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Globalisation and the funding sustainability of the OECD
welfare state

Emilija Poposka®

Abstract Without any doubt, the relationship globalisation has with the welfare state
size is a very controversial topic, especially after the 80ties, when globalisation took
the high road and started drastically changing the world economies, policies and
industries. Opening the economies, means opening them up to external pressures,
generally and when it comes to wages, taxes and social expenditures. In many OECD
countries, the welfare state is perceived as a main cause for the ineffectiveness of
the economies, and as a disabler of the postulate of free market. But, these points of
view, do not decrease the important role the welfare state actually has. The only thing
they can actually change, in this constant fight for higher profits, is to affect the size
the welfare states have, both on the sides of the revenues and expenditures. In this
article we detect a negative relationship among globalisation and two types of tax
revenues: tax on property and tax on payroll in the OECD for the observed period
from 1980 to 2017. On the expenditure side, we detect a negative relationship among
globalisation and the health expenditures. We as well find a present convergence of
the welfare state sizes on the sample of the OECD countries. That is why, in the last
part of this article, we overview the convergence in the European Union and the rest
of the OECD countries.

Keywords: welfare, government policy, taxation, national government expenditures,
globalisation.
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Introduction

The principle goal of this article is to focus on the effect globalisation has on the funding
capacity and sustainability of the welfare state through examining the relationship
globalisation has with the revenue and expenditure size of the welfare side. To be able
to disentangle the very complex relationship among the variables, we initially define the
welfare state, we conduct historical overview on the welfare states and their different
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historical trajectories. There are many different reasons why the welfare states started
existing, such as industrialization, modernization, different social classes, especially
after the Great Depression and the Second World War (hereinafter WW2). It is a fact
that the welfare state lived its greatest expansion after WW2, and had a pivotal role in
the renewal of the world. After the WW2, the world has drastically changed, especially
after the technological revolution in the end of the XX century. To be able to assess the
impacts globalisation had on the size of the welfare state, we overview the changes on
the expenditure and revenue side of the welfare size by country.

Rudra (2002) finds globalisation is positively correlated with the welfare
expenditure size in the developed countries, but negatively correlated to the welfare
expenditure size in the developing or non-developed countries. Moreover, Brady
et al. (2005) claim that globalisation leads to demise of the welfare state under the
pressures of the interconnected economies. Rodrik (2015) points out on the challenges
international trade imposes on the social insurance. He finds that globalisation is
creating pressures on the social welfare mechanisms through the pressures on the
corporations through the decreased tax bases and hence tax revenues. A major dilemma
Rodrik (2015) pointed out on, is the political legitimacy of free trade even if it erodes
the social security and the sustainability of the respective national welfare states. And
that is one of the major national political and strategic concerns. On the other hand,
Blackmon (2006) finds that the increasing economic interdependence is positively
correlated to the increase of social security demand and hence increase of the revenue
side of the social welfare. As we can see, literature shows different results about the
relationship globalisation has with welfare revenues and welfare expenditures. That is
why, in the central part of the article we conduct a panel data analysis of the welfare
state size in the OECD countries.

The last part of the article focuses on the future perspectives of the welfare states,
given that the economic globalisation is increasing in a faster pace, than the political
globalisation. If the world continues being more globalised, it is expected that the
welfare states will start looking more alike. From the citizen’s perspective, higher taxes
and social security contributions are never a popular political choice. But, on the other
hand, when unpredictable events occur, such as the latest COVID-19 pandemic, the
role of the state is increasingly important, and necessary to maintain the liquidity of the
national economies. That is why, it is crucial to maintain stable funding of the welfare
states in the times of prosperity, even at the cost of losing political points and popularity.

Defining the welfare state

The biggest expansion of the welfare state through social benefits and contributions
occurred in the period from 1950-1970, mainly due to the high level of economic
development and the political climates in the respective countries (social democratic
governments or conservative centrist governments). Due to the different historical
development of the welfare states, they oftentimes solve similar problems in a different
way (Baldwin, 1996).

