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Abstract

I examine the choice between marriage and cohabitation, and its implications for individ-
ual welfare and child human capital. I show that, conditional on observable characteristics,
cohabiting couples experience higher separation rates and worse child outcomes. I then build
and estimate an equilibrium model of the marriage market, with subsequent life-cycle choices,
incorporating the marriage-cohabitation choice. I find that non-college-educated cohabiting
women receive fewer household resources than married women. Consistent with the data,
their children accumulate less human capital, driven by lower maternal time investments
and higher separation rates. In a counterfactual analysis, I find that a policy that equal-
izes custody laws for married and cohabiting parents would increase cohabitation by 33%
and improve the welfare of non-college-educated women. Changes in the marriage-market
equilibrium drive these effects: while weaker parental rights initially hurt cohabiting women,

equilibrium adjustments ultimately reallocate household resources in their favor.
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1 Introduction

In recent decades, US society has been characterized by high rates of non-marital cohab-
itation and fertility, mainly among the non-college-educated (Lundberg et al., 2016). At
the same time, cohabiting and married couples are treated differently under US laws, in di-
mensions ranging from property division upon separation to child custody laws to taxation.
As marriage has been associated with higher family stability, higher parental investments,
and better child outcomes (Kearney, 2023), an open policy question is whether these legal

differences should narrow, at the expense of reducing the set of individuals’ choices.

While institutional differences between marriage and cohabitation are widespread, some
countries and US states have taken steps to narrow these gaps.! However, the distributional
consequences of these policies, as well as their impact on child human capital, remain
unclear. To better inform policy design, we must advance our understanding of how such
legal differences influence family formation decisions (e.g., marriage vs. cohabitation),

intra-household inequality, and child outcomes.

In this paper, I address two central questions. First, I examine the factors that drive
the choice among marriage, cohabitation, and remaining single and how this choice affects
intra-household inequality and child human capital. Second, I analyze the distributional
consequences of laws that treat married and cohabiting couples equally, and the role of
the marriage market equilibrium in shaping these effects. I focus on two main types of
policies: changes in child custody laws and measures that equalize the financial obligations

of married and cohabiting couples (e.g., property division).

To answer these questions, I first empirically document the dimensions in which married
and cohabiting couples differ. Next, I develop and estimate an equilibrium model of house-
hold formation in which couples choose between marriage and cohabitation in the marriage

market, after which both couples and single individuals solve their life-cycle problem. Fi-

'For example, most Canadian provinces now allow cohabiting partners to claim alimony upon separation,
and since January 2020, cohabiting couples in California can register their partnerships to gain many of
the rights and obligations of marriage.



nally, using the estimated model, I simulate the equilibrium effects of narrowing the legal

distinctions between cohabitation and marriage.

In the first part of the paper, I use rich data from the National Longitudinal Survey
of Youth (NLSY-97) and the Future of Families and Child Wellbeing Study (FFCWS).
I show that married and cohabiting couples differ in both observable characteristics and
subsequent choices, even when conditioning on these observables. Compared with married
couples, cohabiting couples are more likely to separate, have higher female labor supply,
and exhibit worse cognitive and behavioral outcomes among their children. Moreover, I
show that cohabitation decisions respond to family laws that either widen or narrow the

legal distinctions between marriage and cohabitation.

In the second part of the paper, I develop an equilibrium model of household formation
that, for the first time, integrates the choice between marriage, cohabitation, and singlehood
with subsequent life-cycle decisions. This model allows me to analyze sorting into marriage
and cohabitation and the effects of this choice for intra-household inequality and child
human capital. The marriage market equilibrium determines the matching patterns—who
marries whom, who cohabits with whom, and who remains single—as well as the partners’
initial relative bargaining power, which governs the weight of each partner in the decision-
making process and the intra-household allocation of resources. After matching in the
marriage market, households solve a life-cycle problem with limited commitment. Each
period, they make choices about divorce and separation, female labor supply, consumption,
and savings. These choices endogenously shape the accumulation of child human capital

and the evolution of partners’ relative bargaining power over time.

A key innovation of my model is that it incorporates many of the institutional differ-
ences between marriage and cohabitation, reflecting US family laws: (1) the presumption
of parental joint custody upon divorce versus maternal sole custody after cohabitation; (2)
the lower likelihood of fathers’ paying child support after cohabitation; and (3) the com-
mon property regime for married couples versus individual asset ownership for cohabiting

partners. By modeling this comprehensive set of legal distinctions, I can assess how each



factor influences household formation and child development. Differences in child custody
laws emerge as a key driver of selection into cohabitation in my model, and changing those

laws significantly affects household formation.

Central to my model and analysis is the marriage market equilibrium. This feature
allows me to quantify the relative gains for men and women from entering different types
of relationships and shed light on the factors that drive marital choices. Moreover, because
partners’ relative bargaining power is determined in equilibrium, I can assess, for the first

time, differences in intra-household inequality between married and cohabiting couples.

This equilibrium framework allows me to examine not only the short-term effects of
policy changes on existing households but also the long-term impact of policies that op-
erate through shifts in the marriage market equilibrium. Using my model, T assess the
consequences of narrowing the legal distinctions between cohabitation and marriage. My
findings highlight the crucial role of the marriage market in shaping policy outcomes, since
changes in household formation and partners’ equilibrium bargaining positions can offset

(or even reverse) the short-run (and typically intended) effects of policy interventions.

I estimate the model in two stages using US data. First, I estimate the wage processes
and the production function of child human capital directly from the data. Then, I use
the method of simulated moments to estimate the remaining model parameters, targeting

observed matching patterns and the life-cycle behavior of couples and singles.

The results indicate that the marriage market exhibits positive assortative matching
in education, driven by parental complementarities in the production function of child
human capital. Compared with cohabitation, legal marriage is relatively more attractive
for men, because they benefit from greater stability and stronger parental rights upon
divorce. These advantages outweigh the financial costs associated with a higher likelihood
of child support enforcement and more equal property division. For women, a key advantage
of cohabitation is retaining full custody of their children upon separation, whereas married
couples are more likely to share custody after divorce. This reduces the relative appeal

of marriage, particularly for women matched with non-college-educated men. Since these



men tend to have lower incomes, the financial benefits of marriage are weaker for women
in such matches. In equilibrium, men attract women into marriage by offering a greater
share of household resources in marriage compared with cohabitation. These differences

are more pronounced for non-college-educated women.

Consistent with the data, the model shows that children born to cohabiting mothers
accumulate 8% less human capital than those born to married mothers. This gap is largely
driven by differential sorting, since highly educated couples are more likely to marry. Even
conditioning on education, differences in human capital persist due to higher separation
rates among cohabiting couples. Anticipating separation, cohabiting mothers increase their
labor supply and thus reduce maternal time investments. Also, their children are more likely

to grow up in single-parent households, which further hinders child development.

Finally, T use the estimated model to evaluate the distributional consequences of elimi-
nating legal distinctions between cohabitation and marriage. I find that a policy that grants
cohabiting parents the same child custody rights as married parents—Dby increasing joint
parental custody after cohabitation—improves the welfare of low-educated women. Ac-
counting for marriage market equilibrium effects is key to this result. Under the baseline
equilibrium, the policy initially reduces the welfare of cohabiting women by weakening their
parental rights upon separation. However, as the marriage market adjusts, these women
receive a larger share of household private consumption, which ultimately increases their
welfare and renders cohabitation a more attractive option. In this scenario, cohabitation
rises by 33%, driven primarily by shifts in family formation among the less educated, who
become less likely to marry or remain single. This policy also helps close the human capital
gap between children born to low-educated cohabiting and married mothers, largely due to

the increased stability of cohabiting relationships in the counterfactual scenario.

The welfare effects of two other policy simulations—equal division of assets upon sep-
aration for cohabiting couples and full child support enforcement—are relatively small.
However, these exercises underscore the importance of accounting for marriage market

equilibrium effects when evaluating policies.



This paper is among the first to examine the complexities of modern family structures
within an equilibrium framework of household formation. My findings highlight the impor-
tance of considering the long-run effects of family policies, providing valuable insights for
policymakers considering legal reforms that equalize the rights and obligations of married
and cohabiting couples. In particular, I shed light on the long-term effects of changes in
parental rights and obligations upon separation and divorce—an area that has received

little attention in the literature.

1.1 Related Literature

This paper relates to four strands of the literature. First, it speaks to a large body of
literature that documents the changing structure of the US family, such as the retreat from
marriage and the increase in non-marital fertility (Browning et al., 2014; Aiyagari et al.,
2000). Work in this area proposes different mechanisms behind the decline in marriage
rates, such as the reduction in job opportunities for men (Autor et al., 2019); the increase in
male wage inequality (Gould and Paserman, 2003); changes in the wage structure (Ciscato,
2021; Rios-Rull et al., 2010); changes in cultural norms (Bau and Fernandez, 2021); and

technological changes in home production (Greenwood et al., 2016).

A related phenomenon—which received significantly less attention—is the increase in
non-marital cohabitation, which, mainly for low-educated couples, has become an alterna-
tive arrangement under which to have children (Lundberg et al., 2016). Other work has
considered the cohabitation choice from a more theoretical perspective, including reasons
such as learning about the quality of new partners (Brien et al., 2006) and differences in

marital preferences and commitment (Iyigun, 2009).

I contribute to this literature by documenting novel empirical facts about the differences
in the behaviors and outcomes of cohabiting and married couples in the US, characterizing
cohabitation as a different family arrangement relative to legal marriage. Moreover, through
my empirical analysis and policy counterfactuals, I provide suggestive evidence on how

changes to the institutional differences between marriage and cohabitation affected marital



choices and, in particular, the cohabitation margin.

