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Abstract

Has the welfare state undergone significant retrenchment in the aftermath of the 2007-2008
crackdown? In the literature, two contrasting views can be found. Some commentators argue
that expansions that would otherwise be observed during crises have been suffocated due to
the imperative of austerity. Other more optimistic assessments see social investment (SI)
policies as having been experimented with in various places, alongside widespread
retrenchment. In this paper, using an OECD database for 35 countries, we check these
assessments by examining aggregate figures such as the evolution — over the 2007-2013 period
— of social spending and its composition, the participation of social spending in public
expenditure, the tax burden and tax composition, and welfare state effectiveness. We document
expansion in the OECD area alongside a stable performance. However, important challenges
persist.

Introduction

In the context of the Great Recession starting in the 2007-2008 downturn, the question
of whether the welfare state has undergone significant retrenchment lingers. While neither the
events following the Great Depression of the 1920s-1930s nor those of the economic downturn
of the 1970s confirmed the prediction of a regression of social spending, the widespread
expectation was that this time around, given the nature of the current crisis and the typical
austerity-oriented policy management that has been in place everywhere, things would play
out differently, and OECD countries would finally see a major reduction in their welfare states.
The financial crisis would represent a decisive — in fact, a fatal — stress test of the welfare state.

Tracking retrenchment may be tricky, as one needs to pay attention to different things,
including the aims of the reforms, the means for achieving them, and new governance schemes.

! The authors would like to thank Anton Hemerijck for his comments on a previous version of this paper as well
as the participants in seminars in the Department of Economics and the Economics Institute at Rio de Janeiro
Federal University and Fluminense Federal University in July, August, and November 2018 for helpful
discussions. The usual disclaimer applies.



Aims such as cost containment explicitly envisage reducing public spending in the short term;
others, such as cutbacks in entitlements, may also respond to more complex concerns (viz. the
financial sustainability of social funds in an aging society) and may or may not imply less
spending, either now or in the future. These targets can be reached via different means or policy
reforms. Some of them openly aim at some sort of cutback, such as parametric or even
paradigmatic reforms of pension systems, while others do so in less visible ways, such as delays
in benefit adjustment to inflation or stricter monitoring of existing rules. Additionally, cost
containment pursued through the latter actions may change rules de facto (and have a long-
term impact), for instance, by discouraging the take-up of long devalued benefits or services
(consider the desertion of the middle classes from universal public schools in many countries).
Finally, changes in the governance of social programs, with an enhanced role given to private
actors, may imply the introduction of principles that are alien to public service. Such an
introduction may include making it difficult for the claimant of a social benefit to obtain what
the law says is his or her right by, for instance, deploying unfriendly staff at the point of service
delivery, raising digital barriers to information and applications, or providing facilities
overlooked by security personnel — all of which are seemingly moved by the attainment of
productivity targets, ingrained in the “mixed” delivery of social services.

While most of these changes have been introduced everywhere, the extent to which this
means the quick (or slow) death of the welfare state remains unclear. Most commentators agree
that retrenchment is here to stay and that economic crises, which usually open (or are expected
to open) a “window of opportunity” for welfare state experimentalism, are in fact suffocating
the welfare state under the imperative of austerity. At best, more optimistic assessments
(Kersbergen et al., 2014) observe sparse attempts at experimenting with social investment (SI)
initiatives, alongside a more consistent retrenchment being implemented everywhere.
However, while this might challenge the narrative that “retrenchment is the only game in town”
(idem), it leaves two “games” for us to pay attention to: retrenchment and Sl.

In this paper, we want to check these assessments by examining the story that aggregate
figures tell: the evolution — over the 2007-2013 period — of social spending and its composition,
the participation of social spending in public expenditure, the tax burden and tax composition,
and welfare state effectiveness in terms of decreasing poverty rates and inequality indices.
Based on the plethora of reports of retrenchment-oriented social policy reforms, which actually
began in the 1980s but intensified after the recent crisis, we would expect a shrinking of welfare
state spending and funding — a race to the bottom — as well as a reduced capacity for doing
what we expect from the welfare state. However, our investigation ultimately disconfirms these
expectations, as we document unflinching expansion in the OECD area alongside a stable
performance when measured in terms of the abovementioned indicators.

In trying to address the seeming paradox of consistent reports of cutback reforms in
parallel with expansionary welfare states, we offer the hypothesis (for future investigation) of
an “expansionary retrenchment”. People are living longer; labor markets and families are
increasingly undependable; welfare demand has been expanding at an appreciable pace, while
unregulated commodification is in full swing. Inturn, public protection and provision have not
been in short supply. Quite to the contrary, in crude figures, welfare state effort has been greater
than ever. Our examination of the figures suggests that the real challenge resides in the results
of this effort, which, though still positive, have lagged when confronted with the advance of



market poverty and inequality. Although it falls beyond the scope of this paper, we point to the
need for a reconceptualization of the welfare state — yes, yet another one.

In the next section, we briefly review the recent literature reporting welfare state
retrenchment following the 2007-2008 crisis and present the strategy that we followed to
investigate our central questions. In the following sections, we detail the answers that we
reached for the following questions: [1] was spending negatively affected? [2] Were the 10
hallmark programs of the welfare state significantly diminished? [3] Do changes in spending
signal any important reversal in welfare state priorities? [4] Is funding shrinking or becoming
less progressive? [5] Is the welfare state becoming less effective? In the final section, we
summarize the results and speculate on the challenges ahead.

1. Related literature and research strategy

Since the 1980s, many commentators have dedicated themselves to investigating the nature of
welfare state reforms following the economic downturn of the mid-1970s. For example, in
Pierson (2006), we find a summary of policy changes undertaken over the 1980s and 1990s,
for which a verdict of restructuring or recommodification of the welfare state seemed cogent:
tougher eligibility criteria, a reduction in the real value of benefits and the duration thereof,
conditions attached to benefits, the reversal of universalism in some programs and countries,
the introduction of copayments in services, and privatization. However, while confirming the
occurrence of cutbacks, contrasting assessments concluded that they had befallen on the “old”
compensatory welfare state; in turn, new areas of social policy were opening as a functional
adaptation of the welfare state to the “new social risks” of aging societies and increasingly
fluid family arrangements and labor markets, and these policy areas included care services and
active labor market policies (ALMP) (Nullmeier and Kauffman, 2010). Ultimately, it could not
be said that public responsibility was shrinking. In contrast, others saw in the introduction of
private elements in welfare provision a transformative welfare state in the making, as public
responsibility was retained (under the guise of public financing and regulation), while the spirit
of service, as opposed to the spirit of profit making, continued to prevail (Seeleib-Kaiser,
2008). Regardless, a significant recommodification in the main social security (SS) programs
was not clearly detected (Starke et al., 2008; Allan and Scruggs, 2004; for a divergent
assessment, see Korpi and Palme, 2007). Finally, during consecutive periods between 1980
and 2006, other contributions reported an expanding social state increasingly more involved
with social services provision (Castles, 2004; Starke et al., 2008; Arts and Gelissen, 2010). To
paraphrase an important contribution of the period (Esping-Andersen et al., 2002), the “new
welfare state” that we needed in the aftermath of the 1970s downturn and the fiscal crisis was
one involved with the economic participation of citizens, which, according to most of those
assessments, was precisely the welfare state that was emerging in the XXIst century.
However, in the US, Lehman Bros. crashed in 2007, exposing in its aftermath the strong
interconnection of domestic and international financial institutions. The downturn also
revealed the ability of the latter to contaminate the real economy at the global level via
shrinking credit and markets and to drag down domestic fiscal spaces with it. The crisis, which
started as American, had a European follow-up with the euro crisis and ended up destabilizing
emergent economies that were highly dependent on the markets of developed countries. With



the Great Recession of 2008-2009 came austerity or “fiscal consolidation”, and the welfare
state became vulnerable to attacks and further reforms.

There has been some literature on the impact of the recent crisis on European welfare
states. Kersbergen, Vis and Hemerijck (2014) summarize most of the contributions up to 2013,
converging on the verdict of retrenchment. However, they qualified this consensus. Examining
the cases of four European countries — Great Britain, Germany, Denmark, and the Netherlands
— the authors noted that while all of them undertook cutbacks after the 2007-2008 crisis,
“retrenchment was not the only game in town”. Along with retrenchment, governments
implemented innovations, such as service-oriented reforms of an SI nature, especially between
2010 and 2012. Less optimistic are the assessments of these changes in OECD countries by
Wulfgramm et al. (2016) and Starke et al. (2016). Critics of the Sl turn (see Morel, Palier and
Palme, 2012), which they equate with a nonsolidaristic supply-side orientation of social policy,
they see education and family policies crowding out social protection (p.13); thus, advances in
the latter should count as retrenchment. A related stream of criticism consists of evaluations of
the kinds of Sl that have been implemented in the post-crisis period, which in the observed
cases seemed to have leaned more towards a work-first approach rather than a capability-
enhancing approach (Greve, 2012; Bengtsson, Delaporte and Jacobsson, 2017; Bothfeld and
Rouault, 2015). In those evaluations, the very innovation represented by SI has been
contaminated by cost containment and the retraction of entitlements.

Therefore, distinct from the abovementioned assessments of the aftermath of the 1980s
economic downturn, which were more mixed, current narratives on the recent post-crisis
period, despite their contrasting take on Sl, seem to converge on the retrenchment hypothesis,
and in many cases, the evidence provided seems compelling. However, does this piece of
evidence match with the evolution of aggregate figures, the classical indicators of welfare state
development, such as spending, funding, and effectiveness? Recent assessments have focused
on (important) details (e.g., specific programs and rules) and selected countries but overlooked
the big picture, where reality also dwells. Are these aspects congruent? Arguably, a
comprehensive perspective would have to take stock of both. Additionally, in view of the
growing interest in S, it seems timely to investigate whether the evolution of those indicators
endorses the hypotheses of Sl expansion and of the crowding out of social protection by Sl
policies in the post-crisis period.

To check the compatibility of the recent reports with the aggregate figures, we used the
OECD statistics database, which contains information on 35 countries, over the period from
2007 to 2013 (the last year available for most countries), and we selected the following
variables: social spending as a percentage of GDP, disaggregated social spending on 11 items
(old age, survivors, incapacity, health, family, active labor market policies (ALMP),
unemployment, social housing, other areas, education and early childhood education and care
(ECEC)); the tax burden, tax composition (direct and indirect taxes, social security
contributions (SSC) by employers and employees), and marginal tax rates (individual and
corporate income, indirect, employer SS, employee SS tax rates); and market poverty, post-
fisc poverty, market inequality, post-fisc inequality and the corresponding welfare state efforts.
As mentioned, these variables were selected with a view to addressing the following questions:
[1] was spending negatively affected? [2] Were the 10 hallmark programs of the welfare state
significantly diminished? [3] Do changes in spending signal any important shift in welfare state



priorities, e.g., towards SI? [4] Is funding shrinking or becoming less progressive? [5] Is the
welfare state becoming less effective?

