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Preface

This study is a part of the program Sustainable Nordic Welfare at the Nordic Council of Ministers. The purpose of the program is to provide concrete and innovative solutions for the Nordic governments to manage welfare policy challenges. Hopefully the solutions suggested will help enhancing quality and equality in education, employment, and health and social care in the Nordic countries.

In more concrete terms the present report originates from 2012 when The Nordic Council of Ministers decided, together with the Nordic employer organizations, to start a joint study. The specific aim was to provide a basis for a number of recommendations to the Nordic governments on possible solutions to challenges facing the Nordic countries after the financial crisis and increased globalization.

The assignment was given to the Research Institute of the Finnish Economy, ETLA, in cooperation with several other Nordic universities and research institutes. A special reference group for the study was also formed consisting of representatives from the Nordic employer organizations and the Council of Nordic Trade Unions.

We sincerely hope this study can contribute to the ongoing political debate within the Nordic countries concerning future directions of our societies in order to ensure global competitiveness while remaining strong welfare societies. We also hope this report can contribute to the international debate about the Nordic example by providing in-depth analysis to different characteristics of our societies.

Copenhagen, 7 April 2014
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Dagfinn Høybråten

Secretary General

Nordic Council of Ministers


Authors foreword

The Nordic way of combining market mechanism and public intervention in organising the economy has received considerable positive attention recently. The Economist used the headline “The next supermodel” for its special report on the Nordic countries in February 2013. This admiration notwithstanding, the Nordics have been hit hard by the global and European crisis. Furthermore, like other developed economies, they face important challenges going forward, stemming from technological change, globalisation and ageing.

This was the backdrop of the “Norwell” research project on the Nordic model The Research Institute of the Finnish Economy ETLA undertook to coordinate at the request of the Nordic Council of Ministers (NCM). The results of the project are reported in this book.

The overall message is encouraging. Yes, a Nordic Model still exists, even if it perhaps is less unique and less uniform than commonly thought. And yes, the Nordics are challenged in many ways and given the large size of the public sector more seriously in some regards than many other developed economies. To sustain the model, reforms are needed, in different ways and degrees in different Nordic countries. However, the Nordics have also demonstrated a significant capacity to reform and adjust. Their starting points are also in many respects strong. Thus, while difficult times lie ahead for some of the Nordics, there is no reason to believe that the Nordic countries would not prove resilient also in the coming years.

We want to thank all the contributors for their dedication and excellent co-operation. Similarly thanks go to the members of the reference group consisting of the representatives of the Nordic social partner organisations and the Secretariat of the NCM for very good and informal, “Nordic”, cooperation. Finally, we are very grateful for the financial assistance of the Nordic Council of Ministers which made this exercise possible.

Helsinki, 6 April 2014
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Summary

This book takes stock of the Nordic model and discusses the policy challenges from an economic point of view. The book is organised in three parts. Part I analyses the recent performance of the Nordic countries from a comparative and mainly macroeconomic perspective and identifies major challenges. Part II contains concise thematic analyses on competitiveness, pensions and longevity, health care, immigration, school dropouts, young pensioners and taxation. Finally, Part III looks more in depth at the key challenges and discusses the need and options for policy reforms.

Part I shows that the Nordics are not quite as unique or as uniform as often claimed. Many countries post equal or higher standards of living and many have almost equally low income differentials. However, it is still legitimate to talk about the Nordic model. The combinations of high average living standards, low income disparities and low levels of poverty reached by the Nordics are among the best in the world. Furthermore, these outcomes have been obtained through institutions and policy orientations that have distinct Nordic characteristics: flexicurity in the labour markets, large investments in human capital, extensive work-oriented public safety nets financed by high taxes, efficient public sectors including the tax systems by international standards, acceptance of structural change supported by a high degree of trust in the society.

