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ABSTRACT

In 2022, it will be thirty years since the Maastricht Treaty and its Protocol
on Social Policy was signed. During that time, we have been monitoring
the state of the welfare state in the European Member States for a
quarter of a century. After 25 years, and despite the initial fears, this re-
port confirms that the social market economy model is still viable. Social
progress can and must go hand in hand with economic progress. We have
learned the lessons from the previous financial crises, and the new crisis
of the pandemic has taught us that the welfare state absorbs not only the
health crisis but also the economic impact. However, we also see a slow-
down in economic and social convergence. It is to be hoped that examples
of maintained or advancing progress inspire those countries confronted
with such a slowing down. That is the ‘raison d'étre’ or rationale for com-
paring national experiences.
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1 INTRODUCTION

The intention of this European paper is firstly to provide a European com-
parative overview of figures, while the second section provides a synthesis
of the national narratives, looking not only at figures but also at facts, at
changes in policy making. The ambition of the conference is to draw up
lessons that could inspire further policy making or warn against deterio-
ration.

It is surprising to see that many conclusions of the previous conference
are still relevant today. It is after all only four years later, with 2020 having
been a special year. Things could not have changed that much. Or are
times changing?

Back then, | called some of the national reports 'horror stories’. But it was
not all that bad, and there was at least some convergence because in
2015 another new Member State joined the EU, and no less than four
countries joined the euro area.

This time there have been no such events. On the contrary, the Brexit vote
meant that by January 2020 there was one Member State less. The refer-
endum in the United Kingdom on leaving the EU was held in June 2016. |
am happy that Kitty Steward is still part of our group and will tell us what
happened at least in her country during that period of the Brexit saga. It
was a point of interest for Europe, or at least for some countries. And it
still is. But to illustrate the relative impact: the Brexit fund of the EU is
€ 5 billion. The EU Next Generation fund will be € 750 billion, and the SURE
fund € 100 billion.

Covid-19 has changed everything. It is hitting all countries, directly and
indirectly, but not always in the same way. Most have been hit twice, and
there are fears of a third wave. This is the drama that has been taking
place. But we have prevented a higher number of fatalities. The economic



cost of the lockdown was necessary to prevent a greater cost of in terms
of lives lost.




2 CONCLUSIONS OF THE 5TH
CONFERENCE ON THE STATE OF THE
WELFARE STATE

To recall, the conclusions of the 2015 conference and comparative project
are as follows.

1. The financial crisis and the debt crisis hit most Member States twice.

2. This resulted in stagnation or even a substantial decrease of GDP
per capita for both old and new Member States.

3. Returningto economic growth and social progress will require seri-
ous efforts. Zero growth is not an option.

4. The relative increase in public social spending as a percentage of
GDP is the mechanical result of declining GDP and the incompress-
ibility of public spending (pensions and care).

5. Given that richer economies spent more on social protection be-
fore the crisis, the cumulated negative growth has dragged social
protection down with it, despite the relative increase in the share
of social spending in GDP.

6. The strong increase in public deficit and public debt in most
Member States reflects a Keynesian stabilization policy: perhaps
too little and too late.

7. The current and future sustainability of social protection systems
has become part of the core of the European Union's economic
governance policy.
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14.

In the years ahead, there is a risk that the mechanisms for rapid
consolidation of fiscal deficits and public debt will pose the great-
est threat to maintaining high levels of social protection.

Social security contributions have increased in some Member
States. This is more in line with an ageing society, particularly with
the need for more and better pensions, health care and long-term
care.?

There is a risk that social spending will come under further press-
ure from a policy of decreasing contributions, lower taxes and flat
taxes that underestimates the cost of an affluent welfare state.

Several Member States are reversing their strategy to develop a
strong second pillar for pensions, based on capitalization.

Some countries are confronted with high emigration, not the least
the new Member States.

There is an accelerated increase in the legal retirement age: by
2027 more than half of the Member States will have a retirement
age of 67 or more, which is often adapted to the increase in life
expectancy. There is a strong focus on (re)activating people and
keeping them on a longer (sustainable) career path to guarantee
the sustainability of social protection systems.

Further development of formal long-term care benefits in kind is
essential in order to achieve a higher level of employment and a
sustainable work-life balance for people of working age with de-
pendent relatives.

2 One example is the 0.6 percentage point increase for long-term care insurance in Germany between
2012 and 2017.
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17.

18.

19.

20.

There are still signs of social progress, such as the introduction of
a minimum wage or minimum income, or the dynamics created
in Belgium with the development of regional long-term care in-
surance as a result of a sixth institutional reform.

Economic growth is also accompanied by improvements in social
protection, and this for all generations. All generations are in the
same situation, despite our obsession with talking only about the
cost of ageing.

Member States with poor social protection have not been able
improve it any further or have already had to reduce it. At the
same time, they are missing this opportunity to create jobs and
boost economic growth.

Member States are once more being confronted with more cen-
tralization through greater (central) monitoring of their public fi-
nances.

Member States with high social protection are less affected by the
crisis (i.e. automatic stabilizing effect of the welfare state). Coun-
tries that still have limited social protection are harder hit by the
crisis.

The relative incompressibility of expenditure on health care and
pensions, also in the future, necessitates structural debt financing
over a longer period or European solidarity. The incompressibility
of spending on areas most affected by ageing (pensions and care)
could otherwise be offset by savings in other areas of social se-
curity (beggar my neighbour’). But this risk persists even between
pensions and health care. At the same time, there is a trade-off
between benefits in cash and benefits in kind. They are not the
same in nature, nor do they have the same impact. Benefits in
cash depend on generosity of the system, but also come with the
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risk of economic inactivity. Benefits in kind reflect generosity but
also imply a further contribution to economic growth.




3 WELFARE STATE REGIMES UNDER
CONSIDERATION

The project 'state of the welfare state’ started in 1992 when there were
12 Member States in the European Union. Since then, the EU grew to 28
Member States in 2019 before shrinking again after Brexit to 27 in 2020.
An evident distinction emerged between the old and new Member States
that became blurred over time but is only now seemingly apparent. The
analysis of the welfare state mostly follows an Esping-Andersen classifi-
cation or regional classifications. Additional regrouping that comes to
mind distinguishes between richer and poorer economies, or between
higher and lower levels of spending on social protection. But here too the
distinction can sometimes be blurred. Richer economies seem to spend
more on social protection. Occasionally a regional dimension occurs, but
even this is sometimes influenced by closer economic integration of
neighbouring countries or even more intensive cooperation (the Visegrad
countries, Benelux as an old example).

Figure 3.1 categorizes the old Member States (EU-15) in four groups of
countries: the Bismarck-oriented welfare states in central Europe (Bel-
gium, Netherlands, Luxembourg, Germany, France, Austria) and the Medi-
terranean region (Italy, Greece, Spain, Portugal), the Beveridge-oriented
welfare systems of the Scandinavian countries (Denmark, Sweden, Fin-
land) and finally the UK and Ireland with liberal welfare state regimes. The
same categories are also used for the new Member States. The Baltic
states are Beveridge-oriented (Estonia, Latvia, Lithuania), while all the
others are classified as Bismarck-oriented welfare states in the central re-
gion (Poland, Czech Republic, Slovakia, Hungary - the ViSegrad-countries),
the southern European Balkan countries (Slovenia, Romania, Croatia, Bul-
garia) and the Mediterranean countries Malta and Cyprus. Although the
distinction between Bismarck-oriented and Beveridge-oriented systems
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is blurred, with convergence also in institutional aspects, we found that
these distinctions are shown to be relevant.

Figure 3.1 Regrouping the welfare states regimes: welfare pluralism
in Europe

Beveridge-oriented Nordic countries

United Kingdom and Ireland
Bismarck-oriented

Bismarck-oriented Mediterranean countries
Beveridge-oriented Baltic countries

Bismarck-oriented Central/Eastern European countries

CQOCo0®e0 0

Bismarck-oriented Central/Eastern Balkan countries

Source: Authors




4 DEMOGRAPHY AND THE COVID-19
PANDEMIC

Table 4.1 below shows the demography of the EU Member States in 2007,
2014, 2019 and 2070. It also mentions the share of people aged 65+ in
2019 as well as population evolution over the years, together with GDP
per capita in purchasing power standards (PPS) for 2019. The Member
States are grouped according to welfare regimes, as in Figure 3.1.

An analysis of demographic evolution from 2007 to 2014 reveals popu-
lation growth in almost all Member States. Cyprus in particular saw re-
markable growth (+12.5%). A considerable decrease in population was
only registered in Latvia (-9.1%) and Lithuania (-9.4%). Demographic evol-
ution from 2014 to 2019 is fairly similar, with an increase in most Member
States while some Member States still have a decreasing population.
However, the predicted evolution changes noticeably for the period from
2019 to 2070. The predicted change in population is now negative for 17
Member States, indicating a drop in population. These predictions are
especially remarkable for certain welfare state categories, such as the Be-
veridge-oriented Baltic countries and the Bismarck-oriented Central/East-
ern Balkan countries. In Latvia and Lithuania, the population is expected
to decrease by more than 35% from 2019 to 2070, and in Bulgaria, Croatia
and Romania the population will decline by more than 26%.