While our attention was directed to the OECD average, we also disaggregated the data
to track heterogeneity by separating the 35 countries into 6 groups: the three Esping-Andersen
(1990) welfare regimes (Liberal, Conservative, Social Democrat (SD)), the 10 less developed
(LD) countries in terms of the Human Development Index (HDI) (subdivided into European
and non-European), the Asian countries (Korea and Japan), and the group with the remaining
countries, under the heading of “Others”2. We also investigated selected countries that are
representative of the three abovementioned welfare regimes: Denmark and Sweden (SD),
Germany and France (Conservative), and the US and the UK (Liberal). For these countries, in
addition to spending-funding-effectiveness dynamics, we tracked changes in the coverage,
replacement rates, duration, and qualification period of public pensions, sickness insurance and
unemployment insurance in the post-crisis period.

2. Post-crisis evolution of social expenditure in the OECD area

In this section, we examine social expenditure figures to address the following
questions: was spending negatively affected? Were the 10 hallmark programs of the welfare
state significantly diminished? Do changes in spending signal any important reversal in welfare
state priorities? Please recall that our (widely used) social expenditure variable — social
expenditure as a percentage of GDP — combines the usual OECD indicator of public social
expenditure with public spending on education®.

Spending: total and main programs

A preliminary assessment of the figures shows that, on average, social expenditure as
a percentage of GDP expanded from 2007 to 2013, though not in a homogeneous manner
(Figure 1).

On average, the immediate post-crisis period (2008-2009) was one of expansion.
Commentators relate this behavior to policy makers taking a business-as-usual view of the
crisis, thus setting free existing automatic stabilizers. Additionally, we must take into account
the GDP contraction in 2009 in the OECD area; nevertheless, the per head amount actually
increased in 2009%. However, the subsequent period (2010-2011) was not a period of

2 The clusters are composed of the following countries: liberal (US, UK, Australia, Canada and N. Zealand),
conservative (Austria, Belgium, France, Germany and the Netherlands), Social Democrat (Denmark, Sweden,
Norway, Finland and Iceland), LDEuropean (Greece, Estonia, Poland, Slovakia, Portugal, Hungary and Latvia),
LDNon-European countries (Chile, Mexico and Turkey), Asian (Korea and Japan) and Others (the Czech
Republic, Ireland, Israel, Italy, Luxembourg, Slovenia, Spain and Switzerland).

% To test whether the findings would have changed had per head and per recipient figures of aggregated and
disaggregated social spending been computed instead, we calculated and present them in the Appendix.
Ultimately, the per head and per recipient results generally corroborated our main findings in terms of % of GDP.
See Tables Al and A2. We also calculated the same indicators for selected countries but do not show the tables
here. We eventually refer to this more detailed information when there is a discrepancy. However, we must warn
the reader that the use of per recipient figures is not very accurate due to methodological reasons of the OECD
base that we explain in the Appendix.

4 The per head amount for the OECD area was 6,906.0 in 2007 and 7,562.2 in 2009, in constant PPP US dollars.



expansion, as the financial crisis was reinforced by the euro crisis, and most countries
somewhat reduced their social spending. The final subperiod 2012-2013 saw recuperation,
though,; thus, from one extreme to the other, there was frank expansion — and, more tellingly,
2013 was a better year than 2009 (see Figure 1).

Figure 1. Public social expenditure (%0GDP) and average GDP growth rates — OECD
(2007-2013)
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Source: OECD SOCX (social policy areas except education). OECD Education at a Glance (education). OECD
Stats (GDP growth rates). Own elaboration.
Note: Public social expenditure is plotted on the left axis, while the GDP growth rates are plotted on the right axis.

The picture is essentially the same for most country groups, with one important
exception being the Liberal cluster. There, expansion occurred from 2007 to 2009, but 2010,
2011, and 2013 were years of contraction — but even then, 2013 was ahead of 2007; thus, the
contraction did not translate into a shrinking of the welfare state. For half of the groups, 2013
was not as good as 2009; this is especially so for the LDEuropeans, which include countries
that were especially hard hit by the sovereign debt crisis in the euro area. However, again, 2013
was a better year than 2007 even for this group.

Therefore, the story is one of an overall expansion of resources devoted to social
spending in the OECD area. More surprisingly, for most groups, the crisis period witnessed an
expansion that slightly superseded that which took place between the decade of the 1980s (a
bad decade) and the immediate pre-crisis period (2000-2006; a good period). On average, the
expansion from 2007 to 2013 was 3.7 percentage points (pp) (23.15%-26.85%), while that
between 1980 and 2000-2006 was 3.15 pp (20.26%-23.41%). Moreover, this period was a time
of frank expansion for the SD cluster (4 pp), the countries of which were already the leaders,
challenging, in a way, the expectations of “growth to limits”, which have haunted the history
of large welfare states — and an eventful time for the LDNon-Europeans (5 pp), especially
Chile.



The figures (Figure 1.A), which, for comparison, include the decades of the 1980s and
the 1990s and the 2000-2006 period, show a peculiar “ratchet mechanism” guiding the
evolution of welfare state expenditure, with upward spikes during crises that do not quite
recede to the pre-crisis level. The present crisis did not detract from these dynamics.

Figure 1.A. Public social expenditure (%GDP) and average GDP growth rates — OECD
(1980-2013)
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Source: OECD SOCX (social policy areas except education). The World Bank (education). OECD Stats (GDP
growth rates). Own elaboration.

Note: Here, we use the World Bank database because it has series for education going back to 1980.

Note: Public social expenditure is plotted on the left axis, while GDP growth rates are plotted on the right axis.

Shifting our attention to the 10 main policy areas (Table 1), we find that all of them
have experienced increases from 2007 to 2013; thus, for the most part, the ranking remained
unchanged. Old age, where pensions are by far the most important item, leads the group with
the largest expansion, reaching 29% of public social spending in 2013 (up from 27.1% in 2009).
Interestingly, education® became less important, while ECEC became slightly more prominent.
Regardless, retrenchment as convergence to a residual welfare state, and thus to programs
targeting the poor, was not detected.

Picking out each area to track hidden changes, we find that old age (7.6% of GDP in
2013) was a policy area that every group of countries expanded substantially — with a slight
fluctuation in the case of the LDEuropeans, though they also expanded by the end of the period.
The catch up of the LDNon-Europeans and the equivalent expansion of the SD cluster, already
a big spender, are noteworthy. Additionally, as one might expect, the leader is the Conservative
cluster, with 9.56% of their GDP devoted to this rubric. Notably, in comparison with the peak

5 As in Figure 1, from this point on, to maintain consistency with the other areas of social policy, we also use
OECD statistics for education.



year of 2009, old age and other areas are the only policy areas for which the final year of 2013
was an even better year.

Turning to health (6.1% of GDP in 2013), we find that this was also an area that
witnessed an increase in the 2007-2013 period, while the intermediary 2010-2011 period was
one of retraction. Again, the leading spender is the Conservative group, with 7.8% of GDP,
with France ahead. Education has undergone a similar evolution, with a slight increase in the
OECD and with 2009 being the peak year for the most part (but not for the LDNon-Europeans
and Asians). The leading spender remains the SD cluster, with an expenditure of 5.7% of their
GDP. Norway is the largest spender.

Incapacity (2.21%), family (2.17%), and unemployment (.99%) exhibited analogous
evolutions: all groups increased their expenditures over the 2007-2013 period, with small
reductions between 2010 and 2011 and recuperation in 2013 but 2009 remaining the peak year.
For incapacity and family (3.87% and 3.43%, respectively), the leaders are the SDs, and for
unemployment (1.7%), the leaders are the Conservatives.

Within family, we tracked ECEC expenditures (.72%), an area that has been attracting
increasing attention due to its alleged multifunctional properties (Starke et al., 2016;
Hemerijck, 2017; Hemerijck, 2018). Moreover, it is considered the hallmark of the SI approach
(see Morel, Palier and Palme, 2012; Hemerijck, 2017). The aggregate figures indicate that
ECEC has expanded in almost every group (the only exception being the LD countries) and
roughly every year. Asian expansion and the incontestable leadership of the SDs, which
committed up to 1.4% of their GDP to this policy area, drew attention. The expansion of the
SDs resulted in an ECEC figure that amounts to double the OECD average.

In addition to ECEC, ALMP (.54%) have been highlighted as a feature of the Sl
perspective. The evolution of magnitudes shows a slight average growth, which, however,
hides shrinking in the Liberal and Conservative clusters. The SDs, by far the leading spenders,
with 1.2% of GDP (more than twice the OECD average), invested even more during the crisis,
while the Asians took the crisis period to accelerate (but still at .3%). From the SI perspective,
the growth in ECEC appears clearer than that in ALMP, which remains mostly an SD fixture.

Survivors (1.08%), which increased somewhat, saw a less linear evolution, actually
displaying the greatest variation in the OECD area. Small reductions in the Conservative (the
largest spender, 1.5% in 2013) and SD groups (.5% in 2013, the second lowest spender), all
starting in 2010, were accompanied by large reductions in the LDEuropeans especially in 2013
(1.06%, down from 1.42% in 2012) and were overcome by the expansion in all the other
groups.

The expansion seen in housing (.44% in 2013) was all due to the 2007-2009 period,
and it is the only spending area led by the Liberal cluster among the “welfare regimes”.
Remarkably, while the real estate bubble burst, “housing assistance” soared in both the US and
the UK. The LDEuropeans, in turn, saw a significant decline during the crisis.

Finally, other areas (.53%), which group a myriad of cash benefits and services related
to social assistance programs not included under the heading of the main rubrics, vary greatly
from country to country. Regardless, they should be more important in less institutionalized
welfare states. On average, this policy area has also expanded in every year in the period under
consideration (2013 was the peak year). In addition, while we would expect these programs to
be more in force in the Liberal cluster, the fact is that they were not: not only are they not the



leaders, but they have also experienced declines in these areas (alongside the LD countries and
the Asians). Surprisingly, the SDs led, with .85% of GDP, part of which (albeit a small part)
being increasingly devoted to immigrants.

Therefore, from the aggregate figures and the total and main policy areas, it is not clear
at all that major adjustments in social expenditures in the OECD countries during and following
the Great Recession have been made. Quite to the contrary, the spending side of the welfare
state seems to have firmly stood its ground.

