2. Positive-sum solutions in the
generational welfare state

Jan Helmdag and Kenneth Nelson

Population ageing is expected to fundamentally change the ability of welfare
states to sustainably support an equitable distribution of risks and resources
in society. Concerns have been raised about the growing power of older vot-
ers, who may receive an increasing share of redistributive commitments at
the expense of younger age groups. In this chapter, we offer a way out of
this dilemma of emerging generational conflict and show that a balanced
approach to policymaking that benefits all citizens, regardless of age, is not
necessarily a zero-sum game, but instead a socially sustainable path.

INTRODUCTION

Few would deny that welfare states in the Western hemisphere are subject to
mounting pressures for institutional change. Some would even say that the
major programs for redistribution that we often associate with the welfare
state have become unsustainable, not least from the perspective of generational
equity and the capacity of the welfare state to adequately respond to a diverse
set of social needs. The welfare state used to be the main political arena for
resolving distributive conflicts by creating societal compromises between vari-
ous interest groups in society (Esping-Andersen, 1985; Korpi, 1983). However,
the fiscal challenges that appeared along with population ageing changed some
of the fundamental principles on rapid and continuous economic growth that
the expansion of welfare states in the immediate post-war decades ultimately
rested upon. In hindsight, claims have been made that the welfare state cannot
continue to satisfy the needs of all citizens, and that a reordering of redistribu-
tive priorities between generations has to be made (Esping-Andersen et al.,
2002; Ferrera & Rhodes, 2000; Hemerijck, 2013; Taylor-Gooby, 2004).

In the debate on welfare states, population ageing, and generational equity,
it is often assumed that policymaking increasingly is subject to zero-sum
distributional trade-offs where the welfare of older age groups comes at the
expense of protection provided to younger cohorts. The purpose of this chapter
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Positive-sum solutions in the generational welfare state 37

is to offer an escape route out of this dilemma of an emerging or accelerat-
ing elderly bias of social protection and potential generational conflict. We
will outline an alternative and less deterministic scenario in generational poli-
tics. This scenario carries possibilities to support forms of intergenerational
cooperation that create virtuous circles in policymaking by simultaneously
strengthening social protection for a greater variety of age-related social risks
than those that solely appear in old age. We will also show under what condi-
tions welfare states are adequately designed to generate positive-sum solutions
in social policymaking and sustainably respond to resource claims of both
contemporary and future generations. From this perspective, social sustain-
ability implies that the welfare state should be able to reproduce itself without
putting any particular age group at greater risk.

Distributional conflicts centred around age is neither new nor geographi-
cally limited. Scholarly discussions and public debates on a generational clash
in social policymaking already appeared in the mid-1980s, particularly in
the United States where public support for families or the unemployed has
been neglected for decades (Longman, 1987; Preston, 1984; Quadagno, 1989).
However, as the baby-boomers born after the Second World War started to
reach retirement age, similar discussions of a pro-old bias of the welfare states
surfaced in other countries as well (Esping-Andersen & Sarasa, 2002; Lynch,
2006; Pampel, 1994; Tepe & Vanhuysse, 2010; Walker, 1996).

Not all commentators on the welfare state and population ageing subscribe
to the idea that electorally powerful elderly groups through politics have been
able to tilt social policy in their favour (Mirowsky & Ross, 1999; Palmer,
Smeeding & Torrey, 1988; Pampel, 1994), as discussed in more detail in
Chapter 10 of this book. Nonetheless, it is evident that the fiscal implications
of age-related spending will continue to grow for decades and affect what poli-
cymakers can and cannot do. According to Rouzet et al. (2019), tax revenue as
a percentage of gross domestic product (GDP) in some OECD countries will
have to increase by double-digit numbers until 2060 due to escalating ageing-
related spending, if levels of social security and national debt are to be kept
constant. It is doubtful that this can be accomplished without a clear agenda for
how countries can organise the welfare state to generate broad popular support
and political compromises that cut across not only socioeconomic class but
also generational interests.

In the next section, we recapitulate the basic arguments of our approach to
sustain social policy in an era of population ageing and discuss how age does
not necessarily need to be a battleground of conflicting interests in the welfare
state. In doing so, this chapter largely borrows from the theoretical approach
to intergenerational equity developed by Birnbaum et al. (2017). We thereafter
define how positive-sum solutions in generational politics can be operation-
alised and measured, before embarking on a new and updated analysis of the

Jan Helmc

com/ at 09

Downloaded from https:.

cial-NoDe:

g and Kenneth Nelson - 9

212026 0

810353

Q

ork distributed under the Creative
es 4.0 Internatione

.0/) license

PM



38 Social sustainability in ageing welfare states

age-related structure of the welfare state. Conclusions and how our findings
contribute to an increased understanding of how to better sustain the welfare
state in an era of population ageing are presented at the end.

