The effect of relationship breakdown
on income and social exclusion

David de Vaus, Matthew Gray, Lixia Qu and David Stanton

Paper presented to the Australian Social Policy Conference
An Inclusive Society? Practicalities and Possibilities
Social Policy Research Centre, University of New South Wales

Sydney, Australia

8 July 2009

David de Vaus is from The University of Queensland, Brisbane Australia. Matthew Gray and Lixia Qu are from the
Australian Institute of Family Studies, Melbourne, Australia. David Stanton is from the Crawford School of Economics
and Government, The Australian National University, Canberra, Australia.

Correspondence to: Matthew Gray, Deputy Director, Australian Institute of Family Studies, Level 20, 485 La Trobe
Street, Melbourne VIC 3000, Australia. Email: matthew.gray @aifs.gov.au; telephone: +61 3 9214 7881; Fax:
+61 3 9214 7840.

The views expressed in this paper are the authors and may not reflect those of the Australian Institute of Family Studies
or the Australian Government.



1. Introduction

Reducing rates of child poverty is a high-priority policy in many OECD countries and will
almost certainly become an increasingly important issue as OECD economies slow and enter
recession following the global recession. Divorce is one of the important pathways into poverty
and social exclusion. Although countries differ somewhat, lone-parent families are generally
more likely to be in poverty than two-parent families (e.g., Whiteford and Adema, 2007).

There is an extensive international literature that provides estimates of the impact of divorce on
income and on the likelihood of experiencing income poverty (e.g., Avellar & Smock, 2005;
Gadalla, 2009; Gray & Chapman, 2007; Holden & Smock, 1991; Manting & Bouman, 2006).
The key finding from this literature is that divorce has a substantial negative impact upon the
income of women and the effect on women is greater than on men.'

Relatively few studies consider the impact of divorce on other measures of financial wellbeing
or measures of social exclusion.” While various studies of living standards extend beyond
income measures (e.g., Travers & Richardson, 1993), we are not aware of any studies that use a
longitudinal framework in which to evaluate the impact of divorce on non—income based
measures of financial wellbeing. It is rare for research on the economic consequences of divorce
to venture beyond an examination of changes in income of men and women following divorce.
While the research is clear that income declines at least in the short term following divorce—
especially so for divorced women with children—debates continue as to the degree of decline in
income and the extent to which it reflects selection or outcome effects of divorce. Debate also
continues regarding the extent to which divorcing women experience income decline more than
men (Hoffman & Duncan, 1988; McManus & DiPetre, 2001; Peterson 1996; Weitzman, 1985).

But little attention has been given to the meaning of any decline in income. There is a
widespread assumption that income and wellbeing are more or less synonymous and that
changes in wellbeing can be inferred from changes in income. But there is ample research that
shows that the correlation between financial wellbeing and wellbeing more generally is at best
modest (Heady & Wooden, 2004; Saunders & Lujun, 2005; Travers & Richardson, 1993).
Level of income and satisfaction with one’s income do not go hand-in-hand, as shown in the
work of Smyth and Weston (2000), and it is becoming more common to argue for the need to
go beyond simple financial and income measures of wellbeing (Saunders, 2008).

In Australia, as in most OECD countries, access to government cash and non-cash benefits are
income-tested. While income from the ex-partner may decline, any decline in standard of living
will be ameliorated by access to government benefits and the receipt of child support payments
from the ex-partner. Not only do government benefits help mitigate the effect of income
decline, the stability and predictability of this income may play a significant role in the way in
which people experience and manage income reductions. Furthermore, the effect of a decline in
income will also vary according to the way in which the income recipient manages their
income, their lifestyle expectations, their degree of control over the expenditure, their values
and their own subjective evaluation of whether they have enough. These more subjective
elements of financial wellbeing are likely to contribute to the way in which changes in income
following divorce affect financial living standards and wellbeing more generally (Diener, Suh,
Lucas, & Smith, 1999; Lazarus & Folkman, 1994).

This paper adopts a multidimensional approach to the financial circumstances of men and
women following divorce. We measure equivalent household income from all sources and we

Throughout this paper, the term “divorce” is used in a broad sense to refer to relationships that were legal
marriages (de jure marriage) and de facto marriages (cohabiting relationships). Of those aged less than 55 years
who separated during the period covered by HILDA, 57.6% separated from a de facto relationship. Of those with
a child aged less than 18 years who separated, 37.1% separated from a de facto relationship.

Governments around Australia, as in many other countries, have been establishing social exclusion or inclusion
agendas to prioritise the needs of the disadvantaged. A review of policy developments in this area, from an
Australian perspective, is provided by Hayes, Gray, and Edwards (2008).



look at two additional measures: firstly, experience of financial hardship as measured by
objective tests of particular expenditures forgone or bills unpaid, and secondly, by the
subjective measure of perceived prosperity. These two additional measures provide a broader
base on which to view the consequences of divorce for financial living standards.

Although more of the recent research on the economic impact of divorce uses longitudinal data,
there has been too heavy a reliance on cross-sectional and retrospective data (Weitzman, 1985).
While the cross-sectional data can demonstrate differences in the financial circumstances of
divorced and non-divorced people, it provides only weak evidence that these differences are due
to the impact of divorce. It is not clear from these studies to what extent the poorer income
situation of divorced people is a cause or a consequence of their divorce (Amato, 2000).

There is some evidence that the incomes of mothers may recover over time, at least to some
extent, especially if they re-partner. However, the longitudinal data demonstrating financial
recovery is limited. The existing Australian research on the income effects of divorce has
largely been based upon cross-sectional estimates of the impacts of relationship breakdown on
income. Kelly and Harding (2005) used panel data from the Household, Income and Labour
Dynamics in Australia (HILDA) survey to analyse how income changes following divorce.
They provided estimates of the short-run impacts of divorce on equivalent income by
comparing pre- and post-divorce incomes for those who had divorced within the previous 12
months. Weston (1993) also used data on incomes at two points in time to estimate the impact
of divorce on financial living standards.

This paper broadens the measures of financial living standards beyond income and uses
longitudinal Australian data. The impacts of divorce on income (adjusted for household size and
composition), number of financial hardships experienced and self-assessed prosperity are
considered.

By using longitudinal data, this paper is able to examine changes in financial living standards
following divorce. It is also able to look at changes several years after divorce so that the extent
of financial recovery after divorce can be estimated. Our multiple measures of financial living
standards allow an examination of the extent to which changes in income are linked to changes
in hardship and changes in perceived prosperity. Using a longitudinal design to look at the
interrelationship between changes in different dimensions of financial wellbeing provides a new
and, we hope, more nuanced understanding of changes in financial wellbeing due to divorce.
This approach enables us to assess whether declines in income that are generally accepted to
occur following divorce are linked to an increase in financial hardship and increased feelings of
living in poverty. To the extent that a decline in income does not lead to greater financial
hardships or a greater sense of perceived poverty, then it will be important to understand the
reasons behind this and to design ways of ameliorating the impact of the post-divorce decline in
income. We focus on two factors in particular that may have an impact on the way the decline
in income following divorce is actually experienced: “stability of income” and “control over
how money is spent”.

This paper uses data from the first seven waves of the HILDA survey. This survey contains
information on relationship status, income, receipt of social security benefits, experience of
financial hardship, perceived prosperity, who in the household decides how money is spent and
managed, and household expenditure.

The remainder of this paper is structured as follows. The following section provides an
overview of relevant aspects of the Australian system of social protection. In Section 3, the
HILDA survey and the construction of the key variables used in this paper are described. The
impact of divorce on equivalent household income, the experience of hardships and self-
assessed prosperity are analysed in Section 4, and the impact of divorce on the proportion of
household income derived from government benefits are addressed in Section 5. In Section 6,
the relationship between changes in equivalent household income and the other measures of
economic wellbeing are analysed, and in Section 7 the determinants of changes in prosperity



and financial hardships experienced following divorce are modelled. The final section
concludes.

2. Australian system of social protection

This section provides a brief overview of key aspects of the Australian system of social
protection. The essential structure of the system was largely unchanged between 2001 and 2007,
although rates of payment did change over the period.’

