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1. Preiminariesand Motivation of the Dissertation

It is quite difficult to define welfare states bute may summarise the notion as
welfare states 'are committed to the material amellectual »well-being« (good state of
health, modern education and employability in thedern economy, work capacity, and
adequate housing and food) of their citizens, amdHis purpose, they actively intervene in
the economic processes$4ab6[2000] p. 209). In this paper | use the term medf state’
primarily for the developed industrial economiekisigeographic limitation is appropriate for
two reasons: first, the term 'welfare state’ isdise apply for that group of countries, and on
the other hand, the literature of state intervantmed at the welfare area is also mainly
related to themQsaba — T6th[1999] p. 7). The paper primarily examines the Wes
European welfare states in the group of developmdhtcies. Nevertheless, the discussed
theories — with taking into consideration the systpecific differences — can be applied to
the other regions, and in some cases, it is negetsanclude countries from other regions
into the analysis.

Views on the role, extensiveness, and ideal sizeadfare states flare up time after
time in both the public opinion and the politicgdahe literature, and provoke intense debates.
Mainstream standpoints about this issue have wamsfd significantly during the last half-
one century.

After World War Il, welfare spending has expandeg do the economic boom. This
expansion continued until the recession after therses when governments incrementally
adopted the monetarist doctrines and cut back pigendings, especially social benefits.
After that time, contradictions of the welfare stahave graually emerged, and the
sustainability of the welfare state has becomenthst pressing question in the post-industrial
and ageing societies in the era of globalisatioesfite these challenges, welfare state has
survived, although different countries have showanges of different sizes and directions.
However, the question is in what form, size anditungsonal composition the welfare state can
be sustained in the long run.

European welfare regimes show significant differesic Each country goes along
different ways of development that leaves a marktaday’s politics, too. Yet, the large

number of literatureon the models (regimes, types) of welfare statesfinn the fact that

! See among other&itmuss[1958], Wilensky — Lebeauil965], Esping-Anderseril990] and [1999]. Some
authors tried to identify the ideal typology of fezk states, e.gRagin [1994], Kangas[1994], Obinger —
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certain countries are different from each othea lss extent. In fact, they possess numerous
institutional components that are linked systenadlitc and have resulted in different 'logics’
of development, and this way, similar range of mef® are in focus in countries classified into
one type Ferrera — Hemerijck — Rhod¢2006]).

Welfare states of different type have reacted @ same challenges of globalisation
and ageing differently. One aim of the dissertai®no examine if different types show a
convergence as a result of these challenges ofFpotthis examination as a startpoint | use
the typology of European welfare statesnfirmed by the most of the authors (see among
others:Abrahamson1991], Leibfried [1992], Ferrera [1996], Bonoli [1997], Boeri [2002],
Sapir[2005], Pabst[2009]) that works with four types instead of tHassical three types by
Esping-Anderseh dividing the Corporatist-statist group into typés:

a) Nordic (or Scandinaviahstates (Denmark, Finland, Sweden and Norway) liaee
highest level of social spendings and universalfarelbenefits (majority of the benefits is
based on citizenship). These governments interuetige labour market by extensive fiscal
measures, based on ’active’ labour market poli¢tiesy try to channel back the unemployed
people to the labour market by trainings and offregrammes). They have a high level of
public employment, and due to the strong laboupnmidispersion of wages is low. Social
spendings to GDP ratio is relatively high and ifimanced primarily by taxes. This group is
corresponding to the Social-democratic group byiriEspnersen.

b) Anglo-Saxon(or British) countries (Ireland, United Kingdom) stand theselst to
the Beveradgean tradition, majority of social d@asise works only as the last resort. Financial
transfers primarily target people of working age&ti¥ation measures are as important as the
regular work which provides conditional accessh henefits. This model is characterised by

weak labour unions, relatively high and increasiregye differences, and the occurence of the

Wagschal[2001], Wildeboer Schut et aj2001], Kautto [2002], Saint-Arnaud — Bernard003a] and [2003b],
MacMenamim[2003], Soede et al[2004], Powell — Barrientos[2004], Gal [2004], Bambra [2005a] and
[2005b],Ferreira — Figueiredd2005].

2 This typology is used in Chapter 3 of the dissinta

% Although a lot of typology occured in the 1990sg®.gArts — Gelisseri2002]), asAbrahamsorf2002] notes,

in some cases the authors only denominated thmesgihat had been identified previously.

