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Women’s Labor Participation Revisited 
 Recall earlier on, that we noted female labor force participation rates have been 

rising since the 1950s. Using simple theoretical framework, we argued that 
changes in wage rates offered above the reservation wages brought about these 
increase. However, a pertinent question is why the sudden rise? What could have 
brought it about?  

 Note from figure 2.2 on your text, the gradual increase in participation beginning 
in the 1950s for Canada. Is this a significant observation?  

o If we believe this rise is a result of male labor shortage in post-WWII 
Canadian economy, it may be a significant observation. Could such an 
argument be tested empirically?  

o Note also the steeper participation rate in the 1960s. Is this a significant 
observation? An interesting observation is that contemporary feminism 
movement began in the 1960s as well.  

o These are testable conjectures. How can we do it?  
 
Difference-in-Difference 
Let’s hypothetically assume that Canadian cities and provinces vary substantially in their 
participation in the war years. Then the sacrifices would vary. Assuming each city and 
province have a self contained separate economy. We could examine the differences in 
female labor participation in states with substantial numbers who sacrificed themselves 
for the national cause, against cities and provinces that did not participate. Let’s say we 
have access to data by province over 2 years, one before and one after WWII. An 
example of such a regression would be as follows 

( ) tppt YPIy 21tinvolvemenheavy  with Province γγβα +++=  
where y is female labor force participation, P is the set of Province dummies (Where the 
dummy for Nova Scotia would be 1 if the observation is from Nova Scotia, and 0 
otherwise. The dummy for British Columbia is 1 if the observation is from BC, and 0 
otherwise….Until we exhaust all provinces, leaving one base province for comparison. 
Why?), and Y is the set of Year dummies (Same as the set of provincial dummies, except 
we are dealing with year the observations are from.).  
Why is the above regression equation called a difference-in-difference regression? Let 
there be just 2 provinces, P which participated, and N did not, and let the base group be 
the non-participating province N. Let the period before WWII be period 1, and after 
WWII be period 2. Let the base year of comparison be period 1. 
For province which participated, the equation before WWII is: 

11 γα +=Py  
While province which did not participate, and considering period 1; 

α=1Ny  
For province which participated, the equation for the period 2; 

212 γγβα +++=Py  
For the province which did not participate; 

22 γα +=Ny  
The β then is 

( ) ( ) ( ) ( ) βγγβ =−+=∆−∆=−−− 221212 NtPtNNPP yyyyyy  
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and the name follows. To extend the idea to multiple provinces with aggregated female 
labor participation rates by province, just note that the independent variables y becomes 
the average by period, and province. 
 
It should be noted this regressions has its pitfalls as noted by Bertrand, Marianne; Duflo, 
Esther; Mullainathan, Sendhil. "How Much Should We Trust Differences-In-Differences 
Estimates?" The Quarterly Journal of Economics, 119(1):249-75, 2004 
 
What other reasons are there that could explain the increase in female labor force 
participation: 

1. It could also be possible that feminism allowed women to raise their expectations, 
increasing their human capital investment. This increased investment negated the 
income effects from post war affluence which in an of itself would have meant 
families would have chosen to have more children, assuming children are “normal 
goods”, and increasingly bounded women to the confines of household work. 
Read Becker, Gary. A Treatise on the Family, Harvard University Press, 1991 

2. The effects of the pill would also have contributed to the delay of marriage, and 
investment in human capital, and consequently the increased labor participation. 
Read Goldin, Claudia and Katz, Larry (1999), “The Power of the Pill: Oral 
Contraceptives and Women's Career and Marriage Decisions”.  

3. Family Law changes which affected intra-household bargaining has been 
attributed to the increase in labor force participation, and labor supply. Read 
Gruber, Jonathan. "Is Making Divorce Easier Bad for Children? The Long Run 
Implications of Unilateral Divorce." Journal of Labor Economics, 22(4):799-
833, October 2004. 

4. Legalization of Abortion which has allow for the termination of youth pregnancy 
may have allowed women who otherwise would have left school to remain, and 
complete their education. Consequently raising their human capital investment, 
labor force participation, and labor supply. 

