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A Sustainable Welfare State?"?

Professor Bent Greve, Roskilde University

The debate concerning a welfare state in crisis is not new. This debate has been
going on since the late seventies in the wake of the first and second oil-price crisis
with quadrupling of oil prices. Today the debate revolves around how to ensure that
it 1s possible to have a sustainable welfare state now and in the future.

Crisis and bubbles in the economies has been there for a very long time, cf. for
example, the Tulip Bubble in the Netherlands in 1637. However more recently we have
seen the Kast-Asian financial crisis in 1997/98 and we have especially been aware of
the problems with how to finance the welfare states as a consequence of the economic
crisis stemming from problems in the financial sector and housing market starting in
the US in 2007. The present economic crisis seems although to be far stronger and
more long-lasting than previous economic crisis, especially given the fall in GDP in
many countries, and, also that the pathway back to a stronger level of economic
growth only more limited has taken place.

A core question although is what is a crisis? Given that economies both in the
short and long-run will have times with faster and slower economic growth a short
change do not necessarily imply a crisis. However, a crisis can be understood as one
where there i1s a more fundamentally need for change in policy, and can therefore also
be argued to be at a time where there is a critical juncture for change in welfare state
and welfare state policies. Regarding welfare states this could also be argued to be a
time where the support from voters or more generally accepted legitimacy of the wel-
fare state is at stake. It can also be argued to be a crisis when there is lack of eco-

nomic options to finance the welfare states™.

0) This short article is a summary of a lecture given at Rikkyo University, Tokyo on the
30th of May, 2012.

) Sustainability and crisis related to environmental issues and use of scarce resources is out
side the scope of this short presentation.



202 O000ooOoo 0660 OO0 20180

Crisis of welfare states do not necessarily imply a convergence towards the
same type of welfare states, neither that all countries will pursue the same avenue in
relation to the impact of recent pressure on the welfare state. Historical traditions
and the existing path chosen can and will presumably have an impact on decisions. At
the outset pressure would be expected to be highest on the in Europe Nordic universal
welfare state models, given that they to a larger degree than others are financed out
of general taxation. A liberal welfare model with a higher reliance on the market
would be less influenced, with the conservative type of welfare states in the middle. In
Europe however, it seems that especially the Southern European welfare states has
been hardest hit by the crisis and recession, but also dramatically changes has taken
place in liberal welfare model countries like the UK and Ireland. Changes have been
witnessed in the Nordic countries, but not to such a degree as what one should have
expected.

We have also been witnessing that, despite difference in welfare state and
labour market model, many countries have used not only one type of intervention, but
have used very diverse type of initiatives to cope with the financial crisis and the high

level of unemployment.

Table 1

Crisis measures in welfare states‘ US ‘ NL ‘ UK ‘ DE ‘ DK ‘ SW

Keynesian measures

Investing in jobs | X X X X X X
Investing in infrastructure X
Tax measures X X
Tax relief X X

Monetary policy

Lowering interest rate | X X X X X X

Money creation X

Buying government bonds X

Investing in jobs has thus, although the size of the intervention has varied, been
used in many welfare state, including liberal types such as the US and UK. Different
types of work-sharing has also been used with the short-time-working scheme in
Germany being one of the most profound examples hereof. At the same time increased

focus has been on what has been labeled a work-first approach, and, by this, at least
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in the Nordic welfare states, a movement away from the historically clear focus on
training and education as central aspect of labour market policy has been reduced.
Nevertheless, all around Europe an increasing focus, at least at the rhetorical level,
has been put on life-long learning. This as an increase in the understanding of that
jobs in the future will require constant updating and constant focus on new skills,
and, also that the European economies will presumably have a decline in the number

of unskilled jobs in the future.