* The approach of Mediterranean countries as acpéati regime type is disagreed Bgping-Andersefil999]
and Katrougalos[1996]. They think that these countries can ordysieen as a sub-category or variant of the
Conservative regime as these relatively lower dgped countries are only common in their immatureiado

security systems and some similar social and fastilycturesKatrougalos[1996] p. 43).
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relatively low-wage employment. Social spending@DP ratio is relatively low, and it is
financed mainly by taxes. This type correspond$fi¢oLiberal type by Esping-Andersen.

c) Continental(or Bismarckian countries (Austria, Belgium, France, Germany, The
Netherlandd and Luxembourg) increasingly rely on insuranceebdabenefits not tied to
employment, and on old-age pensions. Employmentegtion here is stronger than in the
Nordics so dismissal is more costly. Benefits amarfced by contributions paid after work
income, in accordance with the Bismarckian tradgioLabour unions are strong in these
countries despite their decreasing membership esdhpe of the collective bargainings is
also extended to non union issues. Corporatism f{iiigartit negotioations between the
government, the representation of interests of eygps, and the labour unions) is an
important part of the institutional framework ofcga dialogue. Social spending to GDP ratio
is relatively high, and spending is primarily fircad by contributions. This group — with the
next, Mediterranean type — gives the Corporatetisittype by Esping-Andersen.

d) Mediterranean(or Southernor Latin) countries(Greece, Italy, Portugal and Spain)
concentrate their social spendings on pensionsttadallow the high level segmentation of
the entitlements and status. Welfare system aintheaprotection of employment and the
early retirement (and this leads to the low leviedrmployment) in order to support the group
of working age to participate in the labour markietluence of labour unions has been
preserved by the artificially extended scope ofemtive bargainings. Wage structure (at least
in the formal sector) is determined by collectiadainings, and wage differentials are low.
Social system is mainly financed by conributionsd aocial spendings to GDP ratio is
relatively low.

One direction of challenges facing welfare statethe globalisation accelerating in
the last decades. The other aim of the paper expbore the role of globalisation in the
transformation of welfare states. Views on thetreteship between globalisation and welfare
state can be classified into three schools. Tis¢ iroften referred to as the globalist school
(representatives are among oth8cholte[1997], Rodrik [1998], Scharpf[2000], Genschel
[2004]) which holds that internationalisation ofetleconomy threats the welfare state.
According to this school welfare state intervené®rg market fails but this can only be done
if it is not exposed to the pressure of the maricetes itself. However, globalisation

circumvents this condition because welfare statmemsingly has to face international

® According to some authors The Netherlands is terrimediate between the Scandinavian and the Candihe

models and has recently moved to the directionafli¢s.
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competition and this is why globalisation inevitalbindermines its viability and efficiency.
The predicted result will be the rollback of thelfare state and international convergence
around minimalist competition state structur€eiische[2004] p. 615). In contrast to the
minority 'hyperglobalists’ ©hmae[1995], Horsman — Marshal[1994]) who predict the end
of the national state, according to the 'moderatebajists’ (or ’'constraint’ school)
globalisation definitely impose a restrictive comsit on the state and even if it will not
cease, eventually it will be transformed.

The approach of globalisation as a constraint begaaitract criticism from a second
school, the globalisation scepficé\ccording to them globalisation is not as inteasethe
globalist school states. National economies arehmmore dependent on each other than in
the recent past (but not necesserily more thannéugeago). They see neither theoretical
reason nor empirical evidence to believe that acremse in international economic
interdependence restricts national policy autonoting: welfare state has not shrunk in size
(Gensche[2004] pp. 615-616)So sceptics state that globalisation has only éichitnpact on
the welfare state/{eisg2003] pp. 13-14).

The third stream, the revisionist school has clairtet the troubles of the welfare
state are largely self-inflicted. In the last dezmdjenerous social programmes has reached
their maturity: they are characterised by high aepment ratios and they cover the vast
majority of the population. This way they consthtriut pressure on the public budgets
(Ferrera — Rhode$2000] p. 259). Globalisation, far from causing gbdroubles, is one of
their consequences and part of their solution. dikeiplinary power of international markets
helps governments to check the vicious dynamicsvelfare policy and thus contributes
towards saving the welfare state from its@efschel 2004:616

® See inter aligarrett[1998a],Swank1998], Garrett [2001], Garrett — Mitchell[2001].
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2. Structure and Methodology of the Dissertation

The introductory chapter of the dissertation préséime basic problem, the resulting
reaearch questions and hypotheses which are artbwetiee following chapters. In order to
clarify the conceptual apparatus, the next chameiews the emergence, the definition and
types of the welfare state. Typologies introducedehform the basis of the subsequent
chapter about the first research questions. Ch&pgenpirically analyses the convergence of
the different welfare state types, i.e. it looks the answer for the first, main research
guestion. As an actuality, this chapter includesuattook to the impact of the crisis beginning
in 2008 on the welfare states. In chapter 4 | esilithe basic contradiction of the welfare
state by study the relevant literature, including theories about the relationship between the
welfare state and the globalisition. In the follogrichapter | examine the second research
guestion, i.e. the views on the relationship betwte globalisation and the welfare state
using the example of two welfare states (Sweden lrahce) of different types. The
dissertation is ended with some conclusions; tisé ¢aapter includes the answers for the
research questions and the main statements. Thendippof the dissertation contains the
statistical data related to the empirical research.

It arises from the above that the dissertationaisidally built on three methods. The
first research question is examined by literatunalysis and with a quantitative statistical
method. | use agglomerative hierarchical clustedyamms with the empirically most reliable
and most common Ward method. To answer the se@sgérch question beside the analysis

of the literature, | prepared and present two sas@ies about the two chosen countries.
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3. Research Questions and Hypotheses of the Dissertation

As it was mentioned before, European welfare stabes different types have reacted

differently to the same challenges. This resulthefirst, main research question:

Research Question 1: Do the different welfare regiroonverge and can be expected the

emergence of a unified welfare state?

