Why Americans Work Harder
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GDP and Hours Worked, G7

Hours
Per
Week GDP Per
Per | GDP Per Person
Person Hour 15-64
Country 15-64 (US=100) (US =100)

Germany 19.3 99 74
France 17.5 110 74
ltaly 16.5 90 57
Canada 229 89 79
United Kingdom 22.8 76 67
Japan 27.0 74 78
United States 25.9 100 100
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GDP and Hours Worked, G7

Hours
Per
Week GDP Per
Per GDP Per | Person
Person Hour 15-64
Country 15-64 (US=100) (US =100)

Germany 19.3 99 74
France 175 110 74
ltaly 16.5 90 57
Canada 22.9 89 79
United Kingdom 228 76 67
Japan 27.0 74 78
United States 25.9 100 100
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GDP and Hours Worked, G7

Hours
Per
Week
GDP e coppp Data are
Figures are  Person  Hou 1993-1996
15-64 | (US=1( X
OECD ——3 — figures
; 175 110 74
Purchasing 165 % 57
Power 229 89 79
. om 228 76 67
Parity 270 74 78
|United States 25.9 100 100
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1970-74 Data

Hours Per GDP Per
Week Per | GDP Per | Person
Person Hour 15-64
Country 15-64  (US=100) (US =100)
Germany 24.6 72 75 17.5
France 244 74 77
ltaly 19.2 65 53
Canada 222 91 86
United Kingdom 259 62 68
Japan 29.8 49 62 25.9
United States 23.5 100 100
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1993-1996 Data

Hours
Per
Week GDP Per
Why the Per | GDP Per | Person
A Person Hour 15-64
differences? [0 wse1o0) ws =100) | 24-4

And why the ™ 193 99 74

h ) 17.5 110 74
changes 165 90 57
Canada 229 89 79
United Kingdom 22.8 76 67 23.5
Japan 27.0 74 78
United States 25.9 100 100
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1993-1996 Data

Per
Week GDP Per

Why the Per | GDPPer Person

| Hours

(]

differences?
And why the
changes?

Canada

United Kingdom
Japan :
United States 259 100
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Utility in the Prescott Model

U =logc, +logc, +logc, +logc,
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The Immortal Consumer

U =logc, +logc, +logc, +logc,

U=yloge, +y’loge, + 7 loge, +

y*loge, + 7 loges +...
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Allowing for Leisure

logc, +801og(100—4,)
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The Final Equation

U =y[logc, + 81log(100 - A, )]+
7’llogc, +01og(100 —h,)] +...

U= ylloge, +0log100—4,)]
=
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Optimization

U=>Y y'[logc, +6log(100—h,)]
i=1
A+7)c,+(A+7 )x, =
(=7, )wh +
(I_Tk)(rt _§)kt +6kt +T;
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Optimization

U =Y y'llogc, +0log(100—,)]

i=1

<1+rx>xt -
-7 )wh +

(1=7)(; Ok, + %, + T,
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Optimization
U =Y y'llogc, +0log(100—4,)]
i=1
(+7,)c,
=z, )wh, +
(1 _Tk)(’/} _§)kt +&t + Tt
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Optimization

U =Y y'llogc, +log(100—4,)]
i=1

(A+7)c,+(d+7 )x, =

Optimization

U =Y y'llogc, +6log(100—4,)]
i=1

A+7)c,+(A+7)x, =
A=z )wh +

(=7,)(, =)k, + ok ¥ T,
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(I_Tk)(rt_ t+é7€l+7-;
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Optimization

U=Y 7'[logc, +6log(100—h,)]

i=1
(A+7)c, +(+7)x, =
=z, )wh +

(l T )(rt - 5)kt + &t @
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The Production Function

Yit = AitKi?Li't_ )
K, =K (1—5)+Xl.t

i,t—1
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The Tax on Consumption and Wages

% _Ts-l-TW

T =
I+,

w
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Hours Worked
-«
hit -
c 0
l-a+— .

The higher the value
of leisure (i.e., the Worked
higher the value of 0)
the fewer hours
worked
; |-«
it C 0
l-aa+————
y(-z,)
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The higher the value The higher the
of leisure (i.e., the Work tax rate (i.e., the
higher the value of 0) higher the value
the fewer hours of 1) the fewer
worked hours worked
h l-a
it C H
l-a+—

y(-1,)
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Fitting the Model
Country Tax rate T cly Actual Predicted

Germany 0.59 0.74 19.3 195
France 0.59 0.74 175 195
Italy 0.56 0.69 16.5 18.8
Canada 0.52 0.77 22,9 213
United Kingdom 0.44 0.83 228 228
Japan 0.37 0.68 27.0 29.0
United States 0.40 0.81 25.9 24.6
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Fitting the Model
| Countryv Tax rate 1 Gl At ol "“"’""md_
col The ] Moreover,.the
« differences . Changeis

w, are consistent ¢ ponsistent
«  with the tax . with changes

Uni rates. ¢ in tax rates.
Japan 0.37 0.68 27.0 29.0
United States 0.40 0.81 25.9 246

KENT.?I}\'I'E Why Americans Work Harder




Are Europeans Better Off?
L LR S
Some argue S Sk
that
Europeans are

Are Europeans Better Oft?

L LR S
Some argue S SR
Any tax

involves an

efficiency loss.
11Iey yeL 1ess

income but
more leisure.

L 1
H* Hg*
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Are Europeans Better Oft?

St Prescott

RN estimates that if
w* -—-- 7 France reduced

! its taxes to US

Us ! rates, it would
1 amount to a 19%
i gain in
/!/ consumption
H* g*
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better off. D
They get less
income but
more leisure.
L 1
H* g=
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Are Europeans Better Off?
SLR SSR
w¥ oot
Us D
' 1
H* g=*
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