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Towards social investment? 
Patterns of public policy 

in the OECD world

Rita Nikolai 

Introduction1

The debate on social investment and activation policies implies a new 
perspective on the relationship between different social policy areas. 
From this perspective, economic and social change together with the 
fiscal constraints they produce necessitate the redrawing of boundaries 
between ‘active’ and ‘passive’ social policies. It is assumed that the ‘passive’ 
welfare state is being steadily restructured into an ‘activating’ welfare 
state guided by a social investment perspective (see Chapters Two and 
Three). The social investment approach has been formulated in terms of 
redeploying public spending from passive social transfers to investments 
in education and training, labour market activation measures, promotion 
of lifelong learning and other measures to reconcile work and family 
(Giddens, 1998; Esping-Andersen et al., 2002; Palier, 2006). 

The questions addressed in this chapter are to what extent the social 
investment ‘turn’ actually finds expression in the social expenditure 
profile of welfare states? Which countries are social-investment oriented 
today and which are not? Furthermore, do we see some convergence 
towards a social investment approach? To answer our questions we start 
by discussing how we can identify social investment policies and their 
relative importance in various countries. We then trace the development 
of public social expenditure in 21 of the 34 OECD member states from 
1980 to 2007. We focus on disaggregated programme expenditures and 
compare public expenditures for investment measures and compensation 
expenditures on the basis of the OECD Social Expenditure Database 
and the Education Spending Database2 as a way to compare the diversity 
in spending priorities among countries. We also ask to what extent 
we can observe a convergence of welfare policy when comparing the 
situation of the 1980s with the situation in 2007. The focus is more on 
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outcomes and less on the processes and causes underlying the results. 
The analysis takes into account expenditures for families, active labour 
market policies, education systems, old age and passive labour market 
policies. The reason for starting with the 1980s is not only influenced 
by data availability, but also by the fact that the 1980s is the period 
immediately preceding the rise of the social investment perspective in 
the 1990s (see Chapter Two).

In addition, we elaborate a typology of welfare states according to 
their policy mixes between social investment and compensatory social 
policies. Drawing on these two analytical dimensions we can outline 
four worlds of social spending profiles. Comparing countries as a 
whole, the patterns we can make out depend on how investment and 
compensatory related social policies are combined. 

Identifying social investment policies

How can we measure the importance of social investment policies? 
In this section, we will discuss which policies can be labelled as ‘social 
investment’. To start with, we can differentiate between investment-
related and compensatory welfare policies (Allmendinger and Leibfried, 
2003; Nikolai, 2007). Compensatory social policies secure against 
social risks such as unemployment and old age. These policies are 
mainly of a contribution-financed social security type, with some 
supplementing systems of welfare services, in some countries with 
the goal of maintaining the status differences of the insurants and 
in other countries providing flat-rate benefits. Spending on old age 
insurance aims to prevent poverty by providing basic security in old 
age, to secure the continuity of living standards and reduce income 
inequalities. Expenditures include programmes covering both old 
age and survivors’ pensions. With respect to unemployment, passive 
labour market policy regulates the compensatory allowances for the 
loss of income. Expenditures for this field include expenditures on 
unemployment benefits for unemployment and early retirement funds 
(OECD, 2007b). 

Investment-related social policies are more strongly oriented towards 
provision for the future and the needs of the younger generations. We 
understand active labour market policy, family policy and education 
and training as fields of social investment (Armingeon, 2007; see also 
Chapters Six, Seven and Eight in this volume). 

Family policy can pursue several objectives. The aims can be: (1) to 
keep up the birth rate, at least at a level that ensures the reproduction 
of the population; (2) to ensure that more women can reconcile work 
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and family; (3) to reduce child poverty; (4) to promote the development 
of children by providing early childhood education and care services 
(see Chapter Six); and (5) to bridge the gap between the incomes of 
men and women. It is possible to argue that there is a component of 
social investment in all kinds of family policy programmes, albeit in 
varying degrees, which we analyse below.

Active labour market policy aims to promote labour mobility and 
the adaptation of citizens to changing labour markets (Armingeon, 
2007; see also Chapter Seven in this volume). Through active labour 
market policies people should quickly be reintegrated into the labour 
market and the economic loss due to repeated unemployment should 
be minimised. The expenditures for this field include expenditure on 
active labour market programmes, training, training for young people, 
employment services, career guidance, as well as programmes for long-
term unemployed, low skilled and disabled persons. 

