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1 Introduction

Employment-centered pension schemes favor continuous employment ca-
reers with no work interruptions and (above) average earnings. In this
type of pension scheme, every year of employment counts towards the
individual’s future pension benefit, because with the payment of social in-
surance contributions or payroll taxes from their labor income, individu-
als earn pension entitlements that accumulate over the life cycle and
qualify for the receipt of benefits as they retire. Career interruptions stop
the accumulation of pension rights immediately and may also have persis-
tent scar effects for the years following the interruption by slowing the

accumulation down (Gangl 2006).

It is needless to point out that employment-centered pension schemes are
more conducive to the employment careers of men, who work more con-
tinuously, interrupt work less often and earn more than women (Arza
2008; Frericks et al. 2007). Women - in particular married women - with
different life cycle patterns of work and family choices are structurally
disadvantaged (Lillard and Waite 2000). Motherhood and child care re-
sponsibilities, but also the resulting disruption in the accumulation of
human capital and job-specific skills atrophy limit women’s opportunities
to accumulate sufficient pension entitlements on their own (Gangl and

Ziefle 2009).

In the past, policymakers saw no reason for concern in the low pension
rights accrued by women and the considerable gender pension gap , be-
cause the majority of women was assumed to be best protected through
the old-age pension received by their husband or in case he dies, through
the payment of survivor’s benefits. The equal sharing of resources in old
age among married couples was expected to compensate women in life-
long marriages for their (intermittent) withdrawal from the labor market
that limited their chances to earn pension rights on their own (Joshi and

Davies 1991).



However, increasing divorce rates experienced by most industrialized
countries put pension systems under pressure. Divorce ends the sharing of
financial resources in couples not only during working life but also in old
age (Ginn and Price 2002). In terms of pension entitlements, divorce is no
problem for individuals who were always fully engaged in the labor mar-
ket during marriage. But vulnerability is high for those with a weak labor
market attachment who are financially dependent on their partner. For
them to catch up in pension building is difficult given that they jeopard-
ized their earnings capacity during the time being married. It is a well-
known fact that the economic consequences of divorce are more severe for

women than they are for men (Burkhauser et al. 1994; Duncan and

Hoffman 1985; Smock 1994).

The strong ties between marital status and labor supply are well-
documented in the literature, but evidence is limited as to how marital tra-
jectories affect the accumulation of pension rights across the individual’s
working life (Haider et al. 2003). This study compares the interdependen-
cies of women’s marital trajectories and the accumulation of pension
rights in two diverging welfare states: Germany and the U.S. Both coun-
tries under study have mature public pension schemes that are based on a
rather similar rationale, but exhibit considerable variations in their wel-
fare state conceptions, the generosity of benefits provided, and the way
they handle marital transitions over the life-course. At the same time,
both countries experienced massive changes in partnership patterns during
the last decades. Germany and the U.S. both saw significant increases in

divorce rates in spite of differences in timing and magnitude.’

Systematic analyses of cross-country differences possibly identify perva-

sive incentives in welfare states that perpetuate gender-specific employ-

> For a comparison of the development of the crude divorce rate in Germany and the

U.S. see Figure A1 in the Appendix.



ment patterns, economic dependencies in couples, and insufficient finan-
cial resources in later life depending on their respective marital choices. So
far, these studies have been rare because of the lack of access to adequate
and comparable longitudinal data that allow us to study the long-run fi-
nancial consequences of marital choices for pension building by tracking

them through to retirement.

Based on two new and unique datasets linking extensive longitudinal sur-
vey data with administrative pension records that cover life cycle pension-
relevant earnings, this study seeks to shed light on the dynamics of pen-
sion accumulation and marital trajectories. For Germany, this study uses
data from the Socio-Economic Panel Study (SOEP) matched with the
Sample of Active Pension Accounts (SAPA) from the German statutory
pension insurance. The reference data for the U.S. provides the Health
and Retirement Study (HRS) linked with the 2004 Permissions: Wage and
Self-Employment Income (W2), an administrative dataset maintained by

the Social Security Administration.’

The paper is structured as follows: The next session summarizes the exist-
ing literature dealing with the interdependencies of marital choices and la-
bor supply and discusses possible repercussions for the accumulation of
pension rights. Section 3 provides a detailed picture of the policy back-
ground in Germany and the U.S. with respect to the institutional design
of their public pension programs, the treatment of marital transitions in
these programs and the underlying welfare state conceptions in both
countries. Also in this Section, I state the research hypotheses that direct

the empirical analysis. Section 4 presents the data and the analytic ap-

Access to these confidential data is restricted. Data are only available under terms of a
formal agreement between the Health and Retirement Study and the researcher. The
author thanks Prof. Don Taylor and Anne Fletcher at the Sanford School of Public
Policy at Duke University for providing access as a supplemental user under the HRS
DUA 2004-011 in the name of Donald H. Taylor, Jr.



proach. For the population of retirees, Section 5 provides descriptive and
multivariate evidence on the interplay of marital trajectories and retire-
ment outcomes. In Section 6 I take on a dynamic perspective and show
how marital trajectories and the process of pension building are inter-
twined for the pre-retirement cohorts. Section 7 concludes and ends with

an outlook on future research.

2 Literature Review

So far, our knowledge is limited as to how marital choices affect the dy-
namics of pension building over the adult’s working life, mainly because
adequate data became only recently available.* More is known about how
marital status or marital transitions affect the short- to medium-term labor
supply of men and women. This evidence is valuable because in employ-
ment-centered pension schemes, labor supply directly translates into pen-

sion entitlements.

Since the late 1970s, much academic attention has been devoted to the link
between labor supply and marriage. These studies found that women cut
back on their labor supply upon marriage, but also in the years prior to
getting married (Heckman and Macurdy 1980; Johnson and Skinner 1986;
Mincer and Solomon 1978). Aughinbaugh shows that remarriage in wom-
en does not change the odds for the decision of whether to work or not
when compared to the first marriage. However, women who worked dur-
ing their first marriage work more hours in their second marriage (2010).

Despite the reduction in labor supply of married women, they still enjoy

In Germany, access to administrative data was long time restricted because of confi-
dentiality concerns. National initiatives like the German Data Forum (Rat fiir Sozial- und
Wirtschaftsdaten) have largely improved the data infrastructure for the social, economic,
and behavioral sciences by opening up access to valuable data in the branches of the
social insurance system and other public institutions (Rat fir Sozial- und
Wirtschaftsdaten 2010).



higher levels of economic well-being than divorced women (Smock et al.
1999).” Nevertheless, in terms of pension rights, a decrease in labor supply

of married women means less pension rights to accumulate.

During the last decades, the transition to divorce and the respective short-
and medium-term consequences have received increasing attention. These
studies analyzed how marital dissolution modifies the labor supply of in-
dividuals (Haardt 2006; Haurin 1989; Johnson and Skinner 1986) or the
individual’s income position (Jarvis and Jenkins 1999; Jenkins 2008;
Poortman 2000) both for men (Kalmijn 2005; McManus and DiPrete
2001) and for women (Smock 1993; Smock 1994). Cross-country studies
helped to understand the role institutions play in mediating the economic
consequences of divorce (Andrefl et al. 2006; Wagner and Weifl 2006). The
trigger events® literature also stressed how institutions can buffer the im-
pact of potentially disruptive events on household income mobility, dis-
tinguishing job-related and demographic events such as unemployment
(Gangl 2006; McManus and DiPrete 2001)’, childbirth (Budig and Eng-
land 2001), or divorce (DiPrete and McManus 2000; McManus and Di-
Prete 2001).

Another strand of literature focuses on differences in retirement outcomes
across marital status groups. Studies in Germany and the U.S. identified
divorcees, especially divorced women, to face an increased risk of old-age
poverty (Bundesregierung 2008; Munnell 2004). Divorced women typical-

ly have low social security benefits on their own and no additional in-

The authors show that the economic benefit married women have over divorced
women has been overestimated in previous studies, because divorced women would
not benefit to the same extent from marriage if they were to remain married (Smock
et al. 1999).

Trigger events are critical life course events that are likely to have an (negative) impact
on the household’s income situation (Gangl 2006).

These studies have a comparative focus in order to analyze how varying institutional
contexts mediate the effects of trigger events.



come sources to rely on when living alone (TNS Infratest 2009; Vartanian
and McNamara 2002).® Based on the available empirical literature, the
economic well-being of elderly divorced individuals seems to be more of a
concern in the United States (Butrica and Iams 2000; Favreault and
Steuerle 2007; Haider et al. 2003) and the UK (Ginn and Price 2002; Joshi
and Davies 1991) than in Germany.’ Little is known about the population
of never married individuals that will increase over the next decades. For
the U.S., studies show that never married elderly Americans are more

likely to experience economic hardship than other marital status groups
(Tamborini 2007).

All these works either focus on how the current marital status or marital
transitions affect the individual’s labor supply or alternatively, how re-
tirement outcomes differ by current marital status. However, little is
known as to how the marital history affects retirement outcomes. An ex-
ception is the paper by Wilmoth and Koso who illustrate that marital his-
tory matters when it comes to wealth outcomes (2002). They show large
differences in the wealth outcomes of preretirement adults depending on
their marital history as well as substantial gender effects. Substantial
changes in the marital histories of the baby boomers also affect eligibility
for spousal and widows benefits in the U.S. social security system
(Tamborini et al. 2009). Due to the shorter duration of marriages that end
in divorce, a growing share of divorced women foregoes eligibility for

spousal and widows benefits.

In general, poverty rates for elderly single women are higher in the U.S. than in
Germany. In both countries, poverty rates for divorced women are more than double
the overall old-age poverty rates. Smeeding and Sandstrom come to the conclusion
that elderly living arrangements matter more than age (2005).

In the U.S., cohorts born between 1940 and 1950 were the first to experience large
increases in divorce rates. The majority of these birth cohorts will quit work between
2005 and 2015. In Germany, the cohorts who experienced the rapid rise in divorce in
the 1980s will retire approximately ten years later.



This paper follows the line of argument that retirement outcomes and the
process of pension building does not depend on marital status or a specific
marital event, but rather on a sequence of different marital events across
the life-course, namely the individual’s marital trajectory. Furthermore, I
expect that the repercussions marital trajectories have on the accumulation
of pension rights differ depending on the institutional context these trajec-
tories are embedded in. The following research questions guide the empir-

ical analyses.

1. Do retirement outcomes differ across marital trajectories?

2. Do marital trajectories result in different paths of pension build-
ing?

3. If marital trajectories matter, to what extent do welfare state con-
text and the institutional design of the pension system explain dif-
ferences in retirement outcomes?

3 The Policy Background

3.1 The Process of Pension Building

This paper analyzes how marital trajectories affect retirement outcomes
and pension building primarily in the public pension scheme in Germany
and the U.S. Focusing on the public pension pillar dismisses a great deal of
the retirement income picture. It is certainly true that other forms of old
age provision such as occupational and private pensions, but also home-
ownership (Frick and Grabka 2003; Frick et al. 2010) complement social
security benefits. Nevertheless, as a compulsory program in both coun-
tries, the social security scheme covers the majority of the population,
which is not true for any other type of old-age provision. Social security
benefits also make up for the largest share of the total retirement income

in Germany and the U.S.

On average, stock market has done greatly over the last years. However,
individuals don’t live in averages. This means that if a person needs to

cash out in the year of retirement, he/she is subject to considerable differ-



ent set of risks. Social security is not prone to these risks and therefore the

most important source of old-age income.

Retirement outcomes are the pension benefits individuals receive as soon
as they retire. Pension building describes the process of accumulating pen-
sion rights across the working life. Typically, individuals earn pension
rights through gainful employment. The process of accumulation starts
with the first job that is subject to social insurance contributions or pay-
roll taxes and ends with the transition into retirement.'® The extent to
which the accumulated social security wealth is a reflection of the individ-
ual’s earnings history and retirement benefits are a proxy for the person’s
life cycle labor market attachment depends on the institutional design of
the pension scheme. More specifically, it depends on whether the scheme
is funded or pay-as-you-go (PAYG) and on how strict a relation exists be-

tween pension benefits and the workers previous contributions or taxes

(Barr and Diamond 2006).

