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Abstract

Families invest parental time, home goods/services, and market-based child care in their children.
We study these investments, focusing on two issues: the role of parental human capital and the
substitutability of inputs in the skill production process. We develop a relative demand estimation
strategy that uses intratemporal optimality to estimate the substitutability and relative productivity
of different inputs. This approach assumes that families are knowledgeable about these features of the
skill production technology, but it does not require data on skills and easily addresses measurement
error in inputs. We show how relative demand restrictions can simplify and improve estimation of
the dynamics of skill production when incorporating panel data on skill measures. Combining data
on relative demand and skill dynamics further allows researchers to test whether beliefs about skill
production align with the true technology. Using data from the Child Development Supplement of the
PSID, we estimate the skill production technology for American children ages 5-12, finding moderately
strong complementarity between inputs. We estimate little effect of parental education on the child
production technology: more-educated parents invest more primarily because they have higher incomes
and stronger preferences for children’s skills. Counterfactual simulations show that the degree of input
complementarity we estimate has important implications for policies that subsidize specific inputs or
provide free child care.
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1 Introduction

Family investments in children are critical to intergenerational mobility and inequality (Becker and
Tomes, 1979, 1986; Cunha et al., 2006; Cunha and Heckman, 2007; Caucutt and Lochner, 2020). Parents
spend their own time and money at home investing in their children’s human capital. Many also make
substantial investments through market-based child care services. This paper studies these investments,
focusing on two main issues both theoretically and empirically. First, we study the role of parental
human capital in child development through parental wages, productivity differences, and preferences
for children’s skills. Second, we examine the impacts of tax and subsidy policies on the composition of
investment, total effective investment levels, and child skill accumulation. The substitutability of different
inputs is critical for both of these issues and plays an important role in our analysis.

Parental investments in children are strongly increasing in family income (see, e.g., Kaushal, Mag-
nuson, and Waldfogel, 2011; Caucutt, Lochner, and Park, 2017). Leibowitz (1974), Sayer, Bianchi, and
Robinson (2004), and Guryan, Hurst, and Kearney (2008) show that high-educated mothers even devote
more time to investment-related activities with their children (compared to less-educated mothers), de-
spite their higher wage rates and opportunity costs of time. As discussed by Michael (1973) and Leibowitz
(1974), this may reflect income effects associated with greater labor market earnings or home production.
More-educated parents may also have more-able children, or they may be more effective at child skill
production — in a Hick’s neutral sense or in terms of their time devoted to child development.! Finally,
more-educated parents may have a stronger preference for children’s skills or may perceive greater returns
to investments or skills (see, e.g., Cunha, Elo, and Culhane, 2022).

A wide range of government policies directly or indirectly influence investment decisions. Welfare
policies with work requirements or that claw back gains from working, as well as the structure of income
taxation, distort parental time investment margins. Subsidies for sports and arts programs favor family-
based investments, while child care incentives support market-based investments. The implications of
these policies for child development depend on how families respond by adjusting their investment inputs
within periods and over time. These adjustments depend critically on how family-based investments
(time and goods/services) interact, how family-based investments interact with market-based child care,
and how parental human capital affects the productivity of various investments.

There is an important distinction between the types of inputs parents purchase to foster child devel-

1Several recent studies find that investments are more productive for young children with more-educated mothers (e.g.,
Del Bono et al., 2016; Attanasio, Meghir, and Nix, 2020; Brilli, 2022; Bolt et al., 2023, 2024; Del Boca et al., 2023), while
others conclude that parental education only affects child development through higher levels of investment (Cunha and
Heckman, 2008; Attanasio et al., 2020; Falk et al., 2021).



opment at home, which often involve direct engagement between parents and children or explicit parental
choices about activities (e.g., books, computers, sports or cultural activities), and external child care ser-
vices where children are not directly engaged with their parents and daily activities are largely directed by
others. These expenditures are treated differently by policy and may have different substitution patterns
with parental time investments.

The literature estimating skill production functions for children has largely focused on dynamic in-
teractions of investments over time (Cunha and Heckman, 2007; Cunha, Heckman, and Schennach, 2010;
Del Bono et al., 2016; Pavan, 2016; Attanasio et al., 2017; Caucutt and Lochner, 2020; Agostinelli and
Wiswall, 2025), typically reducing investment each period to a single composite input, or imposing as-
sumptions about the substitutability between time and goods investments (Del Boca, Flinn, and Wiswall,
2014, 2016; Brilli, 2022; Lee and Seshadri, 2019; Mullins, 2022; Attanasio et al., 2020) or between home
and child care environments (Griffen, 2019; Chaparro, Sojourner, and Wiswall, 2020). Exceptions include
recent studies that estimate complementarity between parental time and goods (Abbott, 2022), child care
(Moschini, 2023), or a composite of goods and child care (Molnar, 2024).”

Few studies jointly estimate the effects of both family- and school-based inputs on child develop-
ment; although, those that do find that differences in school quality explain a relatively small share of
racial/ethnic gaps or cross-sectional variation in child achievement (Todd and Wolpin, 2007; Agostinelli,
Saharkhiz, and Wiswall, 2019). We are unaware of any studies that estimate the substitutability between
home vs. school inputs. Due primarily to data limitations, we follow most of the literature in abstracting
from school-based inputs; however, we discuss the implications of this at several points.

We use a dynamic model of family investments in children to study differences in investment behavior
by parental education and to explore the impacts of policies designed to encourage investments. Our
framework allows for several different types of child investment inputs each period and multiple periods of
investment. In modeling the technology of skill formation, we allow for flexible substitution patterns across
different inputs and incorporate potential effects of parental human capital on the relative productivity
of those inputs. Using this framework and data from the Panel Study of Income Dynamics (PSID) and
its Child Development Supplement (CDS), we make several distinct contributions to the literature.

First, we establish conditions under which the family decision problem can be decomposed into in-

tratemporal and intertemporal components, which facilitates both our theoretical and empirical anal-

2In other related work, Gayle, Golan, and Soytas (2015) estimate the importance of parental time inputs and required
costs of child-rearing in a model with fertility, marriage, and divorce. Fiorini and Keane (2014) estimate the impacts of
several categories of children’s time use on their cognitive and non-cognitive outcomes, concluding that educational activities
with parents are most productive.



yses.® In the intratemporal problem, families choose child input allocations (parental time, household
investment goods/services, and market-based child care services) to minimize expenditures given a per-
period level of total human capital investment. In the intertemporal problem, families maximize lifetime
utility by choosing consumption/savings, leisure, and per-period total human capital investment, given
its composite price (determined from the intratemporal problem) and potentially binding borrowing con-
straints.

Second, we analytically characterize the relationship between parental human capital and family in-
vestment inputs, as well as investment responses to input price changes. These results highlight the
critical roles of parental human capital in the skill production process and of input substitutability. For
example, we show that a wage subsidy (as in the Earned Income Tax Credit) unambiguously increases
total investment expenditures and can, with sufficient input complementarity, lead to increases in all
investment inputs, including parental time. We also show that the effects of small input price changes
on total investment and, therefore, skill growth, do not depend on the substitutability of investments.
This result presents a challenge for direct estimation approaches that rely on the effects of independent
variation in investment inputs on child skill levels to identify the skill production technology, because it
suggests that substantial relative price variation is needed to identify substitution elasticities.

Third, we develop a revealed preference estimation approach that exploits relative demands for inputs to
identify the substitutability and relative productivity of several different inputs within periods. This builds
on early studies that used first order conditions from profit maximization or cost minimization to estimate
input substitutability in firm production (see, e.g., Arrow et al., 1961; Nerlove, 1965, 1967).* However,
because studies of firm production have often been concerned about non-competitive factor markets
(influencing input prices), inflexible inputs, and distinguishing capital quantities from prices, relative
demand relationships have not typically been used in estimation. These concerns are muted considerably
when estimating child skill production functions; although, durable investment inputs present a potential
challenge. Given the age-targeted nature of most children’s books and supplies, we do not think this is a
major problem for our analysis. Other potential issues arise when estimating the technology of child skill
production. For example, our relative demand estimation approach relies on accurate parental beliefs

about the relative productivity of different investment inputs and abstracts from endogenous parental

3This separation is analogous to that of the two-stage budgeting approach commonly used in the labor supply literature
(Heckman, 1974; MaCurdy, 1983; Altonji, 1986; Blundell and Walker, 1986). See Gorman (1959) or Green (1964) for general
treatments of separability.

“See Maddala and Kadane (1966), Griliches (1969), Berndt (1976), and Griliches and Mairesse (1998) for efforts to address
concerns about input endogeneity and measurement error in estimating firm production functions. Cunha and Heckman
(2008) and Cunha, Heckman, and Schennach (2010) highlight these concerns in estimation of child skill production functions.



human capital acquisition.” It also requires that we focus on families with strictly positive levels of
investment inputs and parental work hours, so selection concerns must be addressed. Despite these
limitations, our relative demand approach has three important advantages relative to direct estimation
of the full skill production technology (i.e., within-period relative productivity and substitutability of
different inputs and the dynamics of investments and skills). First, it does not require a full specification
for the dynamics of skill formation, using only within-period relationships to identify the substitutability
of inputs and relative productivity of parental skills (and other factors) for different inputs.® Second, it
easily addresses measurement error in investment inputs and does not require multiple measures of each
input, in contrast to several recent direct estimation approaches (Cunha, Heckman, and Schennach, 2010;
Attanasio et al., 2017; Agostinelli and Wiswall, 2025). Third, a relative demand approach only relies on
cross-sectional data on investment inputs and their prices, while direct estimation requires panel data on
skill measures and investment inputs.

Fourth, we show how relative demand relationships can be used to simplify and improve estimation
of the full skill production technology (including the dynamics of skill production) when panel data on
skills are available. We begin with a general direct estimation approach that exploits variation in input
prices and other exogenous factors (as instruments for investment inputs) but does not require multiple
(noisy) measures of each input, which are unavailable in our data. Unfortunately, direct estimation
performs quite poorly in our PSID-CDS data given the small sample size, limited variation in relative
input prices, and moderate correlations between input levels.” Incorporating relative demand restrictions
from the intratemporal decision problem not only improves the precision of our estimator, but it also
simplifies the problem by enabling us to write the dynamics of skill production as a function of a single
(noisily measured) input and relative input prices, rather than as a function of several (noisily measured)
inputs. Finally, we show how to test whether parental perceptions of the within-period features of
skill production (i.e., relative input productivity and substitutability) are consistent with the true skill
production function.

Fifth, using data from the PSID-CDS, we estimate that parental education has modest effects on the

productivity of investment inputs for 5-12 year old American children. Observed investment gaps by

®See Boneva and Rauh (2018) and Cunha, Elo, and Culhane (2022) for analyses of parental beliefs about child investment
productivity and Lee and Seshadri (2019) for an analysis of child skill production that accounts for endogenous parental
human capital investment.

5In theory, a fully nonparametric direct approach would not require any assumptions on the technology, but this is
generally infeasible due to data constraints. In practice, researchers have assumed that skill dynamics are determined by a
Cobb-Douglas (Del Boca, Flinn, and Wiswall, 2014), CES (Cunha, Heckman, and Schennach, 2010) or translog (Agostinelli
and Wiswall, 2025) function.

"A Monte Carlo analysis shows that these estimation challenges are not specific to our estimator and arise even when
inputs are not measured with error.



parental education are driven primarily by differences in overall demand for child investment — stemming
from differences in both family resources and preferences for children’s skill levels — with differences in
parental child-rearing abilities explaining no more than 15% of the gaps. Our results further indicate
that differences in the technology of skill production (including differences in total factor productivity or
learning ability) by parental education are responsible for little of the growth in skill gaps over ages 5-12.
These conclusions are broadly consistent with several previous studies finding that parental education
improves the productivity of investments (or total factor productivity) for very young, but not older,
children (e.g., Del Bono et al., 2016; Attanasio, Meghir, and Nix, 2020; Brilli, 2022; Bolt et al., 2023,
2024; Del Boca et al., 2023) or that parental education only affects child development through higher
levels of investment (e.g., Cunha and Heckman, 2008; Agostinelli et al., 2020; Attanasio et al., 2020; Falk
et al., 2021).

Sizth, estimates from the PSID-CDS provide robust evidence of moderately strong complementarity
between all investment inputs, which produces strong co-movements of inputs in response to policy changes.
Estimated elasticities between parental time and purchased goods/services and between these home inputs
and child care services range from around 0.2 to 0.5.° Counterfactual policy simulations suggest that
reductions in the price of home goods/services inputs or market-based child care cause families to expand
all types of investment, with much stronger own-price elasticities than cross-price elasticities. A decline
in parental wages leads to reductions in all types of investment, including small reductions in parental
time investments, due to diminished family resources.” The co-movement of inputs in response to price
changes contrasts with the commonly assumed Cobb-Douglas specification, which implies greater input
substitutability, even stronger own-price responses, and no cross-price responses. Due to the stronger
own-price response, incorrectly assuming a Cobb-Douglas technology would lead one to over-estimate the
costs of providing subsidies for child care or goods/services investments. Finally, our analysis suggests
that the complementarity of inputs has important implications for the costs of providing free child care.

While the PSID-CDS are the only data we are aware of that contains all of the input measures we
consider for a representative sample of American children, it has two important limitations. First, the
sample size is fairly small, a problem exacerbated by restrictions associated with our relative demand
approach, which limits estimation to families with working parents who purchase strictly positive amounts

of investment inputs. Unfortunately, this means that some empirical tests, including whether family

8 A few recent studies also find complementarity between different investment inputs (Abbott, 2022; Molnar, 2024;
Moschini, 2023). In addition, complementarity between child care and home inputs is consistent with the positive effects of
Head Start (Gelber and Isen, 2013) and home visits in Colombia (Attanasio et al., 2020) on family investments.

9The resulting declines in achievement growth are broadly consistent with previous evidence on the impacts of the EITC
on child achievement (Dahl and Lochner, 2012; Agostinelli and Sorrenti, 2020).



perceptions about within-period features of skill production are accurate, do not have much power.
Second, achievement and input measures are only available every five years, with no household goods
measure available until surveyed children are ages 5-12. This limits the applicability of our results to
school-age children and inspires our novel imputation approach to account for missing investments (during
non-survey years) using intertemporal optimality and input prices (available for all years).

This paper proceeds as follows. The next section describes the PSID-CDS data on children and
their families used in our analysis, while Section 3 documents child investment expenditure patterns by
maternal education and household structure using these data. Section 4 describes our model of child
development and characterizes the effects of parental human capital and input prices on the three types
of investment inputs we study. Section 5, develops our approach for estimating the technology of skill
formation, while Section 6 reports associated estimation results. Section 7 presents a counterfactual

analysis based on those estimates, and Section 8 concludes.

2 Panel Study of Income Dynamics — Child Development Supplement

We construct a panel dataset on family work behavior, investment in children, and child outcomes
from the PSID-CDS. The PSID is a dynastic, longitudinal survey taken annually from 1968 to 1997, and
biennially since 1997. The main interview of this survey collects household-level data on economic and
demographic variables. The CDS consists of three waves, collected in 1997, 2002, and 2007. The youngest
two children (ages 0-12) in a PSID household at the time of the 1997 survey were eligible for interview

in the CDS and followed over time.

2.1 Parental Investment and Child Outcomes from the PSID-CDS

In each wave of the CDS, a Primary Caregiver (PCG) is identified in the household with the child
and PCG both completing modules of the survey. Each survey wave provides child-specific measures of

investment inputs and cognitive skills for all CDS children.

Cognitive Outcomes. In all 3 survey waves, assessments of cognitive development were collected for
children. We use the Letter-Word (LW) and Applied Problems (AP) scores from the Woodcock-Johnson
battery of tests, which are completed by children ages 3 and older. We normalize the location and scales

of these scores using their sample mean and standard deviation for children at age 12.

Time Investment. Measures of time investment come from time diaries completed by CDS children,

with assistance from the PCG when necessary. This portion of the survey requires participants to record a



detailed, minute-by-minute timeline of their activities for one random weekday and one random weekend
day. For each recorded activity, an indicator is provided for whether the mother and/or father actively
participated in the activity. Our measure of time investment for each parent is the weighted sum of time
each parent actively participates in a broad range of learning, play-based, and social activities with the
child, the weekday receiving weight 5/7 and the weekend day receiving weight 2/7. Notably, our measure
excludes time spent with parents engaged in such activities as household chores and watching television.

These measures are constructed from the 1997, 2002, and 2007 time diaries as detailed in Appendix B.

Child Care Expenditure. In all 3 PCG interviews, respondents report current child care arrange-
ments, costs, and time spent in each arrangement separately for each CDS child.'” We construct child-
specific measures of weekly expenditures from these answers. We also create a second measure from total
household expenditures on child care (for all children combined) from the main interview, divided by the
number of children ages 12 or younger. Both measures are strongly correlated and have similar sample
averages. Therefore, we use the average of these measures when both are reported, while we use the
available measure when only one is reported. Our measure of child care expenditures includes spending
on both formal and informal child care arrangements but does not incorporate unpaid child care (usually
by relatives), which has been shown to be of low average quality (Flood et al., 2022). Among families
with children ages 5-12 who report spending on child care, 60% report that their main arrangement is
a before/after-school program, center-based care, or a non-relative family care provider. Only about 7%

report non-relative care within the family’s home (e.g., babysitters).

Goods Expenditures. In the 2002 and 2007 (but not 1997) PCG interviews, respondents report annual
expenditures for the child on school supplies and toys. They also report child participation in private
lessons, sports, tutoring, or community groups, along with the costs of these activities. Our measure of
market goods expenditures sums over the weekly values of spending on these goods and services.'' While
this measure neglects any durable goods inputs purchased in earlier periods, many children’s books and

supplies tend to be age-targeted.

2.2 Household Variables from the PSID Main Interview

From the main PSID interview, information is collected on household structure, state of residence,

as well as the hours of work, earnings, race, and education of household members. We use mothers’

10For children younger than age 5, a retrospective history of arrangements is collected, from which we take all arrangements
that are reported as ongoing.

1 As discussed further below, we do not consider the role of school quality, so spending on private school tuition and taxes
that go towards public schools are not included in our measure of goods investments.



childbirth history to construct the number and age of children in the household. While the PSID is
available only biennially after 1997, earnings and hours for individuals in “missing” years are available
from supplemental interviews after 1997. We combine these data to construct a panel of each mother’s
marital status, race, education, state of residence, work behavior, and wages through 2017.'> When the
mother is married, we use her spouse’s age, education, and wages as measures for the father.

Using the large panel of wage data, we estimate parents’ log wage fixed effects from (gender-specific)
panel regressions of log wages on individual fixed effects, potential experience and experience-squared,
year, and state dummies, where we drop all years with a child age 12 or younger in the household.'® This
effectively nets out differences in average wage rates across states and provides a measure of parental

human capital at the time he or she leaves school.

2.3 Sample Selection

Throughout this paper, we limit the sample to mothers ages 18-65 who were ages 16-45 in the child’s
birth year.'* We consider only child-year observations for children ages 12 or younger, and for households
with no more than 2 children ages 0-12. Because 1997 does not contain measures of household goods
investments, our relative demand estimation below uses only the 2002 and 2007 surveys, when all CDS
children (born in 1997 or earlier) are ages 5-12. Table 1 reports the characteristics of families for this

sample.

3 Investment Patterns by Parental Education and Marital Status

This section provides an overview of weekly child investments — parental time, goods/services, and
child care — by parental education for single mothers and two-parent households using the PSID-CDS
data.'> We focus primarily on investment expenditures (reported in year 2002 dollars) for three reasons.
First, it provides a single metric (dollars/week) for comparing amounts of conceptually different inputs
like time vs. goods. Second, it clarifies the costs associated with different forms of child investments.
Third, differences in expenditure shares by parental education are informative about the substitutability

and relative productivity of different inputs, as we show in the next section.

12We treat cohabiting couples as “married”. Wages are imputed as annual earnings divided by annual hours, with the
bottom and top 1% of observations set to missing.

13Potential experience is given by age - education - 6. Available wage observations from all PSID survey years up to 2017
are used. Whenever we control for these fixed effects in our analysis below, we only include parents with at least 5 wage
observations available to estimate the fixed effect. After this restriction, the median number of wage observations used in
estimating the fixed effects for both mothers and fathers in our sample is 10.

Like Del Boca, Flinn, and Wiswall (2016), we exclude children whose birth records indicate that they are adopted (less
than 1% of CDS children).

15 Caucutt et al. (2020) show similar patterns when combining data from the American Time Use Survey on parental time
investment with data from the Consumption Expenditure Survey on household goods/services and child care spending.



Table 1: Summary statistics for full sample: 2002 and 2007

Sample Size Mean SD Min Max

In(Wi,,¢) 1110 244 066 -3.07 3.99
In(Wy,) 835 2.93  0.60 1.25 4.90
In(qy) 1512 110 0.32 027 1.89
Child’s age 1512 9.53 2.10 5.00 12.00
Mother HS grad 1510 0.33 0.47 0.00 1.00
Mother some coll. 1510 0.32 047 0.00 1.00
Mother coll+ 1510 0.27 0.44 0.00 1.00
Mother’s age 1512 37.56 6.43 21.00 55.00
Father HS grad 951 0.36 0.48 0.00 1.00
Father some coll. 951 0.22 042 0.00 1.00
Father coll+ 951 0.33 0.47 0.00 1.00
Father’s age 937 40.50 7.04 20.00 65.00
Mother white 1499 0.58 0.49 0.00 1.00
Num children age 0-5 1512 0.19 042 0.00 2.00
Num of children 1512 2.02 073 1.00 6.00
Year = 2007 1512 0.22 041 0.00 1.00

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages
5-12 and only 1-2 children age 12 and under.

Because the PSID-CDS did not collect information on goods inputs in 1997 and CDS children are
ages 10 and older in 2007, the analysis in this section is limited to the 2002 CDS when the children
we study were ages 5-12. While we include families with 1 or 2 young children in our sample, all
investment measures are child-specific. In calculating expenditures for parental time, we multiply active
time with children by the parent’s reported wage rate, excluding non-working parents.'® For consistency
with our empirical analysis later in the paper, we limit the sample to children with positive child care
expenditures; although, the patterns we emphasize are quite similar when including families with zero
child care spending (see Appendix Figures G-1 and G-2).

Total amounts spent on investments (per child) are sizable, with single mothers spending about $225
per week, on average, and two-parent households spending roughly $425 per week. Spending on each input
is 10-20% higher in two-parent families than single-mother households, with the former also benefiting
from father’s time expenditures. Figure 1 shows that single mother’s weekly expenditures on investment
(per child) drop sharply as children begin school full time, remaining fairly stable thereafter. The early

drop in expenditures is less pronounced for two-parent households, while father’s time expenditures

5We also trim the top/bottom 1% of reported wages to eliminate outliers. About 13% of two-parent households and 7%
of single mothers are excluded due to missing wages. Including these parents has negligible effects on average time investing
in children and household goods expenditures (by education or overall), while it lowers average spending on child care by
less than 15% (similarly across education groups).

10
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Figure 1: Weekly per-child investment expenditures by child’s age (PSID, 2002)

sharply increase as children reach ages 11-12. Single mothers gradually increase the share of expenditures
on goods inputs at the expense of time investments, while two-parent households maintain more similar
expenditure shares as children age.'”

Figure 2 shows that investment expenditures (per child) are strongly increasing with maternal edu-
cation. Most notably, time expenditures among college graduate mothers and their husbands are more
than double those of their high school counterparts, with much of the difference explained by their higher
wage rates. Higher time expenditures for fathers (relative to mothers) are entirely driven by differences
in average wage rates. As Figure 3 shows, hours of investment time are increasing in parental education,
similar for single and married mothers, and higher for mothers than fathers. Figure 4 reports average
expenditure shares on each type of investment input by maternal education, highlighting two features.
First, expenditures are dominated by time investments, with single mothers (both parents in two-parent
households) contributing about 71% (82%) of their investment expenditures in the form of time. Second,
expenditure shares are quite similar across education groups, especially for two-parent households, despite
sizable differences in the total amounts of investment spending. Appendix Figures G-4 and G-5 document
these same patterns separately for both 1- and 2-child families, with the latter typically spending less on
a per-child basis.

4 Model

This section develops an economic framework for understanding the multi-input investment and ex-

penditure patterns documented in Section 3 and the impacts of policies that alter the prices of investment

17See Appendix Figure G-3 for expenditure shares by age for single mother and two-parent households.
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Figure 2: Weekly per-child investment expenditures by mother’s education (PSID, 2002)
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Figure 3: Weekly per-child investment hours by mother’s education (PSID, 2002)

inputs. We begin by establishing conditions that allow the household decision problem to be separated
into two distinct (and simpler) problems: (i) an intratemporal investment input allocation problem and
(ii) an intertemporal problem that allocates resources across periods. We then characterize the response
of investment inputs to changes in input prices and parental human capital. This theoretical analysis
highlights the critical roles of input substitutability and the extent to which parental human capital

affects the productivity of different inputs. Insights from this framework guide our estimation strategy.

Model description. Consider two-parent households composed of a mother, father, and child. These

households may be heterogeneous over the learning ability of the child, 6;, initial human capital of the

12
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Figure 4: Expenditure shares by mother’s education (PSID, 2002)

child, ¥y, and human capital of the mother and father, H,, and Hy, respectively.'® (Single mother
households are identical but without any “father” time, wages, etc.) In every period ¢t = 1,...,T, the
household chooses consumption, ¢, assets, A;y1, mother’s and father’s leisure, l,,, ; and ls, respectively,
and investments in children.

Child investments take place in the home or in the market. Home investments include time of the
mother, 7, ;, time of the father, 774, and non-durable goods/services, g;. Market-based child care is

represented by x;.'? Child skills evolve according to

\Ilt—i-l = Ht (ft (Tm,t; Tfits Gts Tt; Hma Hf) ; \Ijh ‘915) ) (1)

where f;(-) is strictly increasing and strictly concave in all endogenous investment inputs (7im.t, 71.¢, gt, t)
and Hy(-) is strictly increasing in all of its arguments. The function f;(-) represents the total skill
investment a child receives in period t as a function of all investment inputs that period. We refer
to this as the within-period production function, because it encompasses all features of skill production
related to different inputs within a period, notably the relative productivity and substitutability of inputs.
Importantly, we allow these within-period features of skill production to depend on parental human
capital, while we treat 6; as an input-neutral productivity parameter. As is standard in the literature,

our recursive specification imposes weak intertemporal separability between inputs across periods, ruling

18Because we abstract from schooling inputs, variation in 6; may also reflect differences in school quality; however, we do
not model the choice of neighborhood or private schooling.

9Without data on the quality of child care, we do not explicitly model a quantity-quality tradeoff for child care services,
implicitly assuming that families purchase the optimal mix given available options. If care is priced according to its produc-
tivity in a competitive market, then families would generally be indifferent to the mix. In this case, the price of child care,
qt, reflects the price for a fixed quality of care and unit of time.
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out the possibility that an increase in any specific input in one period affects the relative marginal
productivities of inputs in other periods. With this intertemporal separability, the function H(-) only
determines the dynamics of skill accumulation.

We make one more important assumption on the within-period technology.
Assumption 1. fi(-) is homothetic in endogenous inputs (Tm.t, Tf.t, Gt, Tt)-

Homotheticity is satisfied by most production functions used in the child development literature,
including the nested-CES specification we employ; however, it does restrict the relative marginal produc-
tivity of inputs from changing with the total level of investment. Because any returns to scale (and other
monotonic transformations) in within-period investment can be incorporated by H.(-), we normalize f;(-)
to be homogeneous of degree 1.

Normalizing the time endowment to 1 for each parent, parental hours working are by, = 1=l — Tt
and hyy = 1—1p;—7r;. A parent’s period t wage is given by W ; = w; H;, j = m, f, where we distinguish
between the part of wages related to skills used in child production (H;) and an unrelated component
(wjt). For expositional purposes, we assume that the component related to child development is fixed
over time (e.g. upon a parent finishing school or the child’s birth), while the time-varying part, which we
often refer to as the price of skill, incorporates wage differences across parents due to factors like labor
market experience, discrimination in the labor market, or local wage variation. Because we abstract
from endogenous parental skill acquisition through learning-by-doing or on-the-job training, the wages of
working parents reflect their price of time. Let y; reflect income other than labor earnings (e.g. transfers)
in period t. The price of home investment goods is given by p;, and the price of market child care is given
by q. Let II; = (Wi, Wrt, pt, g1) be the vector of all investment input prices faced by the household at
time ¢. Assets at the start of period ¢ are denoted by A;, and households can borrow/save at interest
rate 7, subject to borrowing constraints A1 > Apin ¢

Households have per period preferences over consumption (with price normalized to one) and leisure
given by u(ct) + vm(lmyt) + vs(lre) and discount across periods at the rate 8 > 0. In period T + 1,
households have a continuation value, f/(Hm, Hy¢, Apy1,¥741), that depends on parental human capital,
parental assets, and child skill.2! We assume that V is increasing in parental human capital, and strictly

increasing and strictly concave in parental assets and child skill. We consider the household’s problem

20Geparability between parents’ leisure simplifies leisure choices in the intertemporal problem of Section 4.2. Relaxing this
separability would not affect our ability to separate the problem into intratemporal and intertemporal problems, nor would
it alter the intratemporal problem of Section 4.1.

2IThe continuation value, f/, also depends on all future non-labor income, which we suppress here for ease of notation.
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for periods t =1, ...,T"

‘/t(atv Hma va At7 Yt, Ht7 \Ilt)

= max u(cer) + vm(bng) Fvr(lee) + BVig1 (Or1, Huy Hpy Appt, Yepr, g1, Wegn)

U tsl g, 65 Tm 65 TF 6598, Tt A1

subject to non-negative inputs (Tm,t,Tﬁt,gt,fL’t), ljx > 0 and l;; + 754 < 1 for j = m, f, child human

capital production Equation (1),

ct+WintTme + Weatre +0ige + qeve + A = (L+1r) A+ ye + Wi (1 — L) + We(1 = U54),
A1 > Amingts (2)
V1 (0711, Ho He, At yran, U, Y1) = V(Hon, Hy, Argr, Urgs). (3)

We assume u'(-) > 0, u”(-) < 0, vi(-) > 0, and v{(-) < 0 for j = m, f. We also assume standard Inada
conditions for preferences over consumption and leisure. See Appendix A for a full characterization of
the problem, including all first order conditions, in the more general case where there may be uncertainty
about future parental wages, income, and child abilities.

Although we explicitly model the problem for 1-child families, our analysis easily extends to families
with multiple children if parents value each child’s skill in the same way and investment inputs are child-
specific.?? In this case, the intratemporal problem (Section 4.1) for each child is identical to that of
a single child. As for the intertemporal problem (Section 4.2), the relationship between consumption
and total investment expenditures (for each child) and the dynamics of investment are unaffected by the
number of children; however, the levels of household consumption and investment expenditures for each
child are decreasing in the number of children, because the same resources must be spread across more
children. Importantly, given our assumptions, the estimation approaches we develop can be applied to

each child using child-specific measures of investment inputs, input prices, and child outcomes.

Separating the Problem. Under certain conditions, the household’s problem can be separated into
two distinct parts: (i) an intratemporal problem choosing child input allocations to minimize expenditures
given child’s per-period total skill investment, Iy = fi (Tim.t, Tf.t, Gt, ©t; Hm, Hy), and (ii) an intertemporal
problem of maximizing lifetime utility by choosing savings A; 1, leisure [,, ; and I, and child’s per-period

total skill investment I;. This separation is possible when three conditions are satisfied (Gorman, 1959;

22The ability of siblings to share some inputs (e.g., parental time or goods inputs) reduces the effective price of that input
(on a per-child basis); however, it may also yield lower input productivity. We limit our empirical analysis to 1- and 2-child
families and allow for different input productivity parameters by the number of children to help address these concerns;
however, we leave it to future work to fully address shared inputs, including the possibility that they may not be perfectly
substitutable with similar child-specific inputs.
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Green, 1964). First, in the absence of endogenous parental human capital acquisition or intertemporal
non-separabilities in preferences for leisure, if parents work in the market (i.e., hj; > 0), their price of time
investment is their wage rate, W;;, which is independent of investment choices. In this case, the marginal
cost of each (non-durable) input is its fixed price multiplied by the marginal utility of consumption.??
Second, weak intertemporal separability of inputs in child skill production, coupled with no parental
preferences over inputs themselves, implies that the marginal benefit of each input is proportional to its
marginal productivity through f;(-).>* Third, because f;(-) is homogeneous of degree 1, the marginal
product of each input is homogeneous of degree 0 and can be written as a function of input ratios. Under
these 3 conditions, the first order conditions with respect to inputs can be used to solve for optimal
input ratios as functions only of period ¢ relative input prices, parental human capital, and the within-
period production technology f;(-). This separation result clarifies when assumptions about dynamics
(e.g. credit markets, structure of H,(+)), children’s learning ability 6;, and the nature of preferences (over
consumption, leisure, and child skill levels) have no bearing on the within-period allocation of child
investment inputs conditional on total investment that period. (See Appendix A.1 for further details.)
Throughout the rest of this section, we assume that parents are working, so the price of their time
is reflected by their wages and the full problem can be separated into intratemporal and intertemporal
decisions. We begin with the intratemporal problem, characterizing optimal input choices as a function
of per-period total investment, I;. We further show that this per-period total investment is associated
with a composite per-period price, p;, that depends on all input prices, parental human capital, and the
structure of the within-period investment function f; (). Next, we consider the intertemporal problem of
choosing total investment, I3, along with consumption/savings and leisure each period, given the sequence

of composite prices, p;, faced by the household.