Table 2
Labour policy responses ‘ US ‘ NL ‘ UK ‘ DE ‘ DK ‘ SW
Labour demand measures
Job subsidies, recruitment incentives, public job creation X X
Reductions in non-wage labour costs X X
Short-time working schemes X X X

Measures to help the unemployed find work

Activation requirements X X

Job search assistance and matching | X X X X X

Job finding and business startup incentives

Work experience programs | X X X
Training programs | X X X X X X

The question of sustainability of the welfare states also revolves around the
level of public sector debt which especially in Southern Europe has been difficult to fi-
nance at an interest rate making it possible to ensure sufficient public sector revenue,
and, also options to try to reduce the level in the future. A debt rate of more than
around 130 O of GDP is in Europe at the present interest rate level seen as been un-
sustainable in the longer run. This also given that the payment of interest on the
debt might crowd-out public sector spending on the welfare state including those
types of spending seeing the welfare state as an investment state.

A central question thus being what is the possible pathways out of the crisis.
Part of this discussion in fact centers around an old discussion related to different un-
derstanding and perceptions of market-failure and government failure, e.g. what fail-
ure have the strongest impact on the economic development and what kind of
instruments will best be available to enhance economic growth and ensuring stability

in the financing of the welfare state. It is also a discussion about to what degree
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welfare should be delivered by the state, the market, the civil society or in what kind
of combination hereof.

In principle countries have three different ways of out the crisis:

0) Welfare austerity measures
0) Economic growth stimulating policy

0) Increase in the level of taxes and duties

Countries in Europe have pursued different strategies, but there has been a
focus in several countries on austerity measures, but increase in taxes and duties and
initiatives to stimulate economic growth has also taken place. Reasons for looking
growth stimulating policies have been twofold. One is that an increase in the level of
economic growth is needed in order to reduce the level of unemployment, and, espe-
cially the unemployment for youth is extremely high in several EU-member states.
Another is that a reduction in the level of unemployment could both reduce public sec-
tor spending on social benefits, but also increase the level of public sector income. The
problem being that several countries given the already high level of public sector debt
has not been able to find the necessary means to stimulate economic growth without
risk of increasing the already high level of interest to be paid on the public sector
loans.

Looking specifically on the ways of financing welfare countries has different op-
tions and strategies. One, which has been pursued in most OECD and EU-member
states over the last 20-30 years has been to broaden the tax-base and by this with the
same level of taxes could increase public sector revenue.

Given the increasingly globalized world, and, increased interconnectedness
among the economies in the world, this has also as implication that the tax-structure,
in order to be sustainable, will need to have more focus on how to tax immobile fac-
tors (such as houses, land, local consumption), as taxation of mobile factor such as
capital will be more difficult, unless there is a consensus internationally on, for exam-
ple, a minimum level of taxes. Given the environmental issues perhaps also more focus
on how to tax environmental damaging activities, and, use of non-renewable sources
could be more in focus in the years to come.

Naturally, full employment strategies could also help in ensuring that the wel-

fare states will be sustainable in the future given, as argued earlier, that this would
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Table 3
Anz‘;her S Germany United Kingdom Sweden
iscussion
Employment State investments in [ State investments in medi- | Places created for temporary
policies: training-on-the-job, ating for jobs work in (semi-) public sectors
activation job-to-job placements . e
O Training possibilities for 0 Student grant people over
programmes p
unemployed, esp. young 25 increased
persons
0 Bonus for employers when | 0 Employer tax for hiring
recruiting long-term long-term unemployed
unemployed decreased
Employment Extension of drawing period | Increase in maximum weekly | Qualifying period reduced,
policies: for short-time work pay to calculate statutory demand of work history
passive allowances out of general redundancy benefit dropped for unemployment
programmes taxes. State reimburses benefits
expenses of employers
Tax Tax rate first bracket Allowances in personal First threshold income tax
cuts/social lowered income tax increased, except | raised
security for high incomes
contribution
cuts
Allowances in personal In-work tax credit lowered
income tax increased
Social security contributions Income tax deduction raised
lowered
Health insurance Social security contributions
contributions lowered lowered, especially for
young people
Payroll tax contributions
lowered, especially for
young people
Pensions, Partial retirement scheme Marginal non-recursive Tax rate of pensioners
retirement for older employees, pension bonus lowered

subsidized by state

both reduce public sector spending and increase revenue from taxes and duties.