The most used theoretical classification of welfare states is defined by Espring-
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Andersen (1990). The classification is based on the welfare state-regimes and
incorporates the institutional schemes, political decisions and the historical differences
among the states. It consists of the:

* Liberal (provide universal social transfers and modest social-insurance plans

with the intention to help low income households),

» Corporatist (focus on maintenance of the different statuses in society, by only

focusing on social insurance) and

* Social Democratic (focus on social equality for all, by introducing universal

insurance scheme, but founding benefits on income differences) welfare state
types.

In addition to these country groups, we detect the: hybrid type of welfare state
(Liberal-Corporatist), Central and Eastern European type of welfare states, and
Southern European type of welfare states among the OECD countries. The different
historical and political features of the OECD welfare states, lead to different
expectations about the future of the welfare state. These expectations change in time,
due to the different economic circumstances and the global economic performance. Of
course, this performance is interconnected to the political decisions within countries
and the global political and economic influences.

Welfare state: role and size

The welfare state can be perceived as one big umbrella of social policies and programs
whose aim is to decrease income inequality, reduce poverty and social exclusion of
individuals. That goals are achieved by management of the countries’ fiscal policy
(government revenues and expenditures), and income redistribution. That being said,
the income redistribution through the social expenditures is perceived through two
lenses: 1) As a mechanism for providing public services and 2) As a mechanism for
building societies that will be less dependent on social welfare in the future.

Taxes are the main source of governments’ revenues and hence the funding of the
welfare states and public services. That is why, the taxation policies were an important
instrument in achieving the goals of the welfare states. The reforms in the taxation
systems incorporated high marginal taxes and high amounts of investment stimulations
to enforce the power of the expansive fiscal policies (Swank and Steinmo, 2002).

Tax revenues as % of GDP is an indicator of the size of the welfare state. On Table
1 below, we display the Tax revenues as % of GDP, to be able to detect which countries
and which groups of countries have undergone biggest changes on the revenues
side. The biggest change can be detected in the Southern group of countries, starting
from Greece, where the tax revenue increased by 18 p.p., followed by the rest of the
Southern European countries. This is a result of the improvement of the quality of their
fiscal policy and control as a result of them joining the European Union. The biggest
tax revenues decrease in the observed period occurred in Ireland, as a result of its “tax
heaven” policies and strategy. Moreover, the biggest tax revenue as % of GDP in 2017
is detected in France, whereas the lowest is detected in Mexico, a country that fights
to create a stable fiscal system based on Liberal premises. On the sample level, we
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calculate mean and standard deviation both for the first and last year of observation.
The average tax revenues as % of GDP increased in the observed time, whereas the
standard deviation decreased, signalling a convergence of the sizes of the welfare
states in the OECD, when it comes to the revenues side.

Table 1. Changes in Tax revenues as % of GDP in OECD countries

Country 1980/ 1995! 2017 Changes
CEE 38.01 35.31 -2.69
Corporatist 37.75 41.52 3.77
Liberal 27.34 27.44 0.10
Liberal-Corporatist 26.80 34.44 7.64
Social Democratic 35.94 38.95 3.01
Southern European 21.10 35.10 14.00
Mean 31.15 35.46
St. deviation 6.43 4.37

Source: OECD data base.
! For the CEE group of countries, we use 1995 as a starting year, given that these countries were not
independent in 1980.

The other side of the welfare state size is the side of the government expenditures
as a % of GDP. Table 2 below, presents the changes among the total government
expenditures on healthcare, pensions, public unemployment support, social benefits to
households and social security from the 1980ties or 1995 to 2017.

Table 2. Changes in Government expenditures as % of GDP in the OECD countries

Countries 1980/1995 2017 Changes in p.p.

