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Abstract

Household economics analyses all decisions made by households at both the micro-economic and
macro-economic level. One influential tradition based on the New Home Economics emphasises
the role of household production and takes a micro-economic perspective. It includes unitary
models conceiving of the household as a unified decision-making unit and models recognising that
individual members of multi-person households keep their own preferences and constraints.
Applications include all decisions possibly made by households, such as labor supply, consumption,
savings, demand for health, time uses other than paid work, household financial arrangements,
migration, marriage and divorce, other sexual behavior, fertility, demand for education,
intergenerational transfers, and home-leaving by adult children. Household economists are
interested in the effects of a wide range of government policies on household decision-making,.
Many of these applications of household economics have been pursued independently, but recently
there is a tendency for more integration and cross-fertilization between the various models that can
be classified under the umbrella of ‘household economics’.

Keywords: household, demographic economics, household production, family, fertility,
labour supply, health economics, time use, New Home Economics, economic growth, Gary
Becker, health, education

Household economics analyses all decisions made by households, including those regarding
consumption, savings, labor supply, leisure, home production, health, education, fertility, marriage,
divorce, environmental protection, emotional wellbeing, and participation in institutions.

There are many kinds of households. Most—but not all--households are families living together, and
therefore household economics overlaps with economics of the family [Becker 1981]. It also
overlaps with demographic economics.

History

Even though Malthus and some other classical economists wrote on fertility and other household
decisions, at the end of the 19" century the marginalist revolution moved the focus of economics to
market transactions and pushed part of household economics into a black box. The parts of
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household economics that continued to be studied by mainstream economists include consumption
and labor supply, two areas closely tied to the monetary economy. During this period some
agricultural and home economists studied household production (e.g. Reid, 1934). The New Home
Economics (NHE), a movement towards the reintegration of the household into economic analysis,
was initiated by Nobel-laureate Gary Becker and Jacob Mincer at Columbia University in the 1960’s
(Grossbard-Shechtman, 2001 and Grossbard, 2011).

Some Key Modeling Assumptions

Five elements of theoretical models of the household are considered here: number of household
members, subject matter of the decision, type of decision-making, consideration of household
production, and number of time periods considered.

The most common household models assume one-person households and analyze decisions
regarding consumption, savings, and labor supply. Regarding type of decision-making, if multi-
person households act as if they were one unit the models are called ‘unitary’, a term introduced by
Browning et al. (1994). Some unitary models assume that the household has one altruistic head,
which leads everyone in the household to act in the household’s best interest, even a “Rotten Kid”
(Becker 1981). A problem with unitary models is what Apps and Rees (2009) call the anonymity
implication: unitary models assume that it does not matter who within the household earned a
particular income. This implication has been refuted by many (a partial summary is provided by
Haddad et al. 1997).

Alternative models have assumed that individual members of multi-person households keep their
own preferences and constraints (Donni and Chiappori, 2011). These alternatives include consensual
models, models of independent individual of decision-making, and bargaining models. Consensual
models follow Samuelson (1956) in assuming that households have a social welfare function
reflecting a household consensus. Independent individual models—such as Becker’s (1973)
competitive marriage models, Keeley’s (1977) marital search model and Grossbard-Shechtman’s
(1984) model of marriage and labor markets--assume that marriage markets are in equilibrium and
that individuals with separate preferences and constraints agree on exchanges based on equilibrium
prices established in markets. Bargaining models assume that household members play games of a
cooperative (e.g. McElroy and Horney 1981, Chiappori 1988) or a non-cooperative nature (e.g.
Konrad and Lommerud 1995). All three types of non-unitary model analyze how outcomes vary
according to factors such as age, sex ratios in marriage markets, and divorce laws on intra-household
distribution of goods and individual access to leisure (and thus labor supply). Becker (1973) coined
such factors [marriage] market factors, McElroy (1990) called them EEP, and Browning et al. (1994)
‘distribution factors’.

Household production plays a key role in many household decision-making models, starting with the
original NHE models of consumption (Mincer 1963, Becker 1965, and Lancaster 1966) and labor
supply (Mincer 1962). Models also differ in terms of the number of periods that they consider.
Micro-economists tend to develop one-period models, an exception being Ghez & Becker’s (1975)
early dynamic model of consumption and labor supply. Macro-economists—who often analyze time
series--are more likely to consider changes over time. A recent survey of macro-level time use
analyses can be found in Aguiar et al. (2012). Furthermore, related economic analyses of home
production in farming households have continued within the discipline of agricultural economics
(e.g. Taylor and Adelman 2003).
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A wide range of applications

Household economics continues to cover the study of labor supply, consumption and savings, as
was the case before the arrival of the NHE. However, in the fifty years since the birth of the NHE
many more areas of application have sprung up.

