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PREFACE

Preface

This report has been written at the request of the Nordic Social-Statistical Committee
(NOSOSCO). The background for the report is the realization of the welfare states facing
important challenges in the years to come. In order to analyze challenges and monitor the
development in different areas over time, data are needed, in particular data that make it
possible to compare across borders in the years to come. This report especially focuses on the
Nordic welfare states with an implied understanding that a common Nordic welfare model
exists. We shall touch on this in the report. The aim of this report is thus to identify various
challenges to the welfare states in order to identify indicators which we think can be used to
analyze and monitor the development. We are not only going to compare the Nordic countries
but also the Nordic model with other welfare models in Europe.

In this work we have set great store by using data from the EU's survey on income and living
conditions (Statistics on Income and Living Conditions, EU-SIL.C). One of our most
important objectives is to demonstrate how this data source can be used also at a Nordic level.
Thereby are also our analyses and indicators thematically delimited from the data source which
we will primarily use. We are not aiming at a complete survey of challenges faced by the
Nordic welfare state — as both data and resources are too limited for that.

The report was begun before 2008, and the data used are mainly from 2006. That means
that we do not pick up special challenges or effects created by the international economic crisis
that appeared in the autumn of 2008. In the Nordic countries, this crisis has hit Iceland the
hardest, but for all the Nordic countries it has resulted in an increased actualization of existing
challenges connected with both income and expenditure of the welfare states. Our aim is not
first and foremost to carry out a topical analysis of the state of the various areas which we
touch on in this report but to identify challenges and to find indicators to illustrate them. The
need for such indicators will only become more actualized by the economic crisis, and we are
of the opinion that the challenges to the welfare state are the same both before and after the
crisis, even though the intensity has been changed.

The report has been prepared by the division for social welfare statistics, Statistics Norway
(Statistisk sentralbyrd, SSB) in Norway. The national heads of delegation in NOSOSCO have
acted as a steering committee for the project, and preliminary results have been presented at
NOSOSCO's plenary sessions in 2008 and 2009. All results based on the EU-SILC have been
produced by the SSB on the basis of micro data files provided by the EU's statistical body
(Eurostat). NOSOSCO has been in charge of printing and publishing the report.



SUMMARY

Summary

The aim of this report is mainly to point to some key challenges to the Nordic welfare states
and to endeavour to define some comparative indicators that are relevant to the monitoring of
these challenges. A key intermediate aim is to demonstrate how the data source EU-SILC (see
box for mention of the data source) can be used for this purpose. In cases where good
comparative indicators are already available, we have used these. In other cases, we have
endeavoured to develop new indicators which in turn can be updated with new data later when
new years of the EU-SILC become available.

At the beginning of the report (Chapter 1), we demonstrate how the hesitant beginning of
welfare states can be traced back to the end of the 1800s. The further development of the
welfare states has taken different courses of development in the various countries, also in the
Nordic countries. The different courses of development and national conditions have
contributed to the fact that no two welfare states are quite alike. There have, however, been
several attempts at classifying them according to different models. The dimension is then
regarded as the degree of State intervention, market regulation and distribution of
responsibilities or the balance between State, family and market. Seen in this way, it may be
maintained that the Nordic welfare states make up a model in which strong State intervention
and wide universal welfare schemes are among the key traits.

Given the purpose of this report, welfare states face some key challenges. In Chapter 2, we
shall emphasize some of the most central challenges which we have analyzed further in this
report. The first challenge is connected with the demographic development. Then follow the
challenges connected with the welfare state expenditure, participation in the labour market,
education, income differences and social exclusion, health and housing and housing
conditions. These may be regarded as a variety of challenges. More will be mentioned, but we
have mainly concentrated on challenges which fall under living conditions, and for which we
have data for further analyses.

The first challenge that we take a closer look at is connected with the welfare states'
expenditure (Chapter 3). Here we do not use data from the EU-SIL.C but available data based
on ESSPROS 2006. The total social expenditure is measured in the form of purchasing power
standards (PPS) and of the share of the gross domestic product (GDP). A comparison of
Europe shows that the expenditure levels are in part very dissimilar, also in the Nordic
countries. Although the two ways of measuring render somewhat different results, the
Norwegian and the Swedish welfare states are said to be rather expensive, while Iceland has the
lowest expenditure level in the Nordic countries in 2006. Countries in Southern and Eastern
Europe have somewhat lower expenditure levels, especially in the form of PPS. The
predominant expenditure in almost all welfare states is connected with old-age and survivor's
benefits. This is a common challenge which is not singular to the Nordic countries, and it may
on the other hand be maintained that it is larger elsewhere in Europe. This challenge becomes
especially important when we see it in the light of the demographic development (Chapter 4).
Norway and Iceland represent an exception to the rule regarding pensions being the
predominant expenditure. Here expenditure on sickness and health care is the largest social
expenditure. In the other Nordic countries, this makes up a smaller share of the total social
expenditure, but in line with the rest of Europe it also represents a challenge which becomes
especially important when we look at the demographic development, and it also actualizes the
relevance of health as a welfare challenge (Chapter 8). Another health-related problem is
disability. Seen on the basis of expenditure, this is a challenge which is in particular apparent in
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the Nordic countries. Here the expenditure on disability is the highest in Europe, both as a
share of the social expenditure and as a share of the GDP. It is therefore important to follow
up on this in analyses of the labour-market, and we shall look at it, among others, in Chapter 7.
The expenditure on families and children is also quite high for the welfare states. Also here, the
expenditure levels in the Nordic countries are relatively high, but in Chapter 4 we also see that
the Nordic countries end up relatively well with regard to fertility rates. These two elements
should probably be seen as a whole. Expenditure on unemployment is also important for all
welfare states. They are of course very dependent on economic cycles, and the expenditure
level reflect to a high degree the state of the labour market, although it also tells us something
about which welfare schemes are available to the unemployed. Our figures are from 2006, and
here the Nordic countries end up well compared with many other European countries, but we
do not pick up on the effects of the international economic crisis that arose in 2008.

The demographic development forms a background for many of the other challenges to the
welfare state (Chapter 4). A number of published indicators already exist in this area, and we
have drawn from some of them to show that an ageing population is a key challenge to the
European welfare states. With an increasing share of elderly in the population, the need for
some of the most expensive social expenditure such as pensions and health and care increases
(Chapter 3). Besides, the balance between income and expenditure staggers in that the share of
people active in work of the population is becoming relatively smaller. This is, as mentioned, a
general European challenge although it as at today is smaller in Eastern Europe. The
background for this challenge is first and foremost the low fertility rate, where the Nordic
countries end up well in a European context, as well as high life expectancy.

To make sure that the population gets enough and the right kind of education is important
in relation to participation in the labour market and so also in relation to social exclusion and
poverty. We have looked at education by means of existing indicators from the OECD in
Chapter 5. The employment rate is systematically higher for people with a high level of
education, and they experience a more stable labour market. If we look at the population's
education level, the Nordic countries as a region end up well in a European context. The
challenge is larger in Eastern and Southern Europe. If we break down by age groups, we see,
however, that the total education level of the population will increase in all the countries in
future, as young people have in general a higher level of education than older people.

The combat of social exclusion and poverty is a key subject in the welfare states, and among
the most important reasons for the launching of the EU-SIL.C were to provide indicators in
this area. In Chapter 6, we resume this subject by referring to existing indicators based on the
EU-SILC. Poverty can be defined in many ways, but often EU's low-income measure az-risk-
of-poverty-rate is used as measurement. It measures the share under 60 per cent of the median
household income, weighted for economies of scale. Comparisons of this share for European
countries show that the Nordic countries end up well. The figures from 2006 (based on 2005-
incomes) show a low-income share from 10 to 13 per cent in the Nordic countries. A key
reason for the Nordic countries as a region ending up well is that social transfers contribute to
reducing the low-income shares relatively more than in other parts of Europe. We also see that
the income dispersion is smaller. Also in respect of economic robustness and self-evaluation of
the economy, Nordic households end up rather well. We also take a look at the share of
households that cannot afford a variety of central consumer goods. Also in this respect, the
Nordic countries ended up rather well, but Danish and Finnish low-income households are
relatively often exposed to lack of goods.

Work is the area to which we have dedicated most space in this report. T'o maintain the
largest possible share of the population in work is perhaps the most central challenge to the
welfare state when we look at the background of demography and expenditure. In Chapter 7,
we have chosen to focus on different groups that are partly or completely outside the labour
market. To follow the level and development in these groups and to know what characterizes
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them may be important contributions in the efforts to maintain and increase participation in
the working life. The groups that we shall look at are the marginalized, excluded, disabled as
well as part-time working women and finally seniors.