4.1 Intratemporal problem

The intratemporal problem for families with working parents can be written as:

min Wiy 1T + WieaTre + pege + iy subject to It = fi(Tmts Tt Gt s H, Hy),

Tm,t,Tf t,9t,Tt
non-negative inputs (7., 7s.t, gt, ¥t), and 74 < 1 for j = m, f. Using the fact that f. ,, fy,, and f;, are

homogeneous of degree 0, we define input ratios ®;; = 7;,/g; for j = m, f, and ®,; = x/g;, and write

23 As discussed in Appendix A.1, for parents who do not work in the market, the price of time investment depends on
the marginal rate of substitution between consumption and leisure. In this case, the problem cannot be separated into
intratemporal and intertemporal problems, because relative input choices would depend on the level of consumption, a
fundamentally intertemporal choice.

24More generally, separating the problem into intratemporal and intertemporal problems requires that parents do not have
preferences favoring one input relative to another. Separation of the problem is still possible if families have preferences over
total investment, I, or child skill levels, ¥, each period.
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the ratio of first order conditions as three equations in these three unknown ratios:

- W (P, Py, 1, Py g Hyyy H .
Wi = =25 = T Ot 31 o f), j=mf, (4)
bt fgt(q)m,ta(bf,ta1aq)a:,t>Hm7Hf)
- & o fxt(q)m,t)¢f,tv17¢I,t;Hm)Hf)

i = = :
! bt fgt(q)m,ta(bf,tv17(1):c,t;Hm7Hf)

Equations (4) and (5) implicitly define the input ratios (®p ¢, rs, Po¢) as functions of relative prices

(5)

(met, I/T/fyt, qt), parental human capital (H,,, Hf), and the within-period production technology fi(-). Fu-
ture child ability levels, parental wages, and other income do not enter this problem, therefore uncertainty
about these variables would not affect the intratemporal relative input allocation decision.

Because f;(-) is homogeneous of degree 1, total investment expenditure Ey = Wy, 1T + WesTre +

pegr + qrry can also be written as E; = p.I;, where

Wini®Pms + Wei@ri +pi + @ Poy (6)
ft(@m,ta (Pf,ta ]-7 (Dar,t; Hm7 Hf)

Pt =

is the composite price of total investment (Gorman, 1959; Green, 1964). This composite price depends
only on input prices, parental human capital, and the within-period production technology f(-).

Much of our analysis considers a nested CES within-period investment function:

1/%
ft = {(am,t[¢m<Hm)Tm,t]pt +aypor(Hp)Trel 4 g 0g(Hm, Hf)gt]pt)%/pt + am,txt%]

)%/pt

1/n
= [(amt(Hm)Tﬁf’t + af7t(Hf)T]’th + agi(Hm, Hy)gl" + amx?] , (7)

where a;(H;) = aj[p;(Hj)Pt > 0 for j = m, f, ag(Hm, Hy) = ag[pg(Hm, Hf)]P* > 0, py < 1, and
v < 1.2 We highlight three aspects of this specification. First, it allows parental human capital to affect
the productivity of household time and goods investments through their respective share parameters.
Our specification assumes that parental skills are factor-augmenting, so that parental human capital
raises or lowers effective time and goods input levels.” (We generally leave conditioning on parental
human capital implicit, except when discussing its role.) Second, this specification accommodates flexible
substitution patterns between different inputs. The elasticity of substitution between parental time and
household goods inputs is constant and given by e;,; = 1/(1 — p;). By contrast, the elasticity of
substitution between market child care services and household goods or parental time investments varies
with input levels; however, the elasticity between market child care, x;, and “composite home investment”,
Iy, = (am7t7ﬁf¢ + aﬁtT]’?; + ag,tgft)l/pt, is constant and given by €, g = 1/(1 — ;). We generally refer

to two inputs as substitutable if their elasticity of substitution is greater than one (e.g. €74+ > 1 and

2% @m, Gy, and @, are strictly positive constants, while @y, (Hm), @ (Hy), and g (Hy, Hy) are strictly positive functions.
26Parental human capital may also affect input-neutral child productivity /ability, 8¢, thereby influencing the productivity
of all inputs, including child care. This does not affect the intratemporal problem.
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pt > 0) and complementary if their elasticity is less than one. The commonly employed Cobb-Douglas
case assumes an elasticity of one across all inputs. Third, this specification for f;(-) is homogeneous of
degree 1, as is the technology defining the composite home input, I ;.

This nested CES specification for f;(-) implies the following optimal input ratios:

1

Tit Qg t = pr—1 .
—_— .]7 g’
q)j,t = = Wj,t ) J=m, f7 (8)

9t Qs

1
— V=Pt 1
= It gt \ ™" Ge-D -5
®,; = ; = (a t) (amjt@%’t + af’ti)?ft + ag,t) ot (v qt’vt ] (9)
x’

Because of the nested structure of the within-period production function, the price of child care services,
q¢, does not affect home input ratios, ®,,; and ®;;. This simplifies several analytical results, as well as

estimation of substitution elasticities.

4.1.1 Expenditure Shares

The intratemporal problem alone allows us to characterize the dependence of expenditure shares on
input prices and parental human capital. For simplicity, we consider the case of single mothers and drop
time t subscripts given the static nature of the intratemporal problem.

Input expenditure ratios are decreasing in their relative prices if and only if the elasticity of substitu-
tion between those inputs exceeds one. Households substitute away from an input when its price rises,
but relative expenditures on that input only fall if the substitution effects are strong enough to offset the
direct effect of the higher price. In the special case of Cobb-Douglas technology for f(:), or p =+ =0 in
our nested CES technology, all expenditure shares are invariant to input price changes. More generally,
expenditure shares depend on relative prices and substitutability across inputs.

With the nested CES technology of Equation (7), relative home input ratios do not depend on the
price of child care services. This implies a simple characterization for the effects of changes in child care
prices on expenditure shares: if and only if child care services are complements with the composite home
input (i.e., v < 0), then an increase in child care prices leads to an increase in the share of expenditures
devoted to child care and a reduction in the shares devoted to each home input. The effects of changes
in the skill price and price of home investment goods depend on the substitutability of all inputs. For
example, an increase in the skill price, wy,, raises the share of expenditures devoted to time inputs if all
inputs are complementary (i.e., max{p,y} < 0); this increase comes at the expense of both goods inputs
and child care if the two home inputs are particularly complementary (i.e., p < v < 0). By contrast,
substitutability of all inputs (satisfying p > v > 0) implies the opposite: an increase in the skill price

lowers the expenditure share devoted to parental time inputs and raises expenditure shares devoted to
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goods inputs and child care.?”

Given the patterns exhibited in Figure 4 (especially two-parent households), we highlight two special
cases consistent with expenditure shares that are independent of parental human capital: (i) Cobb-
Douglas f(-), i.e., p =7 =0, or (ii) f(Tm,9,%; Hmn) = f(TmHm,g,x;1). Case (i) assumes an elasticity
of substitution of one between all endogenous investment inputs, but it places no restrictions on the role
of parental human capital in skill production. Of course, this also implies that expenditure shares are
independent of input prices. By contrast, case (ii) makes no restrictions on the substitutability of inputs,
but it requires that parental skills improve the productivity of parental time with children (relative to
the productivity of other inputs) at the same rate they improve parental earnings in the labor market.
See Appendix A.2.1 for details.

More generally, differences in parental human capital affect input expenditure shares through both
the price of parental time (i.e., wages) and the effectiveness of different inputs in child skill production. In
terms of the latter, parental human capital is factor-augmenting when ¢, (H,,) > 0, raising the effective
value (or quality) of any given time investment, 7,,. Depending on the substitutability of inputs, an
increase in H,, may, therefore, raise (p > 0) or lower (p < 0) the marginal productivity of time relative
to goods investments, all else equal. Absent effects of mother’s human capital on the productivity of
home goods inputs, when maternal human capital raises productivity relatively more in the labor market
than with children, an increase in maternal human capital has qualitatively similar effects on expenditure
shares as a rise in w,,, while the opposite is true when skills are relatively more productive for child
development. This suggests that the growing expenditure share of single mother’s time inputs with
maternal education (at the expense of both child care and goods inputs) documented in Figure 4(a) is
consistent with either: (i) low productivity of maternal human capital for child development coupled with
input complementarity satisfying p < v < 0, or (ii) high productivity of maternal human capital for child

0.28

development coupled with input substitutability satisfying p > ~ > Our estimates presented below

indicate input complementarity and low productivity of maternal human capital in child skill production.

4.2 Intertemporal Problem

Suppose in every period, t = 1, ..., T, along with leisure and assets, the household chooses an amount

of total child investment I; given its per period composite price p; (determined by the intratemporal

27See Propositions 4 and 5 in Appendix A.2.3 for these results and symmetric results for changes in the price of home
inputs.

283ee Propositions 6 and 7 in Appendix A.2.3 for a formal characterization of the relationship between parental skills and
investment expenditure shares, including when the productivity of home goods inputs also depends on H,,.
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problem). This problem can be written as follows:

Vi(Or, Hpy Hy, Ag,ye, 1L, W) = o max w(c)+vm (bt )+ (L) +6 [Vie1 (Oeg1, Hims Hpy Apets Yig1, iger, Wigr)]
motslf e Tt Ay

subject to 0 < Iy, 4,1 < 1, I; > 0, the borrowing constraint (Equation (2)), final-period value function

(Equation (4)), skill production Wy = Hy (It; 0, ¥y), and budget constraint:

ce + ey, Hyy He) I + Apr = (L 4+ 7) A + 46 + Wit (1 —line) + Wiee(1 = 1ge).

The standard Euler Equation for consumption may be distorted by borrowing constraints, u'(c;) >
B(1+47)u (¢t41), with strict inequality if and only if Equation (2) binds. As discussed in the literature (e.g.,
Becker and Tomes, 1986; Cunha and Heckman, 2007; Caucutt and Lochner, 2020), borrowing constraints
can distort intertemporal consumption and child investment decisions.

To analytically characterize total investment and input levels, we borrow two assumptions from Del

Boca, Flinn, and Wiswall (2014).
Assumption 2. V(Ur 1) = U(Hp,, Hp, Ari1) + aln(¥p,q).>
Assumption 3. Uy, = thfl\llf?

Assumptions 2 and 3 yield a very simple first order condition for total investment, I;:

OCBTftJrl 55—1&51

I =
! Dt (ct)

(10)

which has several useful properties.®’ First, it implies that total investment depends only on past deci-
sions (including past investments), current skills, and borrowing constraints through the marginal utility
of consumption. Second, total investment (and its dynamics) depends only on input prices p; and g
through the composite price p; (as defined in Equation (6)). While Assumptions 2 and 3 simplify our
analysis of total investment over time, they are not required for separation of the investment problem into
intratemporal and intertemporal problems nor for estimating the within-period production function f;(-)
using relative demand (see Section 5.1). We do, however, make use of these assumptions when estimating
the dynamics of skill production, H,(-), as discussed in Section 5.2.

Combining Equation (10) with the Euler Equation implies that

Dt 1+r
L1 > | — 1 11
iz () () (1)

29To streamline our theoretical discussion, we assume throughout the rest of this section that « is independent of parental
human capital. All results hold when « is weakly increasing in parental human capital. Allowing this dependence simply
adds a force that further increases investment expenditures with parental human capital.

30See Appendix A.3.1 for the derivation of Equation (10).
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where the inequality is strict if and only if the period-t borrowing constraint binds. Third, if we define
the constant K; = a,BT_tH&QT ~'5y, Equation (10) can be re-arranged to obtain a convenient expression
for total investment expenditures:

Et = ﬁt-[t = Kt/u/(ct). (12)

Expenditures are increasing in the discounted value of children’s human capital, a7 ~**+1, the productivity
of investments, d1, self-productivity of child skills, ds, and current consumption levels, ¢;. The direct link
between expenditures and the marginal utility of consumption is useful below in characterizing the effect
of parental human capital on investment behavior.?!

The first order condition for leisure implies l;; = Lj(u'(ct)Wj:), where L’ ,(-) < 0. Substituting

this expression and optimal F; from Equation (12) into the constrained household’s budget constraint in

period t (Ai11 = Amin,) yields

K
et = (14 7)Ar+ Wit (1 — L e (v () Wint)) + Wie(1— Lf’t(u’(ct)Wf,t)) + yr — " t

7 N Amin ;
(ct) !

which does not depend on input prices p; or ¢;. Applying the implicit function theorem, Lemma 1 in
Appendix A.3.2 shows that current consumption is increasing in parental human capital, returns on
parental skills, and non-labor income, while it is independent of the prices of goods inputs and child care.

Because total investment expenditures are inversely proportional to the marginal utility of consump-

tion (see Equation (12)), E; and ¢; respond similarly to changes in input prices and parental skills.

Proposition 1. Total investment expenditures, Ey, are strictly increasing in parental human capital

(Hm, Hy), skill prices (wm,wyy), and non-labor income (y;), with g—fé = gﬁtt% >0 forje{m,f}.

Total investment expenditures are independent of household goods and child care input prices (pi,q).

Total investment expenditures are increasing in current income levels. Consequently, increases in
parental human capital, skill returns, and other income all lead to increases in total investment expendi-
tures, whereas changes in the prices of home investment goods and child care services have no effect on

total expenditures.®?

31A fourth implication of Assumptions 2 and 3 is that 6, is additively separable from all other choice and state variables
in discounted lifetime utility. Consequently, child learning ability, 6;, does not affect investment behavior (nor any other
decision). Furthermore, uncertainty about future child ability has no effect on family decisions. As discussed in Appendix A,
uncertainty about future parental wages or income only affects intertemporal choices through u(c:). In the case of binding
borrowing constraints, consumption is fully determined by available resources that period, so uncertainty about future wages
and income would not affect decisions nor any of the results we discuss. As studied in Abbott (2022), consumption choices
for unconstrained families would be affected by uncertainty about future wages and income due to precautionary savings
motives. We abstract from this uncertainty here but discuss it further in Appendix A. See Hai and Heckman (2017) for an
analysis of borrowing constraints that endogenously respond to labor supply and human capital investment decisions.

32 Among borrowing-constrained households, investment expenditures are independent of all future prices and non-labor
income. Asshown in Appendix A.3.3, unconstrained households would respond similarly to changes in current or future prices

21



Increases in total investment expenditures, E;, do not necessarily imply increases in total investments,
I; (or child skill accumulation), because increases in input prices and wages raise the composite price
of investment, p;, as well. These offsetting forces make it difficult to characterize the effects of parental
skill returns or human capital on total investment levels without additional assumptions; however, it
is straightforward to show that an increase in the price of household goods inputs or child care leads
to reductions in total investment, while an increase in non-labor income raises total investment. See

Appendix A.3.2 for details.
4.3 Effects of Input Prices and Parental Human Capital on Investment Inputs

The effects of input prices and parental human capital on expenditures devoted to specific inputs
depend on both forces discussed thus far: (i) reallocations of expenditure shares (determined from the
intratemporal problem) and (ii) changes in the total level of investment expenditures (determined from
the intertemporal problem). Effects on input levels must also account for any own-price changes.

Because total expenditures are invariant to the prices of home goods and child care services (see
Proposition 1), changes in these prices only affect individual input levels through reallocation across
inputs. Consistent with downward sloping demand curves, the quantities purchased of home goods and
child care services are unambiguously decreasing in their respective prices, even though expenditures on
these inputs increase with own-input prices when there is sufficient complementarity (i.e., p < ¢ < 0).

Increases in skill prices and parental human capital not only affect expenditure shares, but they
also raise total investment expenditures (see Proposition 1). To obtain sharper predictions in what
follows, we simplify to single-mother families and assume log preferences for consumption and leisure
(i.e., u(c) = In(c) and vy (lm) = ¥m In(ly,), with ¢, > 0). The results we discuss apply equally to
the case where borrowing constraints bind or when they never bind. See Appendix A.3.4 for additional

details.

Proposition 2. Suppose current family debts are not too large.*® (A) If min{~, p;} > 0, then mother’s
time investment is strictly decreasing in wpy¢. (B) If pr > max{0,~.}, then home goods inputs are strictly

increasing in wp . (C) If v > 0, then market child care is strictly increasing in wp, ;.

Proposition 2 considers the case of a change in the current skill price; although, a permanent change

in the skill price has the same qualitative effects. A rise in the current skill price (e.g., a reduction

and non-labor income, because the discounted present value of lifetime income determines consumption and expenditure
levels. This appendix also discusses the impacts of short-term vs. permanent wage increases for unconstrained families.
With log utility over consumption and leisure, a one-time increase in wages has a weaker impact on current expenditures
for unconstrained (relative to constrained) families.

33For constrained families, the required condition on debt is satisfied if borrowing constraints are not growing in discounted
present value. For unconstrained families, current debts cannot exceed the present discounted value of all future income.

22



in labor income taxes) increases both family income and the price of time, where the former implies
greater total investment expenditures (Proposition 1). Despite this increase, the higher price of time
leads to a reduction in maternal time investment when all inputs are substitutes. If inputs are sufficiently
substitutable, then the reduction in time investment is compensated for with an increase in both the home
goods input and child care services. Complementarity can lead to the opposite response: The increase
in family income associated with higher wages can spur families to increase total investment, and if
investment inputs are sufficiently complementary, families will increase all inputs, including parental
time. Simulations based on the elasticities (and other parameters) estimated below suggest that this is
the case for constrained families.

The relationships between maternal human capital and investment inputs depend not only on the
substitutability of inputs but also on the effects of maternal skills on the productivity of those inputs.
When parental human capital has no effect on child skill production, inputs respond in the same manner
to changes in maternal human capital as they do to changes in skill prices. Alternatively, when parental
human capital is equally productive in the labor market as it is in child-rearing (but has no effect
on the productivity of goods investments), an increase in maternal human capital causes families to
substitute away from time investments towards goods investments. A positive effect of mother’s skill on
the productivity of goods inputs counteracts this substitution. See Propositions 8 and 9 in Appendix
A.3.4 for details.

While the substitutability of inputs is critical for understanding the impacts of price changes on
specific input choices, the next proposition shows that the effects of small input price changes on total
investment I; (and, therefore, child skill accumulation) do not depend on input substitutability.

Proposition 3. The price elasticities of total investment, I;, depend on the within-period production

function only through input expenditure shares.>*

The effects of small changes in input prices on total investment and child skills can be inferred
solely from observed input expenditure shares without knowledge of input substitution elasticities. This
property implies that, in the presence of limited price variation, direct identification of the production
technology is impractical — a result that is borne out in our estimation results below.

More generally, knowledge of the full within-period production function, including input substitutabil-
ity, is needed to determine the impacts of larger price changes on skill development and to understand
observed differences in input choices across families. We now turn to estimation strategies aimed at

identifying the skill production process.

34This proposition does not rely on log preferences for consumption and leisure or binding borrowing constraints. See
Appendix A.4.
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5 Estimation Approach

Our empirical analysis begins with a revealed preference approach that uses relative demand for inputs
to estimate the within-period production function f;(-) described in Section 4.1. We then incorporate
data on child achievement over time to estimate both f(-) and #H;(-) simultaneously. Because we do not
observe multiple (noisy) measures of each investment input, the “direct” estimation approaches of Cunha,
Heckman, and Schennach (2010), Attanasio et al. (2017), and Agostinelli and Wiswall (2025) cannot be
implemented. Instead, we develop a direct estimation approach that relies on variation in input prices
(and other exogenous factors) to instrument for investment inputs. We then show how restrictions from
relative demand can be incorporated to simplify and improve estimation.?” Finally, we show how relative
demand restrictions can be combined with observations on skill dynamics to test whether beliefs about

fi(+) differ from the actual technology (see, e.g., Boneva and Rauh, 2018; Cunha, Elo, and Culhane, 2022).

5.1 Estimating the Within-Period Production Function, f;(-)

If families are knowledgeable about the within-period skill production function, then relative input
demands can be exploited to estimate f;(-) using data on input choices, input prices, and other house-
hold/child characteristics that affect the relative productivity or substitutability of inputs. Our relative
demand approach is based on Equations (8) and (9), which requires interior solutions for input choices
and separation of the household problem into intratemporal and intertemporal parts.®® As discussed
in Section 4, we can determine relative input demand from the intratemporal problem alone if parents
are working, skill production exhibits weak intertemporal separability of inputs, and f;(-) is homothetic.
Below, we discuss several approaches to address selection into work and concerns arising from families
that report zero child care expenditure.

If the conditions for relative demand estimation are met, the approach offers several advantages
over direct estimation of the full production function, H;(-) and f;(-). Most notably, it easily addresses
measurement error (in multiple inputs), requires no assumptions on H;(-) beyond weak intertemporal
separability, and does not require panel data on skills. An additional challenge for the direct approach is

that it requires independent exogenous variation in inputs to separately identify their relative productivi-

35In this case, we identify the dynamic features of skill accumulation, H:(+), from dynamic relationships (between skills
and investments), while the within-period technology, f:(-), is primarily identified from intratemporal relationships (between
relative inputs and prices).

360f course, this approach implicitly assumes that households optimally choose investments based on the decision problem
of Section 4: all inputs are non-durable, parents have no endogenous (own) human capital investment acquisition incentives,
and families do not have preferences for one type of investment input over another. Unlike a full structural estimation
approach, our approach does not require specifications for H:(-) or preferences over consumption, leisure, and child skills,
nor does it require assumptions about credit markets, access to insurance, or the nature of uncertainty about future prices,
wages, income, or child ability.
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ties. Yet, if that exogenous variation is to come from variation in input prices, Proposition 3 suggests that
substantial relative price variation is needed to identify elasticities of substitution, because the effects
of small price changes on I; (and, therefore, skills) do not depend on input substitutability. Section 6.3
shows that this is an important practical problem in our context.

Molnar (2024) and Moschini (2023) also use a revealed preference approach to estimate intratemporal
features of a more limited production technology with a single unknown elasticity of substitution between
inputs. Our richer skill production technology with three distinct types of inputs and flexible substitution
patterns across these inputs introduces additional challenges, especially when inputs are measured with
error. We address this measurement error, as well as measurement error in wages, and use a few strategies

to tackle unobserved heterogeneity in parenting skills and selection into work.?”

Empirical Specification. Let Z;; be a set of observed household characteristics for child i at date ¢,
and let n,,; and 7y, reflect unobserved heterogeneity in the productivity of parental time with children.

We estimate the following nested CES within-period production function:

1

., 1
- Y

F(Tonis Tri 9is Til Zit) = |:(am(Zi7t7 M) Tomie T 0p(Zigs )75 5 4 + ag(Zi,t)Qéo,t) T+ ax(Zi,t)$Zt] ;

assuming factor share parameters a;j(Z,n;) = exp(Z¢; + n;) for j = m, f, ay(Z) = exp(Z¢y), and
az(Z) = exp(Zpy).*® We assume af = 0 and exclude father characteristics from Z;; for single mother
households, because we do not generally observe much, if anything, about fathers in these cases.

As discussed in Section 4, an increase in factor-augmenting parental human capital raises the total
effective time input, which can cause parents to spend relatively less time investing in their children.
Consequently, for p < 0 (0 < €74 < 1), as we estimate below, if some characteristic Z; (e.g., education)
increases parental human capital and thereby raises the productivity of time investments, then we should
expect ¢ < 0.%9
Our empirical analysis recognizes that investment inputs, as well as parental wage rates, may be

measured with error.’’ We use an o superscript to reflect observed measures of these variables, so that

ln(zf’t) = In(zi¢) + & for 2 € {7, 71,9, 2, Wy, Wr}. We assume that all idiosyncratic measurement

3TMoschini (2023) takes a time fixed effects approach to address unobserved heterogeneity (and selection into work among
parents). Molnar (2024) uses the introduction of a universal child care subsidy in Quebec as an instrument for relative price
changes. In related work, Abbott (2022) specifies a similar relative demand function (for his two inputs, time and goods),
but he deals with unobserved heterogeneity through estimation of a full dynamic life-cycle model.

38Parameters p and v may also vary with Z; ;, but we abstract from this for simplicity.

39 To link our assumptions on am(Z, nm) and af(Z,ny) to our theoretical analysis of Section 4, suppose human capital for
parent j € {m, f} is given by H; = exp(ZI'; +1;), so In(W; ) = In(w; ) + ZT'; + 7};, where wj,; is the period ¢ price of skill
in labor market. Then, assuming ¢;(H;) = Hfj implies that a;(Z,n;) = exp(Z¢; + n;) where ¢; = T';@;p and n; = 7;@;p.

40We assume that the prices of other inputs, p and ¢, are measured without error. These prices are discussed further in
Section 6.1.
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errors are mean zero and independent of all “true” variables (inputs, prices, as well as Z; ; characteristics),
unobserved heterogeneity (1m.i,1y,i), and other measurement errors.

Next, let observed wages relative to the price of investment goods be I/T/JOH = ﬁi,t/pl}t’ just as

Wiit =Wijit/pir and Gir = git/pi. It is also convenient to define the ratio of observed expenditures on
parental time and child care relative to observed expenditures on household goods inputs:

. o
_ Tty

We, 79
j— j?i?t j7/[:7t -

Rjj;= —2M 00 forje{m,f}, and Ry = ——2t
Dit9iy

. o
Dit9i4

5.1.1 Relative demand for parental time vs. household goods

Based on Equation (8), relative demand for parental time vs. household goods (for working parents)

is given by

i (T s )
" <Tgﬂ:> = Croln (W) —ergInWjis, j={m, f}.
b g\ i,

Substituting in our assumptions for a;(-) and a4(-), incorporating measurement error, and adding In Wﬁi’t

to both sides, implies the following estimating equation for relative time vs. goods expenditures:
In(Rji) = Zl 1 6j.g + (1 — €rg) WPy + 10 + Epyigs 5= {m, [}, (13)

where ¢j 4 = €7 9(0j — @g), Nji = €r,gMji, and ER;it =&yt — Egiist + €r,géwy; it- This shows how relative
time vs. goods expenditures depend on their relative prices, as well as characteristics that affect their
relative productivity. Because €, > 0, household characteristics that raise the productivity of time
relative to goods inputs will lead to greater relative time investment expenditures.*!

Three econometric challenges arise in estimation of Equation (13). First, unobserved differences in
parenting skills n;; may be correlated with wages W ;;, because skills valued in the labor market may
also be productive in child-rearing. Second, measurement error in wages produces a negative OLS bias for
(1-— eT,g).42 Both of these concerns can be addressed using standard instrumental variables techniques,
where the instruments must be correlated with relative wages but not unobserved differences in parenting

ability (or measurement errors).*> As discussed below, we exploit market-level variation in wages by state,

occupation, and industry in instrumenting for parental wages.

41'We emphasize that ¢; reflects the relative productivity of parental time, 75, and not time investment expenditures,
7;,tWjt. Thus, ¢; = 0 for parental education would imply that time spent investing in children is equally productive for
parents of different education levels; although, that time tends to be more costly for more-educated parents.

42Measurement error in log wages does not necessarily produce the standard attenuation bias towards zero, because the
dependent variable, relative expenditures, is a function of potentially mismeasured wages. Measurement error would lead to
standard attenuation bias if we regressed log relative inputs, In(77; +/g7+), rather than log relative expenditures, In(R; ; ),
on observed log relative wages.

“3With at least 2 periods of data, a time fixed effects strategy can be used to address permanent unobserved heterogeneity
(Moschini, 2023); however, this exacerbates concerns about measurement error in wages. For this reason and because we
are limited to a single period of data for many families when estimating Equation (13), we pursue alternative approaches.
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Because wages are only observed for those who work during the year, a third challenge arises from
potential selection into work based on 7;; if unobserved parental child-rearing skills are correlated with
labor market participation. We address this concern in a few ways. First, we estimate Equation (13)
conditioning on parents with a high predicted probability of work. As work probabilities approach one,
selection bias should become negligible.** Second, we use available panel data on parental wages to
estimate log wage fixed effects for each individual parent. This provides an estimate of unobserved
parental skills, which can be included in our set of observed factors affecting relative demand. Finally,
we employ a standard Heckman two-step estimator for married mother’s time vs. household goods, using

variation in father’s education and state-specific child care costs as exclusion restrictions.
5.1.2 Relative demand for child care vs. household goods

Based on Equation (9), relative demand for child care vs. household goods implies the following ratio

of expenditures for single mothers:*

€x.H — € _ . ~
In(Ryit) = Zi 1Pag + [xlew] In (1 + Ry, e~ Wmmm/ ‘”’t) + (1= €m) Gt + &aygins (14
- T7g

where §Wm7m/g,i,t = ng,i,t + §Wm7i,t - fg,i,ta and gm/g,i,t = gx,i,t - gg,l}tv and

€rqg 1 —€r
Grg = €x.H <¢z _ Eryg z, ¢g> '

€x2H 1—€rg

When both e, and €, i are between 0 and 1 (as our estimates below suggest), family characteristics
that raise the productivity of household goods inputs or lower the productivity of child care will lead to
reductions in spending on child care relative to household goods.

We focus on two contrasting sets of assumptions that simplify estimation of Equation (14): one
assumes that all variation in R,, ; is real, abstracting from measurement error, while the other assumes
that all variation conditional on (Z@t,Wmﬂ-,t) reflects measurement error. Appendix E.2 develops an
approach based on a second order Taylor approximation to In (1 + Rm,@te_gwmfm/gvi’t) which allows for
both measurement error and unobserved heterogeneity in R, ;:. Estimates based on this approach (see
Appendix E.2) are similar to those obtained using the simpler approaches discussed here.

In the absence of measurement error in wages, time, and goods inputs (i.e., &w,, s, /9 = 0), Equa-

tion (14) can be estimated via OLS using the observed expenditure ratio Ry, ;. In this case, all observed

44 A5 is discussed in Heckman and Honoré (1990) and French and Taber (2011), estimation of ¢; 4 and e~ 4 in Equation (13)
generally requires an exclusion restriction (an additional variable not in (Z, Wj,t) that affects work) with sufficient variation
that the probability of work converges to one for some values of the regressor conditional on (Z;, W;,;). Our data do not
contain such a variable in practice, which prevents us from identifying the effects of very low parental education (i.e., high
school dropout) on relative input productivity. As discussed in Section 6.2, we explore different sample-inclusion thresholds
for the predicted probability of work, obtaining very similar results for those choices.

45 Appendix E.1 presents an analogous set of results for two-parent households. Section 6.2 discusses families that do not

use paid child care.
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variation in relative expenditures on time vs. goods conditional on observed characteristics and relative
wages is assumed to be driven by variation in relative productivity (e.g., 1m.i).*

Allowing for measurement error in all inputs (but not in wages), we obtain a similar specification
provided there is no unobserved heterogeneity in maternal child skill production (i.e., 9y, ; = 0):

€x,H — €rg
1—€ry4

In(Ryit) = Zl(’tqb%Q + [ ] In (1 4 eln(ém,i,t)) + (1= €e,m) Gt + Exygits (15)

Wm,i,tTm,i,t

IR Absent measurement error in wages and unobserved heterogeneity in mater-
2 25

where <i>m7m =
nal child productivity, the predicted values from OLS estimation of Equation (13), In(R,, ), provide
consistent estimates of ln(émﬂ-’t), which can be substituted into Equation (15) in a two-step estimation

approach.

5.2 Estimating the Full Skill Production Function, #,(-) and f;()

To estimate the full child production function (i.e., both H:(-) and fi(-)), skill measures in at least
two periods are needed. We begin by discussing a general skill technology and standard direct estimation
approaches, which rely only on skill dynamics and not the optimality of input choices. We use this
structure to clarify key assumptions of our novel estimation approach, which also exploits intratemporal
optimality of relative demand. We show how incorporating relative demand moments can both simplify
the estimation of skill dynamics, H;(-), and improve precision of technology estimates. This is particularly
true if families are knowledgeable about the true production function. We can also allow the “perceived”
technology determining relative input demand to differ from the “actual” technology determining skill
production, enabling us to test whether beliefs are accurate.