Second, this paper relates to the literature that studies the link between family structure
and child development, which typically documents a positive association between marriage
and child outcomes (McLanahan and Sandefur, 1994; Brown, 2004; Kearney, 2023). Fo-
cusing on marriage versus cohabitation, Lundberg et al. (2016) suggest that marriage has
become a commitment device to support high couple-specific parental investments among
the highly educated. Lafortune and Low (2023) show how wealth allows marriage to offer
that commitment, and thus sustains specialization within the household. My research is
closer to that of Adamopoulou et al. (2024), who show that cohabitation is associated with

worse child outcomes relative to marriage due to differential parental investments.

While some of the mechanisms in these papers are also present in mine, my work differs
in important dimensions. First, I build the production function of child human capital
within a marriage market equilibrium framework. In this setting, the marriage market
equilibrium not only affects child human capital, but also the nature of this production
function endogenously shapes the equilibrium. Second, I model a broader set of legal
differences between marriage and cohabitation. This allows me to investigate the impact

of different policies on child human capital accumulation.

Third, my paper relates to the literature that examines how family policies affect family
formation and divorce, as well as other household choices such as female labor supply or
savings. The policies studied include divorce laws (Voena, 2015; Ferndndez and Wong, 2017;
Reynoso, 2024); welfare benefits (Low et al., 2022); child support and alimony (Foerster,
2024, Chiappori et al., 2017a); the tax system (Gayle and Shephard, 2019); paternity
establishment rules (Rossin-Slater, 2017); and survivor benefits (Persson, 2020), among
others. Some of this work explicitly considers the effects of policy changes on household
formation and, hence, their differential impact on existing versus newly formed households

(Fernandez and Wong, 2017; Reynoso, 2024; Chiappori et al., 2017a).

Within this literature, a small set of papers explicitly examines how changes in the

family policy environment impact the choice of cohabitation or the decisions made by



couples. This work has focused on dimensions such as alimony (Goussé and Leturcq, 2018;
Rangel, 2006); property division (Chigavazira et al., 2019); the tax system (Chade and
Ventura, 2005); and changes in divorce laws (Blasutto and Kozlov, 2020; Laufer and Gemici,
2009). My work most closely relates to the last two papers, which embed cohabitation
within a household life-cycle model. While my model has common elements with both, I
model the marriage market in equilibrium. This allows me to assess how policy changes
affect household formation in the longer run and the distributional effects of such policies.
Moreover, I model a broader set of differences between marriage and cohabitation and use

data from a more recent cohort (born in 1980-84), for whom cohabitation is more prevalent.

Finally, my paper builds on work that characterizes the marriage market equilibrium
and examines how economic and institutional changes affect family formation, life-cycle
choices, and welfare. I build on the literature that quantifies the gains from marriage,
after the seminal contribution by Choo and Siow (2006) and extensions by Chiappori et al.
(2017b) and Mourifié and Siow (2021).

Recent papers in this area have embedded a collective model of the household in an equi-
librium framework of the marriage market. Goussé et al. (2017) build a search and matching
model to study marital sorting and couples’ life-cycle behavior. Calvo et al. (2024) model
the equilibrium in both the marriage and the labor market to study how sorting in both
markets affects gender gaps and inequality. Chiappori et al. (2018) combine a household
life-cycle model with an equilibrium frictionless matching framework, with pre-marital in-
vestments and full commitment within marriage. Gayle and Shephard (2019) and Reynoso
(2024) extend this framework to an imperfect transferable utility (ITU) environment with

limited commitment and endogenous divorce.

I extend the equilibrium life-cycle models with ITU to allow individuals to choose be-
tween contracts with different characteristics in the marriage market: marriage and cohabi-
tation. This allows me to assess the drivers behind the marriage versus cohabitation choice
and the intra-household allocation of resources implied by each contract. This is, to the

best of my knowledge, one of the first papers to address modern households’ arrangements



within an equilibrium model of family formation.

The rest of the paper is organized as follows. In Section 2, I describe the institutional
setting and document empirical facts on marriage and cohabitation. Section 3 introduces
the model. Section 4 describes the estimation procedure, identification, and estimation

results. I present policy counterfactuals in Section 5. Section 6 concludes.

2 Empirical Evidence

I first describe the main legal differences between cohabitation and marriage (Section 2.1)
and data sources (Section 2.2). Second, I document the main differences between married
and cohabiting couples in Section 2.3. Finally, Section 2.4 addresses potential endogeneity

concerns and provides evidence on the role of policies in shaping family structures.

2.1 The Institutional Setting

In the US, legal marriage grants spouses specific rights and obligations, which differ from
those faced by unmarried couples, independent of the length of the relationship or the
presence of common children. Civil unions between unmarried partners are not recognized

by the US federal government or the vast majority of states.

Table 1 summarizes the main distinctions between marriage and cohabitation in the
US, at the time of the couple’s dissolution. I include these differences in my model below.

Table 1: Institutional Differences between Married and Cohabiting Couples in the US

Marriage Cohabitation
Paternity established by default  Paternity needs to be established
Children Joint custody more likely Joint custody less likely
Child support settled at divorce Child support needs to be claimed
Assets Common property of assets Individual property of assets

Regarding children, while married fathers are automatically granted paternity at birth,

unmarried fathers have to follow additional steps to establish legal paternity.? Moreover,

?During the 1990s, states simplified paternity establishment by allowing parents to sign an affidavit in



several state courts still distinguish between married and unmarried parents when deter-
mining how to assign custody rights, either favoring unmarried mothers or requiring legal
paternity establishment before treating married and unmarried parents equally (Cuadra,
2010). Also, the divorce process includes custody and child support orders (Huntington,
2015). Since cohabiting parents do not go through a legal process to separate, they are
less likely to have a formal custody or visitation agreement (Table O.4 in Online Appendix

OA.2), and must take additional steps to obtain a child support order.

Second, married couples are covered by state divorce laws, which determine who can
initiate the divorce, on which grounds, and how property is divided. Therefore, state courts
dictate the allocation of spousal assets upon divorce. However, for an unmarried couple,

each partner is legally entitled to their own assets upon separation.?

2.2 Data

I use two main data sources. The National Longitudinal Survey of Youth 1997 (NLSY-
97), which follows a cohort of men and women born in the US between 1980 and 1984.
These data provide detailed fertility and marital histories, including cohabitation spells,
as well as rich demographic information, labor market outcomes, and characteristics of
the respondent’s partner. The Future of Families and Child Wellbeing Survey (FFCWS)
follows a cohort of children born between 1998 and 2000 in the US, starting at birth. These
data contain rich information on children’s outcomes and parents’ characteristics, such as

marital status and labor supply. Additional details are provided in Online Appendix OA.1.

2.3 Motivating Facts

I first document the growing role of cohabitation as a defining feature of US society. I then

show that, even when controlling for couple characteristics, married and cohabiting couples

the hospital at childbirth (Rossin-Slater, 2017). However, 87% of cohabiting fathers in the FFCWS report
that nobody at the hospital talked to them about establishing paternity.

3My analysis abstract from other differences between marriage and cohabitation, including federal tax
treatment, welfare eligibility, inheritances, and social security benefits.



exhibit distinct behaviors. Finally, I examine differences in outcomes among children born

under these different family arrangements.

Cohabitation has tripled over the past 40 years, becoming a prevalent household ar-
rangement in the US (Figure O.1 in Online Appendix OA.2). Nearly one-fourth of women
born in the early 1980s had their first child within a cohabitation relationship (Table 2).

Table 2: Marital Status of Women at First Birth

Married Cohabiting No partner present
Share (%) 52% 23% 25%

Notes: NLSY-97, Bureau of Labor Statistics. Sample restricted to women whose first birth occurred between 1997 and 2017.

While cohabitation is widespread across demographic groups there are marked observ-
able differences between women who had children under marriage and under cohabitation,
which suggests sorting based on demographics. Women who have children under cohabita-
tion have on average lower education and are relatively younger (see Table O.1 in Online
Appendix OA.2). However, even after conditioning on these observable characteristics,
married and cohabiting couples make different choices along dimensions that can affect

their long-term outcomes, such as the human capital of women and their children.

First, college-educated women are more likely to have children in marriage than in
cohabitation, while differences are less marked among the non-college-educated (Figure
0.2 in Online Appendix OA.2). Second, conditional on education, cohabiting parents have
significantly less stable relationships than married parents. Figure 1 shows that 45% of
parents cohabiting at childbirth have separated by the child’s 5th birthday, compared with
only 18% of those married at childbirth. Thus, children born to unmarried parents are

more likely to grow up in a single-parent household (typically with the mother).*

Third, the literature has extensively documented the negative impacts of childbirth on
female labor market outcomes (Angelov et al., 2016; Kleven et al., 2019; Adda et al., 2017;
Berniell et al., 2021). However, using an event study around the time of childbirth, I find

that the “motherhood penalty” on employment and hours worked is less pronounced and

4Due to differences in parental separation, the children of cohabiting couples are more likely to be ex-
posed to non-biological parental figures. However, there is no differential pattern conditional on dissolution,
and so, I abstract from this feature in my model.

