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Preface

The imperatives of economics and the reasons of equity are sometimes
presented as incompatible in the current debate on the future of Europe’s
social dimension. The strong side of the economic argument, in the eyes
of some observers, is its promotion of efficiency. By contrast, according
to this point of view, the objectives of social equity are, at most, a polit-
ical constraint on policy making, their rational foundation relying, at
most, on subjective arguments with no standing in economic science.
Compromise, rather than integration, is sometimes seen as the cipher of
possible political mediation, the alternative being that social objectives
give way to economic forces.

But is this an acceptable account of the relationship between eco-
nomic and social objectives? And is it a reliable guide for policy makers
and citizens? This book explores questions concerning the efficiency
and effectiveness of economic policies and their implications for social
equity. The economic arguments presented support the adoption of an
integrated approach to both economic and social objectives, and show
how welfare states and other institutions can contribute to both equity
and efficiency goals. The contributing economists, while well aware of
the complex relations between efficiency and equity, do not share a com-
mon viewpoint on matters of policy. But none of them subscribes to
the above-mentioned interpretation that gives priority to efficiency over
social justice.

Lilia Costabile
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Introduction
Lilia Costabile

1 The European Social Model is characterised by a highly developed
social protection system devised to remedy certain economic and social
failures (such as missing markets, incomplete and/or asymmetric infor-
mation, inequality, poverty, lack of social cohesion) which may occur
even in otherwise successful economies. This system of social protection
is regarded by many as ‘one of the most successful social innovations of
recent centuries’ (Atkinson, in this book, pp. 22-3).

However, the European Social Model is currently challenged by a num-
ber of forces, as well as by theoretical and empirical arguments focused
on the perverse incentive effects of social protection, the sustainability
of social expenditure in terms of the fiscal burden, the impact of demo-
graphic factors, the increasing competition raised by emerging countries
and, more generally, the effects of ‘globalisation’. Moreover, there has
been widespread concern that Europe’s growth performance has been
lagging behind those of both some advanced economies, such as the
US, and of emerging countries. This lag, some argue, may be due to the
impact of the European social protection system on Europe’s economic
performance.

These challenges require a rethinking of social policy. The current eco-
nomic debate concentrates on how Europe should adjust its social model
to the new conditions in order to promote prosperity. Some authors argue
that modernising the European Model entails a scaling back of the wel-
fare state as global markets and the other factors mentioned above tilt its
relative costs and benefits in this direction. Others argue that a renewed
system of social protection has a major role to play in the European
Union (EU), both on equity and efficiency grounds, and can be useful
in improving economic performance. This debate is important because
alternative economic models and their respective policy prescriptions
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influence, and interact with, political decisions and events concerning
core issues in the European construction process.

As one example of this interaction, consider the referendums on
the European Constitution held in France and in the Netherlands in
2005. The results were probably influenced by the unresolved tension
between two contrasting interpretations of what the European proposal
is: as testified, for instance, by the opposition between a ‘maximal-
ist’ and a ‘minimalist’ project, or by the contrast between the ‘pure
market’ approach and the vision of an economically and socially inte-
grated Europe. French and Dutch voters were probably influenced by
the concomitant, vigorous debate surrounding the so-called ‘Bolkestein
Directive’, namely the EU Services Directive proposing liberalisation in
the service sector. The European Constitution may have been paying the
toll for its widespread identification (or confusion) with this Directive,
in its original version.

The European Council later approved the Services Directive in
December 2006, in a version dispensing with the ‘country of origin’
principle,! which had aroused wide opposition in some quarters, and
strong support in others. These contrasting views are rooted in alter-
native analytical and normative models concerning the desirability of
integrating social and economic objectives in the ongoing process of
European integration.

As another example, consider that, although the concept of a ‘Euro-
pean Social Model’ may be a useful approximation for some purposes,
in reality the welfare states and social policies of European countries still
differ widely. These differences result in a wide geographical dispersion
of social indicators. The social nature of the EU will depend crucially
on whether the present social inclusion process is able to promote con-
vergence towards common standards. Consequently, it is essential to
analyse, both theoretically and empirically, the conditions necessary
for the common European objectives to be realised, and the factors
which may constrain their achievement. It is also important to recog-
nise that different theoretical and interpretative frameworks influence
the definition itself of these common objectives.

