COMPARATIVE POLITICS

Public Policies When
Markets Fail: Welfare,
Health, and the
Environment
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The debate

There is no way to stabilize the

markets other than through CO ntl N ueS Over

government intervention.

how much
governments
ought to
intervene in the
market in an
Alittle government involvement is effort to
e ot ety maximize

second citizens’ well-

being.
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This next lecture will address three key areas that have been
long subjects of debate in virtually every country: welfare,
health care, and the environment.

The common thread

among them is the call Investing in child
care, health care,

_ _ education, and
Intervene In response climate action

for government to

to market failure.

Spending $750B
a year on
the military
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Market failure is defined in economic terms
found in Chapter 10: Markets fail when they
do not maximize efficiency, most commonly
because of externalities, monopolies, or
imperfect information.

wwsEXPLAIN=~
;e %

"2 . —

<
A
- 7 S

THE CAUSES OF MARKET FRILURE




COMPARATIVE POLITICS

One example is
environmental
damage which
occurs when
resources are not
allocated
efficiently (i.e. the
price of gas - true
price vs. market
price).
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But markets can
also fail, in the
sense that they ~ :'f:-l*-._i ‘» What the public wants is called

y . (08 e AR 'politically unrealistic.' Translated

don’t achieve the |Tg¢ . & A ] into English, that means power and
results a society privilege are opposed to it

collectively
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These forms of government interventions raise many
Interesting questions because they pit various groups
of citizens against one another. The policy outcomes
often tell us the classic “who rules” question: Who is
better represented, and thus has power?

“To learn who
rules over you,
simply find out
whoyouare

not allowed
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“Welfare”
Social Policy in Comparative Perspective

i

Power has only one duty - to
secure the social welfare of the

People.

~ Benjamin Disraeli
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Most Americans think of welfare as a government
handout to poor people.

Being “on welfare” “0 To WEI-FARE
IS something virtually

all Americans want to
avoid, because a

certain moral opprobrium
seems to go with it.

YES TO CORPORATE
BAILOUTS!
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This is why scholars are increasingly using the
term “social policy” instead of the word
“welfare.”

e Py

SOCIAL POLICY

Social policy refers to governmental policies aimed at meeting the needs of society. It aims to
influence how society is structred and influences the rights, freedoms, and responsibilities of
citizens.

FOCUS AREARS EXAMPLES

Unemployment support
Neighborhood renewal

Social security
Health

Education

Job training

Housing

Employment Disability services

)
2
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@ Pension schemes
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Public health policy

Migration
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Social Policy
Policy focused on Daniel
reducing poverty Béland
and income
iInequality and
stabilizing | DNI 1
individual or gl

THE WELFARE STATE

family income.
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Types of Social Policy

SOCIAL POLICY
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Universal Entitlements

Benefits that
governments
provide to all
citizens more or less
equally, usually
funded through
general taxation

(example: US public

education).

It will help me in future right?
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Social Insurance

Provides benefits to | have enough'money in
categories of my 401K to retire today

people who have
contributed to a

(usually

mandatory) public :

insurance fund; !
typically used to .as long as'ldie
provide retirement 1 the end (] the month

pensions.
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Means-Tested Public Assistance

Social programs that provide

benefits to

individuals who fall below a specific income
level; TANF is an example in the United States.

ISHOULD'BE AB( |
ATHOME, PARENTS)
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Tax Expenditures
Targeted tax breaks

e MY DAUGHTERIASKEDIMEWHAT for specific
\ ARESAF groups of citizens
3 or activities
designed to
= achieve social
. policy goals.
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Types of Welfare States

3 types of (bottom-up) welfare
states

e Social democratic (Nordic countries)
- Aims at universal benefits at a high standard
- Workers have same rights as middle class
e Liberal welfare state (US, Canada Australia)
e Means-tested assistance
e Modest benefits 2 poor and working class
e Christian Democratic (postwar Italy, Austria, Germany)

- Subsidiarity: state only interferes when family’s capacity to
provide benefits is exhausted
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Welfare States

Distinct systems of social policies that arose
after World War Il in wealthy market
economies, including social democratic
welfare states, Christian democratic welfare
states, and liberal welfare states.

The market economy is very good at
wealth creation but not perfect at
all about wealth distribution.

— Jenathan Sacks —
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Social Democratic
Welfare States

States whose social
policies strongly
emphasize universal
entitlements to
achieve greater
social equality and

promote equal

citizenship;
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Christian Democratic
Welfare States

States whose social
policies are based
on the nuclear
family with a male
breadwinner,
designed primarily
to achieve income
stabilization to
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Liberal Welfare States

States whose social policies focus on ensuring that all
who can so gain their income in the market; more
concerned about preserving individual autonomy than
reducing poverty or inequality.

