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Introduction

1. Issues at hand and the need for this study

The current financial crisis in Southern Europe is not only
posing a threat to the valuation of the euro but also raising
concern over the sustainability of the European welfare model.
Bolstered by continuous economic growth in the wake of World
War II, European states have managed to develop a high-bur-
den/high-benefit welfare model. However, amid aging society
driven by low birth rates and an extended life expectancy as
well as the recent sluggish economic growth, high spending
and dwindling incomes inevitably followed, triggering govern-
ment deficits to surge. Consequently, European countries in-
cluding the financially vulnerable Greece, Spain, Portugal and
Italy have introduced and are still implementing a range of re-
structuring measures such as a cut in pension/healthcare bene-
fits, lifting of the eligible age for retirement, etc. in an effort to
tackle the budget crisis facing them. As a result, skeptical views
on the sustainability of their high-burden/high-benefit model
have ensued.

One of motivations behind this study is our recognition that

such assessment can be too facile. It is true that of Europe's
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typical high-burden, High-benefit platforms, the ones em-
ployed by some Southern European countries are currently un-
der scrutiny, yet the welfare models prevailing in Northern
Europe are positively reviewed by global comparison, thus
casting little doubt over their sustainability for now. Even for
the welfare model of continental European countries, a mixture
of views are present. Specifically, little concern is raised about
Germany as it has successfully taken proactive actions for wel-
fare reform as opposed to France. Having said that, we believe
it is not fair to criticize the whole European welfare system just
because the welfare models adopted by southern European
countries are struggling with the matter of sustainability.

The key to the present issue is not only the size of tax burden
and welfare spending but the relation between wel-
fare-enabling economic fundamentals and the level of social
issues deemed tolerable. Any welfare model adopted by a coun-
try can be viewed appropriate, regardless of high-burden,
High-benefit or low-burden/low-benefit, as long as it is se-
lected by people through a political process and managed at a
level that withstands social issues while forming a virtuous cy-
cle with the underlying economy. Another factor considered
significant for maintaining welfare at a sustainable level is
whether the relevant country has the capacity to properly re-
spond when the dynamically selected welfare model encounters

any problems.
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In this respect, it appears unreasonable to simply regard the
latest welfare reform triggered by fiscal deficits in Europe as
the discarding of European welfare framework. For a prudent
judgment, an overall analysis should be conducted for any se-
lections made in the process of politics, a virtuous cycle forged
between the underlying economy and healthcare/welfare, de-
grees of social issues managed by the welfare system, gov-
ernment's response to problems, etc. In this study, we'd like to
proceed with our discussion based on the recognition that a
virtuous cycle of welfare and economy is most crucial. To this
end, it is important to identify regular patterns between the
level of welfare spending and tax burden, and the economic

competitiveness.

2. Purpose

The purpose of the study is to categorize the type of welfare
states based on social expenditure and tax burden while defin-
ing enablers and indices to measure competitiveness in order
to find any regularities between them, thus offering some im-

plications for the virtuous circle linking welfare and economy.

3. Content

Section 2 examines previous studies that provide a theoret-
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ical background for this study. Section 3 illustrates the data
source and analysis methodology used, whereas Section 4 pres-
ents any findings identified after utilizing the analysis method
and data discussed in the preceding section. Finally, Section 5
describes the conclusion of analysis and its implications for

Korea.
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Previous Studies and
Theoretical Background

1. Literature Review

Previously, more surveys were conducted to find a link be-
tween social expenditure and economic growth rather than
looking directly into how the level of welfare spending and tax
burden relate to economic competitiveness. Subsequently, vari-
ous conclusions have been drawn as shown below, failing to
reach a consistent outcome:

First, some studies have claimed that social expenditure has
a negative impact on economic growth (Murray, 1984; Landau,
1985; Marlow, 1986; Arjona, Ladique, and Pearson, 2001).

Second, there have been studies indicating that social ex-
penditure positively affects economic growth (Friedland and
Sanders, 1985; Barro and Lee, 1993; Kenworthy, 1995; Aghion
and Bolton, 1997).

Third, there has been no relevance found between welfare
spending and economic growth (Lindert, 2005).

Fourth, as opposed to the overall relationship between social
expenditure and economic growth, a specific welfare spending
may have a positive effect on GDP despite its negative im-

plications on tax (Lindert, 2004).
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These inconsistent results have caused a discrepancy in
countries and periods analyzed with different variables used by
the surveys (Lee Myung-Jin, Yang Jae-Jin, 2011). It is believed
that such limitation can't be attributed to statistical analysis it-
self but to the underlying theory fundamentally backing such a
relationship, as a more complete theory would be able to han-
dle any variances in theoretical outcome caused by a gap in
target country, period or variable. So, our study will be carried
out on the premise that several theoretical approaches should
be explored with regard to the relationship between the level of
welfare and tax burden and the competitiveness under the cur-
rent circumstances. We believe that it is set apart from other
studies in that it is a meaningful attempt to move toward a
highly complete theory and is therefore configured in a com-
prehensive way to achieve such an aim.

Outlined below are the publications released in Korea to ex-
amine the ties between economy and welfare.

Ko Young-Seon (2005) features positive views of the effect of
the distribution structure on economic growth and vice versa,
discussions in the previous publications with a positive ap-
proach, and their empirical evaluations. Also, it elaborates on
the existing discussions about the relationship of distribution
policies and economic growth and the empirical outcome
thereof, while devising policy measures to strike a balance be-

tween growth and distribution. Ko Young-Seon (2007), mean-
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while, outlines and supplements what was discussed in 2005 by
detailing the implications of re-distribution policies for eco-
nomic growth. The positive aspects include: @ contributing to
fixing capital market failures; @ serving as an insurance policy
not supplied in the market; ® laying the groundwork for facili-
tating economic reforms: @ achieving social unity, thereby en-
suring political stability vital to economic growth. The negative
implications of redistribution policies for economic growth are:
@ a fall in economic efficiency derived from imposing a tax
(deadweight loss); @ increasing reliance on welfare due to high
welfare benefits; @ declining private investment. After weigh-
ing pros and cons, it is concluded that re-distribution policies
are being enforced, independent of economic gains because
the equitable distribution of income and wealth is deemed de-
sirable, yet the considerations for economic growth determines
how aggressively they are pursued.

However, the above discussions are considered limited as
they have failed to put together multiple variables in a con-
sistent way. In this study, we will try to define a chain of causes

and effects in an effort to overcome such restrictions.

2. Theoretical Background

One thing that needs to be mentioned first is that identifying

a virtuous cycle of welfare and economy involves assessing the
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impact of welfare on the economic competitiveness of a
country. However, there exist other significant factors affecting
the national competitiveness. In particular, the knowledge re-
lating to science and technology and moral values for the effi-
cient resolution of social conflicts are considered the most fun-
damental component in determining the competitiveness of a
state (Yu Geun-Chun, 2008). The premise of the study herein is
that the fundamental determinants of national competitiveness
other than welfare always remain constant.

For starters, a study of economy-welfare relationship neces-
sitates classifying welfare types. In this study, high or low level
of public burden and social expenditure was selected as a cat-
egory in relation to economy. As such, two sets of welfare
modes, ‘high-burden, High-benefit' and 'low-burden, Low
benefit', have been defined as a primary form.

Categorizing the 'mid-burden, mid-welfare' model separately
is also allowed (i.e. Japan). This can be considered a mix of two
basic types, rather than being viewed as the emergence of a
new welfare platform or bearing any relation to economy. The
'low-burden, High-benefit' model, meanwhile, is a transitional
form with no economic sustainability, while the 'high-burden,
Low benefit' mode is deemed economically sustainable yet ap-
pears limited in social sustainability, thus warranting no in-
dependent analysis in our study.

For the two primary types mentioned earlier, we will discuss
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typical success and failure paradigms respectively to provide a
barometer for assessment, and to our regret, this is where our
limitations lie. The optimal solution is to find a link between
welfare and economy with a comprehensive yet specific quan-
titative approach. However, this appears unattainable at this
point. As such, we've conducted an analysis for the welfare and
economy relationship based on the typically-observed success
and failure examples derived from the successful factors of
monetary economy under the regime of conventional
capitalism. Other than being a useful path toward the optimal
solution, this approach looks limited. However it is still consid-
ered an acceptable limit as it offers sufficient ground to make

actual assessment of success and failure.

A. High—burden/High-benefit model

(1) Success Mechanism

The below sequential relationship represents a successful de-
ployment of the 'high-burden/high-benefit' model. This model
actually exists in reality and is known as the 'Golden Triangle

of Denmark'.

High-burden, High-benefit — Ensure a flexible labor market

and develop human resources based on an active labor market
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policy and training (Improve productivity gains with high em-
ployment rate) — Enhanced national competitiveness and high
growth — Maintain and expand economic capacity of under-
lying 'high-burden, High-benefit' structure (presence of re-
tained earnings) amid the falling social burden — Sustainability

of high-burden, High-benefit mode — ...

The flexibility in labor market enabled by 'high-burden,
High-benefit' mode and the development of skilled workers
through active adoption of labor market policies and training
programs have a bearing on the successful conditions of capi-
talism as they allow companies to continuously maintain and
expand profitable investment opportunities.!) Specifically, for
the government, this means that it can continue to keep or in-
crease the funding for public spending; from households'
standpoint, it represents job creation for the earning of labor
income, thereby leading to a successful capitalist economic

cycle.