3.2 The Institutional Design of Pension Schemes

In defined-contribution (DC) schemes, also called funded individual ac-
counts, individuals pay a fixed share of their earnings that are invested in
assets (Barr 2006). The accumulating assets and their returns are typically
paid out as an annuity upon retirement. In this type of pension scheme,
the size of the final pension benefit is related to a person’s lifetime contri-
butions, but more so to the successful accumulation of assets, the rate of

interest and life expectancy at the time of retirement. Furthermore, DC

' In most pension schemes, individuals who work past retirement no longer accumu-

late pension entitlements but are allowed to work without any limits on earnings as
long as they reached the full retirement age, which equally applies to the German and
U.S. pension scheme. Matters are more complicated for individuals who retired early.
Individuals under the full retirement age are subject to a limit on earnings and if they
exceed this limit, a certain amount of their pension benefit is withheld.



plans face a multitude of risks that are out of the individual’s control that
potentially weaken the relation between pension benefits and previous

contributions (e.g. macroeconomic shocks, future earnings, etc.)."

Pay-as-you-go schemes are defined benefit (DB) systems. It’s in the nature
of these schemes that individuals currently in the workforce pay contribu-
tions that finance the pensions of current retirees. In PAYG schemes, the
relation between benefits and previous contributions is more straightfor-
ward than in DC schemes: the retirement income is a reflection of the
person’s work history. Year in and year out, employees and employers
pay a fixed share of their earnings into the public pension scheme that en-
titles workers to draw benefits as they retire. The pension benefit formula
determines how closely contributions and benefits are linked depending
on whether all years, the final years or a fixed number of best years enters
the equation. Clearly, the contribution-benefit link is closest if all years
with pension-relevant earnings are considered in the benefit calculation. In
best years schemes however, benefits reflect a positive selection of a per-
son’s working career, which is beneficial to individuals with a few years of
employment but otherwise weak labor market attachment. Policymakers
can install additional provisions that weaken the benefit/contribution link
in favor of individuals with a weak labor market attachment or below av-
erage earnings. These redistributive provisions include pension entitle-
ments for certain forms of non-employment. Another instrument is the
upgrade of below average contributions, for example during the child-
rearing years of mothers. Alternatively, pension schemes can redistribute

between low and high earners (Barr and Diamond 2006).

The rationale behind the German and U.S. social security scheme is quite

" For a detailed discussion of the risks associated to fully funded pension schemes see

Barr and Diamond (2006).
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similar.”” Both systems are mature PAYG schemes. They are compulsory
and cover more than 90 percent of the population in both countries
(Kruse 2007; Tamborini et al. 2009). Both systems are employment-
centered in that pension building primarily depends on the individual’s
lifetime pattern of economic activity. The U.S. benefit formula considers
the best 35 years, whereas the German considers all years of employment.
Because of the stricter benefit/contribution link, the German public pen-
sion system installed several provisions to weaken this tie. For example, it
gives caretaker credits to the parent who predominantly cares for children
or family members in need of care. The U.S. pension system gives no such
credits, but redistributes between high and low earners with its progres-
sive benefit formula that provides higher returns to the first than to the
last dollar paid in contributions (Steuerle et al. 2004). This brief synopsis
illustrates that the institutional design of both pension schemes is quite
similar, which is surprising given the significant differences in the way
they treat marital transitions in their pension programs and their welfare

state conceptions.

3.3 The Impact of Marital Transitions

Despite their similarities in pension design, Germany and the U.S. differ
with respect to the eligibility for benefits related to the individual’s mari-
tal history. The marital status in itself has no impact on the accumulation
of pension entitlements, because pension rules are by definition marriage
neutral.” This neutrality implies that a certain amount of contributions or
payroll taxes does not directly render more pension rights for married
than for never married individuals. However, certain marital transitions

over a person’s life-course bring about changes in his or her pension

2 For a brief sketch of the German and U.S. public pension scheme and their respective

benefit calculation formulas, see Tables A1 and A2 in the Appendix.

P In contrast, marriage neutrality does not apply to the German and U.S. tax system.

11



rights, because they might establish indirect benefit eligibility (Tamborini
et al. 2009).

In Germany, married individuals are not entitled to any kind of spousal
benefit, whereas the U.S. social security system provides benefits to de-
pendents as soon as the eligible worker retires conditional on the couple
being married for at least one full year prior to the application for bene-
fits."* The spousal benefit amounts to half of the worker’s primary insur-
ance amount (PIA) that depends on the work record of the entitled
worker. The U.S. social security system pays spousal benefits as long as
the beneficiary is alive. If a married spouse, in addition to the spousal ben-
efit, qualifies for his or her own retired-worker pension, the person is du-
ally entitled, but collects only one benefit, whichever of the two is

larger.”

The German and U.S. social security system both introduced benefits to
divorced spouses in the late 1970s. However, the countries differ with re-
spect to the timing the divorce settlements takes place and the amount of
benefits paid. In the U.S., divorced elderly individuals might be entitled to
divorced spouse benefits as soon as the entitled worker starts to collect the
retired worker benefit. The benefit for the divorced spouse equals 50 per-
cent of the ex-spouses Primary Insurance Amount (PIA)." The level of

benefits depends on the ex-spouse’s work record (Lillard and Waite 2000).

" The early retirement age of 62 is the earliest possibility for workers to draw social

security benefits.

Harrington-Meyer points out the misleading nature of the term dual entitlement. Wom-
en who are dually entitled receive a combination of benefits consisting of their own
retired workers benefit and a share of the husband’s benefit. Dually entitled persons
receive the same amount of benefits they would receive, if they had never participat-
ed in the labor force (1996).

The PIA is the monthly pension benefit a person receives upon reaching the normal
retirement age. Ten years of covered earnings over the entire work life are necessary
for workers to qualify for the payment of Social Security benefits (Dickert-Conlin
and Meghea 2008).

15
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In principle, divorced spouse’s benefits are equal to spousal benefits. Both,
married and divorced spouses can simultaneously collect benefits from
their (ex)-husbands earnings record (The Urban Institute 2009).” Howev-
er, divorced spouses are only eligible to collect benefits from their former
spouse’s record if the marriage lasted at least ten years." Divorced spouses
lose eligibility to divorced spousal benefits if they remarry and then stay
married.” Remarriage at age 60 and older doesn’t terminate the payment
of divorced spousal benefits from the ex-husband. Women are the main
beneficiaries of this benefit type in the U.S. (Dickert-Conlin and Meghea
2008).

Germany introduced the property settlement of pension entitlements as
an element of the new divorce law that came into effect in 1977
(Bundesgesetzblatt I vom 15. Juni 1976).”° This new law considered the fi-
nancial effects on both partners and introduced the splitting of pension
rights earned within the statutory pension insurance during the marriage.
The partner that earned higher pension rights has to transfer half of the
difference in entitlements to his/her former spouse. In practice, women
are the principal beneficiaries of pension splitting. Typically, women re-
ceive premiums, whereas men face a deduction in pension rights. The pen-
sion splitting is one way to compensate women for their role as primary

caregivers (Mayer and Wagner 1996) at no cost for government. Ex-

V" In fact, there is no limit on the number of divorced spouses that can collect benefits

from their ex-husband. If none of the former spouses remarried, they are all eligible
to draw divorced spouse’s benefits (The Urban Institute 2009).

Before the reform in 1977, divorced workers were eligible for spouse and survivor
benefits if their marriage lasted at least 20 years (Steuerle and Spiero 1999).

In case they divorce multiple times, women are entitled to the highest benefit among
all husbands.

East and West Germany differed with respect to their divorce legislation. Following
reunification, West German divorce law replaced East German law. The new law
came into effect starting October 3, 1990. Prior to reunification, divorced East Ger-
man women were only entitled to two years of alimony payments (Boele-Woelki et
al. 2004).

18
19

20
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spouses of high earners who had no or only low earnings at their com-
mand during the marriage receive larger premiums than ex-spouses with
roughly equal earnings. The German pension splitting allocates pension
rights equitably between ex-spouses at no additional cost for the govern-
ment. Given that the splitting takes place right upon divorce, premiums
and deductions remain unaffected by remarriage and are not conditioned

on the retirement or death of the ex-spouse.

Social security systems in both countries provide benefits to surviving
spouses in case an insured worker or entitled retiree dies. In the U.S., the
social security system pays 100 percent of the deceased workers PIA as
soon as the widow(er) reaches the full retirement age. Divorced survivors
may equally qualify for the surviving spouse benefit in case the ex-spouse
deceased. This benefit also amounts to 100 percent of the ex-spouses PIA if
the marriage lasted longer than ten years and the surviving spouse did not
remarry prior to age 60. For surviving spouses the same rules for dual en-

titlement apply as for married spouses.

In Germany, the surviving spouse qualifies for survivor’s benefits if the
deceased spouse reached a minimum qualification period of at least five
years of contributory and non-contributory periods or already collected a
retired workers pension. If the surviving spouse is 45 years or older, he or
she qualifies for the major widow(er)’s pension (grofe Witwenrente) that
amounts to 60 percent of the deceased spouse’s pension benefit.”’ Unlike
U.S. widows, the surviving spouse in Germany receives the widow(er)’s

benefit immediately and does not have to reach the full retirement age

' There is also a minor widow(er)’s pension for women who are younger than 45 years.

The minor benefit amounts to 25 percent of the entitlement of deceased spouse. For
survivor’s to qualify for the benefit, the marriage had to last at least one year. Since
January 1st 2002, the survivor’s pension amounts to only 55 percent of the deceased
husbands benefit, but the surviving spouse receives additional credits in case of chil-
dren (Deutsche Rentenversicherung 2011).

14



(Immergut et al. 2007). However, own income - whether a retired work-
ers pension or labor income - counts against the survivor’s pension. Ger-
man and the U.S. also differ with respect to the payment of survivor’s
pensions in case of remarriage. Women in Germany forego their right to a
survivor’s benefit if they marry again, whereas women in the U.S. are still
eligible for survivor’s pensions. Table 1 summarizes the U.S.-German dif-

ferences in benefits eligibility and marital status.

15



Table 1 Marital Status and Eligibility for Social Security Benefits in Germany and the U.S.

Marital Status

Germany

Retired-Worker Benefit

Augxiliary Benefit

U.S.
Retired-Worker Benefit

Auxiliary Benefit

Never Married

Married

Divorced

Widowed

Must have at least 5 years of contrib-
utory or non-contributory, but pen-
sion-relevant periods

Must have at least 5 years of contrib-
utory or non-contributory, but pen-
sion-relevant periods

Must have at least 5 years of contrib-
utory or non-contributory, but pen-
sion-relevant periods

Must have at least 5 years of contrib-
utory or non-contributory, but pen-
sion-relevant periods

None

None

Splitting of pension rights accumulat-
ed by both partners during marriage

55 percent of deceased spouse’s bene-
fit if widow above age 45 and at least
one year of marriage, otherwise 25
percent. Foregoes eligibility upon
remarriage.

Must have at least 40 quarters of cov-
ered employment

Must have at least 40 quarters of cov-
ered employment

Must have at least 40 quarters of cov-
ered employment

Must have at least 40 quarters of cov-
ered employment

None

Up to 50 percent of spouse’s PIA if
spouse is still living and retired

If spouse living, benefits for married
women apply; if spouse deceased,
widow benefits apply. Only if mar-
ried for at least 10 years and no re-
marriage, otherwise none.

Up to 100 percent of deceased
spouse’s PIA at full retirement age

Source: For the U.S. Tamborini et al. (2009); For Germany Author’s illustration

16



3.4 Welfare States and Incentives

Following Esping-Andersen’s seminal work on the varieties of welfare
capitalism, Germany and the U.S. fall into two distinct welfare state clus-
ters (Esping-Andersen 1990; Esping-Andersen 1999). While the U.S. is
prototypical for the liberal welfare state, Germany represents the con-
servative type. Each welfare state brings about a unique pattern of social
stratification with differences in socio-economic outcomes and employ-
ment patterns (DiPrete and McManus 2000; Gangl 2006). Not only do the
U.S. and German regime differ with respect to the type and level of bene-
fits provided, they also put a distinct emphasis on what role both gov-
ernment and the market play (Uunk 2004). Furthermore, welfare state
institutions set incentives that determine the extent to which men and

women engage in the market and in home production (Misra et al. 2007).

In the early 1990s, Fraser identified the crumbling gender order as one of
the driving forces behind the crisis of the welfare state (Fraser 1994). Wel-
fare state institutions being based on the classic male breadwinner - female
caregiver notion were out of tune with people’s real lives leading to inad-
equacies in social protection. The clear-cut division of labor within the
family was abandoned and replaced by more modern welfare state strate-
gies. Today, women are expected to be both - earners and carers, while the

role of men remained largely unchanged.