TOWARDS A DYNAMIC PERSPECTIVE ON
GENERATIONAL POLITICS AND THE WELFARE STATE

To understand how countries may avoid accelerated generational conflict and
zero-sum distributional trade-offs in periods of population ageing we need to
go beyond the static perspective on social policymaking that tends to charac-
terise much of comparative research (Yerkes, Nelson & Nieuwenhuis, 2022).
Broadly speaking, research on the social sustainability of welfare states can
be divided into at least two loosely defined compartments: drivers and out-
comes. Whereas research in the former compartment focuses on various pres-
sures for social policy reform (may it be in the form of demographic change,
macro-economic developments, or democratic backsliding, and so on), studies
in the latter compartment concentrate on the consequences of social policy (for
example, in the form of well-being, attitudes, or behaviour). Rarely is research
in the two compartments brought together into a more dynamic perspective on
the welfare state in which cause (driving force) and effect (outcome) are linked
and interpreted as processes with reciprocal causality.

Reciprocal Causality and Policy Feedback

In the presence of reciprocal causality, there is no single direction of change,
as cause and effect constantly shift positions as time goes by. For example, the
level at which social insurance is set determines whether people in different
risk groups feel economically protected when they are unemployed or unable
to work. The extent to which people are included in the welfare state, in turn,
forms a feedback loop to politics and observed voting behaviour at both the
micro and macro levels.

This dynamic perspective of the welfare state is fruitful in debates about
generational equity as it adds a temporal dimension that helps us to formulate
questions about social policymaking in terms of vicious or virtuous circles. A
vicious circle reinforces itself through feedback effects that move the chain
of events in an undesirable direction. A virtuous circle also feeds on itself but
produces results that we consider beneficial for various reasons, such as how
social and financial sustainability of the welfare state positively reinforce each
other. For our purpose of identifying positive-sum solutions in generational
politics, it is important to recognise that social policy not only redistributes
resources in society but also carries potential to encourage broader support
for social policy that cuts across generational interests. In the presence of such
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Positive-sum solutions in the generational welfare state 39

positive-sum solutions and virtuous circles in social policymaking, the welfare
state should be in a better position to adequately respond to a greater variety of
social needs, with no clear winners or losers in generational politics.

Policy feedback loops have been prominent in political science for dec-
ades, where they have come to characterise how existing policies reshape the
political environment and living conditions in a dynamic and cyclical man-
ner (Evans, Rueschemeyer & Skocpol, 1985). Feedback loops were also cen-
tral in the many historical institutionalism approaches to policy research that
emerged in the 1990s. The early proponents of historical institutionalism dif-
fered in their emphasis on state structures, administrative capabilities, inter-
est group formation, and political coalition-making as major drivers of policy
change (Béland, 2010). However, they all at least to some extent shared the
objective of identifying those critical junctures in welfare state formation that
came to shape subsequent policy developments (Skocpol & Pierson, 2002).
Despite the tremendous influence of historical institutionalism on contempo-
rary theories of the welfare state, policy feedback is seldom part of the main
narrative guiding discussions of population ageing and generational equity.
As a consequence, the possibilities of positive-sum solutions in generational
politics have gone largely unnoticed, or only mentioned in passing.

The Positive-Sum Solutions Hypothesis

Our starting point is that all citizens are exposed to a diverse set of distinct
age-related social risks as they move through the different stages of life.
Although the risk structure has changed as countries have become increas-
ingly de-industrialised (Taylor-Gooby, 2004), sickness and unemployment still
constitute significant hurdles during working age. Despite substantial improve-
ments in longevity in most (if not all) affluent countries (OECD, 2021), old age
is often still characterised by reduced work ability (and sometimes possibility).
With the advent of the dual-earner family as the current norm in many afflu-
ent countries (Alm, Nelson & Nieuwenhuis, 2020; Cantillon, 2011), we should
also add early childhood and caring responsibilities to this list of age-related
contingencies. While welfare states have often targeted the new post-industrial
social risks (for example, lack of work and family reconciliation, low skills,
and precarious employment) by various forms of service provision (Bonoli,
2007), the historically more long-standing age-related social risks of reduced
earnings capacity during the early years of family formation, working age, and
old age, are still dominated by social insurance programmes substituting work
income with a cash transfer.