CEE 36.52 32.91 -3.61
Corporatist 27.27 36.64 9.38
Liberal 13.73 21.58 7.85
Liberal-Corporatist 15.79 34.17 18.39
Social Democratic 13.40 26.52 13.12
Southern European 18.21 32.11 13.90

Mean 20.82 30.66

St. deviation 8.42 5.08

Source: OECD data base.

The biggest changes in the government expenditures as well occurred in Greece and
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Italy, as a result of the immense financial debt problems they had, during the recession of
2008. The big change in South Korea’s expenditure by 18 p.p. is a signal of the shift in
their fiscal policy. Namely, according to Kuhnle (2004) after the South-Asian financial
crisis in 1997, started implementing reforms, which predictably can lead to a welfare
state system similar to the social democratic system of the Nordic European countries.
The biggest decrease in government expenditures within the observed period occurred in
Poland, a transition economy where the social system went through structural changes.
The Hungarian economy went through the same reforms and decreased its government
expenditures by 7p.p. The countries with the highest amount of government expenditures
as % of GDP are: France, United States, Germany, Finland, Italy and Slovenia.

According to an assessment conducted by the European Commission in 2015 about
the quality of the welfare states and their capacity on implementing reforms, the French,
German and Italian welfare states were graded among the most successful countries
when it comes to implementing welfare reforms, and the sustainability of the welfare
systems. Italy, on the other hand has a big welfare state expenditure, but its welfare state
is characterised as fragmented and functionally biased, especially towards the senior
age citizens. Despite the high expenditures, the Italian healthcare system has noted
malfunctions in the universality of the system and in the selectivity to target the segments
of society, which are in need for state help and low degree of service provision and
overall income inequality.

On the whole sample level, we calculate the standard deviation and mean for the
first and last observed year. We find that the standard deviation decreased in the case
of expenses as well, signalling a welfare state convergence in the segment of welfare
expenditures as well. The mean of the sample increased, signalling that the average
welfare expenditure size increased as well.

Globalisation and the welfare state size: hypothesis testing

Throughout empirical and theoretical researches we find three different approaches
which define the relationship among globalisation and the welfare state:

1. According to Scharpf (1994), globalisation changes the structures of the
economies imposes pressure on the welfare state as a result of the increased
international competition.

2. Garrett (1998) conducted a research on OECD countries in the 80ties and mid-
90ties and found that even though globalism and economic interdependence
among countries increased, the size of the welfare states did not decrease, which
means that globalisation did not impose any pressure on the welfare state. He,
as well finds that there was no race to the bottom (decreasing of taxes and other
benefits) in the observed period and no impact from globalisation’s side on the
national fiscal policies.

3. In addition, the revisionist school (Rieger and Leibfried, 2003) claims that the
problems with the welfare state are internally created, and that globalisation
is a reaction and part of the solution to reform the existing ineffective welfare
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states. Their study finds the claims that governments’ power decreased with

globalisation are not correct, as the importance of governments has increased as

a result of the political and economic interdependence among countries.
Why are there concerns that globalisation pressures the welfare state’s size? The welfare
states redistribute income between generations (pensions) or within the income distribution
(between the richer and poorer segments of society). The first challenge for this role is the
tax competition (run to the bottom) in open economies. Why is this the case? Firstly, if the
national companies are more taxed when working and investing at home, they will shift
their production abroad, due to the capital mobility. Secondly, foreign companies will be
de-stimulated to invest in countries, in which they will be highly taxed. So, the national
economies do not have any additional option, but to decrease national taxes and hence have
decreased tax revenues. The decreased tax revenues limit the welfare state in compensating
the loosing parties of globalisation: the bottom income parts of the population, the
unemployed, the uneducated, the sick, the retired.