In Australia, benefits are paid at a flat rate from general government revenue and are generally
subject to income and assets tests, but these are generous compared to the means tests in most
other OECD countries.

Substantial payments are made to families with children, in the form of family tax benefits
(Family Tax Benefit Part A and Part B), and assistance is provided with the costs of child care
(Child Care Rebate and Child Care Benefit). The other type of assistance is through income
support payments designed to provide a minimally adequate income to those with no or limited
income from other sources. The main income support payments to those of working age are
payments to the unemployed (Newstart), low-income parents (Parenting Payment), the disabled
(Disability Support Pension) and those caring for a disabled person who requires care because
of chronic ill health or frail old age.4

Family Tax Benefit Part A and Part B involves supplements to families with children. Family
Tax Benefit Part A helps families with the direct costs of raising children and is paid per child.
Family Tax Benefit Part B gives extra assistance to single-parent families and to two-parent
families with one main income and is paid per family. The other type of assistance is through
income support payments designed to provide a minimally adequate income to those parents
with no or limited income from other sources. The main type of income support available to
mothers with young dependent children is the Parenting Payment. Other payments, including
those related to unemployment or disability, are available to working-age individuals.

Given the prevalence of relationship breakdown, a major public policy concern is to promote
the care and financial support of children following marital divorce. The Australian Child
Support Scheme (CSS) is based on the view that children whose parents have divorced should
themselves have a standard of living that reflects the living standard of both parents, not just the
one with whom they usually live. Under the CSS, a formula is used to calculate the amount of
money that a non-resident parent is required to pay. This is determined by a number of factors,
including: the number of children who require support, the income of the resident parent, and
the non-resident parent’s “capacity” to pay.

The level of public support to families with children is relatively high in Australia compared to
the OECD average. Overall, public support to families with children in Australia is in the top
half of OECD countries and is largely provided through direct cash assistance (Whiteford,
2008). In 2005, public assistance to families with children was 2.9% of GDP, compared to an
OECD average of 2.3%.” Family assistance in Australia is also one of the most progressive in
the OECD, with Australia having the second highest ratio of cash benefits received by the

Useful descriptions of the nature and history of the Australian system are provided by Herscovitch and Stanton
(2008), The Treasury (2008), and Whiteford and Angenent (2001).

It should be noted that, from 1 July 2006, changes were made to the income support system, including restricting
Parenting Payment to those whose youngest child is under 6 years for partnered primary carers and under 8 years
for single primary carers. Primary carers receiving Parenting Payment prior to 1 July 2006 continue to be eligible
to receive Parenting Payment until their youngest child is aged 16 years. A part-time activity requirement of 15
hours per week applies to those with a youngest child aged 6 years or older.

Data for Australia (as for Ireland, New Zealand and the UK) include spending on categorical income support
benefits for sole-parent families. Other countries also support sole-parent families, but through general social
assistance type payments, which do not allow for separate identification of public spending on sole-parent
families. This means that the OECD data on public expenditure on families will be overstated for Australia
relative to the OECD average (OECD Family Database: <www.oecd.org/dataoecd/45/46/37864391.pdf>).



lowest income quintile of working age to benefits to the highest income quintile (Whiteford,
2008). This means that the Australian system reduces child poverty very substantially and by
one of the largest amounts in the OECD.

The Australian system also provides substantial financial assistance to families in which the
parents are working. The amount of family assistance provided to Australian families working
at the minimum wage in Australia is the highest in the OECD, slightly ahead of the UK.

The Australian system of social protection can therefore be expected to very substantially offset
the impacts of divorce on the financial living standards to families with dependent children and
to a lesser extent for those without dependent children.

3. Data: The Household, Income and Labour
Dynamics in Australia survey

3.1 Overview of HILDA

The HILDA survey has a number of advantages for studying this issue. These advantages relate
to its longitudinal design (which enables a more definitive analysis of change in financial
circumstances following divorce), the detailed information it provides on current marital status
and marital history, the size and national representativeness of the sample, and the variety of
measures it contains on financial wellbeing.

The annual survey, which commenced in 2001, tracks all members of an initial sample of 7,682
households across Australia. Within each household, an interview was sought from all members
aged 15 and older. Wave 1 achieved face-to-face interviews with nearly 14,000 household
members and obtained further information from self-completed questionnaires from 13,055 of
these household members. In subsequent waves, the sample has included any new household
members resulting from changes to the original households. Watson and Wooden (2002)
provide a detailed discussion of the design of the survey.

The HILDA survey collects data in three main areas: economic and subjective wellbeing, labour
market dynamics and family dynamics. This paper uses data from the first seven waves of data
that were collected annually between 2001 and 2007.

3.2 Attrition

Interviews were obtained from 7,063 households in Wave 7, an overall household response rate
of 74.3% (including both full responding and partially responding households). Of those
initially interviewed in Wave 1, 9,628 were re-interviewed in Wave 7 (which is 73.5% of those
still in scope for the survey). The number interviewed in all seven waves is 8,409 (Melbourne
Institute of Applied Economic and Social Research, 2009).

The HILDA survey collects information via an interviewer-administered interview (generally
face-to-face, although in some cases conducted by telephone) and by a self-complete
questionnaire (SCQ). The response rate for the SCQ has varied from a low in Wave 2 of 90.2%
of those responding to the wave to a high of 93.7% in Wave 1.

The attrition rate has been higher for respondents who are: relatively young (aged between 15
and 24 years), born in a non—English speaking country, of Aboriginal or Torres Strait Islander
descent, single, unemployed, or working in low-skilled occupations.



3.3 Identifying respondents who divorced in the period
covered by HILDA

The basic approach in building the data set for the analysis for this paper was to identify
respondents to the HILDA survey who divorced from their partner in the period covered by the
first 7 waves of HILDA (2001-07).

We identified all respondents to the HILDA survey who were living with a partner at an
interview and who had divorced from their partner by the time of the next interview. The
analysis was restricted to respondents for whom we had an interview conducted prior to divorce
and at least one interview conducted after they divorced. The length of time (number of
interviews) for which we have post-divorce data depends upon when in the period covered by
Waves 1-7 the respondent divorced. The earlier in the period, the longer the period for which
we have post-divorce information.

Example 1
Divorce
W1 W2 W3 W4 W5 Wé w7
I | | | | | | )
C S S S S S S

Example 1 is for a respondent who had a partner (C) at Wave 1, then divorced between Wave 1
and 2 and was single (S) for the remainder of the period covered by Waves 2—7. This
respondent has information pre-divorce and for 6 waves post-divorce.

Example 2
Divorce
W1 W2 W3 W4 W5 Wé w7
I | | | | | | )
C C C C C C S

Example 2 is for a respondent who had a partner at Waves 1-6 and then divorced between
Waves 6 and 7. This respondent has information pre-divorce and for 1 wave post-divorce.

Example 3
Divorce Re-partner
W1 W2 W3 W4 W5 W6 W7
| | | | | | | )
C S S S C C C

Example 3 is for a respondent who had a partner at Wave 1 and then divorced between Wave 1
and 2. The respondent was then single for Waves 2—4 and re-partnered between Waves 4 and 5.
For this respondent, we have information pre-divorce and post-divorce for 6 waves, although
they re-partnered for Waves 5-7.

A small number of respondents had relationships that commenced and ended between interviews (i.e., within a
12-month period). Such short-term relationships are ignored in this analysis.



Example 4

Divorce Re-partner Divorce

W1 W2 W3 W4 W5 W6 W7
T T T T T T T )

C S S S C C S

Example 4 is for a respondent who had a partner in Wave 1, divorced between Waves 1 and 2,
was single at Waves 2—4, re-partnered between Waves 4 and 5 and then divorced between
Waves 6 and 7 and was single again at Wave 7. For this respondent, there is information on pre-
and post-divorce for two divorces. We include both divorces in the analysis. The number of
respondents for which this occurred is very small.

The analysis was conducted by gender. It was also conducted for two different groups: those
younger than 55 years’ and those with a child aged less than 18 years (inside or outside the
household). The age of 55 was chosen in order to restrict the sample to those of working age.

