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Effects of intermittent labor force
attachment on women’s earnings

Women who leave the labor market for family reasons

often return to wages lower than those of women who did not;
they lose seniority, are less likely to receive on-the-job
training, their job skills may depreciate,

and employers may believe they will again take a leave

omen who interrupt their careers and
leave the labor market for family re-
sponsibilities often return to find that

their wages lag behind those of women at com-
parable stages in their careers who did not leave
the labor force.

Many reasons account for this lag. First,
women who leave the labor force and later re-
enter do not build up seniority, which, by itself,
often leads to higher wages. Second, women who
return to the labor force are less likely to receive
on-the-job training to increase their productiv-
ity and thereby raise their pay. Third, when
women are not in the work force, their job skills
may depreciate. Finally, employers may view
gaps in work history as a signal that women who
leave may do so again. Some employers would
therefore hire them for less important, lower-
paying jobs to limit the impact of a future deci-
sion 1o leave.

But calculating the cost of intermittent labor
force attachment is difficult. Typically, these
costs are measured in terms of earnings paths;
women who leave the labor force have lower
earnings paths than those of women who
remain.

This article calculates the cost of taking a
break from work in terms of the wage differ-
ence between women who work continuously
and women who take one or more leaves. We
attempt to control for observable and unob-
servable heterogeneity to uncover temporary
and lasting effects a gap in labor force attach-
ment can have on wages.
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Previous research

Most researchers would agree that earnings will
be less for workers who take a break from work
than for those who work continuously. But re-
searchers are generally less likely to agree on
the magnitude of this effect. Those who do not
leave the work force tend to be younger and bet-
ter educated than those who do. Therefore, us-
ing the group that has worked continuously as
the standard for what would have been earned
had a worker not taken a break would over-esti-
mate foregone earnings.

In addition, cross-sectional estimates may be
biased by cohort effects that obscure the wage
changes a woman may experience when she re-
enters the labor market. Nevertheless, studies that
run earnings regressions to correct for observable
differences and that include some measurement of
effects of gaps in labor force participation reveat
that gaps affect earnings.' In qualifying these re-
suits, researchers have focused on different aspects
of the effects of intermittency. One hypothesis is
that earnings will rebound soon after women re-
enter the work force.? However, L.S. Stratton sug-
gests that the rebound effect after re-entry doesn’t
occur.? She hypothesizes that wornen retuming to
the work force who find their wages lower than
they had expected are quite likely to leave again.
Thus, Stratton concludes, over time only the rela-
tively high-earning women who have had a break
in labor force participation will be lefi in the work
force.

This article tests for the rebound effect by re-




stricting the sample of women with labor force breaks 10
those women who display continuous labor force attachment
for an extended period after a break. By limiting the sample
to this subgroup of women, one source of unobservable het-
erogeneity is eliminated. Furthermore, by holding the
sample constant and examining wages at several points in
time, we can closely study the effects of increasing time fol-
lowing a work gap.

Our results differ from those of J. Mincer and H. Ofek,
and Stratton. We find that when women re-enter the labor
market, their earnings are much lower than those of a com-
parable group of women who did not leave the labor market.
Over time, that difference diminishes (due to the rebound
effiect), but never disappears, even after as long as 20 years.

The data

The data used in this study are from the 1984 panel of the
Survey of Income and Program Participation.+ Each indi-
vidual in the data set was placed in 1 of 4 rotation groups
that were interviewed in successive months, and was inter-
viewed eight times at 4-month intervals. Participants were
asked in each interview about their labor force participation
in the previous 4 months,

This technique produced data for 32 consecutive months
for each individual, with a sample period covering June 1983
to April 1986. In addition, the survey contains detailed work
histories of individuals before they entered the sample. These
work histories are used to identify gaps that occurred before
the sample period began.