Hypothesis: In case of certain welfare state typesan observe the convergence to some

extent but the differences survive in the long run.

Some of the literature identifies the globalisatiam one of the challenges facing
welfare states, while others are sceptic aboutphbist of view. This contradiction results in

the second research question of the dissertation:

Research Question 2: What is the role of the gish#bn in the crisis and reforms of the

Western European welfare states?

Hypothesis: globalisation has been one underlyagse of the refoms in Western Europe,

it appears as a constraint to which welfare stadee to adopt.
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4. Empirical Research

To examine the main research question let's acésping-Andersen’$1990] three classic
welfare state types (Scandinavian, Anglo-Saxon,ti@ental) with the complement made by
Abrahamson[1991], Leibfried [1992], Ferrera [1996] andBonoli [1997] and adopted by
Boeri [2002], Sapir [2005] andPabst[2009], i.e. they use a fourth type (South-Eurapea
This typology can be expressively introduced if pug the welfare states in a coordinate
system with the two dimensions of efficiency andigg According toSapir [2005] a model
can be regarded as efficient if it provides enougtentives to work and hence shows
relatively high employment rates; while it can lsgiiéable if it keeps the risk of poveftgt a
low level.

The situation before the economic crisis (in thelye2000s) fits fully to this
guadripartite typology (seligure 1). Both Nordic and Continental states are aboveame
according to the likelihood of avoiding poverty, ilehall Anglo-Saxon and Mediterranean
countries are under the average. According to theency Nordic and Anglo-Saxon states
performed well, while Continental and Southern ¢aaas operated with low efficiency.

Figure 1
Typology of the four models
EFFICIENCY
Low High
High Continental Nordic
EouiTty i
Low Mediterranean Anglo-Saxon

Source: Sapir, A. [2005]: Globalization and the Reform ofr&pean Social Models. Bruegel Policy
Contribution, accessed: http://aei.pitt.edu/838@WEPL2005_SocialMod.pdf, 28 August 2009, p. 9

Figure 1 also shows the sustainability of the models. Nfiaceve models are not
sustainable because of the increasing tension battie expenditure and the revenue side of
the government budget that originates from glola#ilin, technological changes and ageing

of the population. There are several signs that ldest efficient Continental and

" Probability of escaping poverty can be measuref bypoverty rate, where poverty rate is the sb&gersons
in the population living under 60% of the nationaddian disposable income.



Theses of PhD Dissertation 8 Marietta Kiss

Mediterranean states have faced several sustdtgaimlrriers. One of these barriers is the
government debt to GDP ratio that was much highethe Continental and Mediterranean
states (79% and 81%) than in the Anglo-Saxon andibl@nes (36% and 49%). On the other
side, the models that are not equitable can beegtérfsustainable if they are efficient. The
reason behind this is that the equity of a sociatieh shows a viable political choic8dpir
[2005]).

This suggests that both the Nordic and the Angbm8amodels were sustainable,
while the Continental and the Mediterranean one®wet and need reforms to increase their
efficiency via the reduction of counter incentiteswork and growth. At the same time we
have no reason to assume a priori that these kihgforms go hand in hand with changes in
equity. As we will see soon, it is entirely possil§énd in fact it has occurred — however, in
the later case it is in the opposite direction tegpected) that the Continental model becomes
similar to the Nordic and the Mediterranean becosigslar to the Anglo-Saxon type. Yet,
we can not reject the possibility that the reforan cause changes in equity if the move in the
direction of efficiency affects the previous palél balance.

Regarding the actual efficiency/equity data we camnclude that Nordic and Southern
models have kept their previous position: the farmestill both efficient and equitable, while
the later does not show either efficiency or equyt the other two types are much more
interesting: the position oAnglo-Saxon countrieshas worsened and théave moved near
the Southern countries(however, they show a more advantageous positi@am tthe
Mediterranean states in both of the two dimensidbshtinental states have approached the
Nordic countries they have not stepped fully, however, to the madtantageous cell.
Regarding only the efficiency dimension, the twedy (i.e.the Anglo-Saxon and the
Continenta) have approached each othemoreover, they have reversed: Continental
countries are more effective than Anglo-Saxon deesFigure 2. We also have to note that
the standard deviation within the different typssmuch greater, and between the types is
much lesser now than one decade ago.

At the same time, changes can be explained in tagswOne of them is the previous
logic: we assume that the previous Sapirian typplagstill valid, only the types have
changed during time. However, there is another iplesgxplanation: borders of the types
have loosened, the previous types are not heldranmg — or they are only held partly, and we
should think about the welfare states in the efficy/equity coordinate system in another
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typology. This can be assumed even more as a ngigigpcan increase within group

homogeneity and between group heterogefieity

Figure 2
Revised typology
EFFICIENCY
Low High
High Nordic
_-_’
Continental
EouiTty
Low Anglo-Saxon
4_
Mediterranean

Notes Direction of the arrows show the direction of theves, and their relative size shows the relatize of
the moves.