When we look at the total shares of marginalized, excluded and disabled people in the
Nordic countries, Finland ends up with the highest shares. There are on average more women
than men among the marginalized, excluded and disabled in all the Nordic countries. Finland
has a larger problem than the other Nordic countries of young people being marginalized. In
Finland, Iceland, Norway and Sweden, those with the lowest level of education are most
exposed to marginalization. In Denmark, education is not significant in respect of
marginalization. Exclusion and education seem, however, to be interconnected, in Denmark as
well as in the other Nordic countries. Single parents are most at risk of becoming marginalized
in all the Nordic countries, with the exception of Denmark, and it is natural to assume that care
responsibilities may be a reason. Single parents are also most at risk of becoming excluded in
all the Nordic countries. In addition, it is obvious that people living alone are also an exposed
type of household in all the countries. Furthermore, in the chapter we see that a loose
connection with the labour market is clearly interconnected with self-evaluation of health in all
the Nordic countries. If we compare the Nordic countries to the rest of Europe, the Nordic
countries end up well when it comes to marginalization and exclusion, somewhat worse when it
comes to disability. We can therefore maintain that marginalization from work is not a
particularly large challenge to the Nordic welfare state compared with others, but with a
considerable exception for Finland.

Another phenomenon connected with work is part-time work. The Nordic countries are
characterized by high employment rates, and the level of employment is among the highest in
Europe. At the same time, the Nordic countries have a high share of people working part-time
compared to the rest of Europe, and it is primarily women who work part-time. There are most
women working part-time in Norway and Sweden, and in Norway, many also work part-time
for short periods. It is the youngest and the oldest people in work who work part-time; a low
level of education and many children are also significant for the share of part-time workers.
Part-time work may be a strategy for participating in working life for those in poor health. And
it is, as we have seen, more common to work part-time in some occupations and industries.
How long women work part-time is also interesting. Is part-time work a transient choice or a
long-term connection with working life? In this report, we have looked at the duration from
one year to the next, and we see that most of the women who worked part-time at the time of
the interview also worked part-time all of the previous year. This applies to fewest women in
Finland. It thus looks as if we have a large share of stable part-time working women in most of
the Nordic countries and this could be a challenging pattern to change. The reason pattern
connected with part-time work is complex and varies between the Nordic countries. The most
important to underline is perhaps those women who say that they would like to work more.
Part-time may both be a chosen connection with the working life, and it may be a result of
structural circumstances connected with the individual sectors of working life.

The last group which we have chosen to look at more closely in the chapter on work is the
seniors, or people aged 55-69 years. In the Nordic countries, Iceland is in a league of its own
when it comes to employment among seniors. The share of people in work among seniors is
almost identical to the total share of people in work. The Nordic countries seem as a whole to
maintain a high employment rate among seniors to a higher degree than the other European
countries. If we take a closer look at the employment rate of different age groups among
seniors, we see that the participation rate starts to fall considerably only among the 60-64-year-
olds. A high level of education has a strong effect on the participation rate of seniors, and this
also goes for good health. Living alone is also significant to the participation rate among
seniors; fewer seniors living alone are active in work than seniors not living alone.
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Health affects many aspects of the welfare state. We have seen that the expenditure on
health make up a large share of the social expenditure, and that affects the share of people
active in work in the population, not least in the form of disability. The development in the
health area is thus important to the expenditure and income of the welfare states, and in
Chapter 8 we touch on different sides of the state of health. We mainly have three
measurements for health in the EU-SILC: self-evaluated health, chronic illness and limitations
in activities. A total evaluation of these three measurements shows that the Nordic countries in
total end up quite well in a European context. The exception is Finland that according to these
measurements has the worse state of health in the Nordic countries and thus also ends up
worse in a European context. Health is clearly interconnected with gender, age and education.
Women, the elderly and people with a low level of education are at greater risk of experiencing
impaired health. There are, however, differences among the countries as to how this manifests
itself. Health naturally also affects the degree to which people are active in work. It may seem
as if it first and foremost affects full-time work and to a lesser degree part-time work. We have
also seen that impaired health affects differently when we look at participation rates. Impaired
health leads to larger reductions in the participation rates of people with a low level of
education compared with people with a high level of education, and this effect is relatively
strong in the Nordic countries compared to the rest of Europe.

To live in a suitable dwelling is important to people's welfare. The dwelling is furthermore
an important factor to the households' economy. This may represent challenges to the welfare
states if some groups cannot afford a suitable dwelling of an acceptable standard, and if the
costs of living become so high that households get economic difficulties. In Chapter 9, we
emphasize different indicators thereof. We have concentrated most on economy and standard
in the form of overcrowded dwellings. Living in an overcrowded dwelling according to our
definition affects from 7 to 13 per cent of the households in the Nordic countries, which does
not differ much from the rest of Europe if we disregard the countries in the East where this is
much more common. The measurement on the economic strang due to housing costs as the
relation between housing costs and income shows that Danish households have the highest
expenditure level in the Nordic countries. A combination of overcrowded dwellings and costs
nevertheless shows that Swedish households are those most often experiencing living
expensively and overcrowded in the Nordic countries, followed by Finland and Sweden. But
the results of the economic strain are not unambiguous. For if we look at the concrete payment
difficulties concerning housing costs, the Norwegian and Icelandic households most often
experience this. We therefore need more indicators to give an adequate picture. It is
nevertheless people living alone, single parents and groups with low incomes that most often
experience difficulties in relation to housing standard and housing economy. The Nordic
countries as a region do not differ much from the rest of Europe in this respect, although some
countries may differ on individual indicators. The most important regional trait is that the
difficulties seem to be largest in Eastern Europe. We have also looked at indicators for housing
environment and find that the Nordic countries end up relatively positive in this respect in a
European context, and that Norway and Iceland are the Nordic countries with fewest housing
environment problems.

The majority of results in this report is presented as graphic figures. The table basis for all
figures can be found in the Appendix. This Appendix as well as a complete overview of table
and figures is only available in the electronic version of the report published on the
NOSOSCO homepage (http://www.nom-nos.dk). We therefore refer readers of the printed
version to the homepage for further information.
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Data — EU Statistics on Income and Living Conditions (EU-SIL.C)

The EU-SILC is a sample survey regulated by the EU (the Commission) and coordinated by
Eurostat. The EU-SILC is rooted in the European statistical system (ESS). The purpose is to
collect comparative cross sectional and longitudinal data on income and social exclusion.

In this publication, we use micro data from the EU-SIL.C 2006. They cover interview data
from 2006. The reference year for income is 2005. In the EU-SILC 2006, all member states in
the EU participated along with Norway and Iceland. In spite of this, the micro data do not
cover all the countries in the EU. The most important in our connection is that we lack data for
Germany.

The EU-SILC is implemented according to a so-called Open Method of Coordination.
That means that each country has the possibility of adapting the sample, sample size and data
collection according to national needs. In the majority of European countries, the survey is
carried out with a sample of households. The Nordic countries are an exception here, as they
all have a sample of people (selected respondents), who again form the basis for households.
The following number of people aged 16 years or more is included in the total household net
sample in the Nordic countries: Denmark 8 799, Finland 17 078, Iceland 5 106, Norway 9 294
and Sweden 9 757. In total, the following number of selected respondents aged 16 years is in
the net sample: Denmark 4 480, Finland 9 312, Iceland 2 843, Norway 5 755 and Sweden 6
581. Data on work cover mainly all 16+-year-olds in the household, data on health cover only
the selected respondent, while data on housing and income is at the household level.

There is also some variation in data sources used for different variables. The Nordic
countries and the Netherlands and Slovenia differ here by extensive use of data from
administrative registers which are combined with interview data.

As all sample surveys, also results based on the EU-SILC are encumbered with uncertainty.
The guide lines make demands on sample sizes, however, so that the uncertainty will be the
smallest possible in all countries carrying out the survey. Aggregated figures based on the EU-
SILC thus give quite reliable results. When we in this report often break down into smaller
groups, the uncertainty will naturally become larger. We cannot say anything in general about
which differences are significant and which are not. In some places, this is mentioned in the
text but it would far exceed the framework of this project to calculate this in absolutely all
cases. We have therefore emphasized stating the number of observations in all tables, and we
have also included the basis tables for all figures. The Appendix shows a standard-deviation
table as well as a description of how to calculate significance.