How the sample was selected. Only women aged 30 to 64
at the start of the sample are included. The lower age limit
allows women sufficient time to have had at least one work
interruption. Second, only women who work relatively con-
tinuously during the 32 months of the sample are included.
To be included in the sample, a woman must report earnings
in the 1st, 6th, 12th, 18th, 24ih, and 32nd months of the
sample.s Thus, women are included only if their gaps in the
sample period were shorter than 6 months. In this study, we
are not interested in modeling earnings effects from short
leaves, such as maternity leaves; we are trying to include the
majority of women, such as teachers, who have seasonally
intermitient work schedules.

To be included among the sample of women with labor
force breaks, a woman must have taken at least one break
from work of 6 months or longer between the year she
received her last educational degrees and the beginning
of the survey.” This inciudes women who worked before
taking a break, and women who had an initial gap be-
tween the year of their last degree and the year in which
they started working.t

The unadjusted geometric mean wage ratio of those who
left the work force and those who did not is 1.33 at the start
of the sample and falls to 1.30 after 32 months.® (See table
1.) Women who did not leave the work force are signifi-
cantly younger and have more education on average than

Sample means for women who remained in the

labor force (ho gaps) and women who left the
labor force (1 or more gaps) in the first month of
the sample
Women who remained | Women who left
Hem In the work force the work torce
(no gaps) (Y of more gaps)
Number of paople ................. 696 1,730
Wage (T=1)....... . 8.83 6.61
{T=18) . 9.72 7.23
(T=32). ... 9.76 7.49
Log wage (T=1}... 207 1.78
(T=18). 218 1.87
(T=32) 217 1.91
Years of education ........ 14 12
Percent without kigh ..
school diploma .................. 6 21
Percent with high
sthool diploma ... . 33 47
Percent with some coilege " 27 19
Percent with college
Percent with graduate
Age distribution ..................... 39 45
Percent part-time ....... 12 24
Total years worked. ............. 17 17
QOccupational group:
Percent prolassmnal!
axecutive .. 38 21
Percent serwce
occupations .. R 10 17
Percent craft occupanons - 2 3
Percent pink collarblue
eOllal o 50 59
Residence in Soulh................ 20 16
Rasidence outside
Metropolitan
Statistical Areas .................. 24 25
Race/ethnicity:
White {(non-Hispanic) ........... B1 82
Black (non-Hispamc) 13 11
Htspanlc 3 3
Other ... 3 4
Marsital status:
Married .........ccviiemirinn 58 70
Widowed .. . 3 8
Divorced......... . 21 21
Never marned 18 4
Number of children ever born:
NONE .ottt vt vt 39 2]
| PR 18 14
|- 24 33
Jor more . 15 44
Years since last gap (at T_1):
01o 1 year... - - -]
2years ....... - 5
3o 5 years . - 14
610 10 years ... - 24
11 to 20 years .. - 33
More than 20 years . - 18

NOTE: Dash indicates data are not applicable.

Monthly Labor Review  September 1995 15




Labor Force Attachment

those who did leave. Total work experience is the same for
the two groups, which reflects the higher age and lower edu-
cational attainment of the women who left the work force.
These women are much more likely to be working part-time
and are more heavily represented in the service occupations
and the lesser-skilled occupations, both blue-collar and
“pink-collar” {such as administrative support occupations,
medical technicians, and machine operators).

omen who leave the work force are more likely to be

married and to have children than are their counter-
parts who remain in the work force. For the women who
leave work, the average length of time since their last gap
was 13 years.:0 This last gap lasted an average of 7.5 years,
although the median, at 4.5 years, was shorter. Of the women
who answered the question, *“What was the reason for the
last gap?,” 85 percent responded that this leave from the
labor force was for family reasons. Other possible reasons
included poor health and inability to find a job; leaving work
to attend school is not counted as a gap.

The unadjusted data show an average annual rate of wage
growth of 3.9 percent for women who don’t leave the labor
force and 4.7 percent for women who have left the labor
force. However, over the last 14 months of the sample, the
annual rate of wage growth is 0.6 percent for women who
haven’t left work, compared with 3.1 percent for those who
have.

