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Abstract

The aim of the paper is to analyse differences in the labour force participation (LFP)
between East and West German women. Using microcensus data in a binary choice
model, we distinguish three main explanations for these differences: the skill composi-
tion, the regional labour market and childcare availability. As LFP in-creases in the
skill-level, the larger share of high-skilled women in East Germany can explain more
than 10 percent of the differences. Whereas East German women do not vary their
efforts when regional labour market conditions worsen, West German women are
discouraged thereof. Female LFP in East Germany is positively influenced by the
provision of full-time childcare while West German women do not show any significant
reaction.
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1. Introduction

Since reunification labour force participation and employment situation are in major
change in Germany. Furthermore we find gender and regional differences in participation and
employment. Male participation and employment rates are in general higher than the correspond-
ing female rates. The labour force participation in East Germany is traditional high, particularly
among East German women compared to women living in West Germany.

Recent trends show that participation rates are declining slightly. The sole exception is the
participation rate of West German women, which has increased from around 50 percent in 1970
to 65 percent in 2005. At the time of reunification female labour force participation strongly dif-
fered in East and West Germany. But it was commonly suggested that the labour force participa-
tion of East German women will quickly converge towards the lower West German level [Fuchs
and Weber (2004)]. The differences decreased but they are still present. This is our starting
point. We analyse the reasons for the differences in female labour supply decision in East and
West Germany. We are raising two important questions. Firstly, to which extent are the differ-
ences in labour supply caused by group differences (for example differences in skill level be-
tween East and West German women)? For this we apply the Blinder-Oaxaca decomposition
technique to a logit model of female labour supply. Secondly, are the differences caused by dif-
ferent reactions to the regional labour market situation and/or the provision of public childcare?
For this reason we add regional indicators into the logit model.

The issues of this paper are not only important for current labour markets but also for the
long run development of the economy. Demographic projections predict a strong decline of the
working age population in East Germany in the years to come while the working age population
in West Germany will remain quite stable until 2020. Based on the premise of declining labour

force especially in East Germany, it is essential to know which factors influence the labour sup-



ply decision to prevent that labour (especially high-skilled labour) runs into shortage and eco-
nomic growth is hampered. A better understanding of the limiting factors of female labour sup-
ply may help to overcome possible barriers for labour force participation.

The paper proceeds as follows: the next section presents some stylized facts of labour sup-
ply. This is followed by a review of the related literature on the determinants of female labour
supply. Section 4 describes the dataset and the variables. The fifth section presents the logistic
regression model of labour force participation and the Blinder-Oaxaca decomposition technique.
Section 6 contains the results of the econometric analysis and the decomposition. Section 7 con-

cludes the paper.

2. Stylized Facts
Labour Force Participation and Employment Situation

Fifteen years after German reunification female labour force participation still differs in
East and West Germany. In 1991 77 percent of East German women in working age were in the
labour force — which means that they were either employed or unemployed — compared to 58
percent among West German women (see Figure 1). After some years of declining labour force
participation in the nineties, the downward trend has stopped and in 2005 more than 72 percent
of East German women were in the labour force. On the other hand, female participation rate in
West Germany permanently increased and amounted to 65 percent in 2005.

The employment rates directly reflect the job situation. Immediately after reunification the
female employment rate in East Germany dropped by more than ten percentage points mainly
due to the radical economic changes and the usage of generous early retirement schemes. All in
all, the female employment rates in East and West Germany do not show strong distinctions. So
we can state that although the employment rates are very similar, the participation rate in East

Germany remain on its high level.



Figure 1: Participation and Employment rate among women in West and East Germany
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Source: Federal Statistical Office Germany.

Regional labour markets

We want to measure how the regional labour market situation influences female labour
supply decision since the impact is not straightforward. It can have two contrasting effects: the
discouraged and the added worker effect. The discouragement hypothesis claims that a person
feels demoralised by high regional unemployment. These discouraged workers quit or neglect
the job search due to undervalued chances on the labour market even though they would have
accepted a new job at going employment conditions [Van Ham, Mulder and Hooimeijer (2001),
Elmeskov and Pichelmann (1993)]. Otherwise the added worker hypothesis applies. This effect
mostly appears when a family member becomes unemployed and another family member in-
creases its labour supply to compensate for the loss of income [Lundberg (1985)].

