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About twelve years ago, Paula England, Michelle Budig and I published a paper entitled “The 

Wages of Virtue” arguing that jobs involving care for others tend to pay less than other jobs.1 We 

presented results from a fixed-effects econometric analysis using data from the National 

Longitudinal Survey of Youth showing that most occupations that involve care for others pay 

less than others, net of a long list of control variables. Recently, two papers using British data 

presented similar empirical results, but expressed skepticism regarding the theoretical substance 

of our argument.2  

 

This skepticism derives, in part, from a reluctance to acknowledge similarities between unpaid 

and paid care. Research on these two types of care (also designated informal and formal, as in 

the title of this session) tends to take place in very different arenas of economic theory.  Both the 

assumptions and the methods deployed in analysis of the family differ substantially from those 

deployed in analysis of the labor market.  

 

In this paper, I develop a unified perspective on care work, picturing unpaid and paid care as 

components of a “care sector” with similar inputs and outputs and similar implications for 

undervaluation of services of care provision.3  

 

I argue that the emotional attachments and moral commitments central to care for dependents 

help solve a contracting problem that markets alone cannot solve, but impose significant risks on 

those who specialize in care provision. This perspective explicitly links analysis of bargaining 

power in the household to an analysis of bargaining in the labor market. It also emphasizes 

similarities in the supply of care services in both unpaid and paid domains. 

 

In this presentation I: 

 

 Review previous work arguing that both paid and unpaid care, often combined in the 

provision of care for dependents, share important characteristics: difficulty measuring 

output, significant intrinsic motivation, lack of consumer sovereignty, and highly 

gendered norms.  

 

 Explain why emotional engagement in care work reduces bargaining power in the home 

and the polity.   

 

 Argue that similar dynamics operate in the labor market, where care workers are seldom 

paid on the basis of their actual contributions or paid a higher-than-market clearing or 
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“efficiency wage” and the specific characteristics of care work influence the supply of 

both unpaid and paid care services.  

 

Beyond Separate Spheres 

 

Economists tend to treat the family and the labor market as separate spheres, applying very 

different behavioral assumptions to each. The family is often treated as a realm of altruism where 

individuals derive utility from the wellbeing of others. The labor market is often treated as a 

realm of self-interest, where workers care only about their earnings relative to their effort.  

 

This “separate spheres” approach has never been entirely convincing. It has become less so as 

many services previously performed within families have shifted to the labor market.  The 

expansion of paid care services for children, individuals who are ill or disabled, and the elderly 

reflects, in part a reduction in family time devoted to such activities.4  

  

Yet many aspects of the labor process remain similar: in many occupations in health, education, 

and social services, concern for the wellbeing of the care recipient has implications for the 

quality of the services provided. This does not imply that moral or altruistic concerns are absent 

from other occupations.5 However, it does imply that they play a special role in jobs that involve 

direct personal care of others.6  

 

Both child care and elder care workers typically know the names of those they care for, grow 

attached to them, and worry about their well-being. Even work in more credentialed care 

occupations, such as teaching and nursing, has significant personal and emotional dimensions.  

 

Work in care occupations and industries is generally less “personal” than unpaid family care. On 

the other hand, it is not nearly as “impersonal” as stylized models of labor supply suggest.  

 

Synergies and Spillovers  

 

Economic theory provides a useful vocabulary for analyzing the similarities between unpaid and 

paid care work in more specific terms.  Both unpaid and paid care contribute to the development 

and maintenance of human capabilities, a process that involves considerable collaboration (or 

“team production”) and generates significant externalities or spillovers. As a result, it is difficult 

to accurately measure inputs into or specific outputs of care. Indeed, the emotional dimensions of 

care challenge the traditional distinction between a utility function and a production function.7 

The physical well-being of human beings is linked to their emotional well-being. Yet, as 

neoclassical theory emphasizes, interpersonal utility comparisons are impossible to observe and 

difficult to infer.  

