face a higher marginal tax rate given joint taxation, leading to

substantial increases in tax revenue. Finally, the gender earnings gap would decrease slightly

*We consider this as an interesting thought experiment because an information treatment might only be a hypo-
thetical exercise: Baker and Emery (1993) also surveyed law students about their divorce expectations and found that
even increasing the knowledge of law students through a course in family law does not diminish their overoptimism
about their marital stability.
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given the counterbalancing effects of market hours increases of female and male lower-earning

spouses.

We believe our results are likely upper-bound effects for two reasons: first, we did not consider
general equilibrium effects, which might mitigate responses, especially savings responses. Sec-
ond, our economy comprises a subgroup of the general population — married couples with two
children — which is particularly prone to higher specialization and the related need for insur-
ance. Hence, we expect the remaining population to respond, on average, less strongly, thereby
mitigating the aggregate effects.

7 Mitigation through policies

The welfare results in Section 6.4 found that overoptimistic divorce expectations, on average,
hurt couples, in particular the less-insured, lower-wage spouses. In this section, we discuss
potential policies which might help to mitigate the implications of overoptimistic expectations,
which may interact with them. First, we examine the shift from a joint to a separate labor income
taxation regime — a well-known policy in the context of joint household decision-making, to
which we contribute novel insights by incorporating the role of overoptimistic expectation bias.
Secondly, we focus on an increase in maintenance payments which represents an ex-spousal
insurance mechanism. Finally, we model the introduction of a Divorce Fund which rather reflects
intra-generational insurance against divorce, i.e., insurance from married couples to those who

get divorced.

7.1 Income taxation: from joint to separate taxation

As specified in our model framework, we assume that couples” income is taxed jointly, consis-
tent with the U.S. tax system for married couples. A frequently discussed policy in the context
of joint-couple decision-making is the comparison between joint and separate income taxation
and their respective labor supply incentives. In particular, separate taxation increases the sec-
ondary earner’s incentive to participate in the labor market, compared to a system of joint taxa-
tion (see e.g. Borella, De Nardi, and Yang (2023), Guner, Kaygusuz, and Ventura (2012) and Bick
and Fuchs-Schiindeln (2018)). In our model, couples characterized by overoptimism exhibit a
stronger degree of specialization than their rational counterparts. In particular, secondary earn-
ers in overoptimistic couples work significantly fewer hours, leading to lower assets and human
capital upon divorce and associated welfare losses. As a result, policies strengthening labor sup-
ply incentives for secondary earners have a disproportionately larger effect on overoptimistic
individuals compared to their rational twins. This is especially relevant because these individu-
als — expecting a lifelong marriage — perceive the policy’s benefits as permanent, unlike rational
couples who account for potential divorce. This provides a novel perspective to a well-studied
tax policy debate by emphasizing how joint taxation amplifies the specialization pattern due to

overoptimism.
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Figure 8: Marginal Tax Rate of Secondary Earner: Separate v.s. Joint Taxation

piG————— 1 = e e s -
15

=10

5

s

] 5

-

»

hics

= 0

5

=Ts)

= 5

=
10 Joint taxation (30k primary earner)

Joint taxation (60k primary earner)

15 = = Joint taxation (90k primary earner)

Separate taxation
10k 20k 30k 40k 50k 60k 70k 80k 90k

Secondary spouse's annual labor income

Notes: Comparison of the marginal labor income tax rate of a married secondary earner under joint and separate taxation using
the tax schedule in Guner, Kaygusuz, and Ventura (2023).

To implement the separate taxation reform, we assume that married couples are taxed individu-
ally based on their own labor income.*” To ensure government budget neutrality, we introduce
a proportional labor income tax on married individuals. This adjustment is calibrated to match

the net government revenue observed in the baseline joint taxation scenario.

Figure 8 shows the resulting marginal tax rates for secondary earners under joint taxation (dashed
lines) for various primary earner incomes, and under separate taxation (solid line). A well-
established result is that, under joint taxation with tax progressivity, secondary earners face
higher marginal tax rates than under separate taxation — especially at the participation margin
—and thus, lower labor supply incentives if taxed jointly. For example, at zero earnings, a sec-
ondary earner deciding whether to enter the labor market faces a marginal tax rate between 11%
and 17% under joint taxation, assuming the primary earner earns between $30k and $90k annu-
ally. Under separate taxation, however, the secondary earner would receive a marginal subsidy
of 17 cents on the first dollar earned.

Switch to separate taxation increases secondary earner’s labor supply. In response to the pol-
icy, work hours increase for both rational and overoptimistic individuals, as shown in Table 18.
Rational individuals increase their weekly hours from 33.76 to 34.48, while over-optimists show
a slightly larger rise — from 32.81 to 33.67. Consequently, the gap in labor supply between the
two groups narrows from 2.81% to 2.35%.

¥To remain neutral with respect to the tax treatment of children, we assign each spouse the average tax rate of a
divorcee with zero and two children, thereby abstracting from within-couple child allocation. The Earned Income
Tax Credit and welfare transfers are held constant at their baseline levels under joint taxation.
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Table 18: Comparison of rational and overoptimistic individuals under joint and separate taxation

Joint Taxation Separate Taxation

Rational ~Overoptimist %-Difference Rational Overoptimist %-Difference

Work hours 33.76 32.81 -2.81 34.48 33.67 -2.35
Primary earner 44.89 45.13 0.53 4495 45.14 0.42
Secondary earner 21.44 19.19 -10.49 22.80 20.88 -8.42

Secondary earner’s

participation rate 0.62 0.56 -9.68 0.67 0.61 -8.96

Work hours (workers) 41.22 41.66 1.07 40.89 41.19 0.73

Home production hours 23.96 24.53 2.38 23.54 24.02 2.04

Leisure hours 26.28 26.66 1.45 25.98 26.31 1.27

Notes: The table displays labor outcomes and optimal time allocation for rational and over-optimists under, both, joint and separate
taxation. ”%-Difference” displays differences between rationality type under a specific tax policy regime.

Notably, these changes are driven primarily by increased labor supply among secondary earners.
In contrast, primary earners” work hours remain largely unaffected by the policy, regardless
of rationality type. Among secondary earners, rational individuals increase their hours from
21.44 to 22.80, while over-optimists show a larger increasefrom 19.19 to 20.88. As a result, the
labor supply gap between rational and overoptimistic secondary earners narrows from 10.49%
to 8.42%.

Importantly, the increase in secondary earners’ labor supply is driven primarily by the exten-
sive margin rather than the intensive margin.*® The participation rate among secondary earners
rises from 62% to 67% for rationals, and from 56% to 61% for over-optimists. Meanwhile, aver-
age hours among working secondary earners slightly decline, reflecting that new labor market

entrants contribute fewer hours per week than incumbent workers.

Consistent with previous studies examining the same policy, we find that its primary effect oc-
curs at the participation margin, where marginal tax rates decline most sharply when shifting

from joint to separate taxation.