The observed differences between the two groups in
education and occupational distribution, and in marital status
and number of children, are significant, and lead to our use
of multiple regression analysis below. We do not attempt to
address the issue of whether women plan their human capital
investments in anticipation of future gaps, nor do we attempt
to differentiate between people who did or did not intend to
leave the labor force. However, anticipation of leaving the
labor force can lead to lower earnings over a woman'’s
worklife if she invests in less human capital, or in human
capital that yields lower returns, but depreciates at a slower
rate during periods when a woman has left the work force.!!
These investment effects on earnings are not measured here.

One argument that could be made is that women who leave
the labor force earn less money to begin with than do their
counterparts who remain at work. According to this argu-
ment, their lower wage upon reentry does not indicate a sig-
nificant loss relative 1o their earning power before exiting
employment. To address that question, we looked at the sub-
set of this group (25 percent of women who leave the labor
force) who reported the wage they were receiving at the time
they began their last separation from work.

This subsample is slightly younger than women in ge-
neral who have left work (43 instead of 45 on average); the
length of time they have been out of work is skewed toward
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shorter lengths (54 percent have been working 5 or fewer
years since ending their last period away from work;!? and
their wage in the first month of the sample is lower ($5.93
instead of $6.61).13 We expressed their previous wage in
1984 dollars to correct for the rate of price change, as mea-
sured by the Consumer Price Index,

Because the cp1 generally increased by less than the rate of
growth of nominal wages, we are biasing against a finding
that would support our work, which is that wages depreciate
significantly during a gap. Yet we find that the wage earned
by sample members before beginning their last gap had a
mean of $7.76, which is more than 30 percent higher than
their wage in the first month of the siep sample. This implies
that because the majority of women who left the work force
had been working for several years when they entered the
survey, their wage upon reentry to employment was even
lower.

This is a substantially different result than was found in
the work of Corcoran and Stratton, who also use U.S. data,
but from the Panel Study of Income Dynamics and the Na-
tional Longitudinal Survey of Young Women. Their studies
find little depreciation when comparing the wage before leav-
ing work with the wage earned upon returning to work. Our
data are telling a different story about wage changes due (o
gaps in work.

Empirical results

The next step in our analysis was to estimate regressions
whose dependent variable was the natural logarithm of the
hourly wage. A regression equation will show the direct ef-
fects on wages of gaps occurring at different times in the
past, and will allow for calculation of wage ratios that con-
trol for differences in age, education, work experience, and
other factors between those who have left the work force and
those who remained at work. (See table 2.) The regression
equation is estimated at three different points in the sample:
the 1st, 18th, and 32nd month of the sample period.:+ The
independent variables are divided into two types. The first
includes variables that control for individual characteristics
including age, geographic location, occupation class, and
human capital.

The second type of variables is a set of dummy variables
for number of years since a worker ended her last absence
from the labor force, measured from the beginning of the
survey; for any observation, the values of these dummy vari-
ables are the same in all three equations. For example, a
woman who concluded a work gap in the year before the
survey began will be assigned the dummy variable for a 1-
year absence for all 3 years; as a result, for her the coeffi-
cient on the dummy will stand for the effect of one year since
the absence ended in the first equation, two years since the