In 2019, the share of people aged 65+ in the total population was lowest
in Ireland (14.3%) and Luxembourg (14.5%), while highest in Italy (23.0%),
Greece (22.2%), Finland (22.1%), and Portugal (22.0%). In the EU as a
whole, about one fifth of the population in 2019 is more than 65 years
old.

The final column shows GDP per capita in PPS. Two outliers in this regard
are Luxembourg (€ 82,800) and Ireland (£ 61,540). These Member States



have highly mobile factors of production across national borders, indicat-
ing that GNI might be more useful than GDP (see also section 11.2)3 (De-
partment of Finance, 2018). Other Member States with GDP per capita in
PPS above € 35,000 are Sweden, Finland, Denmark, Belgium, Austria, the
Netherlands, and Germany. On the other hand, GDP per capita in PPS is
below € 22,000 in Greece, Latvia, Bulgaria, and Croatia. In general, GDP
per capita in PPSin 2019 amounts to € 31,920 for the EU-27 and € 32,100
for the EU-28.

3 GNI=gross national income = GDP (gross domestic product) + primary income receivable by resident
institutional units from the rest of the world - primary income payable to the rest of the world.
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Table 4.1 Population 2007 - 2014 - 2019 - 2070, percentage evol-
ution and GDP per capita in PPS, EU-28
Populat'ion Populat'ion Populat.ion Populat.ion > 65 years P;Zl::;:::‘" Pe‘:z::;::;n Z‘U::Li:::‘n ::c:g::ap(ei:\
::ﬁ; I(n':) ::ﬂ:, :":) ::;:) E":) ::rl:l ::) (%z%flt:)ta' 2007-2014 | 2014-2019 | 2019-2070 | PPS) 2019
(%) (%) (%) €

SE 9.1 9.6 103 131 20.0% 5.5% 7.3% 27.2% 37,970
Fl 53 55 55 5.0 22.1% 3.8% 0.0% -9.1% 35,350
DK 54 56 58 6.2 19.7% 3.7% 3.6% 6.9% 41,080
IE 43 46 49 6.5 14.3% 7.0% 6.5% 32.7% 61,540
UK 61.1 64.4 5.4% 33,310
FR 63.6 65.8 67.1 69.4 20.3% 3.5% 2.0% 3.4% 33,940
BE 106 112 115 118 19.0% 5.7% 2.7% 2.6% 37,540
AT 83 8.5 8.9 9.2 18.9% 2.4% 47% 3.4% 40,250
NL 16.4 168 173 180 19.3% 2.4% 3.0% 4.0% 40,950
DE 823 80.8 83.1 81.7 21.7% -1.8% 2.8% 1.7% 38,620
w 05 05 0.6 08 14.5% 0.0% 20.0% 33.3% 82,800
ES 44.8 46.5 47.1 47.0 19.5% 3.8% 1.3% -0.2% 28,960
) 58.2 60.8 60.3 53.9 23.0% 4.5% -0.8% -10.6% | 30,780
EL 111 109 107 8.6 22.2% -1.8% -1.8% 19.6% | 21,180
PT 105 10.4 103 85 22.0% -1.0% -1.0% 17.5% | 25300
EE 13 14 13 12 19.9% 4.6% -4.4% 7.7% 26,680
Y 22 2.0 1.9 12 20.4% -9.1% -5.0% -36.8% 21,970
fhy 32 2.9 28 18 19.8% -9.4% -3.4% -35.7% 26,600
PL 38.1 38.0 38.0 308 17.9% -0.3% 0.0% 18.9% | 23,230
sK 54 54 55 47 16.3% 0.0% 1.9% 145% | 22,340
HU 10.1 9.9 9.8 8.9 19.6% 2.0% -1.0% -9.2% 23,300
cz 103 105 107 102 19.8% 1.9% 1.9% -4.7% 29,730
cv 08 09 0.9 11 16.2% 12.5% 0.0% 22.2% 28,490
MT 04 04 0.5 0.7 18.7% 0.0% 25.0% 40.0% 32,040
BG 7.6 7.2 7.0 5.0 215% -5.3% -2.8% -28.6% 16,870
HR 43 42 41 3.0 20.8% -2.3% -2.4% -26.8% | 20,740
RO 211 199 193 137 18.7% -5.7% -3.0% 29.0% | 22,160
sl 2.0 21 21 1.9 20.0% 5.0% 0.0% -9.5% 28,260
Eu-27 a47.2 424.0 20.4% -5.2% 31,920
EU28 | 4983 506.7 17% 32,100

Source: Ageing reports 2009, 2015, 2021, Eurostat [nama_10_pc]
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As well as analysing the general demography, there is a focus on the im-
pact of Covid-19 on the population of all Member States up until
9 March 2021. Figure 4.1 shows not only the total number of Covid deaths
per 1 million inhabitants (bars - left axis), but also the excess mortality
per 1 million inhabitants (line - right bar). Total Covid deaths per 1 million
inhabitants were lowest in Norway, Finland, Cyprus and Denmark, namely
below 500. On the contrary, more than 1,800 persons per 1 million inhab-
itants died because of Covid in the United Kingdom, Slovenia, Belgium
and the Czech Republic.

Nevertheless, a different story emerges if we look at excess mortality in
the line graph using the right axis (no data available for NO, FI, CY, and
DK). The lowest excess mortality is seen in Ireland, Luxembourg, Ger-
many, Greece and Slovakia, with less than 460 inhabitants per 1 million
inhabitants. Bulgaria has the highest excess mortality amounting to
2,500 inhabitants per 1 million inhabitants. Furthermore, excess mortality
surpasses 1,500 persons per 1 million persons in Belgium (1,600), Spain
(1,700), Poland (1,800), and Lithuania (2,300).
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Figure 4.1 Total number of Covid deaths and excess mortality per
1 million inhabitants until 09/03/2021
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5 THE ECONOMIC IMPACT FROM THE
FINANCIAL CRISIS TO THE COVID-19
CRISIS

We monitored the welfare state in 2015 at the end of a period of rein-
forced austerity. Since then, the mindset has changed. We mentioned in
2019 'times they are a-changing'.

The Juncker Commission was in office from November 2014 to November
2019. The aim was to get a 'triple A for a social Europe with remarkably
fast acceptance of the European Pillar of Social Rights on 17 November
2017. Other initiatives followed, such as creating the European Labour
Authority (ELA).

The change in mindset might have been triggered by the unexpected vote
for Brexit, which might have been the result of the previous austerity pol-
icies. There was also a fear of increasing populism by the time of the new
elections, but this did not materialize.

By the end of its mandate, the Juncker Commission counted the increased
flexibility in the Stability and Growth Pact as one of its achievements. At the
same time, there was seen to be a need for new instruments in fiscal policy.

We noticed an increased acceptance of expansionary fiscal policy, while
at the same time seeing this as a national responsibility. The report of the
European Fiscal Board, a European committee to advise on fiscal policy
at a European level, describes how the procyclical restrictive policies (aus-
terity) in 2011-2014 were followed by a break in fiscal consolidation be-
tween 2015 and 2017. This indicated an anticyclical expansive policy that
threatened to continue even when the economy recovered from 2018 on-
wards (see figures hereafter).
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By that time, we became aware of European studies which demonstrated
that the welfare state needed to expand as a percentage of public spend-
ing, with globalization leading to stronger economic progress but also in-
equality in market income. This had to be compensated by increased
public spending, which succeeded in keeping disposable income more
stable.

'We show how, since the late 1990s, redistribution has to a large extent
mitigated the effect of increasingly unequal market outcomes: ... the dis-
persion of disposable income has been broadly stabilised thanks to grow-
ing tax and transfer programmes of government. The expansion of
redistribution has been underpinned by a significant progress in living
standards. There is a clear trend for people to vote for growing welfare
programmes as per-capita income increases.’

'Beyond crisis episodes, our analysis indicates that more redistribution
tends to go along with lower government surpluses or higher government
deficits. While the underlying causality is not entirely clear, this finding
may not bode well going forward. If the inequality of market income were
to further increase or to remain at current high levels, mitigating its im-
pact on disposable income through redistribution could confront policy-
makers with severe economic challenges.’ (Larch & Mohl, 2019, p. 22).

The Covid-19 crisis changed not only the economic perspective but also
fiscal implications and policy attitudes, on both the national and the Euro-
pean level.

Right from the start, the Covid-19 pandemic activated the general escape
clause of the Stability and Growth Pact due to the severe economic down-
turn. Suspending the EU fiscal rules (Euractiv) was an unprecedented
step. In early March 2021, the Commission also proposed suspending the
Stability and Growth Pact for 2022. Among others, new ideas include abol-
ishing the 60% debt rule, and applying a so called 'golden rule’ of exclud-
ing public investment from the deficit rule. Nobody wants to go back to
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the situation that we had after the financial crisis with a substantial de-
cline in public investment. The intention is to launch a Digital and Green
Deal, and a Social Deal. Given this dramatic change, why should we still
look at what happened in the welfare state through the entire last five-
year period? After all, the perception and the opinion of the welfare state
changed almost overnight with Covid. The question is, will it be perma-
nent?

At the same time, the European Pillar of Social Rights triggered a set of
initiatives for social protection. New initiatives were already taken by the
Juncker Commission. The Von der Leyen Commission announced an ac-
tion plan to continue implementing them. It was published in March 2021
with specific European measures and targets.