Table 1. Public social expenditure by policy area — OECD, regimes, and country groups

(2007/2009/2013)
OECD
Areas % GDP % Public Social Expenditure
2007 2009 2013 2007 2009 2013
Old Age 6.2 7.2 7.6 26.5 27.1 29.0
Health 54 6.1 6.1 24.0 24.2 24.1
Educationt 4.2 4.5 4.3 20.6 18.4 17.7
Incapacity 2.1 2.3 2.2 8.5 8.4 8.4
Family 1.9 2.3 2.2 8.4 8.7 8.7
Survivors 1.0 11 11 4.0 3.8 34
Unemployment 0.7 11 1.0 2.7 4.0 3.5
ECEC 0.6 0.7 0.7 24 2.6 2.8
ALMP 0.5 0.6 0.5 1.7 1.9 1.9
Other Areas 0.5 0.5 0.5 2.1 2.1 2.1
Housing 0.4 0.5 0.4 1.6 1.8 15
Total** 23.0 26.2 26.0 100 100 100
Liberal Regime Conservative Regime
% Public Social % Public Social
Areas % GDP Expenditure Areas % GDP Expenditure

2007 2009 2013 | 2007 2009 2013 2007 2009 2013 | 2007 2009 2013
Health 6.5 7.3 72 | 295 302 309 | |OldAge 8.3 9.2 96 | 281 285 2938
Old Age 4.6 5.0 53 | 20.9 20.6 22.6 | |Health 6.9 7.7 78 | 241 244 247
Educationt 4.4 4.7 44 | 223 203 19.0 | |Educationt 4.4 4.9 46 | 16.0 151 145
Family 21 2.4 2.2 9.4 9.7 9.4 Family 2.3 25 2.4 7.9 7.7 7.4
Incapacity 1.7 1.9 19 7.9 7.8 7.9 Incapacity 2.1 2.3 2.4 7.5 7.4 7.7
Other Areas 0.9 0.8 0.8 35 34 35 Survivors 15 1.6 15 5.1 4.9 4.6
ECEC 0.6 0.7 0.7 25 2.6 2.8 Unemployment| 1.5 18 1.7 5.2 57 5.3
Housing 0.6 0.7 0.6 24 2.7 2.6 ALMP 0.8 0.9 0.8 2.9 3.0 2.4
Unemployment| 0.3 0.6 0.5 15 2.7 2.1 ECEC 0.6 0.7 0.8 21 2.2 2.4
Survivors 0.3 0.4 0.4 1.4 13 1.2 Other Areas 0.5 0.6 0.7 1.8 1.9 2.2
ALMP 0.3 0.3 0.2 1.2 13 0.9 Housing 0.4 0.5 0.4 14 14 14
Total** 217 241 236 | 100 100 100 | |Total* 288 319 318 | 100 100 100




Social Democrat Regime* LDEuropean Countries
% Public Social % Public Social
Areas % GDP Expenditure Areas % GDP Expenditure

2007 2009 2013 | 2007 2009 2013 2007 2009 2013 | 2007 2009 2013
Old Age 6.6 7.5 82 | 234 238 258 | |Old Age 7.2 8.7 85 | 328 345 365
Educationt 55 5.9 57 | 222 199 19.2 | |Health 4.7 54 50 | 220 215 205
Health 5.4 6.1 6.0 | 20.0 202 19.9 | |Educationt 4.0 4.3 38 | 194 162 170
Incapacity 3.8 4.1 39 | 137 135 127 | [Incapacity 18 2.1 1.9 8.2 8.5 8.7
Family 31 35 34 | 116 117 116 | |Family 1.6 2.0 1.9 7.4 7.9 8.3
ECEC 1.2 1.3 14 4.4 4.5 5.0 Survivors 13 1.2 11 4.8 4.7 34
ALMP 0.9 1.0 1.2 25 2.4 2.9 Unemployment| 0.5 0.9 0.7 2.1 3.6 2.7
Unemployment| 0.6 11 0.9 2.2 4.0 3.0 Housing 0.5 0.4 0.2 11 0.9 0.6
Other Areas 0.6 0.7 0.9 21 2.4 2.8 ECEC 0.4 0.4 0.4 15 1.6 17
Survivors 0.5 0.6 0.5 11 11 0.9 ALMP 0.3 0.4 0.4 1.2 15 1.6
Housing 0.4 0.5 0.5 15 1.8 1.7 Other Areas 0.2 0.2 0.2 1.0 0.9 0.8
Total*™* 275 311 311 | 100 101 101 | |Total™* 221 256 235 | 100 100 100

LDNon-European Countries* Asian Countries

% Public Social % Public Social
Areas % GDP Expenditure Areas % GDP Expenditure

2007 2009 2013 | 2007 2009 2013 2007 2009 2013 | 2007 2009 2013
Educationt 3.2 3.6 38 | 297 261 241 | |Old Age 51 6.1 65 | 274 281 286
Old Age 2.9 3.6 46 | 228 238 284 | |Health 4.7 5.4 58 | 294 290 288
Health 2.9 3.5 3.7 | 238 247 24.2 | |Educationt 3.3 35 37 | 240 219 217
Housing 0.8 11 0.8 7.3 8.9 6.2 Survivors 0.8 0.8 0.8 4.1 3.9 3.5
Family 0.8 1.0 0.8 6.7 7.7 6.5 Incapacity 0.7 0.8 0.8 48 4.6 4.2
Survivors 0.7 0.7 11 57 49 6.8 Family 0.6 0.8 1.2 3.9 4.7 6.5
Incapacity 0.5 0.6 0.5 2.7 2.9 3.6 Other Areas 0.5 0.4 0.4 3.8 3.0 2.6
ECEC 0.4 0.4 0.3 31 3.2 2.3 ECEC 0.3 0.5 0.6 2.1 31 3.9
Other Areas 0.3 0.4 0.3 2.8 2.8 1.9 Unemployment| 0.2 0.4 0.2 1.6 2.2 14
ALMP 0.2 0.2 0.2 0.9 0.9 1.6 ALMP 0.1 0.4 0.3 0.7 2.4 2.0
Unemployment| - 0.2 0.1 0.4 0.8 0.6 Housing - - 0.1 0.3 0.4 0.5
Total** 123 150 159 | 103 104 104 | |Total** 160 187 199 | 100 100 100

Source: OECD SOCX (social policy areas except education). OECD Education at a Glance (education). Own

elaboration.

Note: 'Education data are not available for 2007. The data displayed in the first column are for 2008. For the
indicator of education as % of public social expenditure, the education statistics for 2007 are considered equal to

those for 2008.

Note: *For the LDNon-European countries, the total public social expenditure exceeds 100%, as we have excluded
“zero” data for Turkey regarding housing and ALMP. The same is true for the SD regime with regard to 2009 and

2013, as we have excluded “zero” data for Denmark regarding unemployment.

Note: ** To avoid double counting, the total amount does not consider ECEC, as ECEC is already included in

Family.

Any priority changes?

In trying more closely to investigate the occurrence of shifting strategies, for example,
from the “old welfare state” to the new Sl state, we focused on two policy groups, “passive”




and “active”. In the group of passive policies, featuring compensatory benefits for income loss,
we included old age, survivors, and incapacity. In the active group, i.e., policies aimed at
increasing economic participation, we included not only the typical ALMP and ECEC areas
but also unemployment since unemployment policies usually include an active component, for
instance, by conditioning the receipt of the benefit on participation in training or job search.

What emerges from the data is that both passive and active policies have increased their
share in public social expenditure; thus, there is no tradeoff thus far (see Table 2). While the
active group, still at only 8.2% of GDP in 2013, increased its participation by 1.3 pp, the passive
group did so by 1.8 pp. The overwhelming prominence of the latter in social spending is kept
in place: it represented 40.9% of the total in 2013.

Regarding the active group, while SI advanced somewhat during the crisis,
unemployment benefits are the policy that explains most of this advancement, and “active
unemployment” is only part of the growth of this item. In a recent account, active
unemployment was shown to have become less of an upskilling nature (a “high road” to SI),
leaning more towards income compensation and workfare (a somewhat “low road” to Sl)
(Bengtsson, Delaporte and Jacobsson, 2017) — our own figure for ALMP per unemployed
showed contraction during the crisis (see Table A.2). Based on a stricter definition of active
policies, either as composed of spending on ECEC and ALMP or on ALMP and family, the
variation, though still positive, would be even smaller than that based on the broader definition.
Thus, the perspective from spending figures does not endorse the hypothesis of a change in the
welfare state towards activation in the post-crisis period, although Sl rubrics visibly expanded.

Table 2. Expenditure in passive (old age, survivors, incapacity) and active (ALMP,
ECEC, unemployment) policies as % of public social expenditure — OECD, regimes, and
country groups (2007-2013)



Passive Policies

Countries/Years 2007 2008 2009 2010 2011 2012 2013
Liberal Regime 30.2 30.2 29.7 29.6 30.5 31.2 317
Conservative Regime 40.7 41.3 40.8 41.1 41.7 42.0 42.2
Social Democrat Regime 38.2 38.6 38.3 37.9 38.6 39.1 39.5
LDEuropean Countries 45.9 47.0 47.7 48.6 494 50.8 48.6
LDNon-European Countries  31.3 31.9 31.6 32.3 31.6 39.0 38.8
LD OECD Countries 41.5 42.5 42.8 43.7 44.1 48.2 45.8
Asian Countries 36.4 37.4 36.6 35.7 355 36.5 36.4
Others 41.8 41.5 41.2 41.8 42.5 43.1 43.4
OECD 39.1 39.5 39.3 39.6 40.1 41.5 40.9

Active Policies

Countries/Years 2007 2008 2009 2010 2011 2012 2013
Liberal Regime 5.2 5.6 6.7 6.7 6.2 5.9 5.8
Conservative Regime 10.1 9.9 10.9 11.0 10.4 10.3 10.1
Social Democrat Regime 9.1 9.1 11.0 115 11.1 11.1 10.9
LDEuropean Countries 4.8 51 6.7 6.5 5.8 5.7 5.9
LDNon-European Countries 4.4 4.9 4.9 4.9 4.6 4.3 45
LD OECD Countries 49 5.2 6.4 6.3 5.7 54 55
Asian Countries 4.5 5.9 1.7 6.7 6.5 6.9 7.4
Others 7.1 7.4 8.9 9.3 9.0 9.0 9.3
OECD 6.9 7.1 8.5 8.6 8.1 8.0 8.2

Source: OECD SOCX (social policy areas except education). OECD Education at a Glance (education). Own
elaboration.

In summary, neither residualism, as already noted in the previous subsection, nor Sl
seems to have characterized the changes in social policy following the Great Recession with
regard to the spending variables. Because old age, with a positive average variation of 1.4 pp
of GDP, led the expansion, it seems that “coping” was the preferred strategy in response to the
demographic challenge of aging societies.

However, examining the clusters, we find that a couple of interesting moves call
attention. First, while Conservatives continue to concentrate most of their spending on passive
policies and Liberals continue to stand out as the leaner welfare states, in all respects except
health, housing, and other areas, the SDs and the Asians are where real action is taking place.