 

Human development is a lengthy and complex process that is difficult to directly observe. Like a 

parent, a teacher can have a lasting influence on a child’s maturation generating significant 

benefits not only for the child but for all those who interact with the mature adult. For instance, 

one recent empirical analysis of teachers’ impacts on test scores found that replacing a teacher in 

the bottom 5% with one of average value added would increase the present value of students’ 

lifetime income by more than $250,000, far more than any teacher earns in a year.8 Such 
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measures of value added are only approximate, since test scores represent only one dimension of 

success, less important, by some accounts, than “emotional intelligence” and other traits distinct 

from the standard set of cognitive skills.9 

 

In market-provided education and health, non-market inputs including parental capabilities and 

an individual’s own personal habits jointly produce the outcomes that should be considered 

“output.” Conventional measures of the “output” of paid education and health care are, like 

measures of the “output” of government, almost entirely based on the value of the inputs paid for 

in the market, which represent only a small portion of their total value.10  

 

In more colloquial terms, “it takes a village.” It is often difficult to distinguish the impact of a 

teacher from that of other adults in a child’s environment. Likewise, in health, successful 

treatment of acute injuries and diseases, as well as more chronic problems, is often conditional 

on preventive care encouraged by other adults and implemented by patients themselves.    

Many diffuse aspects of the social and economic environment, including exposure to violence, 

economic stress, and inequality also influence health outcomes.11 James Coleman pointed to such 

externalities long ago when he emphasized the important role of social capital in the creation of 

human capital. 12  

 

Lack of Consumer Sovereignty 

 

The scope of explicit contracts for care provision is limited. Those who need care are often 

unable to exchange anything in return for it. When intertemporal exchanges are feasible, they are 

difficult to enforce, even within the family. They rely, to a very large extent, on altruistic 

preferences.13 Even Gary Becker, an economist generally confident of market forces, emphasizes 

that the family and the state can solve coordination problems that lie beyond the reach of 

individual exchange.  

 

Within the market, a significant portion of all care services are directed toward or organized 

around the needs of dependents who lack consumer sovereignty, rely on third-party payment, 

and may be vulnerable to opportunistic behavior. As a result, profit-maximizing strategies create 

temptations to provide low-quality services.14  

 

Not surprisingly, a significant share of all paid care services are provided either in the public 

sector or by non-profit organizations, and are generally subject to close regulation. Their 

provision is partly governed by normative constraints such as concern for human rights and 

welfare.  The quality of services provided is protected, to varying degrees, by the pro-social 

motivations of paid care providers, both managers and workers.  

 

Intrinsic Motivation  

 

Both unpaid and paid care are often motivated by a particular type of altruism aimed at fostering 

the wellbeing of care recipients rather than their subjective happiness.15 They may also include a   

 “warm-glow” dimension—a desire to personally help another.16  
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Some economists argue that such altruism represents a source of intrinsic satisfaction that 

compensates for lower income, a so-called “compensating differential.” Victor Fuchs applies this 

reasoning to the family, suggesting that mothers are willing to pay a higher price for children 

than fathers are.17 The same reasoning has been applied to jobs that allow workers to express 

their altruistic preferences or moral commitments.18 Willingness to work for lower pay can be 

interpreted as a signal of quality when employers want to select for a high level of intrinsic 

motivation.19 

 

This reasoning is plausible, but incomplete, because it assumes that altruistic preferences are 

exogenously given. However, such preferences may be partially endogenous, influenced by 

economic outcomes. Recent research on the relationship between intrinsic and extrinsic 

motivation emphasizes this possibility, pointing to conditions under which intrinsic motivation 

can either be “crowded out” or “crowded in.”20  

 

Individuals who believe their gifts to others are prized and appreciated are more likely to 

continue giving than those who are disregarded or disrespected.  Two individuals who love each 

other deeply often find that their sentiments change over time, or are undermined by lack of 

reciprocity or trust.  

 

One could argue that altruism—especially altruism towards dependents—offers a solution to a 

contracting problem that more instrumental exchange cannot solve. Altruistic preferences could 

be construed as an unpriced natural resource subject to over-exploitation or a form of social 

capital subject to depreciation.  

 

If this is the case, such preferences could be weakened by economic trends that render them 

more costly to develop and maintain.21    

 

 

Gender and Care  

 

Women disproportionately provide both unpaid and paid care. The meanings of femininity and 

masculinity are permeated with qualities directly relevant to the supply of care, inserting social 

norms directly into labor market dynamics.22 Traditional gender norms treat caregiving as a 

feminine obligation that benefits society as a whole.23 Decisions regarding occupational choice 

and continuity of labor force experience are significantly influenced by gender identity.24  

 

Gender differences in preferences partly reflect different priorities for the care of others.25 As 

Nicole Fortin observes, the percentage of women in a National Longitudinal Survey in the U.S. 

who stated that “opportunities to be helpful to others or useful to society” are important in 

selecting a career” exceeded that of men by more than ten percentage points.26 Her empirical 

results also suggest that men put a higher priority on money than women do.  