The pandemic lockdown and the resulting economic crisis are clearly
more severe than the financial crisis of 2008 or the debt crisis of 2011,
and they have triggered massive monetary and fiscal support. The mon-
etary support includes the ECB's reaction with a € 1.35 trillion pandemic
emergency purchase programme (PEPP), among others. The fiscal re-
sponse includes the Next Generation EU (NGEU) package, agreed by the
European Council and linked to the next Multiannual Financial Framework
(MFF) for 2021 to 2027. The € 750 billion temporary recovery instrument
includes the Recovery and Resilience Facility (RRF) of € 672.5 billion; the
rest is supported by other existing European funds. The RRF will be dis-
bursed between the EU countries as € 360 billion in loans and € 312.5 bil-
lion in grants. Its successful implementation will be a great opportunity
but also a great risk because it depends on the speed (seems to be
relatively slow) and the efficient absorption capacity of the countries. It
comes (or should come) on top of the macro-economic stabilizers and
additional measures taken on the national level as a response to the pan-
demic and facilitated by suspension of the Stability and Growth Pact for
three years.
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"The risks of doing little outweigh those of doing much'. But also: 'Member
States' investments, both the nationally financed and the additional in-
vestment financed by the RRF, need to be respectively preserved and pro-
moted. Other expenditure increases should be financed by permanent
revenue sources.” (Remarks by Commissioner Gentiloni on the updated
approach to the fiscal policy response to the coronavirus pandemic,
3 March 2021). A new generation seems to be speaking in Europe.

'‘Once the recovery takes hold, we will relaunch the debate on the econ-
omic governance framework when we can factor in lessons learned dur-
ing the crisis as well as the new circumstances’ (remarks by Executive
Vice-President Dombrovskis on the updated approach to the fiscal policy
response to the coronavirus pandemic, 3 March 2021).

The Covid recovery fund of € 750 billion can be compared with the Brexit
Adjustment Reserve* of € 5 billion (in 2018 prices, of which € 4 billion were
disbursed in 2021 and € 1 billion in 2024. The € 4 billion became € 4.2 bil-
lionin current prices for 2021). Another point of reference: the SURE tem-
porary instrument (Support to mitigate Unemployment Risks in an
Emergency) mobilises € 100 billion in loans.

4 https://ec.europa.eu/commission/presscorner/detail/en/IP_20_2536




Figure 5.1 Fiscal stance, net government expenditure growth, euro
area aggregate, 2012-2020

fiscal . break in fiscal : fiscal
consolidation : consolidation : expansion

year-on-year % change

-4
2012 2013 2014 2015 2016 2017 2018 2019 2020
mmm Real net public expenditure, annual groth
Real net public expenditure, average annual groth per period
= Real potential GDP groth, 10-year moving average

Source: Fiscal Board




Figure 5.2

Change in structural primary balance (% of GDP)

Fiscal stance in the euro area, 2011-2020
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Figure 5.3 Social market economy as a national responsibility: dis-
tribution of market and disposable income from 1972-
2014, EU-15: cross-section arithmetic means
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Source: Larch and Mohl, 2019, p. 13

Our conferences look at the relationship between economic development
and social protection. As can be seen in the average GDP growth rate in
the period 2016-2019 (Figure 5.4), it was already declining or still relatively
low. The autumn 2019 forecast confirmed this weak growth perspective.
Covid-19, respectively our economic reaction to prevent a higher death
rate, has made the economy crash at a level not seen since the post-war
period. The latest winter forecast shows a somewhat smaller decline and
somewhat better recovery for 2022. Indeed, the spring forecast continues
in the same direction. The decline is almost the same, but the recovery,
in particular, seems to be better, going from around 3.8% change in the
winter forecast 2021 to 4.4% change of GDP in the spring forecast of 2021.




Figure 5.4 Percentage change of GDP compared with the previous
year, 2016-2019, forecasts 2020-2022, euro area and EU
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The following diagrams compare the figures for national growth from be-
fore the financial crisis until after the Covid crisis. They show the double
dip of the financial crisis and the debt crisis, followed by the long period
of low growth. The Covid crisis hits the old Member States harder than
before (Figure 5.5).

In the Beveridge-oriented countries, Scandinavian countries, UK and Ire-
land, the dip was especially prominent in the first crisis, while Covid also
seems to have a smaller impact on the growth perspective (Figure 5.6).

The new Member States felt both the financial and debt crisis, but then
converged to between 3% and 6% annual growth (Figure 5.7). The impact
was smaller for many of these countries and there is again a perspective
of higher growth rates for this year and next year.
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The spring forecast of May will tell us if those forecasts can be confirmed.
Further continued activation of the Maastricht criteria escape clause for
2022 depends on these perspectives.

Figure 5.5 Percentage change of GDP compared with the previous
year, 2007-2019, forecast 2020-2022, Bismarck-oriented
countries

% change of GDP compared with previous year
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Figure 5.6
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Figure 5.7 Percentage change of GDP compared with the previous
year, 2007-2019, forecast 2020-2022, new Member
States
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6 PRODUCTIVITY AND EMPLOYMENT

Long-term economic growth is determined by productivity and increased
labour input. At the start of these conferences, | showed how Belgium
made a systemic choice for high productivity with an ever-declining labour
input that had to be compensated by more expenditure on unemploy-
ment. But that was around 1995.

The annual macro-economic data of the European Commission (AMECO)
indicates convergence to a certain European average, referring here to
the EU-15 with some upward convergence in GDP per worked hour and
the number of worked hours in millions of hours.

Here are some examples. The figures look like the tail of Marsupilami®.
The horizontal axis shows the number of hours worked, which is of course
lower in Belgium compared to the larger Netherlands. The vertical axis
indicates the income, here GDP per hour worked, as an index of standard
purchasing power compared to the average for the EU-15 (Figure 6.1).

The tail for Belgium seems to be a tangle around a relative high level of
the EU-15 average income, with relatively limited growth in the number
of hours worked. The profile for the Netherlands shows that they started
with relatively lower productivity, then an increase until 2007 followed by
a decline in relative productivity. The total number of hours continued to
increase, even with a high level of part-time work. Germany and France
also tend to circle around a similar level of income, with slow growth in
the number of hours worked.

Conditions in the Mediterranean countries were far more volatile (Fig-
ure 6.2). Spain saw decline followed by recovery. Italy went through a de-

5 See https://en.wikipedia.org/wiki/Marsupilami
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cline that was 5% above the European average, then 10% below at the
end of 2022 (yes, Europe already knows the figure for 2022). Portugal re-
mains in a tunnel of 55 to 65% of the European average, while the situ-
ation in Greece improved initially from 65 to 70% and then declined to
below 55%. There was also a decrease in the number of hours worked.

These are followed by the figures for some larger and some smaller new
Member States (Figure 6.3). They all show an upward convergence to the
level of Portugal and Greece or even above, combined with a stabilisation
in the total number of hours worked. In Romania it declined substantially.

Both an increase in employment and productivity determine the macro-
economic growth figures in the longer term.

Figure 6.1 Employment growth (in million hours worked) and con-
vergence of income compared to EU-15 average in PPS:
the 'Marsupilami’ of the labour market, Belgium, the Ne-
therlands, Germany, France
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Figure 6.2 Employment growth (in million hours worked) and con-

Income in PPS (EU-15 = 100)

vergence of income compared to EU-15 average in PPS:
the 'Marsupilami’ of the labour market, Spain, Italy, Por-
tugal, Greece
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Figure 6.3 Employment growth (in million hours worked) and con-
vergence of income compared to EU-15 average in PPS:
the 'Marsupilami’ of the labour market, Poland, Romania,
Hungary, Estonia
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7 TOTAL GOVERNMENT SPENDING

7.1 General government net lending or net bor-
rowing

The financial crisis led to a budgetary crisis that lasted for a long time but
was eventually brought under control. The Covid-19 pandemic resulted
in similar deficits, with recovery in 2021 (Figure 7.1, 7.2 and 7.3). With the
exception of Ireland, the budgetary impact was less dramatic in 2010 (Fig-
ure 7.2). For the new Member States however, the budgetary imbalance
continued during the double dip, and was now of a similar magnitude,
recovering in 2021, except for Romania (Figure 7.3).

The continued low growth rates were influenced by procyclical restrictive
fiscal policy in the period 2011-2014. But from then on, a new common
wisdom emerged that an expansionary policy was needed in the period
2015-2016, with even a procyclical expansionary policy. The Covid crisis
required a further substantial Keynesian policy at national and European
level.




Figure 7.1
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Figure 7.2 Net lending (+) or net borrowing (-) of general government
as % of GDP, 2007-2019, forecast 2020-2022, Beveridge-
oriented countries
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Figure 7.3 Net lending (+) or net borrowing (-) of general government
as % of GDP, 2007-2019, forecast 2020-2022, new Member
States
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Source: Eurostat and European Economic Forecast

7.2 Public spending

In the last ten years, public expenditure levels rose after the financial crisis
and then seemed to stay on the higher level. This was probably because
recovery was postponed, with many countries starting from a lower level
of GDP anyway. Figure 7.4 combines the Bismarck-oriented Member
States of West Europe and the Mediterranean countries. However, it is
worth noting that almost all data sources provide public spending as a
percentage of GDP. We prefer to use GNI, which is GDP plus income
earned abroad by national entities minus income paid to entities abroad.
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With entities we mean firms, households and governments. That is why
the range is relatively large. The highest level is France (Figure 7.4), fol-
lowed currently by Belgium. Italy is also using a relatively large part of its
GDP on government expenditure, while the Netherlands have a trend of
reducing it.