The welfare state may not necessarily respond to these age-related social
risks on equal terms, which may foster conflicts of interest in society between
population subgroups whose risks are prioritised (i.e., supposedly the old) and
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40 Social sustainability in ageing welfare states

subgroups whose risks are less protected (i.e., supposedly the young). In such
scenarios, the conditions for interest mediation and coalition formation in
defence of the welfare state are likely to be severely weakened, as is the will-
ingness among large groups of the electorate to financially contribute to the
welfare state. Instead of positive-sum solutions, policymaking will most likely
take the form of zero-sum distributional trade-offs where the overall pool of
resources available for redistribution over the longer term will be consider-
ably constrained. Instead of united claims for more social spending, people
in different age groups may try to get as big slices as possible of a constantly
smaller cake, supposedly at the expense of those with less bargaining power.
Analogous to Korpi and Palme’s (1998) influential socioeconomic account of a
paradox of redistribution, it seems reasonable to assume that such vicious cir-
cles in social policymaking will negatively affect the possibilities of providing
adequate forms of protection for all, even for older voters with typically high
levels of electoral participation.

To financially sustain the welfare state in periods of population ageing, sev-
eral countries need to increase their fiscal space, for example by widening the
base, increasing social security contributions, or generally extending contribu-
tions periods. Previous research shows that this is already partly addressed
by postponing retirement and lengthening working lives (Kuitto & Helmdag,
2021). Nevertheless, ensuring the financial sustainability of pension systems
will continue to be a daunting task, given that the share of the population aged
65 and over is forecast to increase until at least 2050 (OECD, 2021). However,
this is not necessarily an impossible task, as tax revenues in OECD countries
are far in excess of what is needed to sustain current public redistributive com-
mitments into the future. Empirically, current tax revenues vary from 46.9%
of GDP in Denmark to 21.1% in Ireland, and differences between countries
in income taxes and social security contributions are even greater (Modica,
Laudage & Harding, 2018).

Due to the political economy surrounding the financing of the welfare
state, budgetary pressure to sustain social policy is not necessarily greater in
countries where the redistributive commitments are higher. One reason is of
course that budgetary pressures foremost are caused by a mismatch between
revenues and outlays, not primarily by the size of social expenditures alone.
Evidence from attitudinal surveys indicate that the former are related to the
latter. Popular support for financing the welfare state (for example via progres-
sive taxation) depends at least in part on the extent to which taxpayers receive
something in return. What matters is not necessarily the final distribution of
disposable income, but how well taxpayers feel protected by the welfare state
(Berens & Gelepithis, 2019).

This dynamic perspective on generational politics helps us to identify a strat-
egy in social policymaking that reduces the likelihood of escalating zero-sum
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Positive-sum solutions in the generational welfare state 41

distributional trade-offs and increases the possibilities of positive-sum solu-
tions. Countries may thereby be pushed towards a more viable path for the wel-
fare state that is both financially and socially sustainable for the foreseeable
future. Instead of conflicting claims for redistribution caused by an elderly bias
of the welfare state, the crux of the matter is to design social policy in ways so
that everyone feels protected. Over time, this should increase the willingness
of a large part of the electorate to financially contribute to the welfare state,
as well as the financial possibilities of policymakers to scale up redistributive
commitments without putting one particular age group at greater risk.

Before presenting our hypothesis, we need to make another clarification.
Analyses of a fair allocation of resources between generations are typically
based on social spending patterns collected from national financial accounts
(Kuitto, 2016; Lynch, 2006; Tepe & Vanhuysse, 2010). Occasionally, national
transfer accounts are used, which often are more nuanced by introducing an age
dimension into spending patterns (Gal, Vanhuysse & Vargha, 2018; Hammer,
Isteni¢ & Vargha, 2018). Another advantage of national transfer accounts is
that private transfers between generations sometimes can be included, which
makes spending patterns less biased towards the elderly.

Although spending patterns are valuable for some research purposes, it is
doubtful that citizens care that much about which cost category in the national
accounts they belong to. In all likelihood, they have only vague ideas about
how much money governments spend on various population subgroups. Social
expenditures are also very sensitive to changes in needs and demographic
shifts. In an era of population ageing and fertility decline, the share of social
spending going to the elderly is likely to increase simply because the number
of retired people is growing faster than the pool of people in other age groups
(see for example Chapter 3 in this volume). Based on an analysis of social
spending, nearly all advanced welfare states will thus appear as if they are
becoming more oriented towards protecting the needs of the elderly population
that have exited the labour force. However, increased social spending on old
people does not necessarily imply that pensions for new retirees have become
more generous. Quite the contrary, available evidence suggests that pension
benefits for new retirees have become less generous, despite escalating expen-
ditures on this cost category in the national accounts (Tepe & Vanhuysse,
2009). To avoid being trapped in this framework of seemingly unavoidable
zero-sum distributional trade-offs in the welfare state, we provide a comple-
mentary conceptualisation of social policy. Instead of analysing crude levels
of social expenditures, this chapter will focus on the degree to which needs for
social protection in the different stages of life are satisfied by the welfare state.