(2) Failure Mechanism

The 'high-burden/high-benefit' model fails when its weak-

1) A study has found that the impact on economy may differ based on the
type of social expenditure. Yang Jae-Jin ("A strategy to develop Korea as a
welfare state," 2012) suggests that the spendings on family, employment and
welfare may have a positive implication on national competitiveness and
fiscal soundness.
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nesses, including heavy reliance on welfare, under-motivated
workers, moral hazard, capital outflow, underground economy,
etc., are dominantly present and the government falls short of
properly tackling them. The relevant sequence of events can be

described as follows:

High-burden, High-benefit — Dependency on welfare, loss of
the desire to work, moral hazard, capital outflow, underground
economy — Weakening national competitiveness and low
growth — Deteriorating economic capacity to prop up
‘high-burden, High-benefit' system, followed by the soaring
social burden — Issues arising concerning the sustainability of
high-burden, High-benefit mode (i.e. fiscal deficits due to the
rising spending and declining revenue) — Inadequate responses
— Advent of crisis as it is impossible to maintain and manage

the high-burden, High-benefit regime.

A case in point is what has happened to southern European
countries. The launch of high-burden, High-benefit policies
have led to heavy reliance on welfare, weakening motivation to
work, moral hazard, capital flight, flourishing underground
economy, etc., undercutting profitable investment oppor-
tunities for firms, thereby weakening their business activities.
This implies that securing the financing for public spending is

in trouble for the government, and creating jobs for households
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to earn disposable income is at risk, putting a damper on the

successful economic cycle of capitalism.

B. Low-burden/Low-benefit model

(1) Success Mechanism

The success of the 'low-burden, Low benefit' model can be

characterized by the chain reactions as shown below:

Low-burden, Low benefit — Price competitiveness boosted
by low cost, and a surge in savings and investment — Enhanced
national competitiveness and high growth — Job creation un-
derpinned by the 'low-burden, Low benefit' platform and sub-
sequent income gains (Resolution of social issues through the
market and potential tax cut) — Sustainability of low-burden,

Low benefit mode — ...

The sequential relationship above can be seen as part of sup-
ply-side economic policies, the main task of which is to ensure
economic growth backed by savings and investment. This can
be achieved if the price competitiveness driven by lower costs
is secured on the back of a low-burden, Low benefit system,
pushing business investment opportunities upward, thereby

contributing to forming a successful capitalist economic cycle.
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This type of model is believed to have successfully taken hold
during the previous economic boom of the US and Japan.
However, it hasn't fared well in the current economic situations
where financial capitals mostly flock to speculative investment.
In other words, higher savings spurred by low-burden, Low
benefit policy are more likely to flow into speculative financial
vehicles rather than productive investment, endangering the

likelihood of a successful economic cycle of capitalism.

(2) Failure Mechanism

The 'low-burden, low welfare’ mode fails when its weak-
nesses such as the intensifying social conflicts triggered by un-
balanced distribution and the creation of idle money amid the
flagging savings and investment prevail and the government
falls short of properly handling them. It becomes apparent in a

sequence of events listed below:

Low-burden, low benefit — Aggravating social issues due to
unequal distribution, creation of idle money amid sluggish sav-
ings and investment —Undermined national competitiveness
and low growth — Failure of the market-based resolution of so-
cial issues and reduced capacity for tax cut — Issues arising
concerning the sustainability of the low-burden/low benefit

model (i.e. financial deficits amid the rising social conflicts and
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dwindling tax income) — Inadequate responses — Emergence
of crisis as it is impossible to maintain and manage a low-bur-

den, Low benefit regime.

One of good examples includes southern European states
that fail to join the advanced countries due to the severity of
social conflicts. The worsening social issues prompted by in-
equitable distribution and the rising amount of speculative
money have weakened business investment opportunities, im-

peding a successful cycle of capitalism.
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Data Source and
Analysis Methodology

1. Data Source

The information used for the study herein was extracted

from the OECD.

a. Information on tax burden: Tax to GDP ratio, total tax
revenue

b. Information on social expenditure: Public welfare spend-
ing

c. Enablers of competitiveness: @ Savings ratio, investment
ratio @ Employment Protection Legislation (EPL), ® Active
labor market policies (ALMP), family, unemployment

d. Economic status and competitiveness: Real GDP growth,
nominal GDP growth, unemployment rate, CPI growth,
government debt, fiscal balance, balance of current ac-

count, IMD-led global competitiveness ranking (not part
of OECD data)

The above can be summarized as described below:
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(Table 1) Summary of Analysis Data and Indices
Country: 19 OECD member nations, Period: 1970~2010

Classification Type Measuring Unit Source
Tax to GDP ratio by country|__ .. OECD Revenue
(Ratio amount of taxes) by year |Fato of GDP Statistics
National burden by country| __.. OECD Revenue
Total tax revenue) by year ratio of GDP Statistics
. . by count OECD Social
Public welfare spending by v
; . . . y year |ratio of GDP and Welfare
(Social Expenditure: Public) by branch Statistics
Savings ratio by country|__ .. OECD  Statistics
(Household net saving rates) by year ratio of GDP / Factbook
Investment ratio by country| __.. OECD = Statistics
(Gross fixed capital formation) |by year |20 of GDP / Factbook
EPL OECD Strictness
(Employment Protection|by country|index of employment
Legislation protection
Percentage change .
Real GDP growth by country : OECD Economic
(Real GDP growth) by year frorp d PTevious| 5 ook
perio
. Percentage change .
Nominal GDP growth by country ; OECD Economic
(Gross domestic product growth) |by year ggrrir(lj d PIEVIOUS| 5look
Unemployment by country glgeomnp (I)OIS;IHilin;l | }/f OECD .La'lbor
(Unemployment rate) by year active population Force Statistics
Percentage change -
CPI growth by country : OECD  Statistics
(Consumer price index growth) |by year georrir(lj d PIevious| /g ctbook
Government debt _—
(General government gross EY Coel;?_try ratio of GDP ?%chtboséiUSUCS
tinancial liabilities) vy
Fiscal balance by country| _.. OECD  Statistics
(General government net lending) |by year | 21° of GDP / Factbook
Balance of current account by country| .. OECD  Statistics
(Current account by year ratio of GDP / Factbook
IMD-led global competitiveness
ranking by country rankin Icl\é[r]?l etitivza,}‘;?élscs1
(Overall ranking and|by year 8 ve arll:)) ook

competitiveness factors)

Note: 2008 for EPL, 1980~2007 for public social expenditure
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2. Analysis Methodology: Basis for Assessment and Content
of the Study

A. Basis for Assessment

First of all, defining the type of welfare requires some criteria
to assess the level of burden and welfare. High or low level of
welfare will be determined through cross-country comparison
on public social expenditure available in OECD SOCX. Above
OECD average is considered 'High-benefit'; below average re-
fers to 'Low benefit'. The level of tax burden meanwhile will be
decided via global comparison regarding national burden
among the OECD countries. Likewise, above average is per-
ceived as 'high-burden' and below it is 'low-burden'.

Second, the following indicators will be employed to make
judgement on the elements deemed impacting the success or
failure of the economy-welfare relationship. Specifically, sav-
ings ratio, investment ratio, flexibility in labor market (EPL),
productive welfare spending (active labor policy, family, un-
employment), etc. will be used as criteria for assessment.
Three potential options will then be proposed in relation to the
competitiveness of the existing economy with its enablers be-
ing defined subsequently: @ Building savings and making in-
vestment are critical factors for competitiveness in the case of

the 'low-burden, Low benefit' regime @ Competitiveness can
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be strengthened via a more flexible labor market (EPL) ®
Competitiveness can be reinforced through investment-focused
social spending (active labor market policy, family, unemploy-
ment).

Third, economic strength underpinning the burden of wel-
fare will be assessed based on real GDP growth, nominal GDP
growth, unemployment rate, CPI growth, national debt, fiscal
balance, current account balance, IMD competitiveness rank-
ing, etc. Of the indices measuring sovereign competitiveness,
the current account is considered 'competitive' if it stays in a
positive territory. Current surplus can be attained if the goods
(services included) of a country are globally competitive. Trade
surplus in turn expedites overseas investment and credit
facility. In contrast, in the event of a current deficit, overall na-
tional competitiveness is weakened.

(Table 2) provides the grounds for judgment by mapping
metrics to the content of the study. As we've seen in the suc-
cess and failure mechanisms earlier, generally and particularly
under the low-burden, Low benefit regime, high savings and
investment ratio appear to serve as important links connecting
welfare with economy in a virtuous cycle. Similarly, as said ear-
lier, productive and investment-oriented social spending in as-
sociation with family and employment (i.e. ALMP, unemploy-
ment) is considered a driver behind forming a virtuous cycle of

welfare and economy in general circumstances as well as under
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the high-burden, High-benefit regime (i.e. golden triangle
model) in particular. In addition, lower EPL indicates more
flexibility in the labor market. Generally and particularly under
the high-burden, High-benefit regime, it is assumed that better
flexibility in the labor market likely leads to a more sound eco-
nomic status and competitiveness.