Following Fraser, Misra et al. distinguish four welfare state strategies that
deviate more or less clearly from the male breadwinner - female caretaker
model (Misra et al. 2007). The carer strategy comes closest to the classic
model of gender division, expecting women to be caregivers in the first
place and wage earners in the second. Under the eamer strategy, priorities are
reversed in that employment comes first and care giving in the second
place. The provision of care services by the state is inadequate under both
regimes. The universal breadwinner and the caregiver parity model follow a new

gender order. The first strives for gender equity in the labor market by

17



promoting women’s opportunities and leaving the provision of care to
government. The latter supports a gender egalitarian division of caretak-
ing and accordingly working. The gendered assumptions embedded in
each welfare state strategy are reinforced by a corresponding set of policies

and practices.

Germany follows the carer strategy with a mix of tax and family policies that
contribute to a weak labor market attachment of married women, in par-
ticular married women with children.”” Joint income taxation lacks labor
supply incentives for married women, but favors single-earner families
with one stay-at-home parent (Steiner and Wrohlich 2004).” Family poli-
cies set strong incentives for mothers to withdraw from the labor market
for a significant amount of time with generous parental leave policies that
grant mothers long-lasting job guarantees (Misra et al. 2007). With the
payment of parental leave benefits (E/ermgeld)™* and child allowances (Kin-
dergeld) an immediate return into the job is no economic necessity.” Even
the public pension scheme compensates mothers for their labor market
withdrawal through child care credits and subsidies for those working on

low pay or for few hours while raising small children (Rasner 2006).° At

2 The carer strategy is laid out in Article 6 of the Basic Law of the Federal Republic of

Germany, according to which “marriage and the family enjoy the special protection
of the state”, and further “the care and upbringing of the children is the natural right
of parents a duty primarily incumbent on them” (Federal Republic of Germany
1949).

It is not necessarily the presence of children in the household that reduces the labor
supply of married women in Germany. Drobnic et al. show that marriage has a nega-
tive impact on women’s labor market attachment even if it is not linked to mother-
hood (1999).

The parental leave benefit introduced in 2007 is a wage-dependent benefit paid for a
maximum of 14 months, if the father stays at home for at least two months, other-
wise eligibility ends after one year. The parental leave benefit replaced the means-
tested child rearing allowance (Ergiehungsgeld) that was paid for a maximum of 24
months (Spiefd and Wrohlich 2008).

Stier et al. argue that the interruption of employment doesn’t appear to be costly to
women, since they are typically working in secondary jobs (2001).

The subsidies for child care credits are for mothers that earn less than 75 percent of
the average wage earnings. This benefit is clearly directed towards part-time working

23
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the same time, little action is taken to enable mothers to reconcile work
and care responsibilities through adequate provision of public or private
care services (Drobnic et al. 1999), especially for women with children be-
low age three (Képpen 2010; Kreyenfeld and Geisler 2006) This explains
why employment patterns of married women in Germany are tied much
closer to their family life cycle than in most other countries (Blossfeld and
Rohwer 1997) leading to a strong economic dependency on the husband’s
(family) wage (Stier et al. 2001). It is important to point out differences in
the welfare state conceptions between East and West Germany. The for-
mer East German regime promoted dual earner couples and provided suf-
ficient government-run child care facilities, which resulted in a much

stronger labor market attachment of East German mothers that still pre-

vails today (Hanel and Riphahn 2011).

In contrast, the U.S. falls in the cluster of welfare states that follow an
earner strategy. Even though the income tax system is marriage-centered
as well, U.S. practices and policies aim at treating women as economic
equals relative to men (Sainsbury 1999). While the government’s role is
limited to providing equal opportunities for both sexes in the workplace,
market criteria determine whether women operate in the market place or
engage in home production (Stier et al. 2001). According to the U.S. wel-
fare state strategy, the primacy of the market renders family-oriented poli-
cies and practices that induce married women to work superfluous. This
orientation explains the lack of adequate state provided child care services
(Misra et al. 2007) or the absence of other forms of compensation for lim-
ited labor supply while raising small children. In accordance with the
strong market principle, the lack of public child care is compensated for

by the broad availability of private sector child care arrangements (Stier et

mothers, whereas these subsidies barely pay-off for full-time working mothers.
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al. 2001).”

In theory, both countries’ welfare state regulations are gender neutral in
that they don’t explicitly assign the carer role to the wife and the earner
role to the husband. However, in practice gender inequalities exist in
Germany and the U.S., with women working and earning less, staying at
home more often and interrupting employment because of care responsi-

bilities.
3.5 Research Hypothesis

Based on the roles assigned to women in each respective welfare state, we
expect significant differences in retirement outcomes (average public pen-
sion benefits and total retirement income) as well as in the process of pen-
sion building. Married women in Germany are caught in the carer regime,
primarily meeting their obligation as caregivers and facing significant dis-
incentives to take up employment, whereas for women in the U.S. eamer
regime, market work takes priority over caregiving. In both social security
systems, retirement benefits reflect the individual’s earnings history and
pension entitlements are a proxy for a person’s life cycle labor market at-
tachment. Because of the carer strategy embedded in the German welfare
state, married women’s labor market attachment is almost inevitably
weak. The proportion of part-time work and intermittent employment is
significantly higher among married women in Germany when compared
with the U.S. (Drobnic et al. 1999; Stier et al. 2001). The marginal labor
market involvement and accordingly low pension entitlements of married
women in Germany, don’t pose a policy challenge if the couple stays mar-

ried till death do them part. The earner orientation of the U.S. welfare

¥ Even if private sector care is much more prominent in the United States, it is not

necessarily affordable for every household (Gornick and Meyers 2003). In contrast,
private sector child care is rather uncommon in Germany (Evers et al. 2005).

20



state results in a stronger labor market involvement of married women.
Part-time work or longer periods of labor market withdrawal are rather
uncommon, even for women with smaller children. Differences in female
labor supply according to marital status are therefore far less pronounced
in the U.S. than in Germany, and employment patterns only weakly at-

tached to the family life cycle.”®

Hypothesis 1: Marital trajectories matter in both countries when it comes to
retirement outcomes and the process of pension building. The longer
women are married, the lower the pension entitlements they accumulate.

The negative effect of being married will be stronger in Germany than in

the U.S.

Not only do these differences in welfare state strategies affect pension
building in the public pension pillar, but also the access to private and oc-
cupational pension schemes (Ginn 2003; Ginn and Price 2002).” With the
shifting emphasis from pension building being an insurance against in-
come loss to a method for developing assets, the coverage with private and
occupational pensions gains importance (Shuey and O'Rand 2006). Given
that participation in private and occupational pension schemes highly cor-

relates with labor market involvement, we expect:

Hypothesis 2: Access to private and occupational pension schemes varies by
marital history. The longer women in Germany are married, the lower

the extent to which they benefit from private and occupational schemes

# In Germany, the marital union enjoys the special protection of the state, while U.S.

public policies are neutral towards family formation and dissolution (DiPrete and
McManus 2000). The German welfare state favors marriage over other family forms
by granting additional social rights to non-working spouses and their children, such
as health insurance or survivor’s benefits (Berghahn 2003).

For the UK, Ginn and Price show that private pension coverage is highest for full-
time employees in their thirties, which coincides with the time of family formation
for the majority of young couples and hence, a weaker labor market attachment of
women (Ginn and Price 2002).
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when compared to their U.S. counterparts.

How do women in Germany and the U.S. fare in terms of retirement
outcomes and the process of pension building when they experience a di-
vorce? During their marriage, wives benefit - albeit to a different extent in
both countries - from a household income mainly provided by their hus-
band. The adverse financial effects of divorce are therefore stronger for
women (Burkhauser and Duncan 1989) and it takes them much longer
than men to return to the level of pre-divorce material well-being
(Burkhauser and Duncan 1988). In spite of alimony and child support
payments™® from their ex-partners, women are required to work in order
to make a living and to accrue their own pension rights unless they opt to

remarry.

The distinct welfare state strategies followed in Germany and the U.S. can
provide an indication of how women differ in their coping strategies in
the aftermath of a divorce. For German women, divorce not only sets an
end to the strong reliance on the husband’s economic resources. It also
forces them to give up their role as primary caregivers and to step up in
their role as earners. At the same time, care duties remain the same with
adequate state-provided care support lacking (Gornick and Meyers 2003).
This shift in responsibilities implies that divorced women have to become
earners under adverse conditions.’’ In contrast, U.S. women are expected
to be primarily earners whether they are married or divorced. The earner
orientation implies a weaker economic dependency on their husband and

gives them a stronger financial autonomy. Hence, divorce doesn’t trigger a

% Burkhauser et al. stress that the U.S. is less successful in the enforcement of alimony

and child support payments when compared to Germany (Burkhauser et al. 1991).
The German welfare state strongly preserves status differentials. Two tiers of welfare
state provision draw a clear line between those inside and outside the labor force with
a different set of benefits (means-tested vs. social insurance benefits) being associated
to each respective status (DiPrete and McManus 2000).
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change in the roles of U.S. women. They remain earners in the earner re-

gime.

The length of marriage effect persists even after the marital break-up. Fol-
lowing human capital theory, periodic separations from the labor market
as well as part-time work, both of which are more prevalent in Germany,
lead to a depreciation of general and specific human capital and conse-
quently to a decrease in the person’s earning capacity (Mincer and Ofek
1982; Polachek 1975). The longer the break, the larger the decline in wag-
es at reentry and the longer the restoration phase to get back to the level
of exit wages (Mincer and Ofek 1982).”? Part-time work restricts women’s
economic opportunities as well and results in a part-time pay penalty let-

ting them fall behind the wages of women working full-time.”

Hypothesis 3: The stronger depreciation makes it more difficult for German
women to catch up in pension building following a divorce and takes
them longer to make up for their reduced labor supply during marriage.

Also, a larger share of divorced women is not able to catch up at all.

4 Data & Analytic Approach

This study employs two unique datasets well designed to study the accu-
mulation of pension rights and retirement outcomes as determined by the
work and family choices of women aged 50 to 80 in Germany and the
U.S. Both datasets are unique in that they link survey data with adminis-

trative pension records. These linked data have never been used in a com-

2 Mincer and Ofek stress that the process of depreciation and restoration is restricted

to general human capital of intermittent workers. The loss of job-specific capital is
considered to be a once-for-all phenomenon due to the separation from the job (Mincer
and Ofek 1982).

Among other things, the gap is associated with differences in the type of jobs held by
part-time and full-time working women (Manning and Petrongolo 2008) providing
only restricted access to job training for part-timers.
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parative study before.”

German data come from a link of the German Socio-Economic Panel
Study (SOEP) with the Sample of Active Pension Accounts (SAPA) main-
tained by the German Social Security Administration. The SOEP is a
broad interdisciplinary household panel study that started in 1984. Today,
26 waves of data are available that cover a representative sample of the to-
tal population living in private households in Germany. Most important-
ly, the data provide detailed information on retirement income, but also
extensive information on individual’s education and work histories (for
more details about the data see Wagner et al. 2007). SAPA data covers a
one percent sample of all active pension accounts. These administrative
records provide unusually strong pension-relevant earnings histories that
stretch back to age 15 and provide monthly information on individual
earnings. For Germany, we link 2007 SOEP and SAPA data, with the
SOEP being the recipient and SAPA being the donor file. The total 2007
SOEP survey population covers 21,232 individuals. Restricting the popu-
lation to women aged 50 to 80, leaves us with a sample population of

4,777 individuals.

For the U.S., we use data from the Health and Retirement Study (HRS)
merged with administrative records from the Social Security Administra-
tion. In 1992, the core survey of the HRS started with a sample of 12,656
individuals that was interviewed every other year. The steady-state design

of the study requires that a new cohort of respondents populates the sur-

*  German and U.S. data differ in how survey and administrative information were

linked. For Germany, statistical matching was used to match survey and administra-
tive data. This technique doesn’t aim at finding the exact same person, but statistical-
ly similar individuals in both datasets. For the U.S., record linkage was used to match
survey information and administrative records, which links information for identical
persons in both datasets. In Germany, record linkage is infeasible for confidentiality

reasons. Moreover, no common identifiers are available (for further details see Rasner
et al. 2011).

24



vey every six years to have the sample including all age groups above age
50 (Leacock 2006). Today, the HRS covers more than 26,000 Americans
above age 50. Information is collected on their financial situation, retire-
ment, employment, health, and family, etc. For the purpose of this paper,
the 2004 HRS core data (wave 7) is merged with restricted data from the
U.S. Social Security Administration. The 2004 Permissions: Wage and
Self-Employment Income (W2) data covers the HRS respondent’s earnings
between 1937 and 2003. These earnings are taken from the individual’s
annual W2 form.” From the 16,859 HRS respondents in 2004, a total of
7,685 respondents gave permission for their data to be merged with their
earnings information. Restricting the population to women aged 50 to 80

leaves us with a sample population of 3,823.”