 

Women who hope to become mothers benefit from sustained relationships with men who will 

provide at least some support for this costly commitment. Educational attainment appears to 

improve their success both in the marriage market and the labor market. However, entrance into 

traditionally female jobs leads to lower earnings in the labor market, while gender non-
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conformity is penalized in the dating and marriage market.27 Other asymmetries are apparent: 

evidence suggests that women in high-status jobs are penalized for aggressive personality traits, 

while men are rewarded for them.28 

 

Indeed, gender norms and the social institutions that enforce them may have evolved partly as a 

response to the market failures described above.  

 

Unpaid Care and Bargaining   

 

Almost by definition, ability to threaten withdrawal of care services from those who are 

emotionally cared for is limited. Altruistic commitments create economic vulnerability. 

Caregivers may become “prisoners of love” who find it difficult to bargain over or renegotiate 

their responsibilities.  

 

Put slightly differently, concern for care recipients leads to asymmetric payoffs in a Chicken 

Game: the fear that no one else will take responsibility prevents caregivers from threatening to 

withdraw their services. 29 Caregivers often suffer a first-mover disadvantage, or a hold-up 

problem. Indeed, the difficulty of specifying complete and enforceable contracts can discourage  

caring commitments.30  

 

Care Bargaining in the Family  

 

One can speak of a metaphorical marriage market, but once a family is formed (especially one 

that involves joint responsibilities for the care of dependents), interactions more closely resemble 

a bilateral monopoly.31 High transaction costs make exit sticky.32  

 

Spouses probably can and do bargain over transfers of income that represent at least partial 

payment for unpaid care.33 Caregivers in stable family partnerships often fare quite well 

economically. However, specialization in family care often reduces labor supply to the market 

and entails the development of person-specific skills that don’t garner a high rate of return 

outside the family. As a result, they are in a weak fallback position in the event of relationship 

dissolution.34  

 

Family care work contributes to the development of public goods inside and outside the 

household.35 Mothers’ strong emotional attachment to children, along with the difficulty of 

determining the value of parental care, leads to serious problems with child support specification 

and enforcement.36  

 

While co-resident fathers have increased their participation in child care over time in the U.S., 

women continue to provide a disproportionate share.37 Gender differences are also prominent in 

elder care overall, especially controlling for family relationship. One recent study of data from 

the 2004 Health and Retirement Survey found that daughters not only provide about twice as 

much care as sons, but that sons do significantly less when daughters are available. As the author 

puts it, “women do as much parent care as they can, given the constraints they face, while men 

appear to perform as little as they can, regardless of other factors.”38 
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Women’s specialization in family care both affects and is affected by their specialization in 

predominantly female occupations such as child care, elder care, teaching, and nursing.39  

The skills, preferences, and personality traits deployed in family care often increase productivity 

in paid care jobs. Many such jobs also offer more scheduling flexibility, making it easier to 

balance unpaid and paid work. At the same time, the relatively low wages offered in such jobs 

can discourage career commitment.  

 

Not surprisingly, empirical research shows that mothers pay a significant care penalty in terms of 

earnings, which accounts for a significant share of the overall wage earnings differential between 

women and men.40 

 

 

Bargaining in the Polity 

 

The bargaining power of caregivers is also significantly influenced by public policies, which 

generally take unpaid care for granted because its supply—largely determined by caring 

commitments—is relatively inelastic.  

 

As changes in welfare administration in the U.S. in 1996 made perfectly clear, care for one’s 

own children is not considered a form of work. Providing exactly the same services to another 

family’s child for pay, on the other hand, can potentially yield a substantial subsidy through the 

Earned Income Tax Credit. Many low-income parents could increase their income if they were 

simply willing to swap children from 9 to 5 every weekday. 41  

 

The cash assistance that is made available to some low-income parents on a time-limited basis is 

far lower than the cash assistance provided to foster parents to undertake similar responsibilities.  

Within the foster care system, kin caregivers who meet licensing requirements are legally 

eligible for the same payments as other caregivers. In practice, however, they are often paid less 

and offered less support.42 Indeed, some argue that the “level of support provided to anyone 

caring for a child should be in inverse proportion to that person’s legal and social obligation to 

care for the child.”43 

In recent years, Medicaid subsidies for home and community-based care of adults and children 

with disabilities have shifted toward consumer-directed programs that allow eligible persons in 

need of assistance to use public funds to hire family members. This shift is generally considered 

to have improved care quality while reducing expenditures on institutional or nursing home care 

for all recipients except those with intellectual or developmental disabilities.44 However, policy 

makers have voiced considerable anxiety over the possibility that many families providing 

unpaid care would come out of the woodwork to request public remuneration for work that they 

might otherwise be willing to perform for free. This so-called “woodwork effect” is the topic of a 

recent issue of the Journal of Aging and Social Policy.45  

 

Current policies clearly reflect efforts to avoid paying for services that might be freely provided. 