Economic health and national competitiveness will be graded
'excellent' if the current account records a surplus; GDP grows
higher; unemployment is lowered; CPI rises only slightly; and

the government has less debt with more sound fiscal balance.
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(Table 2) Mapping of Indices to the Content of the Study and the Basis for

Assessment
Metrics Level of burden | Enablers impacting economy | Economic status &
/Content & welfare & competitiveness competitiveness
Real GDP growth
Savines ratio Nominal GDP growth
. g . Unemployment rate
Tax to GDP ratio|lnvestment ratio CPI erowth
Indicator|Total tax revenue|EPL Natifnal debt
type Public social ex-| Active labor policy .
) . Fiscal balance
penditure Family Current account
U 1 t
nemploymer IMD global com-
petitiveness ranking
Economic status and
-Competitiveness boosted by nationall competitive-
high savings and investment ness should ]Iaje rated
ratio (Bnablers under the 'excellent’ under the
- 'High-burden'|low-burden, low-benefit . .
. following circum-
if total tax rev-|model) )

. . . stances: current ac-
enue is higher|-Competitiveness bolstered count surplus. hieher
than OECD aver-|by flexible labor market: GDP roI\)Vth, logwer
age; 'low-burden'|lower EPL unem i mer;t lower

. if lower. -Competitiveness driven by Ploy ’
Basis  for],. .. e _|CPI, less government
High-benefit' if|investment-focused social .
assessment . . o ~|debt, better fiscal
public social|spending: labor market poli- balance
spending is high-|cy, family, unemployment .
Make judgment b
er than OECD| Determine which category ] 8 . Y

. : e .~ ’|comparing each in-
average; Low|it fits into by comparing dex  against  overall
benefit' if lower. |each respective indicator OECD ivera o aver-

against overall OECD aver- ace b welfir‘e state
age, average by welfare tg Y ;
ype, or average o
state type, or average of any any individual coun-
individual country belonged
try belonged

B. Content of the Study

As you can see below, a number of countries are categorized

and grouped together based on the existing welfare state type:
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- Northern Europe model: Sweden, Finland, Norway,
Denmark

- Continental Europe model: Germany, France, Belgium,
Holland

- Anglo-Saxon model: the UK, the US, Canada, Australia

Southern Europe model: Spain, Italy, Portugal, Greece

Japan, which maintains close ties to Korea
- Korea, deemed un-classifiable according to the existing

welfare state categorization

The countries subject to analysis will be broken down into
‘high-burden, High-benefit' and 'low-burden, Low benefit'
categories. Set the OECD average as a baseline. If a given vari-
able is found higher, it falls into 'high' category; if not, it be-
longs to 'low' category.

The level of burden and welfare of a target country will con-
nect with national competitiveness by way of enablers. The
success and failure of 'high-level/high benefit' or 'low-lev-
el/low-benefit' model will be analyzed for each target nation,
providing a basis for verification as to whether the relevant
welfare model helps forge a virtuous circle with economy
(sustainability).

To sum up, we will divide the existing OECD nations by cat-
egory, and find out what regularities are observed between

each respective type and the level of burden and welfare, while
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determining any regular patterns detected around the enablers
of competitiveness. Also, a time-series analysis (1970-2010) will
be performed to run a comparison between the parameters in-
dicative of economic health and competitiveness and any regu-
larities drawn earlier so as to define the relationship between

the level of welfare spending and burden and competitiveness.
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1. Categorization of 'Low-burden, Low benefit' and 'High—burden,
High—benefit’

High or low level of burden and benefit shall be determined
depending on the average of 19 target countries. Above aver-
age would mean 'high-burden' or 'High-benefit'; 'low-burden’,
'low-welfare' in the opposite case. There exist some exceptions
in terms of period, yet overall northern, continental, and Italy
fall under the category of 'high-burden, High-benefit', whereas
Anglo-Saxon, southern Europe excluding Italy, Japan, and
Korea are classified as 'low-burden, Low benefit'.

The diagrams below feature period-based exceptions. To
start, let's take a look at Germany, a component of the con-
tinental model. It seems that the country remains in the
'High-benefit' domain with total tax revenue moving modestly
below average in the recent 2000s. Holland, on the other hand,
stays in the 'high-burden' domain while sending welfare slight-
ly below average during the same period. In the meantime,
southern European countries appear to be moving toward the
'high-burden/high-benefit' model. Specifically, welfare and

burden are going hand in hand for Spain. As for Greece and
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Portugal, however, their economic sustainability will likely suf-
fer as they hold on to the 'low-burden' policy while pushing
'High-benefit' forward.

[Figure 1] Public Social Expenditure and Total Tax Revenue (1980s)
(Unit : % of GDP)

<50CX> [1980s)
300 -
Sweden 4
. MNetherlands
J Belgium
5.0 | Austria & hd #Denmark
Fermany * Frafice
Italy Finland
200 4 * Nc‘arway
4 Spain Canada lﬁ(
15.0 1 U.S.A. *
HRustralia
*»
10.0 lapan T T T !
25.0 30.0 350 400 450 50.0
<Total Tax Revenue>

Note: The straight lines above represent the overall average; 19.3 for public social spending
and 34.6 for total tax revenue.
Source : OECD Stat

[Figure 2] Public Social Expenditure and Total Tax Revenue (1990s)
(Unit : % of GDP)

<50CX> [1990¢]
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Source : OECD Stat
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(Figure 3] Public Social Expenditure and Total Tax Revenue (2000s)
(Unit : % of GDP)
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Note: The straight lines above represent the overall average; 21.7 for public social spending
and 37.1 for total tax revenue.
Source : OECD Stat

[Figure 4] Public Social Expenditure and Total Tax Revenue (2007)
(Unit : % of GDP)
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For specific numbers concerning national burden, please re-

fer to the table below:

{Table 3) OECD Total Tax Revenue for Major OECD Countries (1970~2010)
(Unit : % of GDP)

1970 | 1975 | 1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010
Sweden 37.8 | 413 | 46.4 | 47.4 | 52.3 | 47.5 | 51.4 | 48.9 | 45.8
Finland 31.6 | 36.6 | 35.8 | 39.8 | 43.7 | 45.7 | 47.2 | 43.9 | 42.1
Norway 34.5 | 39.2 | 42.4 | 42.6 | 41.0 | 40.9 | 42.6 | 43.5 | 42.8
Denmark | 38.4 | 38.4 | 43.0 | 46.1 | 46.5 | 48.8 | 49.4 | 50.8 | 48.2
Germany 31.5 | 343 | 36.4 | 36.1 | 34.8 | 37.2 | 37.5 | 35.0 | 36.3
France 34.2 | 355 | 40.2 | 42.8 | 42.0 | 42.9 | 44.4 | 44.1 | 42.9
Belgium 33.9 | 39.5 | 41.3 | 44.3 | 42.0 | 43.5 | 44.7 | 44.6 | 43.8
Austria 33.8 | 36.6 | 38.9 | 40.8 | 39.7 | 41.4 | 43.0 | 42.1 | 42.0
Holland | 35.6 | 40.7 | 42.9 | 42.4 | 42.9 | 41.5 | 39.6 | 38.4 |38.2"
The UK 36.7 | 34.9 | 34.8 | 37.0 | 35.5 | 34.0 | 36.3 | 35.7 | 35.0
The US 27.0 | 25.6 | 26.4 | 25.6 | 27.4 | 27.8 | 29.5 | 27.1 | 24.8
Canada 30.9 | 32.0 | 31.0 | 32.5 | 359 | 35.6 | 35.6 | 33.4 | 31.0
Australia 209 | 25.1 | 259 | 275 | 27.8 | 28.1 | 30.3 | 29.8 | 25.9"
Spain 159 | 18.4 | 22.6 | 27.6 | 32.5 | 32.1 | 34.2 | 35.7 | 31.7

Italy 25.7 | 254 | 29.7 | 33.6 | 37.8 | 40.1 | 42.2 | 40.8 | 43.0
Portugal 17.8 | 19.1 | 22.2 | 245 | 26.9 | 293 | 30.9 | 31.2 | 313
Greece 20.0 | 194 | 21.6 | 255 | 26.2 | 28.9 | 34.0 | 31.9 | 30.9
Japan 19.5 | 20.7 | 25.1 | 27.1 | 29.0 | 26.8 | 27.0 | 27.4 | 26.9"
Korea 149 | 17.1 | 16.1 | 19.5 | 20.0 | 22.6 | 24.0 | 25.1

Average
(19 countries)
Note: 2009 figures were used for the national burden of Holland, Australia and Japan for

2010.
Source: OECD Stat

29.2 | 304 | 32.8 | 34.7 | 36.0 | 36.4 | 38.0 | 37.3 | 36.2
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(Table 4> OECD National Burden among Major OECD Countries by Period
(1970~2010)

(Unit : % of GDP)

'70s average | '80s average | '90s average a%/g?f;e

Sweden 42.4 48.8 49.1 47.6
Finland 35.6 39.0 45.6 43.5
Norway 39.2 42.5 41.1 43.1
Denmark 40.4 45.7 48.1 48.7
Germany 34.6 35.9 36.6 35.9
France 35.6 41.8 43.4 43.5
Belgium 383 43.1 43.5 44.2
Austria 36.2 39.8 42.2 42.8
Holland 39.8 43.3 42.3 38.1
The UK 33.8 36.6 34.2 35.3
The US 25.8 26.1 27.9 26.4
Canada 31.0 33.1 36.0 33.1
Australia 23.5 27.2 27.8 28.9
Spain 18.5 27.4 32.9 34.2
Italy 25.9 34.0 40.9 42.2
Portugal 18.9 24.8 29.3 31.4
Greece 20.2 24.6 29.5 31.7
Japan 21.7 27.4 27.2 27.2
Korea 14.8 16.5 19.9 24.6
Averase 305 34.6 36.7 37.1