First, the empirical analysis requires a reconstruction of marital trajecto-
ries for women in Germany and the U.S. using data from previous waves
of data collection in order to have consistent marital histories for each in-
dividual starting at age 15. For the older cohorts, these marital histories go
from age 15 to 65. Of no interest for the research questions of this paper
are information on marital status and marital transitions after age 65, be-
cause they have no direct effect on the individual’s retirement income and
the accumulation of pension income, because the majority of individuals
retires at age 65.”° Marital trajectories of the younger age cohorts go from
age 15 to the actual margin of the data, namely 2004 for the U.S., and 2007

for Germany.

% For information to be available, earnings have to be recorded in the Master Earnings

file of the Social Security Administration.

All respondents from the original AHEAD study that covers individuals born in the
year 1923 and earlier were excluded from the sample population, because we are not
focusing on the oldest-old.

Table A3 in the Appendix illustrates that respondents who gave permission are not
systematically different from respondents who refused the permission for data to be
merged.

An exception is the transition into widowhood that changes retirement income
through the payment of survivor’s benefits.
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For the analysis of the relationship of marital trajectories and the accumu-
lation of pension entitlements, we split the sample populations in a re-
tirement and a preretirement sample. The retirement sample includes
women aged 65 years and higher, whereas the preretirement sample co-
vers females aged 50 to 64 years. For the retirement sample, the level of
pension benefits can be directly observed, because the majority of women
already receive retirement income. Therefore, the focus of the analysis is
on how marital trajectories impact retirement outcomes: First, retirement
income from the public pension scheme, namely the statutory pension
benefits in Germany and benefits from the Old-Age, Survivors, and Disa-
bility Insurance (OASDI) in the U.S.; and second, total retirement income
from public, private and employer pensions. For the younger cohorts, we
look specifically at how marital choices affect the process of pension
building. This part of the study analyzes annual individual pension-

relevant earnings and marital trajectories simultaneously.

In order to compare retirement outcomes across similar marital trajecto-
ries in the U.S. and Germany, I first use sequence analysis and optimal
matching (OM) techniques (Abbott 1995; Abbott and Tsay 2000).” Se-
quence analysis serves the description of marital trajectories in terms of
the number of marital states, the order of marital sequences and their re-
spective length. The application of optimal matching serves the purpose of
comparing these marital sequences across large numbers of observations.
OM is the most suitable technique to detect similarities between marital
sequences. In order to compare sequences, optimal matching makes use of
the so-called Levenshtein distance (Levenshtein 1966). The distance reflects the

costs of transforming any given sequence in the data into another se-

*  For the sequence analysis and optimal matching procedure I make use of a special

program sq.ads written for the statistical software package Stata. For more details on
this program see Brzinsky-Fay et al. (2006). For a more detailed description of the
method see Simonson et al. (2011)and Brzinsky-Fay (2007).
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quence. The Levenshtein distance calculates the costs based on the Neede-
man-Wunsch algorithm (Needleman and Wunsch 1970). In the calculation, the
Levenshtein distance allows for three operations in order to transform one
marital sequence into another: substitution, deletion and insertion. In or-
der to calculate the distances between each marital sequence and to identi-
fy the minimum costs involved in transforming one sequence into another
requires the assignment of costs to each operation. In this application, I
choose the default setting of the program routine, a cost of one for inser-
tion and deletion and a cost of 2 for substitution. Based on these assump-
tions, optimal matching calculates a distance matrix that compares each

sequence to every other sequence.

The distance matrix of marital sequences, however, is not meaningful for
the analysis. Therefore, a cluster analysis follows that groups marital se-
quences with similar distances into distinctive clusters. I merge U.S. and
German data on marital trajectories to perform the optimal matching and
cluster analysis jointly, however keeping the separation of the retirement
and preretirement samples. The results allow for an analysis of differences
in retirement outcomes and pension building across different clusters of
marital trajectories in Germany and the U.S. Tablk 2 summarizes the sam-
ple year, sample specification, and sample sizes for younger and older

birth cohorts.

Table 2 Sample Specification in SOEP-SAPA and HRS-55A

Germany United States

Data source SOEP-SAPA HRS-SSA

Year of Data Collection 2007 2004

Samplepreretirement Birth Cohorts: 1943 -1957 Birth Cohorts: 1940-1954
Ages: 50 to 64 years Ages: 50 to 64 years
Sample Size: 2,679 N: 1,989

Sampleretirement Birth Cohorts: 1927-1942 Birth Cohorts: 1924-1939
Ages: 65 to 80 years Ages: 65 to 80 years
Sample Size: 2,098 N: 1,834

Source: Author’s illustration
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5 Marital Trajectories and Retirement Outcomes: Comparing
Retired Women in Germany and the U.S.

5.1 Descriptive Results of Marriage Patterns

Changing partnership patterns might increase the vulnerability of certain
demographic groups in terms of insufficient financial resources in old age.
Both, Germany and the U.S. experienced massive changes in the patterns
of family formation and union dissolution. Table 3 provides summary sta-
tistics for the retirement sample population derived from the reconstruct-
ed marital trajectories that reflect differences and similarities in marriage
patterns in Germany and the U.S. It reports relevant measures for marital
status at age 65, the prevalence of selected marital transitions for first and
higher-order marriages as well as information on the duration of marital

sequences between ages 15 and 65.
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Table 3 Marital Status and Marital Transitions of Women in Germany & the U.S., Retiree

Population
Variables HRS-SSA SOEP-SAPA
Marital Status at Age 65 (in %)
Never Married 4.0 6.4
First Marriage 51.7 57.4
Second+ Marriage 16.9 6.6
First Divorce 8.2 8.3
Second+ Divorce 5.0 1.1
First Widowhood 10.4 19.8
Second+ Widowhood 3.9 0.5

Marital Dynamics (in %)

First Marriage 96.0 93.6
— Stays Married 53.8 61.3
— Transition into Divorce 30.4 16.7
— Transition into Widowhood 15.7 22.0
Second Marriage 58.1 25.7
— Stays Married 52.4 74.9
— Transition into Divorce 315 19.5
— Transition into Widowhood 16.1 5.6

Third Marriage 45.4 37.5
— Stays Married 49.4 88.3
— Transition into Divorce 41.7 11.6
— Transition into Widowhood 8.9 0.0

Time Spent in Marital States and Length of Mar-
riage (average number of years)

Never Married 8.4 11.5
Married 36.7 34.2
Divorced 3.9 2.7
Widowed 1.9 25
Length of 1st Marriage (of all 1" Marriage) 32.3 34.9
1% Marriages — Divorce 14.8 16.4
Length of 2nd Marriage (of all 2*¢ Marriages) 19.0 15.7
27 Marriages = Divorce 10.9 6.9
Length of 3rd Marriage (of all 3 Marriages) 11.6 9.1
3 Marriages = Divorce 6.5 5.4
n 1,834 2,098

Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations

The descriptive results show that the proportion of never married women
is higher in Germany (6.4 percent) than in the U.S. (4.0 percent). In both
countries, the majority of elderly women are married at age 65 either in

their first or a higher-order marriage (U.S.: 68.6 percent; Germany: 64.0
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percent). However, the share of individuals still married in their first mar-
riage is significantly higher in Germany (57.4 percent) than in the U.S.
(51.7 percent).”” In both countries, the share of first time divorcees
amounts to more than 8 percent, whereas the share of women with two
or more divorces is higher in the U.S. when compared to Germany (5.0
vs. 1.1 percent). With 19.8 percent the share of first time widows is twice
as high in Germany as it is in the U.S. (10.4 percent). This finding might
indicate that widows in Germany do not remarry, whereas widows in the
U.S. are more inclined to remarry after experiencing the death of their

spouse.

The middle panel of Table 3 provides information on marital dynamics.
While almost all women enter a first marriage in Germany and the U.S.
(96 vs. 93.6 percent), the countries differ with respect to the share of indi-
viduals that stay married, get divorced or widowed. In the U.S., only 53.8
percent of individuals stay married in their first marriage, compared to
more than 61.3 percent in Germany. More than thirty percent of first
marriages in the U.S. end in divorce, but only 16.4 percent in Germany.
In turn, the share of individuals whose first marriage ends in widowhood
is lower among U.S. women with 15.7 percent compared to more than 22
percent in Germany. U.S. women do not only stand out because of the
higher prevalence of first marriages that end in divorce, but also because
of higher remarriage rates. Of all women whose first marriage ends in
widowhood or divorce, more than 58 percent in the U.S., but only 26
percent in Germany get remarried. Also in second and third marriages,
individuals in Germany are more likely to stay married and less likely to

get divorced when compared to their U.S. counterparts.*!

“ " Fignre A2 in the Appendix shows the distribution of marital status between ages 15 to

65.
Note that the number of observations for women that enter a third marriage in
Germany is very small, hence results have to be interpreted with caution.
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Despite the greater fluctuations between marital statuses in the U.S., the
average time spent in each status reveals only minor differences when
compared to Germany. The time individuals spent being never married is
3.1 years shorter in the U.S. than in Germany, which is due to women in
the U.S. marrying at a younger age. Regardless of the higher divorce pro-
pensity, women in the U.S. spent more time being married than their
German counterparts (36.7 years in the U.S. compared to 34.2 years in
Germany).*” In the U.S., the time being divorced is on average more than
one year longer than in Germany (3.9 vs. 2.7 years, respectively).” Wid-
owhood plays only a minor role, which is due to the fact that widowhood

starts to become more prevalent at higher ages.

The higher prevalence of divorce in the U.S. does not go along with a
shorter duration of marriages. On average, first marriages last about 32
years in the U.S., and 35 years in Germany. Clearly, first marriages that
end in divorce are significantly shorter (14.8 years in the U.S. and 16.4
years in Germany). The average duration of marriages decreases for higher
parity marriages in both countries. Differences in the average length of

marriages between the U.S. and Germany are negligible.*

* An explanation for this somewhat surprising finding is that women in the U.S. have

higher divorce, but also higher remarriage rates. In this case, divorce and widowhood
are an interruption of two marriage sequences. In Germany, divorce and widowhood
are more often absorbing states, which implies that after a divorce or widowhood ex-
perience, women are not as likely to remarry, but remain in this state (Sackmann and
Wingens 2003).

Note that not all individuals in the sample population experienced a divorce. Even
though the prevalence of divorce is higher in the U.S., the average time spent being
divorced for those who got divorced is significantly higher in Germany than in the
U.S. (17.6 vs. 12.9 years, respectively).

On average, individuals marry at a younger age in the U.S. than in Germany (23
years compared to 25 years). The difference in the average age at marriage increases
for higher-order marriages. Individuals that enter a second marriage in the U.S. are
more than five years younger than in Germany (40 years vs. 45.6 years). For the third
marriage this differences increases to more than 7 years (46.8 in the U.S. vs. 53.9 years
in Germany).

43

44

31



5.2  Clusters of Marital Trajectories

After examining the differences in marital dynamics of the retirement
sample, this Section focuses on similarities in marital patterns among
women in Germany and the U.S. using cluster analysis to group similar
marital sequences based on the timing, order and length of marital epi-
sodes. This analysis clusters the marital trajectories of women in Germany
and the U.S. jointly. This proceeding allows for the comparison of re-
tirement outcomes across the same marital clusters that are embedded in
two different welfare state contexts. The cluster analysis identifies a total

of six clusters that are displayed in Tuble 4.

The reference cluster consists of individuals with the lowest attachment to
marriage, namely women who were not married during the entire obser-
vation period (never married).** Characterizing for the second cluster (/aze
spouses) are two long sequences: never been married and married. Individu-
als that fall in this cluster spend an average time of 35.7 years in the status
never married, and 12.1 years in the status married. Divorce and widow-
hood sequences are negligible in the second cluster. Cluster 3 covers eary-
life divorcees that spent most of the time between ages 15 and 65 being di-
vorced (29.1 years). Women in this cluster get married around age 22 and
spend less than five years being married. The fourth cluster (wid-/late-life
widows) consists of individuals that experience widowhood between ages 15
and 65. Women in cluster 4 spend an average time of 25 years being mar-
ried and almost 18 years being widowed. A significant share of women in
this cluster experience widowhood at a relatively young age. The fifth
cluster covers late-life divorcees. These women are married for more than 30
years and spend almost 14 years being divorced. The most dominant clus-

ter contains continuously married women (cluster 5). Individuals in this cluster

# For a graphical display of the six clusters see Fignre A3 in the Appendix.

% In the remainder of the paper, I refer to the cluster name given in parenthesis.
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enter marriage at a relatively young age and stay continuously married.
On average, this cluster is married for 42.1 years. If they interrupt mar-

riage because of divorce or widowhood, they tend to remarry quickly.