Figure 7.5 is blurred by the significant change in the income of multi-
national companies in Ireland. Public spending in the UK is slow and is
also being reduced in the Scandinavian countries after the crises.

Finally, developments in the new Member States are far more erratic, with
a band remaining below 49% and reaching no more than around 35% in
some countries (Figure 7.6).

Figure 7.4 Total expenditure of general government as % of GDP,
2007-2019, Bismarck-oriented countries
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Figure 7.5 Total expenditure of general government as % of GDP,
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Figure 7.6 Total expenditure of general government as % of GDP,
2007-2019, new Member States
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The impact of public debt was even more visible because it accumulates
deficits that persist for some years and remain high when deficit reduc-
tion is slow, or recovery is slow. Debt deteriorated from 2007 to 2013, and
since then most debt remained at that high level. The ranking at the top
changed (Figure 7.7): first Greece, then Italy, with Portugal still below but
sometimes close. This is followed by a close group of Belgium, Spain, and
France. And the third category is Austria, Germany, and the Netherlands.
Again, Luxembourg is underestimated.

All the Bismarck-oriented countries were above 60% (Figure 7.7). The Be-
veridge-oriented countries (Figure 7.8) were below 60% with exception of
the UK. Most new Member States (Figure 7.9) were below 60%; three were
between 60% and 80%, and Cyprus came close to 100%.

All the countries had the same Covid effect, impact or policy: the deficit
increased from 5 to 10%, GDP reduced by 5 to 10% and the debt level in-
creased by some 15 to 20%.




Figure 7.7 Gross debt of general government as % of GDP, 2007-2019,
forecasts 2020-2022, Bismarck-oriented countries
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Figure 7.8 Gross debt of general government as % of GDP, 2007-2019,
forecasts 2020-2022, Beveridge-oriented countries
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Figure 7.9 Gross debt of general government as % of GDP, 2007-2019,
forecasts 2020-2022, new Member States

1200 Y e.,
‘e,
’..-"' .. ‘o
100,0 . . N
R °° ( ]
HR o\.\.
800 SL - g,
HU -9
5 SK o— o
9 600 PL gy
5 YO 2
& LT /
RO )
& /
400 o
BG - enanes
200 EE /
0,0
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 202
Spring forecast 2021
el C/, eoolles HU PL e— S [ el B LV — T
- Q= MT ece@ee CY =@ S| - e e BG o el —@— HR

Source: Eurostat and European Economic Forecast

7.3 Spending on social protection

Figure 7.10 presents the total public spending (including education, ad-
ministration, other public spending, health care and social security) of
countries grouped according to the type of welfare state. The big
spenders in the category of Bismarck-oriented countries are seen to be
France, Belgium and Austria. They are as generous as the Nordic coun-
tries. The new Member States show the lowest level of spending. The
black dots refer to the share of public spending on social protection. The
overall impression is that there is less public spending in countries with a
lower GDP. Debates in those new Member States revealed that priority
was still being given to higher direct income, with more social protection
coming only in second place. Countries with higher government expen-
diture spend relatively more on social protection.
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This implies that in terms of social spending, the highest levels are found
in the old Member States, with the exception of Ireland and Luxembourg
which need to be reclassified, while all the low levels of spending are in
the new Member States. There is an urgent need for the new Member
States to catch up with the level of spending of the old Member States.
The low level of income cannot serve as an excuse: as will be seen later,
the old Member States still spent more on social protection in the past
when their real income was lower. As a consequence, a larger part of so-
cial spending, again the black dots in Figure 7.10, is needed for pensions
and in cash benefits before other branches such as health care can be
developed in kind and subsequently trigger additional job creation and
further economic growth.

Figure 7.10 General government expenditure by COFOG function as
% of GDP, 2017
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As illustrated in the Belgian report, social expenditure featured in the ES-
SPROS statistics is somewhat higher than what is normally included in
government or social security accounts. Social expenditure is grouped
into certain well-defined functions that are not always classified in the
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same way (Figure 7.11). For instance, health care also includes sickness;
itis not grouped together with disability which in turn includes long-term
sickness together with benefits for disabled persons. Old-age benefits
and survivors’ pensions are also kept separate, while old-age pension in-
cludes some in-kind or means-tested benefits. This includes all expendi-
ture implying some kind of social, collective insurance that is not
necessarily private insurance. For example, sick pay of a guaranteed wage
from the employer is included, as it is part of health insurance. As a
matter of fact, it is an implicit employer’s contribution. But it also includes
especially expenditure on retirement benefits (and survivors' pensions)
in the so-called second pillar, even including lump-sum payments. For
Belgium for instance, the 11.9% of GDP in 2017 includes some 1.2% from
the second pillar (Pacolet, De Smedt & De Wispelaere, 2021).

Figure 7.11 Total social protection expenditure by function as % of
GDP and the share of old-age spending in total spending
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8 DEVELOPMENTS IN PENSIONS

8.1 First pillar

Figure 8.1 illustrates the developments in old-age spending in 1992, 2002,
2012 and 2017, for both the old and new Member States. We start with the
old Member States in 1992 and ten years later, with somewhat higher spend-
ing. The new Member States entered the picture with lower incomes than
the old Member States had ten years earlier. Ten years later, in 2012, the old
Member States had a higher income per capita, with increased spending also
because of their ageing population, while the new Member States were
found to be on the level of GDP where the old Member States had been in
1992. Finally, the figures for 2017 are added, with income continuing to grow,
albeit slowly, but still with increasing expenditure on pensions. This is what
is happening most of the time with the first pillar of pensions.

Figure 8.1 Old-age spending (% of GDP) versus GDP per capita (in PPS),
1992-2002-2012-2017, old versus new Member States
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8.2 Comparing the first and second pillar

In the previous conference, we observed that there is scarcely any in-
crease in spending for the second pillar, if it exists at all. In some cases,
decisions to set up a second pillar were reversed. However, statistics were
unclear or missing. It is difficult to find comprehensive statistics on the
first and second pillar on the national or even the EU and OECD level. In
some cases, components are missing, while in others the third pillar even
seems to be mixed in with the second pillaré. Sometimes they are over-
lapping. For instance, the ESSPROS figures for social protection put the
second pillar on the perimeter since it refers to collective social protection
arrangements rather than individual savings. The same also applies when
the OECD calculates theoretical rates of replacement for pension income.
The second pillar is included with a relatively large spread. Furthermore,
differences in the second pillar were sometimes misleading: contributions
for the third pillar were included in some cases, or excluded in others.

Even the national accountants seem to have felt the need for greater
transparency. Recently (from 2015; the latest available figures are now
from 2018) the national accountants produced a Table 29 that presents
the accrued-to-date pension entitlements in the social, not individual,
pension schemes. As part of the national accounts, Table 29 describes
the present value or the future pension entitlement, contributions from
employers, households and general government, the pay-out in monthly
pensions or as a one-off capital payment, and the administrative cost.
Normally we would find either only vested rights capital (but only for the
second pillar), or perhaps contributions for the first and second pillar, but
not pay-outs from the second pillar. Here we have a comprehensive over-
view. Figures exist for 2015 and 2018 and were recently released for the
first time for that year. Those figures will continue to be used.

6 Itis easy to understand, as it is hard to distinguish for the self-employed between making individual
savings and acquiring additional pension capital, or just investing in the work capital of their busi-
ness.
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For funded and pay-as-you-go schemes (PAYG), they calculate the ac-
crued-to-date pension entitlements of the active population and of cur-
rent pensioners. This implies the pension entitlements of the active
population that have already been contributed, not entitlements that are
still to be acquired since these are acquired year by year, and the pension
rights of the retired for the rest of their lives. New pension rights are cre-
ated and financed by contributions, and depleted when pensions are paid
out in a lump sum or in yearly benefits. Making a distinction is not even
relevant because all flows are discounted to the actual year. In Belgium
for instance, all new pensioners cash their second pillar upon retirement,
while in other countries it is paid out in yearly additional pensions. The
capital is the present value of the pension needed in future or should be
used for it. The tables also include the service cost for the funded pension
scheme. They do not completely make the correct hypothesis that there
are no administrative costs in the PAYG scheme, although there are cer-
tainly economies of scale by treating them within the context of the social
security or even general tax administration.

The following figures (Figure 8.2 to 8.8) give an overview of the pay-outin
both schemes. It is similar to the profile of the accrued-to-date entitle-
ments, since they reflect the same entitlements, but now represent the
2018 payments of benefits as normally known. The amount, presented
as a percentage of GDP, depends on the age structure of the population
(the number of pensioners), and the generosity of the pension system.
Not all entitlements are included, for instance Denmark as indicated in
Table 29, and Sweden where it seems to be missing. But we prefer to
leave the statistics as we found them. Poland and Portugal provided no
information and Greece is also missing. Therefore, the EU-27 as calculated
here only covers 24 Member States.