Education enjoys a pivotal role in the social investment strategy 
(Giddens, 2000; Lewis and Surrender, 2004; see also Chapter Eight 
in this volume). According to Giddens: ‘[t]he key force in human 
capital development obviously has to be education. It is the main 
public investment that can foster both economic and civic cohesion’ 
(Giddens, 2000: 73). In this perspective, social and education policies 
are interdependent. The changes in society over the previous century 
are testing all welfare states, albeit to different extents. Profound 
processes of deindustrialisation have subjected the labour markets of 
developed societies to lasting change. Physical capital (machinery and 
equipments) and manual labour power are no longer the determining 
variables for wealth accumulation. The distinguishing features of the 
present knowledge society are skills for dealing with information and 
communications technologies and metaknowledge for acquiring, 
using and producing information (Rohrbach, 2007; Allmendinger et 
al., 2010). The education level of the broad population is thus a crucial 
competitive factor – all the more so because demographic developments 
in many countries are leading to population decreases that cannot sustain 
the absolute number of well-educated people unless the size of that 
group expands proportionately. Moreover, today’s longer life expectancy 
and the ever-shorter half-life of knowledge mean that one phase of 
education early in life no longer suffices and that phases of additional 
education and training are more necessary than ever. Expenditure on 
educational institutions relative to GDP shows the priority countries 
give to education in terms of their overall resource allocation. Spending 
for education covers expenditures on schools, universities and other 
public policies involved in delivering or supporting educational services 
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from primary to tertiary education (Allmendinger and Nikolai, 2010; 
Busemeyer and Nikolai, 2010; OECD, 2010a).

The next section analyses the spending profile of different welfare 
states to see to what extent they follow a social investment approach.

Tracing the developments in the social expenditure 
profile of welfare states

Social expenditures development

We will first look at the development of social expenditures from 1980 
up to 2007 (Table 4.1). The data in Table 4.1 takes into account the 
three phases of welfare state development identified in this volume 
(see Chapters One, Two and Three in this volume): the Keynesian, the 
neoliberal and the emerging social investment phase. The year 1980 
described the situation at the end of the Keynesian phase the ‘golden 
age’ of welfare capitalism. The second phase – the neoliberal phase – 
had its heyday in the 1980s and began to be questioned in the 1990s. 
The Asian crisis at the end of the 1990s marked the starting point for 
the social investment turn. We start our description with the year 2007, 
for which the latest data is available. 

Table 4.1: Public social expenditure as a percentage of GDP, 1980–
2007

1980 1990 2000 2007
Australia 10.2 13.1 17.3 16.0
Austria 22.4 23.8 26.7 26.4
Belgium 23.5 24.9 25.4 26.3
Canada 13.7 18.1 16.5 16.9
Czech Republic 16.0 19.8 18.8
Denmark 24.8 25.1 25.7 26.1
Finland 18.1 24.3 24.3 24.9
France 20.8 24.9 27.7 28.4
Germany 20.4 20.1 26.6 25.2
Greece 10.2 16.5 19.2 21.3
Hungary 20.4 23.1
Ireland 16.7 14.9 13.3 16.3
Italy 18.0 20.0 23.3 24.9
Japan 10.4 11.3 16.5 18.7
Netherlands 24.8 25.6 19.8 20.1
New Zealand 17.0 21.5 19.1 18.4
Norway 16.9 22.3 21.3 20.8
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1980 1990 2000 2007
Poland 14.9 20.7 20.0
Portugal 9.9 12.5 18.9 22.5
Slovakia 17.9 15.7
Spain 15.5 19.9 20.4 21.6
Sweden 27.2 30.2 28.4 27.3
Switzerland 13.8 13.5 17.8 18.5
UK 16.5 16.8 18.6 20.5
USA 13.2 13.5 14.5 16.2
Mean (OECD-21) 17.3 19.7 21.0 21.8
Range 17.3 18.9 15.1 12.4
Standard deviation 5.2 5.3 4.5 4.0
Variation coefficient 0.30 0.27 0.21 0.18
Catch-up (1980–2007) r = –0.6489*

Source: OECD, 2010b. Annotation: *p< 0.05, **p< 0.01.

On average, in 2007, the OECD states spent 21.8% of the gross 
domestic product (GDP) from public sources for welfare policies. The 
spending levels in the Scandinavian, continental European and most of 
the southern European countries are higher than the OECD average. 
By comparison, the English-speaking, East Asian, most of the Eastern 
European (except Hungary) and also economically less developed 
countries are characterised by social expenditure rates below average. 
In almost all OECD states (with the exception of the Netherlands and 
Ireland), the level of public social expenditures as a percentage of the 
GDP increased between 1980 and 2007. The salience of the welfare 
state has also increased relative to other state functions (Starke et al., 
2008). The majority of the OECD states spend more than half of total 
government outlays for social purposes (Castles, 2007). With regard 
to social expenditure as a percentage of total government outlays, the 
welfare state has even tended to crowd out public expenditures devoted 
to other purposes (Kohl, 1980; Castles, 1998). Thus on an aggregate 
expenditure level the welfare state is not on the retreat (Pierson, 2001) 
and the data do not display a ‘race to the bottom’ (Obinger and Starke, 
2008) scenario.

The statistical measures of dispersion in the lower part of  Table 4.1 
indicate to what extent the social expenditure rates converge over the 
years since 1980.3 Measures such as the range, the standard deviation 
and the coefficient of variation are denoted as σ-convergence (sigma-
convergence). Sigma-convergence is understood as the increase in 
similarity between countries over the years. The rise in public social 
expenditure goes hand in hand with a strong convergence as indicated 
by the declining measures of dispersion. There is also evidence for 
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β-convergence. The concept of β-convergence is understood as a 
catching up by policy laggards. In the last row we report the correlation 
(Pearsons’ r) between the starting value 1980 and the annual growth 
rate (1980–2007). The correlation is negative and statistically significant, 
which implies that the cross-national variation in social spending 
growth is driven by a catch-up process by welfare policy laggards.