We also focus on those with a child aged less than 18 years, given the potential impact of
divorce on children and their subsequent life chances. These categories are not mutually
exclusive, although to all intents and purposes those with a child aged under 18 are usually aged
less than 55 years themselves (2% were aged over 55 years).

Table 1 shows the number of divorced respondents in each group and how the sample size
changed according to the number of waves for which post-divorce data is available.

Table 1. Sample sizes for each group analysed

Aged less than 55 years Child aged less than 18 years
Men Women Men Women

Number of waves since divorce
1 wave 534 602 231 321
2 waves 396 451 173 237
3 waves 271 329 128 175
4 waves 165 215 84 111
5 waves 103 137 57 78
6 waves 43 69 25 44
Number of observations 534 602 231 321

Source: HILDA, Waves 2—-7

3.4 Demographic characteristics of divorced and intact
couples

To provide a point of comparison, the human capital and demographic characteristics of
respondents who divorced during the period covered by HILDA were compared to respondents
who lived with a partner and did not divorce during the period covered by HILDA.

The key differences are that those who divorced were younger, had a lower level of educational
attainment and were less likely to be employed pre-divorce than those who did not divorce
(Table 2).

Of the men with a child under 18 years, 26.8% were living with a child post-divorce. This
compares to 88.8% of women post-divorce. The fact that the percentages sum to more than
100% can be explained by shared care arrangements.

Age is actual age at each interview. Similarly, age of children is measured as age at interview.



Table 2. Selected demographic characteristics by gender and whether divorced

Aged less than 55 years Child aged less than 18 years
Men Women Men Women
Couple Separ- Couple Separ- Couple Separ- Couple Separ-
ated ated ated ated
Years
Age pre-divorce 40.2 34.6 39.1 331 414 37.3 38.8 35.0
Per cent

Highest educational attainment pre-divorce

Degree or 26.3 18.3 28.1 18.6 26.5 19.1 27.1 16.2
higher
Other post- 426 38.6 258 28.2 438 43.7 252 28.7
school
qualification
No post-school 311 431 46.1 53.2 29.7 37.2 47.7 55.1
qualification
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Employment status pre-divorce
Employed 92.9 88.0 73.0 68.1 92.6 84.4 68.7 53.4.
Not employed 741 12.0 27.0 31.9 74 15.6 31.3 46.6
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Living with a 68.2 14.0 66.1 50.8 99.0 26.8 98.9 88.8
dependent child
post-divorce
Number of 13,270 534 15,420 602 83,36 231 9,393 321
observations

Source: HILDA, Waves 1-7

3.5 Measures of financial wellbeing

Three measures of financial wellbeing are examined in this paper—equivalent household
income, the number of financial hardships experienced because of a lack of money, and self-
reported prosperity. In addition, we examine the proportion of household income that is derived
from government benefits.

Equivalent household income is disposable household income (after tax) adjusted for number of
household members and household composition using the current OECD equivalence scale.®
Disposable household income is adjusted for the effects of inflation using the consumer price
index (CPI; all figures are in 2007 dollars). The income measure includes any child support
payments received from a non-resident parent and any child support payments are removed
from gross household income.’

Self-assessed prosperity is derived from the question: “Given your current needs and financial
responsibilities, would you say that you and your family are: prosperous; very comfortable;
reasonably comfortable; just getting along; poor; or very poor?” Much of the analysis in this
paper is based on a comparison of being poor or very poor as compared to the other responses.

The measure of experiencing hardship is derived from the question: “Since the previous
interview, did any of the following happen to you because of a shortage of money:

This equivalence scales add one for the first adult, 0.5 for subsequent adults and 0.3 per child.

The income measure is for household income for a 12-month period. It will therefore comprise a combination of
household income received prior to divorce and income received post-divorce. The closer the divorce was to the
date of the first interview post-divorce, the higher the proportion of income that was received pre-divorce. This
resulted in equivalent household income being overstated at that interview and therefore that the effect of divorce
on equivalent household income at the first interview after divorce is underestimated.



= could not pay electricity, gas or telephone bills on time;
= could not pay the mortgage or rent on time;

= pawned or sold something;

= went without meals;

= was unable to heat home;

= asked for financial help from friends or family; or

= asked for help from welfare/community organisations.

The hardship measure may be considered a form of deprivation measure because it largely
reflects that the household went without certain items or services. The measures of hardship and
prosperity do not need to be equivalised for differences in family size and consumption since
they implicitly take account of differences in the consumption needs of families.

4. Impact of divorce on financial wellbeing

4.1 Equivalent household income

This section provides estimates of the impact that divorce has on equivalent household income
and how equivalent household income changes following divorce. The number of respondents
who divorced over the first seven waves of HILDA allows an analysis of data from four waves
after separation. The basic method is to compare equivalent household income post-divorce
with what it was pre-divorce.

Divorce may have an impact on equivalent household income by leading to an actual reduction
in equivalent household income, or it may lead to a slower rate of growth in income than they
would have experienced had divorce not taken place. In order to provide an indication of what
might have happened in the absence of divorce, we include information on the time profile of
the equivalent household income of respondents who did not divorce. The increase in equivalent
household income of those who did not divorce provides an indication of what might have
happened to the household income if respondents had not divorced (i.e., a counterfactual). The
comparison of the income profile of those who did and did not divorce should be treated with
due caution, since the demographic and human capital characteristics of those who divorced
were quite different to that of those who did not divorce (see Table 2). These differences might
have affected the rate of growth of income that those who divorce would have experienced had
they not divorced."

Table 3 shows equivalent household income pre- and post-divorce for respondents aged under
55 years who divorced in the period covered by the first seven waves of HILDA. Information is
also included on those with a partner who did not divorce. The figures are adjusted for the
effects of inflation using the CPI and are in real 2007 dollars.

A more sophisticated counterfactual could be constructed using regression modeling that adjusts for differences
in observable characteristics that affect growth of equivalent household income over time (see Gray and
Chapman, 2007, for an Australian example of the application of this method using cross-sectional data). This is
left for future work.



Table 3. Equivalent household income by whether divorced, aged under 55 years (real
2007 dollars per annum)

Men Women
Non- Divorced Income gap Non- Divorced Income gap
divorced divorced

Time 1 (pre-divorce) 36,699 33,366 3,333 37,102 33,099 4,003
Time 2 (post-divorce) 36,445 36,104 341 36,853 26,168 10,685
Time 3 37,250 35,669 1,581 37,784 30,412 7,372
Time 4 38,866 37,205 1,661 39,587 33,147 6,440
Time 5 41,157 37,553 3,604 41,668 34,061 7,607
% change +12.1% +12.5% +12.3% +2.9%
Note: The numbers in this table are for respondents present for at least five consecutive waves. This means that

they divorced between Waves 1 and 3 in order to have participated in four waves of HILDA post-divorce. For
those who did not divorce, the income is from Waves 3 to 7.

Source: HILDA, 2001-07

Figure 1 plots equivalent household income for men and women aged less than 55 years who
divorced and who had a partner and did not divorce. For women who did not divorce,
equivalent household income in the first year was $37,102 and this increased steadily over the
next 4 years to be $41,668 (an increase of 12.3%). For men who did not divorce, equivalent
household income increased from $36,699 to $41,157 (an increase of 12.1%). These increases
reflect the impact of the strong Australian economy on private incomes over the period covered
by the first seven waves of HILDA, the growth in the real value of government payments to
families with children, and the increasing earning power of people resulting from the
accumulation of additional labour market experience.

Women and men who divorced had a lower equivalent household income pre-divorce than
those who did not divorce (just over $33,000 for both women and men)."" For women,
equivalent household income fell sharply to $26,168 at the first interview after divorce. It then
increased steadily to be $34,061 after 4 years (an increase of 2.9% over the 5-year period).
While this represents a recovery in real income, these women fell behind their married
counterparts who did not divorce (who had an increase in real income of 12.3%).

For men who divorced, equivalent household income increased in the year after divorce. This
may be a result of the inclusion of some pre-divorce income (see footnote 9) in the measure of
income at the first interview following divorce. More importantly, over the 5-year period, the
income of divorcing men increased in real terms by 12.5%, while that of divorcing women only
increased by 2.9% over the same period.