As overall work hours increase, home production and leisure hours decrease, as shown in the
last two rows of Table 18. These reductions are more pronounced among over-optimists, nar-
rowing the gap between rational and overoptimistic individuals — from 2.38% to 2.04% for home

production hours, and from 1.45% to 1.27% for leisure hours.

Switch to separate taxation reduces within-couple specialization. The increase in secondary
earners’ work hours leads to a reduction in within-couple disparities in market hours, as shown

in Table 19. For rational couples, the difference decreases from 34.28 to 32.37 hours, while for

%¥We omit participation rates for primary earners, as their near-universal attachment to the labor market is assumed
by construction of their breadwinner role.
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overoptimistic couples, it falls from 37.09 to 34.89 hours. Given the stronger response of overop-
timistic secondary earners — particularly women, who make up two-thirds of couples — this re-
sults in an overall narrowing of the within-couple specialization gap between rationality types,
from 8.21% to 7.69%.

Table 19: Average absolute within-couple difference in market hours

Joint Taxation Separate Taxation %-Difference

Rational couples 34.28 32.37 -5.57
Overoptimistic couples 37.09 34.89 -5.93
Difference in hours/week 2.81 2.48
% Difference 8.21 7.69

Three main mechanisms are at play leading to the described results: First, overoptimistic cou-
ples specialize more than rationals under joint taxation. As a result, overoptimistic secondary
earners have lower earnings and contribute a smaller share to the household income compared
to their rational twins. Hence, they face stronger incentives to increase labor supply in response
to the reform. Second, larger increases in current labor supply imply larger human capital gains
leading to higher future work incentives. Third, over-optimists belief in lifelong marriage leads
them to anticipate to be affected by the regime change throughout life, whereas rationals under-
stand that marriage might come to an end and that the reform will not affect them after divorce.
Combined with the reform-induced increase in the return to human capital for secondary earn-
ers due to lower future marginal taxes, over-optimists anticipate a larger increase in the returns
to human capital from the permanent policy change providing additional incentives to increase
their contemporaneous market hours.

7.2 Ex-spousal insurance: increase in maintenance payments

As pointed out earlier, the overwhelming share of maintenance payments in the US are child
support payments. As we assume that children stay with their mother after divorce, child sup-
port payments flow from male ex-spouses to their former female spouses. In this subsection, we
investigate the effects of a counterfactual increase in the maintenance payments M; = 6 w,;hp

through an increase in § from 10% to § = 20% of the gross labor income of the male ex-spouse.?’

Welfare implications. We evaluate the reform by calculating the implied consumption equiv-
alence variation (CEV) for men and women in rational, respectively, overoptimistic couples in-
duced by the introduction of higher child support (similar to equation 13). Hence, we determine

%1In the PSID, only a negligible share of former spouses pay alimony payments. Therefore, we focus on an expan-
sion of the existing child support payments even though we would expect that an increase in alimony payments that
depends on the difference in human capital at the time of divorce — or as human capital is unobservable, on gross
labor income — would be a better targeted post-marital insurance policy. We intend to investigate this policy in the
future.
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the welfare gain or loss that arises by moving from the baseline scenario to the one with in-
creased child support. Table 20 shows that in both rational and overoptimistic couples, women
substantially gain from the increase in child support, while men lose. The men’s loss in con-
sumption equivalent units is smaller than the women’s gain. The welfare losses of men are
relatively similar across different initial couples” wage combinations, whereas women gain the
most if they have the initially lower wage (by about 6% of CEV). Hence, the model predicts
that there is too little post-marital insurance conditional on spousal wage differences in the US.
The gains are comparable for rationals and overoptimists but slightly larger for overoptimists
because the policy provides additional insurance for female, lower-wage spouses — one group
that is adversely impacted by overoptimistic divorce expectations. Finally, we take a “behind-
the-veil-of-ignorance” perspective along all heterogeneity, implying that neither gender, divorce
expectations type, nor wages are known yet for a newborn, i.e., we average out wages, gen-
der, and the divorce expectations type. We find that aggregate welfare increases by 0.61% of

consumption equivalence variation due to increased child support.

Table 20: Ex-ante expected welfare of an increase in maintenance payments (child support) by gender
and divorce expectation type: consumption equivalence variation in %

All  initially lower female wage initially higher female wage same initial wage
Aggregate Welfare 0.61
Rational couples
Women 4.63 5.93 2.44 3.72
Men -3.42 -3.35 -3.54 -3.44
Overoptimistic couples
Women 4.68 6.09 2.34 3.64
Men -3.46 -3.40 -3.63 -3.41

Notes: Ex-ante expected welfare of an increase in maintenance payments expressed as consumption equivalence variation (CEV)
relative to baseline economy by gender and divorce expectation type.

Behavioral adjustments during marriage. In our setting, overoptimistic couples do not expect
to get divorced which implies that any changes in divorce laws, in particular increases in post-
marital payments, do not affect decisions of married, overoptimistic couples. In contrast, rational
couples anticipate divorce and higher child support and, therefore, adjust their decisions during
marriage. Due to higher income from child support after divorce, the return to human capital in
their lives after divorce decreases for women, leading to lower market hours during marriage.
As a woman receives a larger share of the returns to the couple’s investments into the human
capital of the male ex-spouse, the relative return of investing in her spouse’s human capital
relative to hers increases further. In anticipation of higher child support payments after divorce,

married men work more in the market because the increased payments after divorce require a
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higher human capital to sustain income levels.*’ This leads to higher specialization in couples in
which women are the lower-wage spouse, while it leads to more equal labor market and home
production outcomes in couples with a higher-wage female spouse.

Behavioral adjustments after divorce. Divorcees who previously lived in an overoptimistic or
rational couple only differ in their levels of human capital and assets upon divorce. Therefore,
their behavioral adjustments in response to increased child support are comparable. In general,
due to the higher income through child support, women decrease their market hours and in-
crease their home production, and leisure. Inversely, men increase their working hours driven
by the negative income effect of higher child support payments, which outweighs the substitu-
tion effect that induces them to work fewer hours in the labor market. They further decrease
their home production hours and leisure. The adjustments are largest for divorcees of couples,
in which women were initially the lower-wage spouse. Mechanically in these couples men have,
on average, higher levels of human capital compared to other couples, implying a larger in-
crease in child support payments due to the proportional increase in child support, amplifying
the responses of men and women.

7.3 Within-generational insurance: divorce fund

The welfare results in Section 6.4 highlight the gains from overoptimistic expectations during
marriage and losses after divorce, both of which driven by the lower-wage spouses. This mo-
tivates the introduction of a Divorce Fund, which raises revenue from all married couples and
redistributes to divorcees. We assume that the insurance occurs within a generation and that the
divorce fund is running an inter-temporally balanced budget.*! We consider an annual payment
of $5,200 per year, i.e., $100 per week, to divorcees during their working life. Budget neutrality
requires annual contributions of $3,217.5 by married couples. The divorce fund increases the ef-
fective total tax liability on married couples and decreases it for divorcees. All remaining features
of the tax and transfer system are unchanged. In comparison to the increase in child support, a

divorce fund also affects overoptimistic couples during marriage through their contributions.