Active policies of an Sl nature stand out as an enhanced SD bet, but the Asians are
following suit, especially in the ECEC area. Additionally, regarding the SDs, an outstanding
feature is their adherence to the strategy of risk protection diversification. In fact, the SDs have
the smallest dispersion among the participation of rubrics in total social spending compared
with all the other groups. In terms of priorities, they lead in passive policy areas, such as
incapacity, as well as active areas, such as family, ECEC, and ALMP. This result seems to
confirm SD Sl as distinctive because it provides “bridges” (a mix of social security and
activation) instead of “springboards”, let alone “nets” (Morel, Palier and Palme, 2012) — the
latter two being more oriented towards crowding out social protection. In Hemerijck’s (2018)
terminology, a combination of “stock”, “flow” and “buffer” functions are ingrained in their



social policy mix. Arguably, their move towards SI seems to have been motivated by the
realization that compensatory social policies need to be backed by capacitating policies®.

Finally, the noted catch up of the LDNon-Europeans, whose variation was larger than
that of any other cluster, followed the classic repertoire, relying almost exclusively on passive
policies (viz. old age). In this period, the case of expansion of old age spending in Turkey
stands out.

Examining specific countries within groups

A closer look inside the classic welfare regimes is in order. Although the differences in
social spending roughly confirm the three worlds of welfare regimes (lceland slightly lowers
the SD average, hiding its leadership), a look inside the clusters might detect divergent moves
induced by the current crisis. Therefore, we selected six countries, two in each group, i.e., the
Liberals (US and UK), the SDs (Denmark and Sweden), and the Conservatives (France and
Germany) (Table 3). Implicit concerns to be double-checked include whether Sweden is
becoming less “Nordic” and whether the UK is moving closer to the US, as well as a frozen
Bismarckian Germany (distinct from France).

Starting with total social expenditure, all 6 countries expanded from 2007 and 2013 but,
again, not in a homogeneous manner. While the period 2007-2009 or 2007-2010 was one of
expansion and 2011 was one of decline, 2012-2013 was a period of growth for most of the
countries -- with the exceptions of both the US and the UK. The picture clearly shows an
inflection point in 2010 in the UK and in 2011 in the US’.

Denmark (4.5 pp) and France (3.5 pp) led the expansion and displayed the greatest
spending. Notably, however, the expansion of the liberal UK happened only up to 2010, as
“unprecedented cutbacks” were undertaken thereafter (cf. Hills, 2011). Also noteworthy is that
for Germany, 2013 was less good than 2010; thus, the expansion between 2011 and 2013 was
mitigated. Therefore, the race within regimes in terms of positive variation from 2007 to 2013
saw France ahead of Germany and Denmark ahead of Sweden.

For education and ECEC taken together, Denmark had the greatest increase and leads
with 7.3% of GDP. With the exception of the US, every other country inside this selection
experienced increases. ECEC continues to be mainly Nordic, with Swedish leadership,
followed closely by Denmark and both expanding in this timeframe. Other notable increases
are in France, which is closely approaching the Danish mark, and in Germany. The US
continues to be the laggard and to be falling further behind, and with twice the spending of the
US, the UK did not move in this period. Again, the Liberals are left behind, though the UK
remained well ahead of the US; additionally, France converged to the Nordic level of spending.

Table 3. Public social expenditure as % of GDP - selected OECD countries (2007-2013)

& We thank Anton Hemerijck for the remark. In fact, the Nordic countries are among the countries with the greatest
employment rates. See Figures A.2 and A.3.

7 In the case of the US, family, ALMP, housing assistance, unemployment, and other areas were the areas most
affected. For the UK, those areas were incapacity, health, ALMP, unemployment, and other areas.



Countries/Years 2007 2008 2009 2010 2011 2012 2013

United States 20.5 212 233 240 23.6 232 230
United Kingdom* 195 209 230 22.8 224 225 219
France 32.6 32.8 354 354 35.1 35.6 36.1
Germany** 21.7 27.8 - 29.8 285 28.3 28.5
Denmark 30.5 30.9 34.5 35.2 34.7 34.9 35.0
Sweden 30.6 30.7 33.1 315 30.9 319 325

Source: OECD SOCX (social policy areas except education). OECD Education at a Glance (education). Note:
Education data are not available for 2007. The data displayed in the first column are based on the education
statistics for 2008.

Note: *The data for the UK do not consider education because for this country, this information is not available
from 2007 to 2011. Education spending as % of the GDP for 2012 and 2013 amounts to 4.6 and 4.9, respectively.
Therefore, for these two years, public social expenditure (considering education) amounts to 27.1 (2012) and 26.8
2013).

f\lote: )**The data for Germany are not displayed in 2009 because for this year, education data are not available.

Again, in policy areas such as old age, health, and family, all 6 countries increased their
spending, and Denmark and France led within their respective clusters®, while the UK was
ahead of the US in incapacity and family but not in health and other areas. In fact, in regard to
family policies, the UK stands out not only compared with the US but also more generally
within the 6-country selection, being even somewhat ahead of the big spenders Denmark and
Sweden. Additionally, France has been spending substantially in the family area, emphasizing
childcare-related cash benefits (Askenazy and Palier, 2018; Fremeux and Piketty, 2013).
Similarly, in Germany, commentators see a paradigm shift in the recent change in family
policies towards defamiliarization (Ferragina and Seeleib-Kaiser, 2014). The US, on the other
hand, does not seem to have followed suit, with no maternal or parental paid leaves for
childcare to date (idem). In regard to other areas, cash benefits amount to the leading spending
everywhere. In the US and the UK, benefits such as the earned income tax credit and food
stamps in the US and the child tax credit in the UK, have become more important since 2007.
In the case of the US, this increased importance seems to have resulted from a decision to
respond to the crisis with already existing policy instruments, such as tax cuts and extensions
of Medicaid and food stamps (cf. Daguerre, 2011).

Regarding unemployment-related spending, the US, the UK and France saw increases,
but Germany and Sweden underwent decreases, though Germany remains the leader. This
result partly reflects different evolutions of the unemployment rates. While France witnessed
an almost continuous rise up to 2013, reaching just below 10%, Germany, by contrast, saw a
declining rate after 2009, to a level just above 5%, the lowest level in the 6-country selection.
More tellingly, only Denmark and Sweden, which were already the largest spenders (with
Denmark ranking first), increased their investment in ALMP. The picture changes somewhat
when ALMP per unemployed is considered: Germany appears to have shifted between 2007
and 2013, increasing its spending by 35.2%, while France did the exact opposite. The US
remains the isolated outlier in this policy area, while France, the second highest spender, behind
the Nordic countries (but with half their spending), declined somewhat. The same happened
with the UK. In terms of absolute levels, the Liberals were behind, and the Nordic countries
found themselves isolated at the top within the European group.

8 However, Sweden, Denmark and Germany decreased the per recipient indicator of old age spending, while the
other countries increased it.



In terms of passive versus active policies, the passive group increased its weight only
in the US, the UK and France, where it reached the highest proportion, 44.3% of total social
spending. Regarding the active group, the ALMP + ECEC + unemployment triad increased its
participation in the leader, Sweden (because of ALMP and ECEC), the US (exclusively
because of unemployment), and France (mainly because of unemployment). ALMP increased
in importance only in the Nordic countries, with Denmark being the leader — while France and
the UK lead within the Conservative and the Liberal groups, respectively. Again, as noted, the
perspective on Germany changes if ALMP spending per unemployed is considered. Regarding
family, the within-group differences are noteworthy, with declines in the US (versus a climb
in the leader, the UK), France (versus a climb in Germany), and Denmark (versus a climb in
the leader, Sweden) — the US remains the outlier in the selection.

Overall, the spending variables for the 6-country selection did not confirm expectations
such as [1] convergence to the liberal US within the Liberal cluster — an immovable US
contrasted with a more active UK (until 2010), especially in active policies, where increases in
family diverged from decreases in the US; [2] regarding family policy, a frozen Germany —
quite the opposite, although France leads, the Germans faced the crisis by moving closer,
triggering an important shift in family and labor market policies; and [3] Sweden’s departure
from the SD cluster — not at all, in spite of Danish leadership, the Swedish increased their
spending and are well aligned with Danish priorities, in both active policies and the risk
protection diversification strategy. Finally, a closer look at France is in order, as its spending
level is nearing that of Denmark. France continues to place its bets mostly on classic
contributory policies, such as old age and survivors’ (but also health and unemployment,
displaying the highest unemployment level and upward variation in the 6-country selection),
while the Danish lead in all the remaining areas, especially education, incapacity, ALMP and
family, in keeping with their tradition of covering the greatest number of risks, regardless of
contributions. An additional perusal would note, in the French case, the emphasis on
compensatory policies coupled with a weak labor market (the lowest level of employment in
the selection) and, in the Danish case, a policy mix that supports a strong labor market (the
highest employment rate in the selection).

We complemented this information with information from a different database, the
Comparative Welfare Entitlements Dataset (CWED2). We focused on changes in 10 major
indicators of the coverage, duration, replacement rates and qualification requirement for
pensions, unemployment and sickness for those 6 countries over the 2007-2011 period®. The
picture that emerges is one of diverging patterns within the groups, with Denmark, France and
the UK having more expansions than contractions (for Denmark, 5 versus 2; for France, three
versus one; for the UK, 4 versus 2) and the opposite happening with Sweden, Germany and the
US (respectively, 6 contractions and zero expansions; 4 contractions and 1 expansion; and 4
contractions and 2 expansions) (Figure 2).

In summary, we track retrenchment in entitlements, but the more important changes
had already started back in the 1980s and 1990s, and the recent variations were generally small

® In the Appendix, we show the changes in all 22 indicators in the database. Ultimately, Denmark (18), France
(12), Germany (12) and the UK (17) either maintained or expanded most of their entitlements, while Sweden (9)
and the US (7) did so in less than half of the indicators.



(an important exception was the duration in the unemployment insurance in Denmark, from 4
to 2 years). All countries except Sweden have planned long-term increases in the minimum age
eligibility for public pensions. In the ranking of generosity, Denmark is first (sickness
coverage, minimum pension replacement rate; pensions coverage and unemployment
insurance duration), France is second (unemployment insurance replacement rate,
unemployment coverage and unemployment insurance duration, the same as Denmark), and
Sweden (sickness qualification requirement, sickness benefit duration) and Germany are third
(sickness replacement rate, standard pension replacement rate). Nevertheless, in the Danish
case, risk protection diversification stands out, while France’s generosity seems mostly
attached to the risk of unemployment. Bearing the regime features in mind, we encounter no
surprises thus far.