The Netherlands, the UK, Denmark and Sweden have a relative high share
of funded pensions, as well as Iceland and Switzerland from the EEA (Fig-
ure 8.2). For the whole EU-27, the funds are only some 23% of GDP (Fig-
ure 8.2), compared with the PAYG pension in social security and the
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government sector pension. The share between funded and unfunded
pension schemes in the EU-27 is currently some 27% of GDP for funded
schemes compared to 320% of GDP for PAYG (Figure 8.2).

A similar picture is obtained by looking at the real annual pay-out as given
in Figure 8.4. For the EU-27 as a whole, the total pay-out of the funded
schemes is 1.2 % of GDP and the PAYG is 10.8% of GDP. Belgium seems to
be right on this European average, with the only difference that the share
for government employees is larger. This is explained by a larger public sec-
tor and especially by a marked difference between the pension of a civil
servant and the rest of the PAYG pensions. It is also clear that many other
countries have a specific pension scheme for certain government em-
ployees. However, in Italy it was abolished after a recent pension reform.

Information is also provided about contributions for funded and PAYG
schemes (Figures 8.5 to 8.8). In some cases, expenditure is higher than the
contributions presented here because some of the balancing flows are rep-
resented in other lines of Table 29 (not included here). This refers to the con-
tributions from employers (Figures 8.6 and 8.7), from households or
employees (Figure 8.5), and from the government for their own employees,
be itin a funded scheme (as is the case in the Netherlands) but mostly in a
PAYG scheme, funded by implicit contributions that cover expenditure. The
PAYG scheme is usually funded by contributions from employers and house-
holds (since they are employees and self-employed), but the funded pension
scheme is also characterized by a mixed financing structure. The Nether-
lands seem to be atypical where the PAYG is financed by household con-
tributions, while the funded scheme is financed by both, and there is also a
large funded scheme for civil servants. Table 29 contains further balancing
items where the additional financing for the PAYG schemes must be in-
cluded, together with the acquired returns on the invested capital. Both are
considered as an additional financing item, and they can be substantial.”

7 See Pacolet & Strengs, 2009.




When we look at the present value of all the systems (Figure 8.8), it be-
comes clear (although five years is not such a long period for a drastic
change) that the second pillar remains limited in the European overview,
either in contributions and in capital compared to the first pillar entitle-
ments, and in pay-out. It is also remarkable here that special pension
schemes for civil servants are still important in many countries. The Ne-
therlands seem to be an exception not only in the high level of pension
funds, but also for the public sector, as a funded pensions scheme was
constructed.

Finally, one interesting aspect draws national and international attention,
namely the concern about the administrative cost of the funded pension
scheme (Figure 8.3). It was surprisingly high in 2018 for the Belgian
funded pension scheme, but for countries where the funded pension
schemes play a far greater role, it even exceeds 1% GDP, for instance in
the Netherlands and the UK. Whether it is to be subtracted from the
yearly contributions or from the yearly return on assets is a point for dis-
cussion and a matter of presentation. An up-front fee (percentage of new
contributions) of 1% would reduce the value of contributions after a 40-
year career by some 20%; an annual management fee (percentage of ac-
count balance) of 0.5% would reduce the value of the account after 40
years by some 10.5%8. But it seems to be substantial in both cases. Taking
the Netherlands as an example again, 1% of GDP as a service charge for
the funded scheme is almost as large as the households’ contribution.
This makes it look as if their contributions serve only to finance the fees
of the pension fund industry.

8 Peter Diamond, 2018, https://saspensions.files.wordpress.com/2018/11/peter-diamond.pdf
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Figure 8.2 Role of the first and second pension pillar: accrued-to-
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Source: Eurostat National Accounts, Table 29




Figure 8.3 Pension insurance scheme service charges in 2018 as %
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Figure 8.4 Social insurance pension benefits in 2018 as % of GDP
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Figure 8.5 Households’ actual pension contributions in 2018 as % of
GDP
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Figure 8.6 Employers' imputed pension contributions as % of GDP

0,8
0,6

0,4

% of GDP

0

0,0 = i il B = i g 2 i = A
BE BG CZ DK DE kil I ES FR HR IT CY LV LT L HUMTNL AT PL PTRO SI SK FI SE IS HCH

-02
S04

S06

@ Private defined benefit schemes

B Defined benefit schemes for general government employees classified in general government (not in core accounts)

Source: Eurostat National Accounts, Table 29




Figure 8.7 Employers’ actual pension contributions as % of GDP
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Figure 8.8 Total contributions for first and second pillar in 2018 as
% of GDP
135
115

% of GDP
»\l
n

o
n

35

-0,5 BE BG CZDKDE EE 1E ES FR HR IT CY LV LT LUHUMTNL AT PL PT RO SI SK FI SE IS NOCH UK

B Households’ actual pension contributions

& Employers’ imputed pension contributions

B Employers’ actual pension contributions

& Private defined contribution schemes

B Private defined benefit schemes

O Defined benefit schemes for general government employees classified in financial corporations
@ Defined benefit schemes for general government employees classified in general government
@ Social security pension schemes

Source: Eurostat National Accounts, Table 29

8.3 Further evidence for the second pillar

Finally, at this point we include standard reporting by the OECD on the
second pillar (Figure 8.9). On several occasions in the past, we have no-
ticed underreporting for Belgium, for instance, since only the pensions
funds were included, and not the far more significant insurance funds
that are the major provider of occupational funds, leaving Belgium with
a low share of capital in funded pensions of some 10%. It was only in the
2020 report that this changed. However, another element also changed.
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From 2017 onwards, a third pillar component of individual retirement sav-
ing has been included. This is the so-called third pillar, and it is question-
able whether it should be included or not. Taking Belgium as an example
again, we also used to add individual life insurance to the individual sav-
ings account since it is another long-term saving instrument, stimulated
with a tax credit. By the way, this is not only more significant than the in-
dividual savings account, but even more significant than the second pillar.
It certainly differs from the notion applied by the national accountants
who include only the first and the second pillar in Table 29 described
above. A comparison of the figures above with the second pillar ‘accrued
to date’ account sometimes reveals a similar picture, but at times it di-
verges substantially (for instance for Denmark).

Figure 8.9 Total assets in retirement savings plans as % of GDP, 2009
vs 2019
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9 DEVELOPMENTS IN HEALTH CARE

As with pensions, the health care analysis also starts in 1992 and 2002,
comparing the richer old Member States with the new Member States en-
tering the picture in 2002 (Figure 9.1). Before joining the EU, the new
Member States were seen to catch up with the old Member States. How-
ever, this trend already ceased during the period 2002-2007, as discussed
ten years ago (Pacolet, 2010; Delsen & Pacolet, 2011).

Expressed as a percentage of GDP, there is more public spending on
health care in richer countries. Moving on to the period between 2012
and 2017, it can be seen that the old and the new Member States became
richer and richer and continue to spend more on health. However, the
difference remains with figures now amounting to 8% for the old Member
States, and between 4% and 6% in the new Member States.

Figure 9.1 Health care spending (% of GDP) vs GDP per capita (in
PPS), 1992-2002-2012-2017, old vs new Member States
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Figure 9.2 adds private spending, showing both direct out-of-pocket
spending and private insurance. The latter is limited in almost all coun-
tries. Public spending on health care is higher in countries with higher
overall spending. Those that spend less overall need more private spend-
ing in compensation, indicating that the population there also needs it,
wants it, is even prepared, or needs to pay for it, but this is not translated
into health insurance. One essential difference between public and pri-
vate spending in this graph is that with the exception of private insurance,
the private share of spending is paid by the sick people themselves, while
the public share is paid by the total population. This graph not only rep-
resents the degree of so called 'privatisation’, but is also an indicator of
solidarity with the ill. The Covid crisis confronted us with its sheer magni-
tude, and left us with the inconvenient question (or truth?): did we spend
enough to prevent some of the dramatic consequences of the pandemic?

Figure 9.2 Private and public expenditure on health care in 2017 as
% of GDP
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Figure 9.3 (for the old Member States) and Figure 9.4 (for the new
Member States) show developments between 2007 and 2018. There was
no great change in the share of private financing, except perhaps a de-
cline in the private share for some countries.

Figure 9.3 Private and public spending on health care in old Member
States as % of GDP, 2007-2012-2018
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10 DEVELOPMENTS IN LONG-TERM CARE

Finally, we come to long-term care: care for the disabled, but increasingly
also care for the elderly. In this case, and also in many countries, it is
closely related to health care. Long-term care insurance in Germany was
installed 'under the umbrella’ of health insurance. In some cases, the long-
term care pillar refers to very traditional services which were seen to be
a new social risk at a very late point in time. During the thirty years of my
career, | was involved in discovering those services, in social protection,
in official statistics. | was very surprised and so happy to find that long-
term care is one of the 20 principles of the European Pillar of Social Rights.
It makes me even happier that the action programme for further devel-
opment of the social pillar includes plans for a European initiative on long-
term care.

Some Member States have made more progress in discovering the risk,
as seen in the high level of spending on the right side of the graph, and
the very low level on the left (Figure 10.1). | remember what our Romanian
colleague Catalin Ghinararu said during the previous conference: “we do
have Romanian long-term care (personnel working) ... abroad.” Devel-
oping long-term care services faces even greater problems in those coun-
tries that are having to deal with emigration.