We are convinced that the escape route out of zero-sum distributional trade-
offs and escalating generational conflict is related to the possibilities of welfare
states to generate interest coalitions between age groups that are subject to
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42 Social sustainability in ageing welfare states

different types of social risks. One important aspect is the degree to which the
institutional structures of the welfare state are believed to be just and fair, for
example by providing similar levels of protection for a greater variety of age-
related social risks. Over time, this will in most likelihood increase both the
political and budgetary possibilities of improving social policies for all. With
this in mind, we formulate the following hypothesis:

Hypothesis: Systems that provide similar levels of protection for different age-
related social risks tend to produce more generous benefits for all citizens, irre-
spective of age.

Once this prerequisite of institutional equity is fulfilled, the likelihood should
be greater of welfare states embarking on a route of social transformation that
generates fruitful conditions for change towards an equal and unbiased provi-
sion of social protection in the upward direction of improved quality.

SOCIAL RIGHTS DATA ON GENERATIONAL POLICIES
Income Replacement in Social Insurance

Our sample for analysis comprises 18 affluent countries over a period of six
decades from 1960 to 2020.! The quality of social protection can be measured
in different ways. Our focus is on the degree of income replacement in social
insurance programmes that target reduced earnings capacity for contingencies
that tend to appear in different periods of life: (early) childhood, working age,
and old age. Although coverage and take-up are other aspects of social policy
that may deserve closer attention, their conceptualisation and measurement are
generally muddled and confusing (Nelson and Nieuwenhuis, 2021).

The data on income replacement is from the Social Policy Indicators (SPIN)
database (Nelson et al., 2020). SPIN income replacement data is based on
model family types, which are often used in comparative research and by
international organisations to facilitate comparisons of benefits between coun-
tries and contingencies. For each programme, entitlements are established
with reference to national legislation, calculated net of taxes, and expressed as
percentages of an average production worker’s net wage. The wage level of an
average production worker is also used in determining the size of entitlements.

For the childhood risk category, we include applicable child allowances,
child tax allowances, child tax credits, postnatal parental leave benefits, and
maternity grants paid in relation to childbirth.”> We use the yearly net benefits
paid to a one-earner family with two adults and two young children. The non-
working parent is expected to be out of employment performing care work in
the home for the whole year. It should be noted that none of these benefits is
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Positive-sum solutions in the generational welfare state 43

paid directly to the child. However, the presence of a child in the family is a
prerequisite for entitlement, hence the labelling of this age-related risk cat-
egory as childhood.

For working-age risks, we include unemployment insurance benefits and
sickness insurance benefits.> Because income replacement sometimes varies
over the duration in receipt of benefits, we assume two periods of unemploy-
ment and sick leave: 1 week and 26 weeks. Income replacement for working-
age risks is an additive index of benefits for unemployment and sickness over
the two periods of duration.

For old-age risks we use the yearly pension benefit of two model families:
a single retired person and a married retired couple.* In both instances, the
breadwinner is assumed to have a 40-year employment record. The non-work-
ing spouse only qualifies for a minimum pension, if applicable.

Although there is some age-related logic to how countries have organised
social protection, it is sometimes difficult to fully separate benefits for differ-
ent age-related social risks identified in this chapter. One reason is of course
that people in some instances belong to more than one risk category. The most
obvious examples are young parents of working age. Another reason is that
many benefit schemes have effects that go beyond their primary risk cate-
gory. Unemployment insurance is a case in point, where benefits are impor-
tant not only for the economic position of jobless people of working age, but
also for child well-being (Alm, Nelson & Nieuwenhuis, 2020). Many countries
also provide special supplements for dependent children in connection with
their out-of-work benefits (Morris, Duncan & Clark-Kauffman, 2005). To the
extent possible, we have tried to avoid confusion of benefits across the three
age-related social risk categories. One example is by using only a single per-
son model family for the working-age risks of sickness and unemployment.
Although the categorisation of benefits according to different age-related
social risks (including their labelling) is somewhat artificial, it serves our ana-
lytical purpose of identifying positive-sum solutions in generational politics.

Balance of Income Replacement

The degree of balance (i.e., similarity) in age-related social insurance is calcu-
lated using the inverse coefficient of variation for income replacement during
childhood, working-age, and old-age as just defined. The coefficient of varia-
tion is obtained by dividing the observed standard deviation by the observed
mean (in our case multiplied by 100). Because we are dealing with an inverse
coefficient, higher values represent a more balanced system of age-related
social insurance, whereas lower values show that the system is generation-
ally more unbalanced. It should be noted that the degree of balance in age-
related social insurance is independent of the overall (mean) level of income
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44 Social sustainability in ageing welfare states

replacement that is provided as a whole. In other words, a country that pro-
vides full income replacement throughout all its social programmes has the
same degree of balance as a country with no income replacement rate at all.
Thus, it is important to conduct descriptive analyses that employ a comparison
of both the overall level and the balance of income replacement provision.