For the expenditure profile of the welfare states, the distinction between 
cash benefits (as, for example, via income transfers) and benefits in kind 
(as, for example in the form of services) is crucial (Kohl, 1980; Castles, 
1998). In the welfare state literature, the continental European welfare 
states are characterised as transfer-heavy and the Scandinavian countries as 
service-oriented. The role of services is often emphasised in the literature 
on social investment and on welfare reform (Castles, 1998; Daly and Lewis, 
2000; Kautto, 2002). Welfare states with developed service infrastructure 
have been shown to be better able to deal with the ‘new’ challenges of 
post-industrial society (Bonoli, 2007) such as new forms of employment 
and family structures, declining birth rates and long-term care. 

Figure 4.1 informs about the composition of public social spending in 
2007.4 To investigate the public role in providing services, we separated 
the expenditures for health from other social service expenditures, as 
health expenditure accounts for a large share of services (Kautto, 2002).

Figure 4.1: Public social expenditures as cash and as in-kind benefits 
in percentage of GDP in 2007 (source: OECD, 2010b)

Compared to the OECD average, the traditional service-oriented 
Scandinavian countries still spend the most for benefits in kind in 
2007. But also the transfer-heavy continental and southern European 
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states expanded their expenditures for benefits in kind (Starke et al., 
2008). With the exception of Canada and the USA, in some of the 
English-speaking countries such as Australia, New Zealand and the UK 
the in-kind expenditures have increased since 1980. The finding by 
Kautto, who states ‘that with few exceptions relative service investments 
increased in Western Europe in the 1990s, contrary to the talk of welfare 
state retrenchment’ (Kautto, 2002: 63) also holds true up to 2007. An 
ageing population, an emphasis on active rather than passive measures, 
increased labour force participation among women and calls for gender 
equality have apparently resulted in more investment in services in the 
majority of the OECD member states.

Programme-related spending categories

Analysis based on overall social spending tends to overestimate the 
coherence of welfare state regimes (Obinger and Starke, 2008). The 
architecture of individual welfare states is much more complex. We get 
a more nuanced picture of welfare state spending when we break down 
the total social expenditure into programme-related spending. Tables 
4.2 and 4.3 show to what extent the dynamic of social expenditure 
is driven by the restructuring of social spending patterns. To contrast 
compensatory and investment-related expenditures we refer to the 
spending categories of active labour market policies, family policy, 
education, old age insurance and passive labour market policies. The 
breakdown by programme-related spending categories points out 
different developments in the single spending programmes and uncovers 
substantial asymmetries between the countries.

Since the 1980s it is mainly expenditure on old age insurance that 
has increased (Table 4.2). The gradual ageing of society has been a 
major preoccupation in developed countries for many years now and 
is reflected by steadily increasing levels of expenditures (Adema and 
Ladaique, 2009). Austria, Greece, Germany, France, Poland and Italy 
spend a large bulk of their financial resources on old age insurance. In 
the English-speaking countries and in the economically less developed 
countries expenditures are relatively low in this programme area. Here 
the English-speaking countries rely more on the private provision of 
social protection (Guo and Gilbert, 2007; OECD, 2007a). Although 
many countries have increased their spending on old age insurance 
due to an ageing population in the 1990s and 2000s, a number of 
countries restrained expenditure in the 2000s. In many countries 
pension reforms have followed a general trend of moving away from 
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Table 4.2: Public expenditures as a percentage of GDP for compensatory social policies, 1980–2007

Passive labour market policy Old age (including expenditures for survivors )
1980 1990 2000 2007 1980 1990 2000 2007

Australia 0.6 1.1 0.9 0.4 3.7 3.6 5.0 4.5
Austria 0.4 0.9 0.9 0.9 10.7 11.6 12.7 12.7
Belgium 2.4 2.9 2.8 3.1 8.9 9.1 9.0 9.0
Canada 1.2 1.9 0.7 0.6 3.0 4.3 4.3 4.2
Czech Republic 0.6 0.6 6.1 7.9 7.7
Denmark 4.8 4.2 3.0 1.9 7.1 7.4 7.1 7.3
Finland 0.6 1.1 2.2 1.5 6.0 8.0 8.4 9.2
France 1.7 1.5 1.4 9.5 10.8 12.0 12.8
Germany 0.5 0.8 1.3 1.4 9.8 9.2 11.2 10.7
Greece 0.2 0.4 0.4 0.5 5.4 9.9 10.9 12.0
Hungary 0.7 0.7 7.9 9.6
Ireland 1.7 0.8 1.0 5.7 4.2 3.4 3.9
Italy 0.6 0.6 0.4 0.4 8.9 10.2 13.6 14.1
Japan 0.5 0.3 0.6 0.3 4.1 5.0 8.1 10.1
Netherlands 1.6 2.5 1.3 1.1 6.9 7.3 5.7 5.5
New Zealand 0.5 1.9 1.3 0.2 7.1 7.4 5.0 4.3
Norway 0.4 1.1 0.5 0.2 5.7 7.5 6.8 6.5
Poland 0.003 0.9 0.3 5.1 10.6 10.7
Portugal 0.3 0.3 0.6 1.0 3.8 4.9 8.0 10.8
Slovakia 0.6 0.4 6.6 6.2