This book contributes to the debate on whether, and in which direc-
tion, the European Social Model(s) should be reformed. It does so by
furnishing a novel analysis of: (i) the nature of the EU social dimen-
sion and the related institutional structure of EU policy making; and
(ii) the range of alternatives to, and varieties within, the European Social
Model. The overall question addressed by the book is whether it is true
that the European systems of social protection hinder Europe’s economic



Lilia Costabile 3

performance, also in comparison to what is often presented as their
main alternative, namely the social and economic model of the United
States. As stated above, the purpose is to understand, and clarify, the
implications for EU social policy.

Our main focus is on the economic arguments relevant to this debate.
This is because most current arguments in favour of reducing Europe’s
social ambitions are advanced on economic grounds. Indeed, one does
not hear of proposals aimed at dismantling social protection as an end
in itself. Rather, the proposals are generally clothed in economic argu-
ments, such as those which rest on the propositions that the welfare state
imposes a burden on economic growth, or that countries may pay for
their preferences for equality and other social objectives with diminished
economic efficiency.

We felt that these arguments should be discussed on their own
grounds, and that, consequently, an economic investigation into the
nature of these trade-offs was a logical priority before any conclusions
on the future of the European Social Model(s) can be drawn. This objec-
tive explains why all the contributors to this book are economists.
Although such a single-disciplinary composition imposes obvious limita-
tions on the scope and comprehensiveness of this project, we feel that, by
developing an economic approach to some of the major issues involved,
this book may help reopen a debate sometimes presented as definitively
settled by the ‘iron’ logic of economic arguments.

Do economic arguments unambiguously counsel in favour of reducing
social protection and cutting back the welfare state? In our view, this
is the core issue in the current debate. The main contribution of this
book consists in its conclusion that alternative routes are possible, and
that choices are not preordained, as shown by our investigation of the
relative costs and benefits of the alternative options.

The results will be analytically presented in individual chapters and
summarised in the Conclusion at the end of the book. Here, it is appro-
priate to clarify our research strategy, and the main features of our
approach.

Although we have not tried to cover all of the issues involved, we have
attempted to get at least some of the basic questions right by making the
issue of a potential trade-off between equality (or equity) and efficiency
the central focus of our inquiry. On attempting to shed new light on this
trade-off, two questions naturally emerge as basic for research and policy
purposes. First, would ‘lighter’ welfare states be more conducive to eco-
nomic efficiency and growth in the face of the new challenges? Secondly,
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is there scope, within Europe, for the less well-performing Member States
to improve their social and economic performances through better social
expenditure?

To answer these questions, our research strategy is articulated into
three parts.

The first part (chapters 1 and 2) sets the stage by presenting an overview
of the economic challenge, as well as by setting out the theoretical
framework and the empirical information base. Because any analysis of
potential reform of EU social policy must start from an interpretation
of what this policy is, this part of our research begins, in chapter 1, by
investigating the EU social dimension and setting the theoretical debate
on the future of the welfare state within the context of EU social policy
and the institutional frame of policy making. The first part of the book
also presents, in chapter 2, a wide-ranging analysis of alternative welfare
systems, both within Europe and in comparison to the USA. Hence this
part of the book introduces the twofold comparative investigation that
is subsequently developed.

The second part (chapters 3 to 5) adopts a ‘transatlantic’ compara-
tive perspective and investigates the differences between Europe and the
US. The purpose is to determine whether differences in economic per-
formance may stem from the relative strengths and weaknesses of the
alternative European and US Social Models, and/or from their ability to
adapt to (or to drive) global macroeconomic forces. The third part (chap-
ters 6 to 8) adopts an intra-European comparative perspective in order
to assess the differences among care and welfare regimes in Europe, with
chapter 7 focusing specifically on Sweden’s welfare system. Finally, the
book addresses an issue crucial for the new Europe, namely the economic
rationale for social solidarity in the face of increasing cultural diversity
within the EU.

