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Government also has negative impact on savings and investment 

Welfare state spending increases income inequality, according to a report from the European 

Central Bank. 

 

The report examined the role of income, inheritance, and the welfare state and how it relates to 

household net wealth across European countries. 

The report found that in countries where there was a more developed welfare state, there was a 

higher inequality of wealth. “An increase in welfare state spending goes along with an 

increase—rather than a decrease—of observed wealth inequality,” the report states. 

The European Central Bank says this happens because social services act as substitutes and 

households are therefore less incentivized to accumulate wealth. 

Not only does the welfare state increase inequality, but Daniel Mitchell, a senior fellow at the 

Cato Institute who specializes in government spending and fiscal policy, says it reduces the labor 

supply and has a negative impact on savings and wealth accumulation. 

 

“Government reduces incentives to be more productive and earn more money when it provides 

handouts that are based on people earning less money,” states Mitchell. He points to President 

Obama’s Affordable Care Act as an example of this, saying that it will lure people out of the 

workforce and into government dependency. 

 

Mitchell says that federal government policy in the United States has also undermined the 

incentive for individuals to save their money. 

 

“We need to look at the role of government,” said Mitchell. “Let’s look at what happens if you 

save: the government taxes the stuffing out of you. We double tax savings, we double tax 

dividends, we double tax capital gains, we have a death tax and that’s just on the tax side of the 

fiscal equation.” 

 

http://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp1847.en.pdf
https://danieljmitchell.wordpress.com/2015/09/26/scholarly-evidence-against-the-welfare-state/
https://danieljmitchell.wordpress.com/2014/06/25/the-hidden-economic-damage-of-obamacare/
https://danieljmitchell.wordpress.com/2012/06/29/big-government-cripples-incentives-to-save-promotes-risky-culture-of-immediate-gratification/
https://danieljmitchell.wordpress.com/2012/06/29/big-government-cripples-incentives-to-save-promotes-risky-culture-of-immediate-gratification/