10



Figure 1: Couple Stability by Marital Status at First Birth
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Notes: NLSY-97, Bureau of Labor Statistics. I plot the coefficients of a regression of whether the couple is separated on
indicators of the time since childbirth, by marital status. I control for women’s education, age, race, age at first birth, number
of years together before childbirth, and year and region fixed effects. Dashed lines represent 95% Cls of the estimates.

less persistent for women who were cohabiting at childbirth compared with married women
(Figure 2).° These findings are consistent with recent work by Adamopoulou et al. (2024),
who show that cohabiting women have lower motherhood penalties than married women,
relative to men.® If maternal time is an input in the production of child human capital,
and higher labor supply reduces time investments, differences in labor market behaviors
may translate to differences in child outcomes.” This story is consistent with Lafortune
and Low (2023) and Laufer and Gemici (2009), who suggest that the marriage contract
supports specialization within the household and hence higher investments in children. I

next examine the differences in child outcomes between married and cohabiting couples.

DIFFERENCES IN CHILD OUTCOMES: Using rich data on child outcomes from the
FFCWS, I construct measures of child behavioral and cognitive outcomes at different ages.®

The results in Table O.2 in Online Appendix OA.2 suggest that toward the end of the de-

5Details on the event study specifications and additional results are in Online Appendix OA.3.

6Figure 0.4 in Online Appendix OA.2 documents similar patterns in the FFCWS data.

"Figure 0.3 in Online Appendix OA.2 shows that the time women allocate to childcare activities de-
creases as they increase their labor supply, conditional on education and partner’s presence. This is
consistent with Agostinelli and Sorrenti (2022) and Bastian and Lochner (2022), who find that the increase
in labor supply induced by the Earned Income Tax Credit reduces maternal time investments, which is not
compensated with an increase in the quality of the time investments.

81 report the variables used to construct these measures in Table O.14 in Online Appendix OC.1. For
consistency with the other indexes constructed in Section 2.4, I perform principal component analysis using
either the behavioral or the cognitive variables, separately for each wave. I predict, in each case, the scores
for the first principal component, which I then convert into percentiles.

11



Figure 2: Motherhood Penalties: (a) Employment Rate and (b) Hours Worked
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Notes: NLSY-97, Bureau of Labor Statistics. The sample includes women who had their first child between 2000 and 2017
and who were between 20 and 35 years old at the time of childbirth, under marriage or cohabitation. The figures display the
coefficients of indicator variables that capture the distance between child’s birth (7 = 0) and year ¢t. The magnitudes of the
coefficients are relative to the year before the child’s birth (7 = —1), depicted by the vertical orange line. I estimate separate
models for the sample of women who were married and cohabiting at first birth. All models control for women’s age and
education and include year fixed effects. Dashed lines represent 95% Cls. Standard errors are clustered at the individual level.
velopment process (between ages 9 and 15), children born to cohabiting parents have on
average worse behavioral (columns 1 and 2) and cognitive outcomes (columns 3 and 4),
compared with those born to married couples. My findings show that while demographic
differences between married and cohabiting couples contribute to disparities in child out-
comes, these gaps persist even after accounting for demographics.? Differences in parental
investments and household stability may help explain these patterns. The model estimates

presented below will allow me to quantify the relative importance of these mechanisms.

2.4 Addressing Potential Endogeneity Concerns

As documented in Section 2.3, married and cohabiting couples differ in both behaviors
and outcomes. However, even after controlling for a broad set of observable characteristics
correlated with marital choices, differences in outcomes may still reflect sorting on unob-
servables (e.g., varying preferences for children) into marriage or cohabitation. I provide

two pieces of evidence to contribute alleviate these endogeneity concerns.

First, exploiting the richness of the FFCWS, I construct three indexes associated with

the quality of the relationship, parenting preferences and family values. These indexes aim

9When adding controls step-wise, I find that mother’s demographic characteristics (education, race, and
age) are key in explaining the gaps between cohabitation and marriage reported in Table O.2. Additional
controls (income, household composition, etc.) have little impact on the magnitude of the main coefficient.

12



to capture unobserved characteristics and preferences that may correlate not only with the
choice of the marital contract but also with other outcomes of interest. The first two indexes
reflect the quality of the relationship between the child’s parents and their preferences
for parental involvement, while the third measures the degree of household conservatism,
similar to the Family Value Index of Goussé et al. (2017). These indexes enter as controls
in Tables 0.2 and Figure 0.4 in Online Appendix OA.2, and the inclusion of these controls
has little impact on the magnitude of the coefficients. Details on construction of the indexes

are provided in Online Appendix OA 4.

Second, I document how marital decisions—including the choice to cohabit—respond to
policies that widen or narrow the differences between marriage and cohabitation. To do so,
I exploit the staggered adoption of three policies across states and over time that altered
the legal distinctions between marriage and cohabitation: (a) the shift from a presumption
of sole maternal custody at divorce to joint parental custody, (b) simplification of the
paternity establishment process for unmarried fathers, and (c) the transition from mutual
consent to unilateral divorce. This variation allows me to estimate the causal effects of
these policies on marital choices, and particularly on the choice of cohabitation. In all
cases, I find that changes in the legal environment influence cohabitation decisions. This
suggests that family formation is not solely driven by preferences but can also be shaped by
policy, as I further demonstrate in the counterfactual analysis in Section 5. Details on the

policy changes, econometric models, and results are provided in Online Appendix OA.5.

3 The Model

Motivated by the evidence in Section 2, I develop an equilibrium model of the marriage
market that incorporates the choice between marriage, cohabitation, and singlehood. This
model captures the main institutional differences between marriage and cohabitation, in-
cluding differences in property division and child custody rules. Using this framework, I
examine the factors that drive marital choices and their implications for intra-household

resource allocation and child human capital. I then use the model to evaluate the potential

13



impact of various policies on family formation and related outcomes.

3.1 Model Overview

There is an equal measure of men and women (denoted by m and f, respectively). Indi-
viduals ¢ of sex j € {f,m} are characterized by their exogenous education level s, which

can be of two types: Low (L) or High (H).

The life of an individual is divided in two stages. The first one is the matching stage,
in which individuals meet in a one-shot frictionless heterosexual marriage market. In this
stage, agents choose the type of household they want to form, given by a combination of
contract-type, g— Marriage (M), Cohabitation (C'), or Singlehood (S)—and a partner’s
type, s. This choice is made based both on the expected utility from forming each type
of household and on idiosyncratic preferences for a partner-type and contract combination

(Chiappori et al., 2017b; Chiappori et al., 2018; Reynoso, 2024; Gayle and Shephard, 2019).

The marriage market equilibrium determines family formation (who matches with whom
and under which contract and who remains single), as well as the initial relative bargaining
power of partners (i.e., the market-clearing Pareto weights). Note that in this model, the
initial market-clearing Pareto weights are common to all couples of the same type. More-
over, since partners act non-cooperatively upon separation or divorce, my model exhibits
imperfect transferable utility (ITU) (Chiappori et al., 2015). This implies that in equi-
librium, the initial Pareto weights are determined by anticipating the life-cycle expected
utilities. At the same time, the life-cycle value produced by a household depends on the

intra-household resource allocation (the Pareto weights).

The second stage is the household’s life cycle, divided in T periods, in which couples
solve a collective household problem with limited commitment to the initial allocations
(Mazzocco, 2007; Voena, 2015; Bronson, 2019). In each period, existing households observe
shocks to their match quality and the male partner’s income, and a fertility realization.
Based on these, they make choices on couple dissolution, female labor supply, consump-

tion, and savings. These decisions endogenously determine the intra-household allocation

14



of private consumption—given by the partners’ updated Pareto weights—individual flow

utilities, and child human capital.

A critical feature of the model is that during the matching stage individuals can choose
between three marital statuses: marriage, cohabitation, or staying single. During the life
cycle, married couples can divorce and cohabiting couples can separate. My model does not

allow for rematching. Hence, divorce, separation, and singlehood are absorbing states.'’

I present the second stage of the life cycle in Section 3.2. In Section 3.3, I describe the

marriage market, in which individuals match anticipating the solution to the second stage.

3.2 Second Stage of the Life Cycle

I describe the elements of the second stage of the model in Section 3.2.1 and the problem

of the household in Section 3.2.2.
3.2.1 Model Components

Frow UTILITIES: In every period t € {1,..,T}, the flow utilities of women (f) and men

(m) in couples (married or cohabiting) are given by

ul = log(c,Q,) — VP, + &, and  wu® = log(¢,Qy) + &. (1)

where ¢; denotes the consumption of a private good and @; is the human capital of
children—a public good within the household.!* The parameter 1) captures female disu-
tility from labor supply, P;. I allow ¢ to vary by female type (sf), the birth of a child
(“K arrival” = 1), and the presence of the male partner (PP = 1). Also, both partners

derive utility from their match quality, &. This is a couple-specific shock that follows a

10Based on the empirical evidence, I rule out the possibility of cohabiting couples transitioning to mar-
riage or single mothers transitioning to cohabit with or marry their child’s father. Still, as I explain in
Online Appendix OC.2, I consider a couple to be married if they had their first child under marriage,
independent of whether they cohabited before.

1 Couples only derive utility from the public good if there is a child in the household. Including the
period of birth, a child is in the household for four periods (until age® = 4).
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random walk process, & = &1 + ¢, with ¢ ~ N(0, 02). Cohabiting men without chil-
dren receive an extra utility OZf, which varies with his partner’s type. This captures the

non-economic value of cohabitation.

The flow utilities of divorce and separated women and men are given by

ul =log(n!c, Q") — yP, and " = log(m"c,Q*™). (2)

After a couple dissolves, both partners stop perceiving utility from the match quality
and lose economies of scale (captured by n/ < 1 for j € {f,m}).'? A key distinction
between marriage and cohabitation lies in how male and female partners derive utility from
children upon divorce or separation. I model this through gender-specific utility parameters,
o979 which T treat as economy-wide policy parameters, following Edlund (2013). These
parameters capture, for each contract g € {M, C'}, the marginal utility parents derive from
their child’s human capital upon separation/divorce. For clarity, I denote these parameters

a7 and aP7, where S stands for Separation and D for Divorce.