The labour market situation in Germany in the past years can be described as tense. Grow-
ing and newly-founded firms with increasing employment could not compensate the loss of em-
ployment of shrinking and closing firms. Decreasing job opportunities led to high unemployment

especially in East Germany. Unemployment rate strongly increased and even doubled between



1991 and 2005. In 2006 almost every fifth person in the labour could not find a job in East Ger-
many (see Table 1). In addition, unemployment risk in Germany largely depends on the qualifi-
cation.

The listed coefficient of variance in Table 1 indicates the regional diversity in unemploy-
ment. Among the Western German federal states we can find high regional fluctuations in unem-
ployment figures: In 2006 the unemployment rate varied from 7.1 % in Baden-Wiirttemberg to
16.3 % in Bremen. By contrast, the regional variation in the unemployment rate in East Germany

is small compared to its mean value.

Table 1: Unemployment rate in West and East Germany

West Germany East Germany Germany

Mean Coeff. of Var. Mean Coeff. of Var. Mean Coeff. of Var.

Unemployment rate

1991 6.2% 0.36 10.2% 0.11 7.3% 0.35
1996 9.9% 0.24 16.6% 0.08 11.5% 0.31
2001 8.0% 0.29 18.8% 0.08 10.3% 0.52
2006 10.2% 0.26 19.2% 0.07 12.0% 0.39

Source: Federal Employment Agency Germany.

Provision of childcare

A comparison of childcare slots in East and West Germany shows that the compatibility
between work and family life is much more given in East Germany than in West Germany. This
could be one reason for the lower participation rate of West German women. The childcare sta-
tistic displayed in table 2 demonstrates another important issue. The number of full-time child-
care slots in East Germany only lightly varies from the total number of childcare slots. However,
the number of full-time childcare slots in West Germany tremendously differs from the total
number. But since mainly full-time childcare enables a mother to work regularly, the low share

of full-time childcare may additionally hamper female participation in West Germany.



Hence we will include full-time childcare slots for children younger than 3 years (Kin-
derkrippe) and for children aged 3 to 6.5 years (Kindergarten). Following several studies, child-
care availability should have a positive effect on female labour force participation (see for exam-
ple Biichel and Spiess (2002), Doiron and Kalb (2004), Fuchs and Weber (2004), Van Ham and

Biichel (2004), Wrohlich (2004)).

Table 2: Childcare slots (per 1000 children in relevant age) in West and East Germany

West Germany East Germany Germany
Mean Coeff. of Var. Mean Coeff. of Var. Mean |Coeff. of Var.
Childcare slots (1-3 years)
1998 total 323 1.55 519.8 0.34 103.7 2.56
full-time 23.6 2.01 501.8 0.33 93.7 2.78
2002 total 40.8 1.41 546.6 0.32 126.2 2.15
full-time 29.5 1.43 5324 0.31 114.4 2.37
Childcare slots (3-6.5 years)
1998 total 872.4 0.15 1041.8 0.16 894.8 0.19
full-time 149.7 0.65 1012.3 0.18 263.5 1.71
2002 total 898.7 0.14 994.9 0.15 913.2 0.16
full-time 217.2 0.43 970.8 0.17 331.0 1.21

Source: Federal Statistical Office Germany.

3. Related Literature

Analysing the determinants of labour supply decision has a long tradition in the literature.
Seminal work on labour force participation was done by Mincer (1962) and Heckman (1980).
Female labour supply and its influencing variables produced more and more research questions
which is in contrast to male labour supply that is in general high and does not vary much. In
1985 the Journal of Labor Economics released a special on female labour force participation

both by using cross section or time series analyses.'

