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Abstract

This paper studies the macroeconomic implications of the rise in participation
and attachment to the labor force of women and secondary earners. I develop a
business cycle model of couples that features labor market frictions, endogenous
labor supply, and human capital accumulation. Households face unemployment
risk over the business cycle, and secondary earners adjust their labor supply to
respond to this risk, so that they are more likely to participate when primary
earners face a high risk of job loss. I validate the model using novel empirical ev-
idence on added worker effect heterogeneity by previous labor market experience
and income. A large mass of marginal secondary earners will dampen fluctua-
tions in aggregate employment if the income effect induced by unemployment
is greater than the substitution effect due to lower wages. The magnitude of
the counter-cyclical effect is proportional to the distance from the participation
frontier of secondary earners, which in turn depends on the gap in net wages be-
tween partners. For values of the wage gap smaller than 20%, women’s aggregate
labor supply elasticity converges to men’s, and the dampening effect wanes.

∗I am grateful to my advisors Alessandro Dovis, Jesús Fernández-Villaverde and Dirk Krueger for
their invaluable guidance and support. I also thank economists at the Labor Markets section at the
Federal Reserve Board, audience members at the University of Pennsylvania and the Federal Reserve
Board for their insightful comments and suggestions. All errors are my own.

†Email: scas@sas.upenn.edu; website: www.saracasella.com.

mailto:scas@sas.upenn.edu
https://www.saracasella.com