So, although the welfare state is said to be in crisis, this has been so before,

and the welfare state has with changes, recalibration and changes still survived. This

could also be the expectations especially for the Nordic welfare state in the years to

come.
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Demographic Challenges for the Welfare State : Is a Solution Available?”’

Professor Bent Greve, Roskilde University

A Danish proverb says: Don't make predictions, particularly about the future.
This is a clear indication of that predictions about the future is very difficult, and,
also part of the reason why we have had financial crisis and bubbles as systematic
knowledge on the future is difficult to obtain. External shocks like change in oil
prices, natural disaster, terror and new diseases are all issue that can influence the
possible economic development. Change in citizens' preferences for different types of
services can also influence development, as well as changes in ideological preference
among citizens and decision makers. We are also witnessing a constant change in in-
novation and new technologies, and, the implication being that they will have an im-
pact on the way the welfare state work, cf. for example, new welfare technologies. At
the same time the development in the level of population and its composition can bet-
ter be predicted.

Those who will be old in the coming 30-40 years have, for example, already
been borne. Unless we see strong changes in the level of death and fertility-rate and/
or migration, we know how the composition of the age structure will be in the differ-
ent countries. In Europe, as in Japan, for most countries we will, assumed that the
life-expectancy seems still to increase and that the fertility level is rather low, be wit-
nessing an ageing population and with the present age of retirement see more people
leaving the labour market than entering the labour market. In the EU the expectation
is that the dependency ratio will more than double between 2010 and 2060 to a level
over fifty. That fewer young people will enter the labour market could in principle re-
duce the present high level of unemployment, but will at the same time imply a high
risk of bottlenecks at part of the labour market, and thereby increasing problems for
the society's economic development. Naturally, new diseases might reduce the pressure,
but at the same time new types of cures can increase the life-expectancy.

Although the life-expectancy increases, this does not necessarily imply a propor-

tional increase in public sector spending. The growth in spending will presumably be

) This short article is a summary of a Lecture given at Rikkyo University on the 1lst of
June, 2012
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Table 1. Old Age Dependency Ratio” 2000-2050 for selected EU-countries

2000 | 2010 | 2050 2000 | 2010 | 2050
Belgium 250.5 | 26.7 | 45 Netherlands 20 22.3 | 40.5
Denmark 22.2 | 24.6 | 38 Finland 22.2 [ 24.9 | 445
Germany 23.9 | 30.3 | 49 Sweden 26.9 | 28.1 | 425
Spain 25.6 | 29.2 | 60 United Kingdom | 23.9 | 24.2 | 42
France 16.8 | 17.3 | 46 EU 15 24.3 127.3 |49
Italy 26.6 | 31.3 | 61 0O the ratio of 65 and over to 15-64.

reduced due to that not only do we live longer; we will also have a longer life where
we do not need treatment at hospitals or by care.

The changes in the age composition also imply with present structure of the
welfare states a pressure in upward direction in most countries in relation to public
sector expenditure on pensions and health care. In the EU-15, e.g. the old EU-member
states with the most developed pension system, for example, there is an expectation of
an increase in pension expenditures alone with more than 30 points of GDP. The
higher level of pension expenditures in the future might thereby also imply a pressure
on other parts of the welfare state, also given that when fewer people are on the

labour market there will be a risk of reduction in public sector income through taxes

and duties.