Table 4. Expenditure by social policy area — selected OECD countries (2007/2009/2013)

UsS UK
% Public Social % Public Social

Areas % GDP Expenditure Areas % GDP Expenditure
2007 2013 | 2007 2013 2007 2013 | 2007 2013

Health 7.0 80 | 337 349 Health 6.5 71 | 263 267
Old Age 51 6.3 | 248 273 Old Age 5.7 6.5 | 233 244
Educationt 4.6 42 | 231 182 Family 3.2 38 | 131 142
Incapacity 1.2 14 5.8 6.2 Incapacity 1.8 2.0 7.5 7.4
Family 0.7 0.7 3.4 3.0 Housing 11 1.4 4.4 5.4
Survivors 0.7 0.7 3.3 3.0 ECEC 0.8 0.8 3.1 2.8
Other Areas 0.5 0.9 2.6 3.9 Other Areas 0.5 0.4 1.9 1.4
ECEC 0.4 0.4 1.8 15 ALMP 0.3 0.2 1.2 0.8
Housing 0.3 0.3 1.3 1.2 Unemployment| 0.2 0.3 0.9 1.2
Unemployment| 0.3 0.4 1.2 1.9 Survivors 0.1 - 0.5 0.2
ALMP 0.1 0.1 0.6 0.5 Educationt - 49 | 209 183
Total* 20.5 23.0 | 100 100 Total* 195 26.7 | 100 100




France Germany
% Public Social % Public Social
Areas % GDP Expenditure Areas % GDP Expenditure
2007 2013 | 2007 2013 2007 2013 | 2007 2013
Old Age 10.7 126 | 327 348 Old Age 8.3 82 | 298 289
Health 7.9 86 | 241 239 Health 7.2 79 | 260 279
Educationt 4.6 46 | 145 127 Educationt 3.6 3.7 | 131 13.0
Family 2.8 2.9 8.6 8.1 Survivors 2.0 1.9 7.4 6.7
Survivors 1.6 1.7 4.9 4.7 Incapacity 1.8 2.1 6.5 7.2
Incapacity 1.6 1.7 4.8 4.8 Family 1.8 2.2 6.5 7.6
Unemployment| 1.3 1.6 4.0 4.5 Unemployment| 1.3 1.0 4.8 3.6
ECEC 1.1 1.3 3.2 3.5 ALMP 0.8 0.7 3.0 2.3
ALMP 0.9 0.9 2.8 2.4 Housing 0.6 0.6 2.3 2.1
Housing 0.7 0.8 2.3 2.3 ECEC 0.4 0.6 1.3 2.0
Other Areas 0.5 0.7 1.4 1.9 Other Areas 0.1 0.2 0.5 0.6
Total* 326 36.1 | 100 100 Total* 27.7 285 | 100 100
Denmark Sweden
% Public Social % Public Social
Areas % GDP Expenditure Areas % GDP Expenditure
2007 2013 | 2007 2013 2007 2013 | 2007 2013
Old Age 84 101 | 274 289 Old Age 8.5 96 | 275 29.4
Health 5.8 6.7 | 188 19.1 Health 6.0 6.6 | 19.5 20.1
Education® 5.6 6.0 | 187 171 Educationt 51 52 | 17.1 15.8
Incapacity 4.6 47 | 149 135 Incapacity 4.7 43 | 154 13.1
Family 3.6 3.7 | 116 104 Family 3.2 36 | 104 11.2
ALMP 1.3 1.8 4.1 5.2 ECEC 1.3 1.6 4.3 5.0
ECEC 1.2 1.4 4.0 3.9 ALMP 1.0 14 3.2 4.2
Other Areas 0.7 1.3 2.3 3.8 Unemployment| 0.6 0.5 2.1 1.4
Housing 0.6 0.7 2.1 2.0 Other Areas 0.6 0.7 1.8 2.2
Survivors - - 0.1 0.1 Survivors 0.5 0.4 1.7 1.2
Unemployment| - - - - Housing 0.4 0.5 15 1.4
Total* 30.5 350 | 100 100 Total* 30.6 325 | 100 100

Source: OECD SOCX (social policy areas except education). OECD Education at a Glance (education). Own

elaboration.

Note: !Education data for 2007 are not available; the data displayed in the first column are for 2008. Additionally,
for the indicator of education as % of public social expenditure, the education statistics for 2007 are considered
equal to those for 2008.
Note: *To avoid double counting, the total amount does not consider ECEC, as ECEC is already included in

family.

Figure 2. Unemployment, sickness and pension entitlement indicators — selected OECD
countries (2007-2011)
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Source: Comparative Welfare Entitlements Dataset (CWED2). Own elaboration.
Note: Data were not displayed for countries whose data were not available.

3. Funding




Given the expansion in expenditures, how have welfare states been funded? Has
taxation become less progressive? These are the questions we address in this section, first by
examining clusters and then by investigating selected countries.

The broad picture

One way to obtain additional funding is by increasing the participation of social
expenditures in general government expenditures. In fact, this increase happened at the level
of the OECD area and in every cluster or group that we investigated — following a trend that
dates back to the 1990s. From 2007 to 2013, public social expenditure climbed from 56.6% to
58.5% of total government expenditures — surpassing the 50% mark proposed by Goran
Therborn (Therborn, 1983) as being distinctive of true welfare states. In 2013, the variation
among country groups was not substantial: it ranged from 52.4% in the Asians to 62.4% in the
Conservatives, and in 4 out of 6 groups, it varied from 53.1% to 59.7%. The bottom line seems
to be that above all else, contemporary states are becoming increasingly social states. (Table
5)

An examination of the six selected countries shows essentially the same pattern
being reinforced in the post-crisis era, with every country except Germany making more room
for the social state within the state’s overall attributions (Table 5). Now, the other source of
funding is taxation. Distinct from social expenditures, for which the most recent observed data
in the OECD database are for 2013, for taxation, we have good information up to 2016. The
figures document that from 2007 to 2016, there was a slight growth in the tax burden, from
33.7 to 34.5% of GDP, although that move was not homogeneous among the country groups.
The largest increase was in the LD countries, a rise of 2.3 pp, while the Liberals, at 30.7%, and
the SDs, at 41.7%, in 2016 witnessed .3 and 1 pp decreases, respectively. SDs and
Conservatives led with the greatest tax burden, 41.7% of GDP.

Therefore, to translate this dynamic into the common jargon of the welfare state and
development literature, the figures prima facie do not support the hypothesis of a “race to the
bottom”, as in the so-called efficiency thesis, according to which domestic redistribution would
be hindered by globalization (for a discussion, see Seelkopf and Lierse, 2016); if anything,
there is perhaps a “growth to limits”, bearing the SDs in mind, and the seeming “catch up” of
the LD countries, with the LDEuropeans moving faster than the LDNon-Europeans within the
latter group.

Arguably, however, the challenge of sustaining increased social spending might be met
by less progressivity; thus, the hypothesis of tax competition, according to which nation states
would engage in tax cuts on mobile capital and tax hikes on “poorer sections of society” (Tax
Justice Network, 2014, apud Seelkopf and Lierse, 2016) to compensate, should not be
discarded. Accordingly, an investigation into the composition of the tax burden is imperative.
Such an investigation involves tracking moves from direct to indirect taxes, from corporations
to people, and from employers to employees. Moves in the marginal rates related to these
different positions should also be sought.

However, the results obtained from the data show that direct taxes continue to be more
important than indirect taxes (the LD countries, which mostly and increasingly rely on indirect
taxes, are an exception), though their weight decreased (from 34.86% to 32.13%), while that



of indirect taxes (somewhat) and SSC (more significantly) saw the largest increases following
the crisis. Ultimately, funding, though still progressive, became less direct than it used to be,
as more of it came from indirect taxes and contributions. This result holds true for most groups
(Table 7).

In terms of the ranking of tax categories, the tax composition remains the same as that
noted in the previous literature on welfare state regimes (see, for instance, Kerstenetzky, 2012;
2017; Castles et al., 2010); thus, crisis management did not change this aspect. Thus, in regard
to the participation of direct taxes in the tax burden, the Liberals are the leaders (44.13%),
alongside the SDs as coleaders (43%); in regard to the share of indirect taxes, the SDs are the
leaders (31.18%); and in regard to the share of SSC, the Conservatives are the leaders (34.69%).

In addition, a closer look at the evolution of these taxes shows that while both
employers and employees are now contributing more to SS and that employers continue to bear
the greatest burden, the proportion has changed somewhat, as the variation has affected
employees more than employers. In fact, the extra 1.5 pp contribution of SS to the tax burden
mostly came from employees (1.0 pp). For direct taxes, there was a shift from corporate to
personal taxes. Indeed, while the latter barely gained more prominence (from 23.7% to 23.8%),
the former experienced a more important reduction (from 11.2% to 8.3%).

These changes partly reflect changes in the marginal tax rates (they also partly reflect
what is happening in the tax base): in fact, personal income and indirect tax rates climbed (from
40.9% to 41.05% and from 17.7% to 19.23%, respectively), while corporate rates declined
(from 26.6% to 24.2%). Regarding the rates of contributions to SS, their growth affected
employers (less than 1 pp) and employees (almost 2 pp) to different extents.

Overall, although the relative shift from direct to indirect taxes and to SSC — and within
the latter, from employers to employees — suggests less progressive funding, its magnitude has
not been sufficient to reverse the progressivity of taxation. Additionally, in regard to the move
from corporate to personal direct taxes, it is not obvious what the direction was in terms of
incidence, whether progressive or not. It is true that corporations are paying a lesser share of
the funding of the social state, but the progressivity of personal income taxes increased; thus,
as persons, those who receive dividends are having to contribute more. Therefore, the taxation
story that our figures tell also seems to be one of “coping”, with marginal regressive changes
being implemented to match the challenge of increasing spending.

Table 5. Public social expenditure as % of total general government expenditures —
OECD, regimes, country groups, and selected OECD countries (2007-2013)



Countries/Years 2007 2008 2009 2010 2011 2012 2013

OECD 56.6 55.2 56.4 56.1 56.9 57.9 58.5
Liberal Regime 58.9 57.3 58.1 56.5 575 58.7 59.7
Selected Countries
United States 56.1 54.6 55.5 55.9 56.1 57.2 58.9
United Kingdom 56.4 54.9 56.9 57.3 58.0 58.5 60.0
Conservative Regime 61.7 60.8 60.8 61.2 61.4 61.5 62.4
Selected Countries
France 62.6 61.9 62.3 62.8 62.8 62.7 63.2
Germany 64.7 63.8 64.7 63.1 63.7 63.7 64.0
Social Democrat Regime 59.8 56.3 58.6 58.4 59.1 59.1 59.7
Selected Countries
Denmark 61.9 61.2 60.8 61.7 61.0 59.8 61.9
Sweden 61.9 61.0 62.3 61.5 61.1 61.7 62.2
LDEuropean Countries 52.0 51.4 52.8 535 53.5 53.7 53.1
LDNon-European Countries  46.1 413 43.9 44.7 46.3 - -
LD OECD Countries 50.7 49.1 50.8 515 519 53.7 53.1
Asian Countries 47.9 47.1 47.9 50.9 50.8 513 524
Others 58.8 58.5 50.4 57.6 59.4 59.7 59.4

Source: OECD SOCX (social policy areas except education and general government expenditures). OECD
Education at a Glance (education). Own elaboration.