Table 4 Clusters of Marital Trajectories and their Prevalence in Germany and the U.S.,

Retiree Population
Cluster 1 Cluster2  Cluster 3 Cluster4 Cluster 5 Cluster 6
Never Late Early-Life Mid- Late-Life  Continuously
Married  Spouses  Divorcees /Late-life Divorcees Married
Widows
Average Duration ...
Never Married 51.0 357 7.2 7.7 6.6 7.4
Married 0 12.1 4.6 25.1 30.7 42.1
Divorced 0 2.5 29.1 0.5 13.6 0.8
Widowed 0 0.7 0.1 17.7 0.1 0.6
Average Number of 1 2.4 3.7 3.1 3.7 2.6
Marital Episodes
Prevalence of Cluster ...
Germany 6.4 1.3 6.3 11.9 3.0 71.1
Share in Percent/(n) (85) (27) (105) (209) (52) (1,620)
U.S. 4.0 1.4 8.0 8.3 53 73.1
Share in Percent/(n) (76) (32 (156) (161) (94) (1,315)

Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations

Table 4 also provides information on the distribution of clusters among
women in Germany and the U.S. including the number of observations in
parentheses. The continuously married cluster is the most dominant
across all groups, but more so among women in the U.S. than in Germa-
ny. The higher remarriage rates in the U.S. might be one explanation for
this finding. In case of a marital split, women in the U.S. tend to remarry
instead of staying divorced. Never married women are more common in
Germany than in the U.S., whereas late spouses are equally rare in both
countries. Because of the higher divorce propensity in the U.S., it is not
surprising that women in the U.S. are more likely to fall in one of the two
divorcee clusters. It applies to both countries that the share of early-life
divorcees is higher than that of late-life divorce. The pattern of widow-
hood in mid- or late-life without remarriage is more common among
women in Germany than in the U.S. The average number of episodes in

each cluster ranges from 1 in the never married cluster to almost 4 differ-
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ent marital episodes in the both divorcee clusters, which underlines that
some marital trajectories are more dynamic than others. Overall, the
number of observations in each cluster is sufficiently high to analyze mar-
ital trajectories and retirement outcomes of women in Germany and the
U.S. The cluster covering late spouses is the only exception; hence results

have to be interpreted with caution.

5.3 Retirement Outcomes and Marital Trajectories

5.3.1 Descriptive Findings

Can we observe differences in retirement outcomes across marital trajec-
tory clusters? This section compares two indicators for retirement out-
comes, namely 1) the average social security benefit (Figure 7) and 2)
average total retirement income (Fjgure 2) across the six marital clusters.”
The never married cluster is the reference cluster to which the other clus-
ters relate to (see ratio columns). In line with the research hypotheses set
out in Section 3.5, marital cluster differ greatly with respect to their retire-
ment outcomes, with differences being more pronounced in Germany
than in the U.S. Overall, women in the never married cluster fare best
when compared to women in the other clusters. This finding applies to
Germany and the U.S. and holds for social security as well as total retire-
ment income. In Germany, there is a clear tendency that clusters with
longer episodes of marriage have lower levels of social security benefits,

which does not apply to women in the U.S.

“ The total retirement income includes benefits from the public pension scheme (own

retired-workers and survivor’s benefits), employers’ pensions as well as annuities
from private pension funds.

The tables provide annual benefit and income information as of 2004 for the U.S. and
2007 for Germany, respectively. Differences in years of data collection and currencies
are of no concern, because the paper’s focus is on within- instead of between-country
differences.
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Figure 1 _Average Public Pension Benefit across Marital Clusters in Germany and the U.S.

United States Germany

Ratio Cluster/Never Married

Never Late Early  Mid-/Late-Life Late-Life+ Continously Never Late Early ~ Mid-/Late-Life Late-Life  Continously
Married Spouses  Divorcees  Widows  Divorcees  Married Married Spouses  Divorcees  Widows  Divorcees  Married

Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations

In both countries, the social security benefit gap is widest between the
continuously married and never married cluster. However, with 46 per-
cent the gap is far more pronounced in Germany than in U.S. (15 per-
cent). The strikingly low social security benefits of continuously married
women in Germany indicate a weak labor market attachment and go
along with a strong financial dependence on their husband. In contrast,
continuously married women in the U.S. with low retired worker pen-
sions on their own, benefit from the payment of spousal benefits, whereas
women in Germany don’t. Unfortunately, the U.S. data does not allow
for a separation of benefits from own contributions and benefits from the
(deceased) spouse or ex-husband of dually entitled women. However, sta-

tistics from the Social Security Administration provide valuable insights.”

¥ Of all women aged 65 to 80 in 2004, more than 70 percent are entitled as workers and

30 percent as wives only (14 percent as wives and 16 percent as widows). Of the
women who are entitled as workers, 61 percent are entitled as workers only, 22 per-
cent receive a combined retired-worker benefit and secondary spousal benefit and 17
percent receive a combined retired-worker benefit and secondary widow’s benefit.
Women eligible for worker benefits only, receive on average $800, whereas dually en-
titled wives receive an average benefit of $570 with 66 percent of this benefit coming
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These numbers indicate that about 28 percent of women receive spousal
benefits, either as a combined or exclusive benefit. The benefit amounts of
these women are below average with the retired-worker benefit being
much higher than the secondary spousal benefits. Hence, spousal benefits
are not the only explanation for the better financial position of continu-
ously married women in the U.S., but also their stronger labor market at-
tachment.” The on average significantly higher age at first marriage of
women in the late spouses cluster in Germany makes them more similar
to never married women. In the U.S., late spouses fare even better because
they are potentially eligible for spousal benefits on top of their own social
security benefit.”! For the U.S., women in the mid-/late-life widows clus-
ter benefit from the payment of survivor’s benefits, which explains why
average social security benefits of this cluster come close to the benefits of
never married women in the U.S. Dually entitled widows receive almost
$1,200 in monthly social security benefits (Social Security Administration
2006). The average benefit of the German cluster of mid-/ late-life widows
is only slightly higher than that of continuously married women. They
receive 60 percent of never married women. If survivor’s benefits were in-
cluded, the average social security benefit of mid-/late life widows in
Germany would increase from 6,755 to 12,410 Euro, topping the average

benefit of the never married cluster by 12 percent.

Figure 1 reveals interesting differences in the two divorcee clusters. When
compared to the cluster of never married women, early divorcees fare bet-

ter than late divorcees in Germany, whereas it is the other way around in

from own contributions and 34 percent from the spousal benefit. Women who re-
ceive spousal benefits exclusively receive an average payment of $480 (Social Security
Administration 2006).

The analysis on pension building in the preretirement sample will shed more light on
this question.

However, if late spouses have high retired-workers benefits they might not be eligible
for additional spousal benefits.
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the U.S., even though differences are rather negligible. For Germany,
findings for the two divorcee clusters highlight again that benefit levels
decrease with an increasing duration of marriage. Women who experience
divorce early and then stay divorced have to provide for themselves be-
cause they can no longer rely on the sharing of financial resources with
their husband. Hence, an increase in labor supply equally boosts their so-
cial security entitlements. In contrast, women who experience divorce lat-
er in life, often have little time to catch up in making provisions for
retirement if they (partially) withdrew from the labor market during their
marriage. The splitting of pension rights between ex-spouses upon divorce
results in higher pension rights with divorced women being the primary
beneficiaries. However, not all women 1n this cluster benefit from the
splitting because the policy was not introduced until 1977. Late divorcees
in the U.S. fare better than their counterparts in Germany. Because the
majority of these women are eligible for the receipt of divorced spousal
benefits, whereas early divorcees possibly forego eligibility because their
marriage lasted less than 10 years and they cannot collect benefits from
their ex-husbands record. Late-life divorcees might also benefit from the

even higher widow’s benefits if their ex-spouse deceased.

Figure 2 compares results for the total retirement income of the six clusters.
The overall rank order within each country stays more or less the same
after the inclusion of retirement income from employer’s pensions and
annuities. Across the board, U.S. women benefit to a greater extent from
this inclusion than German women, who obviously have limited access to
additional forms of old-age provision. For the U.S., differences between
the clusters become more pronounced when looking at total retirement
income instead of social security benefits alone. Never married women are
still on top and continuously married women at the bottom of the distri-
bution with the gap between the two clusters being much larger (33 per-
cent). Taking the total retirement income into account almost doubles the
benefits (+99 percent) of never married women indicating good coverage

with employer’s pensions and annuities. In contrast, mid-/ late-life wid-
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ows lose ground when compared to the other clusters. Income from em-
ployers’ pensions and annuities increases the total retirement income by
55 percent. The same applies to the cluster of continuously married wom-
en. Both clusters - mid-/ late-life widows and continuously married -
don’t gain much through the inclusion of occupational and private pen-
sion funds, which illustrates that the majority of women in these clusters
not only have low social security benefits, but also insufficient coverage or

access to occupational and private pensions.

Figure 2 _Average Total Retirement Income across Marital Clusters in Germany and the U.S.

United States Germany

80 +——

60 +

40 + 17,648 13,631 11,969 13,054 14,805 11,749

Ratio Cluster/Never Married

20 +— | — | — —

Never Late Early Mid-/Late-Life Late-life+ Continously Never Late Early Mid-/Late-Life Late-life  Continously
Married Spouses Divorcees Widows  Divorcees Married Married Spouses  Divorcees  Widows  Divorcees Married

Source: HRS Permissions 2004 and SOEP 2007; Author’s Calculations

Late-life divorcees come closest to the average total retirement income of
never married women in the U.S. The relatively favorable position of this
cluster is mainly due to the high average social security benefits, but on
top they also have better access to additional retirement income when
compared to the widows and continuously married cluster (+ 76 percent).
Early divorcees have a less favorable position. Their total retirement in-
come goes up by only 50 percent when additional sources of old-age in-
come are included. Women who divorce at a young age are more likely to
have young children to care for, which largely limits their employment
capacities, especially their ability to work full-time. Hence, care responsi-

bilities also have repercussions for pension building in the public pension
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scheme as well as for the access to employer’s and private pensions.

The distribution of total retirement income across marital clusters in
Germany reveals even larger disparities. Continuously married women
have only 46 percent of the total retirement income of never married
women. With the inclusion of employers and occupational pensions, con-
tinuously married women gain only 37 percent, whereas never married
women gain 61 percent from these additional forms of old-age provision.
Mid-/late-life widows benefit most. This improvement is not due to their
good coverage with employer’s pensions and annuities, but mainly be-
cause of the inclusion of survivor’s benefits. Otherwise, their gain from
total retirement income would be even lower than the levels of continu-
ously married women. Unlike late-life divorcees in the U.S., the German
counterparts fall way behind. They gain only 17 percent through the in-
clusion of occupational and private pensions. Late-life divorcees in Ger-
many cannot rely on the payment of divorced spousal or widow’s benefits
as do women in the U.S. After being married for most of time between
age 15 and 65, they divorce at a relatively high age. This situation does not
give these women enough time to catch up in pension building. If they
had not started an occupational or private pension plan while being mar-
ried, they face substantial access barriers to these sources of old-age provi-
sion after divorce. Early-life divorcees face a better situation than late-life
divorcees, which is mainly due to their high social security benefits and
not because of their better coverage with employer’s and private pensions.
For example, early-life divorcees have more in social security benefits than
late-life divorcees have in total retirement income. With the inclusion of
additional retirement income, early-life divorcees gain another 24 percent

on top of their social security benefit.

These first descriptive findings confirm the hypothesis that marital trajec-
tories have a significant impact on retirement outcomes in both countries.
The effects are much more pronounced in Germany, where the strong

carer notion embedded in its welfare state sets strong disincentives for
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married, especially continuously married women to work and make pro-
visions for their own retirement. In the U.S., the picture is less clear-cut.
The less marked differences might be either due to the higher labor mar-
ket attachment of U.S. women irrespective from their marital choices or
due to the potential availability of spousal and divorced spousal benefits as
well as generous survivor’s benefits that extenuate differences across mari-
tal clusters. The multivariate analysis might shed more light on this ques-

tion.