The quadripartite typology introduced above wasgioally based on the qualitative
examination of social security policies but itsigay was quantitatively proved by several
authors, among others bgaint-Arnaud and BernarfR003] for the years 1980s and 1990s.
The authors made cluster analysis with variablesamfial situation, public policies and
political participation to validate the previousaljtative typology and the ‘resilience’ of
welfare regimes (i.e. their persistence for a |pegod of time). Their model proved to be
stable; the analysis made with the full set andh\e#ch groups of variables resulted in the
same typology.

By repeating the analysis with newer data we cawan the question abovis the
guadripartite typology valid yet? Can the same ctrigs be classified into the same type?
To decide this dilemma hierarchical cluster analyisi the most appropriate quantitative
analytical tool because it allows us to classifyiikr countries according to several variables.
This method can be agglomerative, when first easle ¢orms one unique cluster and in each
step we aggregate the nearest clusters; or it eaiviisive, where first all cases are in one

cluster which is divided until each case forms mue cluster.

8 As it was mentioned before, standard variatiorhinithe different types is much greater, and betwe
types is much lesser now than one decade ago thahsrithat within group heterogeneity and betweenmr
homogeneity has increased.

° See e.gObinger — WagschdR001].
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At the beginning | used the same 20 countries hacgame variables &aint-Arnaud
— Bernard[2003] to be able to compare my results to thi&irBecause of the scales with
different magnitude, variables had to be standarfitzl made agglomerative cluster analysis,
and | used the most widely accepted Ward methodtlwproved to be the most reliable
empirically. This method measures the similarityclfsters with the square of the Euclidian
distance and within the cluster it minimizes thistahce so maximizes the homogeneity of
the clusters$ajtos — Mite\j2007]).

The dendrogram ifigure 3shows the created clusters. It is worth to stogr atep 16
when 3 clusters are formed (if we stopped befogedtep, one or more clusters would contain
only one element). One of the three clusters ily fidlentical to the social-democratic type
(Norway, Sweden, Finland, Denmark, and Iceland)weicer, the other two clusters do not
exactly corresponds to Esping-Andersen’s other types. The Netherlands and Belgium
exited corporatist-statist type and entered theel# type Therefore the former group
contains Austria, Germany, France, Italy, Spaimfal, and Greece, while the later includes
Canada, Netherlands, Belgium, Great Britain, Iré|dtew Zealand, the USA, and Australia.

To use the results of cluster analysis for retmgkihe original classification, | have
also made a second analysis. In this second clastdysis | excluded states outside Europe
as the original efficiency/equity coordinate systeamtained only European welfare states.
Because of the same reason | excluded Iceland| te®d the same variables in this analysis

as in the previous offe

191 excluded the variable which showed very stromigher than 0.9) correlation with another one (elation

between female labour participation rate and oVeraticipation rate is 0.976 at 1% significanceelg because
without this exclusion one given factor could erttex analysis with double weigh. Furthermore beeafshe
missing data in case of some countries | had td thei variables of subsidies and investments ad t%tal

government outlays, public expenditure on trainitsg% of GDP, daily newspaper read per 1000 peapile,
number of years since the first law on family allowes. However, becauSaint-Arnaud — Bernar@2003]

proved the robust characteristic of their modetase of any randomly omitted variable, this reductlo not
affect the final result of the analysis. For thstraf variables (30 pieces) see Appendix 1 of fkeattation. This
table includes all of the variables from the oraimodel; the italic variables are used in thislygsis.

X—H

o

1 For standardization | used Z scores=

12 Again, | had to exclude female labour participatiate (correlation between female labour parttiperate
and overall participation rate is 0.974 at 1% digance level), but due to the broader availabitifydata for

European states, | only had to exclude the variableublic expenditure on training as % of GDP, aladly
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Figure 3
Dendrogram of the hierarchical cluster analysis (20 countries, 30 variables)

Dendrogram using Ward Method
Fezcaled Distance Cluster Combine
Z A S E ] 5 10 15 20 25
Label HNum +——-——————— - - —— +—— +
Austria 2
GFErmany g
France 7
Italy 12 :|
Spain 17 E—
Greece a
Portugsal 1g
Canada 4
Netherlands 13 :]
Belgium 3 J
Great Britain 19 —
Ireland 11
New Zealand 14
U3A 20
Australia 1
Norway 15
Smeden 13 j_
Finland =
Denamrk 5
Iceland 10

The dendrogram ifigure 4shows the created clusters. It is worth to stogratep 11
when 4 clusters are formed (if we stopped befoie step, some clusters with 2-3 elements
theoretically difficult to support would be creatett we went on by one step, we would get
three clusters, and interestingBontinental (supplemented by Italyand Anglo-Saxon type
would form one clusterSo we can see thtte approach of these two typdemonstrated in
the previous simple efficiency/equity modsdists examining a broader set of variabjéso.