Table 6. Tax revenue as % of GDP — OECD, regimes, country groups, and selected OECD
countries (2007-2016)

Countries/Years 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
OECD 33.7 33.0 32.3 32.5 32.8 33.3 33.6 33.9 34.0 34.5
Liberal Regime 311 30.0 28.5 28.5 28.9 29.4 29.5 29.8 30.4 30.7

Selected Countries
United States 26.7 25.7 23.0 235 239 24.1 25.7 25.9 26.2 26.0
United Kingdom 33.2 32.6 31.6 32.6 33.5 32.8 32.6 32.2 32.5 33.2
Conservative Regime 39.4 39.8 39.3 39.4 39.8 40.6 41.3 41.5 41.6 417
Selected Countries
France 42.4 42.2 413 42.0 432 443 45.2 453 452 453
Germany 34.9 35.4 36.1 35.0 35.7 36.4 36.8 36.8 37.1 37.6
Social Democrat Regime 42.8 41.3 40.6 40.8 41.2 415 41.6 42.5 41.6 417
Selected Countries
Denmark 46.4 44.8 45.0 44.8 44.8 45.5 45.9 48.6 45.9 45.9
Sweden 45.0 44.0 44.1 43.2 42.5 42.6 42.9 42.6 43.3 44.1
LDEuropean Countries 323 321 318 315 317 323 329 333 33.9 34.8
LDNon-European Countries  19.5 19.2 17.9 19.3 20.1 19.8 19.7 19.5 20.6 21.0
LD OECD Countries 284 28.2 27.6 27.8 28.2 28.6 28.9 29.1 29.9 30.7
Asian Countries 26.2 26.0 24.9 25.0 25.8 26.5 26.6 274 28.0 26.3
Others 34.5 33.4 32.8 33.0 33.1 33.7 34.0 33.8 33.2 33.3

Source: OECD Stats. Own elaboration.

Table 7. Tax revenue as % of total taxation — OECD, regimes and country groups

(2007/2009/2013/2016)



OECD

Taxes and Contributions/Years 2007 2009 2013 2016

Direct Taxes 34.9 323 326 321

Social Security Contributions 25.3 27.2 26.7 26.8

Taxes on Payroll and Workforce 2.3 25 2.7 2.7

Taxes on Property 54 54 54 54

Indirect Taxes 30.9 313 314 318

Others 13 13 11 12

Liberal Regime Conservative Regime
Taxes and Contributions/Years 2007 2009 2013 2016 Taxes and Contributions/Years 2007 2009 2013 2016
Direct Taxes 474 43.3 44.1 44.1 Direct Taxes 29.0 27.0 28.0 284
Social Security Contributions 171 18.7 17.6 18.2 Social Security Contributions 337 353 35.2 347
Taxes on Payroll and Workforce 31 33 33 19 Taxes on Payroll and Workforce 4.4 49 5.0 5.0
Taxes on Property 8.9 9.9 9.3 9.6 Taxes on Property 4.6 44 4.6 49
Indirect Taxes 235 248 256 26.0 Indirect Taxes 26.9 27.0 26.0 26.0
Others - 0.1 0.1 0.1 Others 15 15 11 1.0
Social Democrat Regime LDEuropean Countries
Taxes and Contributions/Years 2007 2009 2013 2016 Taxes and Contributions/Years 2007 2009 2013 2016
Direct Taxes 459 444 44.0 43.0 Direct Taxes 24.6 23.2 22.6 22.6
Social Security Contributions 16.3 17.1 17.0 17.7 Social Security Contributions 325 345 334 324
Taxes on Payroll and Workforce 2.1 31 40 3.9 Taxes on Payroll and Workforce 0.8 0.9 11 16
Taxes on Property 35 3.6 3.8 3.6 Taxes on Property 29 3.0 3.6 3.2
Indirect Taxes 319 311 304 312 Indirect Taxes 388 379 386 38.0
Others 0.2 0.7 0.9 0.6 Others 0.5 0.6 0.6 22
LDNon-European Countries Asian Countries

Taxes and Contributions/Years 2007 2009 2013 2016 Taxes and Contributions/Years 2007 2009 2013 2016
Direct Taxes 353 30.2 320 271 Direct Taxes 34.0 29.0 308 312
Social Security Contributions 14.3 16.1 16.5 17.8 Social Security Contributions 28.6 321 336 26.2
Taxes on Payroll and Workforce 19 20 2.3 Taxes on Payroll and Workforce 0.2 0.2 0.3 0.3
Taxes on Property 3.6 3.7 35 4.9 Taxes on Property 10.9 10.9 9.6 116
Indirect Taxes 428 46.1 43.9 48.6 Indirect Taxes 24.6 254 24.1 28.1
Others 21 19 17 16 Others 17 24 16 26

Source: OECD Stats. Own elaboration.

Changes in taxation in selected countries

Turning to our country selection, we can see more variation. First, only France and
Germany expanded their tax burden, and substantially so (almost 3 pp of GDP) — thus, taxation

has become more important as a source of funding™°.

The UK maintained its level of taxation; thus, it may have counted more on the relative
expansion of social expenditure within the general public expenditure than on extra taxation to
fund its increases in the former (this extra weight reached 3.5 pp of general expenditure).

10 In the case of France, commentators point out that the increased tax burden has become less progressive — a
move, however, that preceded the post-crisis period. See Bozio et al. (2012); Cazenave et al. (2012); Fremeaux

and Piketty (2013).



Denmark and Sweden, alongside the US, retracted somewhat*!; again, for them, the
enhanced share of social spending in total public spending was key to welfare state expansion.
In the case of the US, the additional share of public social spending amounted to as much as
2.8 pp, more than compensating for the decline in the tax burden, to finance 2.5 pp of GDP of
additional social expenditure between 2007 and 2013.

In the Nordic group, Denmark, with the greatest tax burden (45.9%), is ahead of
Sweden (44.1%), while in the Liberal group, the UK (33.2) is well ahead of the US (26.0%),
and in the Conservative group, France (45.3%, moving closer to Denmark) is well ahead of
Germany (37.6%). This ranking has not changed in the post-crisis era. However, the German
and, in particular, the French expansions, both mainly backed by the expansion of SSC, with a
diminishing share of employer contributions, are notable. In the Conservative group, increases
in employee marginal rates happened in France (though the employer rate is still twice that of
the employee rate) but not in Germany (though the employee rate is slightly above that of the
employer rate), where the expansion in SSC was probably due to an enhanced contribution
base.

Following the OECD average, most of the countries in our selection increased both
their SSC (Sweden is an exception, and the data for Denmark hide the fact that most SSC are
under the heading of income taxes and are thus progressive) and their individual income tax
rates (the exception is Denmark; Sweden climbed to 57.1%, up from 56.8% in 2007) while
decreasing their corporate tax rates (which were kept constant only in the US and France).
Notably, the highest corporate rate is in the US (40%; almost the same as the individual income
tax rate, 39.6%), while the lowest such rates are in Denmark and Sweden (22%; but the
individual tax rates amount to 56.4% and 57.1, respectively). Regarding indirect taxes, they
have climbed as a proportion of the tax burden only in the UK (which decreased the share of
direct taxes) and Sweden (which instead decreased both SSC and direct taxes).

Interestingly, direct taxes became more prominent in the US (48.8%), Germany
(31.9%) and Denmark (62.5%) and less so in the other countries (UK: 35.7%; Sweden: 35.7%);
thus, they became more prominent precisely in the countries where they already stood out,
considering the regimes to which they belong. Regarding direct taxes, the high level of
Denmark (and the low level of the UK) somewhat mitigates the widespread notion that SDs
rely less on direct taxes than do Liberals (Castles et al., 2010)*2,

A crude estimation in terms of tax incidence, with an exclusive focus on the shares of
direct and indirect taxes, suggests neutral moves in the US, France and Sweden, regressive
moves in the UK, and progressive moves in Germany and Denmark. As an aside, high tax
burdens may hide very different compositions: France and Sweden illustrate this point.
Therefore, while France relied more on indirect taxes than on direct taxes, the opposite was
true for Sweden. Sweden also has much higher marginal individual income tax rates (57.1%

11 While Sweden abolished the wealth tax in 2007, the US cut taxes in 2009 to deal with increasing poverty; tax
credits, such as the making work pay tax credits, are notable. See Daguerre (2011) and Freeman et al. (2010).

12 It is true that the SDs Sweden and Denmark also rely much less on property taxes than do the US and the UK,
both Liberals. However, if we add direct taxes to property taxes as a % of GDP for the four countries, then we
continue to see the SDs ahead of the Liberals in terms of the contribution of prima facie progressive taxes (direct
taxes plus property taxes) to redistribution. The figures are 30.3% of GDP for Denmark, 16.9% for Sweden, 16.3%
for the UK and 15.3% for the US. An important caveat is that in Liberal countries, property taxes are not
progressive; however, in SD countries, they are.



versus 45%) and lower corporate (22% versus 33.3%), employer (31.4% versus 43.4%) and,
in particular, employee rates (7% versus 22.4%) than France has. Additionally, the Nordic
country has a higher indirect tax rate (25% versus 20% in France). In this respect, the major
importance of SSC for the funding of France’s social state (37.0%) — as opposed to direct taxes,
which are the major tax rubric in Sweden (35.7%) — confirms France’s classification under the

Conservative welfare state heading.

In summary, the story told by specific countries does not differ much from the story
told by the average: taxation has not shrunk significantly (it has actually increased in Germany
and France), progressivity still seems in place (a regressive move was detected only in the UK),
and the country-specific tax mix still justifies the inclusion of countries in the classical welfare
state clusters (in particular, no shift was detected towards the lean Liberal group).

Table 8. Tax revenue as % of total taxation — selected OECD countries
(2007/2009/2013/2016)
Us UK
Taxes and Contributions/Years 2007 2009 2013 2016 Taxes and Contributions/Years 2007 2009 2013 2016
Direct Taxes 48.3 40.3 47.1 48.8 Direct Taxes 39.8 38.6 35.6 35.7
Social Security Contributions 235 212 241 240 Social Security Contributions 18.3 19.7 18.7 18.9
Taxes on Payroll and Workforce - - - - Taxes on Payroll and Workforce - - - -
Taxes on Property 114 14.1 113 10.2 Taxes on Property 125 122 123 12.6
Indirect Taxes 16.8 184 175 17.0 Indirect Taxes 29.0 29.1 329 322
Others Others
France Germany
Taxes and Contributions/Years 2007 2009 2013 2016 Taxes and Contributions/Years 2007 2009 2013 2016
Direct Taxes 239 20.7 245 235 Direct Taxes 312 289 30.8 319
Saocial Security Contributions 37.1 394 37.0 37.0 Social Security Contributions 36.6 38.6 37.8 37.7
Taxes on Payroll and Workforce 2.8 3.2 35 3.4 Taxes on Payroll and Workforce - - -
Taxes on Property 79 8.0 84 91 Taxes on Property 25 23 25 28
Indirect Taxes 249 25.2 24.0 24.5 Indirect Taxes 29.3 29.8 285 27.1
Others 33 34 24 24 Others
Denmark Sweden
Taxes and Contributions/Years 2007 2009 2013 2016 Taxes and Contributions/Years 2007 2009 2013 2016
Direct Taxes 60.1 61.3 62.7 62.5 Direct Taxes 387 352 34.6 35.7
Social Security Contributions 0.2 0.1 0.2 0.1 Social Security Contributions 26.2 24.6 233 22.8
Taxes on Payroll and Workforce 05 05 0.7 0.6 Taxes on Payroll and Workforce 5.6 85 10.6 10.6
Taxes on Property 39 4.0 39 4.0 Taxes on Property 24 24 25 24
Indirect Taxes 349 336 322 323 Indirect Taxes 26.6 289 28.6 282
Others Others 0.1 0.1 0.1 0.1

Source: OECD Stats. Own elaboration.