For further information on the EU-SILC operation, please see the Eurostat website:
http://epp.eurostat.ec.Europe.cu
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WELFARE STATES - AND MODELS

Chapter 1

Weltare States — and Models

The purpose of this report is to analyze the challenges to the Nordic welfare state and to
identify possible indicators which may be useful in this connection. As a basis for this task, we
would like to begin with a short study of the welfare state concept proper and look at different
types of welfare states. One of the fundamental ideas behind this report is that there are so
many similarities among the welfare systems in Scandinavia that they could be referred to as a
Nordic model, which in turn is different from other welfare models elsewhere in Europe.
Consequently, it makes sense to analyze common challenges to the Nordic welfare states since
they are not necessarily the same as those faced by other welfare models. The analysis and that
which follows later in this report will show that this is not necessarily a simple task. There are
differences among the Nordic countries as well as similarities among the Nordic welfare states
and other welfare states elsewhere. Then we shall see that the challenges are basically the same
but that they vary in intensity across the different welfare models identified by us to begin with.

1.1 Establishment of the Welfare State

The welfare state is a relatively new concept. It is often said that the foundation was laid by
Bismarck in 1883 when comprehensive social security schemes for workers were implemented
in Germany. The first one was the sickness insurance scheme (1883); then followed the
accident insurance scheme (1884/86) and the disability and old-age insurance schemes (1889).
The expenses were to be divided among workers, employers and the State. Others are of the
opinion that the seeds to the welfare state were sown in the 1860s—1870s. About this time, the
laissez-faire ideology had released its hold on Europe. The active state began to emerge, and
struggles for the right to vote and for social welfare took place (Rgnning, Solheim 2002).

The Scandinavian welfare model was internationally speaking established rather late. Not
until the more permanent social democratic governments came into power in the 1930s and
1940s in Denmark, Norway, Sweden and Finland 20 years later, the foundation for the present
welfare states was laid (Esping-Andersen 1997). Former poor relief was thus changed to social
benefit and rights programmes, although it could be maintained that a universalistic principle
of risk sharing had already been introduced in Denmark in 1891 with the introduction of
retirement pension to everyone, and similarly in Sweden in 1913 with the introduction of a, in
principle, universalistic pension insurance scheme.

The development of a welfare state in a variety of countries may be described as a shift in
responsibility among the State, the family and the labour market/employers, and in this respect,
each country has its own history. During the post-war years, still more social security schemes
emerged in the Scandinavian countries. When the Social Security Act was adopted in Norway
in 1966, security schemes covering risks covered by social insurances had already been
introduced. This large reform was above all a technical administrative reform which resulted in
joint administration and joint financing (Renning and Solheim 2002).

In many studies of the Nordic welfare states, the attention is often drawn to similarities in
the structures and to common traits in the development of these states. At the same time, at
least the development may not have been the same, or the development in the Nordic countries
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may have staggered in time in relation to one another. If one looks at the development since the
end of the 1980s, there are both political and financial differences among Denmark, Finland,
Norway and Sweden (Bonke, Nordic Council of Ministers, 1998).

The increased political integration in Europe affected Denmark earlier than it did the other
countries, since Denmark has been a member of the EU since 1973. Sweden and Finland only
became members in 1995, and Norway and Iceland are not members but are on equal terms
with the member states as to trade via the EEA Agreement.

The development in the Nordic countries has also economically been staggered in time. At
the beginning of the 1990s, Finland and Sweden saw a serious downturn as the conclusion of a
long period of economic growth. As early as at the end of the 1970s, this happened in
Denmark, and since the end of the 1980s, the economic development has been relatively
stable. Norway recovered fairly quickly from the serious bank crisis and downturn, mainly as a
result of extensive proceeds from oil, and the crisis never reached the same levels as in Finland
and Sweden. Around and after the turn of the millennium and up until 2008, the Nordic
countries by and large saw a stable positive economic development (NOSOSCO 2007). The
financial crisis, which commenced in 2008, has naturally contributed to change this, especially
in respect of Iceland. At present, it is too early to predict how long the downturn will last.

1.2 Welfare Models

The English social-policy researcher Richard Titmuss presented the first one of the known
attempts to categorize the Western welfare states. His models have provided the basis for many
later classifications. Titmuss (1974) divided the models into a residual, a performance and an
institutional redistributive one. In the residual model, the welfare benefits take up moderate
space not to disturb the market mechanisms. This model is based on the prerequisite that the
individual's needs can best be met through two channels: the family and the market. Public
support should only be activated in case the family and the market were not up to the task. The
benefits should be allocated according to intensive needs-testing. In the performance model,
social policy is regarded as a supporting mechanism in the economic policy. Social needs are to
be met on the basis of work effort and productivity. Economic efforts are to be rewarded, and
the system must contain incentives to new efforts. In the nstitutional redistribution model,
welfare benefits and redistribution are in focus. The benefits are universal and redistributions
take place outside the market on the basis of the individual's needs. The aim of the
redistribution is to provide the individual with resources to manage his own life. In this model,
social policy is regarded as a key means to enhance the integration into society (Renning and
Solheim 2002: The summary is to a great extent based on Hatland 1995).

The model which has been used and referred to the most is without doubt Gesta Esping-
Andersen's typologization of the welfare states (1990). Esping-Andersen carried on a
controversy against some earlier models, which implied linearity — i.e. that states develop from
being welfare states to a slight to a high degree. Just by looking at the ratio of the GDP, which
was set out by the public authorities, it was possible to range the welfare states in respect of
how they intervened into the market. The former Eastern European countries would top this
list without being regarded as the best of the welfare states. Were we to disregard them, the
Scandinavian countries would score the highest. But then again, it would be a bit too easy to
say that we are the best of the welfare states, and that the other countries range according to
their position down the list. Other linear approaches have been to regard the welfare state as a
function of the emergence of the labour movement; as a function of the expanded
democratization of society. This is not empirically possible. Nor is an approach looking at the
emergence of the welfare state as a necessary function of the industrialization. Although both
the emergence of a strong political labour movement and the industrialization has contributed
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to develop welfare offers in many countries, this has not happened automatically. Esping-
Andersen argues in favour of a welfare state not only being perceived on the basis of
expenditure level, and that Titmuss’s contribution was important, because he made us look at
the contents, such as whether a benefit was granted through universal or selective schemes.

Marshall's various types of rights are also an important approach. Marshall (1963) pointed
out that first we got citzzen-rights (rules of law, etc.); then political rights (the right to vote, etc.)
and finally we got social rights entitling us to receive pay during illness, retirement pension, etc.
Although it is historically correct that the rights appeared in that order for most countries, one
should also here be cautious about placing them one after the other on an axis. For some
people, the social rights (such as social security benefits) will be a precondition for being able
to make use of their political rights. Esping-Andersen regards the presence of social rights, and
the scope of them, as an important indicator for the level of welfare. He chooses a sociological
approach for his typology and finds that the welfare of the citizens is decided by the interaction
between State, market and family. This also implies that he does not use the term welfare state,
but welfare regimes to point out exactly that the welfare of the citizens does not depend on the
State alone, as it is possible to have a high level of welfare with a little amount of State.

The core concept of Esping-Andersen's model is decommodification focusing on the fact that
the main aim of social rights is to protect us (as employees) from being subjugated to the
market. In the market, we have to sell our working capacity as a commodity. In some cases, we
are unable to get acceptable payment here. When we are ill, disabled, elderly, etc., the market is
not willing to pay us in such a way that we can lead a decent life. This was what the first
welfare schemes focused on, and the problem became visible after the emergence of the
industrialization when people left the primitive households in the villages to take on work in
factories. Here the vulnerability in the event of illness and accidents became highly visible.
Central welfare benefits thus appeared as protection against the market in that more situations
were defined as legitimate in order for us to escape being dependent on being in the labour
market. That is decommodification.

1. The liberal model

This model is characterized by its focus on needs-tested benefits and services and less on
universal schemes and is aimed at the low income groups (the working class). The market is
encouraged to play an important part when it comes to welfare benefits and services by for
example managing the pension schemes. The model has a very limited decommodifying effect.
Examples: USA, Canada, Australia and the UK.

2. The corporative model

Here a historic corporative legislation has been upgraded to serve a "post industrial” class
structure. The liberal preference for the market has not been so predominant, and social
schemes have not been fought down. Social schemes were to preserve existing status
differences and were attached to participation in working life. The church played an active part
in the designing of the schemes, and in this connection, the preservation of the traditional
family pattern was important. This has contributed to the fact that for example Germany has
had a relatively low participation rate, and that it has been the male provider who earned social
rights. The decommodifying effect is somewhat larger here compared with the liberal model.

The idea is that the State shall only intervene and provide assistance when the family has
exhausted its possibilities of helping. This is what is signified by the concept of the subsidiarity
principle based on the catholic subsidiarity philosophy. It emphasizes the right which the
individual and the "natural" communes have to govern themselves. Without autonomy, no-one
can be held responsible for his own actions, and thus the responsibility must be placed at as
low a level as possible in order to carry through the implementation. This does not exempt the
higher level from responsibility, but it underlines that such responsibility must not be
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administered in such a way that it reduces the independent responsibility at lower levels
(Renning, 2001). This is also a central principle when it comes to the responsibility for social
services in the EU. It implies a clear invitation to social services mainly being provided by
family and immediate environment before the State steps in, and it is also used as an
underlining of such schemes being administered by the individual member state and being
regulated as little as possible by the EU. Germany, France, Italy and Austria.