5.3.2  Multivariate Analyses

By and large, the multivariate analyses confirm the descriptive findings.
This section presents results of two multivariate OLS regression models
for Germany and the U.S. with annual public pension benefits being the
dependent variable.”” Unlike other income measures, the distribution of
public pension benefits is not largely skewed in both sample populations.
Therefore, there is no need for a logarithmic transformation of the de-

pendent variable.

The main explanatory variables are the six marital clusters with the never
married cluster being the reference cluster. Two dummy variables indicate

whether a woman experienced a divorce or widowhood if they do not fall

> By definition, public pension benefits have a lower and upper limit with the lower

limit being equal to zero. The maximum contribution ceiling in Germany and the
taxable maximum in the U.S. not only limits the amount of contributions and pay-
roll taxes an individual pays, but also mark the upper limit of pension payments. This
limited dependent variable calls for a #bit instead of an OL.S regression, because OLS is
likely to produce inconsistent estimates (Wooldridge 2002). However, robustness
checks did not reveal substantial differences in coefficients and standards errors from
OLS or tobit regression, which justifies the presentation of OLS results in this paper.
The lack of differences in standard errors might be due to the fact that only a small
share of women reaches the upper limit of pension benefits, because they typically
earn less and have less continuous employment careers. In contrast, the public pen-
sion benefits of men will have positive probability mass at one or more points of the
distribution.
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in the widow and the two divorce clusters.” The model also controls for
post-retirement changes in marital status, namely the transition to wid-
owhood. This control variable should have a strong positive effect in the
U.S., but not in the German model.* The variable indicating whether the
spouse receives a social security benefit also takes into account that it is
impossible to separate own retired-workers benefits from spousal benefits.
The variable number of children and its interpretation is straightforward:
the more children a woman gave birth to, the lower her public pension
benefit. The categorical variable educational attainment takes differences
in the educational system in Germany and the U.S. into account. The
German variable for educational attainment distinguishes six categories:
lower secondary education (Hauptschule), medium secondary education (Re-
alschule), A-levels (Abitur), college degree, no degree, degree unknown. The
U.S. variable for educational attainment distinguishes five categories: less
than high school, General Education Development (GED), high school,
some college, college degree.”” The model also controls for vocational
training, which is a particularly relevant for Germany where the institu-
tionalized vocational education system serves as a bridge between school
and labor market (Brzinsky-Fay 2007). Because social security systems in
both countries are employment-centered, the models control for the years
of employment, but also whether a person is still working.” The U.S.

model controls for race and the German model for migration history and

» This situation pertains to marital trajectories where divorce or widowhood consti-

tutes an interruption of two marriages sequences, but no permanent state. Both vari-
ables are set to zero for women who belong to the early or late-life divorvee as well as the
mid-/ late-life widows cluster.

Remember that the optimal matching only considers marital status information be-
tween ages 15 to 65. A transition to widowhood after age 65 makes women in both
countries eligible for survivor’s benefits. However, German data allows for a separa-
tion of own and survivor’s benefits, whereas U.S. data doesn’t. Hence, the coefficient
of the variable post-retirement widowhood gives an indication to what extent women bene-
fit from survivor’s benefits on top of their own benefit in the U.S.

Please note these differences in the educational attainment categories in Table 5.
Restrictions in HRS data don’t allow for more detailed measures of the women’s em-
ployment biographies.
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whether a woman lived in East or West Germany at the time of German
reunification, because I expect systematic differences between these groups
(Hanel and Riphahn 2011). Table 5 presents coefficients and standard er-
rors that come from two separate estimations, but are arranged in one ta-

ble to provide a better overview.

The results confirm that marital trajectories matter more in Germany
than in the U.S. When compared to the never married, continuously mar-
ried women in Germany accumulate significantly less in public pension
benefits. The same is true for mid- and late-life widows who fare only
slightly better than continuously married women. Both clusters are highly
financially dependent on their husband’s retirement income or in case he
dies on the resulting survivor’s benefits. Pension benefits of women in the
two divorcee clusters and the late spouses cluster are not significantly dif-
ferent from the never married. In the U.S., only the cluster of continuous-
ly married women fares significantly worse than never married women.
The models include further controls concerning the women’s marital his-
tory. In the descriptive analyses, it was impossible to separate own retired-
workers benefits from spousal or survivor’s pensions in the U.S. Control-
ling for widowhood after age 65 provides a rough estimate of what wom-
en gain from receiving survivor’s benefits on top of their own pension.
The positive significant effect of widowhood after age 65 is therefore in
line with the expectation given that women are the primary beneficiaries
of survivor’s benefits. Women in Germany benefit to the same or even
higher extent from survivor’s pensions. However, German data allows for
a separation of both benefit types, which explains why the coefficient is
not significant. In contrast, experiencing divorce has a strong positive ef-
fect on pension benefits in Germany.” One possible explanation is that

women benefit from the pension splitting in case of a divorce. However,

7 Note that the variable is set to zero for women in the two divorcee clusters.
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it is also possible that women who once experience a marital split will no
longer rely on their husband’s financial resources but provide for them-

selves.

The strong link between marital trajectories and the level of public pen-
sion benefits in Germany holds even if the model controls for education-
and employment-related variables, the number of children and additional
demographic information. The completion of vocational training has a
strong positive effect on the level of pension benefits in Germany but not
in the U.S. This finding underscores the relevance of this institutionalized
system for the school-to-work transition and women’s later labor market
attachment in Germany. Women in the birth cohorts under investigation
were more likely to complete a vocational training than a college degree.
For this reason, there is a positive and significant effect of having interme-
diate secondary education or completed A-levels when compared to wom-
en with lower secondary education, whereas a college degree does not
bring about significantly higher pension benefit. In the U.S., higher educa-
tional attainment results in higher average pension benefits. Hence, wom-
en with some college or a completed college degree have significantly
higher pension benefits than women who have less than high school. The
number of years worked has a strong positive effect on the level of bene-
fits, which is in line with the expectation given that both countries have
an employment-centered public pension scheme. The progressive benefit
formula in the U.S. might explain the somewhat weaker effect of years
worked in the U.S. Working past age 65 has a negative significant effect in
both countries. The coefficient might capture two phenomena: First,
women who have to work past age 65 because they have insufficient funds
for old-age. Or second, women who want to work past age 65 and take
partial retirement. Both types of women either did not start to collect

pension benefits yet or only draw partial benefits.
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Table 5 Determinants of Monthly Pension Benefits of Retired Women in Germany and the U.S.

Germany U.s.
b se b se

Marital Clusters (Ref.: Never Married)

Late Spouses -93.54 (70.35) -45.54 (69.09)

Early Divorcees -2.25 (49.23) 32.44 (47.35)

Mid/Late-Life Widows -167.76%%%  (44.56) 92.17 (47.24)

Late Divorcees 1.6 (58.86) 1.21 (51.57)

Continuously Married 243.67%% (39.71) -90.87* (46.24)
Experienced Widowhood 35.33 (29.57) -29.87 (26.63)
Experienced Divorce 147.84%%%  (27.29) 36.64 (20.32)
Widowed after Age 65 -18.71 (23.68) 289.46%%  (29.57)
Number of Children (Ref.: No Children)

One Child 56.78* (27.29) 59.54 (35.86)

Two Children 72.22%% (26.36) -69.21% (31.83)

Three + Children -45.54 (27.12) -82.28%* (29.69)
Educational Attainment!

No Degree 44.51 (42.66) n/a

Degree Unknown 5.17 (49.87) n/a

Intermediate Secondary 97.96% %% (18.74) 3.05 (37.86)
School/GED

A-Levels/High school 131.66***  (37.16) 39.72 (21.15)

Some College n/a 99.72%%% (23.81)

College Degree 54.05 (27.77) 93,55%* (26.69)
Received Vocational Training 61.61%%* (16.46) -22.45 (20.23)
Number of Years Worked 10.96%** (0.56) 4.29%%* 0.52)
Working Past Age 65 -201.73%%F  (34.93) -55.89% (23.09)
Lived in East Germany 174.77%%*  (17.02) n/a
Migrant 67.69 (40.68) 2145 (28.10)
Race (Ref.: Non-Hispanic Black)

Non-Hispanic White n/a 61.36%* (22.71)

Hispanic n/a -24.87 (35.41)

Other n/a -21.98 (54.03)
Constant 425.6485%  (42.72) 565.9417%%  (45.43)
R-Squared 0.377 0.197
N 2098 1834

Note: 1The reference category for educational attainment is lower secondary school (Hauptschule)
for Germany and less than high school in the U.S. Significance level: * p <0.05, ** p <0.01, ***
p<0.001. Selected parameter estimates only. Abbreviations: n/a = not applicable. Source: HRS
Permissions 2004 and SOEP 2007; Author’s calculations

To have children results in significantly lower pension benefits, because
women are the primary caregivers in both countries and hence, cut back

on their labor supply. In the U.S., results show that the higher the num-
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ber of children, the lower the monthly benefit. Having three or more
children in Germany does not have a significant negative effect on the lev-
el of pension benefits. Separate estimations for East and West Germany
can explain this somewhat surprising finding.” The coefficients for West
Germany are negative and significant, whereas those for East Germany
are positive and only partially significant. Hence, in the joint estimation
of East and West the opposing effects cancel each other out. This outcome
provides evidence that the welfare state context matters. West Germany
promoted the division of labor and home production with women being
the primary caretaker and if working than mostly as co-earners. Institu-
tionalized child care facilities were available for children aged three years
and older, but mainly part-time. The former GDR subsidized families
with children, but also promoted full-time employment of both husband
and wife enabled by the broad availability of all day child care facilities
starting for newborn babies. Consequently, neither the marital trajectory
nor the presence of children had negative repercussions for the accumula-
tion of pension rights. This background information explains the strong
positive coefficient for living in East Germany at the time of reunifica-
tion. Migration history has no effect in Germany and the U.S. Effects
along racial lines are rather moderate in the U.S. Only non-Hispanic
white women have significantly higher monthly pension benefits than
Non-Hispanic black women. Overall, the selected variables explain more

variation in the monthly public pension benefits of women in Germany
than in the U.S.

*®  Table A4 provides the results of separate estimations for East and West German wom-

en.
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6 Marital Trajectories & Pension Building in the Pre-
Retirement Cohorts

6.1 Marriage Patterns and Marital Clusters

Changes in partnership patterns and increasing divorce rates are even
more pronounced in the preretirement cohorts. Table 6 provides summary
statistics.” Concerning the current marital status, more than two thirds of
women in both countries are married either in their first or a higher order
marriage. Women in the U.S. are far less likely to be in their first mar-
riage than women in Germany (43.3 vs. 57.4 percent). The share of wom-
en who is divorced for the first time is quite similar, whereas the share of
women in a second or higher order divorce is higher in the U.S. (6.8 per-
cent) when compared to Germany (3.6 percent). Obviously, widows are
not very common because women in the pre-retirement population are

still young.

The empirical evidence concerning the marital dynamics reveals that the
prevalence of divorce and remarriage is even higher in the pre-retirement
than in the retiree population. In the U.S., more than 47 percent of first
marriages end in divorce compared to almost 30 percent in Germany.
Relative to the retiree cohorts, the divorce risk increases by 55 percent in
the U.S. and 76 percent in Germany. First marriages that end in widow-
hood are far less common in the preretirement cohorts. Not only divorce,
but also remarriage rates are higher among pre-retirement women. In the
U.S., remarriage rates were already high for the retiree population (58.1
percent), but in the pre-retirement population the rate amounts to 65 per-
cent. However, in Germany only 25 percent of women in the retiree
population remarried after their first marriage ended in a divorce com-

pared to 47 percent in the pre-retirement sample. Hence, remarriage be-

*  For reference information on the retiree population, compare to Table 3.
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comes more common in Germany as well. The share of women who stay

married in their second marriage is higher in Germany than in the U.S.

(70.6 vs. 54.6 percent). Consequently, women in the U.S. are more likely

to get a divorce or experience widowhood in their second marriage than

women in Germany.