' See Gregory, McMahon and Whittingham (1985) for Australia, Riboud (1985) for France, Joshi, Layard and Owen
(1985) for Great Britain, Colombino and De Stavola (1985) for Italy, Shimada and Higuchi (1985) for Japan, Ofer
and Vinokur (1985) for the former Soveit Union, Hernandez Iglesias and Riboud (1985) for Spain, Gustafsson and
Jacobsson (1985) for Sweden and Franz (1985) for West Germany.



Recently, van Ham, Mulder and Hooimeijer (2001) used a logistic regression model to
specify the probability of labour force participation for Dutch men and women. Besides individ-
ual characteristics, the main emphasis in their paper is to test for the discouraged worker effect
by including the local underemployment rate. They come to the conclusion that women are more
easily discouraged by poor labour market conditions than men.

For Germany, van Ham and Biichel (2004) analyse the spatial, institutional and socio-
economic factors of labour supply decision using the German Socio-Economic Panel (GSOEP).
They limit their paper only to West German women and do not explain East-West-differences.
According to van Ham and Biichel (2004), women feel discouraged by high regional unemploy-
ment. The access to public childcare had no significant effect on women’s willingness to work.

The main objective of Biichel and Spiess (2002) is to analyse the impact of public childcare
on female labour participation. The pure availability of childcare is important but the effect of
full-time care seems to be more important. They have chosen a multinomial logit model using
the 1998 GSOEP dataset for West German women with children in preschool age. While a better
access to childcare has only small effects in labour supply decision, a higher level of full-time
childcare increases both the participation probability and the participation volume (full-time vs.
part-time employment).

The only study which takes into account the specific conditions in East Germany is from
Bonin and Euwals (2001). Their attention is less on the determinants of female labour supply
decision but rather on the influencing variables of the changes in labour force participation since

German reunification.



4. Data and Variables
Data

We use the German Microcensus (scientific use file of the year 2003) since the German
Microcensus is a representative statistic of the population and the labour market and offers there-
fore a very large sample. One percent of all households in Germany are involved in the Micro-
census every year. An obligation to provide the requested information ensures a high number of
responses. Roughly 820,000 people in 370,000 households are included. The scientific use file is
a 70% subsample of the original Microcensus dataset. All in all, our dataset contains about
500,000 individuals living in more than 230,000 households.

Since the labour supply decision of women is the main object of investigation, only women
aged 15 to 64 years are included in the analysis. In addition we focus our analysis only to women
living with a partner. This is reasonable since a partner can have an effect on a woman’s labour
supply decision depending on his attitude towards working mothers and wives’ full-time em-

ployment [Heineck (2004)].

Variables

Our dependent variable — female labour force participation LFP — is measured by a dummy
variable which equals 1 if the woman is in the labour force and equals 0 if she is not. Women in
the labour force can either be employed or unemployed. In case of unemployment the woman
must be available for a job within two weeks.

The set of independent variables is summarized in table 3. As the labour supply strongly
varies with age, we include the age of the woman in ten age groups. East German women are
slightly older than West German women. The qualification level is represented by three catego-
ries: low, medium and high. A woman, who either has no qualification or less than vocational

qualification, is classified to be low-skilled. Women with vocational qualification are medium-



skilled. And finally, to be high-skilled, a university or comparable degree is necessary. Follow-
ing Becker’s (1964) human capital theory, the likelihood of participation should increase with
human capital. The probability of being in the labour force should increase with the skill level.
To control for a handicap or severe health problems, we include a dummy covering this item.
Since motherhood may lower the probability of labour force participation, the number of
children is included. As in Bonin and Euwals (2001), it is expected that the age of children is
positively related to the participation probability while an increasing number of children should
have a negative impact. In addition, also the number of children who attend childcare facilities is
taken up in the analysis. This variable should diminish the expected negative impact of children
on labour supply. The number of children differs significantly between East and West Germany:
only 8.2% of the East German households are living together with a child younger than 3 years,
in West Germany it is 10.5%. The same holds for children aged 3 to 6 years. The largest differ-
ence can be noticed for the children aged 7 to 12 years, the reason is the strong drop in fertility

rates direct after German reunification.