Following Brown et al. (ming) I assume that children become an excludable good when
parents no longer live together, and I impose that the a parameters for men and women
sum to 1 within each contract (e.g., o™/ +a%™ = 1). Reflecting the institutions discussed in
Section 2.1, I assume that cohabiting women retain sole custody of their children, meaning
a®f =1 and a®™ = 0. Thus, I interpret a”/ relative to full custody. I further assume
that parental rights are fully anticipated and do not depend on individual preferences or
behaviors, conditional on the chosen marital contract. To quantify the extent of parental
rights for men and women in divorce relative to separation, I empirically estimate the
parameters «, as explained in Section 4.2. As I demonstrate in Section 5, these parameters

are key in shaping marriage market equilibrium and couples’ choices.

The flow utilities of singles are analogous to those of the separated/divorced, with

the following exceptions: I assume single women have full custody, with o/*"e¢ = 1 and

121 assume that women finance the child’s consumption, and so 7/-ehild < gfinochild — zm = Ajgq 7 f
varies with the age of the child.
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a™simgle — (. In each period, singles derive extra flow utility, ¢, which captures non-

economic gender- and type-specific preferences for singlehood.'?

RESOURCES: In each period, the household allocates resources derived from earnings,
wy" P and wf Ptf , and assets, (1+1)A;, between household’s consumption, z;, and savings,
Ay 1.1 T assume households face borrowing constraints, and so A,.; > 0. In each period,
the budget constraint of a household is then given by 2, = w{ P/ +w™P/"+(1+71) A — Ay

Labor earnings depend on the wage rate, w;, and the labor supply, P;.

In each period, the household decides whether the female partner works full time (P, =
1), part time (P, = 0.5), or does not work (P, = 0). These choices determine female
cumulative experience, Exp; ;, and in turn their wage rate, w{ " log(w{f ) = By" + 6, Exp; ,+
B3 Exp;,. Men always work full time (P, = 1) and their wages are a function of age, ¢:
log(wf}y) = By + Bt + S5t However, they can get a persistent unemployment shock,
w;™, that halves their period ¢ earnings.'® For both men and women, I allow the parameters

of the wage process to depend on the individual’s type, s.

Differences in resources between marriage and cohabitation materialize in the period
the couple splits. Divorced and separated fathers pay child support to their ex-partner with
a probability that depends on the previous marital contract g. Their payment status is
realized upon divorce/separation.At divorce (¢ = ) ex-spouses pay a divorce cost (DC),
divided evenly between them. I assume that courts allocate half of the couple’s assets (A;p)
to each of the ex-spouses, with A{D = A7, = 0.5A;0. At separation (¢t = t%), ex-partners do

not pay a separation cost, and each of them keeps their own assets, allocated proportionally

wl — f 16
w{fw?) and A = A;s — Ajs.'° 1 assume that

to their potential earnings, with A{S = As(

13The flow utilities of singles are given by u{ = log(mciQy) — P + 6755 and u* = log(n™c;) + 0™ 5m.

Note that the total expenditures in private consumption, z;, finances the consumption of all household
members, including children (which implies that c{ + " = Cy < x¢). When individuals do not live with
a partner, their resources depend on their own earnings and savings. Women living alone with children
finance their consumption, while men do not.

15This shock follows a Markov process, E(u;™|p;™ ) = ®;™, where ®;™ is a matrix of dimensions 2x2,
which contains the probability of transitioning from the employment (1) to the unemployment state (0).

16Table 0.3 in Online Appendix OA.2 shows that cohabiting partners are less likely to have a joint bank
account or share money, consistent with a policy environment in which cohabiting partners retain their own
assets upon separation, which discourages joint financial decisions. This, in turn, motivates my modeling
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no private transfers at divorce or separation that can undo these allocations.

FERTILITY: The fertility process is stochastic and women have at most one child.
The probability of a child’s birth depends on the woman’s age (¢), education (sf), and,
importantly, the marital status chosen in the marriage market (g). Hence, when choosing
a marital contract individuals also choose the associated fertility process. Divorced and

separated childless women cannot have children.

CHILD HUMAN CAPITAL: Child human capital ();; is produced in the maternal house-
hold during the first three periods of the child’s life, using as inputs maternal time (/; ),

previous child human capital (@); ), and parental education (captured by v*f x y*™), with

agel agel agel s s
log(Qis1) = po "8 + p1 7 log (L) + py 5 log(Qie) + 7™ x 7. (3)

The productivity of the investments, captured by the parameters p, depends on the child’s
age (age®™) and the father’s presence (PP).!” However, it does not depend on the specific
marital contract. Therefore, differences in child development between marriage and cohab-
itation will only depend on marital sorting and endogenous investments conditional on the

contract, but not on structural differences in the production function between contracts.

Two things are worth mentioning: First, parental types (s; and s,,) enter the pro-
duction function directly, through the interaction between v*f and v*", but do not affect
the productivity of the investments (the p parameters). When the father is not in the
household, only the mother’s education, v/, enters in (3).!® Second, the maternal time
investment is a function of the labor supply of women, given by I, = x*/FPasex(p). 1
allow x to depend on the female type (sy), the presence of the father (PP), and the child’s

age (age®), but not on the specific marital status.

assumption.
17T allow for the parameters p to depend on whether age® = 1 or age® > 1. This captures differences in
the productivity of investments at different developmental stages, as informed by the empirical analysis.
18] capture expenditures on children only indirectly, through parental education. This is consistent with
Del Boca et al. (2014), who do not consider expenditures on children in the estimator of the child human
capital production function. This responds to the fact that individuals may not adequately attribute
household public good expenditures to children.
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3.2.2 The Couple’s Life Cycle

I now introduce the problem of a couple. For brevity, I show here the problem of the
married couple, but the problem of the cohabiting couple is analogous. I provide details

on the problem of the other types of households in Online Appendix OB.1.

A couple who arrives married (AM) to period ¢ will compare their value under marriage
and divorce, after observing their fertility and shocks realizations. Based on these, they
will decide whether to divorce (D; = 1 or D; = 0), their consumption and savings (A1),
and female labor supply (P;) to maximize the household value V,A*—which is the sum of

weighted spouses’ individual values (V/" and V;"™). This problem is given by

VAM@QM) = max  [AMV(QM) + (1= A)VmMQM) |, (4)

Dy, Agy1,Pf

subject to the budget constraint in marriage if D; = 0 and the one in divorce if D, = 1.

In (4), OM = {Exp{,,ft,At, k,age®, Qy, u, )\{} is the couple’s state space in period t.
For each partner, the value V7" will be given by their value under marriage (if D, = 0),
or the value in divorce (if Dy = 1). For the female partner, Wf M is given by
(5)

[ J/

A
V@) = (1= D) (uf " + BEVIEY () +Di (uf” + BEVIT(Q]D))
Value in‘g/[arriage Value invDivorce

The value for the male partner, V" is analogous. The values under marriage and
under divorce are computed considering the expected realizations of shocks and the optimal
choices that, conditional on those shocks, they would make jointly if they stay married,
or individually if they divorce.!” Cohabiting couples solve the same problem, but these
couples choose between cohabitation and separation; the differences between divorce and

separation were discussed in Section 3.2.1.

19To compute the expected values, individuals solve the problem backward, starting from the last period
of the life cycle, T, and integrating over all possible realization of the shocks, taking as given the state
space (M under marriage and Q7P and Q,{ P under divorce).
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I assume limited commitment. In each period, the partners’ weights in the household
problem are given by their relative bargaining power (or Pareto weight), A\;. The Pareto
weights at the beginning of the life cycle (t = 1) are those determined by the marriage
market equilibrium, and are the same for all couples of the same type. In periods t > 1,
these Pareto weights will be couple-specific, since they can be renegotiated to ensure that

the participation constraints of the spouses hold, as I explain below.

Female labor supply (P;) determines female experience, and hence female wages. This
choice, together with the savings choice (A;;1), affects the total resources, z;, available
for the consumption of all household members in period ¢. The intra-household allocation
of z; to the private consumption of each partner, c; and c,,, will be governed by the
relative Pareto weights.?’ The female labor supply—together with the divorce decision—
also determines the child human capital, Q¢41, as in Equation (3). When a couple divorces,

savings and female labor supply will be decided by each divorced household individually.

My framework features imperfect transferable utility (ITU), meaning that couples’
Pareto weights—which determine the allocation of private consumption between the part-
ners and their relative weight in the household problem—will affect the couples’ choices,
and hence the surplus generated by a match. This implies a departure from the transferable
utility (TU) setting, in which the marriage market allocation can be solved independently
of how surplus is split between partners. Several features of my model drive this depar-
ture from TU. First, TU requires that utility be fully transferable both within marriage
and upon divorce (Chiappori et al., 2015). However, in my framework, ex-partners act
non-cooperatively, and resources in divorce are allocated based on prespecified rules rather
than on the Pareto weights that governed the relationship. Second, female labor supply
influences not only current earnings but also time investments in children and the accu-

mulation of experience, which affects future wages. Since upon separation partners do not

20In particular, if the couple decides to stay married the household problem will be given by problem (4),
with D; = 0. When solving this problem, the couple will first decide how to allocate the total resources
between total consumption and savings. Conditional on that decision, the intra-household allocation of
consumption will be such that the marginal utility of consumption of both partners equalizes. Under the
current parameterization of the model, this implies ¢,, = (1 — A\;)C; and ¢y = A\C.
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compensate each other for past investments, maternal time investments may be inefficiently
low. Third, the nature of the utility function changes after separation and divorce, which
affects the extent to which men and women value the household’s public good. This can
result in underinvestments in children, since parents may not fully internalize the long-term

benefits of these investments.