This is consistent with the findings of Bradbury and Norris (2005) that there is a strong social class gradient for
separation and that recipients of income support from government are more than twice as likely to divorce as
non-recipients of income support.

10
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Figure 1. Equivalent household income by whether divorced and gender, aged under 55

Table 4 and Figure 2 report similar analyses, but restrict the sample to those with a child under
the age of 18. This restriction accentuates the patterns described above. Over the 5-year period,
the real income of non-divorcing men and women with a child under the age of 18 years was
very similar—their real income increased by about 14.7%. But the increases for divorcing men
and women with a child under 18 were very different. The income of these divorcing men
increased by 24% while that of the women increased by just 1.8%. Furthermore, women with a
child under 18 experienced a particularly sharp dip in equivalent income in the year
immediately following divorce.

Table 4. Equivalent household income by whether divorced, child less than 18 (real 2007
dollars per annum)

Men Women
Non- Divorced Income gap | Non-divorced Divorced Income gap
divorced

Time 1 (pre-divorce) 32,838 26,929 5,909 33,008 26,029 6,979
Time 2 (post-divorce) 32,489 35,079 -2,590 32,726 19,934 12,792
Time 3 33,592 32,013 1,579 33,864 24,428 9,436
Time 4 35,159 31,762 3,397 35,533 26,573 8,960
Time 5 37,672 33,356 4,316 37,899 26,512 11,387
% change +14.7% +23.9% +14.8% +1.8%
Note: The numbers in this table are for respondents present for at least five consecutive waves. This means that

they divorced between Waves 1 and 3 in order to have participated in four waves of HILDA post-divorce. For
those who did not divorce, the income is from Waves 3 to 7.

Source: HILDA, 2001-07
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Figure 2. Equivalent household income by whether divorced and gender, child under 18
years

4.2. Experience of hardships

This section provides estimates of the impact of divorce on the experience of financial hardships
that results from a lack of money. Tables 5 and 6 show the proportion of respondents divorcing
during the period covered by the first seven waves of HILDA who experienced one or more
hardships pre- and post-divorce. Information is also included on those with a partner who did
not divorce. Table 5 reports patterns for respondents aged less than 55 years and Table 6 relates
to those with a child aged less than 18 years.

There are a number of key points that can be taken from Tables 5 and 6. First, those who
divorced were much more likely to report having experienced hardships at the interview prior to
their divorcing than those who did not divorce. For example, 23.3% of women who did not
divorce reported having experienced one or more hardships, compared to 48.5% of women who
divorced in the following year. The pattern is very similar for men. Second, following divorce,
women had a substantial increase in the likelihood of experiencing a financial hardship
(increased to 60.1%). For men, there was little increase in the proportion experiencing hardship
(from 47.3% to 49.6%). For divorced men and women, the proportion experiencing hardships
declined over the 3 years following divorce to be 36.1% for men and 43.2% for women. Finally,
while all groups experienced fewer hardships over time, divorcing women experienced the least
improvement—Iess than half the improvement for all men and non-divorcing women (10.9%
compared to 22% or more for the other groups).

The general pattern of results is similar for women and men with a child less than 18, although
the rates of financial hardship experienced were higher than for those aged less than 55 years.
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Table 5. Experience of hardships by whether divorced and gender, aged less than 55
years (%)

Men Women
Not-divorced Divorced Difference Not-divorced Divorced Difference

Time 1 (pre-divorce) 232 47.3 -24.1 23.3 48.5 -25.2
Time 2 (post-divorce) 20.5 49.6 -29.1 19.7 60.1 -40.4
Time 3 19.1 41.6 -225 19.9 54.1 -34.2
Time 4 16.6 36.8 -20.2 17.2 432 -26.0
Time 5 18.1 36.1 -18.0 18.1 432 -25.1
% change -22.0 -23.7 -223 -10.9

Source: HILDA, 2001-07

Table 6. Experience of hardships by whether divorced and gender, child less than 18 (%)

Men Women
Not-divorced Divorced Difference Not-divorced Divorced Difference

Time 1 (pre-divorce) 227 52.7 -30.0 248 54 -29.2
Time 2 (post-divorce) 20.6 50.7 -30.1 222 66.7 —44.5
Time 3 19.5 39.7 -20.2 21.9 56.1 -34.2
Time 4 174 423 -24.9 18.7 48.5 -29.8
Time 5 18.9 417 -22.8 19.3 48 -28.7
% change -16.7 -20.9 -22 -1

Source: HILDA, 2001-07

4.3 Self-assessed prosperity

Tables 7 and 8 present information on the proportion of respondents who said that they were
poor or very poor, by whether divorced and gender for respondents aged less than 55 years and
respondents with a child aged less than 18 years respectively. Table 7 shows that of those aged
under 55, far more divorcing than non-divorcing men and women felt they were poorly off. It is
notable that even before divorcing men and women felt worse off than did those who did not
divorce. Over time however, those who divorced showed an improvement in their perceived
prosperity. For example, 6.1% of divorcing women assessed their prosperity as poor or very
poor before divorcing. In the year after their divorce, this increased to 11.9%, but thereafter
declined so that 4 waves after divorce, just 4.7% regarded themselves as poor or very poor. A
similar pattern exists for divorcing men. This is in contrast to non-divorcing men and women
where the percentage regarding themselves as poor or very poor was relatively stable.

Table 8 shows similar data for those with children under the age of 18. The patterns for
divorcing men and women again show an improvement in their self-assessed prosperity. For
divorcing men, 17.1% regarded themselves as poor or very poor in the year before divorce. Five
years later, just 9.7% felt they were poor or very poor—a 43.2% improvement. A similar pattern
applied to divorcing women. Again, the improvement in self-perceived prosperity was greater
among those who had divorced than those who had not divorced.

In both tables, but particularly among those with a child under 18, the self-perceived prosperity
of divorcing men stands out. These divorcing men were much more likely than the divorcing
women to rate themselves as poor or very poor, both before and after divorce. For example,
before divorcing, 17.1% of divorcing men with a child under 18 said they were poor or very
poor. This is in sharp contrast to just 3.9% of pre-divorce women who felt poor or very poor.
These differences persisted so that 5 years later, divorced men were two and a half times more
likely than divorced women to regard themselves as poor or very poor. This is despite the fact
noted in Tables 3 and 4 that divorced men had considerably higher incomes than divorced
women and despite divorced men improving their income much more than divorced women. In
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other words, divorced men were more likely than divorced women to feel poor or very poor
despite their superior income. '

Table 7. Self-assessed prosperity (poor or very poor) by whether divorced and gender,
aged less than 55 years (%)

Men Women
Not-divorced Divorced Difference Not-divorced Divorced Difference

Time 1 (pre-divorce) 2.2 101 -7.9 2.0 6.1 —41
Time 2 (post-divorce) 25 9.6 71 1.9 11.9 -10.0
Time 3 24 12.8 -10.4 2.0 6.0 —4.0
Time 4 21 8.4 -6.3 1.9 8.6 -6.7
Time 5 2.6 6.9 —4.3 24 4.7 -2.3
% change +18 -31.6 +20 -39.3

Source: HILDA, 2001-07

Table 8. Self assessed prosperity (poor or very poor) by whether divorced and gender,
child aged less than 18 (%)

Men Women
Not-divorced Divorced Difference Not-divorced Divorced Difference

Time 1 (pre-divorce) 1.8 171 -15.3 2.3 3.9 -1.6
Time 2 (post-divorce) 24 11.3 -8.9 1.2 13.7 -12.5
Time 3 1.8 10.8 -9.0 14 5.6 —4.2
Time 4 21 11.0 -8.9 1.7 12.5 -10.8
Time 5 15 9.7 -8.2 1.6 4.0 -24
% change -16.6 -43.2 -30.0 +2.5

Source: HILDA, 2001-07

5. Proportion of household income derived from
government benefits

The role that the Australian income support system plays in offsetting the economic
consequences of divorce can be illustrated by examining how the proportion of household
income that is derived from government benefits changes post-divorce.