Graph 1 demonstrates that the tax revenues and the government expenditures are in an
inverse relationship, which is especially visible during the economic crisis in 2008, where
there was a drastic increase of the economic expenditure to compensate the most vulnerable
segments of society. When the OECD economies started stabilizing after 2013, the
government expenditures drastically decreased. If we assume that the current COVID-19
crisis will greatly affect the fall of the GDP rate (estimated fall of global GDP by 2.4%), we
can expect an even worse scenario in the tax revenues and their redistribution. Ironically, in
the times when the demand for social welfare is biggest, the ability of the welfare state to
provide supply of social services is limited.

Graph 1. Changes among the welfare state size and the GDP p.c.

Source: Own work.

To be able to analyse the relationship globalisation has with the welfare state size we
set the following hypotheses:

H1: Globalisation is positively correlated to the revenues side of the welfare state;
H2: Globalisation is positively correlated to the expenditures side of the welfare state.
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Based on the set hypotheses we develop the following models where i represents
country and t represents year.

H1: KOF Globalisation index,, = Tax Revenues ; + Tax on Property, + Tax on
Personal Income, + Tax on Payroll, + Tax on Corporate profit, + Social security , +
Unemployment rate, + InGDP p.c. , . error term,

Globalisation is measured through the Swiss Institute Globalisation index: KOF,
which is a synthetically calculated index incorporating the social, political and economic
aspects of globalisation. The KOF index is the dependent variable of the model. The
tax types and the macroeconomic indicators GDP p.c. and Unemployment rate are
independent, explanatory variables in the model.

From Table 4 and Graph 2, we find, that the independent variables explain globalisation
by 87%. We apply panel data analysis and after conducting a Hausman test, we find that
Random effects model is the suitable model to be used. To be able to test the direction of the
Granger causality, we conduct a panel Granger causality test on bi-variable level.

There is a positive statistically significant correlation coefficient between the
total tax revenues (proxy variable to the size of the welfare state). That means that the
higher the total tax revenues, the more globalized the OECD economies are. For this
relationship, the Granger causal relationship is from globalisation to the total tax
revenues. This is consistent with Rodrik (1998) who finds that more open economies
have bigger government sizes. We find a negative statistically significant relationship
among globalisation and the taxes on property and payroll. This means that when the
size of these taxes as % of GDP decreases, the globalisation increases. But, to be able to
test the “race to the bottom” hypothesis, we must detect a causal (or in our case Granger
causal) relationship among globalisation and the negatively correlated tax types directed
from globalisation to the tax type. For the relationship among globalisation and tax on
property, the direction of the Granger causality is from tax on property to globalisation.
For the relationship among globalisation and the taxes on payroll, we find that the
direction of the Granger causal relationship is from the taxes on payroll to globalisation.

Graph 2. Relationship among Globalisation and Total tax revenues as % of GDP.
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Table 4. Results overview of the first hypothesis (Random effects, p value, standard error)

Variable Random effects R2=0.87

KOF Globalisation index Coefficient P - value St. Err.
Tax revenues 0.221 0.001 0.06
Tax on property -1.723 0.000 0.27
Tax on Personal Income -0.301 0.734 0.09
Tax on Payroll -0.854 0.003 0.28
Tax on Corporate profits -0.006 0.959 0.12
Social security contributions 0.196 0.010 0.07
Unemployment rate 0.116 0.003 0.03
InGDP per capita 14.1 0.000 0.25
Intercept -72.6 0.000 2.69

Source: Own work.

The other function of the welfare states is the redistributive role. In the model below,
we test the relationship globalisation has with the expenditure side of the welfare state.

H2: KOF Globalisation index;, = Health expenditure,, + Pension spending,, +
Public unemployment support ; + Social security, +In GDPp.c.;, + Unemployment
rate,  error term,

We again choose the KOF Globalisation index as a dependent variable. On the side
of the explanatory variables we use welfare expenditure variables.

On Graph 3, we display the relationship among Globalisation and the total welfare
state expenditures as % of GDP. This relationship is as well positive, which means that
the higher the welfare state expenditure are, the more globalised the countries are.