The United States is a key
example.
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Explaining the Development and Evolution
of Welfare States

Comparativists have used rational choice, cultural,
institutional, and structural arguments to explain the
origins and evolution of welfare states.
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1. Early theorists - a product of structural
changes of modernization and industrialization.

2. Marxist scholars - welfare state allows
capitalism to postpone revolution.

3. Rational choice theorists - all people are risk
averse.

4. Cultural theorists - differences in long-
standing values (individualist vs. collectivist).
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Comparing Welfare States

The different types of welfare states initially
created significantly different societies in
terms of how much is redistributed from the
rich to the poor.

Social Welfare Spending in OECD Nations

Source: OECD
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Social Policy in the Global South

A welfare state requires a state capable of implementing fairly
complex policies. In the weakest states, social policy is
minimal, often involving little

more than retirement S
pensions for the relatively What are Fragile States? (¢
small share of the population

employed in the government B e
and large companies.

DFID: fragile states are: “those where the government cannot or will not
deliver core functions to the majority of its people, including the poor.”

World Bank: in fragile states “state policies and institutions are weak,
making them vulnerable in their capacity to deliver services to their
citizens, to control corruption, or to provide for sufficient voice and

accountability. They face risks of conflict and political instability”
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Conditional Cash
Transfer (CCT)

.. Programs that provide
d cashgrantsto the
poor and in
exchange require
particular beneficial
behavior from the
poor, such as
children’s

Making Change

Impact of a Conditional Cash
Transfer Program on Girls’
Education in India

by Priya Nanda, Priya Das, Nitin Datta,
Sneha Lamba and Elina Pradhan
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Social Policy: A Summary

Social policies emerged as countries industrialized

and became relatively wealthy; poverty was no

|onger the norm and HOW TO LIFT MILLIONS OF
CHILDREN OUT OF POVERTY NOW

many citizens came

to see its continued

existence as

unacceptable. i @) A

SNAP d

Make Child and
Dependent Care Tax

! ® children's
Credit refundable i defense fund
* Leave Ne Child Behind
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Global Inequaility, : :
Global Poverty, Middle income

And

Poverty Reduction countries like

In The

LEAST DEVELOPED Brazil have begun
COUNTRIES

to create social
policies in recent
years, reflecting
political demands
In their societies.
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Health Care and Health Policy
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Health Care and Market Failure
Moral Hazard

Occurs when parties to a transaction behave in a
particular way because they believe they will
not have to pay the full costs of their actions.

Those with health insurance are overinsured
and their behavior is distorted by moral
hazard. Those without health insurance use
their own money to make decisions based on
an assessment of their needs. The insured
are wasteful. The uninsured are prudent. So

what's the solution? Make the insured a little
more like the uninsured.

— Malestm. Gladusrell —
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Health Care Systems
National Health Insurance (NHI)
A health care system in
which the government
mandates that virtually
all citizens must have
Insurance.
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National Health System (NHS)/Single-Payer
System

A government-financed and managed health
care system into which all citizens pay, either
through a separate insurance payment or via
general taxation, and through which they gain
medical care.
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Single Payer Mandatory Insurance National Health Insurance

PUBLIC HOSPITAL
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Market-Based Private Insurance System

Trying to get healthcare in America be
Health care system that ke

relies on private

Insurance for the
bulk of the population.
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NUMBER OF PEOPLE WHO

D] o
BRITAIN 0 PrObIemS
B Almost all countries
Eﬁﬁmw face a common
NETHERLANDS set of problems
% 643.000 regardless of the
2 system they use.

rrrrr : Nerdialbet Healbth Analysls

'Republicans may cheer
e this, but Americans donL
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A trade-off certainly
exists between cost

HEALTHCARE SYSTEMS

containment and ) . o

achieving a healthy £+ | ;4 ._;; '
population. All e B B B
countries thus ration NORWAY DENMARK FINLAND GERMANY
care in different . -
ways depending on ' ﬁ ﬂ ﬁ J‘?
whether they are f j: -
NHS, NHI, or private AUSTRALA UK  CANADA  USA

systems like the U.S.
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Environmental Problems and Policy

WHO WOULD WIN?

Strange walking ape
with sticks

The whole ecosystem of earth
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GLOBAL WARMING IS A HORK

7

‘

BECAUSE IT IS'COLD. TODAY.
WHEREILIVE = -

Climate change is only the latest and largest
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The Environment and Market Failure
Tragedy of the Commons

No individual has the incentive or ability to
preserve a common, shared good that is free,
so without collective effort, it is likely to be
overused and perhaps ultimately destroyed.

Tragedy of the Commons
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Risk and Uncertainty
Although most analysts agree
that environmental damage
IS an externality that must
i be addressed, a loud debate
o~ exists about the uncertainty

e 7\ 4
“ nearly always present

In environmental issues.