Grossman (1972), also part of the NHE, pioneered the use of household production models in
analyses of household demand for health (see also Anderson and Grossman, 2009). This has
become a large field, including the study of obesity (e.g. Fertig et al. 2009) and other harmful
behaviors. Among the early applications of household production models to the study of time uses
other than paid work are Biddle and Hamermesh (1990) and the analyses reviewed by Juster and
Stafford (1991). Time allocation models examine a variety of time uses, from sleep (Biddle and
Hamermesh 1990) to social interactions (Saffer and Lamiraud 2012) and household activities
conserving the environment (Matsumoto 2013).

Household economics includes the study of household financial arrangements (e.g. Woolley 2003,
Negrusa and Oreffice 2011) and migration. Also included are the study of marriage and divorce,
applications that originated with Becker (1973), and of other sexual behavior, including timing of
first intercourse (e g. Cannonier 2012) and marital fidelity (Fair 1978; Smith 2012; Bishai and
Grossbard 2010). Unmarried cohabitation among heterosexual couples (Grossbard-Shechtman
1982) and the division of chores work inside the household are also part of the subject matter
(Becker 1981, Gimenez-Nadal and Sevilla 2012). The formation of same-sex couples is a recent and
growing application of household economics (e.g. Jepsen and Jepsen 2002, Badgett et al. 2008,
Grossbard and Jepsen 2008, Oreffice 2011).

Children are a major focus of household economics. Micro-economic analyses of fertility were
pioneered by Leibenstein (1957) and Becker (1960) and have generally assumed that couples made
fertility decisions as one unit. Browning (1992) summarized a large portion of the economic
literature dealing with children and published prior to 1980. More recent studies examining women’s
decision to have a child either alone or in couple include Ekert-Jaffe and Grossbard (2008). Analyses
of children based on a collective model also introduce individual differences between the spouses
(e.g. Cherchye et al. 2012). Parents invest in their children in different ways, including caring for
them (Folbre and Yoon 2007), paying for their education, choosing between sending them to school
and to work (Kis-Katos 2012), and giving them monetary transfers (Becker 1981). Economists study
such investments in the context of a wide range of children outcomes (e.g. Currie 2011, Conway and
Li 2012, and Cunha et al. 2010). Gifts of time and money from children to older parents have also
been analyzed by household economists (e.g. Becker 1981, Pezzin et al. 2009) and so have
unmarried adult children’s decisions to live away from their parents (e.g. Le Blanc and Wolff 2000,
Del Boca and Chiuri 2010).

Policy, Laws, and Technology

Household economics is interested in the effects of a wide range of government policies on
household decision-making. This encompasses znter alia the effects of taxes on labor supply (e. g.
Beninger et al. 2000), of drug policies on drug consumption (e.g. Becker et al. 20006), and of paid
parental leaves on fertility and labor supply (e.g. Datta Gupta et al. 2008).



Household economics also analyzes how laws affect outcomes of household decision-making. This
includes studies of the effects of divorce laws on divorce (e.g. Becker 1981, Wolfers 2006) and labor
force participation (e.g. Peters 1986, Chiappori et al. 2002), marriage laws on economic growth (e.g.
Schoellman and Tertilt 2000) and fertility (e.g. Guttierez and Beccera 2012), property laws on
maintenance of physical capital (e.g. Ellickson 2008), and bride price refundability on sexual fidelity
(Bishai and Grossbard 2010).

A relatively new area of research deals with the effects of technological changes in household
production on economic growth (e.g. Greenwood et al. 2005) and fertility (Bailey and Collins 2011).
How changes in contraceptive technology have affected fertility and wages (Bailey, Hershbein and
Miller (2012) as well as labor supply (Goldin and Katz 2002, Oreffice 2007) is also a relatively new
direction for research on household economics. With the increased availability of merged household
and firm data it is hoped that economists will also produce analyses of how firms’ policies towards
their workers affect various household outcomes such as labor supply and fertility (Grossbard-
Shechtman 2003).

Towards more integration

Since the start of the NHE in the 1960’s household economics has experienced big leaps forward.
However, these leaps have been uneven, with some applications and methodologies leaping more
than others. For a long time micro household economics dominated, but in recent years the growth
in macro household economics is noticeable. In part, it has been propelled by the increased
availability of time use data both at the national and the international level. However, the expansion
of household economics into the study of outcomes not previously considered part of economics
characterizes the micro-applications of household economics more than its macro-level applications,
and the more empirically oriented researchers more than the scholars specialized in theory.

More integration and cross-fertilization between the various branches of household economics
would be desirable. Given that similar theoretical and empirical models can often be applied to many
different kinds of outcomes being researched, there is much to gain from models developed
separately for the study of a restricted set of household outcomes being exported to researchers
dealing with different household outcomes. This holds for both theoretical and empirical models;
micro- and macroeconomic models of household decisions.

Journals such as the Review of Economics of the Household and the Journal of Population Economics , as well
as edited books such as Housebold Economic Bebaviors (Molina, 2011), contribute to such cross-
fertilization by publishing a variety of models dealing with household economics.
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