Table 6  Marital Status and Marital Transitions of Women in Germany & the U.S., Preretire-

ment Population
Variables HRS-SSA SOEP-SAPA
Marital Status at Age 65 (in %)
Never Married 5.8 6.3
First Marriage 43.3 57.4
Second+ Marriage 23.4 11.6
First Divorce 13.5 12.6
Second+ Divorce 6.8 3.6
First Widowhood 4.5 7.8
Second+ Widowhood 2.8 0.6
Marital Dynamics (in %)
First Marriage 94.2 93.7
— Stays Married 45.9 61.4
— Transition into Divorce 47.2 294
— Transition into Widowhood 6.9 9.1
Second Marriage 64.8 47.0
— Stays Married 54.6 70.6
— Transition into Divorce 37.4 26.8
— Transition into Widowhood 8.0 2.7
Third Marriage 48.8 22.6
— Stays Married 58.5 79.7
— Transition into Divorce 36.2 15.2
— Transition into Widowhood 5.4 5.1
Time Spent in Marital States and Length of Mar-
riage (Average number of years)
Never Married 9.0 10.1
Married 27.8 27.5
Divorced 5.0 3.9
Widowed 0.9 1.0
Length of 1st Marriage (all 1 Marriages) 232 26.7
1 Marriage — Divorce 12.0 12.0
Length of 2" Marriage (all 2™ Marriages) 15.2 13.8
24 Marriage — Divorce 7.8 8.9
Length of 3rd Marriage (all 3 Marriages) 10.2 9.2
3% Marriage = Divorce 5.6 7.2
n 1,989 2,679

Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations

Differences are negligible concerning the time women spend in different

marital states. On average, women spend 10 years being never married
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and almost 28 years being married. The number of years a women is di-
vorced is on the rise, when compared to the retiree sample.” Two factors
contribute to the shorter average length of marriages. First, the sample
population is younger and the period of observation only goes from age
15 to 50, hence, marriages are shorter. Second, more marriages end in di-
vorce. On average, first marriages that end in divorce last 12 years in the
U.S. and in Germany. In the retiree population, the average duration was
14.8 and 16.4 years, respectively. Overall, the results indicate that the
propensity to divorce and to remarry is higher in the pre-retirement than
in the retiree cohorts (for reference cp. to Table 3). These marital patterns
are still more prevalent in the U.S. than in Germany, however trends

slowly start to converge.

The cluster analysis reflects the changes in marital patterns in the pre-
retirement cohort and reveals interesting differences with respect to the
number of clusters, the distribution across marital cluster and the preva-
lence of marital clusters in Germany and the U.S. First, the sequence
analysis and optimal matching results in seven distinct marital clusters,
adding one more cluster the so-called remarriage cluster. The first marriage of
women in the remarriage cluster ends at an early age. After some years be-
ing divorced, they remarry and stay married. Because of the higher preva-
lence of divorce and remarriage in the U.S., this new cluster is more
common in the U.S. than in Germany (6.5 vs. 2.8 percent). Second, the
analysis brings about significant changes in the distribution of women’s
marital trajectories across marital clusters. The optimal matching for the
preretirement cohorts considers marital status information only for ages
15 to 50, because information on marital status and pension-relevant in-

come is right-censored at age 50 for the youngest birth cohort.*" Table 7 il-

®  These numbers are not comparable to those of the retiree population because the

sample is right-censored.

' The decision to right-censor age-specific marital status information at age 50 to per-
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lustrates the distribution of marital clusters in Germany and the U.S.

Table 7 Distribution of Cluster of Women’s Marital Trajectories in Preretirement Population

Cluster of Marital Trajecto- | Germany us.

ries Share in % n Share in % n

1 Never Married 4.3 (114) 5.9 (117)
2 Late Spouses 34.6 (927) 22.4 (446)
3_Early Divorcees 2.8 (74) 4.0 (80)
4 Widows 1.8 (48) 22 (44)
5 Late Divorcees 7.7 (207) 10.6 (210)
6_Continuously Married 46.1 (1,235) 48.4 (963)
7 _Remarriage 2.8 (74) 6.5 (129)

Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations

In the retiree cohorts, the continuously married cluster was the dominant
marital pattern for more than 70 percent of women in both countries.
This finding is also true for the pre-retirement cohorts, but to a lesser ex-
tent. In the younger cohorts, more individuals fall in the late spouses clus-
ter reflecting a general trend of women postponing their first marriage to
a higher age. The graphical display (compare to Fjgure A4 in the Appendix)
of the cluster illustrates that late spouses in the pre-retirement sample are
not marrying as late as late spouses in the retirement sample, however lat-
er than continuously married women.®* The average age at first marriage
of late spouses is 28 years compared to 20 years of continuously married
women. More women in the German sample fall in the late spouses clus-
ter, because they tend to marry at a higher age than women in the U.S.
(34.6 vs. 22.4 percent, respectively). Permanent widowhood is rare in the

pre-retirement cohorts in both countries and much less common than in

form the sequence analysis avoids that the missing years influence the distance be-
tween sequences of different length and hence, the cluster solution (Brzinsky-Fay et
al. 2006). Changes in the distribution across marital cluster are - at least - partly driv-
en by the shorter period of observation.

The increase in the share of women who fall in the /aze spouses cluster is mainly due to
the shorter period of observation, which drives the distance measure between the
marital sequences.
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the retiree cohorts. Late-life divorcees become more common in the pre-
retirement cohorts, whereas early-life divorcees are less common when
compared to the retiree population. Note that the shorter period of ob-
servation also contributes to the changes in the distribution across the two
divorcee clusters with the average age at which divorce occurs being sig-
nificantly lower in the pre-retirement cohort. The share of never married
women increases in the U.S., whereas it decreases in Germany. In addition
to the changes in the distribution across marital clusters, Tabl 7 also illus-
trates that clusters are less evenly distributed across the two countries of

study.

6.2 Paths of Pension Building

The analysis now turns to the process of pension building. In both coun-
tries, women accumulate pension entitlements through the payment of
payroll taxes or insurance contributions from pension-relevant earnings.
Taking on this perspective allows us to compare the paths of pension
building over the adult’s working life across different marital trajecto-
ries.” The advantage of this perspective is that pension building only re-
flects pension rights women accrue from own employment, therefore
factoring out any kind of divorced (spousal) or survivor’s benefits or re-
distributive elements, such as child care credits or redistribution between
high and low earners. It allows for a straight view on how marital trajec-

tories and women’s employment interact.

Fignre 3 compares the paths of pension building between ages 25 and 50
across marital clusters in Germany and the U.S. Instead of using age-

specific nominal earnings, we calculate the women’s relative income posi-

 In both datasets, year-specific pension-relevant earnings are available. For the analysis,

these earnings are indexed to 2004 dollars and 2007 Euros, respectively and then
transformed into age-specific earnings.
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tion for each year, which relates the women’s pension-relevant income in
year x to the average pension-relevant income in this year.”* Like in previ-
ous analyses, the cluster of never married women is the reference group
constantly set to 100 to which we compare all other marital clusters. Plot-
ting the upper and lower bound of the 95% confidence interval of never
married women, shows whether differences to the other clusters are statis-
tically significant. Never married women fare best in the pre-retirement
sample. Overall, their pension-relevant earnings are higher than for any
other marital cluster. This finding applies to Germany and the U.S. In
Germany, the path of pension building of never married women differs
significantly from the paths of all other marital clusters, except for early
divorcees. They come close to the path of never married women. Early
divorcees have a good chance to eventually to outperform never married
women until retirement. In the U.S., only continuously married women
and widows have significantly different paths of pension building when
compared to the never married. The other clusters end up within the up-

per and lower bound of the 95% confidence interval of the never married.

Also in the pre-retirement sample, differences across marital clusters are
more pronounced in Germany than in the U.S. However, at age 50, the
gap between the top and bottom cluster is the same in both countries with
more than 40 percent between widows and never married women. The
gap between continuously married and never married women is also quite
substantial in both countries: at age 50, they have accumulated slightly
more than 60 percent of pension-relevant earnings of never married wom-
en. However, there is a clearer upward trend in pension building of con-

tinuously married women in the U.S. The path of pension building of late

% The year-specific average pension-relevant income comes from the National Average

Wage Index in the U.S. and the Sozialversicherung-Rechengrifienverordnung (SGB VI Anlage
1) in Germany (Deutsche Rentenversicherung 2010; Social Security Administration
2011).
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spouses in Germany is similar to that of continuously married women;
however, with a five year time shift which is a consequence of the higher
age at first marriage. At age 50, late spouses end up at the same level as
continuously married women. In contrast, pension-relevant earnings of
late spouses in the U.S. exceed those of the never married until the late 20s
and then fall below. At age 50, the gap amounts to 17 percent between late
spouses and never married women. Their accumulated pension-relevant

earnings are within the 95% confidence interval.

Figure 3 Pension-Relevant Earnings between Ages 25 and 50 across Marital Clusters in Ger-
many and the U.S.
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The results for the two divorce clusters illustrate that the timing of di-
vorce matters in both countries. For early divorcees in the U.S., the gap
relative to the never married women is largest around the time of divorce.

The same applies to late divorcees in Germany with the gap being signifi-
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cantly larger.”” Obviously, the smaller gap in the U.S. allows divorced
women to catch up more easily in pension building despite the clear up-
ward trend following a divorce in both countries. At age 50, the gap be-
tween never married and early divorcees amounts to 9 percent in the U.S.
and only 3 percent in Germany.* For late divorcees, the gap equals only 7
percent in the U.S., but 31 percent in Germany, which indicates that late
divorcees in Germany have trouble catching up in pension building. The
later the divorce, the more vulnerable women are and the higher their risk

of insufficient provisions for old-age.

Marital trajectories also matter in the U.S. when it comes to pension
building. Continuously married women and widows lag considerably be-
hind never married women in terms of pension building. It’s the contrast
with the retirement cohorts that makes evident to what extent, in particu-
lar the groups benefit from the payment of spousal and survivor’s bene-
fits. The auxiliary benefits they are eligible for almost close the existing
gap between continuously married women and widows on the one side
and never married women on the other side. It is also important to re-
member that women in the U.S. benefit from the best 35 years rule. Only
their best 35 years count in the pension benefit calculation. This rule
compensates for their weak earnings position between the mid-20s and

mid-30s. German women, in turn, benefit from caregiver credits.

7 Conclusion

This paper analyzed the impact marital trajectories have on retirement

outcomes and the process of pension building of women in Germany and

% According to the summary statistics in Tablk A5 in the Appendix, early divorcees ex-

perience the marital split in their late 20s and late divorcees in their late 30s.
Early divorcees in East drive this result. They have a stronger labor market attach-
ment to begin with. The small number of observations does not allow a
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the U.S. The distinction between retirement outcomes and the dynamic
process of pension building for retirement and pre-retirement cohorts
provided valuable insights into the interplay of individual-level and insti-
tutional factors in Germany and the U.S. Differences in retirement out-
comes and pension building across marital trajectories exist in Germany

and the U.S. with differences being more pronounced in Germany.

For the U.S., the comparison of retirement and pre-retirement cohorts re-
veals greater differences in pension building among the younger cohorts,
whereas differences level off when looking at the retirement outcomes of
the older cohorts. Obviously, retired women benefit from the payment of
(divorced) spousal and survivor’s benefits on top of their own-retired
worker benefits. These auxiliary provisions make women less vulnerable
to the effects of marital transitions, because they compensate women, at
least partially, for their weaker labor market attachment, their larger share
in home and care work and the resulting financial dependency on their
husband during married life. Hence, the U.S. social security system com-
pensates women for potential disincentives embedded in the welfare state
set-up. Women who got a divorce also benefit from these auxiliary bene-
fits in case they were married for more than ten years, because they con-
tinue to be eligible for spousal and survivor’s benefits despite of the
marital split. This rule has two positive implications: First, in general,
women have to rely to a lesser extent on the equal sharing of resources
with their husbands. Second, these provisions allow women in the U.S. to

opt out of marriage even at higher ages, because they do not lose eligibil-

ity.

For Germany, we found pronounced differences in the paths of pension
building by marital trajectories. These differences also prevail for the re-
tirement outcomes of older cohorts. This finding indicates that the Ger-
man public pension program has almost no provisions to compensate
women for their role as primary caretakers, except for the survivor’s ben-

efits they receive if their husband dies. Continuously married women
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have significantly lower retirement income when compared to women
with other marital trajectories, but also relative to their continuously
married U.S. counterparts. The lack of effective incentives embedded in
the German welfare state that promote married women’s labor supply has
detrimental effects for successful pension building. The interplay of wel-
fare state settings and individual behavior makes women in Germany par-
ticularly vulnerable to marital shocks. This vulnerability grows with
every additional year of marriage. Hence, the strong economic dependen-
cy on their spouse and the lack of adequate compensating provisions in
the German social security scheme might prevent some women who are
continuously married from getting a divorce, even though this study does
not provide any explicit empirical evidence to support this hypothesis.
Possibly, women with low pension benefits on their own stay married be-
cause otherwise, they also forego eligibility for survivor’s benefits. The
empirical evidence illustrates the high economic risk women bear that opt
out of marriage later in life. The pension splitting between ex-spouses ap-
pears to be a less effective instrument than the divorced spousal and survi-
vor’s benefits in the U.S. Late divorcees in Germany have not enough
time to catch up in pension building and fail to close the gap to never
married women. They still fare better than continuously married women,
but typically they have few other income sources to rely on.” In turn,

women who get a divorce early on in life, succeed to catch up.