Welfare implications. We follow the same approach as in the previous policy experiment and
evaluate the introduction of the divorce fund by calculating the implied consumption equiva-
lence variation (CEV) for men and women in rational, respectively, overoptimistic couples. Both
rational and overoptimistic couples experience a decrease in welfare during marriage, slightly

less pronounced for rational couples. But in case of divorce, couples benefit substantially from

“There exists an opposing substitution effect as the return to human capital decreases in case of divorce as a higher
share of gross labor income needs to be paid as child support. But the income effect dominates the substitution effect.

#In both policy experiments, we abstract from potential concerns of moral hazard, i.e., couples getting divorced
as their outside options after divorce change. We would expect the effect to be more pronounced in the case of a
divorce fund as both spouses receive financial support after divorce while the increase in maintenance payments
has opposing incentives for both spouses. Higher divorce rates due to the introduction of the divorce fund would
increase the contributions during marriage.
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the additional insurance with a stronger impact on overoptimistic individuals, driven by the im-
proved insurance for overoptimistic lower-wage spouses. In fact, both overoptimistic men and
women under the veil of ignorance, i.e., before their individual joint wages are drawn, benefit
from the introduction of the divorce fund: their consumption equivalence variation is 0.17% for
women and 0.10% for men (see Table 21). Women in rational couples also benefit from the in-
creased insurance after divorce with a consumption equivalence variation of 0.09%. Only men in
rational couples are slightly worse off with a decrease in ex-ante expected welfare of -0.01%. Fi-
nally, applying the “behind-the-veil-of-ignorance” perspective by averaging out wages, gender,
and the divorce expectations type, we find that aggregate welfare increases by 0.10%.

Table 21: Ex-ante expected welfare of the introduction of a Divorce Fund by gender and divorce
expectation type: consumption equivalence variation in %

All  initially lower female wage initially higher female wage same initial wage

Aggregate Welfare 0.10

Rational couples

Women 0.09 0.64 -0.73 -0.43
Men -0.01 -0.71 1.36 -0.02
Overoptimistic couples

Women 0.17 0.81 -0.77 -0.45
Men 0.10 -0.74 1.76 0.01

Notes: Ex-ante expected welfare of the introduction of a divorce fund expressed as consumption equivalence variation (CEV)
relative to baseline economy by gender and divorce expectation type.

Behavioral adjustments during marriage. Both overoptimistic and rational couples adjust their
behavior during marriage in response to the contributions to the divorce fund. We observe
largely similar responses among overoptimistic and rational married couples. Due to the lower
household income, both spouses reallocate their time within marriage. First, both decrease
leisure hours to sustain consumption and the level of the home-produced good. The higher-
wage spouse works slightly more on the market but also increases home production as market
hours are limited to 50 hours/week. The lower-wage spouse increases market hours substan-
tially and, therefore, even reduces home production hours. Private consumption and consump-
tion of the home-produced good decrease within marriage. Time reallocations are more pro-
nounced in overoptimistic couples because overoptimistic, lower-wage spouses worked less be-
fore the reform than those in rational couples. In addition, the perceived return to human capital
increases for overoptimistic couples as they expect to stay married for their remaining life and,
therefore, expect to contribute to the divorce fund throughout life.

Behavioral adjustments after divorce. As the policy redistributes resources from currently or

previously married couples to divorcees, it works as an insurance policy against income losses

50



after divorce. The higher post-divorce income allows the divorcees to reduce their market hours
and to reallocate time towards home production and leisure. Private consumption and the level
of the home-produced good increases for all divorcees. The policy implies a stronger insurance
effect for overoptimistic couples than rational couples driven by a more considerable increase in
the post-divorce private consumption of lower-wage spouses. Overoptimistic male lower-wage
spouses also benefit from more substantial increases in their consumption of the home-produced

good.

8 Conclusion

Motivated by our survey evidence showing that many couples are overoptimistic about their
marital stability, this paper connects two rapidly growing strands of the economics literature.
The first studies household decision-making using macro-family models in which couples make
joint decisions. The second incorporates subjective expectations about future states of the world
into individual decision-making. We combine these approaches in a structural household model,
allowing couples to hold overoptimistic expectations about their marital stability when making
joint decisions over time allocation, consumption, and savings. We quantify the model using
U.S. microdata.

Incorporating overoptimism about marital stability leads to higher specialization within mar-
riage and lower self-insurance of the lower-wage spouse through human capital accumulation
and assets, with effects that persist beyond divorce. Therefore, overoptimistic divorce expecta-
tions provide a potential explanation for the high poverty rates observed among divorced single
mothers. From a paternalistic, ex-ante welfare perspective, couples with overoptimistic divorce

expectations would benefit from an information treatment.

We study three policy experiments: First, we analyze a shift from joint to separate income tax-
ation during marriage. Overoptimistic couples respond more strongly to this reform, reducing
within-couple time specialization as secondary earners increase their market hours. Second, an
increase in child support provides post-divorce insurance to mothers with residential custody.
Third, a within-generational insurance policy in the form of a divorce fund that redistributes
resources from married couples to divorcees mitigates the adverse effects of overoptimistic ex-
pectations. Finally, in a counterfactual world without overoptimism, aggregate hours worked,

human capital, and savings would increase substantially.

This paper has been — to the best of our knowledge — the first paper to consider overoptimism
regarding divorce expectations in a structural household model, opening the door to several in-
teresting extensions. To highlight a few avenues for future research, first, introducing learning
about an underlying match type in a limited commitment framework could lead to further re-
finements of our baseline results. Endogenizing divorce in the model would allow to further

incorporate possible changes in divorce incentives due to policy reforms. While such extensions
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may affect the dynamics of beliefs and choices, we expect our main result of higher specializa-
tion within marriage with its persistent effects after divorce to be robust. Second, divorce can
have substantial consequences for children. An important avenue would be to study the interac-
tion between child development and divorce expectations, as changes in time allocation within
marriage and reductions in the custodial mother’s net household income are likely to impact
children’s outcomes. Finally, allowing for heterogeneity in divorce expectations within house-
holds could shed light on intra-household specialization, bargaining, and post-marital poverty.
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Appendix

A Institutional Background
A.1 Asset Division upon Divorce

Currently, three states mandate an equal 50/50 split of assets upon divorce, while the remain-
ing forty-seven states and the District of Columbia impose an equitable division of assets upon
divorce. Among the states with an equitable divorce regime, thirteen states start with a pre-
sumption of equal asset division. Legal decision-makers have discretion in allocating assets and
consider an extensive list of factors such as housecare contribution, labor force attachment, voca-
tional skills, and the ability of each spouse to accumulate capital assets and earnings (Hersch and
Shinall 2020). In practice, equitable divorce regimes assign one-half to two-thirds of the assets to
the primary-earner spouse (Woodhouse 2019).