SOCIAL INSURANCE FROM A GENERATIONAL
PERSPECTIVE

Levels and Balance of Income Replacement in Age-Related Social
Insurance

Table 2.1 shows the degree of income replacement in age-related social insur-
ance for the period 1960 to 2020 in our 18 OECD countries. For childhood-
related risks, the countries in the top three positions are Sweden (67.3%),
Finland (57.9%), and Norway (55.3%). Since the 1990s, Sweden has been at
the vanguard of generous parental leave, n terms of both the length of leave
granted to both parents and the degree of income replacement. In more recent
years, however, this unique position has been crumbling as many European
countries have caught up — at least in terms of income replacement (Jahn &
Helmdag, 2019; Kautto & Kuitto, 2021). The lowest levels of income replace-
ment for childhood-related risks are observed in five of the six Anglophone
countries (i.e., the United States, New Zealand, Australia, Ireland, and the
United Kingdom). This is especially true in the United States, where there
is no federal paid parental leave benefit. Income replacement for childhood-
related risks in the United States is due entirely to child tax credits.

The cross-national patterns are somewhat different for income replace-
ment in relation to working-age risks, as the top three positions are taken by
Germany (81.3%), the Netherlands (74.6%), and Sweden (74.2%). The high
degree of income replacement for working-age risks in Germany is mainly
explained by sickness insurance, which provides six weeks of full pay without
any waiting days (the programme has been virtually unchanged since 1970).
By comparison, income replacement during unemployment in Germany is
only slightly above the OECD average. The lowest levels of income replace-
ment for working-age risks are again observed in the Anglophone countries
(but now also including Canada).

For old-age risks, the highest levels of pension provision are found in Finland
(73.8%), Austria (71.5%), and Italy (69.7%). It is noteworthy that the United
States has comparatively high replacement rates for public pensions (63.8%),
placing it in sixth position in our country ranking. This above-average level
of pension provision, coupled with comparatively meagre benefits for child-
hood and working-age risks, ultimately contributes to a massive imbalance in
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Positive-sum solutions in the generational welfare state 47

age-related social insurance in the United States. It should be noted that there is
no federal sickness insurance benefit in the United States. The lowest replace-
ment rates for pensions are observed in Australia (43.5%) and Switzerland
(43.8%), which both put heavy emphasis on private or occupational provisions.

Our data reflects much of what we know about the core differences between
welfare state models (Esping-Andersen, 1990). The highest degree of income
replacement in the overall system of age-related social insurance is observed
in Sweden and Finland. Austria comes in at third, due to its generous provi-
sions for working-age and old-age risks. At the other end of the spectrum with
least generous benefits, we find Australia and New Zealand, closely followed
by the United States. The cross-national pattern is similar when it comes to the
balance of income replacement in age-related social insurance. Three Nordic
countries (Sweden, Finland, and Norway) are ranked at the top, with highly
balanced systems of income replacement. The Continental European countries
are generally located somewhere in the middle of the cross-national ranking,
whereas the Anglophone countries are at the bottom, with highly unbalanced
age-related social insurance programmes.

Positive-Sum Solutions in Generational Politics

In the next step, we visually depict and group countries according to levels
and balance of income replacement in the overall system of age-related social
insurance. Based on cluster analysis, Figure 2.1 shows the three distinct age-
related profiles of income replacement in social insurance that we can observe
empirically in our data.’ The three age-related social risk categories (child-
hood, working age, and old age) are shown on the horizontal axis, while the
vertical axis shows the degree of income replacement in social insurance. To
improve the validity of the results and make the results less sensitive to indi-
vidual measurements, we have in this analysis pooled data for each country
over the period 1980 to 2020.

We can identify one group of countries where income replacement in social
insurance is balanced and fairly similar across the three age-related social
risk categories. Austria, Denmark, Finland, France, Norway, and Sweden are
included in this group. The remaining 12 countries have unbalanced genera-
tional profiles of either a pro-work or a pro-old subtype. The pro-work subtype
is observed in Belgium, Germany, Japan, the Netherlands, and Switzerland.
In these countries, income replacement in social insurance peaks for work-
ing-age risks. The pro-old subtype, where income replacement increases with
each subsequent age-related social risk, is found in Anglophone countries
(Australia, Ireland, New Zealand, United Kingdom, and the United States)
and Italy. Notably, it is only the pro-old subtype that approximates patterns
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48 Social sustainability in ageing welfare states

Balanced Pro-work Pro-old
80—

—

40—

Notes: The balanced subtype includes Austria, Denmark, Finland, France, Norway, and
Sweden. The pro-work subtype includes Belgium, Germany, Japan, the Netherlands, and
Switzerland. The pro-old subtype includes Australia, Ireland, Italy, New Zealand, United
Kingdom, and the United States.