For both men and women aged less than 55 years who were not divorced, the proportion of
household income that came from government benefits was very stable, fluctuating between 9%
and 10% of household income (Table 9). Consistent with the patterns observed for equivalent
household income, those who divorced received about twice as much of their household income
from government benefits pre-divorce as those who did not divorce (18.6% for women and
20.3% for men).

Following divorce, the proportion of men’s income that came from government benefits fell
slightly and then was stable in the years following divorce. For women, the proportion of
income derived from government benefits almost doubled to 34.6% at the interview following
divorce and then gradually reduced over time to be 26.3% of household income four waves after
divorce.

The pattern of results is very similar for men and women with a child aged less than 18 (Table
10). The main difference is that a substantially higher proportion of household income was
derived from government benefits for women with a child under 18 than for women aged less

2 Note that the income of men is calculated after any child support payments have been made and the income of
women includes any child support payments.
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than 55 years. This is not surprising since government provides significant support to families
with dependent children.

Table 9. Proportion of household income derived from government benefits, by whether
divorced and gender, aged less than 55 years (%)

Men Women
Not-divorced Divorced Difference Not-divorced Divorced Difference
Time 1 (pre-divorce) 9.9 20.3 -10.4 10.6 18.6 -8.0
Time 2 (post-divorce) 10.3 16.9 6.6 10.5 346 -24.1
Time 3 10.0 15.2 -5.2 10.5 33.1 -22.6
Time 4 9.5 17.2 7.7 9.9 28.6 -18.7
Time 5 9.7 15.0 -5.3 10.0 26.3 -16.3

Source: HILDA, 2001-07

Table 10. Proportion of household income derived from government benefits by whether
divorced and gender, child aged less than 18 (%)

Men Women
Not-divorced Divorced Difference Not-divorced Divorced Difference
Time 1 (pre-divorce) 12.9 279 -15.0 13.5 276 -14.1
Time 2 (post-divorce) 13.3 19.7 -6.4 134 514 -38.0
Time 3 131 16.6 -35 134 49.0 -35.6
Time 4 11.9 211 -9.2 12.0 439 -31.9
Time 5 11.6 18.0 -64 1.7 40.8 -29.1

Source: HILDA, 2001-07

6. Relationship between changes in equivalent
household income and other measures of
economic wellbeing

There is often an assumption that a fall in equivalent household income will be associated with
an increase in the experience of financial hardship and a lower level of prosperity. This
assumption reflects the view that financial hardships and self-perceptions of prosperity are a
direct function of income.

While data already presented above is broadly consistent with this assumption, the evidence
only demonstrates consistency at the aggregate level. This section provides an analysis of the
relationship between change in equivalent household income post-divorce and changes in other
measures of economic wellbeing following divorce—the experience of hardship and prosperity.
The analysis reports change at the individual level and allows us to assess whether individuals
whose income declined also experienced greater financial hardships and a decline in subjective
prosperity.

Table 11 shows the change in self-assessed prosperity and the number of hardships experienced
after divorce for men and women according to their change in equivalent household income.
The following categories for change in equivalent household income were created: a decrease of
more than $4,000 per annum, a decrease of less than $4,000 per annum or an increase of less
than $4,000 per annum; or an increase of more than $4,000 per annum." The left-hand section

These income cut-offs have been chosen to result in three roughly equal-sized groups.
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is for changes over a 12-month period and the right-hand section for changes over a 24-month
.14
period.

For men, the relationship between 12-month change in equivalent household income following
divorce and the change in self-assessed prosperity is not strong. For example, among men who
had a large fall in income, 55.3% reported no change in their prosperity post-divorce compared
to pre-divorce, 47.3% of those who had a small decrease or small increase in income had no
change in reported prosperity, and 55.0% of those who had a big increase in income reported no
change in prosperity. Men who had a big fall in income were, however, less likely to say they
were better off than those who a big increase in income (15.9% and 21.3% respectively).

However, over a 24-month period the pattern is much clearer, with men who experienced a
large fall in income being more likely to report a lower level of prosperity post-divorce (33.7%)
than men who experienced a large increase in income (22.1%). Men who had a large fall in
income were more likely to experience an increase in the number of hardships experienced for
both the 12-month and 24-month change than men who experienced a large increase in income.

The relationship between change in income and change in prosperity is similar for women, as is
the relationship between change in income and the number of hardships experienced.

Although it is apparent that those who experience a big decrease in income following divorce
are more likely to report a lower level of subjective prosperity and experience more hardship
than those who experience a big increase in income, the pattern is far from uniform. A
substantial minority of respondents who had very substantial falls in equivalent household
income report had the same level of prosperity or hardships experienced or even an
improvement in prosperity or decrease in number of hardships experienced than those in the
other groups.

For example, for women who are divorced, almost half (47.6%) of those whose equivalent
household income fall by more than $4,000 over 12-months report a self-assessed prosperity
that is the same as it was pre-divorce, 12.8% say they are better off and 39.6% say they are
worse off post-divorce than they said they were pre-divorce.

In terms of the number of hardships experienced, about one-in-five men who had a large
increase in equivalent household income reported an increase in the number of hardships
experienced following divorce (12-month change) and just over one-in-four (28.9%) women
with an income increase of this size reported an increase in the number of hardships
experienced. The results are similar for the relationship between change in income on the one
hand and prosperity and hardships on the other hand over a 24-month period."’

The number of divorced respondents for whom data is available for 36 months or more after separation (Table 1)
falls to a number that is too small to allow reliable analysis for the three groups of income.

The relationship between change in income on the one hand and change in prosperity and hardship for those with
a child under 18 on the other is similar to that found for those aged less than 55 (Appendix A).
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Table 11. Change in equivalent household income following divorce, and change in prosperity and hardship, aged less than 55 years, 12-
month and 24-month change (%)

12-month change 24-month change
Men Women Men Women
Change in equivalent household income ($ per annum)
<-$4,000 -$4,000 to > $4,000 <-$4,000 -$4,000 to > $4,000 <-$4,000 -$4,000 to > $4,000 <-$4,000 -$4,000 to > $4,000

+$4,000 +$4,000 +$4,000 +$4,000
Change in self-assessed prosperity
Worse off 28.8 33.9 23.8 39.6 23.7 272 337 29.7 22.1 377 327 14.3
Same 55.3 47.3 55.0 476 52.5 43.7 49 54.1 574 50.9 442 60.7
Better off 15.9 18.8 213 12.8 23.7 29.1 174 16.2 20.6 11.3 23.1 25.0
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Number of observations 132 112 160 265 118 103 98 74 136 159 104 112
Change in number of hardships experienced
Increase 29.0 218 212 37.0 304 28.9 33.7 18.3 19.7 33.6 27.3 20.6
Did not increase 71.0 78.2 78.9 63.0 69.6 711 66.3 81.7 80.3 66.5 727 79.4
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Number of observations 124 110 156 254 115 97 92 71 137 155 99 107

Source: HILDA, 2001-07
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7. Modelling the determinants of changes in
prosperity and financial hardships experienced
following divorce

This section uses statistical modelling to estimate the determinants of changes in perceived
prosperity and number of financial hardships experienced following divorce. Although the
HILDA survey does not allow us to determine definitively the relative importance of the
possible explanations, several of the variables in the survey allow us to gain some insights into
the reasons why the impact of divorce on perceived prosperity and hardships experienced may
differ between households that experience the same fall in income.

This is a complex area for analysis and we can only offer some tentative views at this stage.
This section outlines the factors that are likely to be most important (Section 7.1), the statistical
method and variables used (Section 7.2) and the results (Section 7.3).

7.1 Possible explanations

Number of hardships experienced

There are a number of factors that will have an impact on the extent to which a person
experiences more or fewer hardships after divorce. In broad terms, the key determinants can be
expected to be:

! level of income pre-divorce;
I level of income post-divorce;

! financial commitments entered into pre-divorce (e.g., mortgage, personal loans, school fees,
costs of caring for elderly relatives);

! assets and savings that can be drawn upon to finance consumption post-divorce (determined
both by the assets pre-divorce and how they are divided following divorce);

I changes in the ability of the respondent’s household to manage its money;

I changes in stability of income following divorce (in general, it is easier to manage on an
income that is more stable than the same income that is less stable);

! level and reliability of child support payments; and

! the extent to which in-kind assistance is received from family, friends or charities.