One of the re-created four clusters is fully ideaitito the Nordic type (Norway,
Sweden, Finland, and Denmarkply exited the Southern type (Portugal, Spain, and ¢&ree
remained there) anaghoved into the Continental typ@eside Austria, Germany, France, and
Belgium). Finally,Netherlands moved into the Anglo-Saxon tyfrem the Continental type

(beside Great Britain and Ireland).

newspaper read per 1000 people because of misatag dariables involved in the analysis can be ¢bim

Appendix 6 of the dissertation in italic.
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Figure 4

Dendrogram of the hierarchical cluster analysis (15 countries, 33 variables)

Lendrogram using Ward Method
Fezcaled Distance Cluster Combine

T ASE ] 5 10 15 20 25
Label MNum +————————— Fm——————— - - +——— +
Norway 15
Smeden 13 T
Finland [ |
Denmark 5
Portugal 16
Spain 17 :
Greece a
Netherlands 13
Great Britain 19 —I
Ireland 11 P
Austria 2
GErmany 8 :l
France 7
Italy 12 j_L—
EBelgium 3 |

After identifying the new clusters, let’s return ttee question of efficiency-equity in
case of the different types. We can notice thatposition of the Nordic and the Southern
type have remained intaqthe former group contains the same countrieh@\brdic type
of the original typology), whiléhe other two groups$iave not. Both of them have remained
in their original Sapirian quadrant, however, theye approached each other according to
both of the two dimensionsompared to their position one decade ago. Thigxates that
regrouping of the countries is relevant: Italy sh@aContinental, while Netherlands shows
Anglo-Saxon characteristicsAt the same time, however, after the reclasgiboawe also
experience a kind of move in case of these twostyflee Anglo-Saxon type has relatively
lower while the Continental type has relatively Hheg poverty rates than a decade ago; and
employment has decreased in the Anglo-Saxon, amdased in the Continental type.

Based on these findings, we can modify the eflicygequity matrix (seé&igure 5
upon which we can conclude again ttfa¢ Continental and the Anglo-Saxon type have
approached each other in regard of both efficienagd equity Regarding efficiencybefore
the regrouping, the Continental type has surpasgszdnglo-Saxon type thatas dampened
by the relocation of two countriesThis way Anglo-Saxon type has remained more iefiic
than Continental type but the difference is nohg than a decade ago. Contraryregard
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of equity the approach was totally caused by thgroaiping as according to the original

classification differences in equity has remaingdat.

Figure 5
Revised typology 2
EFFICIENCY

Low High

High Cmal Nordic
EouiTty
WSaxon

Low Mediterranean

Notes Direction of the arrows show the direction of theves, and their relative size shows the relatize of
the moves.

The economic crisis can affect the results disaisd®mve so it is worth to filter out
this special — and likely temporary — effect tontiiy the more permanent tendencies. This is
why | repeated the previously introduced analysils data before the crisis (for 2007). The
guestion isis the quadripartite typology still valid and dodrsame countries belong to the
same type regardless of the crisis?

Figure 6shows the efficieny / equity matrix of the Europeeelfare states before the
crisis. This figure clearly demonstrates t&atpirs [2003 typology is still valid; in case of
Continental and Anglo-Saxon types, however, we saa significant moves regarding
efficiency. In sumjn case of the Continental model the improvementsficiency, in case
of the Anglo-Saxon model the efficiency deteriomati is not only the effect of the economic
crisis but are more lasting tendencies

It is also an interesting question again that tcatmbxtent these moves could be
affected by the possible rearrangement of the cmsntTo answer this question | made a
cluster analysis again. First | involved 20 cowegrinto the analysis to be able to compare the
results to those ofaint-Arnaud and Bernar@2003). | made agglomerative hierarchical
cluster analysis again with standardized data,gugé¥iard method with the same 30 variables

as previousl’.

13 variables involved in the analysis can be foundjpendix 13 of the dissertation in italic.
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Figure 6
Typology of thefour models beforethecrisis

EFFICIENCY
Low High
High Continental Nordic
EouiTty i —
Low Mediterranean Anglo-Saxon
4_

Notes Direction of the arrows show the direction of theves, and their relative size shows the relatize of
the moves.

Figure 11
Dendrogram of the hierarchical cluster analysisbeforethecrisis
(20 countries, 30 variables)
Dendrogram using Ward Method
Rezcaled Distance Cluster Combine
2 A S E ] 5 10 15 20 25

Lakbel Mun  +————————= - - +——— ——— +
Norway 15

Sweden 13

Denmark 5 —

Finland =

Iceand 10

Australia 1

New Zealand 14

Canada 4 —

T3A 20 - =

Greece a

Portugal 16

Ireland 11 ]—

Great Britain 19

Spain 17 —

Belgium 3 ]—

Italy 12

France 7  —

Austria 2

Fermany g

Nether lands 13

The dendrogram ifigure 7 shows the created clusters. Again, it is wortkttp after
step 16 when 3 clusters are formed (if we stoppdrb this step, one or more clusters would
contain only one element). One of the three clsstefully identical to the social democratic
type again (Norway, Sweden, Finland, Denmark, aetahd). The other two clusters do not
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exactly corresponds to Esping-Andersen’s othertiyes this time, too, and also shows some
kind of difference compared to their states in ldte 2000s and early 201GSreat Britain
and Ireland exited Esping-Andersen’s liberal grougnd entered corporatist-statist typ8o
the former group contains Australia, Canada, Newlated, and the USA; while the later
includes Austria, Germany, France, NetherlandsgiBei, Italy, Spain, Portugal, Greece,
Great Britain, and Ireland.