We confront two major practical challenges common to this literature. First, measures of both in-
vestment inputs and children’s skills are noisy. Second, skills are only observed several years apart, while
investment inputs are not observed every year in between. We address noisy skill measures as much of
the literature (Cunha, Heckman, and Schennach, 2010; Agostinelli and Wiswall, 2025), exploiting multi-
ple measurements of latent skills. Noisy inputs present a greater challenge, because f;(-) is a nonlinear
function of several inputs, and we do not observe multiple contemporaneous measures of each input in
our data.’” To address the problem of missing inputs in years between skill measurements, we exploit
data on input prices in each year and intertemporal optimality of investment behavior under different

assumptions about borrowing/saving.

“6Variation in Rm;: could also reflect (unmodeled) variation in preferences or other idiosyncratic factors affecting
Tim,irt/git- This variation would not affect estimates of ¢; or e, 4 if it is uncorrelated with Z; ; and Wiy, ; ¢

“7This rules out the approaches of Cunha, Heckman, and Schennach (2010), Attanasio et al. (2017), and Agostinelli and
Wiswall (2025).
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5.2.1 General Setup and Direct Estimation

We begin with a general skill technology, focusing on single mothers to ease exposition. Let w reflect
parameters of the within-period production function, where we allow variation in this function over time

through Z; +; otherwise, we make no assumptions about H(-) and f(-) for now. Skills satisfy

Vi1 =H(f(Tmits Gits Tit| Zit, w); Wig, 0it)

where time-variation in skill dynamics, H(-), is reflected in 6;;. Estimation of w and () is complicated
by measurement error in inputs and past skills, as well as unobserved variation in 0;;. We assume
throughout the rest of this section that In(6; ;) = Z; 1¢9+&p,i+ with §g; 1L Z; ;. Previous studies generally
rely on multiple measures of each input and skill, either abstracting from unobserved heterogeneity in
0; ¢ or using instruments (e.g., family income or input prices) to address endogeneity of investments (e.g.,
Cunha, Heckman, and Schennach, 2010; Attanasio et al., 2017; Agostinelli and Wiswall, 2025).

Without multiple measures of each input, we consider a direct estimation approach which assumes

that relative input choices are determined by observed variables, €; ; = (IL; ¢, Zi ¢, Ait, yit). In this case,
Vi1 =H(f (Tm,i,taTm,z’,t(i)g/'rm(ﬂi,t)a Tm,z’,t(i)x/rm(Qz‘,t)\Zz‘,t,w) Wi, 05t) (16)

where <i>g Jrn () and P, /rm () are relative investment functions for g/7,,, and /7y, respectively. In princi-
ple, these relative investment functions can be estimated (nonparametrically) in an earlier step using data
on inputs and € (e.g., Newey and Powell, 2003), simplifying estimation of skill dynamics by reducing
the problem to estimation of a function of a single noisy input, 7, ;, rather than a nonlinear function
of 3 (4 in the case of two-parent households) noisily measured inputs.*® If the within-period production
function is homogeneous (as is the case for a nested-CES), then 7, ;; can be “pulled out” of f(-), further
simplifying estimation.

Despite the conceptual appeal of this approach, it provides very imprecise and unstable results in our

setting. We, therefore, relegate further details about its implementation and results to Appendix E.5.

5.2.2 Using Relative Demand

Economic theory imposes restrictions on the form of relative investment functions, <:T_>g Jrm (1) and
P, /rn (+); Which may be helpful in improving precision of the estimates. We consider restrictions from
relative demand as determined from the intratemporal problem described in Section 4.1, allowing for the

possibility that the “perceived” within-period technology determining relative input demand may differ

48We emphasize that this approach imposes no structure on the investment functions except that relative input ratios
(but not necessarily investment levels) depend on observed variables.
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from the “actual” technology determining the production of skills.*” This specification is quite general
and facilitates testing whether families know the “actual” within-period production function. Finally, we
discuss the case when families are knowledgeable about the “actual” f(-), our baseline specification.
Suppose families choose investment inputs based on the nested-CES f(-) in Equation (7) but allow for
the possibility that they have incorrect beliefs about parameters of the technology, w. Letting w reflect
the corresponding perceived set of technology parameters, relative investment functions in Equation (16)
are now determined by Equations (8) and (9) such that skill accumulation depends on both “perceived”

and “actual” technology parameters (w,w):

1 By (G Winits Zit, @
Vigpr =H | Tmie f | 1, = — z’t(Qt~ mih ZLE )‘Zz’,taw yWit, 0 | - (17)
Pt Wit Zit, @) Pt Wnsit, Zit, @)

=@/ (G, Wi, i, Z4,1,0,w)

We make three important observations: First, as noted above, homogeneity of the “actual” f(-) simpli-
fies the above expression by enabling 7,,,; to be “pulled out” of the function. Second, homogeneity of
“perceived” f(-) simplifies investment functions such that they depend only on relative input prices, char-
acteristics determining the relative productivity of investments Z; ;, and perceived technology parameters
@. Third, given our nested-CES assumption for f(-), the functions ®, ;(-) and ®, ;(-) are known. Thus,
w could be estimated in an earlier step using the relative demand estimation approach in Section 5.1.

Equation (17) makes clear that sufficient variation in relative input prices (conditional on Z;;) is
necessary to estimate “actual” elasticities of substitution as determined by (v, p). If the perceived within-
period production function is homothetic, then variation in family income or other factors that impact
the desired level of investments should not influence relative input levels and, therefore, does not help
in identifying input substitutability; although, it would help in identifying the productivity of total
investment, I;, as embodied in H(+).

While we assume that relative inputs are determined by the intratemporal problem of Section 4.1,
potentially with incorrect beliefs about f(-), estimated values for w # w could also reflect other forms of
model misspecification. For example, mothers may enjoy investment time with their children, distorting
estimates of the perceived productivity of 7, relative to other inputs. If families are knowledgeable

about the actual within-period production technology (and the model is properly specified) then w = @,

“Our approach assumes that families have no uncertainty about parameters of f;(-) and does not consider more general
belief distributions over these parameters. Despite “certainty” in their beliefs, households may be incorrect, and their beliefs
may change freely over time. Our estimates based on relative demand recover the set of perceived technology parameters
consistent with choices (under the assumption that families have no uncertainty about those parameters). These perceptions
may vary across households based on observed characteristics, Z; ;.
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which we can estimate using only relative demand, followed by estimation of skill dynamics in #(-) using
Equation (17). Alternatively, both relative demand and skill dynamics can be used jointly to estimate w
and H(-).

Imposing Assumption 3, that #(-) is Cobb-Douglas, and taking logs of Equation (17) yields:

I (Wip11) = Zibo + 0110 (Tt 1/ (G Winits Zigs @, 0) ) + 82 1n(Wig) + €, (18)

which is linear in unknown parameters (¢g,01,d2) when @ = w is already known (or estimated from
relative demand). This equation is identical to Cobb-Douglas dynamic specifications in the literature
used to estimate the dynamics of skill accumulation as a function of a single latent “investment” and past
skills, except that it uses a specific input, 7, ¢, scaled by the family-specific ratio of total to maternal
time investment, ®;,, (-), derived from relative demand. Measurement error in (log) inputs and past
skills can be addressed with an instrumental variables strategy, using secondary measures of inputs and
period-t skills as instruments. If &y ; ; is correlated with 7, ; s or W; 4 (conditional on Z;;), then additional

instruments or fixed effects approaches may be needed to address endogeneity.

5.2.3 Missing Periods between Skill Measurements

Because inputs are only observed five years apart in the PSID-CDS data, we must impute them for
intervening periods. To do this, we suppose that Assumption 2 holds and use the solution for optimal
investment based on the two cases described in Section 4.2: non-binding borrowing constraints or no
borrowing/saving. In the latter case, we assume preferences are given by u(c) = In(c) and v;(l;) =
¢ In(l;), which implies a simple characterization for investment dynamics. We show in Appendix E.4

that skill dynamics over a five-year period are given by:

4 _ U .
i +Tm.it P Wity Zit, W, w W, . W .
111(‘I’z‘,t+5) = Z 5;1—5 In PitTm,it®1/7, (i]t myits it ) 4 eln ( maitts T Writes + yz,t+s>
= Dit+s Winjit + Wyt + it
+ Zirdo + 05 (Wi p) + Egivis (19)

where x = 0 reflects the unconstrained case and x = 1 reflects the constrained case.”’ In the unconstrained
case (k = 0), the first log term on the right hand side reflects period t + s log total investment, In(Z; /1),
which is imputed from its period ¢ value using relative composite input prices and then mapped to
In(7;,¢) by the scaling factor @7/, (-). In the absence of borrowing and saving, investments also vary

over time in proportion to full income, as reflected in the second log term.”!

50Because the only time-varying Z; ... variable affecting 6; ., in our empirical analysis is child’s age, we write the
B 4
cumulative effects of all In(6; 1) as a linear function of Z; ;. We also define £g ;145 = 3. 05 *Ea,its-
s=0

51'We make no attempt to identify which families are constrained in any period. Ins‘;ead, we separately estimate Equa-
tion (19) assuming that all families are either unconstrained (k = 0) or constrained (k = 1). When w is identified (or
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We account for permanent unobserved heterogeneity in ¢; ; and relative productivity parameters using
a group fixed effects approach, taking advantage of the PSID’s long panel of wages for mothers to classify
families into types (Bonhomme and Manresa, 2015). This approach is both easy to implement and reflects
our interest in the role of parental skills in the child production process. We address measurement error
in latent child skills by using two measures of cognitive achievement available in the PSID-CDS, assuming
that both scores are linear functions of In(¥; ;) with mean zero measurement errors that are uncorrelated
over time and across tests. We use one score to proxy for log skills in Equation (19) and the other as an
instrument for that score in forming our moments. As is standard, we normalize one factor loading and
estimate the other, including covariance restrictions on the two test scores in our set of moments. To
address measurement error in maternal time investment, we use In(7;, ; ;1 5) to instrument for ID(TT(;L7i,t).52
Other instruments include all Z;; characteristics that affect 6;;. See Appendix E for further details.

Our baseline estimates assume families are knowledgeable about the within-period skill production
function (i.e., w = w), combining relative demand moments with the skill production moments to conduct
optimally weighted GMM. In this case, parameters of f;(-) are jointly determined by the response of
both inputs and skills to variation in relative input prices. We can also estimate @ and w without
restricting that they are the same. Relaxing the cross-equation restrictions not only allows us to estimate
both “perceived” and “actual” technology parameters, it also allows us to test whether they are equal.
This requires considerable relative price variation to identify the production technology from the skill
production equation alone. Appendix E.4 provides details on this generalized approach and describes 3

separate tests of the null hypothesis @ = w, which are implemented below.

6 Child Production Function Estimates

This section presents estimates of child production functions for children from single- and two-parent

homes (with 1 or 2 young children) based on the methods described in Section 5.

6.1 Prices of Child Care and Goods Inputs

While the PSID-CDS contain measures of parents’ wages — the price of parental time investments —
our estimation approaches also require prices of child care, g;;, and home-based goods inputs, p;;. For a

quality-constant measure of child care prices, we draw from annual reports on the cost of child care in the

estimated directly) from relative demand, the maintained assumption about borrowing constraints should only affect esti-
mates of skill dynamics.

52Heterogeneity in family assets and/or preferences for children’s skills will yield correlations in investment over time
(conditional on Z;; and input prices). Exogeneity of In(7y, ; ;+5) requires that time investments be uncorrelated with past
ability /productivity shocks, consistent with our model as discussed in Section 4.2.
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U.S. compiled by Child Care Aware of America (2009-2019) to construct a state-level panel from 2006 to
2018 of hourly prices for 4 year-old care at licensed child care centers.’® We impute these prices back to
1997 using the average wages of child care workers in each state and year (from the Current Population
Survey), along with state fixed effects and linear time trends. Details describing this imputation procedure
are provided in Appendix C.

To construct the price of home-based goods, we combine data on Regional Price Parities by State
provided by the Bureau of Economic Analysis and the Consumer Price Index from the Bureau of Labor
Statistics. Further details on the construction of this variable can also be found in Appendix C.

Our data collection results in a pair of prices for each state and year, which are merged with our
PSID-CDS panel using state of residence and calendar year for each PSID household. Variation in goods
input prices is modest; however, there is considerable variation in the price of child care across states.””
Our analysis mainly focuses on the price of child care (and wages) relative to the price of goods inputs.

Appendix Figure G-6 shows the distributions of these (log) relative prices in our main sample.

6.2 Relative Demand Estimates

Because the CDS did not collect comprehensive information on household goods expenditures on
children in 1997, our relative demand estimation uses data from the 2002 and 2007 CDS surveys when
children were ages 5-12. Like most of the literature estimating child production functions, we do not
observe direct measures of school spending or quality, so our analysis implicitly assumes such differences

enter child skill production in an input-neutral way."”

Parental Time vs. Goods. When estimating relative demand for parental time vs. goods, we limit
our sample to children with working parents for whom wages reflect the price of time investment. To
alleviate concerns about endogenous selection into work, we limit this estimation sample to parents with
a high predicted probability of working. To obtain predicted probabilities of work, we use data from
1997, 2002, and 2007 to estimate probit models for working during the year separately for single mothers,

53 Although we use prices associated with center-based care, our measure of child care expenditures includes spending on
non-center (informal) care, as well. As discussed in Section 4, we assume that differences in prices across care-providers
reflect differences in the quality-adjusted amount of child care services provided, so z;: is given by total reported child care
expenditures on child ¢ in year ¢ divided by the price of center-based care in that child’s state in year ¢, g; ;.

54Most of the variation in child care prices is driven by differences across states; although, the average price in our sample
rose by about 8 percentage points between 2002 and 2007.

55The Coleman Report (Coleman et al., 1966) shows that differences between schools explain only a small fraction of the
differences in student achievement. More recently, Todd and Wolpin (2007) and Agostinelli, Saharkhiz, and Wiswall (2019)
find that family inputs are much more important than school quality in explaining variation in skill growth across school-age
children. To the extent that school quality is correlated with parental education and affects the productivity of some inputs
more than others, these effects will be subsumed in our estimated effects of parental education.
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married mothers, and married fathers. These models control for the parent’s age and education, mother’s
race, number of children and young children in the household, age of youngest child, and survey year.
(See Appendix Table G-2 for estimates.) The median (first quartile) predicted probability of work is 0.81
(0.74) for mothers and 0.96 (0.90) for fathers. We restrict our analysis of relative demand for parental
time vs. household goods to women (men) with a predicted probability of work no less than 0.75 (0.9).
Unfortunately, this excludes most parents who did not finish high school, so we are unable to estimate
the impacts of very low parental education on relative input productivity.’®

Columns (1)—(4) of Table 2 report OLS estimates for several specifications of Equation (13) for all
mothers, accounting for potential determinants of the productivity of mother’s time with children and/or
household goods inputs. As discussed in Section 5, the coefficient on mother’s relative log wages provides
an estimate of 1 — e, 4, while coefficients on all other variables provide estimates of ¢y, g = €7 ¢(dm — @g)-

Specifications that condition on maternal age and education (columns (1)—(3)) indicate an elasticity of
substitution between maternal time and household goods inputs, € 4, of 0.35-0.4, suggesting significantly
stronger complementarity than the Cobb-Douglas case.’” Column (4), which controls for mother’s log
wage fixed effects (rather than age and education) suggests a smaller elasticity closer to 0.25. Turning to
estimates of ¢, 4 and focusing on column (2), we find that mother’s education has insignificant effects
on the productivity of mother’s time relative to household goods inputs. Older children and those with
white mothers have a significantly lower factor share for mother’s time relative to goods inputs compared
to their younger counterparts and those with non-white mothers. While the factor share for mother’s
time relative to goods appears to be increasing in the number of children (especially young children) in
the household, these effects are not statistically significant.”® Column (4) shows that mothers with high
log wage fixed effects (i.e., higher labor market productivity), have a low relative factor share for time
compared to goods inputs. Given €4 < 1, this is consistent with factor augmentation where more-skilled
mothers require less time investment to achieve the same effective time input.

Columns (5) and (6) of Table 2 report two-stage least squares (2SLS) estimates for time vs. goods
relative demand, instrumenting for ln(Wm,t). Column (5) uses a measure of predicted log wages from

the 2000 Census as an instrument, capturing average differences in log wages by gender, race, education,

56 Appendix Table G-1 reports summary statistics (analogous to Table 1) for the subsample with a high predicted proba-
bility of work and for the subsample of those respondents with positive wages, time and goods inputs, and with non-missing
covariates used in estimation. Table G-3 reports estimates from standard log wage regressions for workers with a high
predicted probability of work. The estimates indicate that parents with a college degree earn 50-80% more than those with
only a high school degree.

STThroughout, we use a statistical significance level of 0.05 when indicating whether an estimate is statistically significant.

58In column (3), mother’s cognitive ability has insignificant effects on relative demand and its inclusion has little impact
on other estimated coefficients. Because over 15% of our sample does not have a reported score, we exclude it more generally.
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Table 2: OLS and 2SLS estimates for mother time/goods relative demand

@ © ) ©)
OLS OLS OLS OLS 2SLS 2SLS
(pred wage) (state, year)
ln(Wm,t) 0.645*  0.646*  0.609*  0.758* 0.553* 0.749*
(0.071) (0.071) (0.078) (0.092) (0.196) (0.216)
Married -0.075  -0.074  -0.121 0.022 -0.071 -0.069
(0.095) (0.095) (0.104) (0.108) (0.096) (0.095)
Child’s age -0.141*  -0.141* -0.147* -0.147* -0.140* -0.139*
(0.022) (0.022) (0.025) (0.024) (0.022) (0.022)
Mother HS grad 0.099
(0.350)
Mother some coll. 0.106 0.011 -0.043 0.026 -0.018
(0.351) (0.102) (0.117) (0.113) (0.117)
Mother coll+ -0.061  -0.157  -0.245 -0.119 -0.218
(0.357)  (0.112) (0.131) (0.155) (0.164)
Mother’s age -0.008  -0.008  -0.002 -0.007 -0.009
(0.008) (0.008) (0.008) (0.008) (0.008)
Mother white -0.244*  -0.243* -0.095 -0.328* -0.233* -0.249*
(0.090) (0.089) (0.107) (0.102) (0.091) (0.090)
Num. of children ages 0-5  0.156 0.158 0.081 0.163 0.168 0.155
(0.126) (0.125) (0.144) (0.169)  (0.126) (0.125)
Num. of children 0.089 0.089 0.090 0.027 0.082 0.097
(0.062) (0.062) (0.068) (0.066) (0.063) (0.063)
Mother’s cognitive score -0.005
(0.003)
Mother’s log wage FE -0.346*
(0.114)
Constant 2.126*  2.213*  2.602*  1.745* 2.398* 1.999*
(0.469) (0.355) (0.449) (0.366) (0.520) (0.553)
R-squared 0.190 0.190 0.167 0.193
Sample size 727 727 603 562 720 727

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children
ages 12 and under. Only mothers with predicted probability of work of at least 0.75 included. See Table G-
2 for model of predicted probability of work. Column (5) instruments for ln(mei) using predicted log
wages from 2000 Census as instruments (see text for details), while Column (6) uses state and time

indicators for instruments. * significant at 0.05 level.

35



experience, state, occupation, and industry.”” Given controls for mother’s race, education, and age, this
assumes that differences in average wages across states, occupations, and industries (including differences
in the occupational wage structure across states) are uncorrelated with parenting abilities after condi-
tioning on the observed maternal characteristics. Appendix Table G-4 reports first-stage estimates for
this instrument and for related predicted log wage measures that begin with this measure and eliminate
average differences across states or occupations to restrict the sources of exogenous variation. Our main
predicted log wage instrument has a first-stage F-statistic of 111.6 and produces a very similar elasticity
of substitution (0.45) to its OLS counterpart in column (2). Appendix Tables G-4 and G-5 show that
excluding average wage differences by state or by occupation from the instrument yields similar estimates.
For comparison purposes, column (6) of Table 2 uses state and time dummies as instruments, assuming
that the relative productivity of mother’s time vs. household goods inputs is uncorrelated with state-level
average wage rates conditional on household composition, maternal age and education. Unfortunately,
the first-stage is relatively weak (F-statistic of 2.0), with the estimates implying an elasticity of substi-
tution of 0.25. Both sets of 2SLS estimates produce very similar estimated effects of maternal and child
characteristics compared to their OLS counterpart. Given the similarity of OLS and (both sets of) 2SLS
estimates, it is not surprising that Durbin—-Wu-Hausman tests do not reject exogeneity.

Appendix Table GG-6 shows that OLS and 2SLS estimates are very similar when using the full sample
of mothers or those with a very high predicted probability of work (> 0.85). These results, plus the
estimates from Table 2 column (4), which controls for log wage fixed effects, suggest that selection based
on unobserved skill differences does not meaningfully affect our results.

In Table 3, we report estimates for the specification in column (2) of Table 2 separately for single
and married mothers, as well as married fathers. The elasticity estimates are remarkably similar across
parent types, ranging from 0.29 to 0.37. The effects of child’s age on the factor share for parental time vs.
household goods is significantly negative for all parent types. Parental education has modest and mostly
insignificant effects; although, married mothers with a college degree appear to have a significantly lower
factor share for time relative to goods compared to mothers with only a high school degree. Unfortunately,
the estimated effects of education are imprecise, making it difficult to draw strong conclusions from the
observed patterns. We cannot reject equality of the elasticity estimates or coefficients on other family
characteristics across parent types; although, the intercepts are significantly different. 2SLS estimates

(using predicted log wages as an instrument) produce very similar results (see Appendix Table G-T7);

59Predicted log wages are obtained from gender-specific regressions of log wages on an indicator for race (white/non-white),
potential experience and experience-squared, educational attainment (<12 years, 12 years, 1315 years, 16 years, 17+ years),
16 industry dummies, 97 occupation dummies (minor 2000 SOC codes), state dummies, interactions of race and education
dummies with experience, and interactions of race and occupation dummies with state dummies.
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Table 3: OLS estimates for parental time vs. goods relative demand, by parent type

(1) (2) (3) (4)
All Mothers Single Mothers Married Mothers Married Fathers
In(W; ;) 0.646* 0.711* 0.628* 0.678*
(0.071) (0.155) (0.079) (0.090)
Married -0.074
(0.095)
Child’s age -0.141* -0.162* -0.132* -0.107*
(0.022) (0.043) (0.026) (0.027)
Parent some coll. 0.011 0.198 -0.124 -0.130
(0.102) (0.173) (0.128) (0.131)
Parent coll+ -0.157 0.009 -0.269* 0.071
(0.112) (0.222) (0.132) (0.127)
Parent’s age -0.008 -0.014 -0.005 -0.010
(0.008) (0.014) (0.009) (0.008)
Mother white -0.243* -0.413* -0.170 -0.053
(0.089) (0.167) (0.107) (0.123)
Num. of children age 0-5 0.158 -0.139 0.291* 0.148
(0.125) (0.239) (0.147) (0.134)
Num. of children 0.089 0.081 0.107 0.168*
(0.062) (0.109) (0.076) (0.080)
Constant 2.213* 2.471* 1.982* 1.282*
(0.355) (0.691) (0.429) (0.434)
R-squared 0.190 0.197 0.194 0.154
Sample size 727 236 491 582

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children
ages 12 and under. Only mothers (fathers) with predicted probability of work of at least 0.75 (0.9) are
included. See Table G-2 for model of predicted probability of work. Specifications for mothers (fathers)
include mother’s (father’s) relative wage, education indicators, and age. * significant at 0.05 level.

although, the elasticities of substitution are less precisely estimated and more variable across parent types,
ranging from around 0.3 to 0.7. OLS estimates that control for parental log wage fixed effects rather
than parental age and education produce elasticity estimates ranging from 0.25 to 0.3 (see Appendix
Table G-8).9

Appendix Tables G-10, G-11, and G-12 explore heterogeneity in the relative demand for mother’s
time vs. goods by child’s age, father’s wage levels, and prior child achievement levels. These estimates
suggest very similar relative demand for children ages 5-8 and 9-12 with nearly identical elasticities
of substitution. The same is true for children with high- vs. low-wage fathers, providing support for
homotheticity of f;(-), given higher investment levels among high-wage families. Finally, when looking
across children with high vs. low prior achievement levels, we estimate weaker complementarity (e, 4 of

0.67 vs. 0.32) for lower achieving students; however, a formal F-test fails to reject equality of the relative

50YWe obtain similar results for married mothers when estimating a Heckman (1979) two-step selection model using father’s
age and education and/or child care prices as exclusion restrictions (determining work but not relative input productivity).
See Appendix Table G-9.
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demand functions.

Nearly all of our estimates of the substitutability between parental time and household goods inputs
— regardless of specification, estimation strategy, and parent type — imply an elasticity of 0.2-0.5, signif-
icantly stronger complementarity than implied by a Cobb-Douglas technology. The estimated effects of

family characteristics on the relative factor shares for time vs. goods are also fairly robust.

Child Care vs. Goods. We next turn to relative demand for child care services vs. household goods
inputs, Equation (14). (See its counterpart for two-parent households discussed in Appendix E.1.) An
unfortunate practical problem arises here, because child care expenditures are frequently unreported or
zero, even among families with parents working significant hours. To better understand who reports
spending on child care, we estimate the effects of household characteristics and the price of child care on
the probability of reporting positive expenditures. As shown in Appendix Table G-13, child care prices
have negligible effects on whether someone reports positive expenditures, despite the fact that these prices
significantly affect spending on child care relative to home goods inputs (among those who report positive
spending) as we show below. We also find that more-educated parents are more likely to report positive
child care spending, as are families without older children in the household. These findings are consistent
with many families receiving some form of free child care from family (e.g., grandparents, older siblings)
or friends.’" Not only are we unable to determine the value of this free child care, but it is unlikely that
families receiving such support satisfy the first order condition for child care services that is central to
our relative demand approach. For these families, it seems likely that other constraints (e.g., grandparent
time availability) determine the observed amount of child care. Our main analysis omits these families
when estimating relative demand for child care vs. household goods; however, Appendix Table G-14
reports similar estimates from a standard Heckman (1979) selection model (using indicators for whether
the household head lives in his/her birth state, whether an older relative lives in the household, and
whether there are older children in the household as exclusion restrictions).?

We focus on relative demand for child care vs. household goods inputs using the sample of all house-
hold types (allowing for an intercept shift by marital status).®® These results are reported in Table 4,

which begins with two specifications that only condition on the relative price of child care and family

51Nearly one-quarter of families in our sample reported that relatives were their main source of child care.

62 Appendix Table G-1 reports summary statistics for the sample of families with positive child care spending. We note that
families with zero child care spending are still used in estimating the relative demand for parental time vs. household goods,
because that tradeoff is unaffected by the availability of free (but presumably limited) external child care. Reassuringly, we
cannot reject that relative demand for time vs. goods is the same for families reporting positive vs. zero child care spending.

633ee Appendix Table G-15 for specifications estimated separately by marital status. Estimated elasticities of substitution,
€x,H, mainly range from 0.2 to 0.6 with slightly (but consistently) lower elasticities for single mothers.
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characteristics, ignoring the potential influence of relative parental time vs. goods expenditures, I, ;
and Ry;;. While these specifications are not generally valid unless €, 4, = €, g, they provide a useful
benchmark. Indeed, estimated elasticities of substitution between child care services and the home com-
posite input, €, g, are within the range of estimates for e, 4 at around 0.4 (recall that the coefficient on
In(g;) estimates 1 — €, i). One concern with our state-level child care price measure is that variation
across states may reflect differences in child care quality. To explore this possibility, column (2) includes a
measure of required staff/child ratios by state and year from Garcia-Vazquez (2023). While this measure
is strongly correlated with ¢; ; in our sample (correlation of 0.62), column (2) shows that it has negligible
effects on relative demand, and its inclusion does not affect other parameter estimates.

The remaining two columns of Table 4 account for the effects of relative parental time vs. goods
expenditures on the relative demand for child care vs. goods when e, # €, 7. These specifications
(based on Equations 14 and 15) yield very similar estimates for €, p, ranging from 0.4 to 0.5. Most
family characteristics have insignificant effects on the demand for child care relative to goods (i.e., ¢z q).
Notably, the estimates suggest weak and insignificant effects of mother’s education on the relative factor
share for child care relative to goods inputs but stronger negative effects of father’s education.®*
Summary. Summarizing estimates based on relative demand, we find remarkable consistency across
specifications in estimated elasticities of substitution: the elasticity between parental time and home
goods inputs and the elasticity between the composite home input and child care both tend to range
from 0.2 to 0.5, implying moderately strong complementarity. Most specifications suggest that the factor
shares for household goods inputs relative to both child care services and maternal time inputs rise with
children’s age. We find no consistent patterns for the effects of parental post-secondary schooling on the

relative productivity of different inputs.

6.3 Direct Estimation of Production using Skill Dynamics

Following the direct estimation approach described in Section 5.2.1, we use GMM to simultaneously
estimate general relative investment functions, <i>g /rm (1) and P, /rm (+), along with Equation (16) given

our nested-CES specification for f(-) and Cobb-Douglas specification for H(-).> We emphasize that this

64 Appendix Table G-16 explores differences in the relative demand for child care vs. goods separately for children ages 5-8
and 9-12. These results suggest weaker complementarity for younger children; however, sample sizes are small and equality
of the specifications across children’s ages cannot be rejected.

55We address the fact that child skills are noisily measured using a second measurement available in each period. Fur-
thermore, skills are not measured every year, so we must “impute” input levels in years between skill measurements. We
discuss this further below in the context of our preferred estimation approach; however, details for this “direct” estimation
approach are in Appendix E.5.
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Table 4: OLS estimates for child care/goods relative demand, all
families

(1) (2) (3) (4)

n(g:) 0.650* 0.598* 0.562* 0.518*
(0.204)  (0.258)  (0.215)  (0.212)
Married 0.835 0.835 0.080 0.354
(0.573)  (0.574) (0.645) (0.621)
Child’s age -0.124*  -0.121*  -0.077 -0.082
(0.036) (0.037) (0.040) (0.051)
Mother some coll. -0.055 -0.062 0.099 0.017
(0.161)  (0.163) (0.175)  (0.169)
Mother coll+ -0.315 -0.315 -0.059 -0.216
(0.169) (0.169) (0.181) (0.179)
Mother’s age 0.002 0.002 -0.002 0.002
(0.013)  (0.013) (0.015) (0.014)
Marr. x Father some coll. 0.102 0.104 0.089 0.196
(0.208)  (0.208)  (0.228)  (0.214)
Marr. x Father coll+ -0.435*  -0.439* -0.716* -0.616*
(0.219)  (0.220) (0.241) (0.244)
Marr. x Father’s age -0.017 -0.017 -0.004 -0.011
(0.015)  (0.015) (0.017)  (0.015)
Mother white -0.328*  -0.329* -0.330*  -0.253
(0.140)  (0.140) (0.147)  (0.147)
Num. children ages 0-5 -0.030 -0.029 0.190 0.014
(0.143)  (0.143)  (0.157)  (0.156)
Num. of children 0.095 0.094 0.129 0.104
(0.112)  (0.112)  (0.115)  (0.117)
Staff/child ratio 1.760
(5.355)
In(1+ Ry, + Marr. x Ryy) 0.498*
(0.076)
In(1 + e®mt + Marr. x e®5:t) 0.394
(0.296)
Constant 0.933 0.875 -0.753 -0.304
(0.591)  (0.617)  (0.690)  (1.146)
R-squared 0.125 0.126 0.296 0.130
Residual sum of squares 453.780 453.633 260.005 384.136
Sample size 347 347 249 310

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages
5-12 and only 1-2 children ages 12 and under. * significant at 0.05 level.
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approach imposes no structure on the investment functions, except that relative input ratios (but not
necessarily investment levels) depend on observed variables. See Appendix E.5 for details.

Unfortunately, this approach yields extremely imprecise (and numerically unstable) estimates for most
parameters. Table G-24 presents bootstrapped 80% confidence intervals for the parameters of a simplified
technology, demonstrating the impractically large sampling variance of this estimator.

Appendix F explores the failure of this method using a Monte Carlo simulation calibrated to match
empirical levels of variation in prices and inputs, as well as the covariation in inputs and prices captured
by our preferred demand estimates. This analysis highlights the difficulty of identifying CES parameters
(especially the elasticity of substitution), even in the absence of measurement error and for larger sample
sizes than available in the PSID-CDS. The failure of this approach is foreshadowed by Proposition 3,
which establishes that changes in total investment with respect to small price changes are determined
only by expenditure shares.

Appendix F and results in Tables F-1 and F-2 validate that this poor performance is, indeed, driven
by the optimality of input demand, which induces correlations in inputs, and by insufficient variation in

relative prices.