Table 3: Variables and descriptive statistics

Variables Description East Ger- West Ger-
many many
Dependent variable
Labour force participation being in the labour force (employed or unem- 76.8% 64.9%
ployed)
Individual characteristics
Age age in years 452 443
SKkill level low no or less than vocational qualification 8.6% 24.0%
medium vocational qualification 78.9% 66.3%
high university degree or higher 12.5% 9.7%
Disability having a disability or severe health problems 3,0% 2.4%
Immigrant woman is not a German citizen 3,0% 9.0%
Household characteristics
Children # children total number of children living in the household 0.57 0.76
# in childcare number of children in public childcare 0.15 0.14
child <3 years at least one child younger than 3 years 8.2% 10.5%
child 3-6 years at least one child 3 to 6 years 9.4% 14.8%
child 7-12 years at least one child 7 to 12 years 12.2% 19.8%
child 13-17 years |at least one child 13 to 17 years 20.4% 17.3%
Additional household income defined as household net income minus the net
income of the woman, weighted by the OECD 688€ 1,020€
equivalent scale, in 100 Euro
Married couple couple is married 82.7% 89.1%
Husband is immigrant husband is not a German citizen 2,6% 8.4%
Husband is employed husband is employed 66,3% 76.0%
Skill level of | low no or less than vocational qualification 6.0% 12.6%
husband medium vocational qualification 75.4% 70.3%
high university degree or higher 18.6% 17.0%

Source: own calculations.

The additional household income is defined as the net income of all household members

minus the woman’s own net income. To account for different family sizes, the household income

is weighted by the OECD equivalent scale. The head of the household is assigned the weight of

1.0, every additional adult member 0.7 and children 0.5. For example, considering a household

with four persons (two adults and two children), this household would get the weight of 2.7,

which means that this household needs an income which is 2.7 times higher than a single house-

hold to achieve an equivalent household income. The so defined income is then independent of

10




the family size. A high additional household income ought to reduce the probability of female
labour force participation.

To control for effects of income taxation of married and unmarried woman we include a
dummy variable which equals one of the woman is married and zero if she is unmarried (but is
living together with a partner). Due to the so called Ehegattensplitting the German tax system
leads to monetary advantages for married couples if their incomes are unequally distributed.

The nationality of the woman and her partner are included to control for different attitudes
to female employment caused by cultural differences. The share of immigrants in East Germany
is only a third of the share in West Germany. Besides the nationality, we take some more charac-
teristics of the partner into account. The first characteristic is the employment status of the part-
ner. This is covered by a dummy variable taking the value of 1 if the partner is employed and 0
otherwise. Secondly, the qualification of the partner could have an impact on the labour supply
decision of the woman but the direction of the influence is not clearly predictable. The qualifica-

tion enters as three dummy variables identical to the female skill level: low, medium and high

skilled.

5. Method
The logit model
We chose a binary logistic regression model to analyse the determinants of female labour
supply decision. Hence the probability of being in the active labour force is assumed to follow a
logistic distribution with the following cumulative logistic distribution function:
i

1) Py=1)=—77p
1+e™!
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with x; being a vector denoting a set of characteristics and b a vector of coefficients. The odds-
ratio (OR) is defined as the ratio of the probability that a woman is in the labour force P(y = 1)

to the probability that a woman is not in the labour force P(y = O):

P(yzl) 3 1+ o

P(y=0) 1+e*?

(2) OR=

The natural logarithm of the odds-ratio leads to the logit of y, which can be easily esti-

mated since this expression is linear in parameters:

(3) logit(y)= h{%} =xi-b.

For interpretation we use the odds-ratios as they are more intuitive to interpret. We obtain
the odds-ratio by exponentiation the logits. The estimated odds-ratios then show how a change of
one unit of an independent variable influences the chance of being in the labour force. The odds-
ratio can only take positive values. Values between 0 and 1 mean a negative influence of the
independent variable on the chance of being in the labour force and all values greater than 1 in-
dicate a positive influence. It is important that every change of one unit in an independent vari-

able multiplies the odd of being in the labour force by the value of the odds-ratio.