COUPLE DISSOLUTION AND RENEGOTIATION: Couples who arrive married or cohab-
iting to period t optimally decide whether they stay together or break up. Divorce and
separation are unilateral decisions, which means that they do not require the consent of the
other partner. For a married couple, three potential scenarios arise: (i) if for both spouses
the value of marriage is higher than the value of divorce (u]" + V72X (M) > V7P (") for
j € {f,m}) the couple will continue married without renegotiation of the Pareto weights,
A: (i) if both spouses prefer divorce over marriage (ul" + Vtﬁ\f(ﬁf” ) < VP (QIP) for j e
{f,m}) the couple will divorce; and (iii) if for one of the spouses j € {f,m} divorce has
a higher value than marriage, but the opposite holds for the other spouse, the couple will
renegotiate the Pareto weight in favor of the party who wants to leave, adjusting it just
enough to make them indifferent between staying and divorcing (Ligon et al., 2000). In this
setting, divorce is efficient and will occur when no feasible allocation of resources within
marriage satisfies both spouses’ individual participation constraints and the intertemporal

budget constraint. The analysis for the cohabiting couple is analogous, but the value of

divorce is replaced by the value of separation.

3.3 The Matching Stage

A one-shot frictionless marriage market takes place at the beginning of the life cycle. At
this stage, individuals form a couple, given by a combination of partner type s and contract

(marriage or cohabitation), or remain single.

At the matching stage, individuals take as given the solution of the life-cycle problem
of each type of household, described in Section 3.2.2. They compute the systematic ex-

pected lifetime value from the perspective of the marriage market, V(Sj o ’g)()\(sﬂ"S*j 9)), of
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entering each type of contract g with a partner of type s_;. These values are determined in
equilibrium since, as explained above, in the ITU setting the total surplus produced by a

match is not independent of the equilibrium Pareto weights, \(%i-5-3-9)
Moreover, each individual i of sex j € {f,m} draws a vector of marital preferences, w?,
over partners of the opposite sex, as in Choo and Siow (2006):

o, s-pM 550,
7 W

L) M y WM

se€ L,H); w9~ Gumbel(0,0,). (6)

I assume these taste shocks are drawn from a Gumbel distribution, with location parameter
0 and scale parameter o,, and represent the subjective taste of individual ¢ of sex j of
entering a contract g with a partner of type s_;.?! This implies that individuals care about
their partner’s type, s, and the contract they set, but not about their partner’s identity.

Then, given the systematic utility values, ylee ’g)()\(sj’s—j 9)), and their idiosyncratic

(55:5-5,9)
%

preferences, w , individuals choose the type of household—a combination of s_; &

{H,L} U and g € {M, C, S}—that maximizes their lifetime utility:

(55,5-4,9) 77(55.0) si,0  77(55:8—4,9) S (85,8—459)
Vot = max (| V +w, VvV PN E38-3:9)) g (#5390 (7)
S—j,9 N ~ S/ O\ ~ J/
Value of singlehood Value of matching to partner

of type s_junder contract g

Following Choo and Siow (2006), the idiosyncratic taste shocks, w;”*~7*f

, are additively
separable in the total value V; of forming each type of household. Thus, conditional on the
marriage market equilibrium, the taste shocks have no impact on the life-cycle choices and
individuals’ lifetime values. The separability assumption and the distributional assump-
tions made in (6) allow me to compute in close form the proportion of individuals of type

s; who will demand a contract g with a partner of type s_;, given the matrix of s, X 55 x 2

7]‘,

initial Pareto weights, A. These choice probabilities are defined in Online Appendix OB.2.

The solution to the matching problem (7) determines the marriage market equilibrium,

2 Specifically, w; =M i5 the idiosyncratic value for an individual i of type s; of marrying a spouse of

-3¢

type s_;; wf is the value of cohabiting with a partner of type s_;; and w? is the value of staying single.
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given by the matching patterns (who matches with whom) and the initial matrix of Pareto
weights A (the split of the marital surplus). At the equilibrium Pareto weights, the measure
of men who demand each type of household will and the measure of women who supply

them will coincide, clearing the marriage market. Formally, the equilibrium is defined as

Definition 1: A competitive equilibrium at the matching stage is given by (1) a matrix
of (sf X 8, x 2) Pareto weights A and; (2) an assignment of male types to female types
Viomsrg) — V(j;f,sm,g)’ Vs, € {L,H}, Vsy € {L,H} and Yg € {M,C} (as defined by (0.3)),
such that (1) The measure of s,,-type men demanding an sy-type woman under a contract
g equals the measure of sy-type women supplied to type-s,, males under contract g:

v (A) = v/ (A) Vs,, € {L,H},Vs; € {L,H},Vg € {M,C},

(sm»5£,9) - V(Sf,smyg)

and; (2) at the Pareto weights A, the mass of single men and women, v ,(A) and
l/(f@ Sf)(A), is such that the sum of men and women in each type of household (couples and

singles) equals the measure of men and women of each type in the economy:

Ugf - U(j;f,@)(A) + Z V(fo,smyg)(A) VSf, Sm € {L, H}

Sm,9g

VI = vy (A Y V(A sy, sy, € {L, HY.

Sf9

As explained earlier, the equilibrium Pareto weights are common to all couples of the
same type who form in the marriage market. These are endogenously determined anticipat-
ing the allocations and choices that households will make over the life cycle. At the same
time, in the I'TU setting, those allocations and choices will be affected by the equilibrium
Pareto weights. Then, obtaining the marriage market equilibrium requires solving for a
fixed point in A. To do this, I adapt to my setting the fixed-point algorithm proposed
by Galichon et al. (2019) and implemented by Gayle and Shephard (2019) and Reynoso
(2024). Details are provided in Online Appendix OB.3.
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4 Model Estimation

In this section, I discuss the identification of model parameters and the methods used
in the estimation. The structural estimation proceeds in two steps. First, I identify the
production function of child human capital and the wages, male income shock, and fertility
processes directly from the data. I draw another set of structural parameters from previous
research. In a second step, I internally estimate the remaining parameters using the method

of simulated moments (McFadden, 1989; Pakes and Pollard, 1989).

4.1 Parameters Estimated Outside the Model

PRESET PARAMETERS: Table O.9 in Online Appendix OC.1 reports the parameters that
are taken directly from the literature or set from external data sources. I set the length
of the life cycle to seven periods, of 4 years each. Women are fertile for four periods (late

30s) and child’s human capital accumulates for three periods.

WAGE PROCESSES FOR MEN AND WOMEN: [ estimate the wage processes using data
from the NLSY-97. In the model, male wages follow a deterministic process that depends
on age. As women choose their labor supply, their earnings process depend on labor market
experience. This presents two main challenges: First, female experience is endogenous, and
second, I only observe wage offers for women who select into work (an issue addressed by
Heckman, 1979). I present the model for the wage processes and the corresponding results
in Online Appendix OC.1. I also elaborate there on the endogeneity concerns in estimating
the female wage process and on the two-step control function approach I implement to
alleviate them. The results in Table O.10 show that, consistent with Reynoso (2024),
returns to experience increase with education, both for men and for women. In both cases,

wages exhibit a concave profile, with positive, but decreasing, returns to experience.

CHILD HUMAN CAPITAL: I estimate the production function of child human capital
based on Equation (3) on FFCWS data. As explained in Section 3.2, the parameters of

this function depend on the presence of the father and the age of the children. To account
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for the first, I estimate the production function separately for children who live with both
parents and for those who live only with their mother. To account the latter, I interact
the inputs (maternal time, I;, and past human capital, Q;), with an indicator that takes
value 1 when the child is “small” (less than 5). In mapping data and model, I align the
model’s first period with data on children classified as “small”. When both parents live
together, I account for the interaction between their education levels, while for single-parent

households I only control for maternal education.

Since I do not observe maternal time investments (/;) in the FFCWS;, I use a latent
variable to map maternal labor supply from the FFCWS to childcare time from the ATUS—
conditional on education, father’s presence, and child’s age (see Online Appendix OC.1 for
details).?? Since my model lacks such latent variable, I assign to each women the average
childcare of women in her corresponding cell (defined by maternal education x father’s
presence x child’s age x labor supply) from the ATUS. I construct child’s human capital
measures (();) using the same information as in Section 2.3. I provide details on the

estimation and the construction of [; and (); in Online Appendix OC.1.

The estimation results are reported in Table O.13 in Online Appendix OC.1. The re-
turns to maternal time investments are larger for young children, consistent with previous
findings (Del Boca et al., 2014; Attanasio et al., 2020; Bolt et al., 2024). Self-productivity
increases with the child’s age and is higher when both parents live together, which poten-
tially reflects the father’s time investments or the greater resources available in two-parent
households—factors omitted from my model. Finally, I find strong complementarities in
parental education, as evidenced by the large and significant coefficient on having two
highly educated parents. As I demonstrate in Section 4.2.4; this complementarity plays a

key role in driving positive sorting in the marriage market.

OTHER ELEMENTS ESTIMATED OUTSIDE THE MODEL: I estimate the Markov process

of the male income shock (p;™) and the fertility processes on the NLSY-97. I estimate

22This strategy allows me to introduce variation in maternal time investment that is not only driven by
labor supply, as illustrated in Figure O.3—e.g., a woman may work full time and still make significant time
investments in children.
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the probability that the father will pay child support upon divorce or separation on the
FFCWS. Details and results are provided in Online Appendix OC.1.