5. Aloysius Siow in “Differential Fecundity, Markets and Gender Roles” 
Journal of Political Economy, 106(2), April 1998, 334-354 argues that income 
differential can be explained by virtue of differences in the duration of fertility 
between men, and women. Insofar as marriage is good, and children contributes 
to marital utility, the fact that female fertility falls with delay, the ultimate 
withdrawal from the labor force to conceive would reduce her commitment to the 
labor force vis-à-vis men, even if return is imminent. But technology that has 
permitted women to conceive into their 40s means that participation by age would 
remain high, and wages would also be higher. 
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Retirement Decision and Pensions 
 
Why should we be concerned with retirement decision?  
1. With increasing affluence, decisions to retire prematurely would affect labor 

participation, and labor supply, consequently affecting the growth of the Canadian 
economy, via saving rates, unemployment rates, size of the labor force. 

2. An individual’s retirement would directly affect their families financial status, i.e. 
budget constraint. Not to mention the psychological status of the individual 
herself.  

3. There is also concern over the solvency of the public pension funds should there 
be a sudden increase in individuals who choose retirement prematurely, while 
there is little growth in the labor force. This is a changing demographic argument 
many developed economies face. 

 
Our ability to craft policies to raise the collective welfare, we have to understand how 
policies would effectively affect the indvidual’s retirement choices. We have noted 
that using the simply dynamic framework, we could see alittle of how labor supply 
decision might be affected. So what can the theories we have discussed inform us of 
what might happen for various policies. 
 
Determinants of Retirement 
1. Mandatory Retirement Age refers to compulsory retirement provisions (Although 

firms can compel worker to retire at a specific age, they can also retain the 
services of a worker past that age, usually on a year-to-year basis) and automatic 
retirement provisions (retirement by specific age). In Canada, there is no 
legislated age of retirement, which is usually contractually noted via the personnel 
policy of a firm, or through collective agreement. However, at what age public 
pensions become available would certainly affect an individuals choice of 
retirement. This is easily depicted using our earlier labor leisure discussion. How 
would you do it?  

2. Wealth and Earnings, where wealth for example the looming pension is a pure 
income effect, while the latter involves both income and substitution effects. How 
would retirement leisure choice change with changes in impending wealth, or 
expected earnings? 

3. Health and the Nature of Work and the Family. Poor health couple with 
impending receipt of pension monies may induce retirement. Rise in white 
collared work allows individuals to work beyond retirement age more common 
among blue collar work. The increase in incidence of duo income families, and 
the fall in incidence of extended families may work to change retirement patterns.  

4. Public and private retirement plans. These are not just private saving plans, 
“active policy and human resource management instruments that can be used to 
influence retirement decision. 

a. Old Age Security (OAS) is a form of Universal Old Age Security Pension 
given as an unconditional (unconditional on work behavior) to individuals 
over the age of 65. This means the payment would lead to a pure income 
effect. (However, high income individuals have to contend with income 
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taxes or “clawbacks”.) This can be supplemented by the means-tested 
Guaranteed Income Supplement (GIS). There is an implicit clawback of 
50% for every additional dollar earned if the individual continues to work. 

b. Social Insurance Pensions such as Canada/Quebec Pension Plan that are 
financed by compulsory employer and employee contributions through a 
payroll tax. Its payment is based on the past earnings, and work experience 
of the individuals. Most countries with social insurance have retirement 
test (where pension is reduced if recipient works and continues to earn 
income). Developing economies typically require individuals to 
completely withdraw from the work force to receive pension monies. This 
means a clawback of 100%. Retirement test was eliminated in Canada in 
1975. 

c. Employer Sponsored Occupational Pension Plans/Occupational Pension 
Plans. Their classification is based on the manner in which benefits are 
calculated. (See Text.)  

 
Question: 
1. Use what we have learned in the previous discussion to write down a budget 

constraint for consumption, and retirement leisure choice. Write a new budget 
constraint with social insurance pension, both with a 100% clawback, and one 
with just 50% clawback. Assume a U=min(2C,L). Let the pension payment be B. 
What is the equilibrium C and L in terms of B?  

 
 Empirical Findings have largely supported what theory informs us about 

individual’s retirement decision. However, the effects are generally small, and 
hence not able to explain dramatic retirement behavior. This is largely because 
there are other factors that influence an individual’s choice that may not be 
observable in all the data sets at a time, such as health, and the fact that retirement 
decisions are usually joint decisions within a family. 