A.2 Child Support Payments

One of the most recent sources for evaluating child support payments after divorce in the United
States is the April 2017 report of the Child Support Supplement (CSS) derived from the Current
Population Survey (CPS) (Grall 2020). This report encompasses demographic information about
custodial parents in 2018 and child support data, as well as other income details for the 2017
calendar year. In 2017, it was found that 49.4% of all custodial parents had either legal or in-
formal child support agreements in place. Among custodial parents eligible for child support,
approximately 69.8% of them received partial payments, while about 45.9% received the full
child support amount they were owed. The mean annual child support amount received by
the 5.4 million custodial parents who were supposed to receive payments in 2017 was $3,431,

representing, on average, 8.8% of their personal income.

A.3 Child custody

According to data from the 2019 Current Population Survey (CPS), approximately 83.0% of chil-
dren residing with a single custodial parent were found to be living with their mothers (An-
derson, Hemez, and Kreider 2022). These statistics closely mirror the findings from previous
editions of the Child Support Supplements (CSS) within the CPS. In 2013, 82.5% of custodial
parents were mothers, while 17.5% were fathers (Grall 2016).

B Additional information on the Model
B.1 Retirement

In this section, we formalize the value functions of retirement for both married and divorced
couples. The retirement problems differ from those in the pre-retirement phase in several key
dimensions. Notably, retirees do not supply labor hours and, thus, they only allocate their time
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between leisure and home production. Furthermore, married couples do not face divorce risk
any longer during retirement. As a result, expectations regarding divorce become irrelevant,
and the optimization problem for both rational and overoptimistic couples collapses into the
same deterministic problem. Retirees derive their income from assets and pension income. The
latter is defined as the product of the final pre-retirement hourly wage w;r, a fixed population-
wide average of work hours denoted as h, and the retirement replacement rate represented by
vr. Finally, in retirement, there are no maintenance payments, and pension income is taxed
according to the HSV-tax function, and as labor income is zero the EITC becomes irrelevant. The
tax and transfer function including taxes and welfare is denoted by ﬁdi”’m for divorced retirees

and 7™emret for married retirees, respectively.

B.1.1 Problem of the Divorced Retiree

For an individual ¢ € {f, m} that enters retirement as a divorcee, the state space is characterized
by the current assets and the level of human capital which materialized during the final pre-
retirement period 7. This state space formulates as it et = {Ait, Kir}. In each time period, the
retired divorcee makes choices regarding the allocation of time between hours devoted to home
production and leisure. Furthermore, he or she makes choices concerning consumption and
savings. Since assets are constrained by a non-negative savings requirement in the final period,
Airy1, > 0, optimality implies that savings will be zero at the end of life and the terminal value
is given by V,L.‘éfiTR t1ret = 0. The choices made by a retired divorcee at time ¢ summarize as
Litret = {Cit, Qit, lit, Airy1}. The value associated with a retired divorcee, for i € {f, m}, at time ¢
is given by
Vigffet(ﬁit,ret) =max  ul™(ci, Lir, Qit) + B‘/;(tjf17ret(9it+l,ret>

Lit,ret
st. H=ly+qi
cit = wir hvy — T wir hve, k) + (14 7) Aie — A
Airyrn >0, ‘/Yi(f%z;z}',-TR+1,ret = 0.

B.1.2 Problem of the Married Retiree

For a married couple that enters retirement, their state space is characterized by their joint assets
and the respective human capital levels of both spouses in the pre-retirement period 7'. Their
state space formalizes as et = {Ai, K7, K¢7}. In each period, the couple jointly decides
about their respective time allocation of home production and leisure hours. Further, they jointly
decide about their consumption and joint savings. The vector of choices summarizes as t; et =
{emt e, Gme> Qs> lmt, Lpes Aeg1 ). The value of being a retired married couple in period ¢, who

does not face divorce risk, is given by

‘/Z;«ngn(gt,ret) =max [ [U?wr(cft, Lyt Qt)] + up ™ (Cmts bnt, Qt) + BV (g1 ret)

Lt,ret
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st. H=1ly+qy ,ic{f,m}

}l/p

[c?t + by = Wy h vy +wpp hvp — TN wer hvy + wpr B, kt)

+(1+7r)A — A

. marnr .
Arirr =0, VT 410e = 0.

C Additional information on the Quantification
C.1 Initial conditions

PSID sample for the initial conditions. To determine the initial conditions, we restrict our
PSID sample to married couples with women between 23 to 26 years of age while her male
spouse was 23 to 28 years old. This sample restriction allows us to stay close to a couple with
the same initial age in period ¢ = 1 (which is 23 to 25), but still takes into account that men are
on average older than their female spouse and therefore, have higher initial wages. As we might
observe a couple more than once, we average the observed wages for each spouse which reduces

potential measurement error.

Initial assets. We use the PSID sub-sample and truncate the bottom and top 1% of the reported
net wealth levels. Then, we calculate the average level of net savings. The uniform initial asset
level for all married couples amounts to $25700 (in 2016 prices). Since we re-scale one model
period to weekly time use, we also adjust assets by the number of weeks within the three-year

model period, resulting in normalized assets of $165.

Table C1: Population shares of initial human capital combinations within couple

Share of couples with initially ...

... higher female HC ... lower female HC ... same HC

Raw data 33.1% 66.6% 0.3%
Estimated joint log-normal distribution 34.9% 65.1% 0.0%
Discretized joint log-normal distribution 27.5% 54.8% 17.7%

Notes: Based on PSID 1999 — 2019 data. For more information, see the data description above and Section 5.1.

C.2 Government policies: Tax and transfer system

In the modelling and calibration of our tax and transfer system model, we adopt the methodol-
ogy outlined by Guner, Kaygusuz, and Ventura (2023). This method provides a comprehensive
evaluation of the US welfare state, taking into consideration the heterogeneity in marital status
and family composition, which is essential for our model purposes. Specifically, this system is
contingent on the total household income I, the number of children represented by nc which is
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Figure C1: Initial joint wage distribution
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Notes: Based on PSID 1999 — 2019 data. For more information, see the data description above and Section 5.1.

contained in the family composition k = (ac, nc),*?

marital status (categorized as mar for mar-

ried or div for divorced), and gender i for divorcees. Formally, it is denoted as 7" (1, k) for

married couples and 7;4%(I, k) for single individuals of gender i € {f, m}.

Guner, Kaygusuz, and Ventura (2023) normalize household income I by the mean household in-

come in 2004 (~ $60,500) such that I = m Note that we do not apply the same normalization

42Recall the ac is the age of the youngest child, not relevant for the tax-transfer schedule
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in our model. Hence, to use their implementation of the tax and transfer system, we need to use
the normalized household income I in calculating the effective normalized taxes 7T based on the
HSV-tax function, the EITC and welfare. We define those as 7A'm‘“"(f , k) for married couples and
idi”(f , k) for single individuals of gender i € { f, m} such that

Tmar ([, k)« I = T™(I, k),

T (1, k) « I = TA(1,k), i€ {f,m}.