3. The social democratic model

This model got its name because the social democratic party has been the predominant force
behind the development of it." It is a uniform, universal equality-promoting model at a high
level, and it is often called the universal welfare model. Everyone depends on the same model,
which according to Esping-Andersen makes everyone interested in contributing (and paying)
for its preservation. Also here, rights are attached to the individual, and services are
independent of the family's capacity to help. This model is thus liberating from both the
market and the traditional family. The model merges work and welfare in that high levels of
services depend on high employment rates. Sweden, Norway, Denmark and Finland.

Esping-Andersen's approach is empiric; on the basis of his given criteria, it is possible for
him to see how the individual countries score. But here we do not get any pure models either,
when we set up the typologies; some of them fit better than others but none of them fits
perfectly. One of the objections to the model has been exactly that the typologies are
incomplete. The objections to Esping-Andersen were both related to the numbers and the
criteria he used.

The decommodification concept has been criticized by several female researchers (Anttonen
1998, Bochhorst 1994, Lewis 1992, Saunsbury 1994) because it focuses on the male industrial
worker. Women have had to fight to become commodified, i.e. to get out into working life with
the duties and rights it entailed. Not until they have established themselves there, the
decommodification will be a relevant demand. It has also been pointed out that the situation of
women has not been the same in the various models; that there was a commodification in the
social democratic model, but a decommodification in the corporative model (Borchors, 1994).

Esping-Andersen has been more perceptive to the part of the criticism concerning an
incomplete gender perspective. He takes this on by focusing on family economy. In this
connection, he is preoccupied with the liberal model having had a certain impact in the 1990s
with cuts in the social benefits as a means and increasing social inequality as a result. It has
been argued that increased inequality creates increased demand, but this is also done by two-
income families, according to Esping-Andersen (1999). He claims that the two-income family
is superior to other arrangements because it prevents child poverty to a large extent, and it does
not fritter away "human capital” such as it is done by a model with a low female participation
rate. He consequently ends up defending the Nordic model which he thinks is the one that got
by in the best way in the 1990s. Some of our findings in this report may contribute to
strengthening this theory.

In his later works, Esping-Andersen emphasizes that it is a key question which all welfare
researchers must ask themselves, and that is why we react in such different ways to social risks.
With a reference to the interaction between State, market and family, we can ask why we in the
Nordic countries respond with public solutions, whereas they on the Continent focuse more on
the family, and the Anglo-Saxon countries prefer market solutions and selective solutions.

' It may, however, be discussed how fitting this characterization is as it is not clear that social democratic parties
have been the driving forces behind the universal welfare model. The social democratic parties have, however,
backed the universal welfare model on the way and afterwards and incorporated this as a central part of their
ideology (Kildahl and Kuhnle 2005).
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1.3 A Nordic Challenge?

Although Scandinavia is referred to as a whole in this report, we can see that the development
of the welfare state has progressed in different ways in the individual Nordic countries. The
Nordic countries have nevertheless ended with welfare models which have many similarities,
above all the universal trait not found to the same extent in other models. Kildahl and Kuhnle
(2005) claim that this Nordic universalism was rather a result of pragmatic policies than of
ideological and normative visions.

Do the inequalities in the welfare models result in different challenges to the welfare states?
In the following chapters, we shall deal with some of the central areas which are emphasized as
challenges to the welfare states in the future. We shall try to find out whether Scandinavia can
be said to face larger or lesser challenges than other countries with other welfare models as well
as analyze different indicators which may throw light on this.
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Chapter 2

Challenges to the Welfare State

As we have pointed out, the actual basis for the creation of welfare states is an intention to
meet challenges in respect of needs which are not satisfactorily filled through market
mechanisms and to ensure a minimum of welfare for the population.

This will first and foremost be in situations or phases of life in which individuals have no
income from work. Key examples are old-age pensions, income securing in the event of
unemployment, illness and disability. It may also be situations in which there is an imbalance
between income and need throughout the course of life, such as child welfare or support
during education. State intervention has at any rate become recognized as expedient in key
areas such as health services and education. In the Nordic model, for instance, equal rights to
health care and education are key elements. For some of these schemes, it is also an objective to
promote desired development traits such as increased birth rates, social equalization and
participation in the labour market.

Several traits of the societal development subsequently contribute to the creation of
challenges to the welfare states. Kees van Kersberge (in Kuhnle 2000), among others, draws
attention to the challenges that welfare states are faced with. Above all, it is a challenge that the
populations in the welfare states become increasingly older. This results in challenges to several
areas such as securing of income, the labour market and the health sector. Besides, the
traditional family pattern has undergone changes that contribute to the production of welfare
itself having changed, and consequently also the demand for welfare services. In this
connection, we would like to point to the altered distribution of work between men and
women, women's entry into the labour market, which we referred to as commodification in
Chapter 1, also contributes to changing the demand for welfare services. This is also
underlined by Taylor-Goody (2004) as a key challenge, because women's entry into the labour
market and into the education system results in pressure for more equal opportunities. This
also affects the care responsibilities, which traditionally were unpaid and based on a segregated
labour market, and creates challenges to the families. With that the pressure on the welfare
state to assume the care responsibilities and organize participation in work increases. With the
increased demand for services as well as an ageing population, also the need for increasing
economic growth becomes more visible and acute. This has become more relevant with the
financial crisis as from 2008 but has also been evident before in that the economic growth has
been more uneven and unreliable than it was in the welfare states during their first decades
(ibid.). In order for the welfare state to maintain and perhaps increase welfare offers, the State
revenue must increase. Economic growth may also contribute to keeping the employment rate
at a high level, which is a key issue in respect of both revenue and expenditure in the welfare
state.

To this should be added that van Kersberge (in Kuhnle 2000) highlights two challenges of a
more political nature. The welfare state is in many ways dependent on a political consensus, or
at least on political systems which can mediate in conflicts of interest and form a scene for
collective negotiations. According to van Kersberge, these systems are beginning to grow
weaker or disappear. This may in turn be seen as a consequence of challenges that according to
Taylor-Goody (2004) are created by technological changes. They have resulted in a change in
the employment structure in welfare states, where there is no longer a large and stable
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accession to employment in industry. Obviously, this is above all significant for the job
security, especially in respect of unskilled workers and people with a low degree of education,
but it may also result in changes in the class structure and political interest and organization
that formed the basis for the emergence of welfare states.

At an even more superior level, the role of the national state is a challenge. The primary
player, when we talk about the welfare state and welfare regimes, are the national states. The
role of the national state has changed considerably in Europe during the past decade, and it is
not quite clear how this will work in relation to the welfare state. Economic globalization and
increased competition may also affect the labour market in the national states and create
further welfare challenges. To illustrate this, we would like to draw the attention to the fact that
this report to a high degree is based on data initiated and coordinated by the EU on the basis of
a supranational policy strategy.

The changes and challenges mentioned above create new social risks which the welfare
states must handle. The demographic changes, first and foremost with the steep increase in the
number of elderly, both in absolute and relative terms, will have consequences by way of
increased expenditure on pensions and health and care services. This will not only be a
challenge in relation to the financing of the welfare services but will also contribute to increased
demand for labour in the health and care sectors. The question is whether or not it will affect
the equilibrium of the labour market and the economic production in general. This increased
demand for labour in the health and care sectors may contribute to an even higher
participation rate among women, especially in countries where the rate is still rather low. The
need for two incomes in a family can be a challenge in relation to the balancing of work and
family, and this may in turn affect birth rates. The pressure for the welfare state to organize the
care options to make this balance possible may then increase. We shall later see that the
challenges differ considerably in the various countries.

The technological changes, the international competition and the changes of the work
structure in the welfare states have also resulted in an even closer connection between
education and job activities. This may contribute to increasing the risk of social exclusion of
people with a low degree of education, which in turn may lead to increased pressure on welfare
schemes specially connected with income securing.

We are not going to deal with all the challenges mentioned until now in this report, and we
are not going to touch either on possible challenges which welfare states may face as a result of
environment changes. We shall set great store by challenges that are covered by the data source
we use the most (the EU-SILC), and which fall under living conditions. That means that
globalization, economic growth, changes of national states and political legitimacy in this case
will be shelved. Of the areas we are actually going to touch upon, not all will be dealt with
equally thoroughly. In the following chapters, we shall endeavour to describe the conditions of
different areas of welfare in order to be able to describe more precisely what the challenges
consist in. Under the theme where we have relevant data, we will then analyze the challenges
and set out indicators based on the EU-SILC. In the sections below, we present the themes we
are going to deal with and why.

