
7.3. Evidence

Fig. 7.3.3: Hours worked per
year per employed person in
the US and selected European
countries. Source: OECD.

of income and substitution e�ects.

There is no consensus among economists about whether Prescott's hypothesis is correct. It has been

criticized from a few di�erent angles. One criticism focuses on the elasticity of labor supply. Exercise 7.5

asks you to compute the elasticity of labor supply that is implicit in Prescott's calculations. This matters

because it governs how much labor supply responds to changes in incentives. Most microeconomic estimates

of this elasticity are quite a bit lower than Prescott's value, though there is some debate as to how to translate

microeconomic estimates into macroeconomic calculations. A second line of criticism focuses on timing.

Policies in the US and Europe became di�erent in the 1960s and 1970s but the di�erences in labor supply

continued to widen well after that, suggesting something else was going on (or that policies take a very long

time to have an e�ect).

Some other explanations for the US-Europe di�erence have been proposed. Blanchard (2004) argues that

di�erences in preferences may be a large part of the reason: maybe Europeans place a higher value on leisure

than Americans. Economists tend to be a little bit uncomfortable with explanations based on di�erences in

preferences. We cannot observe preferences directly so these theories are very hard to test (but this does not

necessarily mean they are wrong). Furthermore, we need to explain why Europeans work less than Americans

now but this was not the case in the 1950s. Perhaps cultural di�erences only become relevant once society

reaches a certain level of income.

Alesina et al. (2006) argue that a large part of the explanation may have to do with the di�erent role of

labor unions in the US and Europe. Unions tend to be stronger in Europe and union contracts tend to specify

shorter hours and longer holidays than non-union contracts.6 One possibility is that Europeans work less than

6A separate, interesting, question is why union contracts look di�erent than non-union contracts. A naive answer would be to
say that unions have more bargaining power with respect to employers than individual workers (which is probably true) so they
get better terms. But these better terms could be in the form of higher wages or less work. Why do unions prioritize leisure over
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