Blinder-Oaxaca decomposition applied to logit models

In order to quantify the effect of differences in characteristics, we apply the Blinder-
Oaxaca decomposition technique to our logit model. In general, the Blinder-Oaxaca decomposi-
tion is used to quantify the contributions of group differences on differences in outcomes. The
most famous example is the gender wage gap. Consider for example the wage equation

Vij = xl'-j -b; with y;; being the wage for individual 7 belonging to group j (j=1.,2, for example
men and women), x;; being again a vector of independent variables and b; the coefficient vec-

tor. The gender wage differential is then defined as

12



(4) n-ya=x-b-x3-b
with y; and x; being the mean values of y; and x;. We can decompose the differential into the

endowment effect and the coefficient effect by adding and subtracting the term x}, - b;:

5) vt —vi2 = [5h = xi2)-bi]=[xia - (y = 53]

The term in the first squared bracket in (5) describes the endowment effect, which explains
the share of the outcome difference due to differences in characteristics/endowments of the two
groups. If there are no differences in characteristics between groups, then this term would be
zero. The second squared bracket term in (5) can be interpreted as the discrimination share of the
gender wage gap since it cannot be explained by differences in endowment between men and
women like education or work experience. This share of the differential is unexplained and oc-
curs when the two groups are treated or react differently. A part of the coefficient effect is the
shift effect which shows the difference in the intercept term of the two groups.

Since we use a logit model, we apply the extension of the Blinder-Oaxaca decomposition
to logit and probit models proposed by Fairlie (2005). The decomposition equation for our logit

model can be defined similarly to equation 5:

©) Fr -y = NZE F(xigbw) _ NZV:V F(x by )} N {NZE F(xigbE) _NZE F(xigby )

i-1  Ng i-1 Nw i-1  Ng i-1 Ng

with F (xl'-jb j) being the logistic cumulative density function and N ; being the sample size for

group j (j=East Germany, West Germany). In equation (6) we use the West German coefficients
as weights for the first term and the East German distributions of the independent variables as
weights for the second term.? The first squared bracket in (6) shows again the share of difference
due to differences in characteristics and the second squared bracket shows the share of difference

due to differences in coefficients.

* Alternatively to equation (6) we could also use the East German coefficients as weights for the first term and the
West German distributions of the independent variables for the second term.
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Clustering with regional data

In addition to the decomposition we include regional indicators for the labour market situation
and the availability of childcare in our logit model. Since the dataset then includes both individ-
ual (or family) characteristics and regional indicators and every region has more than one re-
spondent, the data needs to be clustered by the region (here: federal states). Without clustering,
the standard errors would be biased downwards and showing highly significant results which are

not necessarily true [Moulton (1986, 1987, 1990)].

6. Results
Labour supply in East and West Germany

Table 4 shows the estimation results for East and West German women living together with
a partner. Odds-ratios are displayed only if the coefficient is significant. The explanatory vari-
ables have the expected signs so that we only want emphasize the results regarding the skill
level, children and the marital status.

An important — but not surprising — result is that the probability that a woman is in the la-
bour force increases with the skill level. This effect is larger for East German woman. The
chance of being in the labour force as a medium-skilled person is about two times higher com-
pared to a low-skilled woman. For high-skilled women, the chance increases even by the factor
3.9 (West Germany) and 4.8 (East Germany).

The influence of children on the labour supply of their mother is measured in different
ways. The first result is that women with children show a lower participation probability. The
second result is that the negative impact is larger the younger the children are. A third result is
that mothers in East Germany are more restricted by the number of children than West German

mothers. Finally, every child in a childcare facility increases the chance of labour supply by the
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factor 2.3 (East Germany) and 1.2 (West Germany) respectively. The number of unattended

children constrains particularly the labour force participation of East German mothers.