To compare the results of cluster analysis to thgiral classification, | have also
made a narrower analysis including the previousdintries with data before the economic
crisis. | made agglomerative hierarchical clusteailgsis again with standardized data, using

Ward method with the same 33 variables as in theipus analysis with 15 countriés

Figure 8
Dendrogram of the hierarchical cluster analysisbeforethecrisis
(15 countries, 33 variables)
Dendrogram using Ward Method
Rescaled Distance Cluster Combine
T ASE 1] 3 10 15 20 23

Lakel Num A-———————— t——————- to—m it Fm—— +
Norway 15

Sweden 18 :]—_

Denmark 5 —

Finland E—

Greesce 9 =

Portugal 1l

Ireland 11 :j-ﬂ

Great Britain 19 f—

Spain 17

Hetherlands 13 - —

Austria d :]———-_-_-

GErmany ]

Beloium 3

Italy 12 :]___1————

France 7 p——

The dendrogram ifigure 8shows the created clusters. It is worth to stogratep 11
when 4 clusters are formed (if we stopped befoiedtep, some clusters with 1-2-3 elements
theoretically difficult to support would be createtf we went on by one step, we would get
the same result as in the previous cluster analyisise clusters would be created, and

14 variables involved in the analysis can be foundjpendix 18 of the dissertation in italic.
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Continental (supplemented by Italyand Anglo-Saxon type would form one clusteso we
can see thathe approach of these two typedemonstrated in the previous simple
efficiency/equity model alsexists examining a broader set of variablaad regardless of
the economic crisistoo.

One of the re-created four clusters is fully idealtito the Nordic type again (Norway,
Sweden, Finland, and Denmarkaly and this time Spainexited the Southern type (Portugal
and Greece remained there) dhd formermoved into the Continental typ@eside Austria,
Germany, France, and Belgium), whilee later moved into the Anglo-Saxon tygbeside
Great Britain and Ireland). FinalljNetherlands moved to the Anglo-Saxon tyfrem the
Continental type.

Re-creating the efficiency/equity matrix for theripd before the crisis we get the
typology of Figure 9 Therefore we can notice again that the positiothe Nordic and the
Southern model have not changed, &nel Continental and the Anglo-Saxon type have
approached each other regarding efficiency; regrong, however,has dampened this
tendency already showed before the regrouping.hi; way the Anglo-Saxon type has
remained more efficient than the Continental typethe difference is not so significant than
in the late 1990s. Contraryegarding equity approach is fully caused by thegreuping
before the crisis, topas according to the original classification eguiifferences has

remained at the same level.

Figure 9

Typology of the four models before the crisiswith there-created cluster

EFFECTIVENESS
Low High
High Continental Nordic
EouiTty -

Low Mediterranean vAnglo-Saxon

Notes Direction of the arrows show the direction of theves, and their relative size shows the relatize of
the moves.

Looking for the answer to the second research puresiith the use of case studies of
Sweden and France | examined the following factorthe relation of the globalisation and
the welfare state:
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One important aspect of globalization is traderhtization. The aims of governments
to raise the effectiveness and their multilatecsthmitments have caused decrease of customs
on international trade. However, it means significeevenue shortfall only for developing
countries, because customs on import and exporé carnat less than 5 per cent of developed
countries like France or Sweddar(inberg[1998] p. 593).

Effects of trade liberalisation in relation to ghbisation has occured vigorously in
Sweden because its international trade increaseb ouicker than its national economy due
to the low trade restriction®©ECD [2007] 2. 0.). The loss of revenues thanks tofétleng
customs is not significant, in contrary, the pesitimpact of successful export branches is
more remarkable.

Multinationalization of production and the consegjuéireat of firms to outsource
their production seeking higher return encourageeguments to run policies that aim at the
creation of advantageous business environmentydimgj lower taxes, too, to gain capital
necessary to growtlGelleny — McCoy2001] p. 512 Garrett [1998] pp. 792, 801Mishra
[1999] p. 7). According to this view, capital prefestates with low taxes so countries start to
race to the bottom; they decrease taxes on cagitdl corporations that will lead to the
decrease of revenu8sMoreover, in the world of the free movement opital, different tax
rates lead not only to the decrease of tax revehueso the fall of the welfare because the
capital will follow the expected profit before taxmstead of the maximum profit before taxes
(Grunberg[1998] p. 596). As a result of these all, monetgpgnness and company mobility
constrain fiscal and social policy, and force thvédring of welfare spending, corporate taxes
and the movement of taxes from capital to Wo(kVeiss[2003] p. 8).

Sweden has entered this race to the bottom, sfterel®90 it has gradually decreased

its corporate tax rate. The missing tax revenueweagompensated by personal income taxes

5 However, some authors (e. @elleny — McCyg [2001] p. 512) note that multinational corporatopossess
sunk and transaction costs that keep them fromkquilocation of their production between countrige. the
claim that grown taxes lead to reduction of revenbg necessarily can be questioned. In contrarygnwh
relocation of plants is difficult or unacceptablystly, multinational corporations can grow theioftrby global
accounting (e. g. with manipulation of transfercps), through which profits can be relocated tophds of
company that works in a country or environment Watl taxes $cholte[1997] p. 435).

