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"Satan �nds some mischief still for idle hands to do"



Can a welfare state with generous social insurance survive?

Trade-o¤:

I Bene�ts from reduced consumption risk
I Costs in terms of labor supply distortions

Major concern: there are hidden costs of the welfare state that
manifest themselves in the long run:

Erosion of work norms because of generous social insurance

In economics this point is stressed by A. Lindbeck and co-authors:
AER (1995), ScandJE (1995), AER (1997), QJE (1999), JEEA
(2003), QJE (2006).



Stylized facts about self-reported work norms

There is a negative cross-country correlation between the
generosity of social insurance and the strength of work norms

but...

...there is no correlation at the individual level between income and
strength of work norms

...there is no correlation at the country level between economic
growth and strength of work norms



Purposes of this talk

1. Develop a model that rationalizes the stylized facts.

2. Scrutinize its validity using micro-data.

Underlying idea: weaker work norms need not harm labor
productivity because they improve the allocation of individual
talents to occupations.



Logic behind model

I Strong work norms arise when parents aim at perpetueting
their occupation along family lines. When individuals follow
their parents�footsteps, their risk of unemployment is tiny and
endorsing strong work norms is a way to boost one�s
self-esteem. Weak work norms arise when young adults do not
rely on their parents�help in the labor market and hence face
a greater unemployment risk.

I Social insurance makes independency from parents relatively
more attractive ) countries that are generous with their
unemployed exhibit weak work norms.

I Insisting that children enter the occupation of their parents
leads to an ine¢ cient allocation of talents ) individuals and
countries with stronger work norms do not compare
favourably in terms of economic performance.



Logic behind model
The claim that the generosity of unemployment bene�ts
encourages intergenerational occupational mobility is consistent
with cross-country data for Europe.



Literature

I Endogenous work norms: Lindbeck and Nyberg (2006),
Gradstein (2010).

I Theory of symbolic values: Corneo and Jeanne (2009).
I Empirical studies on the intergenerational persistence of
occupational choice, e.g. Constant and Zimmermann (2003).

I On parents�help in the labor market: Corak and Piraino
(2011), Kramarz and Skans (2011).

I On the e¤ect from parents�joblessness on children�s earnings
(Oreopoulos et al., 2008) and unemployment (Corak et al.,
2004, Österbacka, 2004, and Page, 2004).

I Growth models that put forward the allocation of talent as a
key growth factor: Fershtman et al. (1996), Galor and
Tsiddon (1997), Hassler and Rodriguez Mora (2000), and
Murphy et al. (1991).



Assumptions of the model

I A continuum of dynasties i 2 [0, 1], overlapping generations,
in�nite time.

I Individuals have preferences over consumption, leisure,
self-esteem and social esteem.

I Two occupations, a and b, or inactivity, u
I Each individual is talented for an occupation.
I Individuals are uncertain about their talent.
I Their labor market prospects are better if they have the same
occupation as their parents.

I Growth rate depends on total work hours of talented
individuals in employment.

I Parents transmit attitudes towards occupations and
unemployment.

I Social insurance is selected through voting.



Sequence of events

In every period t > 1:
1. Parent it�1 chooses the value system of her child

v(w , it ) + v(u, it ) = 1 (1)

where
v(w , it ) = v(a, it ) + v(b, it )

and v(x , it ) � 0 for x 2 fa, b, ug
2. Child it receives a signal σi ,t 2 fσa, σbg about his unknown
talent θ(it ), where Prfσi ,t = σajθ(it ) = ag =
Prfσi ,t = σb jθ(it ) = bg = p 2 (1/2, 1)



Sequence of events

3. Individual it chooses occupational specialization
s(it ) 2 fa, bg.

4. Social insurance scheme (τt , zt ) is determined by probabilistic
voting.

5. Nature privately reveals the talents θ(it ). If θ(it ) = s(it ),
individual it�s gross hourly wage is wt (1+ δ). If θ(it ) 6= s(it ),
the wage is wt if s(it ) = x(it�1) and 0 otherwise.

6. Individuals choose their work hours h(it ) 2 [0, 1].
7. Consumption levels c(it ) are determined after redistributing
the wage sum according to the social insurance scheme.



Further Speci�cations
I Utility function:

U = ln c + ln(1� h) + β ln selfv + γ ln socv

I Self-esteem:
selfv(x(it )) = v(x(it ), it )

I Social esteem:

socv(x(it )) =
Z 1

0
v(x(it ), jt )djt (2)

I Baseline productivity level:

wt = ϕKt (3)

I Evolution of stock of knowledge:

Kt+1 = [1+ g(Ht )]Kt , (4)

where Ht is the total number of hours worked by individuals
talented for their occupation.