                 0.46692/9781847429261.004 Published online by Cam
bridge U

niversity Press



                                  
   

 

99

Spain 2.0 3.2 2.0 2.1 6.3 8.1 8.9 8.5
Sweden 0.4 0.9 1.4 0.7 8.3 9.2 9.7 9.5
Switzerland 0.1 0.1 0.5 0.6 6.0 5.8 6.8 6.7
UK 1.2 0.7 0.3 0.2 5.9 5.2 5.8 5.9
USA 0.7 0.4 0.2 0.3 6.3 6.1 5.9 6.0
Mean (OECD-21) 1.0 1.37 1.12 0.94 6.62 7.37 8.01 8.3
Range 4.7 4.1 2.8 2.9 7.7 8.0 10.2 10.2
Standard deviation 1.11 1.09 0.80 0.75 2.1 2.33 2.86 3.14
Variation coefficient 1.11 0.80 0.71 0.8 0.32 0,32 0,36 0,38
Catch-up (1980–2007) r = –0.7132* r = –0.1652

Source: OECD, 1992, 2010a, 2010b. Annotation: *p< 0.05, **p< 0.01.
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Table 4.3: Public expenditures as a percentage of GDP for investment-related social policies, 1980–2007

Active labour market policy Family Education
1985 1990 2000 2007 1980 1990 2000 2007 1980 1990 2000 2007

Australia 0.3 0.2 0.4 0.3 0.9 1.5 2.9 2.4 5.6 4.7 4.6 3.8
Austria 0.3 0.3 0.5 0.7 3.1 2.6 2.8 2.6 5.6 5.4 5.4 5.1
Belgium 1.2 1.1 1.2 1.2 3.0 2.3 2.7 2.6 5.7 5.4 5.1 5.9
Canada 0.6 0.5 0.4 0.3 0.7 0.6 1.0 1.0 7.7 6.7 5.2 4.6
Czech Republic 0.2 0.3 2.5 1.9 2.0 4.2 4.1
Denmark 0.8 0.7 1.9 1.3 2.8 3.3 3.3 3.3 6.1 6.4 6.6
Finland 0.7 0.8 0.9 0.9 1.9 3.2 3.0 2.8 5.8 6.1 5.5 5.5
France 0.6 0.7 1.2 0.9 2.4 2.5 3.0 3.0 5.1 5.4 5.7 5.5
Germany 0.5 0.9 1.2 0.7 1.9 1.5 2.1 1.8 4.6 4.0 4.3 4.0
Greece 0.2 0.2 0.2 0.2 0.3 0.7 1.0 1.1 3.2  5.4 3.7 4.0
Hungary 0.4 0.3 3.2 3.5 4.4 4.9
Ireland 1.1 1.1 0.8 0.6 1.1 1.6 1.8 2.6 6.4 5.5 4.1 4.4
Italy 0.2 0.6 0.5 1.1 0.8 1.2 1.4 4.5 5.0 4.5 4.1
Japan 0.3 0.3 0.2 0.5 0.4 0.6 0.8 5.9 3.7 3.5 3.3
Netherlands 1.3 1.3 1.5 1.1 2.5 1.7 1.5 2.0 7.1 5.6 4.3 4.7
New Zealand 0.9 0.9 0.5 0.4 2.2 2.6 2.8 3.0 6.7 5.6 5.8 4.8
Norway 0.6 0.9 0.6 0.6 1.8 2.7 3.0 2.8 5.8 6.8 5.8 5.4
Poland 0.1 0.3 0.5 1.7 1.4 1.3 5.2 4,8
Portugal 0.2 0.5 0.6 0.5 0.6 0.7 1.0 1.2 3.7 5.5 5.6 5.1
Slovakia 0.3 0.2 2.0 1.8 4.0 3.4
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Spain 0.3 0.8 0.8 0.7 0.5 0.3 1.0 1.2 4.4 4.3 4.2
Sweden 2.1 1.6 1.8 1.1 3.9 4.4 3.0 3.4 8.5 6.5 6.3 6.1
Switzerland 0.2 0.2 0.5 0.6 1.0 1.0 1.3 1.3 5.2 5.4 5.3 5.1
UK 0.7 0.6 0.2 0.3 2.3 1.9 2.7 3.2 5.7 5.3 4.5 5.2
USA 0.3 0.2 0.2 0.1 0.8 0.5 0.7 0.7 4.9 5.5 4.8 5.0
Mean (OECD-21) 0.67 0.67 0.78 0.63 1.7 1.75 2.0 2.1 5.67 5.43 4.9 4.88
Range 1.9 1.4 1.7 1.2 3.6 4.1 2.7 2.7 5.3 3.1 2.9 3.3
Standard deviation 0.48 0.40 0.51 0.35 1.03 1.13 0.94 0.91 1.28 0.79 0.80 0.82
Variation coefficient 0.72 0.6 0.65 0.6 0.61 0.65 0.47 0.43 0.22 0.15 0.16 0.17
Catch-up (1980–2007) r = –0.6982* r = –0.4842* r = –0.8308*