While the macroeconomic performance of the Nordics was very good in the decade prior to the global crisis, the Nordics were not spared from its effects. Iceland and Finland have been hit especially severely, for different reasons. However, the strong starting points with regard to employment and public finances have cushioned the impacts. Unemployment has remained well below the European average and – with the exception of Iceland – drastic policy measures have not been necessary. Yet, the effects of the crisis on employment and public finances have coincided with the strengthening of some secular trends such as the impact of population ageing on labour supply and technical change that destroys non-routine jobs. The question of how the Nordics adjust to these changes in the economic environment has therefore become more pressing.

A slowdown of productivity growth is a problem in the Nordics as in other developed economies. A specific issue for the Nordics is the small size of the individual economies, which accentuates the challenge of promoting growth-enhancing innovations. Similarly, the pressure on public expenditures remains severe due to the ageing of the population and the combination of the so-called Wagner’s law and Baumol’s disease, while tax competition puts downward pressure on many tax rates. Policy reforms are needed to address these challenges. However, Part I concludes on a confident note: the high degree of trust in the Nordic societies is a valuable asset in adjusting to any pressures of change.

The thematic analyses in Part II provide new insights into a number of interesting developments and policy issues.

Competitiveness: The competitiveness of the Nordic economies has varied substantially over time. Firm-level studies show the importance of creative destruction for productivity growth. The results emphasize on one hand flexibility in the labour market and on the other the need for policies that provide adequate short-term income security for the unemployed, incentivize search for jobs and offer re-education to those with outdated skills.

Pension policy: Many of the fiscal problems due to population ageing could be alleviated by higher retirement ages. It seems, however, that the prospects of smaller pensions do not urge the employees to postpone retirement enough if the choice is voluntary. Policy reforms that link the earliest eligibility ages for old-age pensions to longevity would secure the income level of the pensioners at the same time as they strengthen public finances.

Health and long-term care: The continuous growth of public health and long-term expenditure partly reflects the preferences of the citizens and enhancing technological possibilities to improve welfare. But the trend for rapidly increasing unit costs together with an increasing number of customers due to population ageing sets limits to the capacity of public sectors to fulfil the expectations. Therefore we need at the same time explicit prioritization, more efficiency in public provision, non- ideological choices in the use of private production and increasing cost- sharing in the financing of the services.

Immigration: Integration of European labour markets offers opportunities to alleviate labour-market and fiscal problems caused by population ageing. At the same time, the large cross-country differences in wages and social insurance standards also put pressure on existing welfare state institutions. This may create a need for a tighter link between contributions paid and benefits received for example in unemployment protection.

Young pensioners: An individual level study shows that there is intergenerational transmission of disability pension dependence and school-to-work transitions entail risky elements. It seems also that the vocational rehabilitation currently in use does not improve the employability and employment of the individuals treated as much as expected.

School drop-outs: The Nordic countries rank among the best in terms of unemployed as a percentage of the youth non-student population. The positive news is also that many of those who have not completed secondary-level education by age 21 will do so later and the difference in labour market outcomes is surprisingly small. But for those at risk of ending up as NEETs (“not in education or employment”), a regular follow-up after completion of compulsory education would be very useful to facilitate early interventions.

Taxation: Globalization both increases the mobility of tax bases and provides more taxable income and consumption due to gains from increasing trade. To preserve the ability to finance the large welfare states, it is vital that the tax and transfer systems are designed to keep the employment rates high. The social security safety net must be kept employment-oriented. Alternative sources of income (to income taxation), such as taxation on property or user payments would be very useful.

Part III looks more in depth into the policy challenges outlined in Part I and discusses what could and should be done in various policy areas. The basic policy conundrum is that the demand for public safety nets and services tends to increase while the capacity to tax tends to decrease due to increasing mobility of important tax bases. The evaluation of six policy areas suggests that while the relative position of the Nordics is good in many fields, there is room for improvement in all areas, to different degrees in different countries. Adjustments in a realistic scale is considered sufficient to meet the challenges and if well implemented would not radically change the way the Nordic societies function.