De�nition of equilibrium
I a distribution of value systems, occupational specializations,
and work hours at each period,
(v(x , it ))it2[0,1], (s(it ))it2[0,1], (h(it ))it2[0,1],

I levels of social esteem at each period, socv(xt )xt2fa,b,ug,
I a social insurance scheme at each period (τt , zt ),
I a productivity path (wt ) such that:

I for each it , the values v(x , it+1), x 2 fa, b, ug maximize the
expected utility of it+1 subject to (1), given
socv(xt )xt2fa,b,ug, τt , zt , and wt ,

I socv(xt )xt2fa,b,ug obtains from the chosen values as of (2),
I for each it , the occupational specialization s(it ) and work
hours h(it ) maximize his expected utility conditional on
socv(xt )xt2fa,b,ug, τt , zt , and wt ,

I (τt , zt ) maximizes the sum of voters�expected utilities and
satis�es the budget constraint of the government in period t,

I equations (3) and (4) apply.
I Initial conditions: activities of the initial parents�generation,
(x(i0))i02[0,1] and initial productivity level, K0 > 0.



Privately optimal value systems

I Paternalism !Family specialization or Welfare culture

I Liberalism !Talent orientation

I Strength of individual work norm: n(it ) = v(w , it )� v(u, it )



Privately optimal value systems

Result 1. Suppose that in equilibrium some individuals are
socialized according to talent orientation and others according to
family specialization. Those who work in the same occupation as
their parents endorse stronger work norms than those who do not
work in their parents�occupation.

Result 2. Under identical preferences, the children of the
unemployed exhibit weaker work norms than the other individuals.



Short-run general equilibrium

Proposition 1: Equilibrium with strong norms (SNE)
If the concerns for self-esteem and social esteem are strong enough
(β and γ su¢ ciently large), a SNE exists. In that equilibrium, the
average strength of work norms is given by

NS = µ+ (1� µ)(2p � 1).
where µ is the fraction of adults whose parents where not
unemployed.

Proposition 2: Equilibrium with weak norms (WNE)
There exists a compact set X � <2+ such that if (β,γ) 2 X , a
WNE exists. The average strength of work norms in such an
equilibrium equals

NW = µp + (1� µ)(2p � 1).



Short-run general equilibrium

Proposition 3
In a WNE, material social welfare is larger than in the equilibrium
of an othwerwise identical economy where symbolic values do not
matter.

Proposition 4
For any given µ, there exists a compact set such that if (β,γ)
belongs to it, both the SNE and the WNE exist. The tax rate is
lower in the SNE than in the WNE. Output is higher in the SNE
than in the WNE if and only if

δ <
1� p
2p � 1



Steady State

A steady-state equilibrium is a short-run equilibrium such that the
employment rate, the average strength of work norms, and the tax
rate do not change over time while the stock of knowledge, output,
wages, and the unemployment bene�t grow at a constant rate.

Proposition 5
Both the SNE and the WNE admit a steady-state equilibrium.
There exists a compact set such that if (β,γ) belongs to it, both
the SNE and the WNE exist as steady states. In the steady state,
the SNE features a laissez-faire economy whereas the WNE has a
social insurance program; while the employment level is higher in
the SNE, growth is faster in the WNE.



Evidence from individual data

I Data source: European Values Survey 2008.
I Family specialization: same four-digit ISCO code of the
occupations of the respondent and his father when the
respondent was fourteen.

I Sample: male respondents aged 25 to 55.



Logit regressions for experience of unemployment

Males, aged 25-55. t-Statistics in parentheses: + p<0.1, * p<0.05, ** p<0.01, *** p<0.001.



Evidence on work norms

Result 1. Followers endorse stronger work norms.

I Strength of work norms proxied by answers to: "It is
humiliating to receive money without having to work for it".

I Respondents could choose
I "Strongly Agree"
I "Agree"
I "Neither agree nor disagree"
I "Disagree"
I "Strongly disagree"



Ordered logit regressions for strength of work norms

Males, aged 25-55. t-Statistics in parentheses: + p<0.1, * p<0.05, ** p<0.01, *** p<0.001.



Controlling for unemployed fathers

Result 2. Children of the unemployed endorse weaker work norms.

) dummy that takes value 1 if the respondent�s father was
unemployed when the respondent was fourteen.



Controlling for unemployed fathers

Males, aged 25-55. t-Statistics in parentheses: + p<0.1, * p<0.05, ** p<0.01, *** p<0.001.



Conclusion

I Across countries, more generous social insurance comes along
with weaker work norms.

I Weak work norms and a generous social insurance encourage
individuals not to rely on their families�help in getting a job,
but to go their way in the labor market and choose a career
that is tailored to their talent.

I For society, the resulting improvement in the allocation of
talent may more than o¤set the negative e¤ect of weaker
work norms on the willingness to take up jobs.



Generosity of social insurance and work norms



Generosity of social insurance and occupational mobility



Ordered logit regressions for income quintile; male
respondents aged 35-55

Males, aged 35-55. t-Statistics in parentheses: + p<0.1, * p<0.05, ** p<0.01, *** p<0.001.
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