Regraessions on log wage, at three poinls during

the sample petiod
ltem T=1 T=18 T=32
Time since gap (at T=1):
0101 Year .. ans -0.33 -0.29 -0.20
{7.51) {6.85) (4.61)
203 .....oveeeermeer e -27 .27 -.24
(5.58) {5.99) (5.13)
FI0OSYOAMS .o e e -.20 -14 -16
(6.28) (4.76) (5.30)
Glo10years ..o, -12 =10 -07
(4.73) (4.23) (2.64)
T 20 YBAIS s =10 ~07 —.06
{4.08} 3.17) 261}
More than 20 years...............c....... -07 -08 -.05
(2.11) 277 (1.76}
Total years worked ...... .003 004 003
’ (2.87) (3.64) (2.89)
Hours and weeks less thal
35 (1Y08) oot s -13 -15 -15
{6.28) (7.87) {7.17)
South (1=¥8S} ..o, -.07 -07 -.08
{2.90) (3.49) {3.45)
Rural (1=y88) ......ceoecreeernrsicniires -15 - 15 -.16
{7.91) (8.15) {8.59)
AQO st 02 01 o1
2.08) {1.24) {1.43)
AGE 7 1,000 ...ceeorreerieiceee s -24 -16 -18
{(2.24) (1.60) (1.74)
Education teve! {no high schoot
diploma is omitted class):
High schoot diploma ....cccouene..... 13 1 .10
(5.11) (4.59) (4.20)
Some college ....oeevvecvvrrec v, 27 25 26
(9.28) (8.81) (8.70)
Bachelor's degree.........ccoveunene., a2 a2 30
{B.62) {B.95) (8.29)
Graduate Work ...........ovoeiecrnenn.. M 44 43
{10.35) (1.70} (11.19)
Occupation {pink collarblue
collar omitted class): ......................
Professional ...... 20 21 A7
(8.54) 957 .79
SBIVICE ..o -.25 -.29 ~.28
{10.18) (12.37) (11.25)
(2.85) (2.25) (1.21)
Intercept .........ccovee e, 1.39 1.67 1.63
(6.69) (7.81) (7.21)
Log wage (dependent variabie
L= 0 O 1.86 1.96 1.98
Adjusted R ... e a5 40 .38
NOTE: Cosfficients significant at the .05 level. t-statistics in parenthesis.

absence in the second equation and three years since the ab-
sence in the third. Measuring the durnmy variables this way
allows us to examine if the wages of the same group of
women change as the amount of time lengthens over the
duration of the survey since the end of their last period out of
the labor force,

A lasting negative effect and a gradual rebound effect re-
sulted from the period out of the labor force. (See table 2). The
coefficients on the dummy variables that control for the num-
ber of years since the last period out of the work force clearly
show that the large initial negative effect of the work gap de-
creases as the gap recedes into the past. In addition, examining

the 3-year pattern of the dummy coefficients provides strong
evidence that the decline in the negative effect of a gap is not
due solely to women with low wages leaving the labor market.

For every period out of the labor force, the value of the
dummy coefficient is largest in the first period and smallest
in the last, implying that for any particular length of time
out of the labor force, 2-1/2 years of continuous labor force
attachment will, on average, diminish the difference in wages
between those who have left the work force and those who
remained. For example, in the initial period, women whose
gaps ended less than 1 year ago had wages that were 33
percent lower than those of women who did not leave the
labor force. By the third year (when they would have re-
turned to the work force more than 3 years ago) these
women’s wages were only 20 percent lower than those of
women who remained in the labor force. This coefficient is
the same as the coefficient on the dummy variable that
women whose last gap was between 3 years and 5 years ago
received in the regression for the first period.

The results reported above held, regardless of changes to
the equations described below.!s Initially, different equations
were used for those who Ieft and those who remained in the
labor force. The two groups were combined and an F-test 16
of whether the two groups could be pooled was conducted;
the test did not reject the hypothesis that the two groups could
be pooled. Therefore, only the pooled results are shown.
Alternative specifications included three possibilities:

¢ including a variable for the total length of the last period
out of work, or including a set of variables for length of
this period interacted with the dummies modeling time
since the end of this period;

¢ marital status, either as a dummy variable for whether or
not the wornan was currently married, or as a dummy
variable for whether or not the woman had ever been mar-
ried;

® either a dummy variable noting whether the woman had
ever had children, or a continuous variable for the num-
ber of children ever born.

These alternative specifications did not substantively
change the results, although the above variables had a very
small (but statistically significant) negative effect. However,
the dummy variable that indicated currently married was sta-
tistically insignificam.

Another alternative specification included a set of vari-
ables using a dummy indicating whether the length of time
out of the labor force was more than 4 years (the median gap
length), which was interacted with the dummies modeling
elapsed time since the gap. This set of additional variables
did not pass an F-test for significance of their inclusion. A
variable indicating whether the person had numerous peri-
ods out of the labor force was not significant; neither was a
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quadratic term in experience, nor a variable indicating
whether the employee generally worked full-time or part-
time throughout her worklife.!”