4.2 Internally Estimated Parameters

I internally estimate the remaining 15 structural parameters (denoted by the vector Y):
(a) the disutility of work for women in different households, 1K arivalbPP. (1) the variance
of the shock to the match quality, o¢; (c) the marginal utility over child human capital for
divorced women, aP»/; (d) the scale parameter for the marriage market taste shocks, o;
and (e) the utility terms for single men and women, §g and 63" and for cohabiting men,

Qg’sf . The full list of parameters is in Table O.17 in Online Appendix OD.1.
4.2.1 Data and Sample

The internal estimation uses data from the NLSY-97. I summarize individuals’ complex
marital choices by integrating information on their marital and fertility histories. To map
the data to the model, I assign each individual to a unique marital status and partner,
which allows me to characterize in the data their marriage market choices. As the main
criteria for the assignment, I consider the marital status under which they had their first
child.?® My final sample consists of 1,837 women, with 48% classified as married, 24% as
cohabiting, and 28% as single. Details on sample selection and the assignment of individuals

to unique marital statuses and partners are provided in Online Appendix OC.2.
4.2.2 The Method of Simulated Moments

To estimate the vector of structural parameters Y, I use the method of simulated moments.
I construct a set of 32 moments in the data—denoted by Mp—related to the labor supply of
women in different types of households, marital transitions, and marriage-market matching

frequencies. For every given vector of parameters Y, I solve the model and construct the

23For women who are childless by the time I last observe them in the data, I consider them as singles if
they never had a partner, as cohabiting if they have ever cohabited but have never been married, and as
married if they were ever married. I discuss this assumption in the Online Appendix.
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same set of moments—denoted by Mjy;—on simulated data. I describe these moments in
Online Appendix OC.3. I do not target heterogeneity by couple-type or between marriage
and cohabitation in the estimation, except for behaviors directly associated with differences

in the institutional setting, such as separation versus divorce rates.

Following Gayle and Shephard (2019), I use an equilibrium constraint approach in the
estimation (Su and Judd, 2012). Under this approach, I augment the vector of parameters
Y toinclude A, the vector of eight equilibrium Pareto weights, one for each type of couple. I
use a global search algorithm (followed by a local search refinement) to obtain the estimated
parameters Y and the equilibrium Pareto weights A that minimize the distance between
the data and the model moments, subject to market clearing constraints.?* This approach
is computationally more efficient than solving a nested fixed-point problem, which requires
to solve the marriage market equilibrium for each proposed vector Y, using the algorithm

discussed in Online Appendix OB.3.?
4.2.3 Identification

The structural parameters Y are identified from the close link between each parameter and
the aggregate behavior of individuals in the model, captured by the 32 moments described

in Online Appendix OC.3. I provide heuristic identification arguments below.

The parameters of the female disutility of work, WK amivalPP “ar6 Jinked to female labor

supply choices. Given the wages and the productivity of maternal time in the production of

24This implies solving the following problem:

(. A(T) = argmin [Mys (Y, A) = Mp] "W [My (X, A) ~ Mo

s.t u(f A = v () V(sm,sp)V g € {M,C},

8F,5m,9
where the market clearing constraints are defined as in Online Appendix OB.2 and W is the optimal weight-
ing matrix, given by the inverse of the diagonal of the variance-covariance matrix of the data moments.

25Due to the discreteness of the numerical solution, the vector A obtained using the method of simu-
lated moments is not identical to the vector of Pareto weights obtained using the algorithm to solve the
equilibrium. Therefore, for consistency between baseline and counterfactuals, I use the vector of structural
estimates, T, and solve again for the initial Pareto weights using the algorithm before conducting coun-
terfactuals. I report these Pareto weights in Table O.19 in Online Appendix OD.1. The patterns obtained
with both procedures are consistent, despite some differences in the Pareto-weight magnitudes.
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child human capital (identified outside the model), an increase in ¥ renders labor market

work more costly for women.

The variance of the shock to the match quality, o, is associated with couples’ dissolution
rates. Given the mean of the shock (normalized to zero), a higher variance will increase the
share of couples who draw a shock below a certain threshold, fueling separation/divorce.
Moreover, due to differences in the policy environment, married and cohabiting partners
have different outside options. Therefore, differences between divorce and separation rates,
conditional on o¢, will contribute to pin down o/, the parameter related to the strength

of parental rights for divorced women.

The scale parameter of the distribution of the marriage market taste shocks, o, is
pinned down by the overall marriage market sorting patterns. The observed fraction of
singles informs the parameters of the extra flow utility of singles, Hgf and 6g". The per-
period values of cohabitation for childless men, 6"/, are pinned down by the share of men

choosing cohabitation, conditional on the Pareto weights.

Finally, all structural parameters are constrained by the marriage market-clearing con-
ditions. For a proposed set of parameters Y, the model matching frequencies computed
from female and male choices may differ. Then, the equilibrium Pareto weights and struc-
tural parameters will adjust until there is no excess demand for any couple-type, and the

model matching frequencies coincide with the corresponding data moments.
4.2.4 Results and Fit

PARAMETERS ESTIMATES AND FIT: I report the structural parameters from the internal
estimation and their standard errors in Table O.17 in Online Appendix OD.1. The last
column of Table O.17 reports the three moments that explain most of the variation of the

parameters in the estimation and the share of this variation explained by those moments.26

26The variance matrix of the estimated parameters Y is computed as Var =
[AL WA, LA WOW A, [ALWA,,] 7L, where A,, is the 17x32 matrix of partial derivatives of the mo-
ment condition with respect to each parameter. C'is the covariance matrix of the data moments. I compute
the sensitivity of each parameter to the moments in the estimation as |Sensitivity| = |—[AL, WA,,] 1A/ W],
as defined by Andrews et al. (2017).
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The estimate of a”f—which captures the extent of parental rights for divorced women—
equals 0.75, and reflects three aspects of the institutional environment discussed in Section
2.1. First, women partially surrender parental rights in marriage (as suggested by Edlund,
2013), reflected by o/ < 1. Second, even under shared custody arrangements, divorced
women get more time with children relative to divorced men (a?/ > 0.5). Finally, the

results imply that a”™ > o™ = 0, and thus, divorced fathers have stronger parental rights

than separated fathers.?” I investigate the effects of changing these policies in Section 5.

The estimates of /K aval PP qyegest that most women lose utility when working pos-
itive hours, except for women in couples with a small child. This induces mothers of small
children to work even when more time at home would increase child human capital. The
extra flow utility from singlehood, ¢, is positive for men and women and relatively con-
stant across education groups. Conditional on education, men require a higher taste value
to match the empirical share of singles, since they do not derive value from children. The
extra utility value for cohabiting childless men is positive and increasing on the partner’s

education. Finally, I estimate a scale parameter of marriage market shocks, o, of 3.84,

which rationalizes the observed marriage market mismatch.

Table 3 shows that under the estimated parameters, the model fits the targeted data
moments well. In Figure O.8 in Online Appendix OD.2 I perform comparative statics
with respect to the parameters that capture the marginal utility over child human capital
(aP), the disutility of work (i amivalPP)y “the shock of the quality of the match (o),
the marriage market shock (o,,), and the taste for singlehood (fs). The responses of model
moments to changes in the parameter’s values are in line with the identification arguments

discussed in Section 4.2.3.

MARRIAGE MARKET EQUILIBRIUM: Figure 3 displays the share of couples of different
types who form in the marriage market—an additional set of moments targeted in the

estimation. Under the estimated structural parameters and the equilibrium Pareto weights,

2TThese results are consistent with data from the FFCWS that show that 94% of children co-reside with
their biological mother when both parents are not present in the household, and thus, women have higher
access to children. It is also consistent with evidence in Table O.4 in Online Appendix OA.2, showing that
divorced fathers are twice as likely as separated fathers to have a formal custody order.
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Table 3: Moments

Moment Description Data 90% ClIs Model
M1. Female LFP (Low Educ., no small child) 0.857  [0.847, 0.866] 0.87
M2. Female LFP (High Educ., no small child) 0.919 [0.914, 0.924]  0.916
M3. Female LFP (Low Educ., small child, partner) 0.770  [0.749, 0.791]  0.775
M4. Female LFP (High Educ., small child, partner) 0.843  [0.829, 0.856] 0.841
M5. Fem FT/PT Ratio (Low Educ., small child,no partner) 0.591 [0.552, 0.629]  0.590
M6. Fem FT/PT Ratio (High Educ., small child, no partner) | 0.656 [0.607, 0.703]  0.648
M?7. Divorce Rate by t=4 (conditional on having a child) 0.290 [0.257,0.327]  0.259
MS8. Separation Rate by t=4 (conditional on having a child) | 0.448 [0.387, 0.502]  0.473
M9. Correlation between Partners Type (All Couples) 0.398 [0.357, 0.442]  0.375
Single Female (low educ.) 0.159 [0.146, 0.173]  0.158
Single Female (high educ.) 0.120 [0.108, 0.132]  0.122
Single Male (low educ.) 0.203  [0.187,0.220]  0.213
Single Male (high educ.) 0.076  [0.056, 0/095]  0.076

Notes: Model moments are computed at the estimated values of the parameters, T. Details on the construction of data and
model moments are provided in Online Appendix OC.3.

the matching frequencies computed from female choices (light blue dots) closely coincide
with those computed from male choices (dark blue triangles), consistent with the marriage
market equilibrium. These matching patterns reproduce the empirical ones, with most of

the model moments lying within the 90% confidence intervals of the data moments.