Figure 2.1 Income replacement in social insurance for three age-related
social risks in 18 OECD countries (averages 1980-2010)

observed in research based on social spending, as it is only here that income
replacement is clearly tilted in favour of the retired.

According to our hypothesis, income replacement should be higher in coun-
tries with balanced age-related profiles of social insurance than in countries
with unbalanced profiles. Although individual countries may deviate from the
overall patterns revealed by our data, income replacement for each age-related
social risk evidently tends to be higher in countries where the overall system of
social insurance is more generationally balanced. Thus, it is not necessarily the
case that retired persons are better off in countries where their needs for social
protection are prioritised vis a vis the needs of other age groups. One exception
is for working-age risks, where the pro-work subtype reaches a level of income
replacement that is slightly above that of the balanced profile. However, this
pattern is largely explained by the single case of Germany, where sickness
insurance is exceptionally generous, as noted earlier. If Germany is excluded
from the analysis, income replacement in the pro-work subtype is well below
the balanced group.
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This descriptive analysis suggests that welfare states are not necessarily
plagued by generational trade-offs between policies that target social risks
appearing in different stages of life. It is not a universal rule of law that gener-
ous pensions for older people by necessity are offset by lower levels of security
for younger age groups, as expected in much of the literature on the welfare
state, population ageing, and generational conflict. Quite the contrary, in coun-
tries where the degree of income replacement in social insurance is balanced
and fairly similar across risks that appear in different stages of life, all age
groups seem to benefit from generational politics, thus lending support to our
positive-sum solution hypothesis. As a next step, we will examine this relation-
ship between balance and levels of income replacement in age-related social
insurance over time using more sophisticated statistical regression techniques.
Besides being more sensitive to temporal changes, this analysis will also give
us an opportunity to include additional explanatory factors that could poten-
tially affect the results.

Estimating Potential Trade-offs Between Policy Domains with
Regression Analyses

In a next step, we employ regression analyses to establish whether the struc-
tures of age-related social insurance are subject to zero-sum trade-offs. In
other words, we want to find out if the increase in income replacement pro-
vision within one policy domain is tied to a decrease in another. We start
by analysing the relationship between balance and levels of income replace-
ment in age-related social insurance without including any control variables.
To recapitulate, in this analysis we are not only interested to see if the degree
of balance in age-related social insurance (our main independent variable) is
positively associated with the overall level of income replacement, but also
if it is positively related to the degree of income replacement for each age-
related social risk (our dependent variables). If so, we would have further sup-
port for our positive-sum solution hypothesis. A positive association indicates
that higher values on one variable tend to go together with higher values on
another variable, and vice versa.

Figure 2.2 shows the point estimates for the degree of balance in age-related
social insurance.® The results show that the degree of balance in age-related
social insurance is indeed positively related to the overall level of income
replacement, as well as to the degree of income replacement for childhood
and working-age risks. These coefficients associated with the degree of bal-
ance in age-related social insurance are also statistically significant (i.e. the
size of the coefficients is not due to random processes in our data, including
measurement errors). To give an example, a one standard deviation change
in the degree of balance in age-related social insurance is associated with a
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14.58™*
Childhood - —_—
3.61**
Working-age - —_—
0.95
Old-age -~ ————
6.33***

Overall level - —

| T T T 1

0 5 10 15 20

Effect of changes in balance on policy domain

Notes: Dots are point estimates and grey lines show their standard errors. Stars show if the
coefficients are statistically significant (i.e., whether there is an association or not).** p <
.01; ##* p < .001.

Figure 2.2 Income replacement in age-related social insurance. Effect of
a change in the degree of balance in age-related social insur-
ance. Country fixed effects regressions of 18 OECD countries
1960-2020

6.33-point increase in the overall level of income replacement rates. Notably,
there is no statistically significant association between the degree of balance
in age-related social insurance and the generosity of old-age pensions. This
indicates that older persons are not necessarily worse off the more the over-
all system of income replacement in age-related social insurance is balanced
across all stages of the life course.

