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The Added Worker Effect, Employment Contracts, and the
Reasons for the Wife’s Inactivity

The recent literature provide compelling evidence of the existence of a significant
added worker effect (AWE) - wives increase their labour supply in response to the job
displacement of their husbands. However, little is known about the heterogeneity of the
effect. | study the variation in the AWE depending on the reasons for the wife’s inactivity,
and on the husband’s employment contract type. | find that the responses of
discouraged women to the job displacement of their husbands were three times as
strong as the responses of those women, who were inactive for reasons of health and
family. This finding suggests that discouraged people are highly responsive to the
income shocks that occur within a household. In addition, | find that the size of the AWE
also depends on the type of employment contract the husband had. The results suggest
that high employment protection reduces the wife’s incentives to join the labour force

after her husband’s job displacement.
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