Graph 3. Relationship among Globalisation and Total welfare expenditure as % of GDP
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We display the H2 model results in the table below. The relationship among
Globalisation and the Health care expenditure is negative, and statistically significant.
That means that when the health expenditure is decreasing, globalisation is increasing.
For the relationship among globalisation and health expenditure, the direction of the
Granger causality is from globalisation to health expenditure. This result is especially
critical, if we take in consideration the COVID-19 crisis, which requires higher health
expenditures. The already fragile and pressured health systems have been put on a test
of their sustainability. The rest of the expenditure variables are statistically insignificant.

Table 5. Results overview of the second hypothesis (random effects, p-value and standard error)

Variable Random effects R>=0.87
KOF Globalisation index Coefficient P - value St. Err.

Health expenditure -0.833 0.000 0.14
Pension spending 0.106 0.430 0.13
Public Unemployment support -0.095 0.622 0.19
Social security 0.022 0.847 0.15
InGDP p.c 17.17 0.000 0.43
Unemployment rate 0.19 0.000 0.04
Intercept -93 0.000 4.11

Source: Own work.

In addition, it is imperative to emphasize that the relationship among globalisation and
the expenditure variables has one important perspective, and that is: how effective the
implemented policies are, in reaching the most vulnerable segments of society and
hence decrease of inequality. On Graph 4 below, we display the relationship among the
total expenditures and the GINI index. We find a negative correlation, meaning that
inequality decreases, and welfare expenditures increase at the same time.

Graph 4. Relationship among total expenditures as % of GDP and GINI index

Source: Own work.
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From the hypotheses testing, we conclude that there is no general negative relationship
among globalisation and taxation or expenditures. But, there is a negative relationship
among globalisation and certain types of taxes and social welfare expenditures for the
observed period. This behaviour of course, opens lots of questions about the future
perspectives of the OECD welfare states, taking in consideration the different historical
and structural circumstances and the unpredictable future events and development of
the COVID-19 pandemic.

Future perspectives of the OECD welfare states policies

In addition to the historical differences among the welfare states of the OECD
countries, political ideologies tend to create differences. According to Stiglitz (2008),
the economic globalisation developed faster, then the political globalisation. The main
question now is, will the political decisions follow the increased mutual economic
interests, and if so, what will the welfare states look like in the future globalized world?
Does it mean that they will start resembling a certain type of welfare state that already
exists, or will they trace a new future path and form to be able to meet the needs of the
citizens in need more efficiently and fairly?

Zaller and Feldman (1992) analyse the ideological responses to the welfare state
and find that most American citizens are ambivalent, when it comes to the exactly what
kind of welfare state they want and need. In one hand, there is a general support of
small governments and liberal markets among the average American citizens, whereas
on the other hand there is general solidarity for the people in need. The average
American citizen is more likely to follow the liberal-conservative ideology, and the
perception of market freedom. The welfare state’s role among these voters is totally
different, when compared to the roles of some of the European welfare states. Namely,
in the Nordic social democratic group of countries, free health care is a basic human
right, whereas among the average American voters, it is perceived as interference in the
market and limiting the freedom of George (1998) analyses the complex relationship
among political ideology, globalisation and the welfare futures in Europe by conducting
a research in six countries which are classified in different welfare state types, by
interviewing politicians from the main political parties. The main questions were based
on the crucial elements of the welfare state: social services, taxes, unemployment
and the inability of the states to effectively solve problems. They find that the left
oriented governments have become more convergent towards the corporatist welfare
state model, but yet, the differences among them and the right governments persist. In
addition, the leftist governments are aware of the unpopularity of the tax increases and
nowadays are justifying them only if they can find correlation with GDP growth. The
general conclusion is that political ideologies and political decisions are converging.
The ideological convergence results into actual convergence of the welfare state sizes.
According to Schmitt and Starke (2011) the term convergence represents a course of
action within which countries, companies and private individuals start resembling and
in time the similarity among them increases. They find that there are three reasons for
the increased welfare state conversion in the OECD: 1) the increased globalisation, 2)
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the European integration, especially after the former Southern dictatorships such as
Spain (joined in the 80ties) and the Central and Eastern European former communist
countries (joined in the 90ties), 3) the structure of the social programs that are being
introduced in the OECD countries and 4) the demand for these policies as a result of
the economic performance of the countries.