The 2021 projections of future developments from the 2021 Ageing Re-
port are presented in Figure 10.2.

The wording used for the European Pillar of Social Rights sometimes gives
the impression of prioritising home and community care. The reality, of
course, is that countries that spend most on residential and home care
services (prosperous countries most of the time) top it up with all kinds
of cash allowances, although there might be some variation in either di-
rection. But when formal services are underdeveloped, they are often
underdeveloped in both directions. On the other hand, this does not al-
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ways apply, as seen, for instance, in Lithuania with a high level of residen-
tial care (Figure 10.3).

Figure 10.1 Long-term care as % of beneficiaries of total population
and total spending as % of GDP, 2019
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Figure 10.2 Long-term care spending as % of GDP, projections
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Figure 10.3 Relation between development of residential and home

care, 2019
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11 CONVERGENCE BETWEEN AND
WITHIN THE EUROPEAN WELFARE
STATES

11.1 In GDP

We distinguished eight groups of countries, between the Bismarck-
oriented counties of the core and the Mediterranean countries. There are
also four categories, related to regional neighbourhood, and partly to Bis-
marck- or Beveridge-oriented welfare state regimes. Figure 11.1 shows a
persisting difference between the Mediterranean countries and the other
old Member States, expressed in GDP per capita for the last decade.
There is also still a clear difference between the old Member States and
the new Member States. Malta and Cyprus have possibly caught up most
with the other Mediterranean countries. However, when this GDP per
capita (left side of Figure 11.1) is corrected for purchasing power parity
(right side of Figure 11.1), the differences are smaller for the Mediterra-
nean countries and for the new Member States. This is the picture over a
period of ten years. The ‘'Marsupilami’ pictures over a longer period show
more upward convergence (see Chapter 6).
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Figure 11.1 Evolution of average GDP per capita in nominal value and
in PPS, 2007-2012-2017
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11.2 In social protection

The difference between levels of social spending between the groups has
remained stable over the past 20 years (Figure 11.2), with substantial dif-
ferences in some social spending of around 25-30% for the old Member
States, and between 15-20% for the new Member States. This is a differ-
ence of some 10 percent points. The difference between the Bismarck-
oriented groups is even smaller when corrected for taxation of social
benefits. This brings the Scandinavian countries even closer to the other
old Member States, while the new Member States remain in the same
place.
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Figure 11.2  Total social spending as % of GDP by types of welfare
state, 1996-2017
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Figures 11.3 and 11.4 illustrate how there is mostly no great difference
between gross and net spending. Some Nordic countries tax social ex-
penditure a little more. This remarkably also applies to the Netherlands,
while it is much less the case in the new Member States, which also have
lower levels of taxation in general. So why should they tax their social
benefits.




Figure 11.3 Gross and net social spending as % of GDP, 2017
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Table 11.1 Comparison of GNI and GDP, Belgium, Luxembourg, Ire-

land, 2018
Equivalent as
0y
GNI GDP GNI/GDP GDP/GNI 10% of GDP % of GNI
BE 463.7 459.5 1.00914 0.990942 45.95 0.099094
LU 39.5 60.1 0.657238 1.521519 6.01 0.152152
IE 252.7 327.8 0.770897 1.29719 32.78 0.129719

Source: Eurostat

Delsen and Pacolet (2011) looked at the period 1992-2007 to see whether
there was any convergence between the level of spending for social pro-
tection between the old Member States and between the old and new
Member States. Some convergence was seen between the old Member
States in the period 1992-2007, illustrating that Bismarck- and Beveridge-
oriented schemes were converging. As far as the enlarged union is con-
cerned, convergence between the old and new welfare state regimes was
on the same level as in the old Member States in 1992, illustrating that
there was still a distance to go. The internal divergence was even lower,
illustrating that the eight identified groups are relatively homogenous.

In Table 11.2, the calculation is updated for the period 2007-2017. The
variance is the square of the difference between the average of each
group of countries and the average of all countries. This can be broken
down between the specific group of countries, and within the countries.
To make the figures easily understandable, they are transformed into the
standard deviation or square root of the variance. Gross expenditure does
indeed show a slight increase toward some 6.1%, but in net terms this is
slightly lower (5%). For both indicators, this increase is also situated be-
tween those groups of countries and within the groups, where there is a
certain widening effect. Taking the percentage of GNI for Ireland and Lu-
xembourg, as illustrated in Table 11.1°, convergence is lower because

9 This table compares the GDP and GNI for the year 2018. GNI = Gross National Income; GDP = Gross
Domestic Product + primary income receivable by resident institutional units from the rest of the

world - primary incomes payable to the rest of the world.



those countries show a higher level of spending. The difference is even
smaller between the UK and Ireland and also in the West European Bis-
marck-oriented countries because the Irish figure comes more in line with
the other countries. There is no further apparent convergence between
the eight welfare state regimes, and the internal difference also remains
stable. However, the convergence is larger when calculating net expendi-
ture. This indicates that some countries or groups possibly spend more
in gross figures but show greater convergence in net figures (after tax-
ation). The figures are sensitive to the outliers Ireland and Luxembourg,
which have relatively low levels of expenditure as a percentage of GDP
but come more in line with the average percentage when using GNI. This
confirms the conclusion that in the period 1992-2007 the Bismarck-
oriented and Beveridge-oriented welfare states converged with regard to
social protection, with no further changes resulting from inclusion of the
new Member States. The figures seem to diverge even further when using
GNI because the old Member States including Luxembourg and Ireland
spend more than the new Member States.




Table 11.2 Convergence in social protection expenditure’®,
2007-2012-2017

Gross expenditure Net expenditure
Between Within groups Total Between Within groups Total
groups groups
Calculated as % of GDP Calculated as % of GDP
2007 5.0 2.7 5.7 3.8 2.4 4.5
2012 5.4 2.5 5.9 4.3 2.4 4.9
2017 5.4 238 6.1 4.2 2.7 5.0
Calculated as % of GNI for LU and IE Calculated as % of GNI for LU and IE

2007 5.2 2.2 5.7 4.1 2.0 46
2012 6.1 2.2 6.4 4.9 2.1 5.3
2017 6.0 2.2 6.3 4.7 2.2 5.2

* The figures in the table are the standard deviation, expressed in % of GDP, calculated as the square
root of the variance

Source: Eurostat

10 The GDP of Luxembourg is 52% higher than its GNI, for Ireland it is 30% higher. This implies that
percentages calculated in GDP for those countries should be increased by 52% and 30% respectively.
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12 THE FAIR FACES OF THE EUROPEAN
WELFARE STATES

This section gives an overview of the key findings presented by the
Member States present at the videoconference."" In making their national
contributions, the colleagues were invited to comment on the main de-
velopments in their economy, the welfare state (especially the pension
system, the health care system, and the long-term care system) and the
corresponding policy choices during the last five years.

12.1 Bismarck-oriented countries
12.1.1 Austria

Government debt fell to 70.5% of GDP in 2019 coming from its highest
point in 2015 (84.9%) but rose again to around 79.1% in 2020 due to the
Covid crisis. Over the years, the employment rate has increased, es-
pecially for women (from 55.9% in 2000 to 66.7% in 2019 for women, and
from 73.4% in 2000 to 77.0% in 2019 for men). Social expenditure as a
percentage of GDP remained stable at around 29.5% during the last dec-
ade. Coverage of occupational pensions increased from around 10% to
20% in the past three decades. Nevertheless, the contribution level is
mostly very low, not indicating any substantial shift towards occupational
or private pensions. Overall, the welfare state in Austria has proven to be
robust.

11 See list of national contributions in bibliography.
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12.1.2 Belgium

The number of people receiving benefits in Belgium has increased con-
stantly (invalidity, unemployment, pensioners etc.). However, despite a
sharp increase particularly in the number of pensioners and people in
disability and incapacity, there has been a decrease in unemployment (or
there was a decrease before the Covid crisis). In terms of social expendi-
ture, disability, sickness and long-term care became more important than
unemployment. Public expenditure on social protection has proven to be
remarkably robust over the last decades. The deficit in Belgium during
the Covid crisis is twice as much as during the great financial crisis. Al-
though the second pension pillar is becoming increasingly widespread, it
still remains limited (less than 10% of the first pillar in 2018). Furthermore,
there is growing evidence of substantial administrative costs and (para)fis-
cal expenditure for pensions. In terms of health care, public spending as
a percentage of GDP remains stable, as do the shares of public and pri-
vate expenditure. Although Belgium has a highly developed and diversi-
fied system of long-term care, consisting of residential care, and home
care with care allowance or even care leave, this did not prevent the Covid
drama that took place in the homes of the elderly.

12.1.3 Germany

Following the Covid crisis, different measures have been set out to accel-
erate the return of global health, both in the physical and economic
meaning of the word. The fiscal policy should fight the virus, provide dis-
aster relief, and adjust aggregate demand to stay near potential output.
The ratio of social services and GDP (the social benefit ratio) has been in-
creasing since 2011 and reached 30.3% in 2019, despite the growing GDP.
This increase is due to introducing a minimum pension, reinstituting early
retirement pension and introducing a general minimum wage. Although
emergency packages for Covid helped the economy in the short term, fis-
cal policy is needed in the long-term to support aggregate demand.