(19 countries)

Source: OECD Stat
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For specific numbers concerning public social expenditure, please

see the table below:

{Table 5) Public Social Spending for Main OECD Countries (1980~2007)
(Unit : % of GDP)

Country 1980 1985 1990 1995 2000 2005 2007
Sweden 27.2 29.5 30.2 32.0 28.4 29.1 27.3
Finland 18.1 22.4 24.1 30.7 24.2 26.0 24.8
Norway 16.9 17.8 22.3 23.3 21.3 21.7 20.8
Denmark 24.8 23.2 25.1 28.9 25.7 27.2 26.1
Germany 22.1 22.5 21.7 26.8 26.6 27.2 25.2
France 20.8 26.0 24.9 28.5 27.7 29.0 28.4
Belgium 23.5 26.0 24.9 26.3 25.4 26.4 26.3
Austria 22.4 23.7 23.8 26.6 26.7 27.4 26.4
Holland 24.8 253 25.6 23.8 19.8 20.7 20.1
The UK 16.5 19.4 16.8 19.9 18.6 20.6 20.5
The US 13.2 13.1 13.5 15.4 14.5 15.8 16.2
Canada 13.7 17.0 18.1 18.9 16.5 17.0 16.9
Australia 10.3 12.1 13.1 16.2 17.3 16.5 16.0
Spain 15.5 17.8 19.9 21.4 20.4 21.4 21.6
Italy 18.0 20.8 20.0 19.9 23.3 25.0 24.9
Portugal 9.9 10.1 12.5 16.5 18.9 22.9 22.5
Greece 10.2 16.0 16.5 17.3 19.2 21.0 21.3
Japan 10.4 11.2 11.3 14.3 16.5 18.6 18.7
Korea 2.8 3.2 4.8 6.4 7.6
(19Az§;i%fies) 177 | 197 | 193 | 216 | 208 | 221 | 217

Source: OECD Stat
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{Table 6) Public Social Expenditure among Main OECD Countries by Period

(Unit: % of GDP)

Country '80s average '90s average 2000s average
Sweden 28.7 32.1 28.9
Finland 21.2 29.4 25.2
Norway 194 23.3 22.3
Denmark 24.4 27.2 26.7
Germany 22.5 25.8 26.8
France 23.9 27.6 28.5
Belgium 253 26.0 26.2
Austria 23.0 25.9 27.2
Holland 254 23.8 20.4
The UK 18.4 19.1 19.9
The US 13.3 14.8 15.7
Canada 16.1 18.9 17.0
Australia 11.4 15.5 16.8
Spain 17.2 21.2 20.9
Italy 20.3 21.4 243
Portugal 10.4 15.7 214
Greece 14.5 17.3 20.4
Japan 1.2 13.6 18.0
Korea 3.6 6.0
a 9ACV§$$Z€S) 193 21.2 21.7

Source: OECD Stat
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2. Enablers and Economic Status and Competitiveness

A. Northern Europe Model: High-burden, High—-benefit2)

(1) Relative to the overall average, the average of northern

European states features the following characteristics:

(D Assessment on Enablers

The household net savings rate was found lower than the
overall average during the period between the '70s and 2000s,
which is a foreseeable outcome given the 'high-burden' model.

The investment ratio involving fixed capital formation, how-
ever, was observed above average during '80s and 2000s
whereas it was below average during the '70s and '90s. This in-
dicates that northern European nations were hit hard by severe
economic hardship in the '70s and '90s, relative to other
countries.

Employment Protection Legislation (EPL) meanwhile was

equal to the overall average during the 2000s. The EPL for

2) It must be noted that Norway has become an oil-producing country since
1975 when analyzing the northern Europe model. As such, this should be
taken into consideration during the assessment of enablers or economic
status and competitiveness. Specifically, we should be mindful of the
possibility that being an oil-producer could overwhelm other factors, causing
the numbers to come out too big or too small. For instance, excessive
current surplus can be explained by being an oil-producer.
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Denmark and Sweden was lower than average, pointing to bet-
ter flexibility in the labor market. In the case of Finland and
Norway, it hovers above average, indicative of a less flexible la-
bor market.

In terms of whether social expenditure was spent for pro-
ductive investment or not, active labor policy, family, and un-
employment all outperformed the average for northern European
nations, underscoring high welfare spending in the area.

If the overall enablers of the northern Europe model are to
be measured in relation to economic health and competitive-
ness, we will likely find that social expenditure seems to have
been used far more productively, certainly setting itself apart
from others. Northern Europe also yields the same EPL as the
overall average from the perspective of labor market flexibility.
The presence of the successful 'golden triangle model' favor-
ably reflects in economic status and competitiveness. The sav-
ings ratio, however, works to the disadvantage thereof. As far
as the investment ratio, an index considered relevant yet more
crucial, is concerned, the outcome remains divided: it came
lower than the average in the '70s and '90s but higher in the
'80s and 2000s. With that said, it is safe to say that northern
Europe has a good social spending structure in place to allow
the overall economic status and competitiveness to outperform
in relative terms with possible variances in the degree of supe-

riority depending on the investment ratio.
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@ Assessment on Economic Status and Competitiveness

This study recognizes the balance of current account as the
key indicator of competitiveness. The concerned index places
the average of northern Europe above the overall one for both
the '90s and 2000s in which such data has been made available.

Northern Europe was rated excellent by marking above aver-
age across all periods in terms of government debt, fiscal bal-
ance, CPI growth, and unemployment rate.

For real GDP growth, meanwhile, the region's average was
slightly lower than the overall value. However, the gap seems to
have narrowed recently at less than 0.3%. In this regard, it can
be said that it appears similar to the overall average in terms of
economic growth rate.

In conclusion, northern European states, despite their rela-
tively poor net savings ratio characterized by a 'high-burden'
regime, are considered excellent with above-average economic
strength and competitiveness propelled by not-so-bad invest-
ment ratios and productive social spending. We believe that

this agrees with our interim prediction.

(2) The information below exhibits each individual country
compared to other countries, the northern European average,

and the overall average:
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(D Assessment on Enablers

With regards to household net savings rate, both Sweden and
Norway outpaced northern Europe during the '90s and 2000s,
as opposed to Finland and Denmark, which were below
average. In particular, negative values were observed with
Denmark. It appears that the whole northern region has a sav-
ings ratio lower than the total average amid the 'high-burden’
structure, as stated earlier.

For the investment ratio as in fixed capital formation,
Norway managed to yield an investment ratio higher than the
northern average in all periods except for the '80s. This is
largely due to its unique position as an oil-producer. Sweden
fell short of the northern average in the '70s and '90s, yet man-
aged to come in higher in the '80s and 2000s, which implies
that the difficulties of the preceding decade were successfully
addressed and overcome, bringing positive effects to the dec-
ade that followed. Finland, on the other hand, displayed the
below-average investment ratio for the entire period except for
the '80s, particularly with negative values in the '90s. The index
still came in low during the 2000s, yet with a difference of
merely 0.4. As for Denmark, it boasted an outstanding invest-
ment ratio in the '80s and '90s but fell far short in the recent
2000s. This may be suggestive of the latest troubles experi-

enced by the country. Another finding is that when the invest-
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ment ratio of each country came in higher than that of north-
ern Europe, it also outperformed the overall average. In a nut-
shell, except in the specific case of Norway, Sweden can be
rated 'excellent' as it has delivered good results recently while
managing to overcome difficulties over and over again. As for
Finland and Denmark, we think that their capacity will be
gauged based on whether or not the latest sluggish investment
in the 2000s can be fixed for the next 10 years going forward.

For the employment legislation index, Denmark and Sweden
exhibit high flexibility in the labor market with a below aver-
age EPL. On the contrary, Finland and Norway have a less flexi-
ble labor market as their EPL outpaced northern Europe.
Comparing to the overall average wouldn't make a difference
as it is equal to the northern average. That said, it can be
claimed that Sweden meets all criteria to join the ranks of suc-
cessful 'golden triangle model' countries as in the case of
Denmark.

By social expenditure, Norway came in lower-than-average.
Sweden has above-average social spending in areas of 'active
labor market' and 'family’, but it lags behind in the 'unemploy-
ment' segment. This is interpreted as an indication of un-
employment receiving less attention amid the successful oper-
ation of the 'golden triangle model'. Meanwhile, Denmark wit-
nessed its unemployment hovering above average, while ALMP

and family remained low across all periods except for the re-
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cent surge in the 2000s. Denmark's relatively high unemploy-
ment doesn't necessarily imply that its jobless rate is actually
more serious than other countries. It simply means that its un-
employment benefits are more generous than others. Yet, hav-
ing 'ALMP' and 'family’ marked below average is a dis-
advantage from the standpoint of social expenditure, which is
viewed as a critical barometer in this study. Given that it is still
higher than the total average, it is reasonable to conclude that,
overall, Denmark engages in productive social spending.
Nevertheless, Denmark relatively falls behind Sweden in terms
of welfare spending if we are to line up northern European
states for ranking. Denmark's latest efforts to raise productive
spending above average in the 2000s are a testament to its
healthy response to the challenge. The country's unemploy-
ment remains still higher than the northern average, yet with a
decrease in gap. We think that, going forward, Denmark, like
Sweden, will likely push toward lowering unemployment while
keeping active labor policy and family above average, but no-
body knows for sure how it will play out in the future. Finland,
meanwhile, appears similar to old Denmark as it fell below
average for 'active labor market' and 'family’ with the out-
performing unemployment in the '90s and 2000s. With that
said, we think Sweden and Denmark, of all nations, exhibit the
most distinctive features of the northern Europe model. In

comparison to the overall average, all northern European states
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came in higher than the total average for 'active labor market'
and 'family', inherently underlying productive social spendin
g3), implying that these countries are all involved in productive
welfare spending. With regards to 'unemployment', Denmark
consistently stayed above the total average while Norway al-
ways came in below. Sweden, meanwhile, watched it going
down and up before becoming equivalent to the total average.
Finland also witnessed the index on the increase after remain-
ing low. This shows that 'unemployment' is trending up across
the region. Considering their below-average unemployment
rate, it is believed that the latest developments are not necessa-
rily due to the worsening economic conditions but because of
their generous jobless benefits.

