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1. Introduction
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2. Model
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2.1 Timing and preferences (one child case)
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We assume a Cobb–Douglas household utility function and restrict the preference parameters 

to be stable over time:
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2.2 Child quality production
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We assume a Cobb–Douglas form for the child quality technology:
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2.3 Dynamic problem
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The value function for the household in development period t is then
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2.4 Terminal value
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We can write the period M optimization problem as
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2.5 Model solution
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We can write the conditional factor demands for child inputs, where we are 

conditioning on labour supply choices and non-labour income, as
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Define two “latent” labour supply variables in period t by
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2.6 The two-child household
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3. Econometric Issues
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3.1 The one child case
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• In terms of the non-labour income process, there are a large number of households 

with no non-labour income in a given period, so we consider this process to be a 

truncated version of a latent variable process in levels (instead of logs). 

• In particular, let

be the latent non-labour income in period t, with a mean given byμ3,t and where ε3,t 
i.∼i.d.N(0,σ33), for all t.

• The actual non-labour income process is given by
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We choose the following function that satisfies these restrictions:
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3.1 The two child case
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3.3 Measuring child quality
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• As in all factor models, we will have to restrict the values of λ0 and λ1 in 

order to identify other model parameters.

• We will set λ0=0 and λ1=1, so that the normalized function p is given by
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3.4 Identification
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3.5 Data
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A summary of the data used in the estimation is given in the following table:
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3.6 Descriptive statistics
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3.7 Estimator
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4. Model Estimates



Del Boca, Flinn, Wiswall Household Choices

4.1 One-child households
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4.2 Two-child households
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5. Comparative Statics Exercises
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5.1 Preferences and investment
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5.2 Policy analysis
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6. Conclusion 