12.1.4 Luxembourg

The Covid crisis has resulted in some new measures. Three examples are
a new agreement on short-term work which established a minimum so-
cial wage for unskilled workers, family care leave for family support and
an automatic extension of unemployment benefits. Although the pension
system is unsustainable, pension reform in Luxembourg still seems to be
a taboo.

12.1.5 The Netherlands

There has been growing segmentation which can be seen in the increas-
ing inequality (weakening social safety net, differences in public health,
wage inequality etc.) and a high and increasing share of flex workers. The
Dutch welfare state is even considered unsustainable and outdated. The
aims of the health care system reforms are to ensure sufficient quality
and offer accessible and affordable care. However, the goals for social
support and long-term care have only partially been achieved.

12.2 Beveridge-oriented Nordic countries
12.2.1 Denmark

The unemployment rate in Denmark had been decreasing before the
Covid crisis. The retirement age will increase from 65 in 2019 to 67 in
2022, 69in 2035, and is expected to reach 70 in 2040. The pension system
is considered to be sustainable in the long term. There has been real
growth in expenditure on hospital care in recent years and also an in-
crease in the number of out-patient treatments and treatment at private
clinics or hospitals. Furthermore, expenditure on long-term care has in-
creased. However, there are challenges in terms of recruiting employees
in this sector.
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12.2.2 Sweden

In order to make the pension system sustainable, the retirement age
must be increased, together with the number of people in employment
so that they can contribute to financing the welfare state. Although the
number of sick people is on the lowest level since the 1970s, this is not
because of a health reform, but rather because of cuts in the right to sick-
ness benefits and more people being classified as unemployed. Fur-
thermore, the early retirement policy has become stricter, also increasing
the number of unemployed because fewer people are eligible for early
retirement or sick pay and activity support. Cuts in the welfare system
have led to high long-term unemployment, which has grown continually
since 2007. The situation in Sweden seems to be contradictory: it has one
of the highest employment rates in Europe (80.4% in 2020) while simul-
taneously also having one of the highest unemployment rates in Europe
(8.5%). This is because many unemployed people are active on the labour
market by taking short, subsidized, low-paid jobs. Curbing the high un-
employment rate will necessitate greater investment in education, while
also integrating immigrants.

12.3 Beveridge-oriented countries
12.3.1 Ireland

The employment rate in 2018 (68.5%) was still not on the same level as
before the economic, fiscal and banking crisis (71.7% in 2007), although
it recovered substantially compared to 2012 (59.8%). Government funding
accounted for 74% of health spending in 2018, which is a decrease from
79% in 2007 due to the increase in out-of-pocket payments. There is also
a perception of a separate health care system for the rich and the poor
(privately insured versus public patients). The ageing population makes
long-term care more important. Public spending is biased towards resi-
dential care and there is a strong growth in the number of private nursing
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homes. The policy response to the pandemic raises the question whether
Ireland will shift to a universal health care model.

12.3.2 United Kingdom

An important topic in the United Kingdom is of course Brexit and all the
resulting political upheaval. Although austerity was relaxed in 2018 and
then abandoned from 2019 onwards, spending is still lagging behind
needs. Attention is especially lacking in terms of social care. Despite some
recent (small) increases in real spending, it lags far behind the needs. On
the other hand, long-standing reforms are coming through with regard
to pensions. For many, including the self-employed, provision is more
generous, but for most younger individuals it is less generous so that
there is a greater focus on private/occupational pensions. While spending
on pensions is safeguarded, the benefits directed at children are decreas-
ing. The pandemic revealed large inequalities in health care provision, a
situation that is widening in some cases.

12.4 Bismarck-oriented Mediterranean countries
12.4.1 Greece

Greece is an important outlier in Europe in terms of its employment rate
(62%) and its long-term unemployment rate (14%), being (one of) the lo-
west and highest respectively. Total social expenditure rose from 9.9% in
1980 to 24% in 2019. However, it decreased by around 3 percentage
points from 2012 to 2019. Private health care expenditure as a percentage
of total expenditure on health care is particularly high in Greece, reaching
almost 35% in 2018 (compared to the OECD average of around 20%).
Moreover, the pensions amount to 16.1% of GDP in 2019, the highest per-
centage in the EU.
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12.4.2 Portugal

While the financial crisis was tackled by 'enthusiastic austerity’ in 2010, it
was replaced by 'austerity by stealth’ from 2015 onwards. This causes so-
cial investment to remain negligible. Although retirement pensions are
relatively generous in Portugal, family benefits are on the low side. Recent
pension reforms have achieved the cost containment goals but failed to
solve welfare gaps and distortions. The labour market in Portugal is pre-
dominantly characterized by low wages and inequality. Furthermore, wel-
fare aggravates inequality with low-income households receiving only just
over 10% of total cash transfers.

12.4.3 Spain

There is a decline in social investment in health care, long-term care and
programmes to tackle child poverty. Long-term care in particular has seen
a considerable decrease in central administration funding from almost
40% in 2009 to about 15% in 2019, while the significance of autonomous
communities and co-payment has increased, signalling the strong decen-
tralisation of the welfare state. Furthermore, selective privatisation is tak-
ing place in all public welfare services. The public pension system is facing
a sustainability crisis, caused among others by the high rate of unemploy-
ment. Spain has been hit particularly hard by the Covid crisis. This has
yielded certain initiatives to reconstruct long-term care, such as an injec-
tion of funds for social services and a plan to refinance long-term care
and make the system sustainable, giving preference to living at home with
the support of community and home care services.

12.4.4 Cyprus

The last five years (2015-2020) were marked by strong economic growth
with improvement in the inequality and poverty indicators. Social protec-
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tion expenditure dropped from 20.2% of GDP in 2014 to 18.1% in 2018.
Until recently (1 June 2019), Cyprus was the last EU Member State without
an integrated public health care system of universal coverage. The na-
tional health system will offer universal coverage and access to a com-
prehensive package of services as well as bring together public and
private sectors in a quasi-market with competition based on quality and
not on price. It is expected to reduce unmet health needs, improve the
accessibility, availability, and affordability of health services, reduce the
major health inequalities of the old system, cut waiting times and lower
out-of-pocket payments. Spending on long-term care in Cyprus is one of
the lowest in the EU (0.3% of GDP), and the share of out-of-pocket pay-
ments is high. Informal care in particular plays a substantial role, with
support provided by family, social networks and live-in domestic helpers.

12.5 Beveridge-oriented Baltic countries
12.5.1 Latvia

General government expenditure on social protection is slowly increasing
(from 11.8% of GDP in 2016 to 12.1% in 2019). The same also can also be
said specifically for health care expenditure (from 3.7% in 2016 to 4.2%
in 2019). The minimum pension remains low. The growing demand for
long-term care cannot be met because of insufficient resources, both
human and financial. In 2016 only 0.4% of GDP was spent on long-term
care (compared to the EU-27 average of 1.6%). Furthermore, spending on
residential care still exceeds spending on home care. The Covid crisis high-
lighted the low wage levels in health care and long-term care, manifested
in a manpower shortage, together with insufficient skills and competence
among caregivers and nurses. The inequality in access to health care is
mainly explained by income inequality.




12.5.2 Lithuania

Lithuania's economy grew from 2015 onwards, as illustrated by an in-
creasing GDP per capita, employment rate, and net average wage. Never-
theless, the risk-of-poverty rate remained stable. Pensions have seen
modest growth as well as some reforms, both in the first and second pil-
lar. Lithuania stands out in the EU with a very high death rate from exter-
nal causes and a poor health status, largely linked to behavioural risk
factors such as diet, smoking and alcohol consumption. The share of
health care expenditure is growing along with GDP and amounts to 6.5%
of GDP, but per capita expenditure remains low. Health care has been re-
formed in three respects: decentralisation, enhancing efficiency and re-
ducing the inequality of health care services. Long-term care remains
underdeveloped.

12.6 Bismarck-oriented Central/Eastern countries
12.6.1 Czech Republic

The pension system had a second pillar between 2013 and 2016, but it
was cancelled due to a lack of interest and the funds were transferred to
the first pillar. There is a rising dependency ratio: before 2010, four people
of working age contributed to one pension, in 2012 it decreased to 1.8
and by 2020 it was 1.2. Health care is the second largest area of public
spending, but there are problems with the financial sustainability of the
current health care system and overuse of health care by the population.
Although the Czech Republic was initially one of the best countries at
handling the Covid crisis, it now has the highest per capita infection rate
in the world. The crisis shows that the welfare state in the Czech Republic
needs modernization with regard to various challenges such as the grow-
ing pool of labour market outsiders, the digital transformation of the
world of work and the sharing economy.
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12.6.2 Hungary

The welfare system took a conservative turn in 2010 with a deterioration
in universal benefits and changes in the target groups of redistribution
towards families. Because of the ageing society, the statutory retirement
age is expected to be increased to 72 by 2030. Demographic trends are
giving cause for concern because the total number of inhabitants is ex-
pected to decrease due to the low birth rate (which is increasing but re-
mains low) and a high share of emigration. Between 2010 and 2016,
Hungary doubled its spending on public employment programmes,
seeing that the employment rate was remarkably low in 2010 at 54.9%.
Health care has been constantly underfinanced leading to long waiting
lists and low wages in the health care sector, with both staff and patients
emigrating to private medical care. There is no separate scheme for long-
term care which is mostly provided by family members, volunteers and
local authorities. Residential care for the elderly is underfinanced.