Table 4: Estimation results for women living together with a partner

East Germany West Germany
Coefficient | Odds-ratio | Coefficient | Odds-ratio
Age 15 to 19 years -0.942 ** 0.390 -1.315 *** 0.268
20 to 24 years -0.641 *** 0.527 -0.345 *** 0.708
25 to 29 years -0.088 0.154 *** 1.166
30 to 34 years 0.340 ** 1.405 0.322 *** 1.380
35 to 39 years 0.224 * 1.251 0.226 *** 1.254
40 to 44 years (reference group) 1.000 1.000
45 to 49 years -0.577 *** 0.562 -0.350 *** 0.705
50 to 54 years -0.746 *** 0.474 -0.799 *** 0.450
55 to 59 years -1.615 *** 0.199 -1.444 *** 0.236
60 to 64 years -4.568 *** 0.010 -3.028 *** 0.048
Skill level low (reference group) 1.000 1.000
medium 0.809 *** 2.246 0.685 *** 1.984
high 1.572 *** 4.816 1.352 *** 3.865
Disability -2.166 *** 0.115 -0.767 *** 0.464
Immigrant -1.165 *** 0.312 -0.619 *** 0.538
Children # children -0.677 *** 0.508 -0.487 *** 0.614
# in childcare 0.821 *** 2.273 0.225 *** 1.252
Child <3 years -1.634 *** 0.195 -0.984 *** 0.374
Child 3-6 years -0.590 *** 0.554 -0.633 *** 0.531
Child 7-12 years -0.145 -0.194 *** 0.824
Child 12-17 years 0.644 *** 1.904 0.233 *** 1.262
Additional household income -0.040 *** 0.961 -0.020 *** 0.980
Marital status -0.093 -0.796 *** 0.451
Husband is immigrant -0.091 0.128 *** 1.137
Husband is employed 0.766 *** 2.151 0.676 *** 1.966
Skill level of |low (reference group) 1.000 1.000
husband | e diym 0.043 -0.073 ** 0.930
high 0.131 -0.185 *** 0.831
constant 1.576 *** 1.324 ***
Number of observations 16,799 66,635
Initial log pseudolikelihood -9087.28 -43159.76
Log pseudolikelihood -5238.80 -33515.39
Pseudo R2 0.4235 0.2235

legend: * p<0.1; ** p<0.05; *** p<0.01
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Since being a married wife lowers the probability of labour force participation of West German
women and has no significant influence of the behaviour of women living in East Germany. Due
to the German tax system married couples have monetary advantages which are larger the more
the earnings of wife and husband differ. Since this is can be reached best in sole earner house-

holds it seems that West German households try to benefit from this tax legislation.

Results of the Blinder-Oaxaca decomposition

To explain the differences in the labour force participation behaviour of East and West
German women, we apply the Blinder-Oaxaca decomposition. The differences in characteristics
(for example in skill level, number of children ...) explain in total 2.4 percentage points to the
total difference of 11.9 percentage points (see table 5). The difference in age structure contrib-
utes only to a small extent to the differences in labour supply outcome. The average skill level of
East German women is much higher than of West German women. While almost every fourth
West German women has no qualification, it is less than 10% in East Germany. The share of
high skilled women in East Germany (12.5%) is much higher than the West German share of
9.7%. These differences in skill level account for 1.59 (medium skilled) and 0.49 (high skilled)
percentage points of the total difference; this is almost one fifth of the difference.

Only 3% of women in the East German data set do not have the German citizenship, in
West Germany this share amounts to 9%. This higher share of immigrants accounts for another
0.65 percentage points of the difference in labour supply. Considering the existence of children
in different age groups, we can summarize that the number of children (especially of small chil-
dren) living in the household is much smaller in East German households than in West Germany.
Since the existence of children lowers the labour force participation, the lower number of chil-

dren in East Germany has an impact up to 1.9 percentage points on total difference in labour
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force participation. The lower share of married couples in the data set explains 0.68 percentage

points of the differences.