Risk, Uncertainty, and the
Precautionary Principle
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Risk Assessment

Cllmb

fence

Sneak ) Yes
V Kee
gy "bon s me goin% [
prey
‘[ No

Stop &
walt

Analysis of what the

risks of damaging

outcomes are in

a particular

situation.
RISK

Identifying and assessing potential risk is the first step
to managing risk and making better decisions
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Risk
Management

LEHMAN BROTHERS  Policy usedto
Risk Management :(exe;sprtlzgfeto
Employee of the month evels
August 2008
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Precautionary Principle

A policy that emphasizes risk avoidance even
when the science predicting a risk is
uncertain.

-//W; should get

out until you can |

prove we won't
. be boiled alive

We will get out
when you prove
we will be
boiled alive
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Policy Options

Command-and-Control
Command and Control

Policies Policies
_ Standard: a mandated level of performance

Pollution control enforced in law.

system in which a + Ambient Standards

government directly - Water ambient standards

regulates the ~ Air quality ambient standards

specific amount of * Emission Standards

pollution each - Vehicles

polluting entity is * Technology Standards

allowed. —-BACT
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Cap and Trade System

Market-based pollution
R O }3" - control system in which the
L government sets an overall
limit on how much of a
pollutant is acceptable and
Issues vouchers to pollute to
each company, which
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Company A 1l IUStrCIﬁOI'I of CP Company B
and Trade

Under the :
A Trading
emission cap allowance
Transferring
money

«——Cap

Company A is selling surplus
allowance to company B for "%

the market price www.erp-information.com
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Climate Change

The complexity of environmental regulation is
magnified at the international level, but policy
similar. The policy response?

1. Mitigation - reducing the cause of the
problem.

2. Adaptation - adapting to the effects of climate
change.
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TOM ATHANASIOU

However, it is
iImportant to
remember that the
battle between the
wealthy and poorer

countries is at the THE ECOLOGY OF

heart of the global RICH AND POOR
climate change

debates.
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Top CO, Emitting Countries, 1750-2021

(from fossil fuels and cement)

500,000 -
N e :Africa )
Asia Pacific
8 400,000 - B Central & South America
L B Eurasia
> 300,000 - Europe
o 14.7% B Middle East
8 P North America
(v 200,000 1 Percentage of total
on global emissions
@ 6.9% (1.7 trillion tons)
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@ 2023 Union of Concerned Scientists

Data: Global Carbon Project via Our World in Data
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Concluding thoughts and questions...

Of the three policy areas discussed in this
chapter, the environment is the easiest area in
which to justify
government
Intervention in
markets.

o
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MAJORITY
RULES

V2

Who Rules‘-’

Different Types of Government

The outcome of policy battles can
tell us much about “who rules.”
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State intervention in each of the three policy
areas has its own v W /
rationale, but to all

three, market failure

of some sort offersa MARKET FAILURES
GOVERNMENT |
reason for the state S rNere

to modify pure market
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[ TYPES OF GLOBALIZATION ]

DEFINITION

Globalization is the process by
which businesses, ideas, and
cultures spread across the world,

e Social globalization

Technological globalization

- * Financial globalization
creating interconnectedness and
interdependence among nations. * Economic globalization
Driven by advances in * Political globalization
technology and communication, e Cultural globalization
it to th i
it iEactosthe. o edliig and ¢ Ecological globalization

exchange of resources, products,

and cultures. * Sociological globalization

HELPFULPROFESSOR.COM
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Judging which set of
policies is most
“successful” in
each of the three
iIssue areas must
in part be based
on normative
values, especially
in social policy.




COMPARATIVE POLITICS

If reducing poverty is the key goal, social
democratic welfare states seem to be best; if
ensuring people are employed is most
important, a liberal welfare state may seem to
be better....in health policy, what is “best” may
be a little clearer.
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Judging environmental policy success also
depends on values; How much do we value
clean air and water? How much to we value
the well-being of future generations versus
own, right now?

4 SUCCESSFUL POLICIES IN +
+ X ENVIRONMENTAL POLITICS X+

. 1.California Cap-and-Trade Program
2.Costa Rica's Payment for Ecosystem
Services (PES)
3.Germany's Energiewende
4. Montreal Protocol
S.Clean Air Act Amendments (USA)

SIGMA EARTH
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Public Externalities

Goods Consequences of

an economic
Non-rivalrous

and non-excludable. activity on
e unrelated
over-consumed t;ir::inﬁ
and :
under-produced
| “wﬂh;ut Abuse of
niervention
a Market
Asymmetric Power
< When a seller
Information or buyer
When one influences
person knows the supply
more than or price of

somebody alsa a product.