Source: OECD, 1992, 2003, 2010a, 2010b. Annotation: expenditures for active labour market policies for Denmark and Portugal 1985=1986; *p< 0.05, 
**p< 0.01.
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publicly funded to privately funded defined contribution schemes 
(Hinrichs and Lynch, 2010).
The male breadwinner–female carer family, which characterised 
the post-war welfare state, is no longer the norm (Taylor-Gooby, 
2001). Changes in family forms and increased female and maternal 
employment have put pressure on welfare states. Between the 1980s 
and 2007 we can observe increased levels of spending for families (Table 
4.3). On average the OECD countries spend 2.1% (in 2007) of their 
GDP on family benefits, with large variations across countries. Public 
spending on family benefits is above 3.0% of GDP in the UK, Sweden, 
Denmark and Hungary. Less than 1% of GDP is spent on family policy 
in Japan and the USA. It is noticeable that the social investment turn 
in the 2000s is not reflected in growing expenses for family policies. 
Only a few countries like Ireland, the Netherlands, Sweden and the UK 
have significantly increased their expenditure since 2000. In the other 
countries we can observe only slight increases (for example, Czech 
Republic), stagnation (for example, France) or even retrenchments (for 
example, Finland). Figure 4.2 shows how spending on family policy 
is divided between benefits in cash and benefits in kind. The majority 
of countries spend a higher proportion on benefits in cash than on 
services. Service-oriented countries with respect to family spending 
are the Scandinavian countries, Hungary, the UK, the Netherlands and 
France, which spent more than 1.0% of their GDP for benefits in kind 
for families.5 It is assumed that the service-oriented expenditure has a 
stronger social investment content.

Figure 4.2: Family spending in cash and services in percentage of 
GDP in 2007 (source: OECD, 2010b)
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Active labour market policy as a policy idea has spread across countries, 
especially in the most recent period (Martin, 2001). In the field of 
active labour market policy the Scandinavian countries occupy top 
positions in 2007 (Table 4.3) and expenditure is also very high in 
the Netherlands and Belgium. But we see extreme levels of cross-
national variation. Expenditure on active labour market policy ranges 
from 0.1% of GDP in the USA, up to 1.3% of GDP in Denmark. 
Despite the implementation of activation strategies in many OECD 
countries (Clasen, 2000), the activation turn in the 1990s and the rise 
of the social investment perspective in the 2000s are not reflected in 
higher expenditure on active labour market policy. While the mean for 
OECD states increased in the 1990s, it decreased between 1990 and 
2000. The kind of activation strategies that countries have pursued in 
recent years have involved reductions in access to benefits and in the 
amount of benefits (Kenworthy, 2010: 438), but not necessarily the 
reinforcement of such things as training programme for example (see 
also Chapter Seven).

The examination of unemployment benefits indicates a very 
modest decrease in spending in the long run from the 1980s to 2007 
(Table 4.2). The mean average of 2007 is similar to the situation at 
the beginning of the 1980s. Measures of dispersion like the range, 
the standard deviation and the variation coefficient are decreasing 
up to 2007. Compared to the increasing expenditure for old age or 
families, the expenditure for unemployment benefits remains stable. 
The highest expenditure for unemployment benefits is to be found in 
2007 with more than 1.9% of GDP in Spain, Denmark and Belgium. 
Expenditure for passive labour market policy is relatively low, with 0.3% 
of GDP or less, in New Zealand, Norway and the UK. As a number 
of countries experienced high rates of unemployment beginning in 
the late 1970s and early 1980s, expenditures for passive labour market 
policies increased between 1980 and 1990. After 1990 expenditure 
on unemployment insurance has decreased. It is noticeable that the 
Scandinavian countries have substantially limited their expenses for 
unemployment benefits since 2000.