6.4 GMM Estimation based on Relative Demand and Skill Dynamics

To estimate both f;(-) and #H;(-), we now combine relative demand moments with skill production
moments using optimally weighted GMM. In addition to the relative demand moments for mother’s and
father’s time vs. goods inputs and child care vs. goods inputs in 2002 and 2007 (underlying OLS and 2SLS
estimation in Section 6.2), we also include similar relative demand moments for child care vs. mother’s
time in 1997, because both of these measures are available in that survey year. To calculate the skill
dynamics moments (from 1997 to 2002 and 2002 to 2007), we only include observations for children ages
3-8 (in the earlier years) whose mothers are observed working in each intervening year.%¢

To maintain stability in estimation of the full production function using GMM (as p — 0 or v — 0),
we normalize fi(-) so that the productivity constants sum to one within the home input nesting and
between that nesting and child care. This means that coefficient estimates on household characteristics,
denoted (&m, & s qu), for the input productivity constants are not directly comparable to their counter-

parts (¢m, ¢, ¢z) in the previous subsection. The new normalization is reported in the notes of Table 5,

which presents our main GMM results. Production moments are constructed from Equation (19), esti-

56 Achievement scores are not available for children younger than 3, and those older than 8 will be older than 12 five
years later. To use the outcome equation from 1997 to 2002, we require all prices (including wages) between 1997 and 2002;
likewise for 2002—2007. When moments include parental time, we continue to restrict samples to those whose parents have
a high predicted probability of work; although, the main conclusions are unchanged when this restriction is dropped.
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mated separately under our two extreme assumptions of no borrowing/saving (x = 1) and unconstrained
choices (k = 0). Both cases are reported for our preferred specification, which uses a group fixed effects
approach (Bonhomme and Manresa, 2015), classifying households based on the panel of mothers’ wages
(conditional on maternal education, potential experience, and year) as described in Appendix E.3. We
assume three types, labeling them in ascending order based on their group wage fixed effect (ju).°”

Estimates and standard errors are very similar across the no borrowing/saving and unconstrained
cases. Estimated elasticities of substitution are within the ranges of the earlier estimates based on relative
demand reported in Section 6.2; however, they are more precise, indicating stronger substitutability
between child care and home inputs than between parental time and goods inputs with €, 4, = 0.2 and
€z.g = 0.5.° The estimated §; in the no borrowing/saving case implies that a log-point increase in
investment raises cognitive skills by 0.17 standard deviations (as measured by the LW score), while the
unconstrained case implies a slightly smaller impact. Both estimates of d2 are 0.83, indicating strong
persistence in skills (i.e., self-productivity).

Next, we relax the assumption that the technology determining relative demand is the same as that
determining skill production (e.g., families may hold incorrect beliefs). For each specification, we conduct
Lagrange Multiplier tests (Newey and McFadden, 1994) for whether each individual parameter in f;(-)
determining input ratios equals its counterpart in the production function (i.e., whether each & = w).
The superscript * indicates rejection of equality for individual parameters at 5% significance. In both
cases, we reject individual equality restrictions on only two parameters, the elasticity of substitution
between home inputs (€;4) and the contribution of fathers’ education to the factor share on child care.
Tables G-20 and G-21 report results when restrictions on parameters that fail the LM test are relaxed.
These estimates indicate that when relaxed, the null hypothesis (& = w) cannot be rejected based on the
difference between parameters (Wald test), nor the change in the GMM criterion (distance metric test).%

To explore the possibility that relative demand is affected by maternal preferences for spending time with

children, we allow the mothers’ factor share for time investment to differ in the relative demand and skill

57Results are robust to alternative specifications with and without education and unobserved type indicators. See Appendix
Tables G-18 and G-19.

58The improved precision derives from cross-equation restrictions from estimating all relative demand equations jointly
rather than the inclusion of skill production moments. Appendix Table G-17 presents estimates for f:(-) when all relative
demand moment conditions across years and inputs are combined and estimated using GMM. The first specification is
identical to those of Table 5, but excludes moments related to skills and their measurements. Parameters related to f:(-) are
very similar. Specification (2) in Table G-17 uses predicted log wages from the 2000 Census as an instrument for ln(Wm,t)
and In(W; ), analogous to the 2SLS estimates in column (5) of Table 2. Finally, Table G-17 reports that we cannot reject
zero correlation between the relative demand residuals across years, suggesting no further role for persistent heterogeneity
in factor shares or preferences given our classification procedure.

59When any parameter wy, is allowed to differ from @y, the estimated wy, (based on moments related to skill dynamics) is
generally very imprecise for reasons already discussed.
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Table 5: Joint GMM Estimation with Demand and Production Moments

€r.g €, H 1 02
(h=0) (x=1) (=0 (v=1) (v=0) (v=1) (v=0) (s=1)

0.20" 0.20" 0.50 0.50 0.13 0.17 0.83 0.83
(0.05)  (0.05)  (0.09)  (0.09)  (0.03)  (0.04)  (0.02)  (0.02)

qzm: Mother’s Time ggf: Father’s Time qu: Childcare ¢y: TFP
(k=0) (k=1) (k=0) (k=1 (k=0 (k=1) (k=0 (k=1
Constant 8.33 8.22 4.25 4.13 —1.21 —1.19 1.30 1.10
(1.94) (1.90) (1.28) (1.27) (0.41) (0.41) (0.42) (0.47)
Single 0.08 0.10 - - 0.61 0.61 -0.15 -0.20
(0.37) (0.37) - - (0.21) (0.21) (0.06) (0.07)
Type 2 —0.96 —0.96 - - 0.08 0.08 0.04 -0.05
(0.55) (0.55) - - (0.30) (0.30) (0.08) (0.09)
Type 3 —2.41 —2.41 - - 0.10 0.10 -0.30 -0.43
(0.93) (0.93) - - (0.31) (0.31) (0.11) (0.14)
Mother some coll. —0.52 —0.50 - - 0.00 0.01 0.10 0.05
(0.46) (0.45) - - (0.20) (0.20) (0.07) (0.07)
Mother coll+ —1.74 —1.71 - - —0.22 —0.23 -0.03 -0.08
(0.74) (0.74) - - (0.19)  (0.19)  (0.09)  (0.11)
Child’s age —0.61 —0.60 —0.49 —0.48 —-0.07 -0.07 -0.13 -0.13
(0.18) (0.17) (0.18) (0.17) (0.03) (0.03) (0.03) (0.04)
Num. of children 0-5 0.50 0.46 0.66 0.64 0.07 0.06 0.08 0.06
(0.30) (0.30) (0.42) (0.42) (0.12) (0.12) (0.04) (0.05)
Father some coll. - - —1.08 —1.04 —0.01t —0.00% 0.01 -0.01
- - (0.72) (0.72) (0.25) (0.25) (0.07) (0.07)
Father coll+ - - —0.98 —0.95 —0.64 —0.63 0.22 0.17
- - (0.68) (0.68) (0.24) (0.23) (0.07) (0.08)
Year = 2002 - - - - - - -0.34 -0.30

] ] ; ; - ; (0.05)  (0.06)

Notes: This table reports GMM estimates of the full production function assuming either no binding bor-
rowing constraints (k = 0) or no borrowing/saving (x = 1). The superscript * indicates, using a Lagrange
Multiplier test, rejection at 5% significance of the null hypothesis that an individual parameter enters iden-
tically in the demand and production moments. See Appendix E.4 for more details. The function f is

. - o - o _ _ o \7/P - - - Voo
specified as: f = (am,i’trm’m + A TE .t (1= am,it — af,i,t)gi,t) (1 = Gw,iyt) + Goiex] with @j,; =
exp(Zi,1$;) : = exp(Zit¢a) . . . ) Y
Tronp(Zs 1 dom) roxp(Ziidp) I € {m, f} and dg.: = Tremn(Zr08a)" The function # is specified as H(f, Wiz, 0i¢) =

0ic fO1 \I/th with 0; + = exp(Zi,+0 + £o,:,¢). Estimation is based on a sample of N = 1,365 children that contribute to
at least one moment.
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dynamics equations. The two estimates are very similar, and we cannot reject equality (see Appendix
Tables G-22 and G-23).

Finally, we highlight several points regarding the estimated share parameters (g?)m, QB I ggx) First, our
estimates suggest similar relative productivity of parental time and goods investments for married vs.
single parents, with a higher factor share of market child care for single mothers. Second, the factor
share of mother’s time is decreasing in both her education and unobserved type. Given elasticities of
substitution less than one, these estimates are consistent with maternal skills improving the effective value
of time and reducing its factor share through factor augmentation. We explore the practical implications
of this for investment gaps by parental education in the next section. Third, older children have a lower
relative productivity of parental time and higher relative productivity of home goods inputs; they also

have a lower factor share for child care relative to home inputs.

7 Counterfactual Analysis: Explaining Investment Behavior

In this section, we use our model and the GMM estimates for the case of no borrowing/saving (reported
in Table 5) to study key factors driving family investment decisions. In particular, we investigate the
sources of investment gaps across families and the role of technology in determining investment responses
to price changes and to the provision of free child care.”™

These simulation exercises require calibration of preference parameters (o, ¥, 1), which we allow
to vary by parental education to fit average maternal time investment levels and parental hours worked
depending on whether mothers had attended college or not. We note that preference parameters only
affect the levels of investments, not relative input shares nor the composite price of investment. See

Appendix D for details on the calibration and simulations, as well as results based on estimates for

unconstrained households.

7.1 Family Differences in Investment

There is considerable variation in investment expenditures across families. Studies of the dynamics of
skill production commonly assume a single price of “investment”, which implicitly attributes all variability
in investment expenditures to differences in investment quantities. Yet, we find that the composite price
of investment, p; ¢, varies considerably across families. Using our estimated technology and input prices
to construct p; ; for each child in the 2002 PSID, we find that one-quarter (for single mothers) to one-third

(for two-parent families) of the variance in log investment expenditures is explained by variation in log

""These counterfactual exercises exclude families with zero child care expenditures from 2002 PSID, because they are not
used for estimation when we rely on log expenditure ratios.
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composite prices, which is, in turn, driven almost entirely by differences in parental wages.

Section 3 shows that more-educated parents spend substantially more on investments in their children
than less-educated parents. We use our estimates to determine the extent to which these gaps are
driven by systematic differences in the productivity of investments, parental wages (i.e., resources), or
preferences for children’s skills. The first column of Table 6 shows average gaps in total investment
expenditures, prices, and quantities for families with college-educated mothers, relative to those with
non-college mothers, as implied by the model. Single college-educated mothers spend about 50% more on
child investments compared to their non-college-educated counterparts. Among two-parent households,
college-educated mothers spend double their less-educated counterparts. Although higher prices explain
some of the difference, there are also considerable differences in total investment levels, I;: college-
educated single mothers invest 33% more than their non-college-educated counterparts, while this gap
is nearly 40% for two-parent households. The second column shows that accounting for parental wage
differences reduces the total investment gap by about one-quarter for single mothers and one-fifth for
married mothers. The additional family income associated with higher wages dominates the effects of
higher investment prices when it comes to investing in children. The last column shows that the gap for
single mothers drops by about 25%, while the gap for two-parent families is entirely eliminated, when
only preference parameters are equalized across education groups. Preference parameter differences may
reflect different inherent valuations of skill or different views about the value of children’s skills later in
life (e.g., for college-going or in the labor market).” Notably, the impacts of equalizing preferences and
wages both exceed the changes induced by equalizing the skill production technology (reported in the
fourth column), which accounts for only 15% of the investment gap for single mothers and less than 10%
of the gap for two-parent households. Altogether, Table 6 shows that the sizable investment gaps by
maternal education are largely driven by differences in family resources and preferences for (or beliefs
about) children’s skill development, rather than differences in the productivity of investments. These
results further imply that differences in the productivity of investments (including the modest differences

in 6, + reported in Table 5) explain only a small share of skill growth gaps by maternal education.

7.2 Input Price Changes

Because many policies designed to encourage investments in children (e.g. child care subsidies), as

well as many tax and welfare policies, primarily influence family investment decisions through changes

"'Higher investments among college-educated families are also consistent with higher perceived returns to investment,
01, among these families (Boneva and Rauh, 2018; Cunha, Elo, and Culhane, 2022). While we cannot reject that beliefs
about f:(-) are accurate, we are unable to separately identify beliefs about the dynamics of skills (6, d1,d2) from their true
productivity values. We only estimate the latter.
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Table 6: Investment Gaps (% Difference) between College and Non-College Mothers (No Borrow-
ing/Saving)

Equalizing:
Baseline Wages  All Prices Technology Preferences
A. Single Mothers
Total Investment
Expenditure (E) 47.67 17.91 17.91 47.67 38.49
Price (p) 13.54 -6.69 -2.35 19.09 13.54
Quantity (I) 33.09 24.60 21.47 28.28 24.88
Mother’s Time Investment () 23.75 19.39 17.53 23.56 16.11
B. Two-Parent Households
Total Investment
Expenditure (E) 95.12 31.26 31.26 95.12 39.73
Price (p) 42.48 1.59 -0.03 44.98 42.48
Quantity (I) 37.81 30.95 32.82 34.65 -1.27
Mother’s Time Investment (7, ) 26.97 25.13 26.03 31.24 -9.11

in input prices, we next consider the impacts of reducing these prices when children are ages 5-12. In
particular, we simulate the effects of separately reducing each input price by 30%.

The first four columns of Table 7 report effects of lowering prices using our estimated nested CES
production function, where the second column reduces wages while holding full income constant (to
isolate the pure price effect for comparison with other inputs). Focusing on these columns, we see that
a change in the price of any one input causes all inputs to adjust in the same direction due to input
complementarity. Cross-price elasticities are substantially weaker than own-price elasticities, but not
negligible. For example, a 30% reduction in the price of child care, leads to a 22-24% increase in child
care inputs and a 2-4% increase in parental time and home goods inputs. To better understand the
role of input complementarity, the last four columns of Table 7 report analogous results using a Cobb-
Douglas production function instead of our nested CES.”> With the Cobb-Douglas specification, changes
in home goods or child care prices induce no cross-price effects, and own-input quantities strongly adjust
to maintain constant expenditure shares and total expenditure levels. The much stronger own-price
responses in the Cobb-Douglas case would lead one to over-predict the costs associated with subsidies
for specific inputs. For example, incorrectly assuming a Cobb-Douglas technology would over-state the
costs of a 30% subsidy for goods inputs (child care) targeted to single mothers by 31% (15%).

Column (1) shows that the effects of a wage reduction are notably different when full income is not
held constant. Proposition 1 states that investment expenditures must decline with a reduction in wages;

however, we see an even stronger result: investment levels, even time investments, also fall.

"For comparability, the share parameters of the Cobb-Douglas function are calibrated to match the same expenditure
shares as our estimated specification. See Appendix D for details.
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Table 7: Effects of 30% Reduction in Input Prices (No Borrowing/Saving)

Nested CES Cobb-Douglas
Wages . Wages .
Wages (Constant Goods Child Wages (Constant Goods Child
. Care . Care
income) income)
A. Single Mothers
Change in Investment at Age 5 (%):
Total Expenditure (E) -30.00 0.00 0.00 0.00  -30.00 0.00 0.00 0.00
Mother’s Time (7o) -5.63 34.81 1.22 3.79 0.00 42.86 0.00 0.00
Goods (g) -11.96 25.77 8.67 3.64 -30.00 0.00 42.86 0.00
Child Care () -20.31 13.84 0.66 23.81 -30.00 0.00 0.00  42.86
Total (I) -9.59 29.16 1.36 7.62 -9.17 29.75 1.58 8.39
Effects on Age 13 Achievement:
100x Log Achievement (Age 13) -8.56 19.07 2.00 5.27 -7.93 19.70 2.28 5.66
Value (% Cons. over Ages 5-12) -5.40 13.29 1.32 3.48 -5.02 13.75 1.50 3.73
B. Two-Parent Households
Change in Investment at Age 5 (%):
Total Expenditure (E) -30.00 0.00 0.00 0.00  -30.00 0.00 0.00 0.00
Mother’s Time (7rm) -3.21 38.27 0.74 2.00 0.00 42.86 0.00 0.00
Father’s Time (7y) -3.14 38.37 0.73 1.95 0.00 42.86 0.00 0.00
Goods (g) -9.74 28.94 8.16 1.89  -30.00 0.00 42.86 0.00
Child care (x) -18.64 16.23 0.43 21.85 -30.00 0.00 0.00 42.86
Total (I) -5.55 34.93 0.87 4.02 -5.13 35.53 1.00 4.36
Effects on Age 13 Achievement:
100xLog Achievement (Age 13) -4.82 22.81 1.25 2.77 -2.10 25.53 3.73 5.30
Value (% Cons. over Ages 5-12) -2.03 10.31 0.53 1.18 -1.08 11.35 1.39 2.06

Table 7 also reports the effects of input price changes on child achievement measured at age 13. Due
to well-known issues regarding interpretability of test score scales (Cunha, Heckman, and Schennach,
2010), we focus on the consumption equivalent value of the changes in achievement, measured as the
percent increase in consumption over ages 5—12 that would make a family indifferent to the change in
achievement. For single mothers, increases in investment associated with a 30% reduction in the price
of child care (home goods) would raise child achievement at age 13 by an amount valued at 3.5% (1.3%)
of ages 5-12 family consumption. The consumption equivalent values of achievement gains are roughly
one-third as large for two-parent households. Despite the small share of investment spending devoted to
home goods and child care, subsidies for these investments still have important effects on achievement.

While there are sizable differences in specific input responses to price changes when comparing our
estimated nested CES specification with the Cobb-Douglas specification, impacts on total investment
and log achievement are fairly similar. As Proposition 3 shows, the effects of marginal changes in input
prices on total investment depend on expenditure shares but not elasticities of substitution. Appendix
Table D-3 demonstrates that the substitutability of inputs becomes increasingly important as larger price

changes are considered. Due to weaker complementarity, the Cobb-Douglas specification over-predicts
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total investment responses to the 30% input price reductions in Table 7 by up to 17%.

Appendix D.2 considers the case of unconstrained families. As theory predicts (see Appendix A.3.3), a
permanent change in wages has effects on investment inputs that are very similar to those for constrained
households. By contrast, a temporary wage reduction leads to an increase in parental time investment,
because the substitution effect dominates the more modest effect on lifetime income. The increased time
investment is paired with an increase in goods investments at the expense of lower child care, and total
investment increases over the (temporary) period of reduced wages. Thus, the effects of time-limited

policies that impact wage rates depend critically on the extent to which families can borrow and save.

7.3 Free Child Care for Non-College Single Mothers

To further explore the importance of input complementarity for policy, we ask how much it would cost
to provide free child care to non-college mothers to raise their total investment levels (over child ages 5-12)
to those of their college-educated counterparts. (See Appendix D.3 for details.) Due to complementarity
and other investment input responses, we find that a reasonably priced free child care program (costing
$115/week) would close the total investment gap. This would produce a modest 0.26 standard deviation
improvement in the age-13 skills of children with non-college mothers, preventing additional growth in
the skill gap already present at age 5.2 The public cost of such a program would be modest, because
families respond to the savings from access to free child care by increasing their own time and home
goods inputs; absent this response, we find that it would be prohibitively costly to eliminate investment
gaps with free child care alone.

Assuming a Cobb-Douglas within-period technology, the cost of eliminating the total investment gap
would be quite similar to that based on our nested CES specification; however, other inputs respond
much less due to the weaker complementarity. As a result, the Cobb-Douglas specification suggests that
it would cost about 1/3 less (rather than substantially more) to eliminate the investment gap if private
investments were held fixed. The substitutability of inputs is critical to understanding endogenous private
input responses to free care and whether they lessen or exacerbate the ultimate costs of such a policy.

The complementary response of other inputs reduces public expenditures but comes at a cost to
families. For single mothers, this cost is manageable, given their savings on child care. For two-parent

households, the story is quite different. Because they devote a smaller share of spending to child care, the

"SFew studies evaluate the impacts of free or heavily subsidized child care for school-age children. Seidlitz and Zierow
(2020), Schmitz (2022), and Drange and Sandsgr (2024) are notable recent exceptions, all finding zero to small (positive)
impacts of free center-based after-school child care in Germany and Norway on the cognitive outcomes of 6-10 year-olds.
While these effects are broadly consistent with our simulation results, it is important to note that our simulations are based
on families with positive child care expenditures. The impacts of introducing free public child care on families that rely on
family/friends for child care could be larger or smaller depending on the reasons for their choice of care.
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beneficial income effects of free care are smaller. As a result, non-college two-parent families are unwilling
to increase other investments enough to go along with reasonable amounts of free child care, making it
prohibitively costly to eliminate education gaps in total investment by providing free child care alone. By
contrast, a Cobb-Douglas specification suggests that it would “only” cost about $330/week to eliminate

the gap.

8 Conclusions

Parents spend considerable sums investing in their children in terms of their time, home goods/services
inputs, and market-based child care services. We document that more-educated parents spend substan-
tially more on all of these inputs, with parental time the most costly form of investment for all family
types. To understand these patterns and to study the impacts of policies that act on input prices, we
use a dynamic model of investments in children with multiple inputs each period, flexibility in substi-
tution patterns across those inputs, and several channels through which parental skills may affect the
productivity of those inputs.

We show conditions under which the decision problem separates into an intratemporal problem, de-
termining the relative demand for inputs, and an intertemporal problem, determining the total amount
of investment each period. This separation proves useful in estimation of the skill production technology.
If key investment inputs are non-durable, skill production exhibits weak intertemporal substitutability,
and relative input choices are driven primarily by relative prices and technology, then relative demand re-
strictions provide powerful identifying information, fully characterizing the substitutability of investment

inputs and their relative productivity.”

Panel data on skills are not needed to identify these features
of the within-period technology, and measurement error in inputs is easily addressed. Combining data
on investment inputs and their prices with skill measures over time, we show that one can also exploit
relative demand restrictions to simplify estimation of the dynamics of skill production. More generally,
with external estimates of relative demand relationships and data on skill accumulation, relative input
prices, and only one of many inputs, researchers can follow our approach to estimate features determining
the dynamics of skill formation. We also show how restrictions implied by intertemporal optimization
(given assumptions about credit markets) can be used to impute missing inputs during periods between
observed skill measures. Finally, we show how to relax the assumption that the (perceived) technology

driving relative demand is the same as that determining skill production, allowing for the possibility that

families hold incorrect beliefs about the development process. This generalization also allows for the

"By contrast, if differences in relative input choices are driven mainly by heterogeneity in tastes, then relative demand
will incorporate these preferences, and a direct estimation approach is needed to identify the actual production technology.
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possibility that parents place inherent value on specific investment inputs.

Using PSID-CDS data, we find robust evidence that parental time and purchased goods inputs are
complements inside the home, while home investments are also (slightly less) complementary with market
child care services. Elasticities of substitution range from 0.2 to 0.5, implying much stronger complemen-
tarity than implied by the commonly used Cobb-Douglas specification. Our estimates suggest modest
effects of parental education on the technology of skill production for 5-12 year old American children.
The substantial investment gaps between children of college- vs. high school-educated parents are driven
mainly by differences in overall demand for investments, stemming from differences in preferences for
children’s skills (or perceived returns to investment) and family resources. From a policy perspective,
this is, perhaps, the best case scenario, because it suggests that less-educated parents do not suffer from
an inability to translate investments into skills.

Our counterfactual policy analysis illustrates the likely impacts of a wide array of policies that affect
incentives to invest in various forms, from welfare and tax policies to free child care. First, and most
importantly, we find that the estimated patterns of complementarity for investment inputs imply that
all inputs move together with any price change; although, cross-price elasticities are generally modest.
Second, we find that the income effects of changes in wage rates dominate the price effects for credit
constrained families. Due to enhanced family resources, policies that subsidize parents’ wages would lead
to improvements in children’s skills that are consistent with estimated effects of EITC expansions on
child achievement (Dahl and Lochner, 2012). Third, despite the fact that investment expenditures are
dominated by parental time investments, subsidies for home goods/services and child care can produce
important effects on child achievement. Fourth, we show that modest spending to finance free child
care for non-college parents could eliminate total investment gaps by parental education among single
mothers, while eliminating gaps among two-parent households would be prohibitively costly. This sharp
difference arises because single mothers reinvest substantial savings from initial outlays on child care to
reinforce the policy, while the savings for two-parent households is too modest to adequately finance other
matching investments. Finally, we show that incorrectly assuming a Cobb-Douglas specification (which
assumes weaker complementarity than we estimate) for the within-period technology of skill production
would lead to an over-estimate of own-input responses to price subsidies and, therefore, an over-estimate
of their public costs. A Cobb-Douglas technology also predicts stronger total investment and achievement
responses to large price changes; however, the substitutability of inputs is unimportant for these outcomes
when examining small input price changes.

This paper aims to shed new light on the complex set of decisions parents make regarding how and
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when to invest in their children. A key challenge is data. The PSID-CDS is the only data set we are
aware of that contains all the input and achievement measures our analysis requires. Yet, the usable
sample sizes are small, and both achievement and inputs are infrequently measured. Future research
in this area should work to combine multiple data sets that specialize in subsets of needed measures
but which contain much larger samples or richer measures of specific inputs or outcomes. Our effort to
separate estimation of parameters into different stages may prove helpful in this regard.” Richer data
may also enable researchers to build on our approach that combines relative demand restrictions with
a more flexible production technology using data on both inputs and outcomes (e.g., Cunha, Heckman,
and Schennach, 2010; Agostinelli and Wiswall, 2025) to learn more about parental beliefs vs. the actual
productivity of different inputs or the extent to which parents value some inputs (e.g., time with children)

over others.”
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A Analytical Issues

A.1 Separating the household’s problem into an intratemporal and intertemporal
problem

This appendix focuses on the case in which both parents work (i.e., hy,; > 0 and hg; > 0). It
also considers the family decision problem under uncertainty about children’s future abilities or future
parental wages and income. Importantly, this uncertainty has no effect on the intratemporal problem of
subsection A.2. Under our main assumptions, uncertainty about children’s ability also has no effect on
the intertemporal problem of subsection A.3. In the absence of borrowing constraints, uncertainty about
future parental wages and income would affect consumption and, therefore, total investment behavior due
to precautionary savings motives; however, such uncertainty would not affect decisions during periods in
which families are borrowing constrained. We briefly discuss these implications for our characterization
of intertemporal decision making (under full certainty) in subsection A.3.

A.1.1 Full problem
The household’s problem for periods ¢t =1, ..., T, is given by:

‘/t(eh Hm7 Hf7 At) Y, Ht7 ‘Ilt)
= max u(cr) + vm(lm) +vp(lye) + BEVip1 (Orr1, Hiny Hyy Arir, Yesrs eyr, Yeg)

U5l g 65 Tm,t5TF 1,98 T s At 1

subject to non-negative inputs (7o ¢, Tf.¢, g, @¢), Ljx > 0 and lj; + 754 < 1 for j = m, f, child human
capital production Equation (1),

(1 + T)At + Yy + Wm’t(l — lm,t) + Wf7t(1 — lf,t);

Amin,ta

ct + Wit Tme + WiiTpe + pege + qeve + Ag g

Apr
Vi1 (011, Hyy He, Argt, yri1, U1, Yrin) = V(Hp, Hyy Argr, Urg).

v

We assume u'(-) > 0, u”(-) < 0, v(-) > 0, and vj(-) < 0, j = m, f. We also assume standard Inada
conditions for preferences over consumption and leisure and that V is strictly increasing and strictly

I Expectations at time ¢, denoted by E;, implicitly integrate

concave in child skill and parental assets.
over future realizations of children’s ability, parental wages, and family income conditional on the current

state.

!The continuation value, V, also depends on all future non-labor income, which we suppress here for ease of notation.



Suppose both parents work in the market, l;; + 7;; <1, j = m, f. Let A\; be the Lagrange multiplier
on the period ¢ budget constraint and & be the Lagrange multiplier on the period ¢ borrowing constraint.
The first order conditions for ¢, 74, gt, @, ljt, Atv1, 7 = m, [ are:

At = ’LL/(Ct), (20)

OE V41 OH, Of: .
W., = = 21
)\t 7t /3 8\I/t+1 aft aTj,t7 J maf: ( )

O Vi1 OH, O

App = 9ret 9. 92

tht & 0Vip1 Ofr Ogy (22)
OEViy1 OHy O f;

Mg = Bt d)e 23

it OVt Of Oxy (23)

U;'(lj,t) = )‘th,ta Jj=m, f7 (24)

M+& = By [ B(1+1)]. (25)

Combining the first order conditions for consumption and leisure yields the standard result that the
marginal rate of substitution equals the wage rate:

v'(lje) = u'(ct) Wi, j=m, [. (26)
We also have:

(et +pige + e + Appr — (L+ 1) Ay —ye — Wit (L=l g —Timye) — Wee(I=lpe—754)) = 0, (27)
§i(Appr — Aming) = 0. (28)

Note that if a parent does not work, the cost of child time investment is measured by the value of lost

. 101\ — pOEVig1 OHy Of: s
leisure, and v(l;:) = B0, ot oy J =M, f.

A.1.2 Intratemporal problem

For h,,s > 0 and hy; > 0, the intratemporal problem minimizes expenditures, given I;:

min - Wiy Ty + WeeTre + Dege + @iy

Tm,t,Tf,t,9t,Tt

subject to non-negative inputs (T, ¢, Tres 9t Tt)s Tmg < 1, Tpp < 1, and Iy = fi(Tme, Tt 9t5 o Him, Hy).
Let p; be the Lagrange multiplier on this constraint. The first order conditions for 7;, g, and x4, j = m, f

are:
Wie = ﬁt;’i’ j=m,f, (29)

Pt = Ptggz, (30)

@ = ptg;z- (31)

Substitute these first order conditions into the minimand:

_ 8ft 8ft 8ft aft
E, = LR T L
t Pt |Gt gt Tt 7 Tm,t Tt T i Tf’t




Because fi(Tin,t, Tft, g, ¢¢) is homogeneous of degree 1 (Constant Returns to Scale), we have:

of of ofi ot
I - m.,ts s 5 = — m —
t ft (7' it Tf,t gt $t) Bgt gt + aTmyt Tm,t + 87‘f . T

and, Et = ﬁtlt-

A.1.3 Intertemporal problem
Suppose in every period, t = 1, ..., T, along with leisure and assets, the household chooses an amount

of child investment I, given a per period composite price p;. This problem can be written as follows:

Vi(Or, Hypy Hy, Ay, e, g, W) =, jmax w(cy) Fm (b, )+ r (L) +FBE Vg1 (Ors1, Hny Hpy Appr, Y1, i, Wegr)
m,tslf e L, Ar

subject to 0 < lp, 4,15 <1, I; > 0,

(L4 7)A 4y + Wit (1= le) + Wye(1 = Lya),
Ht (Itv Hta \I]t) )

ct + pe(Uy, Hyy Hp) Iy 4 A1

P

v

At—l—l Amin,tv

V(Hp, Hy, A7 1, VY741).

Vi1 (0141, H, Hyy Ay, yrsa, rgr, W)

The first order conditions for ¢, lj¢, Iy, A1, j = m, f are:

)\t = u'(ct), (32)

v‘;(l]’,t> = Ath,tv .] =m, f7 (33)
_ OBV OH

AtDt = 578\11t+1 oI, (34)

>\t + ét = Et [)\t+1,8(1 + T)] . (35)

We also have:

(e 1Tl Hos H)T + Avit = (L 7) A = = Wong(1 = 1) = Wyall = 1)) = 0. (30
§(Atr1 — Aming) = 0. (37)

Comparing first order conditions, we see the separated problem has first order Conditions (32), (33),
(35), and (37) corresponding to the full problem Conditions (20), (24), (25), and (28). If we substitute
Pl = pige + @t + Wi 4Tt + W4T, into Condition (36), we have Condition (27). Lastly, noting that
I, = f;, substituting p; from Conditions (29), (30), and (31), separately into Condition (34), yields the
full problem Conditions (21), (22), and (23).

A.2 Characterizing the Intratemporal Problem

Given the static nature of the intratemporal problem, we drop time ¢ subscripts throughout this
subsection. Because none of the results in this subsection depend on future values of child abilities,
parental wages, or family income, uncertainty about their values also plays no role.



A.2.1 Parental skill neutrality

Notice that if f(7m,7f,9,2; Hn) = f(TmHm,TrHy, g, x), then we can re-write Equations (4) and (5)
as follows:

S o>

=
msmmm
SR ERIENE

=

kh

5

\.I'—‘

=

8

where f;(-) reflects the partial derivative with respect to argument j. From these 3 equations, we can
solve for “effective” input ratios ®,, H,,, ®sHy, and ®, as functions of relative prices (W, Wy, ¢) and the
technology f(-). Clearly, then, relative expenditure ratios Wy, Hy,, ®,, Wi H Py, and ¢, depend only on
relative prices — and not parental human capital levels — as well. Because none of the relative expenditure
ratios depend on parental human capital levels, expenditure shares must also be constant in parental
human capital.