There are particular reasons for adopting a framework of analysis based
on these two comparative perspectives — the transatlantic and the intra-
European. First, for our purposes here it is appropriate to take account
of the versions of possible equality/efficiency trade-offs considered in
the current economic literature. For a variety of reasons, which fall out-
side the scope of our analysis, some contributions to this literature treat
the issue of welfare reform in European countries by conducting a ‘sys-
temic’ comparison, or sometimes a confrontation, between Europe and
the USA. The latter country, with its system of social protection, is jux-
taposed to the social model of Europe as able to promote static as well as
dynamic efficiency and, ultimately, better living standards for all.> This
‘comparative’ version of the equality/efficiency trade-off is multifaceted,
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and some of its versions are considered in this book. The new
investigations developed here may help re-focus some current percep-
tions of comparative (in)efficiencies. Secondly, because social systems
within Europe exhibit marked differences, an assessment of alterna-
tive models of social protection is a necessary preliminary step towards
planning a future for the EU social dimension.

Our approach combines analytical tools and insights drawn from the
theory of the welfare state, the economic theory of institutions, and
the macroeconomics of open economies. New cross-national evidence
from various sources (including the Luxembourg Income Study database
and the OECD Social Expenditure Database) is integrated into this analyt-
ical apparatus via empirical investigations based on social and economic
indicators. A valuable (or so we hope) characteristic of the book is that
it integrates these different theoretical, institutional and empirical lines
of analysis into the common objective of investigating the features of
alternative economic and social models.

The rest of this introduction illustrates the logic of our argument and
shows how the individual chapters fit together.

2 We start by interpreting what the European Union social dimension
actually is, how it originated, and what its ‘philosophy’ and the instru-
ments of its implementation are. The first chapter (‘European Union
Social Policy in a Globalising Context’), by Tony Atkinson, presents such
an interpretation by framing the theoretical debate on the future of the
welfare state within the context of EU social policy. Besides introducing
the two comparative perspectives developed in the book, this chapter
clarifies the nature of the global challenge, and considers both the ‘tax
cost’ and the ‘incentive’ arguments for downsizing social protection. The
author argues that there is no evidence that scaling back on social insti-
tutions would be a solution. Rather, institutional fine-tuning is proposed
in order to remove possible perverse incentives and mechanisms.

This first chapter also illustrates the economic philosophy underlying
the European project, and its related institutional architecture. It shows
how the European Union has adopted an integrated approach to both
social and economic objectives (although with some discontinuities in
the development of its social agenda). It also shows how the European
Union has gradually forged the relative institutional instruments. The
proposed allocation of functions between different levels of government
combines centrally set distributional objectives (also supported by a com-
mon set of ‘social indicators’, as developed among others by Atkinson
et al., 2002) and decentralised implementation. This approach differs
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from some of the public finance literature on decentralisation by devel-
oping the reasoning proposed by the ‘founding fathers’ of the European
Union, this being the approach also adopted in chapter 8, where
alternative models of federalism are discussed.

This interpretation of EU social policy can be better understood as an
application of the theoretical approach to the welfare state that Atkinson
himself has helped to develop (Atkinson, 1970). In light of this theory,
EU social policy can be viewed as the result of a European social welfare
function including an inequality aversion parameter that is sufficiently
high to justify redistributive intervention. This is confirmed by the use,
in this first chapter, of the ‘distributionally adjusted’ measure of national
income proposed by Sen (1976) for the purpose of assessing the relative
economic performances of countries. At the same time, this chapter also
considers the efficiency grounds for social protection, such as when risk
insurance devices are provided by the institutions of the welfare state.

Taking this formulation as the starting point, the next question asked
by the book is whether Europe is paying an excessively high price for
its preference for equality. What costs and benefits would be implied if
Europe decided to switch policy towards lower inequality aversion?

One way of answering this question is to compare Europe against
countries whose ‘revealed preferences’ show lower inequality aversion
in their distributional outcomes. This comparison may help us to iden-
tify the advantages, and/or disadvantages, of such a switch. This research
strategy requires us first to identify the countries most suitable for the
comparison. Moreover, because, as already stated, a variety of social
models coexist within Europe, we also need to know how individual
European countries score in terms of anti-inequality and anti-poverty
intervention. Hence, what we need as a first step in our inquiry is a
classification of countries by their distributive outcomes.