2.1 Conditions and Challenges — Key
Areas for Welfare States

The Nordic welfare model is characterized by relatively flexible and universal services. Great
store is set by securing incomes and joint financing of large welfare areas such as education and
health and care. In this perspective, the expenditure of the welfare states becomes vital and the
economic challenge a key factor. We shall touch on this shortly in Chapter 3. We shall only

26



CHALLENGES TO THE WELFARE STATE

describe the conditions by means of published statistics. The EU-SILC is not a suitable source
for analysis and indicators in this area.

The demographic challenge is continuously referred to as being absolutely central and an
important basis for other challenges to the welfare state. As a result of the increased duration of
life and relatively low birth rates, populations in established welfare states are ageing. This
creates challenges in many areas, such as income securing (pensions), care for the elderly and
the health sector. It also results in the ratio of the population of working age becoming smaller,
which may lead to decreased relative productivity and challenges to the financing of welfare
(tax revenue, economic growth, etc.). In Chapter 4, we shall describe key traits of the
demographic challenge, by means of published statistics, and endeavour to point out which
tangible challenges they entail. Nor in this area is the EU-SILC a suitable source for analysis
and new indicators.

The Nordic welfare model is to a large extent based on a precondition of a high
employment rate. This may also be said to apply to other welfare models, if only to somewhat
varying degrees. Several aspects are attached to this. Firstly, it contributes to economic activity
and tax financing of the welfare state. Besides it ensures personal income and standard of living
so that there in principle is no need for income securing as long as one is participating in
working life. We shall assume that the highest possible participation rate is an advantage and a
goal. Various forms of exclusion and marginalization from working life thus become
challenges to the labour market. In Chapter 7, we shall first present overall traits of the
Nordic labour markets and other parts of Europe in order to ascertain if the challenges are alike
in different countries and welfare regimes. We shall do this by means of published statistics in
this area. This area is furthermore well covered by the EU-SILC data, and we shall analyze
challenges and present indicators within fields such as exclusion, marginalisation, part-time
work and work for seniors.

We have pointed out that changes in the work structure has lead to a closer connection
between education and work activities, and when we in addition assume that a high
participation rate is a goal, we must also deal with the challenge to education. In order to
obtain qualified labour and reduce exclusion from the labour market, it is a welfare challenge to
educate the population. We shall deal with this in Chapter 5. Again, we must settle for a
description of the state of things by means of published statistics, as the EU-SILC is not a good
source of data in this area. We do emphasize, however, that education is an important basic
factor in analyses of the labour market.

Several factors cause challenges to health matters and care to be essential to welfare states.
Firstly, demographic changes will lead to the population living longer and perhaps being in
need of more services. It will then become important to monitor the state of health, not only in
the older segments of the population, but as a whole. In addition, there is the element of health
and work activities being closely connected and that it is consequently imperative to monitor
the state of health of the population of working age. Secondly, it is important to know how
health affects working activities. In Chapter 8, we shall take this up and describe traits of the
overall state of health by means of published statistics and indicators and analyses based on the
EU-SILC.

One of the essential aims of the welfare state is that it must have a decommodifying effect
and counteract unfortunate affects on the market. From this appears the aim of creating a
more even income distribution and of combating social exclusion and poverty. With the
changes of the labour market, it is even more important to monitor this area, and this also
forms part of the reason for the establishment of the EU-SILC. EU (EUROSTAT) also
presents a number of indicators in this area, and we shall neither analyze these in detail nor
develop new indicators, but rather use some of the existing and published indicators to
describe this challenge in Chapter 6.
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One challenge that we have not yet mentioned, but which we shall dedicate quite a lot of
space to in this report, is housing conditions and housing economy. These are rarely
highlighted as key challenges to the welfare state, but we shall deal with them nevertheless in
that the right to a satisfactory dwelling is also covered by the welfare state. Until now, there has
been very few comparative statistics in this area, and we shall therefore use EU-SIL.C data to
analyze it and demonstrate different indicators that can be developed from this material in
Chapter 9.

We shall thus touch on several different challenges in this report, if only in varying ways and
in varying detail. We shall devote most space to analyses of the labour market, both because we
regard this as a key challenge to welfare states in the future, and because there are good data
available in this field. We shall also devote relatively much space to analyzing and developing
indicators within the areas of health and housing, which are also key challenges to the welfare
state in the future. This does not imply that other challenges are not important, but our source
of data is not suitable for an analysis of them so they will largely be dealt with in a descriptive
way.
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Chapter 3

A Cost-Consuming Welfare State?

One of the most important of the above mentioned challenges to welfare states in the future is
the possibility of financing the social expenditure. Preservation and possibly expansion of
different welfare schemes presuppose long-term economic growth. We have referred to this
above as one of the challenges. It is outside the scope of this report to discuss the precondition
of economic growth, but we shall look at the cost levels in different countries to illustrate this
challenge and to see, if the Nordic model is more challenged in this field than are other models
and to ascertain if there are considerable differences, if any, among the Nordic countries. In
the light of the international economic situation as from 2008, the economic aspect of the
welfare state may well be one of the most important aspects in the future. To this end, we shall
to a high degree use published results from Eurostat based on the ESSPROS (Eurostat
2009b).”

3.1 Expense Level in Total

The first thing we shall look at is how large the total amount of the social expenditure is in
different countries. This may be illustrated in several ways, but to make the date comparable
they must be relativated. We have chosen two calculations used by Eurostat (Eurostat 2009b).
The first one shows the total expenditure on social protection per capita in purchasing power
standards (PPS) (Figure 3.1.1)°.

*The European System of integrated Social PROtection Statistics (ESSPROS) includes data on the social
expenditure of different countries. The ESSPROS was developed by Eurostat at the end of the 1970s as a result of
the need for the EU to have its own instrument to monitor the social expenditure in the EU statistically. The
ESSPROS handbook includes detailed definitions and classification of the various expenses.

* The purchasing power standard (PPS) is a unit independent of national currencies to eliminate the effect of
national price differences. The PPS is based on purchasing power parities (PPP), which in turn are calculated as a
weightet average of relative price ratios for a consumer basket consisting of goods and services which must be
comparable and representative for each country.
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Figure 3.1.1 Expenditure on social protection in purchasing power standards (PPS) per
capita, 2006
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Measured in this way, the Nordic countries as a whole do not differ much from large countries
and small countries in Central Europe. The levels are somewhat lower in the South, and lowest
is the expenditure in the East. There are, however, to some extent considerable differences
from one Nordic country to another. Norway has the highest total social expenditure in
Europe. Sweden also has a relatively high expenditure at about the same level as the
Netherlands. In Denmark, the level is more like that of Belgium, Austria and France. Finland
may best be compared with Germany and Great Britain, while Iceland has the lowest
expenditure of the Nordic countries. There are of course many reasons for the differences
from one country to another. They are partly due to differences in economic resources but also
to differences in the kinds of welfare system in the countries, as well as other factors such as
unemployment, etc.

Another way of considering the level of the social expenditure is to look at it as a ratio of the
gross domestic product (GDP). Figure 3.1.2 shows that there is generally a positive correlation
between expenses in PPS and as a ratio of the GDP. The main outlines are also the same. We
find the lowest expenditure in the East and the South, and the Nordic countries do not differ
very much. There are, however, exceptions to be noted. While Norway has the highest
expenditure in PPS, the expenditure as a ratio of the GDP is among the lowest in Europe.
France also deviates slightly by having the highest expenses as a ratio of the GDP, whereas
they as PPS are relatively low. The same applies to Italy.
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Figure 3.1.2 Expenditure on social protection as percentages of gross domestic product
(GDP), 2006
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These two ways of measuring expenditure do not indicate that the Nordic welfare states as a
whole are more cost consuming than are other welfare states. Moreover, there are differences
within the Nordic countries, where Iceland seems to have the least cost-consuming welfare
scheme measured in terms of PPS and as a ratio of the GDP.

3.2 Expenditure Levels for Different
Sectors

By looking at the composition of the social expenditure, we can see which areas of the welfare
state that are most cost consuming. It may also contribute to the illustration of where the
largest challenges will appear in future.