16 Contrarily, capital do not flow necessarily to tmuntry with low taxes, if high taxes are acconipdmy high
infrastructural level, qualified workforce, resdaiiastitutions and stable legal environme@a(rett — Mitchell
[2001)).



Theses of PhD Dissertation 18 Marietta Kiss

because of the long-run declining trend of persdnabme tax ratés. Moreover, tax
rearrangement from mobile factors (capital) to inbiteo factors (labour, consumption) has
not occurred, as consumption tax has remained peEmmtiy stable (since 1992 it has been
25%) OECD [2011]). All of these have increased Sweden’s efitraness in the light of
growing capital mobiliy. France also confirms tHéeet of globalisation that it 'chase’ the
states into the tax race, because it has also aksxidts corporate tax rate since the second
half of the 1980s. In case of France, similarlyStweden, the missing tax revenue was not
compensated by personal income taxes because dbrigeun declining trend of personal
income tax rates. Moreover, tax rearrangement toswmption has not occurred, as
consumption tax rate was decreased in 2000 frogf2@0 19.6% approaching the average of
the EU-15 (19.24%)QJECD[2005], OECD[2011])8,.

Another reason for decline of tax revenues is h#dcto globalization, too.
Globalization and the growth of international fic&l transactions raised the opportunity of
tax evasion by the slackening of border controk #tcessibility of offshores, and the
differences of legal system&iunberg[1998] p. 596 OECD[2001] p. 175).

Financial liberalization results in both reductiaf revenues and growth of
expenditures. It leads to revenue reduction bectnesgovernment occasionally got profit or
advantageous credits by interest rate regulatiandyoaddressing money and credit to
different sectors. At the same time, financial fdization contributed to the depression of
inflation so the decrease of seignorage revenues/e@ments lost revenues by the
disappearance of ‘inflation tax’, i.e. their obligms could be paid back in devaluated
currency Grunberg[1998] p. 594).

In Sweden financial liberalisation contributed he treduction of the inflation (aside
from the peaking values during the crises, inflatshows a decreasing tendency) and so the
reduction of government revenues. In case of Framcexperience a similar result.

Trade liberalization not only adds to the decliferevenues but to the growth of
demand for public expenditure because governmesgsau‘new kind of protectionalism’
against its disadvantageous effects. Namely, govents often react to the sharpened
international competition by offering support tcetBeedy domestic firms or sectors and

export firms that significantly raises governmexpenditures Grunberg[1998] p. 599).

" 1n addition, property tax was also abolished régeflevertheless total tax burden (income and gosion
taxes and contributions altogether) is still qhitgh, approximately 70%ECD [2008] p. 6).
18 We have to note, however, that between 1984 afid % consumption tax was 18.6@HCD[2011]).
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Due to this 'new kind of protectionism’ for instan@ 1997 France provided about
130 billion franc of support to the domestic firrtitseat approached the net corporate tax
revenue that yeat.¢ Monde[1997] p. 4). In Sweden between 1980 and the Imgggnof the
1990s abobut 1.7 billion Swedish crone supportevpeovided yearly to the Swedish firms
on different titles Bergstrom[1998] p. 3).

Moreover, different investment incentives, whicle ased to attract capital to sectors
or regions with high unemployment and decadenviéigtiraise further expense@runberg
[1998] p. 599). In France wide range of these itigen is available for both French and
foreign companied\ichallon[2013]).

Measures against disadvantageous effects of ghalti@n on labour market raise
expenses, too. In their first decades, Europeanfamelstates had similar or lower
unemployment rates than other market economies.efRyployment was the basic bearer of
post-war welfare states. As employment meant thie s@urce of income for persons able to
work and most of their immediate family, a sortfaif employment meant the primary form
of income insurance. Efforts to full employment danexplained by political elements, and
by the fact that with full employment, governmedtsnot lose tax and contribution revenues,
and do not have to finance costly unemploymentsowial programs (Mishra [1999] p. 18-
19). From the 70s, industrial cutbacks caused massiployment, mostly in the group of
young and low-educated. This high unemployment lmarexplained by changed economic
conditions [jungquist — SargenitLl998] p. 519). The number of jobs that do noturegany
gualification has significantly dropped. This i®tbonsequence of globalization because with
new technologies, a range of traditional industrédisappeared and numerous former
professions desolatEtd Moreover, grown demand for trainings and re-frajas aiming at
acquiring of abilities of flexible adaptation ixansequence of globalization, too. All of these
bring a growing pressure on the budget.

Among the expense increasing items of globalisatiomasures against the
disadvantageous effects of globalisation play aiaant role in both Sweden and France.