The social investment perspective highlights the importance of 
education. In the same vein, the concept of capabilities (Sen, 2000) 
unequivocally stresses education as vital to ‘opportunities for self-
realisation’. The educational system is regarded as one of the chief 
institutions governing the distribution of opportunities in life and 
is the fulcrum in combating social inequality (Nikolai, 2007; Wolf, 
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2009). Table 4.3 indicates that there is substantial variation in spending 
among OECD countries. The percentage of public investment in 
education is particularly high in Denmark and Sweden, amounting 
to over 6%, whereas private expenditure constitutes a relatively small 
share of the GDP in these countries (Wolf, 2009). The continental 
European countries are quite heterogeneous with regard to their 
educational spending: France and Switzerland show high rates of 
public educational investment by international comparison. By 
contrast, in Germany the public educational expenditure as a share of 
the GDP is below average and in the Netherlands it is barely average. 
In the southern European countries (with the exception of Portugal) 
public educational expenditure is below the OECD average. Also the 
East European countries and the English-speaking countries do not 
distinguish themselves by high public education expenditures. But the 
private educational expenditure is comparatively high in the English-
speaking countries. Concerning the public–private mix in education 
funding, we find evidence for a growing weight of private financial 
contributions (Wolf, 2009; Wolf and Zohlnhöfer, 2009). At the end of 
the spectrum we find Japan and Slovakia. The statistical measures of 
dispersion are declining for education expenditures. There is evidence of 
a potential trend towards σ-convergence; however, this does not mean 
higher public expenditures for education. On average the OECD states 
spent less public resources as a percentage of GDP for education in 
2007 than in 1980, 1990 and 2000. Since 1990 we notice considerable 
decreases in public expenditure for education. The social investment 
turn of the 2000s is not reflected in significantly higher public expenses 
for education in the mean of the OECD states. However, some 
countries, such as the UK, have increased their public spending since 
2000 ,but in the majority of countries expenditures remain stable or 
have experienced excessive retrenchment, particularly in Australia, 
Canada and New Zealand. This might be influenced by two factors. 
First, demographic shifts have resulted in declining shares of pupils. The 
provision of educational services in primary and secondary education 
is largely demand-driven. Due to a declining fertility rate, the majority 
of the OECD countries are confronted with a diminishing younger 
population. Second, the decline in public expenditure may also reflect 
the growing role of private sources and shifts in the division of labour 
between the state and the private sector (Wolf, 2009; OECD, 2010a). 
Here students and their families shoulder a much greater burden for 
textbooks, private tutoring or student living costs than the state.

Summarising the programme-related expenditures, we find evidence 
for σ-convergence in the fields of active and passive labour market 
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policies, family policy and education policy, as the measures of 
dispersion are decreasing between 1980 and 2007. We also indicate 
catch-up processes in these areas. The spending pattern for old age 
insurance is quite different with very modest catch-up and the 
indicators for σ-convergence are increasing, which means that the 
expenditure levels between the countries are not converging and the 
differences between the countries remain significant.

Towards social investment welfare states in 
expenditure terms?

With regard to their public performance structure and spending 
profiles, welfare states are commonly differentiated into social 
democratic, liberal and conservative welfare states (Esping-Andersen, 
1990; Allmendinger and Leibfried, 2003). Usually, the main categorical 
distinction emphasised is that between generous and universal social 
democratic welfare states on the one hand and weakly developed social 
security systems of liberal welfare states on the other hand. Measured 
by social expenditure levels, conservative continental European welfare 
states reside in between those positions. Does this regime typology 
hold true when we compare expenditures for investment-related and 
compensatory social policies? Which are the countries that are the most 
social investment-oriented welfare states today? And which countries 
have been most prone to follow a social investment approach since 
the mid-1980s? To answer those questions, in Figures 4.3 to 4.6 we 
compare expenditures for investment-related and compensatory social 
policies in OECD countries for the mid-1980s,6 1990, 2000 and 2007. 
In all figures the y-axis depicts expenditures for investment-oriented 
social policies, while the x-axis refers to compensatory social policies. 
‘Investment policies’ include expenditures for families,7 education, as 
well as active labour market policies. Expenditures for old age pensions 
(including pensions for survivors) and passive labour market policies 
are defined as compensatory policies. By looking at the deviation of 
countries or country groups from the mean, we gain insights about the 
relative importance of investment-related versus compensatory social 
spending, predominating priorities and potential tradeoffs. Applying the 
statistical mean for both indicators, one obtains four clusters. To compare 
the development over time, we use the mean for the year 2007 to follow 
the typology of investment and compensatory social policies depicted 
in Figures 4.3 to 4.6 across four points in time. Cluster 2 refers to 
countries with high levels of spending for investment and compensatory 
social policies, however focusing more on social investment policies. 
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Clusters 1 and 4 represent cases of crossover: cluster 1 is characterised by 
countries with high expenditures for investment related social policies, 
but low or rather modest levels for compensatory social policies. In 
cluster 4, the allocation is reverse. Cluster 3 represents countries with 
low levels for investment as well as for compensatory social policies. 
The correlation between investment-related and compensatory social 
policies is not significant, even while showing a decrease since the 
mid-1980s to 2007.

We start with Figure 4.3 for the situation during the mid-1980s. 
Countries with high spending on investment as well as compensatory 
social policies (cluster 2) are Belgium and Austria. Countries with 
high expenditures for investment-related social policies, but low levels 
for compensatory social policies (cluster 1), are the Scandinavian 
countries, New Zealand, the UK, Canada and the Netherlands. 
Sweden appears here as an outlier: compared to all other OECD states 
Sweden spent considerably more of its GDP on investment-related 
rather than compensatory social policies. Spending on investment 
and compensatory social policies is modest in the USA, Switzerland, 
Australia, Portugal and Greece (cluster 3). In contrast to Sweden, 
Germany is a classical example of a compensatory-oriented welfare 
state (cluster 4): the expenses for age and unemployment are markedly 
higher than the expenses for education, families and active labour 
market policies. 