Figure 3.2.1 shows the expenditure on old-age and survivor's benefits, which is the
predominant social expenditure in most countries. It makes up from about 30 (Norway,
Iceland) to 60 per cent (Italy, Poland) of the total social expenditure. As a ratio of the GDP,
old-age and survivor's benefits make up from a maximum of 13-15 per cent (Italy, Belgium,
Austria) to less than 7 per cent at the lowest end (Norway, Iceland). We have previously
pointed to the demographic changes of ageing populations as a key challenge to the welfare
states. When we consider how much money is spent today on pensions, it seems clear that
large increases in the number of elderly will have appreciable impact on the budgets. If we
consider the Nordic countries, this does not seem to be a larger challenge there than in other
countries - rather the opposite. In the Nordic countries, old-age and survivor's benefits make
up the lowest shares of the total social expenditure (T'SE) in the countries we shall review. It is,
of course, to a certain extent connected with other social expenditure and the level of them, but
nor when we review the pensions' proportion of the GDP does it look as if the Nordic
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countries face particularly large challenges compared with other countries. As mentioned, we
find the lowest ratios in Norway and Iceland, and Denmark and Finland also have relatively
low ratios of about 10 per cent. In the Nordic countries, pensions make up the largest
proportion of the GDP in Sweden at about 12 per cent, but this is just the average in the EU
which is at 11.9 per cent.

Figure 3.2.1 Old-age and survivors' benefits as percentages of total social protection
benefits (TSP) and as percentages of gross domestic product (GDP).
Europe 2006
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The other large entry in the budgets is the expenditure on sickness and health care, Figure
3.2.2. As a proportion of the TSE, it is lower than the pension expenditure in all the countries,
with the exception of Norway and Iceland. The health care expenditure make up from 34 per
cent (Iceland, the Czech Republic) to about 20 per cent (Poland, Denmark). We thus find
Nordic countries in each end of this scale, Norway and Iceland at the upper level, and Sweden,
Finland and Denmark at the lower level. This is also reflected to a certain extent when it comes
to the health care expenditure as a proportion share of the GDP. The exception is that it makes
up 7.8 per cent of the GDP in Sweden, which is at the upper level (only Germany, Great
Britain, France and the Netherlands have higher proportions). Obviously, this is a result of the
social expenditure as a whole making up a large proportion of the GDP in Sweden (Figure
3.1.2). But also in Iceland and Norway, the health care expenditure amounts to 7.3 and 7.2 per
cent of the GDP, respectively. Finland and Denmark are down to 6.6 and 6.1 per cent,
respectively. Only in Poland (3.8 per cent), the health care expenditure makes up a smaller
proportion of the GDP than in Denmark. As a whole, the expenditure on health care and
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sickness may constitute a challenge to the welfare states also in respect of costs. Not least in a
situation where the population is ageing. Indicators for the state of health thus become
important in order to monitor the development (Chapter 8).

Figure 3.2.2 Sickness/Health care as percentages of total social protection benefits (T'SP)
and as percentages of gross domestic product (GDP). Europe 2006
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The third expenditure area we shall review is expenditure on disability. This is connected with
challenges in the labour market and also has to do with the general state of health. The
expenditure in this area will of course vary depending on which welfare schemes there are. As a
proportion of the TSE (Figure 3.2.3), this area makes up decidedly the most in the Nordic
countries compared with other countries in the figure. The largest proportion of the TSE is
found in Norway, a somewhat smaller proportion in Sweden, Iceland and Denmark, and the
smallest one in Finland. In the rest of Europe, it is a smaller proportion of the T'SE, and the
highest proportions, with the exception of the Nordic countries, are found in Hungary and
Poland. Also as a proportion of the GDP, the social expenditure on disability makes up the
most in the Nordic countries. In all the Nordic countries, more than 3 per cent of the GDP
goes to disability, in Denmark, Norway and Sweden the proportion is more than 4 per cent.
The highest proportions in Europe can be found in the Netherlands, Austria, Great Britain and
Hungary, which all show about 2 per cent. In all other countries, it is less than 2 per cent. We
may, therefore, reasonably claim that it is a challenge that is particularly relevant for the Nordic
welfare states.

33



A COST-CONSUMING WELFARE STATE

Figure 3.2.3 Disability as percentages of total social protection benefits (T'SP) and as
percentages of gross domestic product (GDP). Europe 2006
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Also when it comes to social expenditure on families and children, the levels depend heavily on
which schemes there are. Expenditure in this area may be connected with the demographic
challenge where it may be assumed that there is a connection between welfare schemes and
birth rates. It may also be connected with challenges in the labour market in that arrangements
for families may contribute to increasing the participation rate. From the proportion of the
TSE we see that it is a relatively prioritized area in the Nordic welfare states, and here the birth
rates are relatively high (cf. Chapter 4). But also countries as for example Hungary, Germany
and Austria have high proportion, and in these countries birth rates are low. Those same
countries are at the top when it comes to proportions of the GDP.
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Figure 3.2.4 Benefits to family and children as percentages of total social protection
benefits (TSP) and as percentages of gross domestic product (GDP).
Europe 2006
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The social expenditure on unemployment benefits is closely connected with the state of the
labour market and will naturally fluctuate with the economic trends, and thus there is also a
close connection between the proportion of the TSE and the proportion of the GDP. Which
kind of schemes there are concerning support in the event of unemployment is of course also
important, and there is no automatic connection between how much is spent on
unemployment benefits and the level of the unemployment rate (cf. Chapter 7). We shall
therefore not construe too much from these figures apart from establishing that five countries
spent 2 per cent or more of the GDP on unemployment benefits in 2006 (Belgium, Spain,
Finland, Denmark and France), and the ratio may be expected to increase as a result of the
international economic crisis with resulting increase in the unemployment rate as from the
autumn of 2008.
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Figure 3.2.5 Unemplyment benefits as percentages of total social protection benefits
(TSP) and as percentages of gross domestic product (GDP). Europe 2006
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The social expenditure on housing and social exclusion benefits is a miscellaneous item which
it is difficult to compare against challenges to the welfare state. We consequently see that there
are differences among the European countries as to how large the costs in this area are, and it is
the smallest of the areas which we have reviewed.
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Figure 3.2.6 Benefits on housing and social exclusion as percentages of total social

protection benefits (T'SP) and as percentages of gross domestic product
(GDP). Europe 2006
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Chapter 4

Demography — an Ageing
Population

A welfare state is created with services to attend to the population at any point in their lives,
and in any situation in which they find themselves. Many of the most important areas covered
by the welfare state are related to age, and many of the heaviest tasks measured in resources
can directly or indirectly be connected with the older part of the population. Not only does an
ageing population entail that an increasing part of the population gets its income from
pensions, it also leads to an increased pressure on the health and care sectors (NOSOSCO
2007). Chapter 3 showed that these two areas made up a rough two-thirds of the total social
expenditure in the Nordic welfare states. In addition, the financing depends to a great extent
on tax receipts from a population in work.

Consequently, many point to the demographic development as the most important
challenge to all types of welfare states, but perhaps particularly the Nordic one, since it has a
universal design and is relatively comprehensive both in respect of scope and costs. During the
past one hundred years, the mortality rate has decreased considerably in all the industrialized
countries, and combined with a reduced fertility rate this has lead to a dramatic alteration in
the age compositions of the populations.

4.1 Fewer people to support pension
receivers

One of the key reasons for an ageing population being regarded as a challenge to the welfare
state is that there will be proportionately fewer people contributing to the productivity in
society, and that the "dependency load" consequently will increase in respect of those who are
of working age. The dependency load may be calculated in several ways, often as the ratio
between people not of working age (children, youths and elderly) and people of working age
(Brunborg 2003). The indicator which we have taken from Eurostat does not take youths into
consideration and is calculated on the basis of the ratio between the number of people over 65
years and the ratio of people aged 15-64 years. This contributes to illustrating the challenge of
an ageing population which has to be provided for by the part of the population that is in work.
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Table 4.1.1 Old age dependency ratio, Europe 1996, 2000 and 2007

1996 2000 2007

Denmark 22.5 22.2 23.2

Finland 21.5 22.2 24.8

Nordic countries Iceland 17.6 17.8 17.6*
Norway 24.6 23.5 22.2

Sweden 27.4 26.9 26.4

Germany 22.8 23.9 29.9

Europe, large countries France 23.1 24.3 24.9
United Kingdom 24.5 24.3 24.1

Netherlands 19.5 20 21.5

Central Europe, small Belgium 24.3 25.5 25.9
Austria 22.7 22.9 25

Spain 22.7 24.5 24.2

Southern Europe Ttaly 24.7 26.8 30.2
Greece 22.6 24.2 27.6

Hungary 21.2 22 23.2

Eastern Europe Czech Republic 19.4 19.8 20.2
Poland 16.9 17.6 19

Source: Eurostat.
*Data from 2006.