Consequently, although Norway is part of the northern
Europe model, given its unique position as an oil-producing
country, however, other factors should be taken into consid-
eration when linking enablers to economic status and
competitiveness. Let's take a look at Sweden and Denmark,
which exhibit different behaviors of social spending for
comparison. It appears that Sweden is slightly in a better posi-
tion in the category of 'economic status and competitiveness'
as it primarily emphasizes productive social spending amid a

high savings ratio, with investment ratio and EPL similarly

3) There is only one exception found for 'active labor market policies': Norway
in the 1980s.
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rated. On the other hand, Finland seems to trail behind in this
category as it has weaker social spending compared to its
neighbors with modest savings, investment, and labor market

flexibility.

@ Assessment on Economic Status and Competitiveness

With the balance of the current account of each individual
country analyzed against the northern average, both Sweden
and Norway are found 'excellent' with a surplus during the '90s
and 2000s, followed by Finland and Denmark with relatively
less impressive below-average performance. By comparison to
the overall average, all northern European countries seem to
have performed well with the surplus surpassing the total
average. With the exclusion of Norway for its unique position,
Sweden looks most competent in the segment of 'economic
status and national competitiveness'.

In terms of fiscal balance, Denmark fared poorly across all
periods with below average performance. Sweden witnessed its
fiscal balance remaining below average for 30 years except in
the '70s. Finland also struggled in the recent '90s and 2000s. In
contrast, Norway, except in the '70s, boasted excellent fiscal
balance over the last 30 years. Yet, their fiscal balance is all
better than the overall average. Considering that, aside from

Norway, Denmark and Sweden compel the government to play
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a relatively big role, their weaker position in this category is
understandable. Given Sweden's track records of fiscal surplus
across all 10-year time spans, however, Sweden appears in bet-
ter shape than Denmark which suffered a fiscal deficit for two
time spans.

With respect to national debt, Sweden came in higher than
average across all periods, putting itself in a negative light. In
contrast, Finland and Norway marked below average for the
same period (except in the '70s for Norway), working to their
favor. Denmark lingered above average in the preceding deca-
des before falling slightly below during the 2000s. Relative to
the overall average, Finland and Norway have managed their
national debt to remain low in all periods, while Sweden and
Denmark have seen it on the decline for the recent 30 years as
opposed to the preceding 20 years when it soared higher than
average. With the above taken into account, the national debt
of northern Europe stands strong relative to the entire coun-
tries studied, especially during the recent 2000s when they all
recorded lower than the overall average. Among the northern
European states, if Norway is taken out of the equation for its
unique position, Finland would come in first, followed by
Denmark and lastly Sweden. However, since the size of govern-
ment debt is on downward trends and the absolute gap with its
rivals isn't so big, we can't say that Sweden is in a very bad

condition relative to others.



Analysis Outcome 51

For real GDP growth, Denmark was always outpaced by the
northern average, and Sweden also stayed low except for the
recent 2000s. Other than during the 2000s, Norway hovered
above average for the preceding 30 years. With the exclusion of
oil-producing Norway, Finland achieved an outstanding per-
formance for the past 30 years, excluding the '90s, with an
above-average real GDP growth. Compared to the whole aver-
age, northern European countries are overall lagging behind in
terms of real GDP growth with the small exception of Finland
and Norway. Obviously, this should be interpreted not as a sign
of their economic health deteriorating but as an indication of
their entry into the low-growth maturity stage in terms of eco-
nomic evolution.

Regarding consumer price index (CPI), with the exception of
Finland whose CPI outperformed the average for the three
10-year spans, the remaining 3 nations have their CPI rated be-
low average for two of the four time spans with no specific pat-
terns observed in time-period distribution. In comparison to
the overall average, CPI came in lower for all northern
European states, though with a minimal exception, indicative
of relative price stability in the region.

As for unemployment, Norway displayed below-average
scores across all periods, with Finland completely in the
opposite. Denmark hit above average during the '80s, before

winding down and staying below for the following 20 years.
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Sweden kept unemployment below average for the 30 years
prior to the 2000s. Not surprisingly, all northern European
countries have unemployment marked lower than the overall
average.

In summary, as discussed in the earlier section, it is con-
cluded that setting aside the oil-producing Norway, Sweden
stands out as it stays ahead of other countries in key metrics
such as current account and unemployment with real GDP
growth improving in recent years. Finland follows for having
good real GDP growth. When compared against Denmark,
however, it is hard to determine which country is better, con-
sidering that Denmark has recently made progress in un-
employment, another core indicator.

Overall, it seems that northern European countries are faced
with no big challenges relating to general economic status and
competitiveness as they have solid investment in place despite
a relatively flagging savings ratio. Additionally, they fared rela-
tively well in terms of 'productive social spending' and 'labor
market flexibility’, two major enablers that could impact the
success or failure of the 'high-burden, High-benefit' model,
which under the assumption of our study boosts the prospect
of good economic health and competitiveness compared to the
overall average. In fact, it was found that all related indicators
were excellent except for the real GDP growth, which came in

slightly lower than average yet with the narrowing gap. In this
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respect, we can conclude that these countries employing the
'high-burden/high-benefit' model are successful in a virtuous
cycle of welfare and economy. Of the countries surveyed,
Sweden is expected to have the upper hand relative to others in
terms of economic status and competitiveness as it was graded
better particularly in social spending on top of enablers and in-
vestment ratio. In actuality, it outperformed other countries in
the two key indicators, that is, current account and unemploy-
ment, amid the improving growth in real GDP recently, thereby
backing up our previous estimation. The outcome certainly
consists with our assumption derived from the successful
mechanism of the 'high-burden, High-benefit' model. The
same applies to Denmark and Finland, although they are a bit
behind Sweden.
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B. Continental Model: High—-burden, High—benefit

(1) For a starter, we will try to compare the average of
continental countries under the 'high-burden, High-bene-

fit' regime to the average of total nations surveyed.

(D Assessment on Enablers

In terms of the household net savings rate, the con-
tinental average was always higher than the total average
across all periods, having a positive effect.

However, the continent's investment ratio hovered below
average for the same period, which in general has negative
implications.

As far as EPL is concerned, the continent came in higher
than average, indicative of a less flexible labor market.

As for public social expenditure, continental Europe out-
paced the total average across all periods in terms of ALMP,
family and unemployment. This is perceived as a positive
development given that they comprise productive social
spending.

To sum up, the 'high-burden/high-benefit' continental
model has led to a higher savings ratio and social spending,

thus likely increasing the outlook for economic status and
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competitiveness. On the contrary, it may generate a neg-
ative effect with the sagging investment ratio and labor
market flexibility. Since setting a priority for these indices
is challenging, making an accurate estimation of 'economic

status and competitiveness' is deemed unlikely.

(@ Assessment on Economic Status and Competitiveness

A look at the balance of current account reveals that the
continental average exceeded the overall one across all pe-
riods, indicative of outstanding performance.

By contrast, fiscal balance and government debt appear
in trouble as the continent fell behind the total average for
the entire period.

As for consumer price index, the continental countries
favorably showed more stable CPI than the whole average
in all periods.

In terms of real GDP growth, the continental nations
trailed behind the overall average across all periods yet
with a small difference of less than 0.5%.

Unemployment rate appears almost identical, although it
has increased by 0.1% in the recent 2000s. Given that two
of the three 10-year periods produced below-average un-

employment, the continent looks relatively strong in this
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segment.

In comparison with the total average, the high-burden,
High-benefit continental states are graded excellent in cur-
rent account, one of key indicators, amid the diminishing
gap in real GDP growth. On top of an impressive CPI, un-
employment rate is also considered remarkable in relative
terms, entailing a positive review of the overall economic
status and competitiveness. However, it should be noted
going forward that both national debt and fiscal balance

are relatively lagging behind.

(2) We will have each individual member of the con-
tinental Europe compared against the overall average to
discuss the successes and failures of each nation.

Continental average will not be used for analysis.

(D Assessment on Enablers

All continental countries have higher savings ratios than
the total average.

By investment ratio, Germany and Holland under-per-
formed compared to the average across all periods. Austria
hit above average in the '70s before falling down and stay-

ing low afterwards. France and Belgium hovered below
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average before soaring in the recent 2000s.