12.6.3 Slovakia

Slovakia is characterized by significant regional disparity. General govern-
ment expenditure remained fairly stable in recent years. Nevertheless,
expenditure on sickness/health care and old age has increased in the last
decade, while expenditure on housing and social exclusion decreased.
The pension system has been a three-pillar system since 2004. A consti-
tutional change was adopted in 2020 (valid from 2023 onwards), with re-
forms that give everyone the right to decide how much of the tax or
contribution paid into the system of adequate material security in old age
will be made available to the person who brought them up and to whom
material security in old age is provided. In 2019, Slovakia reached the his-
torically highest levels of employment and lowest level of unemployment
since its transition period. Furthermore, there is a continuous increase of
the minimum wage.
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12.7 Bismarck-oriented Central/Eastern Balkan
countries

12.7.1 Bulgaria

The population shrank by more than a fifth from 1989 to 2020 due to emi-
gration, leading to an increase in regional disparity. The risk-of-poverty
rate is increasing (slightly) especially for pensioners. Bulgaria faced a triple
crisis in 2020: health, economic, and political. The pension reform in 2015
(replacing the one from 2011) led to a more gradual increase in retirement
age, the insurance period, the length of service, and pension contribu-
tions. There is an enormous expansion of the private health care sector.
The levels of out-of-pocket spending are high. There is no specific legis-
lation for long-term care only. Both formal and informal long-term care
provision is highly inadequate; there is high demand for institutional care,
but the quality of the structure, facilities and professional capacity of the
staff is low.

12.7.2 Croatia

The employment rate saw a marked increase from around 53% in 2013
to 62% in 2019. Furthermore, the unemployment rate, at its highest in
2013 with almost 18%, dropped to below 7% in 2019. When exercising the
right to an old-age or early-age pension, from 1 January 2019 all people
who are insured in both pension pillars can choose whether to receive a
pension only from the first pillar (generational solidarity) or from both
mandatory pension pillars (including any individual capitalized savings).
One serious challenge in Croatia is the fact that more than one third of
the elderly are at a risk of poverty and social exclusion. Health care ex-
penditure per capita is among the lowest in the EU. Nevertheless, the
share of public expenditure is relatively high, with a broad benefits pack-
age.
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13 CONCLUSION

At the moment, many of the indicators for making comparisons between
countries used in this report still fit in the stylized time path of the social
market economy with increased social protection accompanied by further
economic progress, as shown in Figure 13.1. Many initiatives on the Euro-
pean level are heading in the same direction. In one way or another, the
European initiative on long-term care announced in the action plan for
the social pillar was already forecast twenty years ago, when this stylized
graph was used to illustrate development in social protection for depend-
ent older persons. It remains the potential evolution of the welfare state
today. The new initiative (also inspired by the European Pillar of Social
Rights) featured in the recommendation of adequate social protection for
all points in the same direction. The same goes for the present and up-
coming European reconsideration of the conditionalities for the stability
and growth path. It could imply greater room for manoeuvring for the
further development of the welfare state. But the greatest improvements
need to be made on the national level: in the end, the stylized scheme is
still relevant on the European but even more so on the national level.




Figure 13.1 Stylized profile in the development of the welfare state:
a common European path for economic and social prog-

ress?
Further quantitative and
qualitative expansion
Rationalisation
Quantitative Innovation - because new risks are accepted
expansion but also - because demographic pressure

Diversification - because incompressibility
Differentiation - because stagnation

Expenditures as % of GDP

1970 1985 1990 2000 2020

Source: Based on J. Pacolet, R. Bouten, H. Lanoye, K. Versieck, 1999, p. 22

What are the common conclusions from our sixth round of monitoring
the welfare state in no less than 18 countries of the EU?

1. The welfare state is crisis-proof; this has been confirmed even more
by the present Covid crisis. Fortunately, we have already also
learned the lessons from the austerity policies after the financial
crisis of 2011-2012. Social protection has proven robust in most of
the countries, even in times of economic crisis.

2. There is a growing awareness of the important role played by the
welfare state in absorbing the impact of health, social and econ-
omic crises. The importance of the welfare state is being redis-
covered and yes, it includes the term 'state’, in times of economic,
social and health crises. Hopefully it will persist when confronted
with the need for social expenditure to cope with the ageing popu-
lation over the next few decades.
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3. Social progress needs to go hand in hand with economic progress.
This is illustrated by the continued gap towards full employment or
a higher employment rate, the need for economic recovery after a
crisis (including the role of the state and its expansion policy). Fur-
thermore, social protection also implies economic growth by cre-
ating additional jobs. This does not have to collide with ecological
concerns, as the former President of the European Council Herman
Van Rompuy reminded us once again in his keynote speech.

4. Rich economies spend more on social protection, but the Covid
crises has revealed that some of those systems (health care, long-
term care) are still underdeveloped. Clear signs are emerging of in-
adequate quantity and possibly also quality, partly through the
inability to function adequately in times of crisis.

5. There has been a slowdown in both economic and social conver-
gence: this is something which is at the discretion of the national
states.

6. Thereis a growing realization that old risks are becoming open and
more demanding, such as adequate minimum benefits, together
with long-term care, sickness and disability.

7. The second pillar of occupational pensions has proven to be the ex-
ception rather than the rule. In many countries there is a risk of such
pensions remaining on a low level despite being promoted for dec-
ades in some cases; furthermore, they do not come for free. There
is a growing concern regarding the fiscal expenditure and adminis-
trative costs involved with occupational pensions. In some countries
the second pillar has been integrated in the first pillar again.

8. Many new initiatives have emerged that combine employment and

care, making a further contribution to this 'diversity’ of the mature
welfare state regimes.



10.

11.

12.

13.

14.

But even highly developed welfare states can lose their appeal due
to increased selectivity and targeting, own insurance and respon-
sibility, or because of the reduced capacity of new kinds of em-
ployment (platform works, social dumping, social and fiscal
expenditure for new job creation, (bogus) self-employment). This
shows that only strong economic development can support a high
level of social protection.

A high level of social protection also implies a high standard of
working conditions in the corresponding care industries, particu-
larly in terms of attracting adequate manpower. Furthermore, in-
creased spending will make recruitment easier.

The retirement age will continue to increase, although sometimes
at a return, and will lead to higher levels of employment.

Demographic projections for the EU have changed substantially,
with lower levels of overall population growth and significant dif-
ferences between individual countries. Some will experience li-
mited growth while others will see a dramatic decline, with job
deficits in some countries, while other countries will need to inte-
grate migrant workers in the workforce.

Some countries are seeing the risk of dualization in the care sys-
tem (rich man / poor man). The welfare state does not always con-
tribute to a substantial redistribution from rich to poor. There is
a growing awareness of extensive, increasing inequality in health
and life expectancy. Closing the gap here would imply real pre-
vention, also in terms of costs.

Although privatization in insurance remains on a low level in terms
of both insurance and co-payments, some countries have seen
increasing privatization in provision.
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15. Long-term care tends to focus on residential care rather than
home care in some Member States; however, for the most part
both types of care are established if the system is well developed.

16. Some Member States continue to prioritize pensions in the wel-
fare state regime, while the health care and long-term care sys-
tems remain underdeveloped or even include high levels of own
contributions. For instance, Cyprus did not install universal health
insurance until 2019, while long-term care still needs to be devel-
oped. The Covid crisis has highlighted the significance of poorly
developed long-term care systems that lag behind the needs in
many countries. Long-term care in some countries still focuses on
informal care.

17. Some countries continue to have a low general level of social pro-
tection, including pensions, health care and long-term care, with
poorly developed provision, inadequate staffing and low qualifi-
cations. This can even lead to the emigration of qualified care per-
sonnel and illustrates the slowing down or lack of social
convergence in the EU.

18. Social protection is stagnating in some new Member States, while
elsewhere it is undergoing further modernization, including for
instance an adequate pension split between partners within a
household.

19. Regional disparity persists, underlining the importance of national
and regional redistribution with some 'Finanzausgleich’ schemes
for social protection, as argued in one of our early reports on the
relationship between economic integration and social protection.
Social protection as social ‘insurance’ needs to be organized on
the highest level. There is even growing support for this idea on
the European level.




Our 6™ conference on the state of the welfare state in the EU took place
online, as it was held in the middle of the pandemic when Belgium was
on the eve of a third wave of Covid infections. This was a point in time
with renewed interest for and recognition of the role of the state, and the
importance of the welfare state when it comes to absorbing the health
and economic crisis. The lessons learned on the European and national
level from the adverse choice of austerity measures in the past have been
taken on board, perhaps not after the 2008 financial crisis but certainly
after the 2011 credit crunch. This might be an adequate response at the
time, but still does not guarantee protection from all the social risks in all
countries at all times, a symbiosis of economic and social progress for all.
It remains to a large extent a political choice on the national level, at the
discretion of the national policy makers. If we concluded in 2015 that 'hor-
ror stories’ sometimes needed to be told about the state of the welfare
state, our conclusions are more positive at the moment. This optimism
will need to be confirmed at the 7t" conference on the state of the welfare
state in 2025, entitled 'Who paid the ferryman?'.
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