Iceland is different from the other Nordic countries in that the number of elderly is rather
small, and that the ratio has been stable from 1996 to 2007. In Denmark and Finland, the ratio
has increased somewhat during that same period and both countries have passed Norway by,
where the ratio has dropped to some extent. There has also been a decline in Sweden, but it is
nonetheless here we find the highest ratio of elderly of 26.4 in the Nordic countries. In the
short run, this is not a challenge that has become more acute, and it is not anticipated to
become so in the nearest future. If we employ a longer time perspective, we already know that
the ratio of elderly to the population has increased considerably in all the industrialized
countries in the past 50 years, and it is likely to increase further in the years to come.
Norwegian population projections show uncertainty in respect of both the total population and
the number of children and youths, but they are quite certain when it comes to the increase in
both number and ratio of elderly to the population (Brunborg 2003). While people over 65
years made up about one-tenth of the total population in the Nordic countries in the 1950, it
shall probably make up about one-fourth in 2050 (OECD Fact Book).

As per 2007, it does not look as if the ratio of dependent elderly poses a bigger problem in
the Nordic countries than it does in other countries. The highest ratios are found in Italy and
Germany. Also in Greece, the ratio is higher than it is in Sweden, whereas the most distinct
regional trait is the low ratios in Eastern Europe. This may, however, change over time as a
result of the low birth rates in the East (cf. 4.2) and increased life expectancy (cf. 4.3). An
increasing dependency load as a result of an ageing population is consequently a common
European challenge. In the Nordic countries, there has been no unambiguous increase in the
ratios in the past decade, whereas the rest of Europe apparently sees a smooth increase.
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4.2 Too Few Children are Born

In order for a population to remain stable in numbers, the total fertility rate (I'FR) must be at
a certain level. This may vary in both time and space. In Norway, the rate is 2.07-2.08, and we
assume that the level is about the same in the Nordic countries as well as in other European

countries, although variations may appear. Immigration and emigration are not taken into
account here (Brunborg 2003). Only Iceland of the European countries has such a high

fertility rate today, and France is close by. The population growth in the European countries is
secured by immigration. Immigration will, however, rarely influence the age distribution in a
population, and therefore high fertility rates are important, also in order to prevent the ratio of

elderly in a population from becoming disproportionately high in relation to the ratio of

younger people (cf. 4.1).

Table 4.2.1 Total fertility rate, Europe, 1995, 2000 and 2006

1995 2000 2006
Denmark 1.80 1.78 1.83
Finland 1.81 1.73 1.84
The Nordic countries Iceland 2.08 2.08 2.08
Norway 1.87 1.85 1.90
Sweden 1.73 1.54 1.85
Germany 1.25 1.38 1.32
Europe, large countries France . 1.89 2.00
United Kingdom 1.71 1.64 1.84
Netherlands 1.53 1.72 1.70
Central-Europe, small Belgium 1.56
Austria 1.42 1.36 1.40
Spain 1.17 1.23 1.38
Southern -Europe Ttaly 1.19 1.26 1.32*
Greece 1.31 1.26 1.39
Hungary 1.57 1.32 1.34
Eastern-Europe Czech Republic 1.28 1,14 1.33
Poland 1.62 1,35 1.27

Source: Eurostat.

* Data from 2005.

Without doubt, Iceland has the highest fertility rate of the Nordic countries, and it has been
stable throughout the period of time we are reviewing here. Norway also has a high rate at 1.9,
while Denmark, Finland and Sweden have rates that are slightly lower. The fertility rates in the
Nordic countries have increased or remained stable in the period from 1995 to 2006 and are
among the highest in the countries included in Table 4.2.1. Only France has a higher rate than
the Nordic countries with the exception of Iceland, and Great Britain is at the same level as
Denmark, Finland and Sweden. We generally find the lowest fertility rates in the South and in

the East but also Germany has one of the lowest fertility rates in Europe.
As a whole, we may say that the challenge of low fertility rates is smaller in the Nordic

countries than in other parts of Europe, where the welfare models are different, although the
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fertility rates generally have increased during the period of time covered by the table. There
may also be challenges linked to the preservation and increase of the rates, particularly perhaps
in the Eastern countries that have seen a negative development from 1995 to 2006.

4.3 We Grow Increasingly Older

Not only are the fertility rates in general too low to maintain and increase the population but
people in Europe are growing still older. This is a development which we have seen in the
industrialized world for the past one hundred years. Table 4.3.1 shows life expectancy by
gender.

Table 4.3.1 Life expectancy at birth by gender, number of years, Europe 2006

Difference

Men Women male-female

Denmark 76.1 80.7 -4.6

Finland 75.9 83.1 -7.2

The Nordic countries Iceland 79.6 83.5 -3.9
Norway 78.2 82.9 -4.7

Sweden 78.8 83.1 -4.3

Germany 77.2 82.4 -5.2

Europe, large countries France 77.3 84.4 -7.1
United Kingdom 77.1 81.1 -4.0

Netherlands 77.7 82.0 4.3

Central-Europe, small Belgium 76.6 82.3 -5.7
Austria 77.2 82.8 -5.6

Spain 77.0 83.7 -6.7

Southern Europe Italy 77.9 83.8 -5.9
Greece 77.2 81.9 -4.7

Hungary 69.2 77.8 -8.6

Eastern Europe Czech Republic 73.5 79.9 -6.4
Poland 70.9 79.7 -8.8

Source: Eurostat.

There have been, and still are, marked differences among the Nordic countries when it comes
to life expectancy. It has increased for both women and men in all the Nordic countries in
recent years, and although the life expectancy of men increases more than that of women, it is
still the case that men on average do not live as long as do women. Icelanders have the longest
life expectancy in the Nordic countries, irrespective of gender, and among men they are also at
the top in Europe together with Sweden and Norway. Danish and Finnish men have low life
expectancies in a European context — only in the three Eastern countries do we find lower life
expectancies. In respect of the life expectancy of women, it is highest in the Mediterranean
countries such as France, Italy and Spain, followed by all the Nordic countries with the
exception of Denmark. Also when it comes to the life expectancy of women, the Danes are not
doing too well. Again we must look to the three Eastern countries to find lower life
expectancies. Life expectancy at age 65 years (Table 4.3.2) shows the same features as life
expectancy at birth (Table 4.3.1).
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Table 4.3.2 Life expectancy at age 65 by gender, number of years, Europe 2006

Difference
Men Women male-female
Denmark 16.2 19.2 -3.0
Finland 16.9 21.2 -4.3
The Nordic Countries Iceland 18.4 21.0 -2.6
Norway 17.7 20.9 -3.2
Sweden 17.7 20.9 -3.2
Germany 17.2 20.5 -3.3
Europe, large countries France 18.2 22.6 -4.4
United Kingdom 17.0 19.5 -2.5
Netherlands 16.8 20.3 -3.5
Central-Europe, small Belgium 17.0 20.6 -3.6
Austria 17.3 20.7 -3.4
Spain 17.3 21.3 -4.0
Southern Europe Ttaly 17.5 21.5 -4.0
Greece 17.5 19.4 -1.9
Hungary 13.6 17.7 -4.1
Eastern Europe Czech Republic 14.8 18.3 -3.5
Poland 14.5 18.8 -4.3

Source: Eurostat.

So we live longer, and too few babies are born to ensure population growth. Some of this may
be compensated for by immigration, but the immigration is hardly likely to alter the age
composition of the populations to a considerable extent. Immigration may in itself also
represent challenges to the welfare state, but we are not going to deal specifically with this
subject in this report. The demographic challenge remains one of the largest and most far-
reaching challenges to the welfare state as it affects many different areas such as working life
and the health and care sectors.

As to indicators to describe and analyze the demographic challenge, we are not going to
suggest new ones in this report. A number of international indicators already exist in this area,
and organisations such as the UN, the OECD and the EU use them frequently. Nor is the EU-
SIL.C a good source of data concerning the demographic development. For this purpose, the
Nordic countries have well-developed population statistics based on population registers. Our
contact with the demographic challenge in this report will consequently be more indirect by us
reviewing working life and health.

42



EDUCATION

Chapter 5

Education

In modern labour markets such as the ones we find in the Nordic countries and in large parts
of Europe, education is probably the most important factor to ensure a stable connection with
working life. The position of employees without any formal education is much weaker in the
competition, and there has been a shift from education and qualifying through work activities
to greater emphasis on formal education. This affects in particular young people without any
work experience who are attempting to gain a foothold in the labour market (Ugreninov 2007).
Consequently, much importance is attached to education in most societies, and welfare states
have education for everyone among their key goals. This is therefore also a key element in the
battle against poverty and social exclusion (cf. Chapter 6). Another element is, however, the
relation between an increased level of education of the population and the demand of the
labour market. Which significance will a steady supply of highly-educated people to the labour
market have? According to the OECD, it is likely that we in future shall see an increasing trend
towards highly-educated people ending up in jobs that do not require a high level of education,
and that they in that way oust people with lower degrees of education from the labour market.
Data on the present situation show, however, that this is not the case today (OECD 2007b).

