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Dissertation Abstract

How do industry structures, interest groups and political institutions shape major economic reforms and
long-run economic policy development? In my dissertation, entitled Interest Groups, Political
Institutions and the Development of the American Welfare State, | analyze this question in the
context of American political and economic history. More specifically, each of my three dissertation
chapters has a dual purpose: to illuminate specific events or periods of major policy change, and to
uncover causal links from institutions and structures of interest groups (notably business groups and
organized labor but also regional interests) to economic policy. Together, the three essays span what |
consider to be the key periods of welfare state development in the United States: the Progressive Era, the
New Deal and the decades following World War II.

I. Public and Private Welfare State Institutions - A Formal Theory of American Exceptionalism

In my main job market paper, | build a model of welfare state development, and use the model to explain
why the United States, in comparison with other industrialized nations, has a small public sector but a
large “private welfare state” with employment-based social benefits. In the model, economic interest
groups (business organizations representing firms and labor unions representing workers) can use
campaign contributions to influence a political decision-maker who has to decide whether to implement a
universal social benefit, e.g. government-provided universal health care. In addition, the firms can
influence the outcome indirectly, by privately providing their own workers with the same social benefit,
thereby reducing the interest of the workers and the unions in having it provided universally. Workers
receive a positive utility from the policy and would like to see it implemented by the government, unless
their employers have provided them with the same benefit directly. The firms, who pay a significant share
of the tax burden if the benefit is provided by the government, but place no intrinsic value on its adoption,
would prefer not to see it implemented. The model has two industrial sectors, and asymmetries across the
two sectors (e.g. in profits) imply that the firms in one sector dislike governmental provision to a greater
extent than the firms in the other sector.

This setup leads to three possible outcomes. In the first, no one is provided the social benefit. In the
second, all workers receive it through the public sector. In the third, some but not necessarily all of the
workers receive the benefit privately, through their employers. | argue that the underlying characteristics
of the third equilibrium correspond closely to the industrial features and political institutions of the US,
while the second equilibrium is a better description of European countries. More specifically, the model
shows that an outcome with (some) private but not public provision is more likely in a country with
greater asymmetries across the two sectors. For instance, private provision is more likely in a country
where the firms in the modern industrial sector of the economy are particularly profitable as well as
capital-intensive, and where the unions in the traditional, non-industrialized sector of the economy are
particularly weak. Furthermore, in an extension to the baseline model, I show that this is reinforced by a
fragmented political system with multiple veto points. Since these are all characteristics the US economic
and political system, in the decades following World War Il during which the welfare states grew into
their current structures, |1 claim that the model provides a possible explanation for the unique way in
which the American welfare state developed.



I1. Bargaining over a New Welfare State - A Model of the Regional Distribution of New Deal Funds
(joint with Alessandro Bonatti)

The main goal of the second chapter is to provide a better understanding of how regional characteristics
and interests shaped New Deal spending. We do so by carefully considering the constraints faced by the
President as a consequence of the separation of powers and of the difference between his objectives and
those of the members of Congress. More specifically, we first develop a model of President-Congress
interaction which takes into account key institutional features of the US legislative process, including the
bicameral nature of Congress. We then use this model to estimate the objectives that determined the
distribution of New Deal spending over different regions of the country. More specifically, the
distribution of federal funds across different regions of the country is modeled as the outcome of a
bargaining game involving the President and the members of Congress. Members of Congress are divided
into (three) regions, and care only about their region receiving the largest share possible of the total
amount of funds. The President, however, has a potentially wider set of objectives, as he is elected as a
representative of the country as a whole, rather than any particular region. Guided by the previous
literature on New Deal spending, we assume that the President may have both economic concerns (for the
provision of Depression-relief as well as the reform of poor areas) and political motives (for reelection as
well as partisanship).

For any set of weights assigned to these different objectives of the President, and any given
distribution of seats in the Congress, the model delivers a unique predicted outcome, i.e. a unigque
predicted distribution of funds over the regions of the country. We combine this theoretical result with the
real distributions for several New Deal programs, in order to determine the actual preferences of the
Roosevelt administration. We link theory to data and estimate the model's parameters using a simple
minimum distance approach. The results indicate that economic concerns (of the President) for relief and
recovery, though not necessarily for fundamental reform and long-run development of poor areas, largely
determined the allocation of funds to the different regions of the country. The results also indicate that
political concerns mattered, in particular concerns for reelection, though probably to a lesser extent.

I11. Institutions and Interest Group Influence — Theory and Evidence from the Progressive Era

In the third and final part of my dissertation, | aim to explain why labor legislation during the Progressive
Era came to differ significantly among the US states, with a particular focus on the role played by
legislative institutions. 1 am currently in the process of developing a formal model with two key features:
First, the status quo is considered inefficient by the major interest groups (in particular business groups
and labor unions) and there is scope for efficiency-enhancing legislative action. Not all possible changes,
however, lead to Pareto-improvements, and socially beneficial reforms may be politically difficult to
enact. Secondly, there is variation in the political institutions, such as the strength of the Governor in the
legislative process, and this may matter for the ability of groups with different ideal outcomes to reach a
compromise. Once the model is fully developed, | will use state-level variation in the timing of the
enactment of new labor regulations during the first decades of the 20™ Century, to empirically examine
the model’s predictions. | have constructed a measure of the strength of the Governor’s veto power in
each state, and will use this measure to examine the effect of Governors on the speed of legislative
change. Preliminary results indicate that differences in legislative institutions did have a significant
impact on the success of reform attempts, but more theoretical and empirical work remains before any
firm conclusions can be drawn.