4. Effectiveness

In this section, we track the redistributive impact of the welfare state, first, in terms of its
contribution to declines in poverty rates and reductions in inequality indices. Our simple and
widely used indicators for poverty and inequality are the proportion of the population living on



50% of the median income or less and the Gini index, respectively. We also document welfare
state redistributive effort in each case as the difference between market and post-fisc poverty
(the unit is the percentage of population) and that between market and post-fisc inequality (the
unit is Gini pp). We proceed by investigating the OECD average, the group averages and the
averages of the selected countries, as defined.

Poverty and inequality

A common reality in the OECD area was the increase in market poverty, even with the
GDP recovery after 2009; thus, prosperity was not shared and even coexisted with further
exclusion (Table 9). From 2007 to 2012, the most recent year with complete information,
poverty increased 4 pp to almost one-third of the population. In this respect, only the Liberal
cluster did not worsen. Our country selection, however, shows both the US and the UK
experiencing hikes in poverty, alongside France (the highest rate), Germany and Denmark (the
lowest rate). Sweden was the only positive exception.

When government taxes and transfers are taken into account, the picture changes, as
fiscal redistribution continues to be able substantially to reduce poverty, showing a reduction
of 20.5 pp from the brutal figure of 30% to 11.5% of the population. However, post-fisc poverty
increased somewhat, up to 11.5% from a rate of 10% in 2007. This increase happened in every
group except the SDs; in this group, post-fisc poverty, which was already the lowest, further
declined in 2012.

Thus, ultimately, while welfare state redistribution effort increased in the post-crisis
era, on average and in all groups except the Liberal cluster, this increase was generally not
sufficient to outweigh the variation in market poverty.

The analysis of individual countries reveals a couple of nuances (Table 9). Distinct
from the Liberal cluster as a whole, post-fisc poverty declined in the US and the UK. However,
it increased in France, Germany (following the behavior of the Conservative group), and
Sweden (in contrast to the SD group), while it stabilized in Denmark. With the exception of
Sweden, these unsatisfying outcomes were compatible with increased welfare state effort. In
fact, in the case of France, Germany and Denmark, an increased effort was unable to deliver a
declining poverty rate. However, the increased effort achieved positive outcomes in the US
and the UK, while a lesser effort in Sweden in 2011 compared with 2008 translated into a
greater post-fisc poverty (given that market poverty did not grow there in this period). The case
of Denmark is the only one in which the variation in market poverty was equivalently matched
by the extra welfare state effort.

Turning to inequality, we find that its evolution, as measured by the Gini index, was
very similar to that of poverty with regard to both market and post-fisc inequality (Table 10).
Thus, market inequality increased 5 pp of Gini from 2007 to 2011/2012, underlining the
strongly regressive feature of the post-crisis period. This increase happened in every country
group except the Asians. The picture provided by our country selection is essentially the same,
with every country becoming more unequal in this period and with the UK (.52) remaining
ahead of the US (.50), Sweden (.44) remaining ahead of Denmark (.43), and France being on
equal footing with Germany (.51). As expected, Liberals continued to be the leaders in market
inequality, while SDs remained the laggards in this respect.



Post-fisc inequality stabilized but not in all groups or countries, having substantially
decreased in the Conservatives and the SDs (3 pp of Gini). The lowest level, a Gini of .24 in
2013, is in the SDs.

Again, as in the case of poverty, welfare state redistribution effort increased
substantially, from .15 to .20 Gini points. The Conservatives, the LDEuropeans, the Asians,
and the group of Others followed this path. The greatest effort was undertaken by the
Conservative group.

At the country level, post-fisc inequality increased in the US (ahead of the UK in the
Liberal group), in France (ahead of Germany among the Conservatives) and in Sweden (ahead
of Denmark among the SDs), while it declined in Germany and maintained its status quo in
Denmark (still the least unequal). Regarding welfare state effort, it climbed in all countries
except Germany, where it remained the same, and Sweden, where it decreased in 2010 and
2011. With the greatest effort (.21), Germany is followed by Denmark (.18) and the UK (.18).
The US remained the laggard, with an effort of .12 points of Gini (Table 10).

In summary, welfare state extra effort in the post-crisis tried to keep pace with the
evolution of market poverty and inequality and barely succeeded. Of course, were it not for
this extra effort, these indicators would be far larger and more appalling than they ultimately
are. The SDs continued to be able to rein in market-led concentration but, again, only with
increased effort. On the other hand, the Liberals, despite experiencing the greatest increases in
market poverty and inequality, did not raise their redistributive level; thus, the post-fisc
indicators continued to rise. However, the country-level analysis shows that this was not quite
true for post-fisc poverty, were both the US and the UK saw declines; however, regarding post-
fisc inequality, it remained essentially the same in both countries — though the UK had to put
forth extra redistribution effort. An interesting aspect that this divergence between the US and
the UK suggests is that market forces seem to deliver worse poverty and inequality indicators
in the latter country than in the former. A similar dynamic is detectable in the comparison
between Sweden and Denmark.

Table 9. Market and post-fisc (between parentheses) poverty rates — OECD, regimes,
country groups, and selected OECD countries (2007-2012)



Countries/Years 2007 2008 2009 2010 2011 2012

OECD 26.3(10.2) 27.3(11.1) 283(11.0) 29.2(11.2) 28.3(11.2) 30.1(115)
Liberal Regime 27.3(134) 265(13.1) 27.3(12.7) 28.4(13.4) 25.9(129) 27.2(15.6)
Selected Countries
United States -(17.6) 27(17.3) 247(165) 28.4(17.4) 284(17.1) 283(17.4)

United Kingdom 30.7(11.3) 31.3(10.9) 31.3(9.9) 31.9(10.0) - -

Conservative Regime 27.1(78) 29.8(8.0) 306(85 31.1(84) 335(86) 29.4(8.7)
Selected Countries

France -(7.2 326(7.2) 340(75 347(7.9) 350(8.0) -

Germany -(8.4) 321(85) 321(95 323(88) 329(8.7) -

Social Democrat Regime 226(6.8) 23.7(74) 257(73) 26.0(72) 257(74) 26.7(6.4)
Selected Countries

Denmark 221(6.1) 220(66) 233(64) 244(60) 24.7(6.0) -

Sweden - 265(84) 280(87) 27.8(9.1) 265(9.7) -

LDEuropean Countries 278(117) 285(12.7) 311(109) 31.3(1L7) 315(120) 32.3(118)
LDNon-European Countries - (17.0)  -(209) 23.6(18.9) 224(19.8) 22.4(185) 27.4(21.4)
LD OECD Countries 27.8(125) 285(138) 30.0(127) 30.0(137) 29.2(136) 316 (13.0)
Asian Countries 164 (14.8) 16.8(152) 246(157) 17.3(149) 17.3(152) 24.7(154)
Others 289(75) 298(105) 28.7(105) 320(11.0) 29.4(10.9) 33.1(8.9)

Source: OECD Stats. Own elaboration.

Table 10. Market and post-fisc (between parentheses) Gini inequality — OECD, regimes,
country groups, and selected OECD countries (2007-2013)

Countries/Years 2007 2008 2009 2010 2011 2012 2013
OECD 45(30)  46(31)  .47(31)  47(31)  A47(31)  .48(31) 50 (.30)
Liberal Regime A7 (.35) A7 (.34) 48 (.34) A48 (.34) A7 (.34) .48 (.36) -

Selected Countries
United States -(.38) 49 (.38) .50 (.38) .50 (.38) 51 (.39) 51(.39) -
United Kingdom 50(.34)  51(34)  52(35)  .52(.34) - - -
Conservative Regime 45 (.29) A7 (.28) A7 (.28) A48 (.28) .50 (.29) 46 (.27) 49 (.26)
Selected Countries
France - (:29) 48(29)  49(29) 51(.30) .51(.31) - -
Germany - (:30) 49(29)  49(29) 49(.29)  51(29) - -

Social Democrat Regime 42 (.27) 42 (.26) 43 (.26) 43 (.26) 43 (.26) 44 (.26) .39 (.24)
Selected Countries

Denmark A1(.25)  41(24)  41(24)  43(25)  .43(.25) - -
Sweden - A4A3(26)  44(27) A4 (27)  44(27) - -
LDEuropean Countries A7 (.32) A48 (.32) 49 (.31) 50 (.32) .50 (.32) .50 (.31) 51(.33)
LDNon-European Countries - (.41) - (48) .54 (.46) A48 (.44) .50 (.46) - (48) -
LD OECD Countries A7(33)  48(35)  50(35)  .49(35)  .50(.35) 50 (.34) 51(.33)
Asian Countries 34(31) .34(31)  42(33)  .34(31)  .34(3) 41 (.32) -
Others A7(27)  48(29)  .48(30) .49(29)  .48(.30) 51 (.29) .50 (.28)

Source: OECD Stats. Own elaboration.

Discussion and conclusion



The sole analysis of the aggregate OECD (and the KPMG and CWED?2) data does not
allow us to speak of upfront retrenchment: aggregated and disaggregated expenditures and
public funding continued to rise in the post-crisis period, keeping the hallmark programs of the
welfare state in place. New areas saw a modest increment, the most important being the
increment in ECEC, but not to a magnitude that challenges the traditional spending priorities
of welfare states with respect to passive policies. Therefore, yes, Sl social spending witnessed
an increase but not by crowding out traditional social protection. Quite to the contrary, even in
countries or regions, such as the Nordic and Asian countries, that made the SI turn more
aggressively, social protection does not seem to have diminished in tandem. This finding seems
to lend support to the view that compensating and capacitating welfare spending may be
complementary — more resources can be drawn towards compensatory policies when the levels
and quality of economic participation are high. Substantial improvement was also observed in
the LDNon-European countries in the OECD area.