Self-assessed prosperity

While most, if not all, of the factors that have been identified as having an impact on change in
financial hardships will also have an impact on whether self-assessed prosperity is higher, lower
or the same following divorce, there are other factors that will also be important in determining
changes in perceived prosperity.

How a person assesses their level of prosperity is determined by a mix of their objective
circumstances and more subjective phenomena. Objective circumstances include financial
resources, financial commitments, assets and how divorce affects the value of these. Also, their
ability to manage their income effectively will be important. Subjective phenomena includes
factors such as their personality, optimism/pessimism, locus of control, mental health, the value
they place on material living standards and how their post-divorce living standards compare to
what they expected them to be before they divorced.

In this paper, we focus on a subset of these possible explanations:

! role played by income level pre-divorce and how it changes following divorce;
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= the sense of control that the person feels they exercise over financial decisions pre-divorce;
and

= changes in the stability of income following divorce.

Household income may be used more effectively post-divorce than pre-divorce for a number of
reasons. The person who is leaving the household changed consumption patterns pre-divorce
that had met their own needs but compromised the family’s ability to meet other members’
needs. This might, for example, relate to a fall in the proportion of the household’s budget spent
on alcohol, tobacco, gambling and on a motor vehicle. Such a change in consumption patterns
may be because different household members place different weights on the needs of other
household members, it may reflect a lack of awareness of the needs of other household
members or it may reflect a lack of financial management skills.

Much of the existing literature assumes that households operate as redistributive units within
which resources are shared equitably, so that there are no significant inequalities between
household members. There is a literature that shows this assumption often does not hold, and
who has control over financial resources in the household has impacts upon the extent to which
there is inequality in access to resources within the household (e.g., Vogler & Pahl, 1999).
There is also empirical evidence that money that mothers earn (or receive in the form of
government transfer payments) is more likely to be spent on children than money earned or
received in government transfer payments by fathers (e.g., Edwards, 1983; Ermisch, 2003;
Goode, Callender, & Lister, 1998; Lundberg, Pollak, & Wales, 1997; Pahl, 1989).

7.2 Statistical approach

The broad statistical approach used in this section is to use multivariate statistical models to
estimate the factors associated with an individual reporting a lower level of self-assessed
prosperity post-divorce than pre-divorce (as compared to no change or an improvement). We
also model the factors associated with experiencing more financial hardships post-divorce than
pre-divorce (as compared to no change or experiencing fewer hardships). The models are
estimated for changes over a 12-month and 24-month period.

Both these variables (reporting a lower level of self-assessed prosperity and experiencing more
financial hardships) are binary. The variables are coded so that 1 means the respondent reports a
poorer outcome post-divorce than pre-divorce. Given the binary nature of the dependent
variables, the logit model is used.

Several demographic and human capital characteristics are included as explanatory variables
(age and age squared, educational attainment, and living with a child aged less than 18 years
old). The variables are measured pre-divorce.

Equivalent household income pre-divorce and the change in equivalent household income
following divorce are included as explanatory variables. Home ownership status prior to divorce
is included as a proxy control for assets. We acknowledge that home ownership is a fairly crude
proxy for assets, but is the best measure that is available for all waves of the HIDLA survey.'’

Change in employment status is included as an explanatory variable because paid employment
will have an impact on future economic prospects.

Although the HILDA survey does not collect information directly about financial management
skills, it does collect information on who has control over the household’s financial decisions.
We argue that this variable is a proxy for financial management skills and experience, as
respondents who are not involved in the financial decisions of the household are likely to have
less well developed financial management and budgeting skills. Control over household
financial decisions may, as discussed above, influence how the household’s money is spent.

The HILDA survey includes a periodic module that collects detailed information on wealth (2002 and 2006).
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Control over the household’s financial decisions is captured using three questions in the HILDA
survey. The questions are: “Who makes the decisions about the following issues in your
household: (i) Managing day-to-day spending and paying bills? (ii) Making large household
purchases (e.g., cars and major appliances)?; and (iii) Savings, investment and borrowing?”17
The index takes a value of between 0 and 6, where 0 means the respondent doesn’t have control
over any aspect of the household’s financial decisions, 3 means they share these decisions with
their partner, and 6 means they usually or always make these decisions for all three aspects of
the financial decisions asked about.'® The literature in this area has drawn a distinction between
control over money and management of money, with women tending to manage the money and
pay bills but men continuing to assert control. The index over control over financial decisions
combines both of these aspects. In future work, we intend to consider the extent to which the
impact of control over money and the management of money differ.

The potential impact of divorce on the stability of income is captured using the proportion of
income pre-divorce that comes from government benefits. The higher the proportion of income
that comes from government benefits, the more stable equivalent household income will be
post-divorce. This is because the loss of a family member will result mainly in the loss of
government benefits and the amount of the benefits lost is designed to be approximately how
much less money the household needs to maintain a constant standard of living with fewer
people in the household. To the extent to which the amount of benefits lost is similar to the
OECD equivalence scale used in this paper, equivalent household income will be unchanged.

7.3 Results

In this section, we focus on the impacts of equivalent household income and its change, change
in employment status, control of financial decisions, and the proportion of income that came
from government benefits pre-divorce. The impacts of the other variables are not discussed in
detail.

The impact of changes in each of these variables on reductions in self-perceived prosperity and
an increased number of financial hardships after divorce is illustrated using predicted
probabilities. Predicted probabilities are used rather than the coefficient estimates because the
non-linear nature of the logit model means that the impact of a change in the value of an
explanatory variable on prosperity or the number of hardships experienced will depend upon the
value of all of the other explanatory variables included in the model. The coefficient estimates
and standard errors are provided in Appendix B.

Number of hardships experienced

For men, none of the explanatory variables included made any difference to the probability of
experiencing more hardship in the 12 months following divorce. At 24 months, change in
equivalent household income was statistically significant: the larger the fall in income following
divorce, the more financial hardships divorced men experienced. For these men, those who had
greater control over financial decisions before they divorced were less likely to have financial
hardships following divorce.

Similarly, for women, most of the explanatory variables made no difference to the chances of
experiencing financial hardships after divorce. The exceptions were that in the first 12 months
after divorce, pre-divorce household income was linked to changes in post-divorce financial
hardships: the higher the pre-divorce income, the lower the chances of any increase in post-

The response categories are: Always me; Usually me; Shared equally between partner and self; Usually my
partner; Always my partner; Always/usually other person(s) in house; Shared equally among household
members; Always/usually someone not living in house; and Does not apply.

The index of control over financial affairs is constructed as follows. If the respondent says, in response to the
question, “Always me” or “Usually me”, they have 2 added to the index of control. If they say that it is “Shared
equally between partner and self”, they have 1 added to the index. If they say it is usually or always their partner
or someone else then they have 0 added to the index.
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divorce financial hardships. Twenty-four months after divorce, the change in income also made
a difference to changes in financial hardships: the greater the decline in post-divorce income,
the greater the chances of an increase in post-divorce financial hardships. None of the other
explanatory variables were statistically significant.

Self-assessed prosperity

In contrast, a number of the explanatory variables in the models predicted a decrease in
prosperity following divorce. Table 12 provides a summary of the statistically significant
impacts.

It is clear that for men, of the variables we are primarily interested in, only equivalent household
income affected a decline in perceived prosperity after divorce. For the changes within 12
months of divorce, pre-divorce equivalent household income and change in equivalent
household income were statistically significant. For the 24-month change, only change in
equivalent household income was statistically significant.

For women, a number of the explanatory variables were statistically significant, particularly
within 12 months of divorce. Within the first 12 months after divorce, pre-divorce equivalent
household income, change in equivalent household income, pre-divorce, control over financial
decisions, proportion of household income derived from government benefits and change in
employment status were all linked to perceptions of having lower prosperity within the first 12
months. At 24 months after divorce, equivalent household income pre-divorce and control over
financial decisions pre-divorce were no longer linked to reductions in self-perceived prosperity.
The other explanatory variables remained statistically significant.