Then, the tax and transfer systems represented by the effective normalized tax functions for both

marital types are defined as

Tmer (I, k) = EITC™™ (I, k) + W™ (I, k) — 7" (I, k) x I,
TA (1, k) = BITCU (I, k) + W (I k) — 7% (I, k) x I, i€ {f,m},

where 7(I, k) denotes the average income tax rate, EITC(I,k) the Earned Income Tax Credits
(EITC), and W (I, k) welfare payments. We describe each of the three components in detail below.
For a more in depth description we refer to Guner, Kaygusuz, and Ventura (2023).

Income Tax Liability The normalized income tax liability 7(I, k) x I is governed by the average
tax rate 7(I, k) with the following widely-used functional specification based on Bénabou (2002)

and Heathcote, Storesletten, and Violante (2017) for married couples and divorcees respectively:

(T k) = Mtet (k) 77 for stat € {mar, div}.

The multiplier A determines the level of the tax schedule, while 7 governs its progressivity. Both
parameters are functions of marital status and the number of children. We utilize estimates
from Guner, Kaygusuz, and Ventura (2023), which are derived from Internal Revenue Service
(IRS) microdata on tax returns for the year 2000, specifically focusing on tax liabilities before
the application of EITC, CTC, and CDCTC credits.* The resulting parameters are presented in
Table C2 and the resulting average tax rate re-scaled to household income I is depicted in Figure
C2a.#

Earned Income Tax Credits (EITC) The EITC is a fully-refundable tax credit for low-income
working households. The EITC is particularly high for working families with children and fol-
lows a humped-shaped subsidy scheme in household income. The functional form writes as

43Currently, we abstract from the Child Tax Credit (CTC) and the Child and Dependent Care Tax Credit (CDCTC).

#To map the tax parameters of Guner, Kaygusuz, and Ventura (2023) into our model, we make the following
assumptions. Firstly, for married couples during their working age, we assign no kids in period one, two kids from
period two onwards, and no kids in retirement. Secondly, for divorced women during their working age, we assume
a constant assignment of two kids, as they can only be divorced from period two onwards, with no kids in retirement.
Meanwhile, we assume that during their working age and retirement, divorce men have zero kids assigned. This also
applies for the EITC and welfare calculations.
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Table C2: Tax Function Parameters

Married Single

no child 2 children nochild 2 children

A 09024 0.9078 0.8815 0.9227
0.0569 0.0596 0.0356 0.0351

Notes: Tax function parameters from Guner, Kaygusuz, and Ventura (2023)

follows:

EITC*"Y(], k) = max { CAP*'™ (k) — max {slope}'™ (k) x (bendi'™ (k) — earnings),0}

— max{slopes'™ (k) x (earnings — bend3'**(k)) ,0},0 }, stat € {mar, div},

where C' AP denotes the maximum credit level, bend; and bendsy are the threshold levels that de-
termine the zones of increase and decrease, respectively, while the parameters slope; and slopes
represent the rates at which the credit increases and subsequently declines as a function of house-
hold income. The corresponding parameter values are summarized in Table C3 and the shape of
the EITC by marital status and family composition is depicted in Figure C2b.

Table C3: EITC Parameters

CAP sloper bend; slopes bends
Married No children 0.006 0.076 0.085 0.076 0.122
2 or 3 children 0.071 0399 0.178 0.21 0.248

Single No children 0.006 0.076 0.085 0.076 0.105
2 or 3 children 0.071 0.399 0.178 0.21 0.232

Notes: EITC parameters from Guner, Kaygusuz, and Ventura (2023)

Welfare Payments The welfare payments estimated by Guner, Kaygusuz, and Ventura (2023)
approximates a range of U.S. cash or in-kind transfers, namely the Temporary Assistance to
Needy Families (TANF), the Supplemental Nutrition Assistance Program (SNAP), the Supple-
mental Nutrition Program for Women, Infants, and Children (WIC), the Supplemental Security
Insurance (SSI) and housing subsidies. Specifically, welfare payments take the following form
for stat € {mar, div} and i € {f, m} if stat = div:

wilet(k) f 1=0

W7, ) = 5 o
max {0, wi'# (k) — ws'™ (k) x I} if I >0.
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In instances where households have no income, they are entitled to a fundamental transfer of wy.
Beyond this baseline, households receive a maximum sum of wy, which diminishes as a function
of normalized labor income I at a rate of w,. Notably, for divorced individuals, these parameters
are contingent on gender. For a comprehensive overview of the parameterization concerning
family structure and marital status, please refer to Table C4, and the resulting pattern of welfare
payments is illustrated in Figure C2c.

Table C4: Welfare Parameters

Married Single Female Single Male
no child 2 children nochild 2 children no child
wo 0.063 0.090 0.090 0.116 0.075
w1 0.023 0.043 0.044 0.101 0.032
we  -0.017 -0.033 -0.042 -0.091 -0.028

Notes: Welfare parameters from (Guner, Kaygusuz, and Ventura 2023)



Figure C2: Tax and transfer system
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C.3 Human capital transition probabilities
Figure C3: Human capital transition probabilities over the life-cycle
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Notes: The human capital transition probabilities mup(hit,t), Tstay (Rit, t), and Taown (hit, t) by market hours hy, and age t are
based on the internally calibrated human capital parameters ps, (1, and (2 and the human capital evolution and functional form
assumptions described in Section 4.3.

C.4 Probabilistic divorce expectations conditional on female labor force participation

Let us first define the cumulative divorce probability over the life-cycle as IP"IM% =. Given our
assumption that « = 0, overoptimists expect no divorce over their life-cycle, i.e. E§[P dw] = 0.
Rational couples expect the true cumulative divorce probability to occur and we can define the

expectation from the viewpoint of period ¢ = 1:

t—1

dw Zpdw . H piw)

=1

with p#¥ = 0 as we assume that there is no divorce in the first period.

This allows us to define the difference of the average divorce expectation of employed women in
t = 2 and the average divorce expectation of non-employed women in ¢t = 2 where j € {1,..., N}

indicates the woman and % » the market hours of woman j in period ¢ = 2:

mean(IEtype() [ dw} ‘h]72>0) —mean(Etype() [ dw} | h; 2—0)

Z;'Vzl Egype(]) [ ]P}l;z; ] . ]I{hj72 > 0} Z] . Etype( 7 [Pl T ] ) ]I{hj72 _ 0}

div

Z;‘Vzl I{hj2 > 0} Zj:l I{hjz2 = 0}

type(j) € {o,r} which defines the type of expectations the women j has. We aggregate over
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the entire population N with N - (1 — S,) rational women and N - S, women in overoptimistic

couples.
D Results
D.1 Effects of overoptimism

Table D5: Difference in behavior and consumption between overoptimists and rationals after
divorce

Market work  Home production Leisure Consumption Home-prod. good
% h/week % h/week %  h/week % %
After divorce
Women -0.3  -0.09 0.2 0.05 0.2 0.04 -1.5 0.2
Men 0.3 0.13 -0.3 -0.06 -0.3  -0.06 -1.1 -0.3
Initially lower-wage spouse 0.0  -0.01 0.1 0.02 0.0 -0.01 -3.6 0.1
Initially higher-wage spouse 0.1 0.05 -0.1 -0.03 -0.1 -0.02 -0.1 -0.1

Notes: The table note of Table 9 applies.