Table 5: Endowment effect (in percentage points)

Individual characteristics Household characteristics

Age 15 to 19 years 0.00 *** |Children # children 0.42 ***
20 to 24 years -0.01 ** # in childcare -0.02
25 to 29 years -0.02 ** Child <3 years 047 ***
30 to 34 years -0.09 *** Child 3-6 years 0.67 ***
35 to 39 years -0.09 *** Child 7-12 years 0.27 ***
40 to 44 years (reference group) Child 12-17 years 0.08 *
45 to 49 years -0.07 *** | Additional household income 0.03 ***
50 to 54 years -0.27 *** | Marital status 0.68 ***
55 to 59 years -0.01 Husband is immigrant -0.12 ***
60 to 64 years -0.87 *** |Husband is employed -1.17 ***

Skill level |low (reference group) Skill level low (reference group)
medium 1.59 ==+ |ofhusband .4, -0.06 **
high 0.49 *** high 20.05 **

Disability -0.08 ***

Immigrant 0.65 ***

Total explained 2.41

Difference on labour force participation 11.90

between East and West Germany women

Influence of regional unemployment and child care facilities

In addition to the topics above, we want to analyse the influence of the regional unem-
ployment rate and the child care opportunities. Therefore, we added successively the regional
unemployment rate (model 1 and 4 in table 6), the number of child care slots for children aged 1
to 3 years and 3 to 6,5 years (model 2 and 5) and both indicators together (model 3 and 6) to our
logit models displayed in table 4. The influence of the unemployment rate differs between East
and West German women. While the unemployment rate has no significant impact on labour
force participation of East German women, it significantly lowers female labour force participa-

tion in West Germany. The discouraged worker effect can therefore only be confirmed for West
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Germany as in VAN HAM and BUCHEL (2004). The availability of public childcare mainly influ-
ences labour supply of East German women but the effect is rather small. One more childcare
slot per 100 children aged up to 3 leads only to an increased chance of being in the labour force
by the factor 1.015 for East German women. However this effect increases with the skill level of
the women since the coefficients of the interaction terms of the skill level with the childcare slots

have plus signs.

Table 6: Influence of regional unemployment rate and child care facilities
East Germany West Germany
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Cpntrpl variables v v v v v v
(like in table 2)
gttl:mployment 0.035 20.032 S0.112 **+ -0.116 *=*=*

Childcare slots
(1 to 3 years)
Childcare slots
(1 to 3 years) X 0.007 *** 0.009 * -0.015 0.015 **=*
medium skilled
Childcare slots
(1 to 3 years) X 0.007 * 0.009 * -0.026 *** -0.003
high skilled
Childcare slots
(3 to 6,5 years)
Childcare slots
(3 to 6.5 years) X 0.010 ** 0.010 ** -0.000 -0.003 *
medium skilled
Childcare slots

0.015 *** 0.016 *** 0.011 0.022

0.006 0.006 -0.001 -0.001

(3 t0 6.5 years) X 0.011 ** 0.011 *** 0.000 -0.001
high skilled

Observations 16,799 66,635

Pseudo R2 04236 | 04254 | 04254 02274 | 02236 | 02275

7. Summary and Conclusions

The aim of the paper is to analyse the reasons for the still existing differences in labour
force participation between East and West German women. We considered two possible reasons
for these differences: differences in characteristics (like skill level, number of children...) and

the reaction to the regional labour market situation and availability of childcare.
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As labour force participation increases in the skill level, the larger share of high-skilled
women in East Germany can explain almost a fifth of the 12 percentage points difference in par-
ticipation rates. The number of children is restraining female labour supply very strongly. This
effect is enforced if small children are living in the household. Since the fertility of women in
East Germany dropped after German reunification, the East German female labour supply is less
restrained by the existence of children.

East and West German women react differently to the labour market situation and the
availability of childcare. Whereas East German women do not vary their efforts when regional
labour market conditions worsen, West German women feel discouraged by poor labour market
conditions. Female labour force participation in East Germany is positively influenced by the
provision of full-time childcare and this effect increases with the skill level while West German

women do not show any significant reaction.
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