Table 12. Impact of explanatory variables on probability of having a lower level of
prosperity post-divorce

12-month change 24-month change
Male Female Male Female
Equivalent household income pre-divorce b *
Change in equivalent household income > > > >
Control over household financial decisions pre-divorce *
% of household income derived from government benefits * *
Change in employment status > >

Notes: * indicates significance at the 10% confidence level and ** at the 5% confidence level.

The direction and magnitude of the estimated effects are illustrated by showing how changes in
the explanatory variables have an impact on the predicted probability of having a lower level of
prosperity post-divorce than pre-divorce."

Figure 3 shows how the predicted probability that a respondent had a lower level of prosperity
differed according to equivalent household income pre-divorce. The changes for 12 months and
24 months after divorce are presented.

For men and women, the lower the pre-divorce equivalent household income, the higher the
probability of experiencing a decline in perceived prosperity following divorce. For men who
had a pre-divorce equivalent household income of $25,000, the predicted probability of having
lower prosperity was 30.6%. This fell to 24.5% for those with a pre-divorce equivalent
household income of $40,000. For women, the probability of having lower prosperity was
30.6% for those with a pre-divorce household equivalent income of $25,000, falling to 25.7%
for those with a pre-divorce household income of $40,000. The size of the impact was very
similar for men and women.

" The predicted probabilities are calculated holding the value of all other explanatory variables at the sample mean

(for men and women combined).
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Figure 3. Predicted probability of having a lower level of perceived prosperity post -
divorce , by pre -divorc e equivalent household income

Figure 4 shows how the predicted probability that a respondent had a lower level of prosperity
differed according to the extent to which their equivalent household income changed following
divorce. The changes for 12 months and 24 months after divorce are presented. A change in
equivalent household income of —$4,000 means that equivalent household income is $4,000
lower post-divorce than it was pre-divorce. A change in income of +$4,000 means that
equivalent household income was $4,000 higher. This variable is statistically significant for
males and females at 12 months after divorce and 24 months after divorce.

There is a clear and consistent relationship between change in equivalent income and the
likelihood of having a lower level of prosperity post-divorce than pre-divorce. The effect,
however, is not particularly strong. For women whose income fell by at least $4000 in the 12
months following divorce, the predicted probability of feeling worse off 12 months after divorce
than pre-divorce was 28.1%. For those women whose income increased by at least $4000 in the
first 12 months after divorce, the probability of feeling worse off was 24.0%—mnot much less
than for those whose income fell. The size of the effect is fairly consistent for men and women
and for 12-month and 24-month changes.
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Figure 4. Predicted probability of having a lower level of prosperity post-divorce, by
change in equivalent household income following divorce

Figure 5 shows that the predicted probability that a respondent had a lower level of prosperity
differed according to the level of control over household financial decisions pre-divorce. The
changes for 12 months and 24 months after divorce are presented.

Among men, whether or not they exercised control over financial decisions before divorce made
no difference to their sense of prosperity following divorce (at either 12 or 24 months).

For women, however, exercising a role in financial decisions before divorce made an important
difference to changes in perceived prosperity following divorce. For example, in the first 12
months following divorce, for women who had no control over financial decisions pre-divorce,
the predicted probability of having a lower level of prosperity post-divorce was 37.7%. For
women who had a high level of financial control pre-divorce, the predicted probability of a
decline in perceived prosperity was substantially lower at 20.5%. At 24 months after divorce,
the effect of pre-divorce financial control declined to statistically non-significant levels.

We interpret this finding as meaning that women who have a greater level of pre-divorce
control of household financial decisions also have better financial management skills and are
therefore better able to manage on a given income. It may also be a reflection of the extent to
which their expectations of what their living standards were going to be post-divorce may have
been more accurate because of their greater awareness of the impact that divorce would have on
their financial situation.
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Figure 5. Predicted probability of having a lower level of prosperity post-divorce, by
control over financial decisions pre-divorce

For women, there is a clear link between the proportion of income derived from government
benefits and whether they had a lower level of prosperity post-divorce than they did pre-divorce
(Figure 6). The impacts are net of difference in equivalent household income, change in
employment status and change in income and are therefore an effect that is driven by the source
of income.

The key finding from Figure 6 is that the lower the proportion of household income that was
derived from government benefits, the more likely the respondent was to have a decrease in
perceived prosperity following divorce. The effect for women is very large, particularly in the
first 12 months after divorce. For those who received 10% of their pre-divorce household
income from government benefits, the predicted probability of having lower prosperity was
30.1%. This fell to 12.8% for those receiving 70% of their pre-divorce household income in the
form of government benefits.

If a person’s household receives a high proportion of income pre-divorce from government
benefits, then divorce will have a relatively predictable impact upon their household income.
This is because only a relatively small proportion of their household income comes from their
ex-spouse and the impact of divorce on the government benefits they receive is predictable. The
stability and predictability of government benefits may make it easier to manage on a given
income than a lower less stable and predictable income.
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Figure 6. Predicted probability of having a lower level of prosperity post-divorce, by
proportion of income derived from government benefits pre-divorce

Figure 7 shows how the predicted probability of having a lower level of perceived prosperity
post-divorce varied according to changes in employment following divorce. This variable was
only significant for women, although the direction of effect was the same for men as for
women.

Women who ceased being employed following divorce were the most likely to have a sense of
being less prosperous following divorce (51.4% for the 12-month change and 38.9% for the 24-
month change). Those who had no change in employment status had around an average chance
of having a lower level of prosperity (27.1% for 12-month change and 20.9% for the 24-month
change). Women who took up employment had by far the lowest chances of having a lower
level of prosperity post-divorce (11.5% for the 12-month change and 9.9% for the 24-month
change).

The results are a little surprising, as one would not expect employment status to have an impact
on change in prosperity once income level and change in income were held constant in the
regression modelling.
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Figure 7. Predicted probability of having a lower level of prosperity post-divorce, by
change in employment status following divorce

8. Concluding comments

There is an extensive international literature that uses longitudinal data to quantify the impact of
divorce on income and the likelihood of experiencing income poverty following divorce.
However, relatively few studies use a longitudinal framework to consider the impact of divorce
on other measures of financial wellbeing or social exclusion.

This paper has sought to contribute to this literature by examining the impact of divorce on
measures of financial living standards beyond income using longitudinal data for Australia. The
impacts of divorce on income (adjusted for household size and composition), number of
financial hardships experienced and self-assessed prosperity are considered.

The paper finds that divorce has a substantial negative impact on the equivalent household
incomes of women. It is also found that while the equivalent household income of divorced
women recovers to the pre-divorce level over time, the income of divorced women nevertheless
deteriorates when compared with the income growth of non-divorced women over time. For
men, divorce has little impact on equivalent household income.

Divorce is also found to increase the likelihood of experiencing hardship for women and that
the impact of divorce declines over time. The picture for men is quite different. The proportion
of men experiencing a hardship increases only slightly following divorce and then declines to be
substantially lower than it was pre-divorce.

Finally, the impact of divorce on self-assessed prosperity is complex. For women, there is an
increase in the proportion assessing themselves as being poor or very poor at the first interview
after divorcing. The proportion of divorced women reporting being poor or very poor then
declines over time following divorce. For divorced men, there is no real evidence of an increase
in the proportion being poor or very poor following divorce and, if anything, it declines over
time following divorce.

Another key point is that women and men who divorce have different financial profiles before
divorce than those who do not divorce. Pre-divorce, they have a lower equivalent household
income, are more likely to have experienced financial hardship and have a lower level of
prosperity than those who do not divorce. It is important to take these pre-divorce differences
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into account when seeking to identify the impact of divorce on income and financial living
standards. This highlights the importance of longitudinal data for answering this research
question.

There is often an assumption that a fall in equivalent household income will be associated with
an increase in the experience of financial hardships and a lower level of prosperity. While the
data at the aggregate level is broadly consistent with this assumption, at the individual level the
relationship is much less clear.

While many of those who experience income decline also report more financial hardships and
lower subjective prosperity, the pattern is far from uniform. A substantial minority of
respondents who have very substantial falls in equivalent household income nevertheless report
experiencing either the same level or even greater prosperity, or no more or even fewer financial
hardships.