Table Dé: Difference in behavior and consumption between overoptimists and rationals — Cou-
ples with initially same human capital (in %)

Market work  Home production Leisure Consumption Home-prod. good
% h/week % h/week %  h/week % %
Initially same wage
Entire working life
Women -1.9 -0.61 1.3 0.35 1.1 0.26 -1.9 1.9
Men -1.9 -0.77 2.9 0.49 1.1 0.28 -1.8 2.0
During marriage
Women 25 -0.80 1.7 0.46 14 0.34 2.2 2.1
Men 2.6 -1.04 3.9 0.66 14 0.38 2.2 2.1
After divorce
Women -0.1 -0.03 0.1 0.02 0.0 0.01 -0.9 0.1
Men 0.1 0.05 -0.1 -0.02 -0.1 -0.02 -0.6 -0.1

Notes: The table shows results for couples, in which both spouses have the same initial wage (17.7%). The table note of Table 9
applies.

A-10



45

Market Hours

Leisure

Figure D4: Behavior and consumption over the life-cycle

Time periods

(a) Market hours

Time periods

(c) Leisure

Home produced good

20

—e— Men - rational

—e— Women - rational

--e- Men - overoptimistic
-~ Women - overoptimistic

40

25

20

Home production hours

Time periods

(b) Home production hours

1200
1100

1000

Consumption

800

Time periods

(d) Private consumption

2 4 6 8 10 12

Time periods

(e) Home produced good

Notes: Life-cycle profiles of 50,000 simulated rational and overoptimistic initially married couples. We pool married and divorced
men and women in these plots over the life-cycle.

A-11



Figure D5: Average absolute within-couple difference of market hours and home production
hours for overoptimistic and rational couples

45

40 40

Rationals
Overoptimists

—e— Rationals

Absolute within-couple difference of market hours

-~ Overoptimists

Absolute within-couple difference of home production hours

2 4 6 8 10 12 2 4 6 8 10 12
Time periods Time periods
(a) Market hours (b) Home production hours

Notes: Results are based on a simulation sample of 50,000 rational and overoptimistic households. We calculate the measure
as follows: For each time period t, we calculate the average absolute within-couple difference of market hours (home production
hours) for overoptimistic couples as well as rational couples. These measure are the basis for the difference shown in Figure 5.

Figure Dé: Difference in market hours and home production hours by initial human capital ratio
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Figure D7: Distributions of within-couple market hours and home production hours
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Figure D8: Difference between rational and overoptimistic couples in the difference in market
hours and home production hours by initial human capital
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Notes: We calculate for each initial human capital combination of both spouses the difference in the measures of overoptimistic
and rational couples show in Figure 6, i.e. we plot the difference between the within-couple difference in market (home production)
hours of overoptimistic couples and the within-couple difference in market (home production) hours of rational couples, all by
the initial human capital of both spouses. Intuitively, the difference between the two lines in Figures 6a and 6b (overoptimists -
rationals) yields the value in the respective field in this Figure.
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D.2 Gender inequality

Table D7: Differences in gender gaps by lower-earning female spouse

Gender wage Gender wage gap Gender earnings
gap (%) cond. on pos. hours (%) gap (%)
Initially lower female wage
Increase of gender gap in % 3.59 4.03 3.12

Notes: Values for rationals and overoptimists are given by the difference of male life-cycle averages and female life-cycle averages
conditional on a couple with an initially lower-wage female spouse. Both averages are normalized such that the male life-cycle
averages are 100. Increase in % captures the increase in the gender gap moving from rational expectations to overoptimistic
expectations averaged over the initial wage distribution.

E Survey
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Introduction

Welcome, and thank you for participating!

Your responses are essential to our research and will provide valuable insights.
All your answers will remain completely confidential. Please respond as openly
and honestly as possible.

Let’s get started!

Please provide your unique Prolific ID.

ATTENTION
In this survey, once you navigate away from a current survey page, you will NOT
be able to go back to edit your responses.

Your Marriage or Engagement

Are you currently in a same-sex marriage or same-sex engagement?
Yes, I am in a same-sex marriage or same-sex engagement
No, I am not in a same-sex marriage or same-sex engagement

Prefer not to say

Your and Your Spouse's Marriage History

ATTENTION
In this survey, the term 'spouse' refers to your current partner, whether you are
married or engaged.

Have you been married before your current engagement or marriage?
No, I have never been married before my current engagement or marriage

Yes, I have been married one or more times before my current engagement or marriage

Has your spouse been married before your current marriage or engagement?

No, my spouse has never been married before our current engagement or marriage

Yes, my spouse has been married one or more times before our current engagement or marriage



Are you or your spouse currently in the process of annulling your engagement or undergoing
divorce proceedings?

Yes, we are annulling our engagement or undergoing divorce proceedings
No

Prefer not to say

Divorce Expectations

ATTENTION

In the following questions, we will ask you to estimate the percent chance of
something happening in the future.

Your answers can range from 0 to 100, where 0 means there is absolutely no
chance, and 100 means that it is absolutely certain.

For example numbers like ...

2 and 5 percent may indicate 'almost no chance';

18 percent or so may mean 'not much chance’;

47 or 52 percent chance may be a 'pretty even chance’;
83 percent or so may mean a 'very good chance';

95 or 98 percent chance may be 'almost certain'.

Imagine a couple comparable to you and your spouse in characteristics such as:

¢ financial situation,

e education,

* age,

¢ family composition

¢ and marriage duration.

What is the percent chance of them divorcing at some point in the future?

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)

How confident are you in your previous answer?

not confident somewhat not confident neutral somewhat confident
at all

very confident

In the following questions, please consider both your and your spouse’s
characteristics, as well as current circumstances.



What is the chance of you and your spouse divorcing within the next 5 years?

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)

How confident are you in your previous answer?

not confident somewhat not confident neutral somewhat confident
at all

very confident

What is the chance of you and your spouse divorcing within the next 10 years?

ATTENTION

The probability of a divorce occurring within the next 10 years should be the same or higher
than your previous answer to the question about the next 5 years.

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)

How confident are you in your previous answer?
not confident at all somewhat not confident neutral somewhat confident

very confident

What is the chance of you and your spouse ever divorcing at some point in the future?

ATTENTION

The probability of a divorce ever occurring should be the same or higher than your previous
answer to the question about the next 10 years.

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)

How confident are you in your previous answer?

not confident somewhat not confident neutral somewhat confident
at all

very confident



The test you are about to take part in is very simple, when asked for your
favorite animal you must select 'bird'. This is an attention check.

Based on the text you read above, what animal have you been asked to enter?
dog
bird
cat
lion

horse

Imagine there is a 80% chance that you and your partner might divorce at some point in the
future. How would this knowledge influence your decisions about your current and future
plans?