For instance, while most states allow participants in consumer-directed Medicaid programs to 

hire a daughter or son, they do not allow hiring of a spouse, the family member most likely to 

provide care. Ironically, ex-spouses typically are eligible, creating a financial incentive to 

divorce.46 Surveys of home caregivers suggest that when family members are hired they are 
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often paid significantly less than caregivers hired through an agency, and also provide many 

more hours of care than they are paid for.47  

 

One could argue that policymakers are simply seeking to minimize costs to taxpayers. But in the 

process they are clearly imposing a penalty that is economically viable because intrinsically 

motivated caregivers are less willing to bargain over the price of their services.  Again, the larger 

issue is how, in the long run, such practices may influence the supply of intrinsically motivated 

care.  

 

Care Provision and Wages 

 

Most models of the labor market, including those based on incomplete contracts, continue to 

focus on “representative firms” that maximize profits in competitive markets and “representative 

workers” who care only about earnings and effort. Such firms and workers are not representative 

of the paid care sector of the economy.  

 

Cross-country comparisons show that the relative pay of care workers—the size of the paid “care 

penalty” is significantly affected by labor market regulation and cultural norms.48 Yet the 

theoretical issues raised above are also clearly relevant.  

 

Market Failures 

 

Departures from the textbook model of competitive market equilibrium have significant 

implications. Imperfect competition creates an environment in which wages are partially 

determined by bargaining power. If firms face an upward sloping labor supply curve, whether as 

a result of market frictions or market power, any factor that reduces the elasticity of labor supply 

generates rents that may be captured by an employer.49  

 

Incomplete information often leads to market outcomes that fall short of ideals of efficient 

equilibria.50 For instance, employers who find it costly to monitor worker effort may pay workers 

an efficiency wage above the market-clearing wage in order to increase the cost of job loss. Paid 

care workers do not appear to earn efficiency wages—indeed, just the reverse.  

 

A partial explanation emerges from consideration of the distinctive difference in information 

problems: standard efficiency wage models assume the employer finds it costly to measure 

worker effort, but can easily measure the effect of effort on the worker’s marginal revenue 

product. In care work, the information problem is reversed: the employer can often rely on 

intrinsic motivation to provide effort, but either cannot measure or cannot directly capture the 

effect of increased output through increased marginal revenue product.  

 

Payment schemes (such as capitation or quota systems) do not directly measure quality of 

output) and may actually penalize it (e.g. paying a teacher or nurse by how many students or 

patients are served in a day). Further, positive externalities make it difficult if not impossible to 

estimate the marginal product of labor. Care consumers often purchase a service in hopes of 

achieving an outcome that may or may not result.  
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Measures designed to reward employees for their performance are much less common in the care 

sector that elsewhere in the economy. As Edward Lazear and Kathyrn Shaw put it, “the lower the 

cost of measuring output, the greater the likelihood that pay is a function of output.” They cite a 

survey by Payscale.com reporting that the median bonus as a percentage of total compensation is 

about 40% for salespersons but only about 2% for administrative assistants, social workers and 

nurses.51   

 

Yet Lazear also argues that the same types of pay-for-performance incentives that increase 

productivity in activities such as windshield manufacture would increase teacher productivity.52 

The Obama administration has prioritized implementation of such incentive programs in its Race 

to the Top Program. Teachers and their unions tend to be critical of pay-for-performance 

measures that rely heavily on standardized tests, arguing that these fall far short of their own 

occupational goal of developing students’ larger capabilities and also discourage collaboration 

among teachers.53 In general rewards for easily measurable performance tend to reallocate effort 

away from more intangible goals.54 Empirical assessments of the impact of pay-for-performance 

programs for teachers will doubtless shed light on their incentive effects on teachers (so far, not 

very convincing55). However, they will not be able to measure impacts on students’ engagement 

with learning or commitment to improving their skills.  

