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Chapter 1

Introduction

This doctoral thesis in economics consists of four chapters. While each chapter deals
with a different subject, they are bound together by their focus on households and
social interaction as well as a common methodological approach. As is typical within
the field of Applied Microeconometrics, the analyses are based on micro data and

on exploiting exogenous sources of variation to capture causal effects.

The first chapter of this thesis (co-authored with Tomas Thornqvist) investigates
the internal financial decision-making process of households, employing a unique
panel data set containing the disaggregated wealth of the entire Swedish population
over seven years. We utilize a source of exogenous variation in sex-specific labor
demand to show that the distribution of decision power among spouses is a driving
force behind the aggregation of spouses’ preferences on financial decision making. As
the decision power of female spouses increases, participation in risky asset markets
decreases, the share of wealth allocated to risky investments decreases, the riskiness
of the portfolio decreases, and idiosyncratic risk decreases. We also study the effect of

underdiversification on household welfare. Women are more aware of the household’s
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limited investment skills and exert their decision power to reduce the economic cost

from underdiversification.

The second chapter studies ability peer effects among teenagers. The identification
relies on a fuzzy regression discontinuity approach where assignment into high-ability
classes constitutes the source of identifying information. Important features of this
system are that both types of classes are taught by the same teachers, they follow a
common curriculum and take the same exams. Students are in general unaware of
the system prior to school start as it is unofficial. In cases where they are informed
of the system’s existence, they do not know where the threshold lies and school
switching possibilities are limited. I find significant and sizable effect on the academic
achievement of students around the assignment threshold. Being assigned to a high-
ability class increases academic achievement, measured by year grade and spring

exam results, by 0.47 and 0.32 standard deviations, respectively.

The third chapter (co-authored with Herdis Steingrimsdottir) studies the effect of
more equal sharing of childcare on marital stability and labor market outcomes by
exploiting a parental leave reform in Iceland. The reform was implemented in stages
and resulted in three months of parental leave that were earmarked to fathers. The
first stage was carried out in 2001, when parents were given the option to add one
month of paternity leave to the existing six month long parental leave which they had
forgone if not used by the father, while parents who had a child prior to 2001 were
not able to do this. This created large economic incentives for parents to involve
fathers in caring for their children during their first months. The precise timing
of the introduction of the paternal quota is used to evaluate the causal effects of
paternity leave on marital stability. The results are obtained using detailed register
based panel data, comparing families who had a child just before to those who had

a child just after the reform. Spouses who are entitled to paternity leave are less



likely to divorce during the first years of the child’s life, the period over which most
divorces take place. Furthermore, the reform also reduced the earnings gap between

couples.

The fourth and final chapter of this thesis also deals with peer effects but in an early
tracking system. I focus on the influence of socio-economic status of class peers
on academic outcomes of students in lower secondary schools employing the Swiss
subsample of the PISA data. The identification relies on random variation in quality
of peers across classes within schools and tracks where I employ track-by-school fixed
effects in order to address the potential self-selection of students into schools and
peer groups. A major improvement from previous peer effects studies based on PISA
data is that I am able to identify peers at the class level. The track-by-school fixed
effects approach reduces the estimated peer effects obtained from track fixed-effects
by about 50%. The results still imply significant mean effects on test results in

mathematics and problem solving.
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