This information base is provided in chapter 2 (‘Conditions of Social
Vulnerability, Work and Low Income: Evidence for Europe in Compara-
tive Perspective’) by Teresa Munzi and Timothy Smeeding. The authors
present a study of levels and trends in poverty and inequality in a sam-
ple of 15 countries, chosen to typify the ‘social models’ relevant for the
analysis in this book, namely the English-speaking countries, Continen-
tal Europe, the Mediterranean countries, and the Nordic model. Data are
drawn from the Luxembourg Income Study database. The level of analy-
sis in this chapter is considerably detailed because, in addition to those
relating to the overall population, data on children and the elderly popu-
lation also receive close scrutiny. Because this study measures poverty
and inequality both at MI (Market Income) and DPI (Disposable Personal
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Income) levels, an interesting classification emerges whereby countries
are grouped by their distributive outcomes, both pre- and post-welfare
state intervention. Moreover, the use of ‘anchored poverty rates’ helps
the authors distinguish the impact of growth from that of changes in
income distribution in intertemporal comparisons. The authors docu-
ment numerous trends and differences among countries, and use them
to interpret alternative social models. One of their conclusions is that the
USA undertakes the least anti-poverty and anti-inequality effort via the
welfare state. As for intra-European comparisons, a wide dispersion in
social indicators among European countries emerges (and is confirmed
by other chapters from different perspectives). Mediterranean countries
do not perform well, and are close to the English-speaking countries in
terms of poverty and inequality, and very weak welfare state interven-
tion. By contrast, countries of Continental Europe and, above all, the
Nordic nations achieve far better performances.

To sum up, the two chapters making up the first part of this book
introduce the array of questions to be considered in the other two parts
and provide the basic information on the social policies of countries.

The second part of the book conducts a transatlantic comparison
between the social models of Europe and the United States. The pur-
pose is to determine whether more inequality is associated with more
efficiency — and vice versa — on the two sides of the Atlantic.

Sam Bowles and Arjun Jayadev base their analysis in chapter 3 (‘The
Enforcement-Equality Trade-off’) on a simple model of growth. They
develop the insight that the welfare state is one of two alternative mech-
anisms fulfilling the function of institutional reproduction, namely the
reproduction of the rules of behaviour with which individual agents
in any society must comply if production is to be continued under
existing property rights. Such compliance is obtained either by redis-
tributing income to promote social cohesion or by enforcing it via ‘guard
labour’ (that is, activities performed by workers employed in defence,
surveillance, contractual monitoring, plus the unemployed workers
who ‘discipline’ the ambitions of the others). Both alternatives are
resource-consuming. The authors measure the efficiency losses incurred
by unequal societies through their allocation of resources to guard labour.
They also study how inequality and the incidence of guard labour in the
total labour force are related across countries: Continental and Nordic
European welfare states rely on progressive transfers of resources among
their citizens to a greater extent than does the USA, and they devote
fewer resources to guard labour. The authors conclude that the equality/
efficiency trade-off may be a less relevant and effective criterion than
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the ‘equality/enforcement trade-off’ for evaluating comparative perfor-
mances, since all countries, both the more egalitarian ones and those
exhibiting lower inequality aversion, devote resources to the not strictly
productive, but nevertheless necessary, function of order maintenance.
The economic theory of institutions, in the version proposed by
Bowles (for instance, Bowles, 1985; for a discussion see Costabile, 1995),
combines insights drawn from the classical economists and Marx with
the modern economics of information. The latter also underlies the eco-
nomic analysis of the welfare state as an insurance device conducted by
the next chapter, which uses it for another investigation into the features
and the relative advantages of alternative social protection systems.
Roberto Artoni and Alessandra Casarico in chapter 4 (‘Insurance, Redis-
tribution and the Welfare State. Economic Theory and International
Comparisons’) use the theoretical distinction between the insurance
and the distributive functions of the welfare state as a guide both for
their critical analysis of some recent theoretical contributions and for
their institutional and empirical comparative analysis. This chapter
shows that welfare expenditures (percentage of GDP) show greater than
expected convergence between Europe and the US when public/private
(but supported by tax allowances) variables and pre-/post-tax figures are
duly distinguished and summed. The public/private mix makes the real
difference. Focusing on pension and health expenditures, the authors
show that: (i) the insurance element prevails in the European system,
while the institutional design of welfare expenditures privileges distribu-
tional effects in the USA; (ii) the US social protection system is less neutral
than its European counterpart in its effects on income distribution, and
some of its components have a regressive distributional impact (from
a different perspective, this confirms the findings of Feldstein, 2005).
The chapter concludes with the remark that, in assessing the relative
performance of Europe and the USA, certain important macroeconomic
factors (such as the role of macroeconomic policies and external con-
straints) should be taken into account, because ‘constructing models that
ignore these elements by assumption may lead to a wrong diagnosis and
inappropriate remedies’ (Artoni and Casarico, in this book, p. 121).
This remark opens the way for the next study, where the macroeco-
nomic approach proposed at the end of the previous chapter is developed
in an investigation of possible determinants of cross-country growth
differentials. Some authors have proposed a trade-off between growth
performance and social protection, possibly operating via incentives on
savings, as a possible causal factor, but evidence from cross-country
studies raises increasing doubts as to whether such a trade-off exists.
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Moreover, this interpretation seems not to sit well with the coexistence
of large saving inflows and low saving rates in the US economy; nor
does it take account of the international roles and positions of countries.
These roles, by contrast, are central to much of the current macro-
economic debate regarding, for instance, global imbalances. This book
seeks to bridge the gap between these two bodies of literature, given that
comparative analysis, in our view, cannot be satisfactorily conducted on
purely microeconomic grounds.