The results we present here are based on multiple regression models that
include three sets of control variables capturing functional pressures on the
welfare state, as well as a series of macroeconomic and political determinants.
To capture functional pressures, we include OECD comparative data that cap-
tures the employment ratio, the unemployment rate, the share of the elderly
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population (over 65 years), and the share of people younger than 15 years. As
macroeconomic controls, we include GDP per capita (OECD), the openness of
the economy in terms of trade, and government debt, the latter two measured
as share of GDP (Armingeon et al., 2023; Feenstra & Timmer, 2015). The
set of political controls capture the cabinet share for centre parties and right
parties, also from Armingeon et al. (2023). Finally, we include an index of
constitutional structures, which measures the degrees of federalism, parlia-
mentarism, proportional representation, bicameralism, and the frequency of
referenda (Huber, Ragin & Stephens, 1993).

The three sets of control variables reveal results that are generally in line
with expectations. Increases in employment are associated with higher levels
of income replacement for childhood-related social risks. This result probably
reflects that employment correlates strongly with female labour force partic-
ipation, thus creating increased demand for child benefits and more gener-
ous paid parental leave. The share of individuals above 65 years is positively
related to income replacement for childhood-related risks. This may indicate
that governments have tried to address the financial burden of retirement by
increasing the size of the labour force. GDP per capita and government debt are
negatively associated with working-age benefits and pensions, whereas there is
no association with income replacement for childhood-related risks. The latter
result is not that surprising, given the position of family policy as an impor-
tant social investment (Morel, Palier & Palme, 2011). Concerning the politi-
cal controls, right-wing parties seem to exert a negative pressure on income
replacement for childhood and working-age risks. This evidence of classical
partisanship is consistent with previous studies that attribute a negative impact
of right government on the welfare state more generally, and out-of-work ben-
efits but also family policy particularly (Helmdag & Kuitto, 2022; Korpi &
Palme, 2003). The results are also in line with previous findings that there is
no clear partisan effect in pension reform when levels of income replacement
are considered (Kuitto & Helmdag, 2021).

CONCLUSIONS

The question of how to achieve social sustainability in contemporary welfare
states facing progressive demographic ageing is one of the most pressing issues
of our time. In this chapter, we set out to investigate whether social policymak-
ing is subject to a distributional zero-sum game in which younger age groups
are systematically disadvantaged in favour of older people. For this purpose,
we performed an institutional analysis of income replacement in age-related
social insurance. Analytically, we distinguish between income protection for
social risks that appear in three distinct stages of life: childhood, working age,
and old age. The empirical analyses indicate that a more balanced approach
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52 Social sustainability in ageing welfare states

to social insurance (i.e., in which income replacement for different types of
age-related social risks is provided at similar levels), may socially sustain the
welfare state and solve the dilemma of emerging generational conflict and
zero-sum distributional trade-offs during periods of dramatic demographic
change. In our view, social sustainability implies that the welfare state should
be in a position to maintain and gradually expand its redistributive commit-
ments, without placing some vulnerable groups in a less favourable position.
Notably, social insurance systems that are generationally more balanced seem
to be of advantage in this regard. In countries with generationally balanced
age-related social insurance, there is a clear trend towards an expansion of
redistributive commitments that are beneficial to all age groups, and thus with
no clear winners and losers in generational politics.

The social sustainability of the welfare state for future generations is closely
related to public support and the extent to which large fractions of the elec-
torate believe that they receive a fair share of the sums that are channelled
through social policy. However, it would be a mistake to think that people
evaluate their position by comparing how social spending is distributed across
cohorts. No one fights for increased spending per se. What matters is how this
spending is used to secure needs that appear in different stages of life. A bal-
anced system of income replacement in age-related social insurance has many
advantages in this respect. Particularly, it carries great possibilities to nur-
ture virtuous circles in policymaking, whereby different generations are better
placed to join forces in defence of the welfare state and secure the financing
needed to sustain broad redistributive commitments well into the future.

Despite the novelty of our findings for the welfare state’s social sustain-
ability, we are only beginning to understand how social policy is structured by
age and how it affects the possibilities of governments to provide good-quality
social protection for all citizens in society. Different avenues for research along
these lines are not missing. One is of course to broaden the analysis to services
or in-kind benefits (Vaalavuo, 2013) or the combination of these with cash
benefits in the form of social investment (Kuitto, 2016). Another is to explic-
itly investigate how the age-related structures of welfare states are related to
financing. Research could fruitfully also analyse how age and generational
interests intersect with socioeconomic class and gender, and the consequences
of these intersectionalities for the future sustainability of welfare states.

NOTES

1. All these countries have been stable democracies since the end of the Second
World War; something that is considered central for the arguments of political
economy put forth in this chapter.
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Positive-sum solutions in the generational welfare state 53

2. The two variables for benefits during childhood are tnrrly and rr_cb_total _
apw. They are extracted from two SPIN data modules: the Parental Leave
Benefits Dataset (PLB) and the Child Benefit Dataset (CBD).