At the microlevel of specific countries, signals of retrenchment, such as a less social-
democratic Sweden, a frozen conservative Germany or an Americanized UK (perhaps after
2011?), were not clearly observed, either in the evolution of social spending or in changes in
entitlements. In fact, changes in entitlements to social protection had already started back in
the 1980s and 1990s, and the current changes were comparatively mild; up to 2011, Denmark,
France and the UK actually had more expansions than contractions. The SDs continue to be
the beacon for progressive social policy, maintaining their double universalism: providing
protection against the greatest number of social risks to the greatest number of people. In
particular aspects, e.g., family and labor market policy, countries such as Korea and Germany
are following the Nordic lead.

Most of the advances were financed by making more room for social expenditures in
general government expenditures, but tax burdens also responded to the increased welfare
demands. Curiously, the microlevel analysis revealed that expanding the share of social
spending was the strategy adopted by both large (“growth to limits”?) and small (“minimum
states”?) general taxation-financed welfare states — the intermediary countries France and
Germany, which heavily rely on contributions, were the only countries that increased their tax
burden.

However, changes in tax composition signal a couple of regressive moves, especially
the relative increase in indirect taxes and SSC and the relative decrease in direct taxation
(although with increased marginal tax rates). Corporations are contributing less to financing
the social state; they were relieved via less participation in SSC and lower marginal rates on
their direct taxes. However, again, specific countries diverge, as progressive moves were
detected in Germany and Denmark; thus, the hypothesis of tax competition was only partially
confirmed.

Finally, welfare state effectiveness was reinforced in the post-crisis period by an
increased redistribution effort, which, nonetheless, was barely able to compensate for the
enhanced rates of market inequality but could not compensate for the increased rates of market
poverty. The SDs continue to deliver the best results, with shrinking post-fisc poverty and
inequality — but in Sweden, both indicators rose (lesser welfare state effort), while in Denmark,
they barely moved (greater welfare state effort).



The “new politics” of Paul Pierson (1996) sheds light on the welfare state resilience:
entrenched constituencies in democratic arenas seem to keep blocking major backlashes.
Nonetheless, cost-containment strategies and the retrenchment of entitlements continue to
happen below the expenditure radar. Therefore, democratic shields have proven somewhat
complacent, as political incumbents have been able to make retractions less visible (as in
“blame avoidance” strategies) or less punishable (hurting some groups while favoring others®®),
while expansionary changes are highlighted (as in “credit claiming” strategies). In view of the
mixed evidence, the hypothesis of an “expansionist retrenchment” should not be discarded:
there are more people and new social needs pressing through institutional channels for
responses, in the context of complex democratic societies under fiscal stress.

However, we must express a couple of concerns. In general, measuring welfare state
performance is much more complex than what (direct) tax-and-transfer redistribution can
possibly convey. A comprehensive approach would have to gauge the impact of indirect taxes
and foregone costs (due to the public provision of social services) on the distribution of the
final income of households. Moreover, welfare state redistribution has important
predistribution effects (Esping-Andersen and Myles, 2009) and at different time periods. For
example, public pensions and paid leaves impact people’s decisions in relation to economic
participation; service provision, such as education and ECEC, affects people’s capabilities and
earning prospects; furthermore, public education spending and taxation levels affect education
premiums via attitudinal responses (Weisstanner and Armingeon, 2018). Adding tax
expenditures, as in fiscal and occupational forms of welfare, makes performance assessment
even more complex, not to mention that other wellbeing measures beyond income could be
used. These caveats notwithstanding, the redistribution information remains meaningful as a
synthetic and easily available starting point to observe the evolution of the prime function of
welfare states, viz. their capacity directly to compensate for market poverty and inequality.

That said, the issue with the retraction of entitlements is that some of the unfavorable
distributive consequences will play out in the future only; thus, in this respect, a verdict is still
forthcoming. Moreover, the relatively ineffective performance of the welfare state, when
contrasted with its extra effort, highlights the forces that contribute to deteriorating social
indicators; these forces appear to be beyond the purview of the social state. On the one hand,
market poverty and inequality have been on the rise; all the while, starting in the 1990s,
countries in the OECD area have deregulated their labor markets (while enlarging their welfare
states). Together with rising in-work poverty, many countries are facing the issue of a shrinking
middle class as a consequence of labor market precarization (Kenworthy, 2014). On the other
hand, the fiscal state does not seem to be adequately facing the post-1980s surge in top incomes
(Piketty, 2014). Quite the opposite, some changes in taxation in the post-crisis period have
been regressive, with countries such as France and Sweden having abolished their wealth taxes.

The case of the SDs helps us see the cogency of a reconceptualization of the welfare
state. The Danish welfare state, which continues to exhibit the best performance, had to make
a greater expenditure effort to stabilize its poverty and inequality rates. While much social
progress is yet to come from countries adopting social-democratic Sl, the Danish case seems
to suggest that even high-road SI strategies might need extra help from regulated labor markets

13 See Taylor-Gooby (2016).



and, eventually, from more progressive taxation as well (Sweden’s tax system has become less
progressive in the post-crisis period). While we now know that reining in financialization helps
convergence, labor market reregulation and progressive taxation are also key (Tridico, 2017)
— and, being directly related to the distribution function of the state, should come under the
purview of the social state.
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Appendix

Table A.1. Public social spending tendency — % of GDP and per head** — OECD
(2007/2013)

Branches 2007 | 2013 |Tendency Branches 2007 2013 | Tendency
Public Social Expenditure (%GDP)’ 22.97 26.01 _—7 |ALMP (%GDP) 0.49 0.54 7
Public Social Expenditure (Per Head)* | 6,906.0  8,1154 _—7 |ALMP (Per Head) 170.9 196.3 —7
Old Age (%GDP) 6.21 7.63 _—7 |Unemployment (%GDP) 0.73 0.99 —7
Old Age (Per Head) 2,265.2 2,796.6 _—7 |Unemployment (Per Head) 264.4 375.0 —7
Survivors (%GDP) 1.01 1.08 _—7 |Housing (%GDP) 0.43 0.44 —7
Survivors (Per Head) 337.8 335.5 \ Housing (Per Head) 115.2 137.4 —7
Incapacity (%GDP) 2.08 221 —7 |Other social policy areas (%GDP) 0.47 0.53 —7
Incapacity (Per Head) 805.0 869.0 —7 |Othersocial policy areas (Per Head) 175.0 215.9 —7
Health (%GDP) 5.38 6.11 —7 |ECEC (%GDP) 0.57 0.72 —7
Health (Per Head) 2,028.2 2,301.5 _—7 |ECEC (Per Head) 200.9 273.1 —7
Family (%GDP) 1.94 2.17 —7 |Education (%GDP)' 4.22 431 —7
Family (Per Head) 765.7 850.7 —7 |Education (Per student)? 20,036.6 22,947.0 —7

Source: OECD SOCX (public social expenditure except education). OECD Education at a Glance (education).
Own elaboration.

Note: 1The data for the year 2007 concern the year 2008 because for 2007, information on education is not
available.

Note: 2Education (per student) takes into account public and private spending.

Note: * It does not consider spending on education.



Note: **At constant prices (2010) and constant PPPs (2010) in US dollars.

Table A.2. Public social spending tendency — % of GDP and per recipient — OECD

(2007/2013)
Branches 2007 | 2013 |Tendency Branches 2007 | 2013 | Tendency

Public Social Expenditure (%GDP)! 22.97 26.01 _—7 |ALMP (%GDP) 0.49 0.54 7
Public Social Expenditure (Per Head)* 6,906.0 8,115.4 _——7 |ALMP (Per Unemployed) 6,996.6 5,620.3 \
Old Age (%GDP) 6.21 7.63 _—7 |Unemployment (%GDP) 0.73 0.99 —7
Old Age (Per Recipient) 14,405.4 15,473.1 _—7 |Unemployment (Per Recipient) 15,335 17,823 —7
Old Age (%GDP) 6.21 7.63 _—7 |Unemployment (%GDP) 0.73 0.99 —7
Old Age (Per Aged 65+) 14,874.0 16,862.0 _—7 |Unemployment (Per Unemployed) 9,825.5 9,560.6 \
Survivors (%GDP) 1.01 1.08 _—7 |Other social policy areas (%GDP) 0.47 0.53 —7
Survivors (Per Recipient) 80,617.0 108,477.9 _—7 |Other social policy areas (Per Recipient) 16,556.5 15,675.0 \
Incapacity (%GDP) 2.08 2.21 _—7 |Education (%GDP)" 4.22 4.31 —7
Incapacity (Per Recipient) 16,308.3 18,441.0 —7 |Education (Per student)? 20,036.6 22,947.0 —7
Family (%GDP) 1.94 2.17 —7

Family (Per Recipient) 101,701 123,006 —7

Source: OECD SOCX (public social expenditure except education). OECD Education at a Glance (education).
OECD SOCR (unemployed, aged 65+ and number of recipients). Own elaboration.

Note: ! The data for the year 2007 concern the year 2008 because for 2007, information on education is not
available.

Note: 2Education (per student) takes into account public and private spending.

Note: * It does not consider spending on education.

Note: **At constant prices (2010) and constant PPPs (2010) in US dollars.

Note: The recipients are the number of benefit recipients calculated at a certain point in time or as the average
over the year. Only income replacement benefits are considered. These are adjusted for double counting (e.qg., for
recipients in more than one program, the main program at the branch level and across branches is taken into
account). This explains the elevated per recipient figures for survivors and family. For this period (2007-2013),
the database is available for the following branches: old age, survivors, incapacity, family, unemployment, other
social policy areas, and in work. However, the in-work data are not available for a significant number of countries.

Comments: Certainly, ALMP was not a bet in the OECD area. However, in addition to the SDs and Korea, the
growing interest of Germany in this area calls for attention — it witnessed a 35.2% expansion in real terms per
unemployed from 2007 to 2013. For “other social policy areas”, where social assistance dominates, the decrease
is mostly due to LDEuropeans countries and the group of “Others”.

Figure A.1. Unemployment rate as % of labor force, selected OECD countries 2007 —
2013




11,0

10,0 /
9,0

8,0

7,0

—&— United States
—#— United Kingdom
—a— France

—>4¢—Germany

6,0
/ \\x —— Denmark

5,0

\

/

4,0

—e— Sweden

L

3,0

2007 2008 2009 2010 2011 2012

2013

Source: OECD. Own elaboration.

Figure A.2. Employment rate, % of working age population, OECD 2007-2013
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Figure A.3. Employment rate as % of working age population, selected OECD countries
2007-2013
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Table A.3. Total number of expansions, retrenchments, and maintenances in
entitlements, selected OECD countries 2007/2011

Country/Entitlements Sickness/Pensions/Unemployment

Tendency Bxpansions Retrenchments Equal Not determined Total
Denmark 9 2 9 2 22
France 5 9 7 1 22
Germany 3 6 9 4 22
Sweden 0 11 9 2 22
United Kingdom 6 5 11 0 22
United States 2 9 5 6 22

Source;: CWED2. Own elaboration. Note: For details, refer to CWED2.