The situation for the year 1990, the heyday of the neoliberal phase, 
is described in Figure 4.4. Sweden, the Netherlands, New Zealand, 
Finland and Norway now spend more for compensatory social 
policies, but their spending in investment-oriented social policies 
is still high. Figure 4.4 now also includes data for Italy, Spain, Japan, 
Ireland, Denmark and France, for which data for the 1980s was not 
available. Denmark belongs to a group with both high expenditures 
for investment and for compensatory social policies. The spending 
profile of Ireland is similar to that of the UK and Canada with higher 
expenditure on investment-oriented policies, but less for compensatory 
social policies. The composition of cluster 3 is similar to the mid-
1980s, with the addition of Japan. Similarly to Germany, the southern 
European countries (except Portugal) concentrate their spending on 
compensatory social policies. The situation in France is similar to the 
ones in Austria and Belgium: expenditures for compensatory and 
investment-oriented social policies are high in these countries. 

Following the Asian crisis at the end of the 1990s, the neoliberal 
paradigm has been increasingly questioned while the foundations of the 
social investment perspective were laid. Figure 4.5 depicts the starting 
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Figure 4.3: The nexus between the public expenditures for 
investment-related and compensatory social policies as a 
percentage of GDP mid-1980s

Figure 4.4: The nexus between the public expenditures for 
investment-related and compensatory social policies as a 
percentage of GDP 1990
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Figure 4.5: The nexus between the public expenditures for 
investment-related and compensatory social policies as a 
percentage of GDP 2000
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Figure 4.6: The nexus between the public expenditures for 
investment-related and compensatory social policies as a 
percentage of GDP 2007
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point for the ‘social investment turn’ in 2000 and it also includes data 
for Eastern European countries. Hungary is the only East European 
country which spends more on investment than on compensatory 
social policies. Poland, Slovakia and the Czech Republic spend more 
on compensatory social policies and neglect the fields of education, 
families and active labour market policies. 

Although in the overall picture of Figure 4.5 there have been slight 
changes for some of the countries in our analysis, the graphs for 2000 
and 2007 are remarkably similar in their country distribution. Therefore, 
we will now take a closer look at the situation in 2007.

In 2007, the distribution of the countries along our indicators – the 
amount of expenses for investment and compensatory social policies 
– is very distinctive. Cluster 2 consists of Sweden, Finland, Hungary, 
Belgium, France and Austria. Within this grouping, the countries have 
a quite distinct profile: they are characterised by high spending for 
investment-related and compensatory social policies with the emphasis 
on investment-related social policies. The continental European 
countries Belgium and France belong to cluster 2 due to their high 
expenditure on families and their above-average expenditure on 
education (c.f. Table 4.3). Countries in cluster 2 protect their citizens 
at a high level against life risks such as old age or unemployment, but 
without neglecting investment-related policies. They follow a social 
investment approach with a double liability: in the backyard of the 
welfare state stands an education policy which exhibits an egalitarian 
distribution of education (Allmendinger and Nikolai, 2010). 

Expenses for investment-oriented social policies are also high in 
Norway, the UK, New Zealand, Ireland and the Netherlands (cluster 
1), but compared to the countries in cluster 2 the expenditures for 
old age and passive labour market policies are low. Compared to the 
situation in 1990, the Netherlands and New Zealand have retrenched 
expenditure on compensatory social policies and slightly increased 
expenditure on social investment. Norway belongs to this cluster 2 due 
to low levels of unemployment and thus less expenditures for passive 
labour market policies. 

The third cluster consists of Australia, Canada, the USA, Slovakia, 
Switzerland and the Czech Republic. When we take into account only 
public expenditures, cluster 3 distributes less money for investment-
related social policies compared to their expenditures for old age and 
passive labour market policy. Nevertheless, some countries in cluster 
3 concentrate much more strongly on educational investments than 
on a broad state-sponsored social security. This is particularly true in 
view of the high private expenditure for education in the USA and 
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Canada. These countries invest much in education and research, but 
invest only little in public social policies and focus more strongly on 
private social protection. For example, in the USA the development 
of education services was advanced in place of the development of 
the social security system (Heidenheimer, 1981; Allmendinger and 
Leibfried, 2003). Thus, (private) educational policy is seen as a kind 
of welfare state replacement. The limited investment in public social 
policies is compensated through expanded education facilities. But this 
compensation holds true only for those individuals who successfully 
completed the educational system (Allmendinger and Nikolai, 2010). 

Cluster 4 consists of the southern European countries, Poland, 
Switzerland, Germany and Japan. These countries spend higher 
levels on compensatory social policies but neglect investment-related 
social policies. For instance, these countries exhibit far lower levels of 
education spending than one might expect on the basis of their levels 
of social spending. These countries turn out to still be ‘traditional 
compensatory welfare states’.

