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Married Women’s Labour Supply in Australia:
Sensitivity to the Specification of Labour
Supply Function and Heteroscedasticity

Akira Kawaguchi

This paper estimates five alternative labour supply functions of married women, pay-
ing a special attention to the sensitivity to the specification of labour supply function and
heteroscedasticity.

Most empirical studies of labour supply have specified labour supply functions so that
it is easy to estimate certain parameters such as wage and income effects. Little atten-
tion has been paid to whether the functional form fits the data. Even comprehensive
survey articles, like Killingsworth (1983) and Killingsworth and Heckman (1987), did not
mention the sensitivity to the specification of function.

A notable exception is Stern (1986) which compared 12 labour supply functions based
on eight criteria. He concluded that it is dangerous to select functional form because of
the facility for estimation. However, he did not actually estimate labour supply func-
tions.

Another problem this paper focuses is the existence of heteroscedasticity. Most
studies of labour supply assume homoscedasticity, and few studies test this assumption.
However, equation standard error may depend on the number of children and age. We
estimate the relation between standard error and explanatory variables, and discuss its im-
plication.

Major findings of this paper are as follows. The wage effect is positive when the
wage rate is low, and is negative when it is high. If the wage effect is positive (negative), it
increases (decreases) as non-wage income increases, The income effect declines as the
wage rate increases. Thus the wage and income effects depend on the level of wage rate
and non-wage income. Among five functions we estimated, only a quadratic function
can capture these characteristics.

Furthermore, the equation standard error is positively related to the number of small
children and women’s age. The reason is that the availability of childcare and past ex-
perience are important factors of labour supply for women with small children and elder
women respectively, but these variables are not included in our labour supply function.
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%m#ﬁ(ﬁﬁ)ﬁﬁ
CONST —0.436 —0.273 —0.5 —0.256 —0.559
(0.402) (0. 445) (0. 542) (0.229) (0.421)
w —0.0315%* —0.0131 —0.0003 — —
(0.0123) (0.0394) (0.0460)
w2 — —0.0003 0. 0002 — —
(0.0015) (0.0016)
M/1000 0.0027 0.0017 0.0181 0.0016 —
(0.0043) (0.0042) (0.0173) (0.0043)
(M/1000)2 — — —0.0001 — —
(0. 0002)
WM/1000 - e —0.0008 — —
(0.0011)
logw - — - —0.153 —
(0.121)
VW — — — — —0.587
(1.16)
(M/1000)/W — — — — 0.0506
(0.0283)
AGE 0.0217** 0.0183** 0. 0189** 0.0199** 0.0186**
(0.0070) (0.0069) (0. 0069) (0. 0070) (0.0068)
BACH 0.112 0.0319 0.0178 0.0435 0. 0305
(0. 144) (0.142) (0.142) (0.143) (0.139)
DIP 0.0435 0.0151 0.0260 0.0252 0.0233
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ED —0.0305 —0. 0445 —0.0442 —0.0350 —0.0377
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(0.150) (0. 148) (0.148) (0.150) (0.149)
OTHER —0.261 —0.267 —0. 284 —0.257 —0.255
(0.190) (0.188) (0.188) (0.190) (0.188)
D04 0.414** 0.395%* 0. 395%* 0.410** 0.427**
(0.0735) (0.0735) (0.0739) 0.0727) (0.0716)
D59 0.0523 0. 0454 0.0453 0. 0544 0.0530
(0.0589) (0.0583) (0. 0584) (0. 0590) (0.0586)
D1014 0. 146** 0.131** 0.131%* 0.148** 0.142*
(0.0563) (0.0555) (0. 0559) (0.0562) (0. 0558)
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