19 Some researchers think that it is quite questilentiat mass unemployment can be explained by esizno
globalization. Namely, effects of introduction afw technologies are complex, and can not be siieglib the
guestion of the number of workers that could béaegd by the new technology in a given workplace aha
given point of time. At macro level it is not impant that at micro level how many workers can h@aeed or
employed, rather the fact that with the use ofrtbe technology, how many jobs the beginning or agp# of

production can create through its input-outputtietes in the whole national economy (Szentes [2Q0Z]13).
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In sum we can state that as the result of the g&atteon the demand for public
expenditures has increased, and at the same tinreesoof revenues have decreased. To
reach budgetary balance, there is no other ophian the reduction of expenditures, i.e. the
implementation of reforms.
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5. Theses and Results of the Dissertation

European welfare states — although they can beasebring similar compared to those
out of Europe — show a lot of differences. Eachntiquis different; however, we can identify
some similarities among them that enable us tcsiflathem. In the literature we can find a
huge number of tipologies of welfare states, Euaopeelfare states or Wetern European
Welfare states that are based on theoretical onrgxapevidences. The examination of the
most commonly accepted and empirically proved gpadit classification of the Western
European welfare states based on and complemeBsipog-Andersen’s types suggests us
that in the late 2000s and early 2010s it has tamoelified. Two types of the original
classification — the Nordic and the Southern — stilhbe characterised by the high equity —
high efficiency and low equity — low efficieny, pctively. However, the Continental and
the Anglo-Saxon types show significant changes.

If we keep the original classification of the caued, the Continental type has surpassed
the Anglo-Saxon one regarding efficiency, and witie former approached the Nordic type,
the later approached the Mediterranean model. Hexyehe question arises that to what
extent these changes are due to the possiblelfaicsdme countries may not belong to their
original group any more.

Remaking the separation based on the dimension®qgofty and efficiency |
experienced that, however, drastic changes iniefity have dampened (i.e. this time the
Continental type has not surpassed the Anglo-Sawma regarding efficiency), they did not
fully disappeared, and the two types have stilllapphed each other compared to their status
one decade ago. Moreover, according to the newsifitagion we also notice a similar
approach regarding equity. Although the crisis beigig in 2008 strengthened the approach
of the Continental and the Anglo-Saxon type, thevencan already be identified before the
crisis.

In sum, we can conclude that in fact the previausdgipartite typology does not come
through fully nowadays, and we disagree with thmwi expressed in the previous decades
by several authofS — that the types of welfare states survive inrtpeévious forms in the

long run.

2 See inter aliaPierson[1998] Garrett [1998], Stephens — Huber — R§}999], Swank{2000], Brooks — Manza
[2006]. About the approach of the regimes see Alrahamsorj2005].
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Thesis 1: The Continental and the Anglo-Saxon type have significantly approached each
other (regardless of the crisis) that can be explained partly by some countries that have
picked up some characteristics of another type (i.e. they have belonged to another type
than originally) and partly by the move of the whole types. Therefore the view that the
types of welfare states are resistent to the changes and survive parallel in thelong run is

not true.

Different types of welfare states facing the sarhallenges have given different
answers with varying degree of success. Good pednce of welfare states in the 50s-60s
hid instabilities inherent these systems. In tle¢ tevo decades, challenges to welfare states
have arrived mainly from outside: rapid restructgrifrom industry to service sectors,
dispersion of new information technologies, andgr@ving international competition are the
main sources of economic turbulence. Beside labwarket disturbances as a consequence of
globalization of new technologies, trade, and egdibw, ageing of population undermines
social policy supporting conditions that existetbathe War. So in fact globalization was one
of the reasons behind welfare reforms in Europanély, in the sharp competition problems
which resided in the internal development of welfatates that arrived at the end of their
performance appeared earlier. This consequenamfsroed by the case of the two examined

countries.

Thesis 2: Globalization was one of the reasons behind welfare reforms in Europe by

posing the constraint of expenditurereduction on welfare states.

As a result of globalization, demand for public emgitures has grown while sources
of income have fallen. It seems that French andd&hetax policy bases the globalization
thesis that exit option of capital became beliegaiphplicit threat so government has to
decrease tax rates. To reach budgetary equilibthere is no other option but expenditure
cuts.

In Sweden several reforms have been implement#tkiprevious decades resulted in
the successful adoption to the challenges of théalization. While it is one of the most
competitive economies in the world, it has presgrits welfare system, however, in a
transformed form.

But in democratic regimes it is quite difficult ®liminate welfare achievements,

because of the strong support of welfare systesweform is a long process as the example of
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France has shown. In contrast to Sweden, in Frassential reforms failed, and there are
several examples for withdrawing a reform becauls¢he social opposition. So radical
reforms of welfare states can be push through ibtihere is a broad political coalition behind
them. But it is not likely that uninformed votersake foreseeing decisions, especially if
losses in short run are inevitable to the longsointions. In addition, those measures affect a
part of a tightly coherent system whose one elero@antnot be changed without changing the
others.

An optional explanation of the different changeshe two examined countries is that
social politicy reforms more affected state servittegan social security rights mainly tied to
transfers. So the Swedish welfare state that offesse state services went through more
radical changes than the French welfare systemfalcases on the latter, however, it would
be necessary to reform the latter, too. The twfeiht reactions of the two countries — with
opposite sign — support argument of globalist sttiwad reform of welfare system is essential

to the growth of every field of economy.
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