Table 2. Public Pension Expenditures before taxes as a [0 of GDP

2000 | 2010 | 2050 | Peak change 2000 | 2010 | 2050 | Peak change
Belgium 10 9.9 | 13.3 3.7 Netherlands | 7.9 | 9.1 | 13.6 6.2
Denmark 10.5 | 12,5 | 13.3 4.1 Finland 11.3 | 11.6 | 15.9 4.7
Germany 11.8 | 11.2 | 16.9 5.0 Sweden 9 9.6 | 10.7 2.6
Spain 94| 89 |17.3 7.9 UK 55 | 5.1 | 44 -1.1
France 12.1 | 18.1 | 141 4.0 EU -15 104 | 104 | 13.3 3.2
Ttaly 13.8 | 13.9 | 14.1 2.1

This also helps in explaining why there has been different and diverse reforms
with regard especially to the pension system in many EU-countries, often moving
from a PAYG (Pay-As-You-Go) pension system towards a system with more empha-
sis on funding, and, also pension system where individual savings or labour market

contributions plays an increasing role. The changes has furthermore implied a change
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away from the calculation based different kind of reliance on income when retiring to
be actuarial calculated based upon the savings over the years on the labour market.
For those who for different reasons not have been on the labour market a basic pen-
sion still prevails.

The impact of these changes has been that the level of income during pension
age to a larger degree than before depends on the number of years on the labour
market and income during the working life.

Change in the pension system is thus one issue as a result of the demographic
changes. Another issue is the size of the labour force, where the decline can imply a
pressure on the labour market. This also helps in explaining why there has and still
is discussion in Europe on how and what types of policies will help in making people
stay longer on the labour market. This is in order to increase the present average age
of retirement around 62-63 years of age. This could, for example, include change in
public pension by first being able at a later age than today to receive pension and an
ability to have a more flexible retirement (e.g. more part-time work for older work-
ers).

However, another option is that the countries in the EU will be more open for
migration also from countries outside the EU. A higher level of migration especially
if relatively young and with an education needed will imply a positive impact on the
European economic development. If migration can cover areas with lack of manpower
this should in principle help the demographic transition without having the possible
negative impact on welfare state spending. Migration has been going on in Europe for
a long time, and although there is and has been problem with integration both in so-
ciety and at the labour market, increased migration is in principle one way to cope
with the rapid ageing society in Europe, including the increase in persons to take care
of elderly people.

Another way to increase labour supply will in many European countries be to
have even more women on the labour market than today (in the Nordic countries the
participation rate for men and women are almost the same), and, also have many of
those working part-time to work closer to or at the level of full-time. This combined
with more gradual and/or later retirement from the labour market can help alleviate
the expected problem with lack of manpower. For the time being the high level of un-
employment makes it difficult to change towards that people will work longer and re-

tire later, as there is abundance of labour available. The implication is that a highly
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educated and updated labour force and reduction in the level of unemployment also
will be a possible option.

Lack of manpower to deliver core social care services might thus be a central
problem related to the demographic changes in the coming years.

Whereas the demographic changes can have and be difficult to cope with on the
labour market, there is no clear indication of that the changes are lack of economic
resources. If the economies continue to grow as they have done historically, there will
economic space to deal with economic issues, and, in this way the problem has more
to do with distribution of resources, than availability of resources. It might be a con-
tinuation at a lower level of growth than earlier, but so far, it seems that each gen-
eration on average has been richer than the generation before.

Use of welfare technology might also be a way of at the same time ensuring
elderly a better life, and, reduce pressure on the welfare state, and especially the risk
of lack of manpower. New welfare technologies can imply that people can live longer
in their own home, but also reduce the pressure on the welfare states. Welfare tech-
nology might not only in the area of social care, but also in relation to health care
and treatment imply new options and possibilities implying a even more de-central
type of welfare state than earlier.

With new technologies part of the service might be seen as having to be more
market based, e.g. people will themselves buy, for example, robot-cleaners, tablets for
communication and training etc. This is in line with ongoing transformation of the
borderlines between state, market and civil society in Europe.

The changes around in Europe in recent years is an indication of the changes
in the wake of the financial crisis, but also a result of the pressure on the welfare
state as part of the economic pressure on the welfare states. Still, despite this there
seems to be room for variety and distinctness of welfare models in Europe. The
Nordic welfare states do also seem to be prepared to cope with the challenges, al-

though it is not an easy task.
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