In chapter 5 (‘Social Models, Growth and Key Currencies’), Lilia
Costabile and Roberto Scazzieri trace one possible source of growth dif-
ferentials between Furope and the USA in certain asymmetric characters
of the international monetary system which influence growth models
and growth performances among nations. By virtue of the international
status of its national currency, the costs of expansionary policies are
relatively low for the country issuing the international money, and
‘valuation effects’ of depreciations positively influence its net external
position. This country is thus induced to adopt a growth model driven
by the expansion of domestic demand, trade deficits, and saving inflows
to finance these expenditures. Euro countries have been (thus far) unable
to exploit these asymmetries, for reasons explored in the chapter. More-
over, their macroeconomic policies were restrained in the 1990s and
thereafter by the objective of achieving and sustaining the process of
European Monetary Unification, considered here as a policy response
to the above-mentioned asymmetries. This change in the international
monetary regime feeds back on welfare issues. With a common currency,
and appropriate fiscal policies, a mercantilist model (export-led growth,
current account surpluses, and compressed consumption) should not be
taken for granted. In the new circumstances, policies of well-being pro-
motion aimed at the enhancement of consumer welfare could go hand
in hand with policies of capacity promotion aimed at the development
of producer capacities. In this framework, the European Social Model
can be used as a factor promoting both growth and convergence among
European countries.

To sum up: the theoretical, institutional and empirical investiga-
tions conducted in the first two parts of this book do not confirm
that greater inequality is necessarily associated with higher efficiency,
either theoretically or in actual economic outcomes. Comparatively,
the US social system is indeed characterised by more inequality than
European countries, but the possible positive effects of inequality on
efficiency and economic performance are much less well-established,
because of the efficiency costs of inequality and the asymmetries of the
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international economy illustrated above, which may to some extent
explain cross-national growth differentials.

The concluding part of our research shifts the analysis from a ‘transat-
lantic’ to a European comparative perspective, and looks into the ‘black
box’ of the European welfare states, the purpose being to investigate
whether there is scope, within Furope, for the less well-performing
Member States to improve their performances through better social
expenditure. Far from being an entity representing the best of all possi-
ble worlds, the ‘European Social Model’ is in fact a mosaic of different
models, and even the best-performing European countries, such as the
Nordic ones, have had to adapt to the challenges raised by globalisa-
tion. Once again, the problem underlying ‘convergence’ is whether social
protection needs to be ‘bought’ at the cost of economic inefficiency.

Chapters 6, 7 and 8 seek to answer these questions in three different
stages: (i) by decomposing ‘Europe’, in a comparative perspective, into
its different constitutive social systems and classifying them in terms of
their functioning and relative performance; (ii) by inquiring into the
main characteristics of, and the recent transformations in, the welfare
model found by our research to be the best-performing one, namely the
Nordic model; and (iii) by studying how cultural diversity in Europe
affects the impact of social solidarity on economic efficiency.