A.2.2 Some results for w,, and H,, with CES

Normalizing a,, = G4 = a, = 1, we have the following for single mothers:

F(rm g ) = [(Gom(F)nl? + g (a7 7]
(I)m _ [jg((im))]p/(P_l)ern/(p_l)

—p 1

D0 = Go(Hn) 7T (m(Hn) ) + 2 (Hin 177D G777,

If we define elasticities @; = @ (Hpm)Hm/¢;j(Hm) for j =m, g, then

00, 1 .
N R -
8%, 1 . o
e ) Ly O (39)
0P, wm _ _
= u P o] “

Thus, the ratio of mother’s time to goods inputs, ®,,, does not depend on H,, if ¢, =0 and ¢, = 1/p.
Next, consider the ratio of child care to goods inputs, letting x(Hp) = [@m (Hm) P (Him)]? +0g(Hyp )P

0D, 0 > 1 ( y—p ) X' (Hm)
= (L) o,p,H + ®,
OH,, <7 —1) e p(y—1) X

p — —
p —— Y—P —1 - _ @g(l—Wm—‘Pg)
P Vo,p.H +<)<I>H [1+ B — (41
<7—1) "Ptim (1-y(1-p)) " PPs m T @ )P + (4D

where the second equality uses Equation (39). When parental skills do not affect the productivity of

goods inputs (i.e., ¢4 = 0), this simplifies considerably to

i~ (= 50=) [t

—1/q7 _ ~
om., ] O, H, (1 —om)

4



In this case, the ratio of child care services to goods inputs, ®,, does not depend on H,, if v = p or
Pom = 1.
Now, consider the effects of H,, on the ratios of expenditures (or expenditure shares):

OWp®y) - 0D,
om,, Wm®mt Wagp
1% _ _
2q®,) 0P,
o, Yom’

where gl%fz is given by Equation (41). If ¢4 = 0 and @,, = 1, then the ratio of expenditures for any pair

of inputs does not depend on H,,, in which case expenditure shares are also independent of maternal
human capital. Regardless of @, and @4, the ratio of expenditures on maternal time relative to goods
inputs does not depend on H,, if p = 0, while the ratio of expenditures on child care relative to home
goods inputs does not depend on H,, if p = = 0. Thus, if p =~y =0 (i.e., f(:) is Cobb-Douglas in all
inputs), all expenditure shares are independent of H,,.

A.2.3 Comparative statics results for expenditure shares

For simplicity, we consider the case of single mothers and drop all time subscripts (as we focus on
within-period relationships), so

1
f= [(amTf; + aggp)wp + azx” M. (42)

Total investment expenditures are E' = pg+ qz+ W7 = 9 (p + qPx + Wy, ®,y,), where the latter follows
from Equations (8) and (9). Expenditure shares are given by:

pg _ p S = WinTm o Win®m S = qr _ qP;
E p+q@x+Wm@m’ ™ T E p+q@x+qu)m7

S - I
where ®,,, and ®, are implicitly defined by Equations (8) and (9). Throughout this subsection of the
Appendix, define D = p + q®, + W, @y,

The following proposition characterizes the effects of child care prices on expenditure shares.

Proposition 4. If and only if v < 0, then q has strictly positive own-price effects on S, and strictly
negative cross-price effects on Sy and S, .

Proof of Proposition 4: We can differentiate shares with respect to ¢:

aSg *prI)x 857’ - ’YWm(I)m(I)z aSz _7[]7 + qu)m]q)x

¢ (1 —7)D¥ 9¢  (1—~)D?’ 9¢  (1—~)D?

The stated results in Proposition 4 are immediate from these derivatives. O

Given the nested nature of f(-), the impacts of price changes on home inputs g and 7, are slightly
more complicated, though symmetric.



Proposition 5. Expenditure shares on home inputs (g or T,,) are strictly decreasing in their own price
(p or wy,) if min{p,v} > 0 and strictly increasing in their own price if max{p,v} < 0. Expenditure
shares on home inputs are strictly decreasing in the other home input price if p < min{0,~}, and strictly
increasing in the other home input price if p > max{0,~v}. The expenditure share on market child care
services is strictly increasing in the price of both home inputs if and only if v > 0.

Proof of Proposition 5: We can differentiate expenditure shares with respect to p:

Sy —p{q®z [p(1 = 7)am®h + (1 = p)ag] + Wy ®rmp(l — ) (am®m + ag)}
op p(1 =) = p)[am®n + a4]D?
Sy W@ {pp(1 — 7)[am®m + a4] + ¢Pu(p — 7)ay}
op p(1 = 7)(1 = p)am®h + ag| D?
Sy qP AW Pmay(y — p) +p[p(1 —¥)am®m + v(1 — p)agl}
op p(1=)(1 = p)lan®m + ag]D?
YqPpag[p + Wi @y

p(1 = 7)]am®m + ag| D?’

where the last expression is simplified using the definition of ®,,.
Next differentiate expenditure shares with respect to wy,:

08, _ p{a®e(p = V)am®h + Win®mp(1 — 7)[am P + agl} (43)
Owy, Wi (1 =) (1 = p)[am®h, + a4 D?
05y _ _Wm@m {pp(1 —7) [am@fn + ag] +q®,[y(1 - P)am@gz +p(1— ’7)“9]} (44)
Owp, Wi (1 =) (1 = p)am®h + ag]D?
8Sl’ — q(I)m {qu)m [7(1 B p)amq)fn + p(l B '7)619] +p(7 B p)am(pfn}
Owp, wm (1 =) (1 = p)[am®h, + ag]D?
_ YqPy Hiyy @y,
(1—=y)D> " =

where the last expression is again simplified using the definition of ®,,.
The stated results in Proposition 5 are immediate from these derivatives. O

Complementarity between both home inputs (p < 0) and between the home composite input and
market child care (7 < 0) ensures that substitution out of a home input whose price rises is insufficient to
compensate for the higher price, leading to a greater expenditure share on that input. If home inputs are
not only complementary (p < 0) but also more complementary than home inputs with market child care
(p < =), then an increase in the price of one home input will cause the expenditure share of the other
to fall. The converse of these statements applies when inputs are substitutes. Finally, substitutability
between home and market inputs (v > 0) implies that an increase in either home input will raise the
share of expenditures on child care, while complementarity (y < 0) implies the opposite.

In considering the role of parental skills, we assume the following convenient functional forms:

Om(Hm) = Hrﬁm and @Q(Hm) = H;'flg, (46)

where the exponents ¢,, > 0 and @, > 0 determine the returns to scale of parental human capital in the
production of child skills. Note that the ¢; here correspond to the elasticities in Section A.2.2.



Differentiating D with respect to H,, yields:

0D —q@a{am®n [(p =) (L — &m) + p(L — 7)Pg] + ag(1 — p)y&y}
OHpy, Hpp (1= 7)(1 = p)lam @ + ag]
~ Win@mp(1 = 7)(1 = @m + @g)[am P + ag]

Hp(1=7)(1—p) [am(l)fn + ag]

Using this, we have

o)
0H,, D2
0S- _ Wm(I)mpp(’V - 1)(1 — Om + @g)[am@g"b + ag]
OH,, Hp(1=7)(1 = p)lam®h + ag] D?
W ®mg®a {r(p ~ 1) ~ Pm)am @i + [Pg(v — p) + p(v = (1 — &m))] ag} (48)
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0S: _ q®Wn®m {v(1 = p)(1 = Pm)am®i + [@y(p =) + p(1 = ¥)(1 — Pm))] ag}
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L 4%ap {an®h [(v = P)(1 = @) + p(y — 1)@g) +ag(p = vy}
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Again, the last expression can be simplified using the definition of ®,, so that:
05, _ YqP2[(1 — Pr) Win @iy — @gp] (49)

8]:Im Hm<1 —’}/)DQ

Two special cases are illustrative. First, consider the case in which parental human capital does not
affect the productivity of household goods investment. Setting ¢, = 0 in Equations (47), (48), and (49)
and comparing the resulting expressions with those of Equations (43), (44), and (45), respectively, reveals

that 95 oy
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L= (1—&m) 2

OH,, H,, Ow,,

Thus, absent any effects of parental human capital on the productivity of g, parental human capital has

for inputs j € {g, 7, x}.

the same qualitative effects on input shares if and only if @, < 1; all effects are in the opposite direction
if @ > 1.

Proposition 6. Suppose ¢, =0. (A) If ¢y < 1, then Sy, is strictly decreasing in Hy, if min{p,v} > 0
and strictly increasing in Hp, if max{p,v} < 0; Sy is strictly decreasing in Hy,, if p < min{0,v}, and
strictly increasing in Hy, if p > max{0,v}; and Sy is strictly increasing in Hy, if and only if v > 0.
(B) If @, > 1, then S;, is strictly increasing in Hy, if min{p,v} > 0 and strictly decreasing in H,y,
if max{p,v} < 0; Sy is strictly increasing in Hy, if p < min{0,v}, and strictly decreasing in H,, if
p > max{0,v}; and Sy is strictly increasing in Hy,, if and only if v < 0.

Proof of Proposition 6: The stated results in Proposition 6 are immediate from Equations (47), (48),
and (49) when substituting in ¢, = 0. O

Second, the implications of @, > 0 on expenditure shares are most transparent when the effect of
maternal skills on the productivity of time investment is neutralized by assuming @,, = 1. The following
proposition formally characterizes this case.



Proposition 7. Suppose ¢, =1 and ¢4 > 0. S; is strictly decreasing in Hy, if p > max{0, v}, while it
is strictly increasing in Hy, if p < min{0,v}. Sy is strictly decreasing in Hy, if max{p,v} < 0, while it is
strictly increasing in Hy, if min{p,v} > 0. S, is strictly decreasing in H,, if and only if v > 0.

Proof of Proposition 7: The stated results in Proposition 7 are immediate from Equations (47), (48),
and (49) when substituting in @,, = 1. O

A.3 Characterizing the Intertemporal Problem

A.3.1 Roles of Assumption 1 and 2

The first order condition for I; is:

OVip1 O¥qq _
E = .
BE {8‘1’15“ al, pru’(ct) (50)
Envelope conditions are
Vi1 |:a‘/t+2 3\I’t+2]
= BE t=0,..,T—1.
IRl T T

and -
Vryr OV

OVryy  OWriq
Combining the envelope conditions for periods t+1,...,T+1 and applying the law of iterated expectations

gives
oV
oA\

6\I/s+1
oV,

.

s=t+1

= pyu/ (). (51)

ov a OVsi1\ OVt
oV, ol;

s=t+1

Assumptions 2 and 3 considerably simplify the expression in the expectation operator. Assumption

2 implies
OV Wi
= 9 52
8It 1 It ) ( )
oWy 5 Wi
— 2 )
ov, v,
where the last condition leads to .
ov v
s+1 — 5T—t T+1 (53)

2 .
s=t+1 8\115 \IJH_l

Substituting Equations (52) and (53) into Equation (51) yields
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I, t
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Under Assumption 2, -2~ = —2_ which implies Equation (10) when substituted into the above
0V W41

expression.’

This result makes clear that child ability levels, 6;, do not impact investment — or any other — decisions

due to log separability of #; from other inputs in the child production function and log preferences for

child skills. As such, uncertainty about children’s abilities has no affect on family decisions, or any results

that follow.

A.3.2 Total Expenditures

Uncertainty about future wages or income (but not child ability) would affect unconstrained intertem-
poral consumption allocations due to precautionary savings motives. Because incorporating this effect
would greatly complicate the analysis for unconstrained families with little added insight and because
this uncertainty would not impact the behavior of borrowing-constrained families, we abstract from un-
certainty throughout the rest of subsection A.3.3

To characterize investment behavior when constraints are non-binding throughout parents’ lives, we
make a simplifying assumption on the continuation value function U. This assumption is not necessary
for any results for borrowing constrained households.

Assumption 4. U(H,,, Hy, A) = U((1 + r)A + xmHy + X Hy) where the constants xm, and x; are
non-negative and U() 1s strictly increasing and strictly concave.

This assumption represents the case where parents at date T'+ 1 value their remaining lifetime wealth
as defined by current assets plus the discounted present value of all future earnings represented by x; H. j.4
For ease of exposition, we have suppressed dependence of U and U on non-labor earnings, ;. For
constrained families, future income is irrelevant for current decisions. For unconstrained families, we will
assume potential non-labor earnings until retirement at Trg. It is useful to define A(z) = U’(z), which is
a strictly decreasing function given strict concavity of U (+).

Lemma 1. Consumption, ct, is strictly increasing in parental human capital (Hy,, Hy), current skill prices

0 i, . .
= 8wcjt7th¢jt > 0 for j € {m, f}. Consumption,

ct, is independent of current and all future household goods and child care input prices, {pr,q-}r_,. If

(Wint, wet), and current non-labor income (y;) with 88[?;
J

borrowing constraints are non-binding in all periods t,..., T, then consumption, ¢, is strictly increasing
in all future skill prices and non-labor income, {wp, -, wfyT,yT}Z’:t.

Proof of Lemma 1: As noted in the text, the budget constraint for constrained households is

K,
et = (14+7)Ar + Wint(1 = Ly (W (ct)Wing)) + Wirae(1 — Ly (u' (ct) W) + ye — " :

7N Amin 3
(ct) !

2If V is not logarithmic over final human capital, then the FOC for total investment each period depends on the final
level of child skill, which in turn depends on all periods of investments, including the current period. This implies that each
I; FOC would generally be a nonlinear function of total investments from all periods, yielding a complex system of nonlinear
equations to solve.

3Uncertainty about future wages and income has no effect on I, and, therefore, specific investment inputs for borrowing-
constrained families, because uncertainty only affects total investment I; through consumption c;, which is fully determined
by current assets, prices, wages, and income for constrained families.

Tr—(T+1)

“For example, x; = > (1 +7) " wri14k, assuming individuals retire at date Tr.
k=0



where we have defined l;; = L;(u/(c;)Wj)) for j = m, f. Applying the implicit function theorem yields
the following: dc¢;/0p; = Ocy/0qr = 0,

a (1 — ljﬂg — u’(ct)Wj’tL’.i) Hj
. 0145 _ : : J T >0, je{m,f},
wjs Lk (e) (W2 D + W3 L | — Kt
Oct  _ ! >0
Dy 1+ u(cr) [Wﬁl’tL;%t + W]%tL}’t} - Kt

0 Ocy Wit
and 81? —awcjt N >0 for j € {m, f}.°

For unconstramed households, the convenient assumption that (1 + r) = 1 implies that ¢; = ¢, for
all t. This simplifies the expressions that follow without altering any important conclusions. Along with
Assumption 4, B(1+r) = 1 implies that Ay, = Ail(“'(cT))l—f;nHm—xf At As with the binding constraint
case, we can now substitute these expressions into the lifecycle budget constraint and collect consumption

terms to obtain:

- Tt
TT—tC + (1 + T)i(TJrlit)Ail (UI(C ) Z 1+ T’ / [ m t+](1 - Lm,t-i—j) + Wf,tJrj(l — Lf’tJrj)

7=0

Tr—t

=(1+rA+(1+ r)f(TH*t) [XmHm + Xfo] + Z (14 7)Yy,
j=0
T—t , _ Tt )
where the constants Y7y = > (1+7)7 > 0and Ky = > (1 +7)7K;; > 0, and we recognize the
j=0 j=0

dependence of leisure on its marginal cost, L;:(u/(c)W;). This implicitly defines consumption as a
function of current and future wages, non-labor income, parental human capital, period ¢ assets, and
other preference/technology parameters. We can then use the implicit function theorem to determine
how prices, non-labor income, and parental human capital affect consumption. Letting m generically
reflect these parameters,

= —j | OWm,t4j / / Wy i1 g / /
pe (1 [T (1 b = OWina ) + 25 (U= Uy = OW iy )

om T +Tz_t(1+ )i (e) (W2, L+ W2 — KW (1) (@) WO
Tt = r)une) | Wit ilmtrj Firilis tul(0)? r A (AW ()
9 Talt Oyer
(L)~ (1= t)[mem‘i‘XmaHm"‘a Hy +Xf87r:|+ E( )
+ .
” +Tz—:t(1 n )—j //( ) W I W2 I/ K u'’(c) 4 (1 + )—(T—H—t) u(c)
T—t Z r)ut(c motilmat; T Wby t w02 r A AT/ ()

The denominator is strictly positive, because L , < 0, u"(-) <0, K; > 0, and A’(-) < 0. Furthermore,

lpt <1 and L;c,t < 0 implies that the numerator terms <1 —lttj — u'(c)Wk,tﬂL;’tH) , k=m,f, are
strictly positive. Thus, unconstrained consumption is strictly increasing in current and future non-labor

®The numerator of dc;/dw;, is positive, because 1 — I;; > 0 and L, < 0, ie. leisure falls when its marginal cost,
u'(c)Wj,e Tises.
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income, current and future skill prices, and parental human capital, while it is independent of (current
and future) prices for home investment goods and child care services. O

Because E; = K;/u/(ct), total investment expenditures are increasing in current consumption, which is
increasing in current income levels. Thus, total investment expenditures are increasing in human capital,
current skill prices, and current non-labor income (Proposition 1). When households are borrowing
constrained, only current income and prices affect investment behavior. By contrast, unconstrained
households can efficiently allocate resources across periods, so total investment expenditures are also
increasing in all future levels of non-labor income and skill prices. As a consequence, a permanent
increase in skill prices will have greater impacts on current investment expenditures (among unconstrained
households) than a one-time increase in the price. Additionally, a single period change in wages or
non-labor income in period ¢ will have smaller effects on investment that period when constraints are
non-binding compared to when they bind. This is not surprising, because any change in income is spread
across all periods (in terms of investment and consumption) when families are unconstrained.

Proof of Proposition 1: The proof is immediate from Lemma 1 given that Fy = K;/u'(¢;) implies

OE, u’(cp) Ocy
87 - _KtUI(Ct)Z 87 fOI' ™ e {ptuqt7yt7wm,t7wf,taHﬂ’MHf}'

The following corollary shows that increases in the price of household goods inputs or child care lead
to reductions in total investment, while an increase in non-labor income raises total investment.

Corollary 1. Total investment in period t, I;, is strictly decreasing in the prices of household goods
inputs and child care (py,qi), while it is increasing in non-labor income (y).

Proof of Corollary 1: Equation (12) implies that I, = ﬁ

ct)”
any variable 7 that affects the composite investment price or consumption implies the following:

Differentiating this with respect to

ol L 0
b pd (e) St (cr)
) on

oL _ Ipt
or e’ (ct

on |’
Lemma 1 implies that c¢; is independent of p; and ¢, so the fact that p; is increasing in all input prices

implies that I; is decreasing in p; and ¢;. Lemma 1 implies that ¢; is increasing in y;, while p; does not
depend on y;. Together, these imply that I; is increasing in y;. O

A.3.3 Responses of Constrained and Unconstrained Families

In this subsection, we compare the responses of constrained and unconstrained single mothers to
changes in wages. To simplify the analysis, we assume log utility, u(c) = In(c), vy (ly) = ¥m In(ly,), with
¥ > 0, and continue to suppose (1 4+ r) = 1. Log preferences over consumption imply E; = K¢, (see
Equation 12).

Consumption for a constrained mother in period ¢ is given by:

€ = (1 + T)At + Wm,t + Yt — Amin,t
! 1 =+ d}m + Kt .

(54)
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If we suppose that the unconstrained mother continues to have the same period utility between T+ 1
and Tgr, and we solve her intertemporal problem over the entire horizon, t...Tgr, she has the lifetime
budget constraint:

Tr—t Tr—t

Z (1+7) e+ Kie= Z (L+7)™7 [Wm,t-l—j <1 - V;}mc > + Yttj

7=0 j=0 m,t+7j

+ (1 + T)At.

Solving for ¢ in period t yields

Tr—t .
) Aet 3 (141 (W + 91e)
t= Tr—t - Tt 3
S () (14 ) + Ko X (14 7) (802)

J=0 J=0

C

_ T—t , ,
Recall that K; = K; Y (14+7r)77 (8d2) 7.
=0
Constrained mothers only consider current income when making consumption choices in t, while
unconstrained mothers take into account discounted future income through retirement at Tgr. If the
unconstrained mother’s horizon ends when her child leaves home (Tr = T'), and if future expenditures

are constant (8d2 = 1), the denominator in consumption, ¢*, for the unconstrained mother simplifies to

S

(L4 + Kp) Y (1+7)7,

<
Il
o

This is the discounted lifetime analogue to the denominator of the constrained mother.
We begin by comparing one time changes in wages in period ¢. The constrained household responds:

oc§ H,
A L > 0.
8wm,t 1+ Yy + Ky
The unconstrained household responds:
8 U
- A > 0.
8wm,t Trt ; Tt . .
S (U4 r) I (1 ) + Kr X (14 7) 7 (802) 7
7=0 j=0
We can rewrite this as:
oc} H
G _ m > 0.
8wm,t Tr—t ) T—t . .
Lt + Ko+ 30 (L+7) (14 ¢m) + Ky 35 (1+7)77 (862) ™
j=1 j=1
So we have,
C U
oc§ S oc; >0

me,t - 8wm7t

The difference between the constrained and the unconstrained derivatives shrinks as ¢ approaches 7.
At t = T, the derivatives are the same if parent’s horizon ends at T (T = Tg).

12



Lemma 2. A one-time increase in wages, leads to a weakly greater increase in current constrained
consumption than current unconstrained consumption.

Next consider a permanent change in wages. Let W, ; increase by a factor A in every period. For
constrained mothers, current consumption is only impacted by the current wage increase:

80§ _ Wmﬂg >0
ON 14+ K~

The current consumption of unconstrained mothers responds to the wage increasing in every period:

Tr—t .
> (1) W
]:

octt

8At T Tpt , Tt . - 0
2 (1) (14 ) + Ko S (14 1) (86)
j=0 Jj=0

Here, both the numerator and the denominator of the unconstrained derivative are larger than the
constrained derivative.

Lemma 3. If wages are weakly increasing and B2 > 1, a permanent increase in wages by a factor A leads
to a weakly greater increase in current unconstrained consumption than current constrained consumption.

If wages are constant, 61 = 1, and T = Tg, the responses are the same.

Proof of Lemma 3 For non-negative wage growth, Wy, 11; > Wy, ; for all j > 0 and

Tr—t ,
ZO (L4 7) " Win it
]:

oct
aiAt T Tp—t T—t .
Y (L+r) T+ m) + K > (L41)77 (Bd2)
=0 i=0
J - J |
Wm,t Z (1 + ’l“)_]
> =0
- Tgr—t T—t .
Y (L+r) T+ m) + K > (L41)77 (8d2)
=0 i=0
J ]TR_t |
Wm,t Z (1 +7")_j
§=0
- Tr—t ) Tr—t ' A
S (L) (L + b + K (B02) ) = Ko > (L47)77 (852)7
J=0 j=T—t+1
—0 if T=Tp
T—t )
Wmﬂf Z (1 + T)_J
> =0 ,
= Tr—t . ,
S (1+7r)d (1 + o + K (5@)‘])
§=0
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If 1652 > ]—)

Tr—t . Tp—t .
Wt 3 (14+7) Wit 3 (14 7)7
=0 S j=0 B Wit _0cf
Tr—t ' N Tr—t 14+ m + K, OAT
S 1) (1 v+ Ki(B0)7) (vt Ky 3 ey
i=0 j=0

U C
ocy Ocg

Notice that if wages are constant, 80y = 1, and T' = Tg, then £ = F%.

A.3.4 Input Quantities

In this subsection, we discuss comparative statics results for input levels, continuing to abstract
from uncertainty about wage and income (in the case of unconstrained families). In what follows, we
assume log utility, u(c) = In(c), vm(lm) = Y In(ly), with ¥, > 0, and U((1 + ) Ar41 + XmHm) =
xoIn((1+7)Ari1 4+ XmHnm), with xo > 0.9 To simplify notation, we consider single mother families. The
solution for goods investment when families are borrowing constrained is

g = <(1+T)At+yt_Amin,t+Wm,t> ( Kt )
t — .
Dt + qt(p:c,t + Wm,tq)m,t 1+ ¢m + Kt

When unconstrained, the solution is

T—t ]
(T4+mAc+ X (1 + 1) Wings + yerg] + L+ )Ty Hp,
7=0

K >
gt Pt + @Prt + Wi Pt <(1 + Y)Yt + 1+ )T o+ K )

In both cases 7, = @19 and xp = Dy 194
To facilitate the comparative statics analysis below, it is useful to write the problem in a general way
such that our results apply equally to both the constrained and unconstrained cases. To that end, we

can write g; in the following general form:

- o+ Wi H,
m:m( it W ), (55)
Pt + @ Pt + Win i Pt

where W; will vary across cases and we continue to define D; = p; + @t Pyt + Wit @it (a function of all
input prices and H,,). The constant K; > 0 depends on whether constraints are binding or not:

% Y — o +¢Kt o if borrowing constrained

J— m

t = . .
(1+wm)TT_t+(1-tkr)f*T*1xo+fQ if always unconstrained.

The terms collected into @; and W; will depend on the particular proposition and constrained vs. uncon-
strained case as discussed below.

STf we assume that the mother has the same log period utility functional forms from T + 1 to Tg, then xo = (1 +
TRr—T—1

¥) X A+

7=0
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Proof of Proposition 2: Here, we consider the effects of changes in wy, s on g, 7+, and x;. We define
the &y and W; terms in Equation (55) as follows:

(IT4+7r)Ar+y — Apmint if borrowing constrained
- T—t ) T—t )
we (T+r)A+ S (A +7r) Yy + T+ T Y Hyy + > (14 7) Wity if always unconstrained
j=0 J=1

and W, = Wt > 01in both the constrained and always unconstrained cases. Here, w; reflects all currently
available resources not earned from current work and is independent of the prices we consider varying
here. We require very mild conditions ensuring that &y > 0. In the borrowing constrained case, this
condition is always satisfied if borrowing limits are not growing in discounted present value. In the
unconstrained case, the condition requires that the vale of current debt not exceed the present discounted
value of all future income (from all sources, including returns on human capital beyond year T').

We now differentiate ¢¢ in Equation (55) with respect to wyy, s

99t  ~ (DiHpy — (@ + Wint)D;
— Kt 2 )
awm,t Dt

where Dj is the derivative of D; with respect to wy, ;. Because DyH,, > 0 and &y + wy,+Hy, > 0, the
numerator is strictly positive if Dj < 0. Notice

(v — P)Qt@x,tamq)zm,t _ pHp P 1
W t(1—7)(1 = p) [amq)zl,t + ag} L=p

D} =

)

which is weakly negative if p > max{0,~}. Therefore, 83”

> 0 if p > max{0,~}, as stated in Proposi-

m,t

tion 2.
Next, consider the effects of wy, s on 7, :

8Tm,t _ 8(I)m,t g + 89t P
ﬁwmt 8wm7t t 8wm7t mt
(I)m,tkt

= m {@t[wm,t(P —1)D; — D] + Wi e[p(Djwin,e — D) — Déwm,t]} :
mt

We sign [wp, +(p — 1)D; — Dy and [p(Djwy, s — Dt) — Djw,y, 4] separately. First,
Wmt(p — 1)D} — Dy =

pe(1—7) [am(brpn,t + ag] + Qt(bx,t[(l - P)amq)fn,t + (1 — ’7)“9] + Wm,t@m,t(l —p)(1—7) [amq)fn,t + ag}
(v—-1) [amq)fn,t + ag}

Because w; > 0, we have &¢[wp, (p — 1)D; — Dy] < 0. Next,
ppt(l - ’Y) [amq)ﬁ%t + ag] + th)x,th’(l - p)amq)fn,t + p(l - ’Y)ag]
(v—1) [amq’ﬁz,t + ag]

ot

? 8wm,t

p(Diwy s — D) — Dyjwp, =

)

which is weakly negative if min{~y, p} > 0. Therefore < 0if min{~y, p} > 0 as stated in Proposition 2.

Finally, consider the effects of w;,; on x;:

Oy q’z,tf(t {@01O14 + Wi, 1O2+}

OWmyt  wme(1—7)(1 - p) [amq)fn,t +ay4] D}’

15

< 0.



where

1t = (1 = plam®,, ([Pt + WintPrnt]

Ozt = (1=p){am®), ,[pe + (1 =)0Prt + Win i P il + (1 = Y)agpe + ¢:Pat + Wit P t] } > 0.
Clearly, 837% > 0 when v > 0 as stated in Proposition 2. Also note that if w; = 0 (e.g. no non-labor
income and no borrowing/saving), thenaziift > 0 holds regardless of v. O

When families are borrowing constrained, permanent changes in wages have identical effects on be-
havior as changes in current wages. This is not the case when families are unconstrained; although, the
results are the same qualitatively. To see this, define wy,; = W,W,, where w,, reflects the permanent
component of wages. Now define & so that it no longer includes future labor earnings:

T—t
O =(1+7)A + Z(l + 1) Ty + (L) T g Hyy > 0,
=0

where the conditions on debt that ensure @w; > 0 are now stronger than before. (For married couples,

@, would also include the discounted present value of all spousal wages.) All maternal earnings are now
_ Tt .
included in Wy = > (1 4+ r)7wp4; > 0. Based on these definitions and Equation (55), the same
j=0
approach as above shows that all qualitative properties in Proposition 2 apply to permanent changes in

wages, Wy,.

The next two propositions consider the effects of parental human capital on specific input quantities.
We begin with the case in which parental human capital does not affect the productivity of home goods
inputs.

Proposition 8. Suppose ¢, = 0. Home goods inputs, g, are strictly increasing in Hy, and maternal time
investment, Tp,, is strictly decreasing in H,, if any of the following conditions are met: (i) ¢y < 1 and
p>v2>0, (i) pm =1, or (iii) @y > 1 and p < v < 0.

Next, consider ¢, > 0, so the productivity of home goods investment is increasing in maternal
human capital. Recall from that the increase in marginal productivity encourages more skilled mothers
to shift their investment portfolio towards home goods if inputs are sufficiently substitutable; otherwise,
the factor-augmenting nature of H,, can cause them to turn more to other inputs. To focus on the
productivity effects of maternal human capital on home goods investment, consider the case of ¢, = 1,
which implies equal productivity of H,, at home and in the labor market.

Proposition 9. Suppose @, =1 (pm is CRS) and ¢4 > 0. If p > v > 0, then home goods investment
18 strictly increasing in Hy, and parental time investment s strictly decreasing in H,,.

Proofs of Propositions 8 and 9: In Propositions 8 and 9, we study the effects of H,, on input
choices. Here, we continue to use the same family resource decomposition as above for constrained
families: @y = (1 4+ 7)A¢ + y¢ — Aming > 0 and V_th = Wy, For always unconstrained families, we
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decompose resources into those related and unrelated to mother’s human capital as follows:

T—t
G = (L+1)Ar+ Y (147) Ty >0
=0
T—
Wt = (1+7"tT1 214‘7’ jwmt+j>0
=0

where @w; > 0 now requires our strongest condition on the value of debt (i.e., it cannot exceed the
discounted value of all non-labor income). Again, for married couples, &; would also include the discounted
present value of all spousal wages, substantially weakening the condition on debt. The expression V_th
corresponds to returns to human capital relevant for the investment decision at time ¢. For constrained
families, it only includes current labor returns, while for unconstrained families, it contains current and
all future returns (including the continuation value that depends on maternal human capital).

We denote the derivative of D; with respect to maternal human capital by D) = a3 8% + Wit Pr ¢+

Win,t Hoy g 84)” t. Consider the effects of changes in H,, on g; by differentiating Equation (55)
89,5 N R DtV_Vt (Wt + Wt ) t
- t 2 )
0H,, D;

which is positive if D) < 0. Notice

Dy =

@ Pa {améﬁw (v = P)(1 = @&m) + p(v — 1)@g] + @g(p — 1)7“9} + Wint®@mep(y — 1)(pg + 1 — @m)[amq)fn,t + ag]
(L= ) (1= 7)o@y + 5] |

We see that D; < 0, and therefore 8%?; > 0if (p— 7)1 = @m) + p(1 —7)pg > 0, 7@, > 0, and
p(Pg+1—¢m) 2 0.

When ¢, = 0, we have (p —v)(1 — @) > 0 and p(1 — @,,) > 0 (Proposition 8). And, when @, > 0
and @,, = 1, we have p > 0 and v > 0 (Proposition 9).

Next, consider maternal time investment:

aTm’t . agt 6‘I>m’t
- q)mt +
0H,, "O0H,, OH,,
(I)m th

= m [Wth (P(@m -1~ @g)Dt + (P - 1)D1/5Hm) + @t((P(@m - @g) - 1)Dt + (P - 1)D1I5Hm)] .