The marriage market exhibits positive assortative matching (PAM) in education, mea-
sured by a positive correlation between the education of the male and the female partners
in couples (0.375). A key mechanism behind this result is the complementarity between
partners’ education in the production function of child human capital, reported in Table

0.13 in Online Appendix OC.1.

The market-clearing Pareto weights A—the initial weight of the female partner in each
type of household—are reported in Table O.19 in Online Appendix OD.1. Within contracts,
the initial female Pareto weight is increasing (decreasing) on female (male) education.
Moreover, Figure 4 shows that cohabiting women have lower initial Pareto weights in all
type of households, conditional on both partners’ education. These differences are more

pronounced for low-educated women.

As discussed, cohabitation allows women to retain full custody of children upon sepa-

ration (captured by o/ = 1), while married couples are more likely to share custody upon
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Figure 3: Matching Frequencies: Model Moments and Data Cls (black bars)
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Notes: Each set of markers and bars represents a different couple-type in the marriage market, where I denote low-education
by “L” and high-education by “H,” with the first letter in the pair denoting the female partner’s education (e.g., “HL
Cohabitation” refers to a cohabiting couple formed by a high-educated female and low-educated male partner). Since in the
data the matching partners are unique, there is only one data confidence interval, denoted by the black bars. However, slight
differences between male and female choices arise due to the discreteness of the numerical solution of the model.

Figure 4: Differences in Initial Female Pareto Weights (Cohabitation - Marriage)
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Notes: Each bar computes the difference between the Pareto weights of cohabiting and married women, in a given couple-type
(sf,5m), reported in Table O.19 in Online Appendix OD.1. I denote by “F” the female partner and by “M” the male partner.
divorce (a7 < 1). This reduces the relative value of marriage for women, particularly
for those matched with low-educated men. For these women, legal marriage offers fewer
financial benefits, due to their partners’ lower wages. In contrast, because women are more

likely to exit cohabiting relationships, legal marriage becomes relatively more attractive to
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men. Marriage offers them greater stability, which allows them to live with their children
for longer and enables higher maternal time investments. Even in the event of a divorce,
married fathers retain stronger parental rights. These advantages help offset the higher fi-
nancial costs of divorce compared with separation, including a greater likelihood of paying
child support and equal assets split.?® In Online Appendix OD.3 I perform a compara-
tive static analysis with respect to a”/, that helps illustrate the role that parental rights
play in shaping marital sorting as well as the importance of considering marriage market

equilibrium effects when assessing the impact of policies. I return to this in Section 5.

Since men have a relative higher value of marriage, in equilibrium they provide women
with a larger share of household resources to convince them to marry. This is particularly
true among the highly educated, who benefit relatively more from marrying highly educated
women, given the strong complementarities in the production of child human capital. The
relative gains from marriage are lower among the less educated: Low-educated men are less
willing to give up consumption to attract women into marriage, and low-educated women
are willing to resign private consumption to enter cohabiting relationships. This renders
low-educated partners relatively more likely to sort into cohabitation (as shown in Figure
3 and Table O.18). For instance, when both partners are low-educated, only about half
of couples sort into marriage. For them, preferences play a larger role in driving marital

choices. When both partners are highly educated, 80% of couples enter legal marriage.

All in all, two-thirds of the couples that form choose legal marriage. The equilibrium
share of singles is large (see Table 3), with 27% of men and women not matching in the
marriage market. However, the educational composition of singles varies by gender: 78%

of single men and 58% of single women are low-educated.

UNTARGETED PATTERNS: Under the estimated parameters, the model successfully re-
produces several untargeted data patterns, discussed in Section 2.3. First, married mothers
accumulate less labor market experience than cohabiting mothers (see Table 0.20 in On-

line Appendix OD.1). Specifically, as shown in Figure O.7, low-educated cohabiting women

28The relative value of marriage is particularly high for highly educated men due to the higher fertility
probability within marriage.
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with small children are more likely to participate in the labor market and, conditional on
employment, are more likely to work full-time compared to their married counterparts.?’
The anticipation of higher separation rates and lower financial protections incentivizes co-

habiting women to increase their labor supply while reducing time investments in children.

Consistent with the data, cohabiting couples in the model separate more often than
married couples, conditional on the child’s age. This is mainly driven by cohabiting women

retaining full access to children upon separation.®”

Finally, by the end of the developmental stage, children born to cohabiting parents accu-
mulate 8% less human capital than those born to married parents. This gap is mainly driven
by highly educated couples with high complementarity in the production of child human
capital disproportionately sorting into marriage, as discussed above. However, differences
in child human capital between cohabitation and marriage persist after conditioning on
parental education, as shown in Table O.21 in Online Appendix OD.1, and consistent with
the empirical evidence. This is explained by lower maternal time investments and higher

separation rates (relative to divorce rates), mainly among the low-educated.

To quantify the role of the different mechanisms in explaining the human capital gap
(sorting, maternal investments, and couple dissolution), I simulate the model closing one of
these channels at a time. First, ignoring the direct effect of parental education closes 88%
of the overall gap between children born to married and cohabiting women, and 15% of the
gap between children of low-educated mothers. Second, ignoring differences in maternal
time investments reduces by 27% the gap in human capital among children born to low-
educated women, as these women have the largest gaps in labor supply. Finally, eliminating
differences in the production function between children living with one versus two parents
closes most of the gap (89%) in human capital between children of low-educated married
and cohabiting women, and one-fourth of the overall gap between the marital contracts.

This is explained by higher separation rates among cohabiting mothers, which make their

29The model closely matches the labor supply behavior of highly educated women but overestimates the
participation gap between low-educated married and cohabiting women. This leads to an overestimation
of the experience gap for this group.

308till, my model underestimates differences in divorce vs. separation at early stages of the child’s life.
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children more likely to grow up with only one parent. Details on the implementation are

provided in Online Appendix OD.2. The full results are reported in Table O.22.

5 Policy Counterfactuals

Finally, I simulate a reduction in the institutional differences between marriage and co-
habitation and investigate the welfare implications. In particular, I examine whether these
policies could effectively improve the position of low-educated women within the house-
hold and the outcomes of their children, since they are in the relative weakest position in

cohabiting arrangements.

EQuAL PARENTAL RiIGHTS: I first investigate the effect of equalizing parental rights
for divorced and separated parents, increasing joint custody upon separation. I implement
this counterfactual by shifting the parameters « associated with access to children upon
separation/divorce in the utility functions defined in equation (2), as explained in Sections
3.2 and 4.2.4. The baseline values of these parameters are in the first row of Table 4. The
ranking of the estimated parameters—a®™ < oP?™ < oP/ < o/ = 1-—is consistent with
a policy environment that favors maternal custody, and in which divorcees are more likely

to get joint custody compared with separated parents, as discussed in Section 2.1.3!

In the counterfactual, I assign to cohabiting couples the same custody laws that married
couples face, by equalizing the marginal utility over child human capital upon divorce and
separation (second row of Table 4). For women, this represents a reduction in relative
parental rights upon separation (lower a®), which renders cohabitation less attractive. In

contrast, men benefit from increased access to children upon separation (as a®™ = 1—a57).

I first examine the implications of transitioning from the baseline to the counterfactual
scenario, without allowing the marriage market to adjust (i.e., keeping the baseline Pareto
weights fixed). First, among already formed couples, this policy will reduce the value of

cohabiting women’s outside option, and depress separation rates, as shown in Figure 5 (left

31Tn the data, this is reflected in the lower probability that cohabiting parents have a formal custody
agreement (Table O.4 in Online Appendix OA.2) or have established legal paternity.
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Table 4: Marginal Utility over Child Human Capital: Baseline and Counterfactual

Parameters oPr o

Baseline Model | 0.75 1.00
Counterfactual | 0.75 0.75

Notes: aP>f and a5 capture the mg. utility over children for divorce and separated women (see Equation (2) in Section
3.2). The “Baseline Model” reproduces the estimates from Table O.17. The “Counterfactual” equalizes a5f to oP:f.

panel), where the baseline is denoted by gray bars and the partial equilibrium counterfactual
by coral bars. On average, relationship duration reverses, with cohabiting arrangements
becoming longer than legal marriages.> This increased stability further benefits men, who
now enjoy their children for longer, but negatively affects women, who now have less power
to exit undesirable relationships. Therefore, under the initial marriage market equilibrium,
cohabitation becomes a less attractive option for women, while the opposite is true for men

(right panel of Figure 5), which leads to a disequilibrium in the marriage market.?

However, the marriage market Pareto weights adjust to ensure market-clearing. I report
the counterfactual equilibrium Pareto weights in Table 5. In the new equilibrium, the
bargaining power of cohabiting women increases relative to the baseline, which encourages
more women to cohabit. These effects are primarily concentrated among low-educated
women, who see the relative gains from marriage relative to cohabitation decrease (brown
bars in Figure 6, left panel). The effects are qualitatively similar for their male partners,
with the increase in gains from cohabitation concentrated among men matched with low-

educated women (Figure 6, right panel).

Overall, cohabitation increases by 33% (Figure 5, right panel), driven entirely by changes
in family arrangements among the less educated. This shift is offset by adjustments in both
the marriage and singlehood margins, which mainly increase for highly educated women,
for whom gains in bargaining power do not compensate the reduction in parental rights.

Disaggregated changes in matching frequencies are in Table 0.23 in Appendix OE.?*

32 As the main advantage of cohabitation for women disappears, the lower financial benefits at separation
for cohabiting couples pushes separation even lower than divorce rates in the counterfactual.