Including local labor market features, such as monthly
unemployment rates by State, also was not significant.!® Fi-
nally, including a dummy signifying nonwhite or Hispanic
status was not significant, and a pooling test for whites and
nonwhites did not reject the hypothesis that the two groups
could be pooled.

Ithough there is strong evidence for a partial rebound
ffect, the wages of women who have taken a leave from
the labor market never catch up to the wages of women who
never left, Even women whose labor force gap occurred more
than 20 years ago still eam between 5 percent and 7 percent
less than women who never left the labor force and have com-
parable levels of experience; in the last year, however, this dif-
ference is significant only at the 10-percent significance level.
One possible interpretation is that even after many years,
employers view work gaps as a signal that the individual is not
as dedicated a worker as a woman who did not leave the work
force. This view may be reflected in reduced promotion possi-
bilities, different job assignments, and other actions by em-
ployers that reduce wages.

To illusirate the cost of taking an employment gap for a
particular case, assume a woman with the following character-
istics: graduates college at age 21, immediately begins full-
time work (40 hours a week, 50 weeks a year) in a pink-collar
occupation, lives in a city outside the South. She leaves work
when she is 25 years old for 7 years and re-enters full-time
work in 1984 at age 32. We assume a real interest rate equal to
the rate of real wage growth and use the growth rates calcu-
lated from the regression for time #=1. In this case, the present
(1984) value of the difference between her earnings for the 20
years after she re-enters and what they would have been had
she remained constantly employed is $52,000. Part of this is
caused by her fewer years of experience; part is due © her
decision io leave the labor force. This amount is equal to 15
percent of her prospective earnings had she worked constantly,
or approximately 3 years of wages—a considerable difference.
Thus, the cost of taking a 7-year gap is 10 years of earnings.

Unadjusted geometric mean wage ratios and adjusted
geometric mean wage ratios that are calculated using the
regressions reported are listed in the following tabulation.
The adjusted geometric mean wage that is calculated using
the regressions illustrates how much of a wage differential
remains between the groups of women who did not leave the
work force and those who did, even after controlling for

Footnotes

differences in mean values between the two groups:

Unadjusted Adjusted
1.33 i.14
1.34 1.12
1.30 1.10

The first column displays the unadjusted ratios of wages of
women who did not leave the work force to those who did at
the three points in time of the sample. The second column holds
differences in mean values for age, education, total years expe-
rience, and so on, constant for the two groups. It is calculated
by taking the antilog of the negative of the summation of each
gap dummy coefficient multiplied by the proportion of the
women who left work experiencing the length of the gap in
labor force participation, This has the effect of reducing the
wage differential at each point in time, but does not eradicate
it, indicating that a work gap is important in explaining differ-
ences in eamnings between the two groups.

Additionally, the pattern of a rebound effect is demon-
strated more clearly by holding constant other factors affect-
ing the wage. After 32 months, the adjusted ratio has dropped
from 1.14 to 1.10, indicating that women who remained at
work still receive a wage 10 percent higher than their coun-
terparts who left the labor force.

In sum, optimists and pessimists can take some solace from our
results. On the optimistic side, wages that drop because of a
break from the work force rise over time. On the pessimistic
side, however, the negative effects of a break in earnings are
quite persistent; they remain discernible even 20 years after the
last break has ended.

In addition, the effect of a gap on a woman's lifetime eamn-
ings is significantly larger than just her foregone wages during
the time away from work. This last finding has significant im-
plications for the way in which compensation between hus-
band and wife is calculated in divorce proceedings.

One obvious extension of this work is to discuss the male-
female wage ratio and the contribution that gaps in work make
toward explaining the gender pay gap. Another extension is to
develop a model that simultaneously predicts who will take a
leave from work with what womens wages will be in various
life situations, This will allow our analysis to be extended to all
women rather than just the specific subset we analyze in this
article. The narrower focus of this article, however, has allowed
for discussion of the rebound effect, and has provided a clearer
idea of how sustained gaps in employment can influence female
earnings. O
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