We have two parts of this expression to sign. First:

1
(1-7) [amq’pm,t + ag]

Wth {P(@m -1- @Q)Dt + (p - l)DgHm} = {ptp(ﬁm_@g_l)(l_w [amq)rpn,t+ag]+

qt Pzt [amqﬁﬂ(l —p)(@Pm — 1) + ag[('Y - p)@g + p(1 =) (Pm — 1)]] )

which is positive when: p(@m — @y — 1) > 0, ¥(@m — 1) > 0, and (v — p)@g + p(1 —7)(@m — 1) > 0. It is
negative when: p(@¢g+1—¢m) >0, (1 — @) >0, and (p —¥)@g + p(1 —7)(1 — @m) > 0.
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Second:

1
(1— 7)[am®£w,t + ag]

ot {(p(&m — @g) — Dy + (p — )D}Hp } = {Won 1@ (p=1) (1) [am®}, -ag] +

P (p(Pm = 29) = D) (1= Dlam®h, , + g + 41 Pt [am®, (1= ) (12m 1)+ (v )2+ (1=7) (03 —1)]] .

Because the first part of the expression in braces wy,, ¢ Hy ®m.t(0—1) (1=7)[am®}, ;+ag] < 0, there is always
a negative force (independent of parameters) impacting the effect of mother’s human capital on time
investment when @; > 0. We can only give cases where the derivative is (strictly) decreasing in mother’s
human capital. The entire expression related to @; is negative when: (1 —v)(1 — p@m,) + @4(p —v) > 0,
1 —9@m >0, and 1+ p(¢g — $m) > 0.

Altogether, conditions that imply a strictly negative (when w; > 0) impact of maternal human capital
on time investment are as follows:

L p+p(@g—Pm) 20,

2.7 =vPm 20,

3. (L=7)p(l = &m) + @g(p—7) =0,
4. (L =71 = ppm) + pg(p —7) >0,
5. 1 —=v¢m 20,

6. 1+ p(@g — &m) = 0.

Note that condition 1 implies condition 6, condition 2 implies condition 5, and condition 3 implies
condition 4. We are left with conditions 1-3. When ¢, = 0, we have p(1 — @,,) > 0 and v(1 — @) >0
(Proposition 8). And, when @, > 0 and ¢, = 1, we have p > 0 and p > v (Proposition 9). O

A.3.5 Closed form expressions for total investment

If we follow Del Boca, Flinn, and Wiswall (2014) (and several subsequent papers) by assuming log
preferences for consumption and leisure (i.e., u(c) = In(c) and v;(l;) = v¥;1In(l;), ¢; > 0, for j € {m, f}),
then we obtain a closed form expression for total investment among constrained households:

Kt [(1 +T)At + Wmt + Wft —i—yt — Ammt]

Ie= Dt [1+1/1n;+¢f:i-Kt] - (56)

From this, we see that the dynamics of constrained investment depend on both the dynamics of input
prices through p; and the dynamics of “full” family income, W, s + Wy + y;.

If we also assume a log continuation utility (i.e., U(H,,, H¢, A) = xoIn(A+ xmHm + xsHy), with xo,
Xm, and x all non-negative), then we obtain a very similar closed form expression for total investment
in the unconstrained case:

T—t

K [(L4m)Ar+ 3 1+ 7)™ (Wangers + Weegs + yeay) + (L4 r) =T (3 Hy + xp Hyp)
i=0

I, = -
! P (L4 + 0p) Y + (14 1)~ T+ =0y + K]

(57)
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Total investment for unconstrained families depends on the discounted present value of lifetime (rather
than current) “full” income as well as the continuation value of parental human capital. Also, note that
the denominator reflects discounted lifetime sums of (14 1)y, + ) and K, rather than only their current
values. As a result, a single period change in wages or non-labor income in period ¢ will have much
smaller effects on investment that period when constraints are not binding compared to when they bind.

A.4 Effects of a Small Price Change
Proof of Proposition 3: From Equation (10), the price elasticity of total investment is

dln I dlnp, Olnd/(c)
=— — ,  Vmoell.
Olnm Olnmy Olnmy i t

First, we show that the second term d1lnu/(¢;)/01Inm does not depend on the within-period production
function. Lemma 1 implies that dInu/(¢;)/0Inp; = 0Inw'(¢;)/01Ing = 0. Parental wages W, and Wy,
affect consumption and leisure decisions through the budget constraint. But p; does not play any role in
shaping the relationship between parental wages and consumption/leisure choices, so dInv/(c;)/01In Wiy, 4
and 0Inu'(c;)/0In Wy, do not depend on the within-period production function.

Next, we show that the first term dlnp,/0Inm depends on the within-period production function
only through input expenditure shares. Notice that the composite price can be written as the minimum
unit cost of production:

D (1) = min {Wm,tTm,t + Wiitre + 0ege + @exe| fe (T, Tres 9oy Te) > 1}-

Tm,t,Tf,t:9t,Tt

Let (Im,t(ﬂt),Iﬁt(Ht),gt(Ht),lt(Ht)) be the solution to this problem. Then, by application of the enve-
lope theorem (Shephard’s Lemma), we have

op, (1)
SRR — g (10).
Opt Qt( 2

Therefore, the elasticity of p, with respect to p; is

0lnp, (1) B ptgt(ﬂt) B ptgt(Ht)It
9 Inp; P (I1¢) P (1) I

This holds for all input prices. That is,

= Sg,t(Ht)-

0lnp,(11;)

oo ™ = Smt(].__[t), Vﬂ't € Ht.

B Time Investment Categories in PSID-CDS

This appendix lists all the activities we include in our parental time investment measure when children
are actively engaged with their mother and/or father. This list is based in the 1997 coding, but the
categories are very similar in 2002 and 2007.
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B.1 Academic investment activities

1. PASSIVE LEISURE - Reading

e 939 Reading or looking at books; 941 Reading magazines, reviews, pamphlets; 959 Reading
newspapers; 942 Reading, NA what; 943 Being read to, listening to a story; 979 Letters
(reading or writing) and reading mail)

2. EDUCATIONAL AND PROFESSIONAL TRAINING

e 519 Other classes, courses, lectures, academic or professional if the child is not a full-time
student or NA whether a student, being tutored; 549 Homework (non-computer related),

¢

studying, research, reading, related to classes or profession; 569 Other education; “watched a

slide program”;
3. HOME COMPUTER RELATED ACTIVITIES

e 501 Lessons in computers (Learning how to use a computer); 504 Using the computer for
homework, studying, research, reading related to classes or profession, except for current job;
510 Media, reading the newspaper, stock quotes, weather reports; 511 Library functions (using
computer/internet to acquire specialized information); 512 Computer work, getting computer
programs to work, reading the manual, repairing computer, setting up computer;

B.2 Health investment activities

1. SERVICES

e 339 Medical care for self; visits to doctor, dentist, optometrist, including making appointments
2. CARE TO SELF

e 411 Medical care at home to self; taking care of own sickness.
3. OTHER PERSONAL AND HELPING

e 488 Receiving child care, a child is the passive recipient of personal care, medical care from
parent or other, baby being held, being comforted by a parent

B.3 Play
1. PLAYING/GAMES
e 866-889 all subcategories
B.4 Arts and crafts with household children
1. HOBBIES

e 831-835 all subcategories

2. DOMESTIC CRAFTS
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e 841-844 all subcategories

. ART AND LITERATURE

e 851-852 all subcategories

. MUSIC/THEATER/DANCE

e 861-864 all subcategories

. CLASSES/LESSONS FOR LEISURE ACTIVITY

e 887 Lessons in music, singing, instruments

Sports
. CLASSES/LESSONS FOR LEISURE ACTIVITY

e 881 Lessons in dance; 885 Lessons in sports activities such as swimming, golf, tennis, skating,
roller skating; 886 Lessons in gymnastics, yoga, judo, body movement; 888 Other lessons, not
listed above

. COMPETITIVE SPORTS-OTHER EDUCATIONAL ACTIVITIES
e 883 Organized meets, games, practices for team sports

. ACTIVE LEISURE ACTIVITIES

e 884 Meets, practices for individual sports

. ACTIVE SPORTS

e 801-810, 865 all subcategories

. OTHER OUT OF DOORS

e 811-818, 824, 825, 826 all subcategories

. WALKING

e 821-823 all subcategories

Talk and listen
. PASSIVE LEISURE

e 962 Other talking/conversations face-to-face conversations, mixed or non-household people in
conversation; 963 Conversations with other household members—adults and/or children; 967

Receiving instructions, orders
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B.7 Eating
1. INDOOR

e 108-119 Meal preparation activities
2. CARE TO SELF

e 439 Meals at home; including coffee, drinking, food from a restaurant eaten at home; 448
Meals away from home eaten at a friend’s/relative’s home; 449 Meals away from home - eating

at restaurants

B.8 Socializing
1. CHILD CARE FOR OTHER HOUSEHOLD CHILDREN

e 221 Helping children learn (fix things, bake cookies, etc.); 222 Help with homework or super-
vising homework; 238 Reading to a child; 239 Conversations with or listening to household
children only in the context of child care arrangement; 248 Playing with household babies ages
0-2, “playing with baby”, indoors or outdoors; 249 Respondents playing indoors with chil-
dren; 258 Coaching/leading outdoors/non-organizational activities; 259 Respondents playing
outdoors with children

2. CARE TO SELF

e 484 Affection between household and non-household members; giving and getting hugs, kisses,
sitting on laps

3. SOCIALIZING
e 752-799 all subcategories
4. PROFESSIONAL/UNION ORGANIZATIONS
e 601-602 all subcategories
5. CHILD/YOUTH/FAMILY ORGANIZATIONS
e 671-672 all subcategories
6. FRATERNAL ORGANIZATIONS
e 661-662 all subcategories
7. POLITICAL PARTY AND CIVIC PARTICIPATION
e (621-622 all subcategories
8. SPECIAL INTEREST/IDENTITY ORGANIZATIONS

e 611-612 all subcategories
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9. OTHER MISCELLANEOUS ORGANIZATIONS

e 689 Other organizations; any activities of an organization not fitting into the above categories

e (98- 699 Related travel

B.9 Religious activities
1. RELIGIOUS PRACTICE
e 651-652 all subcategories
2. RELIGIOUS GROUPS

e 641-644 all subcategories

B.10 Volunteering
1. VOLUNTEER, HELPING ORGANIZATIONS

e 631-635 all subcategories

B.11 Other activities
1. SERVICES

e 377 Other professional services; lawyer, counseling (therapy).
2. TRAVEL

e 597-599 School-related travel; 899 Related travel to sports/active leisure; waiting for related

travel; vacation travel

3. ATTENDING SPECTACLES, EVENTS

e 709-749 all subcategories

C Additional Data Sources
C.1 Child Care Prices

Child care costs for 4-year old center-based care, ¢, are obtained from annual reports on the cost of
child care in the U.S. compiled by Child Care Aware of America (2009-2019).” These costs represent the
average annual price charged by full-time center providers in each state covering 2006 to 2018. Several
values from annual reports were dropped if they were imputed based on previous survey years or were
taken from different sources or subsets of locations.

In order to obtain child care cost measures going back to 1997, we use our data (from 2006-2018)
to regress state-year child care costs on state fixed effects, a linear time trend, and average state-year

"We are grateful to Kristina Haynie of Child Care Aware of America for providing us with a digital compendium of child
care prices from all annual reports. Fach year, states report the annual prices that child care providers charge for their
services. These reports are provided by Child Care Resource and Referral (CCR&R) agencies in each state.
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hourly wages for child care workers. The estimated coefficient on the linear time trend is 217.5, while
the coefficient on average wages for child care workers is 18.8. The state-fixed effects explain most of the
variation, and the R? statistic for this regression is 0.89. (Regressing the child care price on average wages
for child care workers, without state or year fixed effects, yields a coefficient of 576.9 and R? statistic of
0.28.) Average wages for child care workers are obtained from the 1992-2019 monthly Current Population
Surveys (CPS).® We then use the estimated coefficients, including the state fixed effects, to impute child
care costs back to 1997 (or for any missing observations) using CPS average wages for child care workers
for each state and year.

Finally, to put child care prices in roughly hourly terms, consistent with our parental wage measures,
we divide our child care cost measures by 33 x 52, reflecting an average of 33 hours per week spent in
family- or center-based child care among young children of employed mothers (Laughlin 2013).

C.2 Household Input Prices

We obtain state-year measures of household-based goods input prices, p, from a combination of
goods and services price series from the Regional Price Parities by State (RPP) from the U.S. Bureau
of Economic Analysis (BEA) and the Consumer Price Index (CPI-U) from the U.S. Bureau of Labor
Statistics (BLS). The RPP’s measure price level differences relative to the U.S. average by state and are
available from 2008 to 2017. These indices are divided into several categories: All items; Goods; Services:
Rent; and, Other Services.

To create the goods price series by state, we take the U.S. average of the CPI for “Commodities”
and multiply it by each state’s “Goods” RPP. This produces price measures by state for 2008-2017. To
project back to 1997, we take the regional CPI for “Commodities” and use the year-over-year change
of this index for each state within its Census region (Northeast, Midwest, South and West), working
back from 2008 values. To create the services price series, we follow the same steps, using the “Services:
Other” component from the RPP’s and the “Services less rent of shelter” index from the CPI. All these
prices are year averages using a base year of 2000.

Finally, we use as our household goods input price, p, a weighted average of these goods and services
price series, with a weight of 0.3 on services, reflecting the greater share of goods in the bundle of child
investment inputs. Using the 2003-18 Consumer Expenditure Survey (CEX), Caucutt et al. (2020) find
that families with 1-2 young children spend, on average, between 20% and 35% (depending on included
expenditure categories) of household investment dollars on services.

D Details on Counterfactual Analysis

D.1 No Borrowing/Saving

Our main counterfactual analysis assumes that parents have log preferences for consumption and
leisure and are borrowing constrained. These assumptions permit a closed form solution for total invest-
ment. See Equation (56). We further assume that parents have no non-labor income and cannot borrow
or save (y = Ay = Amint = 0). Their subjective discounter factor is § = 1/1.02 and they value their

8We restrict our CPS sample to workers who are at least 18 years old, report either weekly earnings or an hourly wage,
and report an occupation of either child care worker or preschool or kindergarten teacher (2010 occupation classification
codes 4600 or 2300). Among workers reporting weekly earnings, an hourly wage is calculated from weekly earnings divided
by usual hours worked per week. CPS weights are used to calculate state-year average wages.
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children’s achievement at age 13 (7" = 13). Finally, individuals are endowed with 100 hours per week
(5,200 hours per year), which they can use for market work, leisure, or time investment in children.

These assumptions, along with estimated technology parameters and calibrated preference parameters,
allow us to simulate investment and achievement for each child in 2002 PSID.

D.1.1 Calibration of Preference Parameters

The utility weights of the Cobb-Douglas utility function (e, ¥,, and ;) determine how households
allocate their resources between consumption, leisure, and child investment in each period. For example,
Equation (56) shows that two-parent households spend a fraction K;/(1 + ¢y, + ¢ + K;) of their full
income on total investment in children. Therefore, given prices and technology parameters, the preference
parameters can be identified from the levels of parental time spent on market work and child investment.
We choose the preference parameters so that the model replicates weekly time use patterns from the 2002
PSID.

Table D-1: Calibration Targets: Weekly Hours of Time Investment and Work

Mother’s Education

Non-College College

A. Single Mothers

Mother’s Time Investment 10.04 12.42

Mother’s Hours Worked 42.26 38.22
B. Two-Parent Households

Mother’s Time Investment 9.56 12.13

Mother’s Hours Worked 38.43 38.58

Father’s Hours Worked 43.85 44.03

Table D-2: Calibrated Preference Parameters (No Borrowing/Saving)

Mother’s Education

Non-College College
A. Single Mothers

« 4.26 5.03
Um 1.26 1.47
B. Two-Parent Households
«a 2.45 3.45
Vm 0.53 0.53
WV 0.65 0.57

Tables D-1 and D-2 show calibration targets and calibrated parameters, separately by marital status
and mother’s education (non-college vs. college). The calibrated parameters imply that college-educated
mothers have a stronger preference for their child’s skills («) compared to non-college-educated mothers.
College educated single mothers have a higher value of leisure than their non-college counterparts, while
the value of leisure is similar among married mothers. College educated fathers have a lower value of
leisure than non-college fathers.
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D.1.2 Details on Counterfactual Simulations

Investment Gaps by Education. For the “Baseline” column of Table 6, we use wages, other prices,
and family characteristics Z;; for each child observed in the 2002 PSID. When equalizing wages or other
prices, we replace them with their averages by marital status (regardless of maternal education). When
equalizing technology, we set each family’s Z;; (except marital status) to its value for a hypothetical
family with unobserved type 1, non-college-educated parents, a child aged 8, and no children aged 0—
5. Finally, when equalizing preferences, we replace the preference parameters of college-educated single
mothers and married parents with those of their non-college counterparts.

Input Price Changes. For the price reduction simulations reported in Table 7, we continue to use
wages, other prices, and family characteristics Z; ; observed in 2002 PSID, except that we assume children
are 5 years old at the time of the price change and there are no other children ages 0-5 in each family. We
calculate the effects on achievement at age 13 by simulating investment responses over ages 5—12, taking
into account how technology and the investment policy function evolve over time as children get older.

For the Cobb-Douglas production function, we assume that its share parameters vary with marital
status, maternal education (non-college vs. college), and child age. These share parameters are calibrated
to match the average expenditure shares by marital status, maternal education, and child age that are
simulated under the nested CES production function in the absence of price changes.

D.1.3 Additional Counterfactual Simulation Results

Table D-3 reports the percentage change in total investment (at age 5), Iy, in response to input price
changes of different magnitudes. Consistent with Proposition 3, responses to small price changes are very
similar for the nested CES and Cobb-Douglas specifications, but the differences grow with larger price
changes.

D.2 Unconstrained

In this subsection, we provide additional counterfactual analysis without binding borrowing con-
straints. We continue to assume u(c) = Ine, v;(l;) = ¢;Inl; for j € {m, f}, B =1/1.02, and y; = 0 for
all t. In addition, we make assumptions specific to the unconstrained case. As in Appendix A.3.3, we
assume that (1 +r) = 1, parents continue to have the same period utility after period 7', and work until
period Tg. They live until period Tp and have zero assets at the time of the child’s birth, 47 = 0.

D.2.1 Model solution

As of t =1, the lifetime budget constraint for single mothers is

Tp T Tgr
S+ e+ 14+ TE =Y (L) T W (1= D). (58)
t=1 t=1 t=1

Using the optimality conditions for investment and leisure, Equations (10) and (26), and the fact that
consumption is constant due to 5(1 + r) = 1, we can back out the period consumption from the lifetime
budget constraint (58):
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— — _ -1 TR
1—(1+r) T 1-67" oy 1-(+r) Tk -
= 0y 01+ —— 1 Hw, . 59
Tl +1—5;10‘6 R ;( ) mt (59)
From ¢ given by (59), we can calculate investment and leisure and using the optimality conditions
(10) and (26).
Because we assume zero asset at child birth (4; = 0), we can calculate the asset level at child age 5
(A5) using the period budget constraint as follows:

A1 =1+ 7)A + Wit (1 = linyg) — ¢ — By

For price-reduction simulations, we assume that the price reduction (for all future periods ¢ > 5) occurs
unexpectedly at child age 5 (t = 5), in which case we solve parents’ problem as of period ¢ = 5, taking
As and new prices as given. From the lifetime budget constraint as of ¢ = 5, the new level of period
consumption after the price reduction is calculated as follows:

— (14 r) T

_ (1= I 52_(T_4) afT 467756, + ! (4
1—(1+r)T 1-6;1 2 1—(14r)~t "
Tr
X |(1+71)As5 + Z(l + T)_H_SWm,t
t=5

Notice that only wage reduction affects the consumption level.

D.2.2 Calibration of Preference Parameters

We assume parents work until age 65 and live until age 80 (based on the average age for two-parent
households). Because we do not observe parents’ wages over their entire career, we use estimated life-cycle
profile of wages, which we construct in the following way. First, using data from PSID, separately for
mothers and fathers, we regress log hourly wages on potential experience and experience squared, state
and year dummies, and individual fixed effects. Let Wj(e; ) be the wage of a parent j € {m, f} predicted
by their potential experience e;; in year t.

Next, we construct future and past wages based on the wage in 2002 and predicted wages:

Wi(ejit)
Wj(ej2002)”
Notice that this approach assumes that the gap between actual and predicted wage in 2002 reflects

Wj’t = ngoog Vit 7é 2002.

individual fixed effects.

As before, we calibrate the preference parameters («, 1,,,1s) separately by marital status and mater-
nal education group by targeting average time spent on investment and market work (presented in Table
D-1). The calibrated parameters for the unconstrained case, shown in Table D-4, exhibit patterns that
are qualitatively similar to those of the constrained case, except that college-educated single mothers do
not have a stronger preference for leisure than their non-college counterparts.

D.2.3 Counterfactual Simulations

Tables D-5 and D-6 report counterfactual simulations analogous to Tables 6 and 7 under the assump-
tion that families are unconstrained.
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Table D-4: Calibrated Preference Parameters (Unconstrained)

Mother’s Education

Non-College College
A. Single Mothers

« 7.15 7.16
Um 1.63 1.61
B. Two-Parent Households
« 3.69 5.72
Vm 0.65 0.68
PV 0.76 0.72

Table D-5: Gaps in Investment (% Difference) between Non-College and College (Unconstrained)

Equalizing:

Baseline Wages All Prices Technology Preferences

A. Single Mothers
Total Investment

Expenditure (E) 45.96 15.97 15.97 45.96 45.04
Price (p) 13.43 -8.08 -3.92 19.18 13.43
Quantity (1) 32.83 24.26 21.07 28.13 32.00
Mother’s Time Investment (7,,) 23.75 19.31 17.38 23.52 22.97

B. Two-Parent Households
Total Investment

Expenditure (E) 104.15 41.69 41.69 104.15 32.97
Price (p) 48.11 6.86 5.50 49.14 48.11
Quantity (1) 38.09 32.47 34.37 35.57 -10.06
Mother’s Time Investment (7,,) 26.97 26.59 27.52 32.23 -17.31
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D.3 Free Child Care Policies

Consider a policy that gives a certain amount of child care, denoted by T, for free. In this case,
households’ out-of-pocket child care expenditure is a non-linear function of total child care investment
Tt:

max {Qt(ﬂft —Zt), 0}

As a result, the total investment expenditure, & (1;), also depends on total investment I; non-linearly.
For single mothers, it is given by

E(1; Iy, 2y) = thlglmt {Wm,tTm,t + pege + max {q(zs — T1), 0} | fe(Tomts g1, 1) > It}.
Let I ¢(1;, z¢) be the amount of composite home investment (see Section 4.1) that is required to produce
I; for a given level of child care x;. Because the expenditure on home investment is still a linear function
of composite home investment, let py ,(Il;) be the composite price of home investment. Then the total
investment expenditure can be expressed as follows:

Prs(Me) I (Ie, @), for Iy <Ty/ay (1),

E(Iy; 1Ly, @) =<7 _ _
p(ILy) Iy — qiy, for Iy > 7y /2, (113),

where z,(II;) is the cost-minimizing ratio x;/I; in the absence of free child care (i.e., Ty = 0) that is
defined in Appendix A.4. For high levels of total investment, households invest in child care beyond the
free amount and thus behave as if they receive a lump-sum transfer ¢;Z;. At low levels of total investment,
however, child care investment is held fixed at the free amount and households optimally choose other
investments conditional on ;.

With the non-linear total investment expenditure, the optimality condition for total investment,
Equation (12), is modified as follows:

K

u'(cr)

El(Iy I, ) I =

Using this condition, we solve for I; numerically.

We consider a policy that gives free child care only to families with non-college mothers in order
to close the gap in total investment between non-college and college mothers that is observed in 2002.
Results for single mothers, assuming no borrowing/saving, are reported in Table D-7.

31



Table D-7: Providing Free Child Care to Single Mothers to Eliminate Investment Gaps
(Ages 5-12) by Parental Education

Nested CES Cobb-Douglas
Non-College College Non-College College
Mothers Mothers Mothers Mothers
Baseline  Free Care Baseline Free care
Free Child Care:
Public Expenditure (¢Z) 116.00 115.47
Quantity (T) 33.18 33.03
Investment Quantities:
Total (I) 11.08 14.75 14.75 10.90 13.82 13.82
Mother’s Time (7y,) 10.04 11.75 12.42 9.99 10.38 12.54
Goods (g) 12.30 14.11 18.96 12.44 12.92 19.86
Child Care (z) 13.17 33.18 18.32 15.39 33.83 19.77

Notes: The table reports average weekly amounts of free child care, T, (and its cost) provided to single
non-college mothers that would be needed to eliminate average differences in total investment, I, (over child
ages 5-12) by parental education. Assumes all families are borrowing constrained. The table also reports

endogenous responses in other investments, comparing them with baseline amounts for non-college and college
mothers.
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E Additional Econometrics Details

E.1 Estimation of f(-) for Two-Parent Households

This section discusses estimation of f(-) for two-parent households, dropping ¢ subscripts to simplify
the notation. An analogous set of results to those in the text apply; however, the estimating equations are
slightly more complicated due to the roles of both father’s and mother’s time inputs. Relative demand
for child care vs. goods in two-parent families implies

€x.H — €rg

ln Rx,i = Z£¢x7g + |: 1 c
- T?-g

:| In <1 + Rfﬂ'e_ngTf/g’i + Rm7i€_§Wme/g’i) + (1 - €m7H) Ing; + fx/g,iv (60)
where §Tfo/g’i =&y +E&wyi — g and other variables are defined in the main text.

With no measurement error in wages, time or goods inputs (i.e., ErsWi/gi = SrmWin/gii = 0), Equa-
tion (60) can be estimated via OLS.

Incorporating measurement error in all child investment inputs but assuming (i) wages for both parents
are measured without error and (ii) no unobserved heterogeneity in either parent’s child production ability
(i.e., Mm,i = nyp; = 0) yields the following:

€x H — €r

In(Ry;) = Zjps g + [ ’g] In (1 + (@) 4 eln(&’mvi)> + (1= €rm) G + &g (61)

1—e€r4

As with single mothers, the stated assumptions enable a two-step approach for estimating Equation (61),
using predicted values from OLS estimation of Equation (13) for both fathers and mothers, In(R;;), in
place of In(®; ;) for j € {m, f}.

E.2 Estimation of f(-) with Measurement Error in Wages

This section discusses estimation of f(-) when wages are measured with error. We begin with single
mother households. Dropping t subscripts and taking expectations of Equation (14) conditional on
observed data yields:

Epmmm

Zia Rm,i; (jzﬁgio}

= Z{Qﬁx,g + [M} E |:111 (]— + Rm,ie_gwm””/g’i) ‘Rm,z] + (1 - Gx,H) In QZ - E[fg,i

l—er g

97]- (62)

If the distribution of measurement error in (Wpy, ;, Tim.i, 9;) were known, we could simply calculate the
expectations on the right hand side of the expression and use GMM to estimate (€r g, €5 i, ¢Pz,4). Unfor-
tunately, E [ln (1 + Rm’ieffwmfm/g,i)
Taylor approximation to integrate over measurement error produces

Rm,z} does not have a closed form expression. Using a second order

E [ln(Rx,i) Zi>Rm,i7(jiagﬂ R Zipg + [EleeTg] In (14 Rp)
—€rg
9 €x,H — €rg R . o (In(gy) — Elln(g7)]
1 — € 1 7 )
Wit/ [ ey ] <2<1 ¥ Rm,»?) =) (@) +og, ( Varmige)) ) (%

where a?,Vme g = Var(&;,,w,,/g4) and the final term assumes §;; ~ N (0,0251). While this expression
is only an approximation, it does not require any knowledge of the distribution for ({w,, 4,&r,,.,:) and is
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unaffected by unobserved heterogeneity in parental skills. A GMM approach or OLS can be applied to
Equation (63) to obtain consistent estimates; although, J%Vme /g is only identified when €, i # €7 4.

As with single mothers, we can account for measurement error in wages and inputs, as well as un-
observed heterogeneity in maternal and paternal child productivity, by taking expectations of Equation
(60) conditional on observed data:

E [m Ry

Zi,Ryi, R iy Gi, gf]

= Z{Qﬁx,g + [M} E[ln (1 + Rﬂie*éwfrf/g,i + Rm7ie—£wm7m/g,i> ‘Rf,iaRm,’ii| 4 (1 _ ﬁx,H) Ing; — E[§g7i|gl‘0]-

l—€r g

Knowledge of measurement error distributions would allow for direct calculation of the conditional ex-
pectation terms on the right hand side. Alternatively, a second order Taylor approximation to integrate
over measurement error and &;,; ~ N (0, 03) yields:

€x.H — €rg
1—ery

+ 0.2 €z H—€r,g Rf,i(1+Rm,i) + 0.2 €x H—€r,9 Rm,i(1+Rf,i)
Wfo l—er g 2(1+Rf’i+Rm,i)2 Wi Tm l—er g 2(1+Rf,i+Rm,i)2

2 | €z, H—Crg RyitRm,i _ 2 (In(g9)—E[In(g7)] _ ~
+09[ ten ]<2(1+Rf,z’+Rm,i)2) Jg( Var(In(g7)) )+(1 o) I0(G), (64)

E [ln R,

Zi, Ry, Rm,i,%gz’o] R Ziprg + [ ] In (14 Ry; + Rim.i)

where UIQ/VJ-TJ- = Var(éw, + &) for j € {m, f}.? Based on this moment condition, GMM can be
used to efficiently estimate the technology parameters (€r g, €z 1, ¢z ) and measurement error variances
<012/Vm7m /g’UIQ/Vme /g,ag). OLS can also be used; however, there may be some efficiency loss by not
imposing parameter restrictions across terms.

Table E-1 contains the results of estimating Equations (63) and (64) together using OLS.

E.3 Clustering Routine for Grouped Heterogeneity

For all mothers (indexed by n) in our main dataset, we estimate the wage equation:
ln(Wn,t) = Hk(n) + Xn,t/B + €n

where k(n) € {1,2,..., K} indicates the mother’s fixed, unobserved type and X, ; includes education
dummies, a second order polynomial in potential experience, and calendar year dummies. '’
Let K = {k(1),k(2),...,k(IN)} be the true type of each mother. We estimate the collection of param-

eters (IC, 5, ) as:
Ty
K, B, =argminy > " (In(Wp1) = Xp18 = pir(m))?
n t=1

using the iterative clustering routine described in Bonhomme and Manresa (2015), who also demonstrate
that this estimator has regular asymptotics.

9As with the case for single mothers, these time expenditure measurement error variances are only identified when
€x,H 7 €r,g-

107f we also include marital status and number of children in Xn,t, cluster assignments are affected for less than 5% of
cases and estimated skill production parameters are nearly identical to those presented in the paper.
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Table E-1: OLS estimates

for child

care/goods relative demand accounting for
measurement error in wages, All families

In(g) 0.665*
(0.192)

Married 0.997
(0.689)

Child’s age -0.059
(0.036)

Mother some coll. 0.201
(0.158)

Mother coll+ 0.392*
(0.173)

Mother’s age 0.012
(0.013)

Marr. x Father some coll. 0.052
(0.202)

Marr. x Father coll+ -0.345
(0.218)

Marr. x Father’s age -0.015
(0.015)

Mother white -0.081
(0.134)

Num. children ages 0-5 0.302*
(0.140)

Num. of children -0.039
(0.104)

In(1+ Ryt + Marr. X Ryy) -0.125
(0.158)

e 995
(4.324)

Marr x gt 0.229
(4.503)

Marr x % -2.851
(6.246)
In(g¢)—FE(In(g? %
(%I;ir(lnggf()g)t 2 -0.688
(0.084)

Constant 0.246
(0.796)

R-squared 0.459
Residual sum of squares 199.738

Sample size 249

Notes: Sample includes families in 2002 or 2007
PSID-CDS with children ages 5—12 and only 1-2 chil-

*

dren ages 12 and under.
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E.4 Estimation of f(-) and #(-) using relative demand and skill measures

To maintain stability in estimation of the full production function using GMM (as p — 0 or v — 0),
we use the following specification:

v/p 1/
— 5 P 5 P ~ ~ p ~ ~ o
f= (am,z‘,tTm,z-,t +afiimh; (1= amig — af,i,t)gi,t) (1= @g,it) + Qg

where

_ eXp(Zi,tggx)
1+ eXp(Zi,tqu)

Zi10, Q
exp(Zi9;) . je{m,ft, and  Ggi

dj7i7t = 7
1+ eXp(ZLtgbm) + exp(Zi’thf)

E.4.1 Intratemporal Moments

We use GMM to jointly estimate all relative demand equations, interacting residuals from the relative
demand equations with the appropriate instruments. We use the intratemporal conditions based on
Equations (8) and (9) to express the ratio of any two observed inputs z; and z2, given parameters w,
prices Il;; and parental marital status, M;; € {0,1}. Denote this input ratio ®,, ., ;, = 210t/ 7240
The residuals are given by:

o

1 Rt 1
gzl/zg,i,t = 1n Z(Q)'t - n(q)z1/22,i,t) ) Z1,22 € {Tm,Tf,CL',g}-
71’

The moments we use are based on the following set of residuals (with zeros for unobserved values):

§i = [&a/rm i 07 Eafrmi02s €2/9.6,020 Ern/g.i020 Er1/9,1.025 §afrm i 07> E2/g,007s Erm/g,i07s Erp /9,07

interacting each residual &, /., ; ; with the vector of instruments Z,, /., ; , which include the observable
characteristics determining the relevant factor shares (a,, ;; and a, ;) along with relative prices (or
instruments for relative prices depending on specification). In addition to the relative demand moments
for parental time relative to goods and for child care relative to goods for 2002 and 2007 used in Section 5.1,
we also include moments for child care relative to mother’s time in 1997 (goods inputs are not measured
that year). The final vector of moments is:

1 .
gi,N = N Z le/zz,i,t b2y Zzl/ZQ,i,t ) v 521/zz,i,t € gz (65)
? .