Other than Holland with its EPL identical to the average,
all continental nations have seen their EPL rising above
average in the 2000s, indicative of a less flexible labor
market.

As far as social expenditure is concerned, Germany,
France and Belgium were rated above average across all
periods in the area of active labor market policy (ALMP)
and family. For unemployment, Belgium marked above
average during the same period, while Germany and France
began to rise recently. Austria and Holland run contrary to
each other. Holland has ALMP surpassing average in all pe-
riods, whereas Austria is moving in the opposite direction.
For the same period, family was measured above average
for Austria but on the decline for Holland especially during
the recent years. Holland watched unemployment floating
above average across all periods, with Austria observing the
opposite.

In summary, all continental countries have their savings
ratios exceeding the overall average, with their investment
ratios falling short except in the case of the 2000s for
France and Belgium and in the '70s for Austria. In terms of
labor market flexibility, all came in higher except for

Holland. From the standpoint of productive social spend-
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ing, Germany, France and Belgium marked above average
in all periods under the category of ALMP and family corre-
sponding to the definition of 'productive’, while for the
same period Holland and Austria managed to exceed the
average in ALMP and family, respectively. Unemployment
was above average for both Belgium and Holland in all pe-
riods with the same index recently increasing or equal to
average for others. Against this backdrop, it is hard to find
any specific tendency in investment ratio, but in terms of
social spending, all relevant countries fared better than
average, facilitating the creation of a virtuous cycle of wel-
fare and economy under the 'high-burden, High-benefit'
framework. In particular, Holland stands a good chance of
becoming a success story of the golden triangle model with
moderate flexibility in labor market. Meanwhile, Austria
will likely come in last in terms of productive social

expenditure.

@ Assessment on Economic Status and Competitiveness

As far as current account is concerned, Holland has out-
performed the average for the last 30 years in which re-
lated information was made available. Germany follows

with an index that surpassed the average in all periods ex-
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cept in the '90s when it suffered a deficit. Given the con-
sideration of an external factor caused by the unification of
East and West Germany during that time, the nation also
looks strong in this segment. Belgium also keeps a good
track record as it has outpaced the average for the past 20
years when such information has been made available. As
for France and Austria, of the 20 years in which relevant
data became available, the two countries witnessed, for
once, the index exceeding the average: but France experi-
enced a deficit in the recent 2000s while Austria suffered in
the '90s.

Real GDP growth came in lower than average with a few
exceptions. Yet, considering that the gap is less than 0.7%
at most and their economy has entered the maturity stage
characterized by low-growth, it seems to have no big influ-
ence on economic status and competitiveness. Particularly,
as you can see below, their prices remain stable, thus serv-
ing as a positive force even in the face of low real GDP
growth.

As for the unemployment rate, France and Belgium are
cast in a negative light as they scored higher than average
in all periods for which the related data became available.
Meanwhile, Austria, Holland and Germany all boast of be-

low-average unemployment rates. Yet, special attention
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needs to be paid to Germany as it experienced the index
rising above average in 2000s.

All continental nations have their CPI kept below average
for the entire period, which testifies to their economic
stability.

Regarding fiscal balance, the countries display an overall
tendency of above-average deficits. By nation, Belgium
surpassed the average across all periods; Germany and
Austria observed the opposite. France continued to stay
below until it soared above the average in the recent 2000s.
In contrast, it wasn't only until the 2000s when Holland
witnessed it falling below average.

In terms of current account, unemployment rate, and
government debt, which are considered most imperative to
the high-burden, High-benefit continental model, if we are
to overlook fiscal balance and real GDP growth rated
weaker than the overall average while setting aside price
stability in which overall continental countries out-
performed, it is believed that Germany, Holland, and
Austria have been or are recently exhibiting a strength in
economic status and competitiveness. On the contrary,
France, despite overall good performance in unemploy-
ment rate, has seen its current account and national debt

worsen in the recent 2000s, allowing the last 10 years to be
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viewed as a failure. Belgium is in no better position, too.
Although its current account has been graded excellent for
the past 20 years, unemployment and national debt have
overall weakened, making a positive review highly unlikely.

In a nutshell, it can be argued that the continental model,
on average, ensures excellent economic status and com-
petitiveness compared with overall average. This demon-
strates that social spending, one of our successful factors
set forth for the high-burden/high-benefit model, is ful-
filling its role although investment ratio, one of general cri-
teria, is under-performing. By country, Germany, Holland
and Austria have been, continuously or recently, gaining
ground in economic health and competitiveness. We be-
lieve this is mainly driven by 'productive social spending'
as identified by the study herein as one of successful
requirements. In particular, we can think of applying the
golden triangle model to Holland, as it unlike other coun-
tries has a highly flexible labor market in place. For
Austria, although it has outperformed in the area of family
only which is part of social spending, the size of the gap is
overwhelmingly big, such that we simply cannot afford to
rule out any possibility of success in this category.
Meanwhile, aggravated economic health and competitive-

ness over the past 10 years has forced France to be ren-
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dered as a failure of the high-burden, High-benefit regime.
The same is true of Belgium. We can hardly consider the
country successful when its unemployment rate and gov-
ernment debt are in dismal conditions in spite of current

surplus.
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C. Anglo—-Saxon Model: Low-burden, Low benefit

Before going any further into analysis, it should be men-
tioned that the US's unique position of its national cur-
rency being circulated as a reference currency around the
world, must be taken into consideration. It is similar to
Norway of the Northern European model in that its specific
position as an oil-producer has played a determining role

in the assessment.

(1) In comparison with the overall average, the low-bur-
den, low-benefit Anglo-Saxon model displays the following

characteristics:

(D Assessment on Enablers

To begin with, the savings ratio was nothing but out-
standing in the '70s and '80s before falling below average
in the '90s and 2000s, suggesting that some of the key in-
dicators of the success of the low-burden, Low benefit re-
gime have lately deteriorated.

In terms of investment ratio, the Anglo-Saxon average
outstripped the total average across all periods. This is one

of the distinctive features of the present model as opposed
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to the previous high-burden, High-benefit one, demon-
strating that it meets one of the fundamental requirements
for the success of the low-burden, Low benefit regime.

EPL was lower than average for all Anglo-Saxon
countries. It certainly sets them apart from high-burden,
High-benefit states, except for a few countries with flexi-
bility and stability oriented policies in place, possibly mak-
ing a positive contribution to a flexible labor market.

For productive social spending, the Anglo-Saxon model
has under-performed the average, which is in stark con-
trast with the high-burden, High-benefit model.

A comprehensive analysis of the above enablers presents
that investment ratio and labor market flexibility meet the
criteria for the success of the low-burden/low-benefit
model, provided, however, that the flagging savings ratio
over the past 20 years is a downside, compounded by social

spending with no positive implications.

@ Assessment on Economic Status and Competitiveness

As far as real GDP growth is concerned, the Anglo-Saxon
model is considered excellent as it has surpassed the aver-
age over the last 30 years. It should be however noted that,

similar to northern Europe and continental countries under
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the 'high-burden, High-benefit' regime, which both came
in below average with a small and dwindling gap, the
Anglo-Saxon model outstripped the average yet with a
modest difference. With that said, it seems that neither
holds a relative advantage in real GDP growth. We can also
argue that other success factors are considered more
significant.

CPI stayed below average for the whole period except in
the recent 2000s.

Moreover, all the Anglo-Saxon nations recorded a fiscal
deficit, surpassing the overall average. This puts them on a
par with the continental model but contrary to northern
Europe with a surplus.

In terms of national debt, both northern Europe and the
continental model incurred more government debt than
average, whereas the low-burden, Low benefit
Anglo-Saxon regime outperformed the average in all peri-
ods except in the '70s.

Unemployment rate was reviewed excellent by remaining
below average for the entire period except in the '80s.

As for current account, however, it stayed below average
for the whole period except in the '70s with a considerable
deficit.

To sum up, producing a uniform assessment is deemed
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difficult as the '70s and '80s contain a mix of good and bad
indices. However, if we are to make an assessment based
on the balance of current account by embracing it as a key
determinant of economic health and competitiveness, it is
found that the Anglo-Saxon countries have been showing
signs of deterioration since the 1970s amid worsening eco-
nomic conditions, thus triggering the latest negative
opinions. Judging from the fact that securing the currency
purchasing power is considered the most important ele-
ment of capitalist monetary economy, having a current
deficit means that they lack in competitiveness in this area.

This appears more prominent when we consider that
both northern Europe and continental models, on average,
have delivered successful achievement with their current
account surpassing the average. Another concern is that
over the past 20 years, savings ratio, a critical component
of the 'high savings, high investment' mechanism primarily
underpinning the success of the 'low-burden, 'Low benefit’
regime, has been pushed down below average, accom-
panied by a fiscal deficit. There exist some positive as-
pects, as well. For example, unemployment rate out-
performed the average in the 2000s, and the real GDP
growth increased, though by a small increment, above

overall average. Meanwhile, consumer price surged above
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average in the 2000s, revealing a negative aspect as a
result. Against this backdrop, it can be concluded that the
economic status and competitiveness indices of the
low-burden, Low benefit Anglo-Saxon model have been on
the defensive since the '70s when compared to the overall
average, and recently this trend is gaining ground. In this
respect, it appears that of the success and failure mecha-
nisms defined for the 'low-burden, Low benefit' model, the
failure factors seem to be taking hold lately, amid the
growing concern over a potential glitch in the link between

high savings and high investment.4

(2) The successes and failures of each Anglo-Saxon coun-
try will be discussed by comparing against the overall

average.