 

An additional complication results from joint production. Market care providers sell a service 

input whose contribution to an output called “education” or “health” depends largely on the 

personal characteristics of the consumer. The effects of teacher effort are mediated by students’ 

capabilities and effort. Likewise the effects of paid medical care are mediated by patients’ 

capabilities and effort. Production synergies combine with individual heterogeneity to make it 

difficult to identify a paid worker’s specific contribution.   

 

Social Preferences 

 

A second shortcoming of the efficiency wage model arises from its simplistic depiction of 

worker preferences, with a utility function typically including only wages and effort. Caring 

preferences presumably reduce the disutility of labor. As the logic of compensating differentials 

suggests, there is generally a trade-off between wages and desirable job attributes.  

 

Economists tend to describe desirable job attributes as those offering benefits to workers, not to 

employers, consumers, or society as a whole. But a paid employee who provides a “gift” of 

additional effort above and beyond job requirements lowers the market cost of service delivery.  

 

Depending on market structure and the elasticity of demand, this gift may benefit firms or 

consumers or both. An interesting—if extreme—example is provided by for-profit organizations 

that offer paid “volunteer vacations” matching volunteers who are willing to pay for the 

experience with organizations that can effectively utilize them.56 In this case, the benefits 

produced by the volunteer work itself go unmeasured.    

 

Acknowledgement of gifts alters the interpretation of job choice. For instance, economists 

sometimes suggest that public sector workers earn less, on average, than those in the private 

sector because they are risk averse, willing to sacrifice pay for job security.57 Yet research 
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suggests that many public sector workers are partly motivated by a desire for public service.58 In 

other words, they may earn less than others not because they are risk-averse but because they 

care about those they serve. Empirically, it is difficult to distinguish between the two 

interpretations: that, in a sense, is the point.  

 

One could describe caring preferences, like other personal traits such as conscientiousness, as 

“efficiency enhancing.”59 But unlike the other traits that are typically included in this category, 

caring preferences also appear to be “pay-lowering.”  

 

The Supply of Unpaid and Paid Care Services 

 

The effects of intrinsic motivation on both unpaid and paid care work can be illustrated in a 

model of supply and demand that departs from the standard model in Figure 1. As indicated in 

Figure 2, there is a fixed supply of unpaid care labor that is supplied to dependents at a price of 

zero. Reliance on this source of labor creates a larger consumer surplus than would be achieved 

through reliance on the upward-sloping supply of paid labor, designed by S. If demand exceeds 

the fixed supply of zero-cost labor, consumers must purchase care.  

 

If paid workers, like unpaid care workers, have caring preferences, the supply of their labor is 

shifted to the right to S,’ lowering the equilibrium wage below that determined by the  

conventional supply curve S.  

 

The discontinuity in the combined supply of unpaid and paid labor signals a sharp jump in the 

price of care once the supply of unpaid care has been exhausted, a phenomenon that is consistent 

with the economic stresses many families experience when they find it necessary to pay for child 

care or elder care. The effects of this discontinuity may be exacerbated by minimum wage effects 

as illustrated in Figure 3. Here a gap appears in the supply curve, indicating a shortfall that 

cannot be met by either unpaid or paid workers. This too is consistent with the pressures many 

consumers of child care and elder care experience, leading in some areas to extensive reliance on 

“under the table” arrangements such as employment of undocumented workers.  

 

What the simple supply-and-demand curve analysis cannot demonstrate is the effect of the 

supply of unpaid care labor on paid care labor, and vice versa. Yet it seems logical that they 

would influence one another, if only because the same individuals are often supplying both 

(though often to different “consumers”). 

 

On the one hand, an increase in the market wage for care services may attract more women into 

the labor market, thus reducing the supply of unpaid care.  On the other hand, an increase in the 

care wage also has an income effect, which could enable more workers to express their caring 

preferences, increasing the supply of unpaid care and shifting the supply of paid care to the right.    

In today’s economy, many families face a difficult trade-off between earning enough income to 

support their dependents and finding enough time to devote to their personal care.  

 

Another interaction that cannot be pictured in the graph is the effect of both wages and regulation 

on caregivers’ perceptions that society considers their work a valuable contribution. Depreciation 

and disregard of intrinsic motivation, along with a tendency to label low-earners as lazy or risk-
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averse could shift the supply of both forms of care work to the left.  Empirical research suggests 

that intrinsic motivation is not necessarily crowded out by extrinsic reward and may, under 

certain conditions, be strengthened by it.60 In other words, paying caring workers more could 

well encourage and sustain caring preferences.  
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