In this chapter, we shall briefly look at some already published indicators regarding the
education level of the population in the Nordic countries and the rest of Europe. We are not
going to suggest new indicators for the education area, since the EU-SIL.C data are not very
suitable in this respect. Education is, however, an import underlying factor when it comes to
connection with the labour market, and this will be dealt with especially in Chapter 7 but also
in Chapter 8 on health.
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5.1 High Level of Education in the Nordic
Countries

In the Nordic countries, the share of people having attained a high level of education is from
30 to 35 per cent (Table 5.1.1).° Finland has the highest share. As a region, the Nordic
countries differ in that it is an area where many people have tertiary education; only three other
countries have 30 per cent or more with tertiary education and that is Great Britain (30), the
Netherlands (30) and Belgium (31). In large countries such as Germany and France, the
shares are 25 per cent. Regionally, we find the lowest ratios of tertiary education in the
countries that we have grouped here as Eastern countries, with from 17 (Hungary and Poland)
to 13 per cent (the Czech Republic). The lowest ratio is, however, to be found in Italy (12 per
cent).

Italy also has the highest share of people who have completed only primary education or
lower secondary education. We also find high shares in the other two Southern European
countries Spain and Greece, but here the shares of tertiary education are not as low as in Italy.
When we look at primary schooling and further education as a whole, the Nordic countries do
not differ in the same way as is the case for tertiary education. Iceland has a relatively high
share with only primary school and lower secondary education (30 per cent), while this share is
low in Sweden (16 per cent). Besides, the Eastern European countries are characterized by
relatively high shares with further education, and as a result they do not differ by having high
shares with primary schooling or lower secondary education. As to completed education as a
whole, the Nordic countries end up relatively well, as they have high shares with tertiary
education, whereas the shares with only primary schooling or further education lie further
towards the middle in a European connection.

“The source of these data is the OECD (OECD 2007b). The classification of education was made on the basis of
the revised international standard for education classification (ISCED-97). The data concerning education are
taken from the OECD and Eurostat databases which in turn are based on the national Labour Force Surveys
(LFS). LES are selection surveys. National statistics on education will in many cases be based on national
education registers and not on LFS. Consequently, deviations may appear in the results presented by the OECD
and the results appearing in national official statistics.
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Table 5.1.1 Distribution of the 25-64-year old population by highest level of education
attained, in per cent, 2005.

Pre-primary,
primary and Upper secondary
lower and post-
secondary secondary non- Tertiary
education tertiary education education

Denmark 17 49 34

Finland 21 44 35

The Nordic countries Iceland 30 39 31
Norway 22 45 33

Sweden 16 54 30

Germany 17 59 25

Europe, large France 34 41 25
countries United Kingdom 14 56 30

The Netherlands 28 42 30

Central-Europe, small Belgium 34 35 31
Austria 19 63 18

Spain 51 20 28

Southern Europe Italy 49 38 12
Greece 40 38 21

Hungary 24 59 17

Eastern Europe Czech Republic 10 77 13
Poland 15 68 17

Source: OECD, Education at a Glance, 2007, Table Al.1la.

The development and widening of the education systems may have taken place at different
times in different countries. Disparities in the total level of education may consequently show a
somewhat distorted picture in case some of the countries started later than others. If it turns
out that it is mostly elderly people who have a low level of education and who contribute to
lowering the total share of people with tertiary education, it may be misleading to use this total
in the interpretation of future challenges to the welfare states. We will thus look at shares of
people with tertiary education by age in the relevant countries (Table 5.1.2), in order to see if
we can expect the differences to be reduced in the future when new generations come along.

It is evident that the share of people with tertiary education shall increase in all the countries
in future. We mainly find the lowest share of people with tertiary education in oldest age
groups. In the Nordic countries, the trend is very clear in that the shares of people with tertiary
education are high in the youngest age groups compared with the oldest age groups. An
exception is found in Finland, where the share in the group 25-34-year-olds is actually
somewhat lower than in the group 35-44-year-olds. Countries such as Belgium, France and
Spain are also worth mentioning as they have relatively high shares in the youngest age group
compared with both other groups and the total share. Again, we can establish that when it
comes to the education level proper of the population, the challenge is no larger in the Nordic
countries than in other regions. Rather to the contrary. It is rather countries in Southern and
Eastern Europe that are faced with real challenges. For example in Italy and the Czech
Republic, where the total share of people with tertiary education is low, also the share in the
youngest age groups is low in a European connection. These countries shall probably be faced
with more challenges in the time to come.
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Table 5.1.2 Share of population that has attained tertiary education, 2005

Age group
25-64  25-34  35-44  45-54  55-64

Denmark 34 40 35 32 27
Finland 35 38 41 34 27

The Nordic countries Iceland 31 36 34 29 21
Norway 33 41 35 30 24

Sweden 30 37 28 28 25

Germany 25 22 26 26 23
Europe, large France 25 39 25 18 16
countries United Kingdom 30 35 30 28 24
The Netherlands 30 35 30 30 24
Central-Europe, small Belgium 31 41 33 27 22
Austria 18 20 19 17 14
Spain 28 40 30 22 14

Southern Europe Italy 12 16 13 11 8
Greece 21 25 26 19 12

Hungary 17 20 17 16 15

Eastern Europe Czech Republic 13 14 14 13 11
Poland 17 26 16 12 13

Source: OECD, Education at a Glance, 2007, Table Al.3a.

5.2 Disposition in the Labour Market

The challenges of education to the welfare states can be illustrated by showing the differences
in employment rates in different education groups (Figure 5.2.1). In all the countries that we
are looking at, people with tertiary education also have a higher rate of employment than do
others, whereas the employment rate among people with a low degree of education is lower.
These differences are most significant in the Eastern countries where the employment rate is
generally low (cf. 7.1), but it also appears that the differences among countries in respect of
employment shares are also smaller when we regard only people with tertiary education than
when we look at total shares. People with tertiary education also experience a more stable
labour market with less fluctuation in the unemployment rate than what is the case for people
with a lower degree of education. The gender difference in employment shares is also less

significant in the group of people with tertiary education than it is in the group of people with
lower education (OECD 2007b).
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Figure 5.2.1 Employment rates by highest level of education attained, persons aged 25-

64, 2005
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Chapter 6

Income Differences and Social
Exclusion

Equal access to basic public welfare services is an important part of the Nordic welfare model.
Perspektivmeldingen 2009:8

One of the most important aims of the welfare state is to ensure access for everyone to at least a
minimum of goods. Consequently, a high degree of social inequality and social exclusion
represents a challenge to welfare states as it may lead to marginalization of some groups. This
may have further consequences for the welfare state, both in respect of financing and
expenditure and in respect of legitimacy.

The combat of social exclusion and poverty is also a decommodifying task which falls under
the welfare state, perhaps in particular in the Nordic model. Therefore, we are also going to
look at indicators in this field. We would already now like to point out that we merely wish to
present indicators that have already been developed and published by Eurostat, based on EU-
SIL.C. The basis for the establishment of EU-SILC is found in the Treaty of Lisbon and the
EU focus on combat of social inequality and exclusion. Consequently, the dataset and many of
the indicators have been built around it. It is stated in the mission statement of EU-SILC that

EU-SILC is expected to become the EU reference source for comparative statistics on income
distribution and social exclusion at European level, particularly in the context of the
‘Programme of Community action to encourage cooperation between Member States to
combat social exclusion’ and for producing structural indicators on social cohesion for the
annual spring report to the European Council.

Eurostat 2007

Although EU-SILC to a high degree is used for income statistics in the EU, it is important to
underline that the Nordic countries (together with the Netherlands and Slovenia) differ by
being so-called "register countries", meaning that there in these countries are relatively good
and comprehensive administrative registers which can be used for statistical purposes,
including income statistics. The advantage of this is that it is possible to get statistics based on
a full count or larger samples drawn from registers and thus avoid discrepancies and mistakes
that may arise in what may in this context be characterized as a relatively small sample survey
(EU-SILC).’

* In respect of Norway, national income statistics are published based on registers, and some indicators published by
Eurostat on the basis of EU-SIL.C may therefore differ somewhat from the national statistics. Also in Sweden, a
separate income distribution survey (HEK) is carried out forming the basis for the national income statistics. This
survey is considerably more comprehensive than EU-SILC. Also in respect of Sweden, income figures based on
EU-SILC may differ from national statistics. This also applies to Iceland where income statistics are based on their
own national income surveys (ISWEL). As to Finland, we have no detailed information on this subject, but we
know that EU-SILC is calibrated by means of national data on income, and thus we reckon on there being small
deviations between EU-SILC and national statistics. In Denmark, the situation is, as far as we are informed, fairly
similar to that in Finland with the exception that the calibration method is different. Norway and Iceland do not
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6.1 Income Distribution and Income
Disparities

The distribu