(D Assessment on Enablers

By savings ratio, the US and the UK came in lower than
average in all periods. Canada and Australia also witnessed

their savings ratio falling below average recently. Other

4) Tt is believed that one of main contributors to this trend is that the
current financial market has failed to fulfill its inherent role to link the
money saved to productive investments as it is eagerly pushing toward
gaining profits by way of speculative investments.
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than the 2000s, Canada's savings rate outpaced the overall
average.

In terms of investment ratio, coming up with a general-
ized view is deemed difficult as it contains a mix of good
and bad results. If we choose to focus on the latest devel-
opments, however, it is found that Australia has continued
to maintain its investment ratio above average for the past
30 years, while the UK and Canada have experienced a
surge in the ratio during the 2000s as opposed to the '90s.
Meanwhile, the US watched it declining in the 2000s in
contrast to the '90s. Particularly, given the sluggish savings
ratio that stands below average, the US appears at a
disadvantage. As for Canada, it boasts above-average in-
vestment ratios in all periods except in the '90s.

As far as EPL is concerned, all Anglo-Saxon countries
came in lower than the overall average. Specifically, the US
boasts the most flexible labor market with 0.9, followed by
Canada, the UK, and Australia.

Social expenditure, meanwhile, marked below average in
all segments and periods except in the cases of the UK with
the ALMP rated not less than the average and family above
average, as well as Australia with family outperforming the
average for the past 20 years. It is believed that such an

outcome is consistent with the characteristics of the
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low-burden, Low benefit Anglo-Saxon model. Furthermore,
we think that social spending, a key indicator to the suc-
cess or failure of the high-burden, High-benefit frame-
work, doesn't carry a big significance in this model.

In conclusion, Australia seems to best fit the successful
mechanism of the low-burden, Low benefit model as it
boasts a high investment ratio despite the recent drop in
savings rate. In contrast, the sluggish savings and invest-
ment ratio of the US likely brings a negative effect on its
economic conditions: provided, however, that given its
outstanding performance in labor market flexibility, it
sounds reasonable to take such strength into consideration
when assessing economic status and competitiveness. As
for the UK and Canada, their investment ratios have out-
stripped the average in the 2000s in spite of the recent fall
in savings rate, thus fulfilling the successful criteria for the

model.

(2 Assessment on Economic Status and Competitiveness

In terms of real GDP growth, Australia has outpaced the
average for the last 30 years, matching our estimation in
the preceding section. The UK and Canada have also man-

aged to meet our expectations with above-average growth
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in the 2000s. The US, on the other hand, has under-per-
formed over the past 20 years.

By unemployment rate, Canada performed the worst with
the index hovering above average in all periods. The US
and Australia are in better positions as they scored below
the average for the entire period, excluding the '70s and
'90s, respectively. The UK also shows signs of improvement
as the index climbed above average in the '80s before turn-
ing around and falling below the average in the 2000s.

With regard to CPI, Canada is rendered stable by earning
below average across all periods. The same is true of the
UK as the index was maintained below average except in
the '70s. The US continued to remain stable before soaring
in the 2000s. Finally, Australia kept moving up and down
before hitting above average in the 2000s.

When it comes to fiscal balance, all countries suffered a
deficit, but Australia saw the size of its deficit smaller than
the overall average for the whole period. In the case of the
UK, the US and Canada, their deficits were larger than the
average across all periods except for one 10-year time
span each. Notably, Canada had its fiscal deficits lowered
below average during the 2000s.

Government debt, in the meantime, was rated below

average for Australia, the UK, and the US for the past 30
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years. Such an outcome seems to match the low-burden
features of the Anglo-Saxon model. Canada, on the other
hand, looks distinctive as it has national debt exceeding the
average for the whole 40 years.

For the balance of current account stressed by the study
herein, all Anglo-Saxon countries recorded a current defi-
cit with the index scoring below the average for the entire
period except in the '70s for the UK and the US, and the
2000s for Canada. In terms of competitiveness, this puts
them at a disadvantage relative to the northern European
and continental countries.

To sum up, Australia has recently exhibited an excellent
investment ratio, which is the primary characteristic of the
'low-burden/low-benefit' model, with equally impressive
real GDP growth. Additionally, it has certainly performed
well in the area of government debt and fiscal balance.
Unemployment rate has outstripped the average in the
2000s, too. Having said that, despite the weakening current
account and increasing CPI in the 2000s, it can be per-
ceived as a successful instance of the low-bur-
den/low-benefit model at least for the 2000s. Meanwhile,
the US, with the size or capacity of its economy set aside,
has seen its savings and investment ratio, real GDP growth,

CPI, fiscal and current account balance outpaced by the
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average at least for the 2000s. Although unemployment and
government debt have outperformed the average in the
2000s, we think that, overall, the failure mechanism of the
model is gaining momentum in the recent 2000s. As for the
UK and Canada, they reveal a basic pattern of the success-
ful low-burden Low benefit regime as defined earlier, as
their investment ratio and real GDP growth marked above
average amid the recent flagging savings rate. Specifically,
Canada has unemployment and national debt slightly sur-
passing the overall average in the 2000s. Nevertheless, our
assessment of the 2000s isn't so bad, as the country has
outperformed the average in terms of fiscal and current ac-
count balance. The UK came in above average in un-
employment, CPI, and national debt during the 2000s, but
fiscal and current account balance are a different story.
With that said, it would be hard for the UK to receive a
good review for the 2000s.

In a nutshell, the low-burden, Low benefit Anglo-Saxon
model seems to be riddled with more failures than suc-
cesses recently. By nation, Australia is enjoying a recent
success, while the US is suffering a setback. As for Canada
and the UK, drawing a clear conclusion is a daunting task.
Maybe we can just say that the former isn't that bad and

the latter isn't that good.
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D. Southern Europe Model: High—burden, High—-benefit
for Italy Only

(1) The following describes the southern Europe average

compared against total average:

(D Assessment on Enablers

Savings and investment ratio stood above average in the
'90s before sliding down in the 2000s. EPL, indicative of la-
bor market flexibility, also came in higher, suggesting a less
flexible labor market. In terms of social spending, the
countries all stayed below average since the '80s when the
relevant data first became available.

In short, the southern Europe model has failed at both
indicators that potentially represent a virtuous cycle of
economy and welfare: the savings and investment ratio un-
der 'low-burden, Low benefit' regime on one hand and the
productive social spending under 'high-burden, High-ben-

efit' on the other.

(@ Assessment on Economic Status and Competitiveness

Economic status and competitiveness is considered 'not
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excellent', as not only the current account of the latest 20
years but also the real GDP growth, unemployment rate,
CPI, government debt, and fiscal balance of the past 40
years have under-performed relative to the average, except
in the '70s for real GDP growth, which is consistent with

our estimation in an earlier section.

(2) The successes and failures of each individual country
in southern Europe will be discussed in comparison with

the overall average.

(D Assessment on Enablers

Italy, characterized by the 'high-burden/high-benefit'
model, has managed to keep its savings ratio above average
for the past 20 years, as opposed to investment ratio, EPL,
and social spending, which all hovered below the average.
This demonstrates that the country struggles not only in ge-
neric success factors but also in the model-specific indices
(i.e. social spending).

Now, let's move on to the other three southern European
nations that fall under the definition of the 'low-burden,
Low benefit' framework. Spain has a savings ratio exceed-

ing the average in the 2000s with an above-average invest-
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ment ratio for the past 30 years. EPL also came in higher.
Meanwhile, social spending, in particular unemployment, is
found to have stayed above average in all periods. Both ac-
tive labor market policies (ALMP) and family marked below
the average except in the 2000s when ALMP was on a par
with the average. Portugal and Greece have social spending
outpaced by the average, with EPL rated above average.
Both witnessed their savings ratio plummeting, especially
with Greece yielding a negative savings rate in the 2000s.
Portugal watched its investment ratio outperforming the
average for the past 20 years before slipping into negative
territory in the recent 2000s. Greece recorded a negative
investment rate in the '80s before turning around and stay-

ing above average for the last 20 years.

@ Assessment on Economic Status and Competitiveness

According to our analysis, 'high-burden, High-benefit'
Italy has under-performed relative to the average in indices
such as real GDP growth, unemployment rate, CPI, national
debt, and fiscal balance. For current account, it soared
above average in the '90s before taking a downturn in the
2000s with a below-average deficit. Overall, its economic

status and competitiveness can be portrayed in a negative
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light, matching our earlier forecasts.

Next, we'd like to take a look at the other three southern
European countries characterized by the 'low-bur-
den/low-benefit' model. For Spain, there exist some pos-
itive aspects, including outperforming the average real
GDP growth for the past 20 years and exhibiting be-
low-average national debt. However, given the fact that all
other indicators such as unemployment rate, CPI, fiscal and
current account balance came in low, assigning a good rat-
ing for economic status and competitiveness is unlikely. By
comparison, Portugal and Greece watched their real GDP
growth surpassing the average for one 10-year span only.
As their national debt has been deteriorating recently, the
overall assessment of their economic status and com-
petitiveness isn't favorable.

