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Government Revenue: EU vs. US
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Structure of income taxation: EU vs. US
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Government expenditure over time: EU vs. US
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Why is the welfare state different? Theory

There exists several theoretical papers on the reason for different
welfare systems, Picketty (1995) or Benabou and Ok (2001)

Alesina et al. (2001) develop a simple theoretical model that is based
on these studies.
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Theoretical reasons for more redistribution

Altruism

Poor have strong political power
Veto rights of non-democratic institutions against redistribution:
Supreme Court
Racial heterogeneity reduces altruism

Median voter against redistribution

Cost of taxation is high
Future expected income is high
Income mobility is high
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Empirical evidence: Political explanation
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Relation between transfers and proportional representation
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Empirical evidence: Racial heterogeneity
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Relation between transfers and racial fractionalization
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Empirical evidence for the US: Racial heterogeneity
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Explanation of Welfare State: Preventing Market Failures
(Estevez-Abe et al.)

If there is a distortion in the market or a market failure:

first best is to remove the distortion
second best is to add another distortion that reduces the effect of the
first

Social protection aids the market by helping economic actors to
overcome market failures in skill formation
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Market failures in skill formation

General skill formation

Firms don’t want to invest in general skill formation

Firm specific skill formation

Employees don’t want to invest in firm specific skill formation

Social protection

Job protection as commitment to encourage workers to invest in firm
specific human capital

Causality Social protection on skill formation?
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Interplay of Protection and Skill Acquisition

Source: Estevez-Abe, Iversen, and Soskice (2001
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Employment Protection in OECD
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Unemployment Protection in OECD
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Skill formation in OECD
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Protection and skill formation in OECD
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Inequality skill formation in OECD
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