Starke et al. (2008) conducted an analysis of OECD countries for the period from
1980 to the early 2000s. They examined convergence by comparing the changes
among policies in the beginning of the observation period and in the end of the
observation period. They found a strong convergence impact in the expenditure side of
the welfare state size, whereas there was no strong convergence impact on the revenue
side of the welfare states.

When it comes to the European Union, the main convergence factor is the
European integration. When it comes to the converge future of the European social
welfare states, Diamond and Lodge (2013) conducted a survey on European citizens
and found that Europeans still prefer the standard welfare systems- as systems that they
are used to. The European Commission on the other hand, has introduced the “Social
Investment Package “(hereinafter SIP) which has the goal to reorient EU members’
strategy to invest where needed, in order to create sustainable welfare states, especially
the European Social Fund (hereinafter ESF). According to Morel et al. (2012), this
model is a reform to the post-war social systems which leave behind unmet social
needs, inequality, working poor and unemployment. The European Commission’s
strategy was introduced after the crisis, and focuses on the: 1) Modernisation of the
social policies as part of the Europe 2020 Strategy by implementing changes in their
national social policies by investing in policies as child care, education, health services,
labour market policies etc. 2) Simplification of the social systems. 3) Monitoring and
support of the reforms. Moreover, to be more effective in achieving those goals, the
European Commission persists into planning the EU funds (such as the European
Structural and Investment funds) usage with the inclusion of the reforms which are
ought to be undertaken. The main idea of these policies according to Palier et al. (2012)
is to change the perspective that social policies are an expense, and not an investment
into economic and employment growth.

In 2015, the European Commission conducted an assessment on how good member
states are implementing these changes in their national economies, based on the regular
reporting which is requested from them. The assessment found that EU member states
can be grouped in three different clusters, based on their performance when it comes
to reforming their welfare states and aligning them with the social investment model.
The first cluster consisted of the Nordic countries joined by France, Germany, Austria,
Slovenia and Belgium. These are countries already having a strong social investment
approach, and it only needs to be further stimulated and reformed. The second cluster
of countries are the countries which in general lack a social investment approach to
their policies, but have taken on steps to introduce new social policies keeping the
investment perspective in mind. This cluster includes: The Liberal countries, some of
the southern countries, such as Spain, Portugal, Malta and some of the CEE countries
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such as Poland and Hungary. And the third cluster of countries consists of the countries
which have not taken any steps in including the social investment approach into their
political reforms. And this cluster of countries includes the newest countries to join the
EU (Bulgaria, Romania and Croatia), the rest of the CEE group of countries, Greece
and Italy. The future policy recommendations based on the analysis conducted by
Munoz (2018) emphasized the importance of the cooperation among private and public
sector, building of strategy to implement the social investment agenda, introducing
new political reforms and regulations both for profit and non-profit sectors, introducing
policy instruments such as Pay-by-Results, increasing transparency in policies and
financial markets and enabling government’s involvement continuously. The past of
the European countries varies greatly among different country groups, but the Social
Investment Package strives to create more converge and effective future social welfare
states. Only by creating effective welfare states that are able to recognize even the
most vulnerable segments of the society and by creating welfare states that are flexible
to the global market changes countries can become “immune” to populism and anti-
globalisation tendencies.

It is important to point out that we found traces of convergence in the section of
this article, where we calculated the standard deviation of the welfare state size in the
OECD countries. Namely, the standard deviation decreased both for the revenues’
and the expenditures’ in the observed period, signalling that the differences among the
variables in the sample are decreasing and the welfare state sizes are becoming more
similar with time.