For example, consider its impact on savings, work hours, time spent on child caretaking and
household chores, or other areas of life.

Please provide at least one or two sentences.

Marriage Expectations

ATTENTION

In the following questions, we will ask you to estimate the percent chance of
something happening in the future.

Your answers can range from 0 to 100, where 0 means there is absolutely no
chance, and 100 means that it is absolutely certain.

For example numbers like ...

2 and 5 percent may indicate 'almost no chance';

18 percent or so may mean 'not much chance';

47 or 52 percent chance may be a 'pretty even chance';
83 percent or so may mean a 'very good chance';

95 or 98 percent chance may be 'almost certain'.



Imagine a couple comparable to you and your spouse in characteristics such as:

e financial situation,

e education,

* age,

e family composition

¢ and marriage duration.

What is the percent chance of them staying married for the rest of their lives?

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)

How confident are you in your previous answer?

not confident somewhat not confident neutral somewhat confident
at all

very confident

In the following questions, please consider both your and your spouse’s
characteristics, as well as current circumstances.

What is the chance that you and your spouse will still be married in 5 years?

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)

How confident are you in your previous answer?

not confident somewhat not confident neutral somewhat confident
at all

very confident

What is the chance that you and your spouse will still be married in 10 years?

ATTENTION
The probability of "still being married" in 10 years should be the same or smaller than your
previous answer to the question about the next 5 years.

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)



How confident are you in your previous answer?

not confident somewhat not confident neutral somewhat confident
at all

very confident

What is the chance that you and your spouse will stay married for the rest of your lives?

ATTENTION
The probability of staying married for the rest of your lives should be the same or smaller
than your previous answer to the question about the next 10 years.

50% (equal chance of
0% (no chance of occurring or not 100% (completely
occurring) occurring) certain it will occur)

How confident are you in your previous answer?

not confident somewhat not confident neutral somewhat confident
at all

very confident

The test you are about to take part in is very simple, when asked for your
favorite animal you must select 'bird'. This is an attention check.

Based on the text you read above, what animal have you been asked to enter?
dog
bird
cat
lion

horse

Imagine there is a 20% chance that you and your partner might stay married.
How would this knowledge influence your decisions about your current and future plans?

For example, consider its impact on savings, work hours, time spent on child caretaking and
household chores, or other areas of life.

Please provide at least one or two sentences.



Demographic Characteristics

What is your biological sex?
Male
Female
Intersex

Other

What is your spouse's biological sex?

Male
Female
Intersex

Other

How old are you?

How old is your spouse?

What best describes your ethnicity? (Select all that apply)

American Indian or Alaska Native

Asian or Asian American

Black or African American

Hispanic or Latino

Middle Eastern or North African

Native Hawaiian or other Pacific Islander
White

Other



What best describes your spouse's ethnicity? (Select all that apply)

American Indian or Alaska Native

Asian or Asian American

Black or African American

Hispanic or Latino

Middle Eastern or North African

Native Hawaiian or other Pacific Islander
White

Other

Do you have a physical or mental condition that limits the type of work, or the amount of
work you can do?

Yes, I have a condition that limits my work.
No, I don't have any conditions that limit my work.
Prefer not to answer.

I don't know.

Does your spouse have a physical or mental condition that limits the type of work, or the
amount of work she/he can do?

Yes, my spouse has a condition that limits her/his work.
No, my spouse does not have any conditions that limit her/his work.
Prefer not to answer.

I don't know.

In which US state do you currently reside?

Which of the following best describes the area where you grew up?

Farm, rural area or countryside Other
Small town, any size town or suburb Don't know

Large city or any size city

Which of the following best describes the area where your spouse grew up?

Farm, rural area or countryside Other
Small town, any size town or suburb Don't know

Large city or any size city



Marriage Duration and Parental Divorce

How many years have you been married to your current spouse?

Please provide your best estimate if you are not sure.

Which of the following best describes your parents' relationship, either currently (if both are
alive) or before their passing?

Parents married Parents divorced or in the process of divorce
Parents unmarried and living together Other
Parents unmarried and neot living together Don't know

Which of the following best describes your spouse's parents' relationship, either currently (if
both are alive) or before their passing?

Parents married Parents divorced or in the process of divorce
Parents unmarried and living together Other
Parents unmarried and not living together Don't know

The color test you are about to take part in is very simple, when asked for your
favorite color you must select 'Blue'. This is an attention check.

Based on the text you read above, what color have you been asked to enter?

Red
Blue
Green
Orange

Brown

Your Work Experience and Working Status

How many years have you worked part-time (fewer than 35 hours per week) in paid
employment or paid self-employment?

Please provide your best estimate if you are not sure.

How many years have you worked full-time (35 hours or more per week) in paid
employment or paid self-employment?

Please provide your best estimate if you are not sure.



Please indicate which of the following best describes your current labor market situation?
Working for pay
Unemployed
Retired or permanently disabled
Student
Other

Don't know

Respondent Works for Pay

How many hours do you usually work per week at your job?

Please provide your best estimate if you are not sure.

What is your current annual gross labor income (before taxes and deductions), as
reported for tax purposes?

Include only earnings from employment or self-employment.

Include income from bonuses, overtime, and commissions.
Report whole numbers. For example report $35200.50 as "35201".
If exact information is unavailable, please provide your best estimate.

What was your annual gross labor income (before taxes and deductions), as reported for
tax purposes, in the last year?

Include only earnings from employment or self-employment.

Include income from bonuses, overtime, and commissions.

Report whole numbers. For example report $35200.50 as "35201".

If exact information is unavailable, please provide your best estimate.

Respondent's Occupation

Which of the following best describes ...
your current occupation (if you are currently working for pay) or
your most recent occupation (if you are not currently working for pay)?



Respondent Works in Management Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Business and Financial Operations Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Computer and Mathematical Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Architecture and Engineering Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Life, Physical, and Social Science Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Community and Social Services Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Legal Occupations

Can you be more specific about what best describes your occupation?



Respondent works in Education Instruction, and Library Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Arts, Design, Entertainment, Sports, and Media Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Healthcare Practitioners and Technical Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Healthcare Support Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Protective Service Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Food Preparation and Serving Related Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Building and Grounds Cleaning and Maintenance
Occupations



Can you be more specific about what best describes your occupation?

Respondent works in Personal Care and Service Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Sales and Related Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Office and Administrative Support Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Farming, Fishing, and Forestry Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Construction

Can you be more specific about what best describes your occupation?

Respondent works in Installation, Maintenance, and Repair Workers

Can you be more specific about what best describes your occupation?



Respondent works in Production Occupations

Can you be more specific about what best describes your occupation?

Respondent works in Transportation and Material Moving Occupations

Can you be more specific about what best describes your occupation?

Your Spouse's Work Experience and Work Status

How many years has your spouse worked part-time (fewer than 35 hours per week) in paid
employment or paid self-employment?

Please provide your best estimate if you are not sure.

How many years has your spouse worked full-time (35 hours or more per week) in paid
employment or paid self-employment?

Please provide your best estimate if you are not sure.

Please indicate which of the following best describes your spouse's current labor market
situation?