From this analysis, it becomes obvious that the German approach to so-
cial security simply prolongs the strong financial dependency of women
on their husbands into the retirement phase. Hence, continuously married
women with low benefits on their own have to rely on the equal sharing

of pension benefits with their husband. Even though, evidence on the

¢ Younger birth cohorts will benefit to a greater extent from the pension splitting in

case of a divorce. Some women in the retirement cohort did not benefit this provi-
sion, because it was only introduced in 1977.
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gender wealth gap raises doubts, whether resources in couples are truly
equally shared (Sierminska et al. 2010). The situation of married women
in Germany can only improve with targeted work incentives that put
them in the position to have continuous employment careers. For di-
vorced women might change significantly over the next years in the light
of the new German divorce legislation. This new legislation shifts the em-
phasis from the welfare of ex-wives to the welfare of children. Hence, the
law considers it just and reasonable that women with young children have
to work and achieve financial independence. This ruling will also have re-

percussions for the old-age provisions of divorced women.

Despite of the comparative advantage of women in the U.S. and the less
strong impact of marital trajectories on retirement outcomes, it is im-
portant to keep in mind that spousal and survivor’s benefits in both coun-
tries come from general tax revenues. Workers pay no extra payroll taxes
or social insurance contributions for spousal benefits in the U.S. and sur-
vivor’s benefits in both countries. From the perspective of women, the
current legislation raises questions as to whether it is safe to rely on
spousal and survivor’s benefits. Given that these benefits are not financed
over additional taxes makes it easier for policymakers to cut spousal and
survivor’s benefits. In the light of population aging, these benefits can be-
come a substantial cost driver that easily overstrains national budgets.
From the perspective of policymakers, the payment of spousal and survi-
vor’s benefits raises equity concerns. For example, never married individ-
uals with continuous work histories might end up with lower social
security benefits than continuously married individuals or widows with a
weak lifetime labor market attachment who benefit from the high retired-
workers benefit of their husband. These outcomes raise questions whether
a more equitable allocation of benefits is feasible. Burkhauser and Duncan
wrote that “one method by which women can reduce the relative risk of
dramatic drops in well-being is to become more like men” (Burkhauser
and Duncan 1989, p. 20). This statement clearly refers to women’s em-

ployment behavior, but dismisses how marital status and marital history
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affect their labor supply and consequently pension building.
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Appendix

Figure A1 Crude Divorce Rate in Germany and the U.S. between 1970 and 2008
6

United States —Germany

, e /_/_A

N\ ~

0 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
o o o O ®
R P R N S

Source: OECD Family Database 2010

Source: OECD Family Database (2010)

65




Table A1 Synopsis of the German and U.S. Public Pension Scheme

Criteria Germany United States

Type of Pension Scheme Defined benefit (pay-as-you-go) Defined benefit (pay-as-you go)

Insurance Old-age, disability, and survivor’s pensions Old-age, disability, and survivor’s pensions
Access All employees (except for self-employed and civil servants) All employees (including the self-employed)
Financing Contributions Payroll taxes

Maximum Contribution Ceiling/ Taxa-
ble Maximum

Eligibility

Basis for Benefit Calculation

Redistribution

Administration

(2010: 9.95 percent of monthly earnings paid by employee and employ-
er - total of 19.9 percent)

€64,800

Minimum of five years
(different rules for special pension schemes)

All years

Credits for caregiving (children and elderly family members in need of
care)

Upgrade of below average contributions (for periods of child-rearing or
low earnings [only temporary])

statutory pension insurance

(2010: 6.2 percent of monthly earnings paid by employee and employer
- total of 12.4 percent)

$106,800
Minimum of ten years (40 quarters in total)
Best 35 years

Progressive benefit calculation formula beneficial to low earners (bend-
ing points)

Social Security Administration

Source: Author’s illustration
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Table A2 Pension Benefit Calenlation in the Public Pension Schemes in Germany and the U.S.

Criteria

Germany

United States

Benefit Calculation Formula

Factors of the Benefit
Calculation Formula

PB = EP * PV * AA. * PTF,

Pension Benefit (PB): Is the monthly pension benefit a person re-
ceives.

Sum of Earning Points (EPs): EPs describe the individual’s earning
position relative to the average earnings of all individuals that pay
contributions into the public pension scheme in a given month. The
EPs are summed up over the entire working life.

Pension Type Factor (PTF): Depends on the type of pension a person
applies for. The PTF ranges from one (old-age pension) to 0.25 (or-
phan’s pension).

Pension Value (PV): The PV serves the adjustment of past earnings to
today’s wage levels. The PV is equal for all individuals but is adjusted
annually. For 2009, the PV amounts to € 27.20 in West and

€24.13 in East Germany.

Actuarial Adjustment Factor (AAF): Factor reflects the age of retire-
ment. The factor equals one if a person retires at the normal retire-
ment age. For each month the person retires earlier the factor
decreases by 0.3 percent. For each month the person retires later the
factor increases by 0.5 percent.

PI4;=0.9*1"BP, +0.32*2" BP +0.15*3“BP,
BP, refer to AIME,

Average Indexed Monthly Earnings (AIME): The AIME considers the
35 highest earning years indexed to growth in wages up to age 60. Best
35 years are first divided by 35 and then 12 in order to get workers av-
erage monthly earnings in today’s wage levels.

Primary Insurance Amount: Is the monthly benefit a person receives if
he/she starts to draw benefits upon reaching the normal retirement age
(no actuarial adjustment for early or delayed retirement).

Bend points (BPs): Serve the purpose of calculating the primary insur-
ance amount (PIA). The bend points decompose the AIME into three
parts and assign weights to each respective part. The BPs are adjusted
annually.

For 2009 they amount to

First BP: 90 percent of $0 to $744 of AIME
Second BP: 32 percent of $745 to $4483 of AIME
Third BP: 15 percent of $4484 > of AIME

Source: Author’s illustration
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Figure A2 Marital Status across Age in Germany and the U.S., Retiree Population

Germany, Birth Cohorts 1927-1942

15 25 35 45 55 65
Age in Years

United States, Birth Cohorts 1924-1939

15 25 35 45 55 65
Age in Years

- Widowed - Divorced
- Married - Never Married

Note: Results are weighted with wave-specific individual-level weights in HRS and SOEP data.
Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations
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Table A3 Comparing Summary Statistics for HRS and SSA Permissions 2004

Variable Label HRS 2004 - HRS 2004 -
No Permission ~ Permission
Gender (in percent) Male 46.9 49.7
Female 53.2 50.3
Race (in percent) Non-Hispanic White  80.9 81.0
Non-Hispanic Black 9.4 9.4
Hispanic 7.5 7.1
Other 3.0 2.6
Age in Years Mean 62.3 62.3
Census Region (in percent) North East 16.9 17.9
Midwest 26.1 24.7
South 38.0 37.2
West 18.8 20.2
Other 0.1 0.1
Years in Education Mean 12.9 12.9
Education (in percent) Less than High School 16.7 16.7
GED 4.5 4.9
High School Graduate 29.6 29.7
Some College 23.8 24.6
College and Above 25.4 25.2
Longest Job Tenure Mean 18.3 18.0
Children (Average) Number of Children 2.9 3.1
Marriages (Average) Number of Marriages 1.4 1.4
Longest Marriage in Years Mean 28.7 28.7
Median 30.1 29.8
Never Married (in percent) Ever Married 95.7 94.9
Never Married 43 5.1
Number of Divorces (in percent) Zero 63.9 60.2
One 26.2 28.6
Two 7.8 8.7
Three or more 1.8 25
Living in Poverty (in percent) 0.09 0.08
Total Household Income Mean 473,531 450,799
Median 187,770 170,100
Social Security Mean 7,734 7,965
Median 7,800 8,358
Pensions and Annuities Mean 8,636 8,841
Number of Observations n 9,174 7,685

Notes: Deviations from 100 percent are due to rounding. The mean value for income from social
security as well as pension and annuities only considers persons who report to be fully retired. The
median for pension and annuities equals 0, indicating that more than 50 percent of all retired per-
sons don’t receive any income from these sources. Source: HRS 2004 and SSA Permissions 2004;
Author’s calculations
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Figure A3 Clusters of Marital Trajectories in Germany and the U.S., Retiree Population
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Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations
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Table A4 Determinants of Monthly Public Pension Benefits of Retired Women in East and

West Germany
[East Germany West Germany
b se b se

Marital Clusters (Ref.: Never Married)

Late Spouses 145395 (81.38) 58,654 (130.77)

Early Divorcees 28.238 (62.37) -68.856 (66.66)

Mid/Late-Life Widows 2059954 (54.47) -107.617 (64.91)

Late Divorcees 13.593 (72.01) 92.909 (86.39)

Continuously Married -288.727°%* % (49.01) -169.340%* (56.54)
Experienced Widowhood 56.659 (37.77) -25.451 (38.48)
Experienced Divorce 213.629%%*  (33.85) -14.161 (38.53)
Widowed after Age 65 9.911 (29.66) -12.634 (32.58)
Number of Children (Ref.: No Children)

One Child 90.655**  (33.97) 47.297 (38.93)

Two Children -118.428***  (32.29) 67.497 (38.55)

Three + Children 88.821%  (33.23) 100.455*  (39.66)
Educational Attainment

No Degree 853517+ (22.69) 119.459*  (28.15)

Degree Unknown 145.634%%F  (43.3Q) 68.069 (64.59)

Intermediate Secondary School |-74.485% (34.04) 386.966%**  (40.85)

A-Levels 49.473 (48.66) 11.015 (83.50)

College Degree -1.808 (59.47) 10.052 (78.68)
Received Vocational Training 70.475%**  (20.01) 58.406* (24.96)
Number of Years Worked 10.678%**  (0.64) 10.901%** (1.22)
Working Past Age 65 -192.631%%*  (39.13) -130.076 (78.08)
Migrant -63.479 (43.63)
Constant 506.5417%%  (51.02) 4161115 (75.19)
R-Squared 0.342 0.29
N 1529 569

Notes: ' The reference category for educational attainment is lower secondary school
(Hauptschule). Significance levels: * p <0.05, ** p<0.01, *** p < 0.001. Selected parameter esti-
mates only. Abbreviations: n/a = not applicable. Source: HRS Permissions 2004 and SOEP 2007;
Author’s calculations
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Figure A4 Clusters of Marital Trajectories in Germany & the U.S., Pre-Retirement Coborts
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Notes: Fignre A4 omits the never married cluster because the sequence plot is the same as in Figure
A3. Only the number of individuals that fall in the never married cluster is higher in the pre-
retirement cohorts with 114 individuals in Germany and 117 in the U.S., respectively. Source:
HRS Permissions 2004 and SOEP 2007; Author’s calculations
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Table A5 Clusters of Marital Trajectories and their Prevalence in Germany and the U.S.,
Pre-Retirement Population

Cluster Cluster Cluster 3 Cluster Cluster 5 Cluster 6 Cluster 7
1 2 Early- 4 Late-Life Continuously Remar-
Never Late Life Mid-/  Divorcees Married riage
Mar-  Spouses Divorcees Latelife
ried Widows
Average Duration
being ...
Never Married 36.0 13.0 4.9 4.2 7.7 4.8 5.1
Married 0 22.4 8.1 16.7 14.8 30.4 19.6
Divorced 0 0.3 23.0 0.5 13.4 0.8 10.5
Widowed 0 03 0 147 0 0.1 0.7
Prevalence of
Cluster ...
Germany 4.3 34.6 2.8 1.8 7.7 46.1 2.8
Share in Per- 114)  (27) (74 @48)  (207) (1,235) (74)
cent/(n)
U.S. 5.9 22.4 4.0 2.2 10.6 48.4 6.5
Share in Per- (117) (446)  (80) (44) (210) (963) (129)
cent/(n)

Source: HRS Permissions 2004 and SOEP 2007; Author’s calculations
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