To summarize, the southern Europe model didn't fare
well in both enablers and economic status and com-
petitiveness related indices when compared against the
overall average. By nation, 'high-burden, High-benefit'
Italy has failed in almost every aspect--that is, enablers and
other measures of economic status and competitive-
ness--earning itself the disgrace of becoming an un-
successful example of the high-burden, High-benefit

model. The neighboring low-burden, Low benefit countries
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are in a similar position, too. Only Spain has narrowly es-
caped a negative review for the 2000s. Portugal and Greece
have delivered a disappointing outcome for economic sta-
tus and competitiveness in the '90s and 2000s, coming un-
der attack as being failures of the model. Upon categoriz-
ing burden and welfare, we've detected a difference in the
way these three countries are moving toward the
'high-burden, High-benefit' regime. Specifically, Spain has
made sure that tax burden moves in sync with welfare.
However, Portugal and Greece have exhibited an im-
balance by pushing their welfare toward 'High-benefit'
while forcing public burden to remain in the 'low-burden’
domain. We believe this is one of reasons why their eco-

nomic status and competitiveness performed poorly.
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E. Japan and Korea: Low-burden, Low benefit

(1) Japan and Korea exhibit the following characteristics

in comparison with the overall average:

(D Assessment on Enablers

It appears that both savings and investment ratio have
recently weakened as they hovered above average before
decreasing in the 2000s. EPL is below average, indicating
that the flexibility in labor market exceeds the overall
average. In terms of productive social spending, it came in
low across all periods observed.

In this respect, it can be claimed that Japan and Korea
represent the low-burden, Low benefit relationship of wel-
fare and economy. And, our estimation is that they will

likely prove successful except in the recent 2000s.

@ Assessment on Economic Status and Competitiveness

Both countries have outperformed the average in the
area of current account, real GDP growth, unemployment
rate, and CPI (excluding the '90s when it was 0.1% higher

than the total average). Fiscal balance also has been im-
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pressive except in the recent 2000s. Yet, their national debt
has stayed above average for the past 30 years.

As such, it can be concluded that Japan and Korea enjoy
a relative advantage in economic status and competitive-
ness related indices compared to other countries overall,

with some signs of weakening in the recent 2000s.

(2) The below elaborates on the comparison of Japan and

Korea against overall average:

(D Assessment on Enablers

Japan's savings and investment ratio are experiencing
deterioration lately by scoring above average for the entire
period, except in the recent 2000s for savings ratio and the
past 20 years for investment ratio. EPL meanwhile came in
low, suggestive of a labor market that is more flexible than
the average. Social spending was rated below average
across all periods. Given the recent worsening conditions,
it is estimated that Japan will likely join the recent failures
of the low-burden, Low benefit regime.

Korea, on the other hand, has savings and investment ra-
tio surpassing the average for the whole period. In light of

below-average EPL and social spending, we can project it to
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become a successful example of the low-burden/low-benefit

model.

@ Assessment on Economic Status and Competitiveness

Japan has witnessed its real GDP growth hovering below
average for the last 20 years. Unemployment rate, CPI
growth and current account have been graded excellent re-
cently, with both government debt and fiscal balance slid-
ing below average. Although Japan still has managed to
achieve a current surplus, the real GDP, national debt, and
fiscal balance, however, have dropped to below average for
the past 20 years. In particular, government debt and fiscal
balance were significantly hurt during the 2000s. With that
said, Japan appears to be gradually going down a path to-
ward failure, especially during the 2000s, as opposed to be-
ing praised as a success of the low-burden/low-benefit
model in the past.

Korea, in the meantime, outperformed the average in all
aspects including real GDP growth, unemployment rate,
government debt, fiscal and current account balance, with
an exception of CPI growth, thus emerging as a successful
case of the low-burden, Low benefit regime.

Consequently, both Japan and Korea can be placed un-
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der the category of the low-burden/low-benefit model.
Japan, once acclaimed as a successful model, is recently at
the risk of becoming a failed case. Korea, however, is still
cited as a successful manifestation of the welfare-economy

relationship under the low-burden, Low benefit regime.



90 A Study on the Relationship between the Level of Social Expenditure and

National Burden and the Economic Competitiveness

1835 @D30 32In0S

90 | I'I- | 9TL |4 99 94 61 'l 0C | L0|TT] ¥1 6y S000¢

€0 | €¢ 1L 7'¢ 0’8 LS 9T 9'1 6T |80 0°¢ L8 S06,

90- | T'¢-| LSS 6L LL S0T | 67 ¥l LT 190 ¢ 601 S08,

S0-| I'I-| 81¥% 66 6°¢ 161 1y 8¢ 171 SOL,
(8eIaAE [[BISAQ)

8C | SI- | €86 ¥l (%4 7'¢ 87T €0 S0 |T0|6T 60 6°¢ S0007

ST | 90- | 898 <¢ ¢ LL 1y €0 €0 1|70 ¥'¢ 191 S06,

0 | ¥0- 1°69 S's ¢ 8Tl | ¢9 S0 %0 0L o1 S08,

L0- G'¢ 11 L1 €T | GL (! 6'¢l SOL,
({SSHIUNCD QM) JO S3eIaAY)

€T 6C ¥'9¢C ¢ 9°¢ L 9y 0 €0 (C0 (17T ¢ 'S S000¢

L0 €T LS €e 7L | L9 [§0) 10|10 L9 ['1¢ S06,

0 1 7’8 8¢ LT | 98 1'6 91 SO8,

S0 4! 71¢ | €01 6'LT 6°¢l SOL,
ICENO)

€¢ | 09- | TOLT | €0- LYy ¥0-| 60 S0 80 | €0 |LT| 91~ LT S000¢

¥T | ¥¢- | 898 (2! 0°¢ 0T <1 S0 S0 | €0 0 I'T1 SOL,

1C- 1'99 ST N4 €9 7y S0 70 0'¢ SOL,

8'1- G'¢T 06 LT TEL | LY 'y SOL,
(uede()

unoooe|soue|e 9 16 slel oI | (oib wew e onel onel
wcmt:o _mow__mg% 5_\% EmE\GH_QEwcz dd | ddd |-Aodweun HHEEA 1d3 #ﬁh@é_ w@cﬁw
) [euloN | [esy aInypusdxs [eos i

(% 'ddD 40 % > 1un)

e2l0) pue ueder Joj SI0ILDIPU] SSBUSAIMISAWOD) pue snieis dIWoUod] pue ‘sidjgeuy <TT d|qeL)



Analysis Outcome 91

The below illustrates the latest results on the level of na-
tional competitiveness published annually by the
International Institute for Management Development (IMD)
in Switzerland. In terms of overall performance, economic
performance, and government efficiency inclusive of wel-
fare related social aspects, the high-burden, High-benefit
northern Europe maintains a competitive edge across the
board, with Sweden outpacing the others. Of continental
countries, Germany, Holland, and Austria appear more
competent than France and Belgium. Meanwhile, southern
Europe, overall, is lagging behind. As far as Japan and
Korea are concerned, Korea seems to have performed bet-
ter recently in relative terms. As for Anglo-Saxon countries,
the US, Australia, and Canada exhibit sound competitive-
ness with the UK trailing behind.

Since IMD measures national competitiveness mainly
based on the level of capabilities accumulated, it bears
some difference to our study, which gauged performance
by period. In particular, the IMD assessment of
Anglo-Saxon countries conflicts with our findings. With
that taken into account, however, running a comparison is
deemed viable in terms of the components of competitive-
ness or their relative position, and change in trends by

period.
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In conclusion, as our assessment of competitiveness and
the IMD's national competitiveness share a lot in common,
we think it can be leveraged to support the outcome of our

study.
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Conclusion and
Policy Implications

The most significant implication is that we can't simply
agree with some critics who, on the heels of the financial
crisis in southern Europe, have claimed to put an end to
the high-burden, High-benefit Europe model, citing it as a
failure, because in reality, successes and failures are simul-
taneously present in both high-burden, High-benefit and
low-burden, low-benefit models from the perspective of
economic gains.

Of ‘'high-burden, High-benefit FEuropean countries,
Sweden and Germany boast excellent national competitive-
ness, proving successful, whereas Italy, run by the same
model, has yielded negative results. Greece, Portugal and
Spain which appear to be shifting toward the "high-burden,
High-benefit' regime have also produced a disappointing
outcome.

Meanwhile, of those countries categorized as 'low-bur-
den, Low benefit', Japan was successful in the '70s and
'80s, but no longer in the '90s and onwards. Korea is
viewed as a recent success. In contrast, the UK and US are

currently considered a failure.
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As you can see in the above, each welfare model contains
success and failure mechanisms in relation to economy.
Whether successful or unsuccessful will be determined by
what criteria of success or failure are met by each in-
dividual country, and the enablers and their relationships
put forth herein can be useful in this consideration.

Also considered significant is laying a foundation for and
properly responding to whatever problems arise, and we
believe this depends on how efficient and competent the
government is. For instance, Japan is shifting from success
to failure because it has failed to adjust to the changing en-
vironment, whereas Sweden was able to overcome crisis in
the early '90s as the social democrats pushed forward re-
structuring measures that ran against the party's funda-
mental values.

Having said that, it is true that in terms of setting welfare
policies, there are options available such as 'high-burden,
High-benefit', and 'low-burden, Low benefit'. However, se-
lecting an option doesn't prompt economic status or its re-
lation to competitiveness to be automatically determined.
Recognizing a potentially successful relationship and im-
plementing adequate policies to actively push for it are re-

quired to move in a successful direction.
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