In their comparative analysis, Francesca Bettio and Janneke Plantenga
look at national systems from a particular perspective, that is, by focusing
on ‘Care Regimes and the European Employment Rate’ (chapter 6). Care
regimes are defined as institutional arrangements and policy instruments
for producing and financing the services of ‘care’ for children and elderly
people. A wide range of indicators (such as indexes of ‘informal’ care for
children based on the amount of work devoted to this task by family
members, generally by women; monetary transfers and tax allowances;
real services offered by public authorities, etc.) are discussed in order to
assess national policies. The resulting taxonomy shows that European
countries can be grouped into (at least) four different welfare and care
regimes. The chapter explores their features and their impact on the
labour market from a gender perspective. In the ‘Mediterranean’ model a
major role is played by the family, with scarce public transfers to support
it as a producer of care services. At the other extreme lies the Nordic
model, where care work is ‘exported’ from the family to the state. The
other European countries fall into intermediate categories, with different
weights assigned to formal and informal care, public transfers, and the
diffusion of part-time employment. Bettio and Plantenga argue that the
Mediterranean regime may be responsible for the very low activity rates
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for women recorded in these southern countries, while the Nordic system
scores particularly well for female labour market participation.

Because the Nordic countries emerge from the inquiries conducted in
several chapters of this book as the best performers in terms of social
indicators, we felt it appropriate to subject these countries to closer
scrutiny, particularly because they underwent crisis and reform during
the 1990s. The negative trend of those years has now been reversed,
and the Scandinavian countries top international rankings for growth
rates, competitiveness, and similar economic indicators.? Paradoxically
(given the current emphasis in part of the economic literature on reduced
tax revenues and the consequent need for smaller welfare states), these
achievements by the Nordic countries may even suggest a new approach
stressing the positive impact of high taxation and large welfare states on
economic performance.*

The features of the Nordic model as it emerged from reform in the
1990s are attracting considerable attention in the literature (Kangas
and Palme, 200S; see also the analysis in Freeman, Swedenborg and
Topel, 1997). Here, they are explored by Bjorn Gustafsson in chapter 7
(‘The Swedish Model in the Era of Integration and Globalisation’), which
focuses on the Swedish economy, the largest among the Nordic countries.
This chapter first clarifies the historical origins and the main features of
the Swedish welfare state in its mature form in the 1970s and 1980s, and
explains how it developed historically. It then documents the tensions
that have arisen within the system in recent years, and the main lines
along which the Swedish Model has been reformed (pension reform,
changes in the provision of public consumption, new forms of man-
agement in the public sector, changes in the systems of public health
and child care, and so on). The author asks whether these reforms
mark change or continuity in the welfare system. His answer is care-
fully modulated, and shows that there have been significant changes,
but also that, in spite of these changes, there are enduring features
such as universalism, gender equity, incentives to work both for men
and women, and labour market policies which encourage technical
change.

Hence the contention that societies need to renounce economic effi-
ciency in order to buy equity and equality through their welfare and care
regimes is not borne out by the investigations conducted in chapters 6
and 7. These contributions illustrate the wide gaps among the social
performances of European countries and yield useful insights into how
countries may improve their results by designing policies that provide
the right incentives, for instance in the labour market.
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Cultural diversity is a central issue in the enlarged Europe, and should
be taken into account in our attempt to assess the future of the European
Social Model. The last step in our research therefore consists in asking
whether marked and increasing cultural diversity within the EU impairs
the case for a European Model of social protection. Massimo D’Antoni
and Ugo Pagano in chapter 8 (‘Cultural Diversity and Economic Soli-
darity’) make a theoretical argument in favour of a European system of
social protection in a culturally diverse society. They argue that mod-
ern welfare systems, on the one hand, and a homogeneous culture and a
common language on the other, are alternative insurance devices against
the risks related to the illiquidity of investments in specific human cap-
ital. Because of substitutability between these two devices, the optimal
level of social protection is a decreasing function of cultural homogen-
eity. The authors derive policy implications for the EU: because European
countries exhibit marked cultural and linguistic heterogeneity, it is diffi-
cult to substitute cross-country labour mobility (which is discouraged by
language barriers, for example) for economic solidarity. Consequently,
within a culturally diverse area like Europe high benefits can be reaped
from economic solidarity because social protection encourages invest-
ment in human capital and hence raises labour productivity. With its
institutional implications for EU social policies, this concluding chap-
ter closes the circle and establishes a link with the opening chapter by
Tony Atkinson.