Residual Correlation Test Any persistent unobserved heterogeneity that is not accounted for will
appear as a correlation in the residual for input ratios across years. We test the null hypothesis of no
correlation using;:

T — VN > i &/ 1,97 S 1 i 02

2 2
\/sx/rm,97 Sac/fm,02
which is asymptotically N(0,1) under the null. Here, &,/ ;. is the residual in the demand for child care

)

relative to mother’s time for child i at time ¢ and s is the corresponding sample variance across

T/ Tm,t
individuals.

"'Notice that ., /9,0t = Pji,e where the latter is defined in Equation (8) for j = m, f and ®,,,;; = P, i+ where the
latter is defined in Equation (9).
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E.4.2 Intertemporal Moments

In order to relate skill measures 5 years apart with missing inputs in the intervening periods, we begin
with the first order condition for investment, Equation (10), applied to periods ¢ and ¢ + s. Together,
these imply:

Prrslivs  u(cis)
pile ' (ct)
With non-binding borrowing constraints we have:

u'(crts) )
w(c) = (B(1+71))

and with no borrowing/saving and log utility:

u,(ct—i—s) - Wm,t+s + Wf,t-‘,—s + Yets
u'(ct) Wi + Wi+ )

This gives the relationship:

ﬁtlt ) +kln (Wm,t-i-s + Wf,t—i—s + yt+5>

In(1, =C;+1n (
(Tt+s) ! Diys Wing + Wy +y

where C; absorbs all factors of proportionality in the above relationships, x = 1 in the no borrowing or
saving case, and £ = 0 in the case without binding constraints. Next, using that I} = ®;/, 7, where
the constant @7/, ~depends on relative input prices, family characteristics, and technology parameters
as defined in Equation (17), and iterating on the Cobb-Douglas production function for 5 periods gives:

4 _
_ DPtTm t(DI/T Wi t+s T Wf t+s T Yits
In(W = 548(0 s+ Zipsho+0 [1n<_’m)+mn( : ’ + s
( t+5) sz:;) 2 t+ t+ ¢0 1 Dits Wm,t + Wf,t +yt 56,t+

The only time-varying components of Z; s affecting 6,1 in our empirical analysis is child’s age, allowing
us to write the entire first term as a function of Z;. In the case of no borrowing/saving, the first term
depends on additional structural parameters (a, 3,7,%m, 1) through the factor of proportionality Cy;
however, age-specific intercept terms can absorb all of these expressions. We use a linear term in age as a
first-order approximation. Making these substitutions results in the outcome equation presented in (19).

With the PSID-CDS, we address measurement error in child human capital (¥;;) and mother’s time
using two measures of cognitive ability from the Letter-Word (LWj;;) and Applied Problems (AP, ;)

modules of the Woodcock-Johnson aptitude test. We write these as:
Sit=AsIn(¥; ;) + &g, S€{LW, AP}, t € {1997,2002,2007}.

These measurement assumptions require a normalization on the factor loading for one measure, as in
Cunha, Heckman, and Schennach (2010). We set Aryw = 1, leaving the factor loading on the Applied
Problems score (Agp) to be estimated. Substituting these noisy measures into the outcome equation
above gives:

4

_ - — DiTyy t(I)I/T Winits + Wf t+s T Yt+s z
AolSiis = Zipg+ 6 o4 8[1n<m_’m + kln ’ : +05LW; + Ey.g
§ e 09+ 01 Sz:;) 2 Di+s Wit +Wres + 1y 2LWe Lus:
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for S € {AP, LW}, where Z;¢, reflects our approximation for the first term in Equation (19) and éqhg,t
collects the measurement error terms &, and {4p;, and the innovation term &g ;5.
Our second set of moments for production parameters are now given by:

N

1 ) :
gon == | Cusit® Zugy | t€{1997,2002}, 5 € {AP, LW}, (66)
n .
where the instrument set Zy ; ; contains all Z; ; that are permitted to influence ¢; ;, along with 111(7'7?171-775 +5)
to instrument for In(7y, ; ;).

In order to identify the factor loading A4p, we use the assumption that measurement error is inde-
pendent over time to write:

Cov (APijt+5, LWM)

_ Cov(AP; 15, AP; ;)
-~ Cov(LW; 445, LWiy)'

Cov(LW; 445, LW; )

2
)\AP )\AP =
Because we normalize our measurements to have mean zero, these two identifying conditions can be
written as the following pair of moments:

E[(AP; 145 — AapLW; 145) LW, 4] =0 and E[AP;115AP; o — )\?4PLVVi,t+5LWi,t] =0. (67)

The full estimation procedure conducts optimally weighted GMM by stacking the moment conditions
on input ratios, the moment conditions on the achievement equation, and the moment conditions derived
from our measurement assumptions above. The parameters to be estimated are w = (p,~, ém, <Z>f, <Z>x),
0= ((51,(52), 59, and )\Ap.

E.4.3 Relaxing and Testing Relative Demand and Production Parameters

Within-period production parameters determining skills are given by w = (p,7, ¢m, ¢, ¢z). Let &
indicate the parameter values that are perceived by parents in that they determine relative demand but
do not necessarily enter the production function (i.e., w need not equal ).

Letting each relative input ratio depend on relative prices, marital status, and @, implies a moment
condition for relative demand that depends only only on perceived w: g1 n(@).

Recall from Equation (17) that ®; /rm depends on relative prices, the perceived technology parameters
@ through (@, i¢, Prit, Peiye), and the true technology parameters, w. Additionally, the composite price
for total investment I; depends on both perceived and true technology parameters:

p(Hi,ta Zz’,t,UJ,a}) _ m,itPmit T Wy5itPrit +Dit + G tPait

/ 1/v?
p p e v
Wit P T 0pi P+ 1= amae —agiz) (1= aeit) + 0230 Py

where we use ag it =1 — amit — af;y-
Combining moment conditions now gives:

577 s AAP, W, W) = Py ~
gN( ¢0 AP, W) g2,N(57 ¢6a)\AP7waw)

91,8 (@) ] .

From here, we can directly apply three tests of the null hypothesis that & = w as described in Section 9.2
of Newey and McFadden (1994). The Lagrange Multiplier test statistic is an appropriately normalized
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derivative of the GMM criterion with respect to the restricted parameters at the restricted estimates
(w = @). The Wald statistic takes a weighted average of the squared distance between estimates & and ©
when they minimize the GMM criterion in an unconstrained way, and the Distance Metric compares the
value of the GMM criterion itself at the constrained vs. unconstrained estimates. Each statistic follows a
Chi-squared distribution with degrees of freedom equal to the number of constraints. In our analysis, we
estimate the constrained model and test individual parameter restrictions using the Lagrange Multiplier
statistic. We re-estimate the model by replacing all parameters that fail this test at 5% significance. At
those estimates we can conduct the distance metric and Wald tests.

E.5 Direct estimation of #(-) using relaxed relative demand and skill measures

Following the estimation approach described in Section 5.2.1, we specify a relaxed set of relative
demand equations of the form:

D/ (i) = ZitB5 + Wipyj1 +vi2In(yie) j € {x,7s,9}

In addition, in order to handle imputation of input levels over time, we specify that

In <:mj> =0, 0 (e, Qi) = BrZiy + Wi — I ) Yim,1 + Y2 I0(yis/Yirt)
m,,
We first estimate the parameters of this relative demand system using all non-missing input ratios for
child care, father’s time, and goods relative to mother’s time, in addition to the ratio of mother’s time
inputs in 2002 relative to 1997 and 2007 relative to 2002. We interact the residuals for each predicted
input ratio with the full set of €2;; as instruments.
To then implement the direct production function estimator, we iterate over the five period intervals

to derive an outcome equation:

4
ln(Wi7t+5) = Z 5§_8 (Zi,t+s¢0 + 61 ln(Tm,t)
s=0

+ 51 ln(f(L (i)Tf/Tm,i,t—l—sa <i>g/7'm,i,t—‘,-sa (i)x/Tm,i,t-‘,-s; Zi,tJrSv W)) + 61 ln(d)Tm/Tm,i,t,t-‘rs)) + 56,t+5 (68)

We then implement moment conditions for the residuals in this outcome equation identically to our main
approach in Appendix E.4, substituting in values for the input ratios using estimates from the first stage.

Due to numerical instabilities caused by very weak identification of the production parameters, we
implement this estimator under the simplifying assumption that factor shares do not vary with Z;; other
than by marital status. To navigate convergence issues, we implement the estimator using an identity
waiting matrix and terminating minimization after 100 LBFGS iterations followed by 10 iterations of
Newton’s method. Table G-24 reports bootstrapped 80% confidence intervals for the parameters of the
production function and shows the very poor performance of this estimator.
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F A Monte Carlo experiment to evaluate the performance of direct
estimation

To better understand the poor performance of the GMM estimation routine when parameters are
directly estimated using either a relaxed demand specification (see Section 5.2.1, Appendix E.5 and
Table (G-24) or a nested CES demand specification (see Section 5.2.2, Appendix E.4 and Tables G-21-G-
23), we implement a Monte Carlo simulation in a simplified environment. Results indicate that direct
estimation of factor shares and elasticities of substitution is not practical given the amount of variation
in inputs available in our data and the sample size of our dataset. This remains true even in the absence
of measurement error in inputs, suggesting that the poor performance of direct estimation is not simply
an artifact of the particular method that we propose.

F.1 Data Generating Process (DGP)
We assume that an outcome y is generated by a CES function with two inputs:
y = exp(§)(azf + (1 — a)z5)’/?,

and that
ln(xl) ~ N(0,0’x), 5 ~ N(0,0’g).

The input x5 is chosen according to optimal input ratio

T2

T 1—a

a 1/(p—1)
= ( 7r> exp(C1) = ®y/1(m; a, p) exp((1),

where 7 is the relative price of inputs and In(7) ~ N(0,0). Let {1 be a preference shock in x5 (or some
unobserved factor affecting relative demand) with ¢; ~ N(0,0¢1).

We will compare an estimator with and without measurement error in the second input z2. In the
case with measurement error:

In(z5) = In(x2) + (2, (2 ~ N(0,0¢2).

F.2 Calibration
We choose parameters for this data generating process as follows:

e We choose ¢ = 0.5 and p = —3, following our evidence of moderately strong complementarity
between inputs in the data.

e We choose o, = 0.68 to match residual variation in child care prices relative to mothers’ wages
conditional on Z; ;.

e We choose o, = 0.73 to match the variance in residual variation in log mothers’ time conditional
on Z;y.

e We choose o¢; = 0.43 to match the covariance in residuals (using preferred model estimates) for
child care demand relative to mother’s time across years (thus capturing time-invariant heterogene-
ity in relative demand).
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e We choose o¢ 2 = 0.79 to absorb any additional variation in relative demand residuals not explained
by (1.

e We choose o¢ = 0.27 to match half the variance of residuals in the skill outcome equation using
preferred model estimates.'?

F.3 Estimation

We consider four estimators to evaluate the performance of direct estimation relative to our baseline
approach. Each estimator performs Nonlinear Least Squares (NLLS) on the implied residual £ in the
outcome equation under differing assumptions regarding measurement error and different cross-equation
restrictions between demand and production parameters. As a matter of comparison, recall that the first
order conditions for NLLS represent a just-identified GMM estimator, making these results informative
for our approach.

Estimator (1). Estimator (1) uses only the outcome equation and true inputs (i.e., without measure-
ment error), but it does not use relative demand restrictions. The NLLS estimator is defined as:

—

2
(CL?paé)_argman(ln yZ 7é1n(axlz (1ia) g >> )

where the data (y;, z1,, :l?g’i)i]\il are generated according to the DGP outlined in sections F.1 and F.2.

Estimator (2). Estimator (2) augments Estimator (1) by adding relative demand outcomes to account
for measurement error in 5. In doing so it additionally estimates “perception” parameters p and & without
imposing that these are equal to “actual” production parameters:

(@, pra, p,6) = arg min {Z (In(28,/214) — In(@/(1 — @) — 1/(5 — 1) In(m;))”

i
6 2
+ Z <1H(yi) - ;ln (a4 (1—a)®y (mi;a,p)") — 5111(%,1’)) } :
i
where the data (yi,xl,i,ajai)i]\il are generated according to the DGP outlined in sections F.1 and F.2.

Notice that z§ ;, which includes measurement error, is used in place of actual 2 ;, here and for the next
estimator.

Estimator (3). Estimator (3) minimizes the same objective function as estimator (2) but imposes the
cross-equation restriction that p = p and @ = a, thereby using relative demand information to inform
production estimates as in our preferred approach:

(m) = argmin {Z (In(x5;/x1:) —In(a/(1 —a)) —=1/(p—1)In 7rz))2

7

2
+ Z <ln Yi) (a + (1 — a)®y/(mi; a, p)* ) — 5ln(x17i)> } )

12We reduce the variance of the outcome residual to make differences in estimator properties more transparent.
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where the data (y;, 1, Qng)zjil are generated according to the DGP outlined in sections F.1 and F.2.

Estimator (4). Estimator (4) implements the same NLLS routine as estimator (1) using a differ-
ent DGP from the baseline used for Estimators (1)-(3). For this estimator, we assume that In(z1) ~
N(0,0.73), as in the baseline DGP, and In(z3) ~ N(0,0.87), which ensures that 25 has the same uncon-
ditional variance as in the baseline (using 02, = (1/(p—1))%02 + 02+ 0271). This alternative DGP allows
us to explore the properties of the direct estimator when there is no correlation between inputs, holding
equal the overall amount of variation in the data.

F.4 Results and Interpretation

We implement each estimator for 500 Monte Carlo trials using sample sizes of 500, 1000, and 5000,
respectively. Table F-1 reports the bias and standard deviation of each parameter in the Monte Carlo
sample. Results for estimators (1) and (2) verify that direct estimators for p perform very poorly even
when inputs are measured perfectly and even for large sample sizes. While these estimators do not exhibit
any bias in factor shares (a), they still suffer from substantial sampling variance.

The fact that estimator (4) exhibits meaningful improvements in performance relative to estimator
(1) suggests that performance issues are at least partly driven by the correlation between inputs induced
by optimal input choices. When relative demand outcomes are used as additional identifying moments
for a and p in estimator (3), there is a vast improvement in both bias and sampling variance.

Table F-2 presents an identical set of results with relative price variation (o) set to five times the
amount of the initial calibration. The reductions in bias and variance of estimated p for method (2),
which must handle measurement error in the second input using estimated relative input demand, shows
the crucial importance of sufficient relative price variation for this method. With this increase in price
variation, the performance of all direct estimation methods ((1), (2), and (4)) becomes much more
comparable across sample sizes. Unfortunately, estimates of p are still quite biased and imprecise, even
for a sample size of 5000, highlighting the value of exploiting relative demand.
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Table F-1: Results for Monte Carlo Simulation of Direct vs.
Demand-based Production Estimation

Results for p
Bias Std. Dev.

“m @ 6 @ O @ 6 (¢
N =500 17.08 23.76 0.23 13.96 2249 23.69 1.19 20.67

N =1000 13.73 2745 0.09 996 20.85 2352 0.70 18.03
N =5000 2.01 26.23 -0.00 0.75 8.05 22.05 0.29 4.54

Results for a
Bias Std. Dev.

m @ 6 @ O @ 6 ¢
N =500 -0.00 -0.01 -0.00 -0.01 0.35 041 004 0.1

N =1000 0.00 -0.01 0.00 0.02 0.32 0.38 0.03 0.26
N = 5000 0.01 0.00 -0.00 -0.00 0.15 0.29 0.01 0.10

Results for ¢
Bias Std. Dev.

“m @ 6 @ O @ 6 ¢
N =500 -0.00 -0.00 -0.00 -0.00 0.2 002 0.02 0.02

N =1000 -0.00 -0.00 0.00 0.00 0.01 0.01 0.01 0.01
N = 5000 -0.00 -0.00 -0.00 -0.00 0.00 0.00 0.00 0.01

Notes: This table presents results from 500 Monte Carlo samples of each
estimator described in Appendix F. Estimator (1) assumes inputs are per-
fectly measured and performs NLLS on production outcomes. Estimator (2)
assumes measurement error in input 2 and uses relative demand observations
to impute the second input, but it does not impose cross-equation restric-
tions between demand and production when performing NLLS. Estimator (3)
imposes the cross-equation restrictions. Estimator (4) implements Estimator
(1) assuming that 1 and z2 have the same unconditional variances but are
uncorrelated.
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Table F-2: Results for Monte Carlo Simulation with Substantially
More Relative Price Variation

Results for p
Bias Std. Dev.
(1) (2) 3) (4) (1) @2 ) @
N = 500 15.40 15.79 0.01 15.84 21.76 21.48 0.19 21.65

N =1000 10.21 11.90 0.01 829 1847 19.01 0.13 17.55
N = 5000 1.05 2.67 -0.00 0.96 5.76 821 0.06 5.39

Results for a
Bias Std. Dev.

m @ 6 @ O @ 6 ¢
N =500 -0.00 -0.00 0.00 002 032 032 004 0.32

N =1000 0.03 0.03 0.00 0.01 0.28 0.29 0.03 0.25
N = 5000 0.00 0.02 0.00 0.01 0.12 0.15 0.01 0.11

Results for ¢
Bias Std. Dev.
(1) (2) (3) (4) (1) 2 6 @
N = 500 -0.00 -0.00 0.00 -0.00 0.02 0.02 0.01 0.02
N =1000 -0.00 -0.00 -0.00 -0.00 0.01 0.01 0.01 0.01
N =5000 -0.00 -0.00 -0.00 -0.00 0.01 0.01 0.00 0.01

Notes: This table presents identical results to Table F-1 with the only differ-
ence being that o is set to five times the calibrated value for the experiments
in Table F-1.
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G Additional Empirical Results
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Figure G-1: Weekly per-child investment expenditures by mother’s education, includes families with zero
child care spending (PSID, 2002)

0.8 0.8
0.6 0.6
0.4 0.4
0.2 0.2
0.0- 0.0-
<HS or HS Some coll. College+ <HS or HS Some coll. College+
I Vother's ime MMM Childcare I Vother's time Father's time
I HH goods [ childcare I HH goods
(a) Single mothers (b) Two-parent households

Figure G-2: Expenditure shares by mother’s education, includes families with zero child care spending
(PSID, 2002)
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Figure G-3: Expenditure shares by child’s age (PSID, 2002)
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Figure G-4: Weekly per-child investment expenditures by mother’s education and number of young
children (PSID, 2002)
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Figure G-5: Expenditure shares by mother’s education and number of young children (PSID, 2002)

Density plot: relative wages Density plot: relative childcare price
( kernel: epanechnikov; bandwidth: mothers 0.124, fathers 0.127 ) ( kernel: epanechnikov; bandwidth: 0.057 )
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Figure G-6: Distributions of log relative input prices (PSID, 2002 and 2007)
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Table G-2: Predicted probability (average derivatives) of work probits for

parents
M @) ®
Single Mothers Married Mothers Married Fathers

Mother HS grad 0.115* 0.075 -0.024
(0.038) (0.045) (0.026)

Mother some coll. 0.153* 0.111* -0.008
(0.039) (0.047) (0.027)

Mother coll+ 0.271* 0.189* 0.028
(0.053) (0.049) (0.031)

Mother’s age -0.005* -0.000 0.001
(0.002) (0.003) (0.002)

Mother white 0.047 -0.019 0.056*
(0.029) (0.022) (0.012)

Num children age 0-5 -0.024 -0.034 0.006
(0.055) (0.038) (0.023)

Num of children -0.004 -0.001 -0.010
(0.017) (0.014) (0.007)

age of youngest child 0.007 0.012 0.002
(0.009) (0.007) (0.004)

year = 2002 0.018 0.074* 0.071*
(0.028) (0.021) (0.012)

year = 2007 0.005 -0.016 0.075*
(0.047) (0.040) (0.017)

Father HS grad 0.123* 0.007
(0.036) (0.020)

Father some coll. 0.110* 0.005
(0.041) (0.022)

Father coll+ 0.023 0.071*
(0.041) (0.026)

Father’s age -0.002 -0.002
(0.002) (0.001)

Sample size 824 1,753 1,737

Notes: Sample includes families in 1997, 2002, or 2007 PSID-CDS with children ages
5-12 and only 1-2 children ages 12 and under. All specifications include CDS child age
dummies. * significant at 0.05 level.
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Table G-3: Log wage regressions for parents

(1) (2) (3)
Single Mothers Married Mothers Married Fathers

HS graduate 0.307*
(0.066)

Some college 0.246* 0.257* 0.476*
(0.053) (0.049) (0.069)

College + 0.526* 0.585* 0.781*
(0.067) (0.048) (0.066)

Age 0.068 0.055 0.072*
(0.038) (0.033) (0.020)
Age-squared -0.001 -0.001 -0.001*
(0.001) (0.000) (0.000)

Mother white 0.133* -0.044 0.178*
(0.050) (0.042) (0.041)

Constant 0.614 0.963 0.769
(0.679) (0.620) (0.401)

R-squared 0.149 0.179 0.223
Sample size 542 932 1182

Notes: Sample includes families in 1997, 2002, or 2007 PSID-CDS with children
ages 5-12 and only 1-2 children ages 12 and under. Only mothers (fathers) with
predicted probability of work of at least 0.75 (0.9) included. See Table G-2 for
model of predicted probability of work. * significant at 0.05 level.
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Table G-4: First-stage estimates for mother time/goods relative demand using different pre-
dicted wage measures as instruments

M ® ) @
Uses Al Excludes Avg. Excludes Avg. Excludes Avg.
Variation State Diff. Occ. Diff. State & Occ. Diff.
Mother’s predicted log wage 1.084* 1.002* 0.762* 0.373
(0.103) (0.110) (0.178) (0.209)
Married -0.045 -0.057 -0.055 -0.058
(0.046) (0.047) (0.049) (0.049)
Child’s age -0.009 -0.011 -0.012 -0.013
(0.011) (0.011) (0.011) (0.012)
Mother some coll. 0.191* 0.201* 0.270* 0.271*
(0.049) (0.050) (0.051) (0.052)
Mother coll+ 0.433* 0.448* 0.610* 0.596*
(0.052) (0.053) (0.054) (0.055)
Mother’s age 0.009* 0.012* 0.009* 0.011*
(0.004) (0.004) (0.004) (0.004)
Mother white 0.026 0.089* 0.073 0.096*
(0.043) (0.044) (0.046) (0.048)
Num children ages 0-5 0.039 0.032 0.042 0.035
(0.060) (0.062) (0.064) (0.065)
Num of children -0.047 -0.055 -0.069* -0.074*
(0.030) (0.030) (0.031) (0.032)
Constant 0.295 0.428 0.537 1.323*
(0.229) (0.241) (0.395) (0.453)
F-statistic Excluded Instrument 111.60 82.83 18.36 3.19
Sample size 720 720 720 720

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children ages
12 and under. Only mothers with predicted probability of work of at least 0.75 included. See Table G-2 for
model of predicted probability of work. This table reports effects of predicted log wage instruments and other
exogenous family characteristics on log relative wages, ln(Wm,t), for mothers. Using the 2000 Census, predicted
log wages are obtained from gender-specific regressions of log wages on an indicator for race (white/non-white),
potential experience and experience-squared, educational attainment (<12 years, 12 years, 13—-15 years, 16
years, 17+ years), 16 industry dummies, 97 occupation dummies (minor 2000 SOC codes), state dummies,
interactions of race and education dummies with experience, and interactions of race and occupation dummies
with state dummies. Column (1) uses predicted log wages. Column (2) eliminates average differences across
states from predicted log wages, column (3) eliminates average differences across occupations, and column (4)
eliminates average differences across states and occupations. * significant at 0.05 level.
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Table G-5: 2SLS estimates for mother time/goods relative demand using different
predicted wage measures as instruments

M ) ®) @
Uses All  Excludes Avg. Excludes Avg. Excludes Avg.
Variation State Diff. Occ. Diff. State & Occ. Diff.
(W) 0.553* 0.359 0.799 -0.450
(0.196) (0.226) (0.457) (1.243)
Married -0.071 -0.081 -0.058 -0.123
(0.096) (0.097) (0.098) (0.127)
Child’s age -0.140* -0.143* -0.137* -0.154*
(0.022) (0.023) (0.023) (0.031)
Mother some coll. 0.026 0.078 -0.040 0.296
(0.113) (0.118) (0.158) (0.353)
Mother coll+ -0.119 -0.007 -0.262 0.463
(0.155) (0.168) (0.285) (0.731)
Mother’s age -0.007 -0.005 -0.010 0.004
(0.008) (0.008) (0.009) (0.016)
Mother white -0.233* -0.218* -0.251* -0.158
(0.091) (0.092) (0.096) (0.138)
Num children ages 0-5 0.168 0.174 0.159 0.201
(0.126) (0.127) (0.127) (0.150)
Num of children 0.082 0.068 0.101 0.008
(0.063) (0.064) (0.070) (0.116)
Constant 2.398* 2.800* 1.887 4.479
(0.520) (0.572) (1.002) (2.606)
Sample size 720 720 720 720

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 chil-

dren ages 12 and under. Only mothers with predicted probability of work of at least 0.75 included.
See Table G-2 for model of predicted probability of work. Using the 2000 Census, predicted log
wages, used as instruments for ln(VT/m,,g)7 are obtained from gender-specific regressions of log wages
on an indicator for race (white/non-white), potential experience and experience-squared, educational
attainment (<12 years, 12 years, 13—15 years, 16 years, 174 years), 16 industry dummies, 97 occupa-
tion dummies (minor 2000 SOC codes), state dummies, interactions of race and education dummies
with experience, and interactions of race and occupation dummies with state dummies. Column (1)
uses predicted log wages as instruments. Column (2) eliminates average differences across states from
predicted log wages, column (3) eliminates average differences across occupations, and column (4)
eliminates average differences across states and occupations. * significant at 0.05 level.
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Table G-6: OLS & 2SLS estimates for mother time/goods relative demand for different selection
on predicted probability of work

(1)

(2)

(3)

OLS

(4) () (6)

2SLS (instrument: predicted log wage)

Base All Pr(work) > 0.85 Base All Pr(work) > 0.85

ln(Wm,t) 0.646*  0.662* 0.624* 0.749*  0.413* 0.531*

(0.071)  (0.065) (0.101) (0.216) (0.185) (0.235)

Married -0.074  -0.079 -0.146 -0.069  -0.077 -0.141

(0.095) (0.089) (0.116) (0.095) (0.091) (0.116)

Child’s age -0.141*  -0.131* -0.146* -0.139*  -0.133* -0.146*

(0.022)  (0.020) (0.031) (0.022)  (0.020) (0.031)

Mother some coll.  0.011  -0.071 0.021 -0.018  -0.003 0.019

(0.102)  (0.092) (0.145) (0.117)  (0.107) (0.146)

Mother coll+ -0.157  -0.226* -0.152 -0.218  -0.088 -0.145

(0.112)  (0.103) (0.153) (0.164) (0.149) (0.172)

Mother’s age -0.008  -0.006 -0.005 -0.009  -0.004 -0.003

(0.008)  (0.007) (0.010) (0.008)  (0.007) (0.011)

Mother white -0.243*  -0.152 -0.283* -0.249*  -0.128 -0.281*

(0.089) (0.084) (0.111) (0.090) (0.086) (0.111)

Num. children 0.158 0.147 -0.024 0.155 0.164 -0.007

ages 0-5 (0.125)  (0.104) (0.215) (0.125)  (0.106) (0.217)
Num. of children 0.089 0.100 0.106 0.097 0.080 0.091

(0.062) (0.056) (0.080) (0.063)  (0.058) (0.081)

Constant 2.213*  1.992* 2.224* 1.999*  2.501* 2.425*

(0.355)  (0.327) (0.461) (0.553)  (0.488) (0.627)

R-squared 0.190 0.179 0.163 0.187 0.161 0.151
Sample size 727 860 417 727 851 412

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children ages 12
and under. See Table G-2 for model of predicted probability of work. * significant at 0.05 level.
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Table G-7: 2SLS estimates for parental time vs. goods relative demand

(1) (2) (3) (4)
All Mothers Single Mothers Married Mothers Married Fathers
ln(Wj,t) 0.553* 0.281 0.697* 0.346
(0.196) (0.387) (0.228) (0.257)
Married -0.071
(0.096)
Child’s age -0.140* -0.176* -0.129* -0.099*
(0.022) (0.045) (0.026) (0.027)
Parent some coll. 0.026 0.286 -0.156 -0.020
(0.113) (0.189) (0.142) (0.154)
Parent coll+ -0.119 0.181 -0.320 0.276
(0.155) (0.279) (0.188) (0.183)
Parent’s age -0.007 -0.009 -0.007 -0.010
(0.008) (0.014) (0.009) (0.009)
Mother white -0.233* -0.365* -0.170 0.001
(0.091) (0.175) (0.107) (0.128)
Num children age 0-5 0.168 -0.121 0.292* 0.154
(0.126) (0.240) (0.147) (0.135)
Num of children 0.082 0.028 0.110 0.182*
(0.063) (0.117) (0.076) (0.081)
Constant 2.398* 3.502* 1.858* 2.028*
(0.520) (1.086) (0.582) (0.683)
R-squared 0.181 0.155 0.195 0.136
Sample size 720 233 487 578

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children
ages 12 and under. Only mothers (fathers) with predicted probability of work of at least 0.75 (0.9) are
included. See Table G-2 for model of predicted probability of work. Specification for mothers (fathers)
includes mother’s (father’s) relative wage, education indicators, and age. All columns instrument for
In(W;,;) using predicted log wages from 2000 Census as instruments (see text for details). * significant
at 0.05 level.
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Table G-8: OLS estimates for parental time vs. goods relative demand including parental
log wage fixed effects, by parent type

(1) (2) (3) (4)
All Mothers Single Mothers Married Mothers Married Fathers
In(W; ) 0.758* 0.767* 0.790* 0.779*
(0.092) (0.198) (0.106) (0.121)
Married 0.022
(0.108)
Child’s age -0.147* -0.163* -0.144* -0.127*
(0.024) (0.053) (0.027) (0.030)
Parent’s log wage FE -0.346* -0.089 -0.503* -0.171
(0.114) (0.198) (0.141) (0.122)
Mother white -0.328* -0.579* -0.217 -0.287
(0.102) (0.192) (0.121) (0.155)
Num children age 0-5 0.163 -0.011 0.222 0.303
(0.169) (0.360) (0.190) (0.187)
Num of children 0.027 -0.011 0.046 0.169
(0.066) (0.117) (0.082) (0.092)
Constant 1.745* 2.055* 1.542% 0.959*
(0.366) (0.829) (0.403) (0.482)
R-squared 0.193 0.215 0.197 0.171
Sample size 562 162 400 413

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children

ages 12 and under. Only mothers (fathers) with predicted probability of work of at least 0.75 (0.9) are
included. See Table G-2 for model of predicted probability of work. Specification for mothers (fathers)
includes mother’s (father’s) relative wage, and mother’s (father’s) log wage fixed effects. * significant at
0.05 level.
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Table G-9: Heckman two-step estimates for mother time/goods relative demand (two-parent households)

(1) (2) 3) (4) (5)
father only father only P.only Both  Both, P(work) > .75

A. Relative demand

ln(Wm,t) 0.644* 0.640* 0.640* 0.640" 0.633"
(0.075) (0.075) (0.128)  (0.075) (0.079)
Child’s age -0.134" -0.133* -0.171  -0.134" -0.142*
(0.028) (0.027) (0.112)  (0.027) (0.030)
Mother HS grad -0.110
(0.248)
Mother some coll. -0.335 -0.230 -0.559 -0.237 -0.148
(0.272) (0.127) (0.791)  (0.126) (0.136)
Mother coll+ -0.472 -0.361" -0.846  -0.371" -0.302*
(0.296) (0.147) (1.187)  (0.146) (0.143)
Mother’s age -0.001 -0.002 0.016 -0.001 -0.004
(0.009) (0.009) (0.048)  (0.009) (0.010)
Mother white -0.073 -0.084 0.171 -0.079 -0.154
(0.111) (0.108) (0.651)  (0.107) (0.112)
Num children age 0-5 0.316" 0.311* 0.469 0.315" 0.283
(0.126) (0.125) (0.467)  (0.125) (0.149)
Num of children 0.105 0.107 0.176 0.108 0.116
(0.070) (0.069) (0.213)  (0.069) (0.077)
Year = 2007 0.090 0.086 0.336 0.092 0.084
(0.133) (0.133) (0.606)  (0.133) (0.139)
Constant 1.952* 1.853* 2.287 1.865" 2.036"
(0.469) (0.409) (1.409) (0.410) (0.435)

B. Positive hours worked by mother

Child’s age 0.037 0.038 0.039 0.039 0.053
(0.032) (0.032) (0.031)  (0.032) (0.038)
Mother HS grad 0.178
(0.234)
Mother some coll. 0.503* 0.347* 0.287* 0.343* 0.424*
(0.248) (0.140)  (0.126)  (0.141) (0.168)
Mother coll+ 0.781* 0.625* 0.453* 0.619* 0.669*
(0.256) (0.153) (0.126)  (0.153) (0.185)
Mother’s age -0.014 -0.013 -0.019 -0.015 -0.018
(0.015) (0.015) (0.010)  (0.015) (0.018)
Mother white -0.185 -0.173 -0.268*  -0.192 -0.157
(0.128) (0.127)  (0.125)  (0.128) (0.153)
Num children age 0-5 -0.118 -0.112 -0.154 -0.116 0.170
(0.139) (0.139) (0.135)  (0.139) (0.212)
Num of children -0.041 -0.048 -0.061 -0.047 -0.073
(0.079) (0.079) (0.077)  (0.079) (0.091)
Year = 2007 -0.266 -0.275 -0.219  -0.288* -0.264
(0.144) (0.143)  (0.140)  (0.144) (0.175)
Father HS grad 0.433* 0.478* 0.494* 0.616
(0.191) (0.182) (0.183) (0.388)
Father some coll. 0.228 0.269 0.276 0.338
(0.209) (0.202) (0.202) (0.397)
Father coll+ -0.174 -0.137 -0.135 -0.198
(0.216) (0.210) (0.211) (0.411)
Father’s age 0.007 0.007 0.007 0.013
(0.013) (0.013) (0.013) (0.015)
In(ge) 0.082 0.161 0.116
(0.158)  (0.162) (0.190)
Constant 0.349 0.460 1.168* 0.330 0.043
(0.512) (0.491) (0.458)  (0.509) (0.660)
Inverse Mill’s Ratio -0.196 -0.131 -2.430 -0.186 -0.183
(0.455) (0.428) (5.697)  (0.420) (0.427)
Num. Pos. Hours 582 582 593 582 491
Sample size 756 756 771 756 610

Notes: Sample includes families in 2002 0r%07 PSID-CDS with children ages 5-12 and
only 1-2 children ages 12 and under. * significant at 0.05 level.