Working for pay

Unemployed

Retired or permanently disabled
Student

Other

Don't know

Spouse Works for Pay

How many hours does your spouse usually work per week at his/her job?

Please provide your best estimate if you are not sure.



What is your spouse's current annual gross labor income (before taxes and deductions),
as reported for tax purposes?

Include only earnings from employment or self-employment.

Include income from bonuses, overtime, and commissions.

Report whole numbers. For example report $35200.50 as "35201".

If exact information is unavailable, please provide your best estimate.

What was your spouse's annual gross labor income (before taxes and deductions), as
reported for tax purposes, in the last year?

¢ Include only earnings from employment or self-employment.
Include income from bonuses, overtime, and commissions.
Report whole numbers. For example report $35200.50 as "35201".

If exact information is unavailable, please provide your best estimate.

Spouse's Occupation

Which of the following best describes ...
your spouse's current occupation (if she/he is currently working for pay) or
your spouse's most recent occupation (if she/he is not currently working for pay)?

Spouse works in Management occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Business and Financial Operations Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Computer and Mathematical Occupations



Can you be more specific about what best describes your spouse's occupation?

Spouse works in Architecture and Engineering Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Life, Physical, and Social Science Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Community and Social Services Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Legal Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Education Instruction, and Library Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Arts, Design, Entertainment, Sports, and Media Occupations

Can you be more specific about what best describes your spouse's occupation?



Spouse works in Healthcare Practitioners and Technical Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Healthcare Support Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Protective Service Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Food Preparation and Serving Related Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Building and Grounds Cleaning and Maintenance Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Personal Care and Service Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Sales and Related Occupations

Can you be more specific about what best describes your spouse's occupation?



Spouse works in Office and Administrative Support Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Farming, Fishing, and Forestry Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse Respondent works in Construction

Can you be more specific about what best describes your spouse's occupation?

Spouse Respondent works in Installation, Maintenance, and Repair Workers

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Production Occupations

Can you be more specific about what best describes your spouse's occupation?

Spouse works in Transportation and Material Moving Occupations

Can you be more specific about what best describes your spouse's occupation?

Household and Family Information



How many people (adults and children) live in your household, including yourself and your
spouse?

How many children do you have with your spouse?
(Please choose '0' if none.)

How many children under 18 years of age currently live with you?
(Please choose '0' if none.)

The test you are about to take part in requires your focus. When asked for
your favorite fruit, you must choose "Apple." This is an attention check.

Based on the text you read above, what fruit have you been asked to select?
Banana
Orange
Apple
Grape

Mango

Respondent Lives with One Child

How old is the youngest child living in your household?

Respondent Lives with Two Children

How old are the two youngest children living in your household?
Youngest child Second youngest child

Age

Respondent Lives with Three Children or More



How old are the three youngest children living in your household?

Youngest child Second youngest child Third youngest child

Age

Respondent's Time Spend on Domestic Work

Think about a typical day off work (usually Saturday-Sunday).
How many hours per day do you usually spend on the following activities?

Use the hours and minutes boxes to indicate the total amount of time per activity.

Please provide your best estimate if you are not sure.

Hours per day Minutes per day
Childcare

Caregiving
(for elderly or
persons in need of
care)
Household Chores
(cleaning, repairing,
household finances,
cooking, grocery
shopping, ...)

Think about a typical workday (usually Monday-Friday).
How many hours per day do you usually spend on the following activities?

Use the hours and minutes boxes to indicate the total amount of time per activity.

Please provide your best estimate if you are not sure.

Hours per day Minutes per day
Childcare

Caregiving
(for elderly or
persons in need of
care)

Household Chores
(cleaning, repairing,
household finances,
cooking, grocery
shopping, ...)

Spouse's Time Spend on Domestic Work



Think about a typical day off work (usually Saturday-Sunday) of your spouse.
How many hours per day does she/he usually spend on the following activities?

Use the hours and minutes boxes to indicate the total amount of time per activity.

Please provide your best estimate if you are not sure.
Hours per day Minutes per day

Childcare

Caregiving
(for elderly or
persons in need of
care)
Household Chores
(cleaning, repairing,
household finances,
cooking, grocery
shopping, ...)

Think about a typical workday (usually Monday-Friday) of your spouse.
How many hours per day does she/he usually spend on the following activities?

Use the hours and minutes boxes to indicate the total amount of time per activity.

Please provide your best estimate if you are not sure.
Hours per day Minutes per day

Childcare

Caregiving
(for elderly or
persons in need of
care)
Household Chores
(cleaning, repairing,
household finances,
cooking, grocery
shopping, ...)

Educational Background

What is your highest educational attainment?

0-5 grades College, no degree
6-8 grades College, with degree (Bachelors degree)
9-11 grades College, advanced/professional degrees

(for example M.A., Ph.D., M.D.)
12 grades (high school)

Don’t know



What is your spouse's highest educational attainment?

0-5 grades College, no degree
6-8 grades College, with degree (Bachelors degree)
9-11 grades College, advanced/professional degrees

(for example M.A., Ph.D., M.D.)
12 grades (high school)

Don’t know

Residential Situation

Do you own or rent the home you live in?
Own home (or trailer, fully or jointly)
Rent (or share rent)

Neither own nor rent

Respondent Owns his/her House

What is your estimate of the current market value of the house you live in, including the
land/lot it occupies, at today's market prices?

Household Finances

Who is primarily responsible for managing your household’s finances?
We have separate accounts. We both share equal responsibility.
I am responsible. Neither of us.

My spouse is responsible.

Couple has Separate Accounts

Please provide your total estimated debt and your spouse's total estimated debt,
respectively, in US dollars.

This includes all outstanding loans, mortgages, credit card balances, and other financial
obligations.

Your account Estimate for your spouse's account

Amount in $



Please provide your total estimated asset value and your spouse's total estimated asset
value, respectively, in US dollars (excluding debt).

This includes the value of all investments, savings, real estate (excluding your primary
home), vehicles, and other assets.

Your account Estimate for your spouse's account

Amount in $

Respondent is Responsible for Household Finances

Please provide your and your spouse's common total estimated debt in US dollars.

This includes all outstanding loans, mortgages, credit card balances, and other financial
obligations.

Please provide your and your spouse's common total estimated asset value in US dollars
(excluding debt).

This includes the value of all investments, savings, real estate (excluding your primary
home), vehicles, and other assets.

Estimated Total Common Debt and Asset Value

Please provide your and your spouse's common total estimated debt in US dollars.

This includes all outstanding loans, mortgages, credit card balances, and other financial
obligations.

Please provide your and your spouse's common total estimated asset value in US dollars
(excluding debt).

This includes the value of all investments, savings, real estate (excluding your primary
home), vehicles, and other assets.

Survey Outro - Group Default



Thank you for participating in this survey!

Please follow this link to get back to Prolific or copy paste this
completion code: CIHXCDOR

Survey Outro - Group Screening

Thank you for participating in this survey!

Please follow this link to get back to Prolific or copy paste this
completion code: C3UQIK15
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