By way of summary: advanced economic systems are characterised by
a variety of social models, and we can learn from their distinguishing
features how different societies seek to solve common problems and
perform basic functions, such as those of risk insurance, redistribution,
order maintenance, and the provision of care services. Learning from
other experiences can be particularly helpful when a country, or a group
of countries, sets about devising new methods to promote social objec-
tives, as the EU is doing at present. There is a range of social systems to
consider, and the aim of this book is to improve the understanding of
how these alternative systems work. By comparing the European and US
social models, we have reached the conclusion that incomplete analysis
of comparative costs, incentives, and macroeconomic constraints may
have led to overestimation in some parts of the current literature of the
USA’s efficiency advantages. The US Social Model is also characterised
by less equality than its European counterparts, at least in the Contin-
ental and Nordic countries. Consequently, also in view of the social
preferences expressed by European citizens in many opinion polls, we
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have shifted the focus of our analysis to Europe, investigating whether
European countries can learn from each other on how to improve their
social, and economic, performances. As the studies in this book find by
using several indicators, different models coexist in Europe. We have
accordingly sought to establish which of these countries can function
as ‘models’ in view of their more desirable outcomes. Because we are
aware that social models do not easily transmigrate between countries,
we have concentrated mainly on the distributional outcomes and the
systems of incentives provided by different social protection systems to
see whether equality and efficiency can be promoted jointly through an
appropriate institutional design. For the same reason, we have also pro-
posed that setting homogeneous distributional objectives at the EU level
may encourage convergence towards more ambitious social standards.

Notes

The idea of this book originally arose from my interest in both the theory of
institutions and macroeconomic analysis, which I thought could be used jointly
to assess current problems in social policy and the European welfare states. I
have been fortunate because a conspicuous number of colleagues believed in this
project and decided to cooperate in the research effort from which this book orig-
inates. Some of the contributing authors participated at a session of the 46th
Annual Meeting of the Italian Economists’ Society, held in Naples on 21 and 22
October 2005, which I organised in my capacity as the Society’s Vice-President.
Others joined the project at a later stage. All contributed with competence and
enthusiasm to the final outcome presented here, and I wish to thank them for
their contributions and for their collaborative attitude. I also wish to thank
Umberto Carabelli for helpful advice. Finally, support from Taiba Batool, Alec
Dubber and Nick Brock of Palgrave Macmillan is gratefully acknowledged.

1. With reference to labour law, this principle implies that workers would be
subject to the norms of their country of origin rather than to those of the
destination country.

2. Some of this literature (for instance, Reichlin and Rustichini, 2004) has
attributed ‘anti-American prejudice’ to authors proposing different interpre-
tations. We shall refrain from speculating on the possible prejudices of other
authors and do our best to provide sound and unprejudiced analysis.

3. Between 1999 and 2006 the average annual GDP growth rates for the Nordic
countries were 3.37 for Finland, 3.12 for Sweden, 2.41 for Norway. This com-
pares with average growth rates for the US and the euro area of 2.75 and 2.06
respectively (IME, 2007). According to the World Economic Forum'’s ‘Global
Competitiveness Report’ for 2005, 2006 and 2007, the Nordic countries top
international classifications for competitiveness.

4. See Time Magazine, The Nordic Model Rules: The World Economic Forum’s
Latest Survey of Competitiveness Says Scandinavia is Leading the World, by
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Peter Gumbel, Sunday, 2 October 2005: ‘They have among the highest tax
rates and most generous welfare systems in the developed world, but when
it comes to international competitiveness, there’s no beating Scandinavian
countries. That’s the conclusion of this year’s annual global competitiveness
survey by the World Economic Forum, which ranks countries acc