Table G-10: OLS estimates for mother time/goods relative demand
by child age

OREEE) ®)
All Ages 5-8 Ages 9-12
(W 1) 0.646*  0.648* 0.659*
(0.071)  (0.135) (0.086)
Married -0.074 -0.114 -0.036
(0.095)  (0.158) (0.120)
Child’s age -0.141*  -0.243* -0.160*
(0.022)  (0.079) (0.048)
Mother some coll. 0.011 0.263 -0.101
(0.102)  (0.174) (0.127)
Mother coll+ -0.157 -0.109 -0.180
(0.112)  (0.192) (0.139)
Mother’s age -0.008 -0.009 -0.008
(0.008)  (0.012) (0.010)
Mother white -0.243* -0.125 -0.323*
(0.089)  (0.144) (0.115)
Num children ages 0-5 0.158 0.130 0.095
(0.125)  (0.162)  (0.207)
Num of children 0.089 0.062 0.087
(0.062)  (0.120) (0.073)
Constant 2.213* 2.838* 2.491*
(0.355)  (0.744) (0.639)
R-squared 0.190 0.170 0.151
Residual sum of squares 826.887  213.167 606.904
F-test equality by child’s age (p-value) 0.825
Sample size 727 224 503

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12

and only 1-2 children ages 12 and under. Only mothers with predicted probability
of work of at least 0.75 included. See Table G-2 for model of predicted probability
of work. * significant at 0.05 level.
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Table G-11: OLS estimates for mother time/goods relative demand by father’s
wage

(1) (2) (3)
All Below Median Above Median
ln(met) 0.716* 0.797* 0.647*
(0.082) (0.111) (0.124)
Child’s age -0.124* -0.099* -0.152*
(0.027) (0.037) (0.039)
Mother some coll. -0.145 -0.293 0.087
(0.133) (0.167) (0.221)
Mother coll+ -0.298* -0.312 -0.224
(0.136) (0.182) (0.213)
Mother’s age -0.007 -0.008 0.002
(0.010) (0.013) (0.016)
Mother white -0.119 -0.141 -0.031
(0.112) (0.140) (0.194)
Num children ages 0-5 0.315* 0.373* 0.272
(0.149) (0.189) (0.241)
Num of children 0.084 0.072 0.115
(0.080) (0.108) (0.121)
Constant 1.779* 1.525* 1.576*
(0.443) (0.599) (0.763)
R-squared 0.222 0.258 0.203
Residual sum of squares 457.346 217.931 233.663
F-test equality by father’s wage (p-value) 0.786
Sample size 451 231 220

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only
1-2 children ages 12 and under. Only mothers with predicted probability of work of at least 0.75
included. See Table G-2 for model of predicted probability of work. * significant at 0.05 level.
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Table G-12: OLS estimates for mother time/goods relative demand conditioning on 1997 AP and
LW scores

(1) (2) 3) (4)
Baseline Includes 1997 Below Median Above Median
Achievement 1997 Achieve. 1997 Achieve.
ln(Wm,t) 0.557* 0.562* 0.327 0.676*
(0.117) (0.118) (0.195) (0.142)
Married -0.118 -0.119 -0.145 -0.054
(0.147) (0.148) (0.210) (0.211)
Child’s age -0.109* -0.106 -0.084 -0.121
(0.054) (0.054) (0.083) (0.070)
Mother some coll. -0.108 -0.101 -0.303 0.090
(0.155) (0.156) (0.215) (0.236)
Mother coll+ -0.243 -0.227 -0.113 -0.210
(0.172) (0.176) (0.267) (0.237)
Mother’s age 0.001 0.002 0.018 -0.020
(0.012) (0.012) (0.017) (0.016)
Mother white -0.279 -0.268 -0.543* 0.138
(0.146) (0.148) (0.212) (0.210)
Num children ages 0-5 0.069 0.081 -0.222 0.262
(0.232) (0.234) (0.368) (0.305)
Num of children 0.120 0.118 0.084 0.130
(0.089) (0.089) (0.127) (0.128)
1997 Achievement -0.029
(0.068)
Constant 1.810* 1.741* 1.783 1.983*
(0.682) (0.701) (1.054) (0.908)
R-squared 0.094 0.095 0.088 0.191
Residual sum of squares 400.478 400.251 207.122 173.339
F-test equality by 1997 Achieve. (p-value) 0.085
Sample Size 339 339 165 174

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children ages 12
and under. Only mothers with predicted probability of work of at least 0.75 included. See Table G-2 for model of
predicted probability of work. * significant at 0.05 level.
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Table G-13: Probit estimates for positive
child care expenditures

Avg. Derivative

In(q) 0.035
(0.035)
Married -0.028
(0.026)
Child’s age -0.040*
(0.006)
Mother some coll. 0.098*
(0.025)
Mother coll+ 0.120*
(0.028)
Mother’s age -0.002
(0.002)
Mother white -0.029
(0.025)
Num children age 0-5 0.089*
(0.027)
Num of children -0.054*
(0.022)
Year = 2007 -0.194*
(0.028)
HH Head lives in same state -0.015
(0.024)
Any children ages 13+ -0.045
(0.033)
Sample size 1,391

Notes: Sample includes families in 2002 or 2007 PSID-
CDS with children ages 5-12 and only 1-2 children ages
12 and under. * significant at 0.05 level.
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Table G-14: Heckman two-step estimates for childcare/goods relative demand

D)
A. Relative demand

In(q) 0.655*  0.653*  0.456*
(0.219) (0.217) (0.214)
Married 0.825 0.833 0.085
(0.626) (0.622) (0.635)
Child’s age -0.242*  -0.233* -0.129
(0.063) (0.067) (0.066)
Mother some coll. 0.253 0.232 0.175
(0.203) (0.206) (0.187)
Mother coll+ 0.054 0.028 -0.062
(0.234) (0.241) (0.208)
Mother’s age -0.004  -0.004  -0.002
(0.014) (0.014) (0.014)
Marr x Father some coll. 0.071 0.077 0.172
(0.223) (0.221) (0.217)
Marr x Father coll+ -0.455 -0.453  -0.660*
(0.236) (0.233) (0.244)
Marr x Father’s age -0.018  -0.018  -0.006
(0.016) (0.016) (0.016)
Mother white -0.342*  -0.345* -0.214
(0.152)  (0.151) (0.150)
Num children age 0-5 0.175 0.158 0.126
(0.177)  (0.179) (0.184)
Num of children -0.078  -0.063 0.010
(0.144) (0.148) (0.153)
In(1 + e®mt + Marr - e®r:t) 0.544
(0.306)
Constant 1.228 1.206 -0.491

(0.643) (0.638)  (1.146)

B. Positive child care expenditure

In(q) 0.103 0.102 -0.084
(0.135) (0.134) (0.158)
Married 0.144 0.285 -0.191
(0.379) (0.375) (0.469)
Child’s age -0.135*  -0.134* -0.120*
(0.023) (0.023) (0.034)
Mother some coll. 0.339*  0.351*  0.282*
(0.101) (0.101)  (0.118)
Mother coll+ 0.501*  0.508*  0.398*
(0.114) (0.113)  (0.133)
Mother’s age -0.009  -0.004 0.001
(0.009) (0.009) (0.011)
Marr x Father some coll. -0.060  -0.067 -0.105
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Table G-14 continued from previous page
(0.135) (0.135) (0.154)

Marr x Father coll+ -0.009  -0.009  -0.100
(0.146)  (0.146)  (0.178)
Marr x Father’s age -0.006  -0.009  -0.001
(0.009) (0.009) (0.011)
Mother white -0.082  -0.067 0.026
(0.095) (0.094) (0.111)
Num children age 0-5 0.298*  0.301*  0.339*
(0.106) (0.105) (0.129)
Num of children -0.243*  -0.233*  -0.244*
(0.094) (0.094) (0.111)
Year = 2007 -0.757  -0.751*  -0.772*
(0.142) (0.142) (0.172)
Household head live in birth state -0.042  -0.030  -0.149
(0.092) (0.092) (0.107)
Live w/older relative -0.540*
(0.225)
Any children ages 13+ -0.119  -0.128  -0.313*
(0.124) (0.124)  (0.145)
2+ children ages 13+ 0.141 0.129 0.116
(0.217) (0.217)  (0.250)
In(1+ e®mt + Marr - e®rt) 0.322
(0.186)
Constant 1.286*  1.043* 0.547
(0.452) (0.440) (0.774)
Inverse Mill’s ratio 0.948* 0.874 0.467
(0.421) (0.460) (0.426)
Num. pos. child care exp. 338 338 302
Sample size 1318 1318 930

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages
5-12 and only 1-2 children ages 12 and under. * significant at 0.05 level.
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Table G-15: OLS estimates for child care/goods relative demand

(1) (2) (3) (4) (5) (6) (7) (8)
Single mothers Two-parent households
n(g:) 0.853*  0.656*  0.645*  0.737* 0.589*  0.428 0.464 0.609*
(0.309) (0.303) (0.311)  (0.287) (0.275)  (0.315) (0.293)  (0.265)
Child’s age -0.132*  -0.048  -0.078 -0.047 -0.119*  -0.112  -0.096 -0.065
(0.057) (0.059) (0.085)  (0.056) (0.046) (0.057) (0.066)  (0.048)
Mother some coll. 0.074  -0.010 0.018 0.260 -0.191 0.076 -0.062 0.146
(0.260) (0.261) (0.289)  (0.259) (0.215) (0.252) (0.227) (0.214)
Mother coll+ -0.091  -0.196  -0.200 0.291 -0.496* -0.038  -0.291 0.422
(0.283) (0.277) (0.317)  (0.296) (0.219) (0.252) (0.232) (0.222)
Mother’s age -0.005  0.006  -0.002 0.016 0.007  -0.024  0.002 -0.014
(0.017) (0.017) (0.017)  (0.016) (0.024) (0.030) (0.026)  (0.025)
Mother white -0.789* -0.706* -0.692*  -0.429 -0.101  -0.107  -0.015 0.086
(0.240) (0.229) (0.260)  (0.229) (0.177)  (0.198) (0.189)  (0.168)
Num children age 0-5 -0.289  0.055  -0.164 0.205 0.021 0.200 0.081 0.357
(0.268) (0.258) (0.274)  (0.254) (0.175) (0.213) (0.216)  (0.181)
Num of children 0.056 0.127 0.127 -0.035 0.169 0.103 0.115 -0.073
(0.171) (0.157) (0.168)  (0.156) (0.151) (0.171) (0.167)  (0.145)
In(1 + R, + Marr. x Ry) 0.557* 0.716 0.465* -0.131
(0.117) (0.384) (0.106) (0.224)
In(1 + e®m + Marr. x e®f) 0.363 0.311
(0.411) (0.410)
By 16.853
(10.417)
In(g°)—E[In(g° * *
oty )Pt )] -0.461 -0.765
(0.149) (0.100)
Father some coll. 0.128 0.115 0.195 0.101
(0.217) (0.253) (0.228) (0.212)
Father coll+ -0.334  -0.677*  -0.447 -0.208
(0.212) (0.242) (0.247)  (0.211)
Father’s age -0.016 0.017  -0.005 0.006
(0.020) (0.024) (0.021) (0.021)
% 8.015
(5.819)
TR AT 13.710°
(6.630)
e ey 0.608
(8.411)
Constant 1.281 -1.250 -0.075 -2.930 1.380  -0.235  0.140 1.570
(0.765) (0.879) (1.714)  (1.697) (0.769) (0.911) (1.711) (1.166)
R-squared 0.175 0.385 0.189 0.469 0.131 0.277 0.130 0.510
Sample size 120 94 112 94 227 155 198 155

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children ages 12 and
under. Columns 1-4 report results for single mothers and columns 5-8 report results for two-parent households. * significant
at 0.05 level.
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Table G-16: OLS estimates for child care/goods relative demand by child age

0 @) ® @ ® ©)
Ages 5-8 Ages 9-12  Ages 5-8 Ages 9-12  Ages 5-8  Ages 9-12
In(g:) 0.332 0.874* 0.372 0.637 0.156 0.849*
(0.265) (0.331) (0.288) (0.349) (0.280) (0.339)
Married 1.033 0.555 0.933 -1.348 0.173 0.509
(0.715) (0.982) (0.824) (1.105) (0.777) (1.060)
Child’s age -0.235* 0.085 0.023 0.073 -0.135 0.054
(0.096) (0.096) (0.109) (0.109) (0.110) (0.114)
Mother some coll. 0.018 -0.116 0.109 0.098 0.005 0.016
(0.217) (0.247) (0.232) (0.276) (0.226) (0.264)
Mother coll+ -0.524* -0.031 -0.213 0.168 -0.423 0.060
(0.217) (0.279) (0.236) (0.302) (0.224) (0.306)
Mother’s age 0.015 -0.014 0.004 -0.022 0.007 -0.010
(0.019) (0.022) (0.021) (0.024) (0.019) (0.023)
Marr x Father some coll. 0.080 0.165 -0.117 0.265 0.173 0.221
(0.259) (0.350) (0.283) (0.392) (0.268) (0.356)
Marr x Father coll+ -0.214 -0.746* -0.417 -1.100* -0.431 -0.809*
(0.269) (0.372) (0.293) (0.422) (0.307) (0.403)
Marr x Father’s age -0.025 -0.008 -0.021 0.029 -0.008 -0.010
(0.019) (0.025) (0.022) (0.028) (0.020) (0.026)
Mother white -0.226 -0.444 -0.202 -0.422 -0.054 -0.473*
(0.177) (0.229) (0.185) (0.242) (0.188) (0.237)
Num children ages 0-5 0.002 -0.079 0.370 0.074 0.052 0.010
(0.175) (0.262) (0.194) (0.288) (0.191) (0.292)
Num of children -0.007 0.177 0.033 0.207 -0.077 0.262
(0.147) (0.178) (0.149) (0.188) (0.154) (0.186)
In(1+ R, + Marr - Ry ) 0.471* 0.474*
(0.098) (0.128)
In(1 + e®mt + Marr - e®1:t) 0.582 0.020
(0.371) (0.492)
Constant 1.834 -1.005 -1.307 -1.659 0.037 -1.045
(0.936) (1.235) (1.169) (1.341) (1.574) (2.007)
R-squared 0.143 0.104 0.317 0.261 0.123 0.118
Residual sum of squares 208.800 225.446 108.628 135.248 170.075 196.242
F-test equality by age (p-value) 0.349 0.411 0.474
Sample Size 186 161 130 119 163 147

Notes: Sample includes families in 2002 or 2007 PSID-CDS with children ages 5-12 and only 1-2 children ages 12
and under. * significant at 0.05 level.
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Table G-17: Joint GMM Estimation of Relative Demand Moments

€r,g €. H Correl. residuals
(1) (2) (1) (2) (1) (2)
0.20 0.37 0.51 0.77 0.88 0.88
(0.05) (0.17) (0.09) (0.09)
q;m: Mother’s Time qNSf: Father’s Time ¢~)3¢: Childcare
(1) (2) (1) (2) (1) (2)
Constant 8.37 5.55 4.11 3.35 -1.19 -1.45
(1.97) (1.67) (1.28) (0.76) (0.40) (0.28)
Single 0.29 0.11 - - 0.62 0.63
(0.38) (0.21) - - (0.21) (0.14)
Type 2 -1.14 -0.49 - - 0.03 0.00
(0.59) (0.46) - - (0.29) (0.20)
Type 3 -2.49 -1.09 - - -0.04 -0.09
(0.96) (0.86) - - (0.30) (0.21)
Mother some coll. -0.44 -0.13 - - -0.00 -0.06
(0.45) (0.28) - - (0.19) (0.13)
Mother coll+ -1.81 -0.76 - - -0.20 -0.28
(0.77) (0.65) - - (0.19) (0.13)
Child’s age -0.60 -0.34 -0.48 -0.24 -0.07 -0.04
(0.18) (0.15) (0.18) (0.14) (0.03) (0.02)
Num. of children 0-5  0.33 0.16 0.59 0.29 0.09 0.08
(0.29) (0.18) (0.42) (0.26) (0.12) (0.08)
Father some coll. - - -1.08 -0.41 0.06 0.01
- - (0.74) (0.45) (0.25) (0.17)
Father coll+ - - -0.84 -0.22 -0.54 -0.41
- - (0.66) (0.44) (0.23) (0.16)

Notes: Specification (1) uses own-relative prices as instruments in each moment condition. Spec-
ification (2) uses predicted wages by occupation and state as an instrument for Mothers’ and
residuals” reports the p-value from a correlation test
The function f is specified as:

Fathers’” wages. The column ”Correl.
of the relative demand residuals described in Appendix E.4.
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Table G-20: Joint GMM Estimation Relaxing Some Parameters Across Relative Demand and Pro-
duction — Unconstrained (k = 0)

€ J 2 2N(Qn — Q)

Rel. Dem. Prod. Rel. Dem. Prod. - - -
0.21 0.55 0.50 - 0.14 0.83 1.98
(0.05) (27.77) (0.09) - (0.05) (0.03) (0.37)

(;Em: Mother’s Time (Z;fi Father’s Time (139;: Childcare ¢o: TFP

Rel. Dem. Prod. Rel. Dem. Prod. Rel. Dem. Prod. -
Constant 7.86 - 4.06 - -1.19 - 1.36
(1.70) (1.17) (0.41) (0.59)
Single 0.08 - - - 0.60 - -0.13
(0.34) (0.21) (0.14)
Type 2 -0.87 - - - 0.07 - 0.01
(0.50) (0.30) (0.14)
Type 3 -2.17 - - - 0.10 - -0.40
(0.81) (0.31) (0.28)
Mother some coll. -0.47 - - - 0.01 - 0.07
(0.42) (0.20) (0.11)
Mother coll+ -1.55 - - - -0.22 - -0.11
(0.65) (0.19) (0.21)
Child’s age -0.56 - -0.44 - -0.07 - -0.16
(0.16) (0.16) (0.03) (0.04)
Num. of children 0-5 0.45 - 0.61 - 0.06 - 0.08
(0.27) (0.38) (0.12) (0.05)
Father some coll. - - -0.96 - -0.00 -18.19 -0.05
(0.66) (0.25) (1094529195.59) (0.57)
Father coll+ - - -0.84 - -0.64 - 0.17
(0.61) (0.24) (0.10)
Year = 2002 - - - - - - -0.33
(0.06)

Notes: This table reports GMM estimates where some parameters are allowed to differ between those de-
termining relative input demand (Rel. Dem.) and those determining actual skill production (Prod.). See
Appendix E.4 for more details. The distance metric, 2N(Qn — QN), is the difference between the opti-
mally weighted GMM criterion at the restricted estimates and its value at the relaxed estimates. It has a
x? distribution with degrees of freedom equal to the number of constraints that are relaxed. Standard er-
rors are indicated in parentheses except for the distance metric, which reports a p-value. The function f

: : = P P p = P p \7* = P v Yo

is specified as: f = (am,i,ﬂm,i,t +apieTf (1= Gmie — af,i,t)gi,t) (1 = @g,it) + Go,i) with @;:. =
exp(Zi,tb;) . -~ exp(Zi19a) . . . . N . £81yy%2

Tronp(Zs adm) roxp(Ziadg) ) e{m, f}and @s,ir = Trenn(Zr8a)" The function H is specified as H(f, Wi, 0:,t) = 05,0 f°1 U3

with 6; ; = exp(Zi,tqzﬁg + fg,iyt).
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Table G-21: Joint GMM Estimation Relaxing Some Parameters Across Relative Demand and Pro-
duction — No Borrowing/Saving (k = 1)

€r.g €x,H (51 (52 QN(QN — QN)

Rel. Dem. Prod. Rel. Dem. Prod. - - -
0.21 0.56 0.50 - 0.17 0.82 1.72
(0.05) (21.96) (0.09) - (0.05) (0.03) (0.42)

(;Bm: Mother’s Time <;~5f: Father’s Time (]333: Childcare ¢y: TFP

Rel. Dem. Prod. Rel. Dem. Prod. Rel. Dem. Prod. -
Constant 7.79 - 3.93 - -1.18 - 1.21
(1.69) (1.17) (0.41) (0.62)
Single 0.11 - - - 0.60 - -0.17
(0.34) (0.21) (0.14)
Type 2 -0.87 - - - 0.07 - -0.09
(0.50) (0.30) (0.16)
Type 3 -2.19 - - - 0.10 - -0.55
(0.82) (0.31) (0.30)
Mother some coll. -0.47 - - - 0.01 - 0.02
(0.42) (0.20) (0.12)
Mother coll+ -1.55 - - - -0.22 - -0.18
(0.65) (0.19) (0.22)
Child’s age -0.56 - -0.43 - -0.07 - -0.16
(0.15) (0.16) (0.03) (0.04)
Num. of children 0-5 0.43 - 0.60 - 0.05 - 0.07
(0.27) (0.38) (0.12) (0.05)
Father some coll. - - -0.95 - 0.00 -16.20 -0.08
(0.67) (0.25) (130762285.78) (0.58)
Father coll+ - - -0.83 - -0.63 - 0.12
(0.61) (0.24) (0.10)
Year = 2002 - - - - - - -0.30
(0.06)

Notes: This table reports GMM estimates where some parameters are allowed to differ between those de-
termining relative input demand (Rel. Dem.) and those determining actual skill production (Prod.). See
Appendix E.4 for more details. The distance metric, 2N(Qn — Qn), is the difference between the opti-
mally weighted GMM criterion at the restricted estimates and its value at the relaxed estimates. It has a
x? distribution with degrees of freedom equal to the number of constraints that are relaxed. Standard er-
rors are indicated in parentheses except for the distance metric, which reports a p-value. The function f is

v/p 1
specified as: f = |:(dm»i,t7—'sl,i,t +agiats i+ (1= Amie — flf,z‘,t)gﬁt) (1 = @aist) + Goyip2], with @i =
exp(Zi,19;) . -~ exp(Zi,tha) . . . ) ) _
Troxp(Zidm) texp(Zi1dp) J € {m, [} and Gyt = Tronn(Zi160)" The function H is specified as H(f, ¥;,0i:) =

0:,0 f100% with 0; = exp(Zi.eo + Eo,it)-
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Table G-22: Joint GMM Estimation Allowing Time Productivity Share for Mothers to Differ
Across Relative Demand and Production — No Borrowing/Saving (x = 1)

€r,g €x,H 01 02 2N(Qn — QnN)

Rel. Dem. Prod. Rel. Dem. Prod. - - -
0.20 - 0.50 - 0.17 0.83 0.00
(0.05) - (0.09) - (0.05) (0.02) (0.97)

ém: Mother’s Time qgf: Father’s Time qu: Childcare ¢y: TFP

Rel. Dem. Prod. Rel. Dem. Prod. Rel. Dem. Prod. -
Constant 8.19 8.10 4.12 - -1.19 - 1.11
(1.89) (9.53) (1.27) (0.41) (0.73)
Single 0.10 - - - 0.61 - -0.20
(0.37) (0.21) (0.34)
Type 2 -0.96 - - - 0.08 - -0.05
(0.55) (0.30) (0.24)
Type 3 -2.41 - - - 0.10 - -0.43
(0.92) (0.31) (0.45)
Mother some coll. -0.50 - - - 0.01 - 0.05
(0.45) (0.20) (0.16)
Mother coll+ -1.70 - - - -0.23 - -0.08
(0.73) (0.19) (0.34)
Child’s age -0.59 - -0.47 - -0.07 - -0.13
(0.17) (0.17) (0.03) (0.09)
Num. of children 0-5 0.46 - 0.64 - 0.06 - 0.06
(0.29) (0.42) (0.12) (0.06)
Father some coll. - - -1.04 - -0.00 - -0.01
(0.72) (0.25) (0.09)
Father coll+ - - -0.95 - -0.63 - 0.17
(0.67) (0.24) (0.12)
Year = 2002 - - - - - - -0.30
(0.07)

Notes: This table reports GMM estimates where some parameters are allowed to differ between those
determining relative input demand (Rel. Dem.) and those determining actual skill production (Prod.).
See Appendix E.4 for more details. The distance metric, 2N(Qn — Qn), is the difference between the
optimally weighted GMM criterion at the restricted estimates and its value at the relaxed estimates. It has
a x? distribution with degrees of freedom equal to the number of constraints that are relaxed. Standard
errors are indicated in parentheses except for the distance metric, which reports a p-value. The function

v/p 1
f is specified as: f = {(am,i,ﬂf;’i,t + CLf’i’tT})Yi’t + (1= am,i — af’i7t)g£t) (1= @z,,e) + az,i7tmzt with

CXP(Zi,t‘JBj) - ~
1+9XP(Z'i,t437n)+9Xp(z'i,t43f)7 '] = {m,f} and a:v,l,t -

H(f, Wiy, 0i4) = Qi,tfél‘l’fi with 0;; = exp(Zitpo + Eo,it)-

exp(Zi 1 ba) . . .
Trexp(Z, 100)" The function H is specified as

aj,i,t =
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Table G-23: Joint GMM Estimation Allowing Time Productivity Share for Mothers to Differ
Across Relative Demand and Production — Unconstrained (k = 0)

€r,9 €x,H 51 (52 2N(QN — QN)

Rel. Dem. Prod. Rel. Dem. Prod. - - -
0.20 - 0.50 - 0.14 0.83 0.02
(0.05) - (0.09) - (0.04) (0.02) (0.88)

ém: Mother’s Time (;;f: Father’s Time (]333: Childcare ¢y: TFP

Rel. Dem. Prod. Rel. Dem. Prod. Rel. Dem. Prod. -
Constant 8.43 8.80 4.28 - -1.21 - 1.28
(1.99) (11.14) (1.30) (0.41) (0.87)
Single 0.08 - - - 0.61 - -0.14
(0.37) (0.21) (0.27)
Type 2 -0.98 - - - 0.08 - 0.04
(0.56) (0.30) (0.24)
Type 3 -2.44 - - - 0.10 - -0.29
(0.95) (0.31) (0.48)
Mother some coll. -0.53 - - - 0.00 - 0.10
(0.46) (0.20) (0.16)
Mother coll+ -1.77 - - - -0.22 - -0.02
(0.76) (0.19) (0.37)
Child’s age -0.62 - -0.49 - -0.07 - -0.13
(0.18) (0.18) (0.03) (0.11)
Num. of children 0-5 0.50 - 0.67 - 0.07 - 0.08
(0.30) (0.43) (0.12) (0.06)
Father some coll. - - -1.10 - -0.01 - 0.01
(0.74) (0.25) (0.09)
Father coll+ - - -1.01 - -0.64 - 0.21
(0.69) (0.24) (0.11)
Year = 2002 - - - - - - -0.34
(0.06)

Notes: This table reports GMM estimates where some parameters are allowed to differ between those de-
termining relative input demand (Rel. Dem.) and those determining actual skill production (Prod.). See
Appendix E.4 for more details. The distance metric, 2N(Qn — QN)7 is the difference between the opti-
mally weighted GMM criterion at the restricted estimates and its value at the relaxed estimates. It has a
x? distribution with degrees of freedom equal to the number of constraints that are relaxed. Standard er-
rors are indicated in parentheses except for the distance metric, which reports a p-value. The function f

v/p 1
is specified as: f = {(ammﬂjjm,t +agiatf i+ (1= Amyie — af,i,t)gzt) (1 = @z,it) + G,i0] with

exp(Zi,19;) . P
I4exp(Z,idm)+exp(Z; 1dy)’ 7€ {m,f} and dq0 =

H(f, Wi, 050) = 0:0 fOU02 with 0; = exp(Zi 1o + £o.i.t)-

exp(Zi 1 ba) . . .
Trexp(Z, 100)" The function H is specified as

Ajit =
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Table G-24: Direct GMM Estimation of Production Parameters using Relaxed Rel-
ative Demand

p v 81 b2

(1) (1) (1) (1)
[-3.00, -0.04] [-6.79, 2.17] [0.13,0.07]  [0.71, 0.96]

ngl Mother’s Time éf: Father’s Time ¢~>z: Childcare ¢y: TFP

) (1) ) (1)
Constant [-3.88, 2.75] -3.93, 0.99] [2.59, 1.80]  [-4.65, 0.58]
Single - - [4.40, 2.43]  [-0.01, 1.84]
Mother some coll. - - - [-3.19, 0.89]
Mother coll+ - - - [-0.16, 2.17]
Father some coll. - - - [-1.16, 2.97]
Father coll+ - - - [-0.11, 2.35]
Child’s age - - - [-0.01, 0.52]
Num. of children 0-5 - - - [0.45, 4.13]
Year = 2002 - - - [-0.71, -0.25]

Notes: This table reports bootstrapped 80% confidence intervals for GMM estimates of the
production function using the “direct” approach outlined in Appendix E.5 and Section 5.2.1.
Due to convergence issues, estimates are obtained by terminating minimization after 100
LBFGS iterations followed by 10 Newton iterations. The bootstrapped sample is obtained us-
ing 50 samples with replacement of children in the data. The function f is specified as:
i ~ i i e i Yoo
f= {(am,i,trﬁl,i,t +apieTf (1= amie — af,i,t)gf’t) (1 = Gx,it) + Goiex] with aj,i: =
exp(Z;, ;) . ~ eXP(Zi,tLYE'{)
Tt ron gy 1 € Imoftand o = 27570

H(f, Wi, 0i) = 9i,tf51‘lffi with 6s,; = exp(Zisdo + Eo,it)-

. The function H is specified as
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