Multivariate statistical techniques have been used to model the determinants of changes in
perceived prosperity and the number of financial hardships experienced following divorce.
Although the HILDA survey does not allow us to determine the relative importance of the
possible explanations, it does provide some insights. Very few variables, apart from income, are
found to be statistically significantly associated with the probability of experiencing an increase
in the number of financial hardships experienced following divorce.

The models for change in prosperity following divorce contain a number of statistically
significant predictors. For both men and women, change in equivalent household income is a
significant explanatory variable and, in the very short run, equivalent household income pre-
divorce is also statistically significant.

For women, having a greater control over household financial decisions pre-divorce is found to
be associated with being less likely to have a lower level of prosperity following divorce over a
12-month period, but to have no impact over 24 months. We interpret this finding as meaning
that women who have a greater level of pre-divorce control of household financial decisions
also have better financial management skills and are therefore better able to manage on a given
income. It may also be a reflection of the extent to which their expectations of what their living
standards were going to be post-divorce may have been more accurate because of their greater
awareness of the impact that divorce would have on their financial situation.

While women experience a significant decline in income following divorce, it is clear that there
is more to financial wellbeing than income. By no means all women who experience income
decline following divorce feel poorer or experience more financial hardships. Factors that
mitigate against these outcomes following a loss of income are an important part of the mix in
assisting these women. Women having a greater degree of control over financial decisions in
marriage is an important mitigating factor that reduces the impact of a decline in income. If for
no other reason, this observation reinforces the desirability of women being able to play a
significant role in financial decision-making in marriage and for egalitarian marriage more
generally.
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Appendix A

Table A1. Change in equivalent household income following separation and change in prosperity and hardship, child under 18, 12-month and

24-month change

12-month change

24-month change

Men

Women

Men

Women

Change in equivalent household income ($ per annum)

<-$4,000 -$4,000 to > $4,000 <-$4,000 -$4,000 to > $4,000 <-$4,000 -$4,000 to > $4,000 <-$4,000 -$4,000 to > $4,000
+$4,000 +$4,000 +$4,000 +$4,000

Change in self-assessed prosperity
Same 51.2 48.1 544 454 56.2 48.7 50.0 57.6 59.1 56.3 50.0 61.2
Better off 244 21.2 215 11.2 16.4 24.3 214 9.1 19.7 5.8 20.3 14.3
Worse off 244 30.8 241 434 274 27.0 28.6 33.3 21.2 379 29.7 245
Number of observations 41 52 79 152 73 37 28 33 66 87 64 49
Whether Increase in the number of hardships (now and a year before)
Yes 225 245 26.3 40.7 33.8 324 259 226 15.2 30.6 322 174
No 775 75.5 73.7 59.3 66.2 67.7 741 774 84.9 69.4 67.8 85.6
Number of observations 40 49 76 145 71 34 27 31 66 85 59 46
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Appendix B. Summary statistics and coefficient
estimates

Table B1. Descriptive statistics for logit model estimates of the probability of having a
lower level of prosperity post-divorce, males and females, aged less than 55 years

12-month change 24-month change
Men Women Men Women
Mean SD Mean SD Mean SD Mean SD

Age 34.6 9.3 33.1 9.9 344 9.1 32.7 9.8
Educational attainment (pre-divorce)

Degree or higher 0.198 0.399 0.206 0.405 0.176 0.381 0.196 0.397

Other post-secondary 0.376 0.485 0.276 0.447 0.391 0.489 0.287 0.453

qualification

Year 12 or less 0.426 0.495 0.518 0.500 0.433 0.496 0.517 0.501
Owning/purchasing home 0.549 0.498 0.548 0.498 0.574 0.495 0.554 0.498
Living with dependent 0.507 0.501 0.548 0.498 0.500 0.501 0.541 0.499
children
Equivalent disposable 36.85 21.95 37.08 2223 35.82 19.38 36.38 20.40
household income pre-
divorce ($000)
Change in equivalent 2.26 2549 -6.27 20.62 4.24 19.00 -2.81 18.47
household income ($000)
Control over household 3.36 1.82 3.51 1.76 3.39 1.82 3.54 1.79
financial decisions pre-
divorce
% of household income 16.46 26.61 17.44 27.63 17.41 28.19 16.34 26.66
derived from government
benefits
Change in employment 0.003 0.312 0.026 0.384 -0.008 0.365 0.007 0.466
status
Number of observations 359 392 256 296

Source: HILDA, 2001-07
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Table B2. Logit model estimates of the probability of experiencing more hardships post-
divorce, males and females, aged less than 55 years

12-month change 24-month change
Women Men Women
Coeff. p value Coeff. p value Coeff. p value Coeff. p value

Age -0.177 0.131 0.000 0.999 -0.070 0.622 -0.113 0.389
Age square 0.002 0.132 0.000 0.982 0.001 0.689 0.001 0.478
Educational attainment

Degree or higher -0.540 0.240 0.118 0.725 -0.082 0.872 0.087 0.853

Other post-secondary 0.230 0.468 0.222 0.422 -0.359 0.346 0.246 0.478

qualification

Year 12 or less (omitted

category)
Owning/purchasing home -0.237 0.448 0.031 0.907 -0.558 0.121 1.150 0.002
Living with dependent children 0.163 0.625 0.070 0.812 -0.323 0.396 -0.617 0.104
Equivalent disposable -0.007 0.477 -0.022 0.024 -0.012 0.297 -0.029 0.023
household income pre-divorce
($000)
Change in equivalent -0.003 0.662 -0.011 0.187 -0.022 0.043 -0.033 0.006
household income
Control over household -0.077 0.332 -0.068 0.317 -0.178 0.060 -0.042 0.620
financial decisions pre-divorce
% of household income derived 0.001 0.885 -0.004 0.496 -0.007 0.331 0.003 0.663
from government benefits
Change in employment status -0.396 0.385 -0.262 0.409 -0.441 0.311 -0.302 0.366
Constant 2.251 0.243 0.209 0.894 2.051 0.365 1.687 0.400
LR chi2(10) 11.52 0.401 10.51 0.485 19.83 0.048 24.66 0.010
Pseudo R2 0.036 0.024 0.079 0.083
Number of observations 301 342 222 257

Source: HILDA, 2001-07
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Table B3. Logit model estimates of the probability of having a lower level of prosperity
post-divorce, males and females, aged less than 55 years

12-month change 24-month change
Men Women Men Women
Coeff. p value Coeff. p value Coeff. p value Coeff. p value

Age -0.203 0.064 0.078 0.482 -0.163 0.249 -0.213 0.105
Age square 0.003 0.046 -0.001 0.619 0.002 0.303 0.003 0.158
Educational attainment

Degree or higher 0.813 0.030 -0.108 0.760 -0.061 0.905 0.110 0.807

Other post-secondary 0.394 0.213 -0.029 0.921 0.203 0.582 0.195 0.567

qualification

Year 12 or less

(omitted category)
Owning/purchasing home 0.049 0.870 0.423 0.127 -0.062 0.859 0.455 0.187
Living with dependent -0.214 0.496 0422 0.174 -0.110 0.771 1.101 0.006
children
Equivalent disposable -0.020 0.024 -0.016 0.086 -0.009 0419 -0.014 0.253
household income pre-
divorce ($000)
Change in equivalent -0.018 0.028 -0.027 0.005 -0.023 0.025 -0.034 0.004
household income
Control over household -0.007 0.922 -0.142 0.053 -0.005 0.958 -0.046 0.594
financial decisions pre-
divorce
% of household income -0.006 0.372 -0.018 0.007 -0.009 0.259 -0.013 0.083
derived from government
benefits
Change in employment -0.089 0.829 -1.047 0.005 -0.712 0.111 -0.879 0.009
status
Constant 2.708 0.137 -1.751 0.324 2.440 0.282 2.626 0.189
LR chi2(10) 17.41 0.096 48.590 0.000 14.53 0.205 33.23 0.001
Pseudo R2 0.048 0.1102 0.057 0.107
Number of observations 312 353 226 267

Source: HILDA 2001-07
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