Conclusions

This article focus on two main questions: 1) What is the relationship globalisation
has with the social welfare revenues? and 2) What is the relationship globalisation has
with the social welfare expenditures? When it comes to the role and size of the welfare
states, we find that there is a trend of increase of the welfare states’ sizes and at the
same time a decrease in the sample standard deviation, displaying a convergence of
the welfare states policies. The group with the highest tax revenues as % of GDP is the
group of Social Democratic European countries, whereas the smallest tax revenues are
noted in the group of non-European Southern economies such as Mexico and Turkey.
Greece is the European country with the lowest tax revenues as % of GDP. In addition,
when it comes to the expenditure side of the welfare states, there is no specific pattern
of the country groups. France, as a corporatist country has the highest amount of
welfare expenditures, whereas Mexico, a hybrid country, displays the lowest level of
welfare expenditures as % of GDP.

The central part of this article focuses on a panel data analysis, which examines
the two aspects of one of the most controversial questions in the literature and that is:
Does globalisation impose pressures on the tax revenues (“race to the bottom™) and
hence the welfare states’ expenditures in the form of social platforms and policies to the
segments of society in need. We find that there is no race to the bottom of total taxes in
the OECD countries and there is no pressure on the total social welfare expenditures. On
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the contrary, if we compare the revenues and the expenditures in the OECD countries
at the beginning of the observation period and now, we find an increase of the welfare
state size. This is consistent with Rudra (2002). There is though, a detected negative
relationship between globalisation and specific tax types, such as the tax on property
and the tax on payroll. Symptomatically, these decreased taxes are generally based on
the labour market and hence the price (wage) on the labour market. From this decrease,
we can detect another controversial globalisation phenomenon: the pressure on wages in
the developed economies. In addition, the tax on property is based on the capital gains
due to sales of properties and investments. Given that the OECD markets are open and
liberal, and as previously stated in this article, there is an increased capital mobility, it is
as well logical that globalisation decreases this specific tax type, to further stimulate the
capital mobility. On the expenditure side, we find that globalisation Granger-causes the
negative coefficient of the health expenditures as % of GDP.

The last part of this article focuses on the future challenges of the welfare state, and
finds the strong convergence of policies which is present among the OECD countries (we
empirically detect this by the decreased standard deviation of welfare state revenues and
expenditures). We as well point out that the European Union implements the convergence
through its Social Investment Program, which aims to totally change the perspectives of
the welfare state from being an expense to being an investment for the future. And that is
expected to lead to an actual decreased role of the welfare state in due time.

In addition, Milanovic (2019) points out on the pressures migrants impose on the
well-developed welfare states’ sustainability. He believes that the only solution for this
problem in the future is to size down the welfare state’s size by reducing taxes and
equalisation of endowments. Piketty (2020) finds that the roots of inequality are based
on institutions that help sustain the level of inequality. That roots can be easily changed
by shocks such as wars and revolutions or in a peaceful manner, such as the one in
Sweden. According to the author, if we do not structurally reform the welfare state and
hence decrease inequality, populism will become even stronger and start destroying
the networks of the global and interconnected economy. The solution he suggests is to
introduce the so called participatory socialism, which will replace capitalism through
progressive taxation of income and inherited wealth (60%-70%). The tax revenues are
to be used as a basic income and capital endowment for every citizen. In the long term,
the ownership of capital will be temporary. This solution seems un-implementable,
but one thing is for sure: capitalism in its current state, especially after the COVID-19
health crisis is un-sustainable.

And last, nobody sees the importance of the welfare state role, until external
circumstances and unforeseen events remind both the citizens and the policy makers
of it. That is why it is crucial to build quality institutions, create transparent and goal-
oriented social policies and measure their impact on their target groups.
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