Drawing on our analytical dimensions, the social investment and 
the compensatory approach, we can outline four worlds of spending 
profiles. Both the English-speaking and the Scandinavian countries 
are examples of social investment in action, but the goals of these two 
welfare regimes are remarkably different. While both groups emphasise 
expenditures for investment-related policies, in the Scandinavian 
version of the social investment approach (cluster 2) countries spend 
a remarkable share on investment-related social policies without 
neglecting expenditures for old age and passive labour market policies. 
With this spending profile, welfare states promote activation and 
prevention but also protect against income insecurity in old age and 
unemployment phases. The British version of the social investment 
approach (cluster 1) also emphasises expenditures for education, families 
and active labour market policies, but spends less for compensatory 
social policies. The driving idea here is that of welfare state change from 
a safety net of entitlements to a springboard for personal responsibility 
(Blair and Schröder, 1999 [2000]). Following this idea, welfare states 
concentrate their public spending priorities on investments in human 
capital and scale back compensatory state benefits.

And finally, as the examples of France or Belgium show, not all 
continental European countries neglect investment-oriented social 
policies. In regard to the situation of 2007 it seems that traditional 
regime analysis (Esping-Andersen, 1990) no longer represents a valid 
framework for contemporary analysis. 
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Conclusion
This chapter analysed to what extent the social investment perspective 
finds its expression in the social expenditure profile of the OECD 
member states. Our findings are ambiguous. We find evidence for 
increasing levels of public social expenditure and convergence processes. 
A ‘race to the bottom’ in social expenditures cannot be confirmed. Since 
the 1980s, expenditure for old age insurances has increased. At a lower 
spending level, the welfare states have also increased public resources 
for families. In contrast to old age insurance and families, expenditure 
for active and passive labour market policies remains stable.

The results for education spending are puzzling. Although education 
plays an important role in the social investment approach, on average 
public expenditure for education has decreased since 1980. The 
perspective that social policies should focus more on prevention and 
social investment than on compensating for social risks does not find 
its expression in increasing levels of education spending. But here the 
division of labour between the state and the private sector in education 
funding is crucial. We have to consider a growing weight of private 
financial contributions. Whereas in Denmark, Sweden and Norway 
high levels of total investment in education is based almost entirely on 
public education funding, in New Zealand and the USA in contrast, 
funding is borne by substantial private engagement.

We also identified diverse spending priorities for different types 
of welfare states. There are considerable differences between the 
OECD member states in their compensatory strategies and social 
investment strategies during the 1980s and 1990s, and the differences 
between the transfer-heavy continental European welfare states and 
the service-oriented Scandinavian countries still hold true in 2007 
with the Scandinavian countries spending most on benefits in kind. 
But in sum, an ageing population, an emphasis on active rather than 
passive measures, increased female labour force participation and calls 
for gender equality have resulted in more investment in services in the 
majority of the OECD member states since the 1980s. Still, we find 
mixed evidence to support the claim that welfare states are moving away 
from compensatory social policies towards a ‘rechannel[ing] of social 
expenditures toward social investment’ (Palier, 2006: 114). Countries 
which spend more for investment-related social programmes are the 
Scandinavian and, at a lower spending level, most of the English-
speaking countries. Continental European countries such as Belgium, 
France and the Netherlands have relatively high expenditure levels 
on both scores, with still a predominance of compensatory-related 
expenditure. Germany, Japan, Poland and the southern European 
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countries still display high levels of spending on compensatory social 
policies and little on investment-related social policies, especially in 
the sphere of education.

The Scandinavian countries (Finland, Norway, Sweden and 
Denmark) are extraordinarily strong in linking a high level of education 
for most of their population (see Chapter Eight) and a high degree of 
support in cases of unemployment, illness and old age. Countries in 
this group pursue a social investment approach with double liability. 
In contrast, most of the English-speaking states follow the neoliberal 
entreaty to scale back state benefits and to embark on the Third Way’s 
priority investment in human capital. It remains an open question 
whether and to what extent the OECD countries will converge on 
the Scandinavian or the British version of the social investment state, 
or find new development paths.

Notes
1 We would like to thank Simone Grellmann and Benjamin Edelstein for 
their support in the research and processing of the data used in this study.

2 Data by EUROSTAT for social benefits by function are not as detailed as 
the data provided by the OECD.

3 Due to data availability the measures of convergence include only the 
so-called ‘established’ 21 OECD member states. These are: Australia, Austria, 
Belgium, Canada, Denmark, Finland, France, Germany, Greece, Ireland, Italy, 
Japan, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, 
Switzerland, the UK and the USA.

4 The expenditures for cash benefits and benefits in kind include the following 
categories: old age, survivors, incapacity related, family, active labour market 
programmes, unemployment, housing and other social policy areas.

5 A third type of public spending on family benefits is the financial support 
to families provided through the tax system. Tax breaks towards families are of 
considerable size in Germany, France, Japan, the Netherlands, and particularly 
in the USA (OECD, 2007a).

6 We refer to the year 1985 due to data availability. The OECD data series for 
active labour market policies does not include data before 1985.

7 Expenditures for families include benefits in kind as well as cash benefits. 
Both policies support families in the financial burden of child rearing.
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