33This is counterbalanced by marriage and singlehood becoming more attractive for women and less
attractive for men, as shown in Figure O.10 in Online Appendix OE.

34Tn the counterfactual, I keep the fertility processes unchanged relative to the baseline. However, changes
in parental rights could in principle affect fertility in unclear directions. I reproduce the counterfactual
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Figure 5: Effects of o5/ = aP/ on: Dissolution (left); % Choosing Cohabitation (right)
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Notes: The baseline model (gray bars) reproduces the results from Section 4.2.4. The counterfactual model with no equilibrium
effects (coral bars) considers the change in parameters from Table 4, fixing the Pareto weights to those in Table O.19.
The counterfactual model with equilibrium effects (brown bars) considers changes in parameters, matching frequencies, and
equilibrium Pareto weights (shown in Tables O.23 and 5). The left panel reports divorce and separation rates. The right panel
shows the % of men and women who choose cohabitation. The baseline and the equilibrium counterfactual reflect realized
choices. Small departures from the equilibrium remain due to the discreteness of the numerical solution.

Table 5: Counterfactual Equilibrium Pareto Weights with o>/ = o/

Marriage Cohabitation
Male Low Ed Male High Ed Male Low Ed  Male High Ed
Female Low Ed 0.50 (0.11) 0.23 (0.01) 0.56 (0.45) 0.33 (0.27)
Female High Ed | 0.97 (-0.01) 0.91 (-0.04) 0.94 (0.01) 0.89 (0.03)

Notes: Absolute changes in counterfactual versus baseline Pareto weights (from Table O.19) are in parentheses.

To summarize these effects, I construct an aggregate measure of social welfare and
assess how it changes in the counterfactual relative to the baseline. This measure, defined
by Equation (8), is given by the weighted sum of the expected lifetime utility, VI of
men and women in every type of household (including singles) at the time of the marriage

market, as defined in Section 3.3. The weights are given by the measure of men and women,

under two alternatives: (a) increasing and, (b) decreasing the fertility rate of cohabiting women by 10%.
The equilibrium response in Pareto weights is virtually the same in these two scenarios relative to my main
results (with constant fertility). However, cohabitation rates show a larger increase in the higher fertility
counterfactual, and a much nuanced increase in the low fertility one.
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Figure 6: Equalizing Custody Laws: Gains from Marriage Relative to Cohabitation by
Couple-Type and Gender (Baseline and Counterfactual)
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Notes: This figure shows the expected lifetime gains from marriage relative to cohabitation, for women and men in each type
of couple. “L” denotes low-education, and “H” denotes high education, and “f” and “m” denote female and male, respectively.
Gray bars refer to the results of the baseline model (Section 4.2.4). Coral bars refer to the counterfactual in which I equalize
custody laws upon divorce and separation (implementing by making a5f = oP+f), but taking as given the baseline matching
frequencies and Pareto weights (Figure 3 and Table O.19). Brown bars refer to the same counterfactual, but after allowing
for the matching frequencies and Pareto weights to adjust (to those in Table 0.23 and Table 5, respectively).

55.9) and I/ (s choosing each type of contract, as defined in Equation (O.3).
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The results in Table 6 suggest that, in the counterfactual equilibrium, social welfare
increases by 1.2% relative to the baseline (first row of column (2)). Both men and women

benefit from the policy change (with welfare gains of 1.41% and 0.98%, respectively). The

results are heterogeneous by education, with gains concentrated among the low-educated.

The equilibrium effects are crucial for these conclusions. While in the short term women
lose due to the policy change (column 1 of Table 6), the long-run increase in Pareto weights
reverses these initial effects. In contrast, men immediately benefit from greater stability
and stronger parental rights in cohabitation. However, in the long-run, these gains are

offset—but not fully eliminated—Dby a reduction in their share of intra-household resources.
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Finally, I examine the effects of this policy on child development. Overall child human
capital increases by 0.85%, relative to the baseline, after taking into account the equilibrium
effects. This is mainly explained by changes in household formation, and in particular by

the decrease in the share of children born to low-educated single mothers.

As cohabitation increases among low-educated women, the overall human capital gap
between children born to married and cohabiting couples widens, rising from 8% in the
baseline to 11.3% in the counterfactual. However, among couples formed by low-educated
partners, the human capital gap narrows, driven by the lower separation rates of cohabiting
couples in the counterfactual. This has a direct effect given by the increase in the time
children spend living with both parents and an indirect effect, since low-educated cohabiting
women anticipate higher stability and decrease their labor supply—which increases their

maternal time investments—relative to the baseline.
Table 6: The Effects of Equalizing Child Custody Laws on Social Welfare

) ©)
Counterfactual (no eqm.) | Counterfactual (eqm.)
vs. Baseline vs. Baseline
(partial effects) (total effects)
Aggregate -0.59% 1.20%
Female Male Female Male
All -4.21% 0.98% 2.74% 1.41%
Low Education -2.65% 2.07% 2.00% 1.90%
High Education -5.35% 0.18% 3.36% 1.01%

Notes: This table reports the welfare effects (defined by Equation (8)) of equalizing the marginal utility over child human
capital at divorce and separation (implemented by setting o/ = aP+f). Column (1) reports partial equilibrium welfare
effects, keeping household formation and the initial Pareto weights fixed. Column (2) reports the equilibrium effects, after
allowing for changes in the marriage market equilibrium. The row “Aggregate” considers men and women in every type of
household. Columns “Female” (“Male”) compute changes in Equation (8) separate for women(men), overall and by education.

OTHER POLICIES: In the data, a low share of fathers pay child support (Table 0.4 in
Online Appendix OA.2), which reflects weak child support enforcement particularly among
those who separate from cohabitation. Moreover, cohabiting couples are not subject to
divorce laws, and thus, each partner can in principle keep their own assets at separation.
The evidence reported in Table O.3 in Online Appendix OA.2 suggests that they respond

by reducing resource pooling within the household and by saving in separate accounts.

I then implement two other counterfactual policies: full child support enforcement upon
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divorce and separation and equal division of assets for cohabiting couples upon separation.

As I report in Table O.24 in Online Appendix OE, the implementation of each of these
policies makes cohabitation more attractive to women (column (2)). In the short run, the
share of women who would choose cohabitation increases by 8% in the full child support
enforcement counterfactual and by 5.6% in the equal asset-split counterfactual. The op-
posite is true for men (column (3)), with both policies reducing by about 3% the share
of men who would choose cohabitation. However, when the marriage market equilibrium
adjusts, the Pareto weights in cohabiting couples adjust in favor of men. This is because
men are the more negatively affected by the new policies, and hence, they are less willing
to enter cohabiting relationships (Table 0.25). These equilibrium changes partially undo
the initial (and potentially intended) effects of the policies. Particularly in the full child
support enforcement counterfactual, low-educated women—specially those in cohabiting
relationships—Ilose bargaining power relative to the baseline. Family formation decisions

change only minimally (Table O0.24), and overall welfare effects are negligible.

These two exercises highlight the importance of considering equilibrium effects when
assessing the impact of policies that aim to benefit certain groups. For example, child
support has the goal of providing resources to women (and their children). However, my
results suggest that stronger child support enforcement discourages men from cohabitation.
Then, the marriage market adjusts by weakening the bargaining position of low-educated
women in new cohabiting relationships, partially undoing the policy intended effects, in

line with Chiappori et al. (2017a).

6 Conclusion

In recent years, US society has been characterized by high rates of non-marital cohabitation
and fertility, mainly among the less educated. At the same time, US laws treat married
and cohabiting families differently. While policymakers debate whether to narrow these

differences, we have limited evidence to inform the design of effective policy.
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I first show empirically that cohabitation is associated with higher female labor supply,
lower stability, and worse cognitive and behavioral outcomes among children. I then build
an equilibrium framework of household formation in which individuals decide between
marriage, cohabitation, and singlehood. I model key institutional distinctions between
marriage and cohabitation: property division laws, child custody laws, and differences in
child support enforcement. In the model, after choosing a contract and a partner-type in
the marriage market, agents solve a life-cycle problem, making decisions about separation,
female labor supply, and savings. These choices endogenously shape child human capital,

and the relative bargaining power of each partner.

My estimates show that differences in child custody laws shape sorting into cohabita-
tion, mainly among the low-educated. However, women’s gains from cohabitation—driven
by stronger parental rights upon separation—are offset by the lower share of household
resources and financial benefits they have in these arrangements. Also, consistent with the
empirical evidence, the model shows that children born to low-educated cohabiting women
accumulate less human capital than those born to married women, explained by lower time

investments and higher separation rates among cohabiting couples.

I simulate the effects of narrowing the legal distinctions between marriage and cohabi-
tation. I find that increasing joint parental custody upon separation from cohabitation has
positive welfare effects for low-educated cohabiting women in the long run. The marriage
market equilibrium plays a critical role: Under the baseline equilibrium, the welfare of
cohabiting women decreases after the policy change, as it weakens their parental rights.
However, as the marriage market adjusts, women in new cohabiting couples receive a higher
allocation of household’s resources, which induces them to enter these relationships. This
policy also closes the gap in human capital between children born to low-educated cohab-
iting and married parents. These results highlight that changes in family formation and in
the relative bargaining position of partners within the household can undo the initial (and

potentially intended) effects of policies.

This is among the first systematic efforts to address the complexities of household

40



structures within an equilibrium framework of household formation. The results under-
score the importance of accounting for the evolving nature of families when evaluating
policy impacts, since family formation choices can influence individual outcomes and shape
responses to policy changes. Future research should further investigate how modern family

arrangements shape individual welfare and child development.
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