3. The two variables for income replacement in unemployment and sickness insur-
ance are uz2inds and sz2inds, respectively. Both variables are from the Social
Insurance Entitlement Dataset (SIED), which is another SPIN data module.

4. The SIED variable used for old age pensions is px2indst.

5. We conducted a k-means partition cluster analysis applying an Euclidean dis-
tance with 10,000 iterations over the three age-related risk categories, with
data pooled from 1980 to 2020.

6. All estimates are based on Prais-Winsten time-series cross-section regressions
with country-specific autocorrelation processes, unit fixed effects, and panel-
corrected standard errors. A summary statistic on all variables used in the
analysis is provided in Table 2A.1 in the appendix.
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APPENDIX

Table 2A.1 Descriptive statistics of the variables used in the analysis
- n X O, min max
Dependent variables - - - - -
Childhood 216 4.15 10.31 -22.0 56.8
Working-age 216 L.15 7.85 -17.8 51.6
Old-age 216 1.60 6.47 -13.7 27.6
Overall level 216 2.30 5.57 -11.6 304
Independent variable - - - - -
Degree of balance 216 0.11 0.40 -1.2 1.6
Functional pressures - - - - -
Employment ratio 216 0.43 2.55 -8.5 8.3
Unemployment rate 216 0.31 1.88 <13 75
Population over 65 216 0.74 0.69 -0.8 33
Population under 15 216 -0.87 0.96 -3.8 1.1
Macroeconomic controls - - - - -
GDP (per capita) 216 0.33 0.31 -0.4 37
Economic openness 216 3.54 6.41 -9.5 35.0
Government debt 216 3.63 14.38 -39.1 76.4
Political controls - - - - -
Centre party cabinet share 216 0.00 0.24 -0.9 0.9
Right party cabinet share 216 0.00 0.35 -1.0 0.9
Constitutional structure 216 2.18 2.15 0 7

Notes: All variables capture five-year differences. All functional, macroeconomic and
political controls cover the time lag of the preceding five-year period. 7 : number of

observations, X : mean, G, : standard deviation.
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Table 2A.2

57

Balance and levels of income replacement in age-related

social insurance: country fixed effects regressions in 18
OECD countries, 1960-2020

- AChildhood AWorking-age AOld-age AOverall
- Ay =4.15 Ay =1.15 Ay =1.60 Ay =2.30
h Gy=10.31 Gpy=1.85 Gpy=6.47 G, =5.57
ADegree of balance ~ 14.58*** 3.61%* 0.95 6.33%%*
- (1.53) (1.32) 0.97) (0.83)
Functional - - - -
pressures

AEmployment ratio  0.78%* -0.13 0.19 0.15

- (0.30) 0.25) (0.19) 0.16)
AUnemployment 0.70 -0.59 0.32 -0.05
rate

- 0.43) 0.43) (0.34) 0.25)
APopulation over 65  4.06%%* -0.29 -1.50 1.01

- (1.13) (0.96) 0.87) (0.68)
APopulation under -0.03 0.25 0.26 0.19

15

- 0.72) (0.58) 0.47) 0.43)
Macroeconomic - - - -
controls

AGDP (per capita) -3.28 -4.55% -4.34% -4 47%*
- (2.33) (2.16) (1.70) (1.50)
AEconomic -0.06 0.02 0.05 -0.02
openness

- (0.10) (0.10) (0.08) 0.07)
AGovernment debt ~ -0.06 -0.11%* -0 11 -0.107%#*
- (0.05) (0.05) (0.03) 0.03)
Political controls - - - -
ACentre party 1.69 -3.92 1.40 -0.69
cabinet share

- (2.63) (2.48) (1.60) (1.47)
ARight party cabinet -3.81* -2.774* 0.55 -2.50%*
share

- (1.70) (1.14) (1.07) (0.80)
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- AChildhood AWorking-age AOld-age AOverall

Constitutional 0.96 0.66 0.33 0.71
structure

- (0.76) (1.20) (1.43) (0.85)
n 216 216 216 216
N 18 18 18 18

T 12 12 12 12

R? adj. 0.424 0.185 0.175 0.363
RMSE 8.383 7.103 5.973 4.695

Notes: Estimates from Prais-Winsten time-series cross-section regressions with first-order
autocorrelation process and unit fixed effects (not shown). All independent variables
capture the average change within the previous five-year interval. Mean (Ay) and standard
deviation (cAy) of the dependent variable in the table header. Panel-corrected standard
errors in parentheses. Symbols: * p < 0.05, * p < 0.01, *** p < 0.001.
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