Even more efforts should be put on skill-formation, and the emphasis of government interventions should be in the early years of life. While equal-opportunity education and life-long learning should be the catch words, the role of government financing should progressively decline with age. At universities, academic excellence should be given a clear priority to any other objectives.

High participation in the labour markets requires determined measures to compensate for the negative impact of ageing on labour supply. Elevating the statutory retirement ages and reducing the attractiveness of the early exit routes from the labour market is central in this regard. Making better use of immigrant labour resources is also important.

Labour market institutions and practices should be reformed to minimise unemployment. Wage flexibility and high mobility across occupations and in space is called for. Policy should not aim at protecting jobs but at helping people to adjust. Only the combination of high labour supply and low unemployment allows reaching the employment rates that are needed to finance the public expenditure levels necessary for the Nordic model. High employment rates are also important for keeping income disparities in check.

Fostering innovation and structural change continues to be a central part of the Nordic model aiming at a competitive standard of living. More public R&D funding is unlikely to be the right way forward, given the high level of such spending to begin with. The Nordic governments should continue to refrain from trying to “pick the winners” and focus on horizontal efforts to create good framework conditions for innovative economic activity.

Given the increasing mobility of important tax bases and the detrimental incentive effects of high taxes, increasing the overall tax ratios can hardly be the solution to the public finance pressures, even if the level of taxation is also a matter of political preferences. The focus should be on improving the efficiency and robustness of the tax system. Tax reforms should aim at stimulating labour supply, labour mobility, risk taking and capturing value in the global value chains.

Given the large size of the public sectors, improving the efficiency of the production of public services is an essential part of an adequate policy response. While there is no single superior way of organising public services, better use of market mechanisms would most likely help, as would an open-minded application of digital technology. A prerequisite for any successful reform is improved information about the quality of services.

To sustain the model, reforms are needed, in different ways and degrees in different Nordic countries. The adjustment needs are greatest in Finland and Iceland. Fortunately, the Nordics have demonstrated a significant capacity to reform. Their starting points are also in many respects strong. Thus, while difficult times lie ahead for some of the Nordics, and some widening of income disparities may be unavoidable, the message of the book is that refocused and recalibrated in a realistic scale the Nordic model has good chances of thriving well into the future.


Part I


1.     How well is the Nordic model doing? Recent performance and future challenges

Lars Calmfors1

1.1     Introduction

The Nordic welfare model has received a lot of international attention during the whole postwar period. In the 1950s and 1960s it was regarded as a success because of its ability to combine rapidly rising living standards with the build-up of a generous welfare state. Then there followed a period in the 1970s, 1980s and early 1990s with low growth and great macroeconomic problems which brought the model into disrepute. But recently there has been renewed international interest in the Nordic model.2 This has happened because macroeconomic performance was very favourable from the mid-1990s till the beginning of the international economic crisis in 2008. Public finances have also remained stronger in the four largest Nordic countries than in most other European countries during the crisis.

The traditional picture of the Nordic model has been one where a generous welfare state based on universalist principles, implying generous transfers to households and publicly provided services financed by high taxes, offers generous social protection at the same time as encompassing labour market organisations play a major role in regulating the labour market in a corporatist fashion.3 At the same time the Nordic economies have been open to trade and technological change. This is likely associated with high levels of spending on human capital investment, including child care, education and R&D. The model has delivered high income per capita, high employment, an equitable income distribution and gender equality.

The four largest Nordic countries all endured severe macroeconomic crises in the 1975–1995 period (see Eklund 2011 and IMF 2013 for brief accounts). In the late 1970s and early 1980s Denmark was the Nordic country with the most severe inflation and unemployment problems. This led to the adoption of a hard-currency option (pegging to the D-mark), a policy of fiscal restraint and government interventions in the wage-setting process. Norway was exposed to a banking and real estate crisis in the late 1980s. After that, incomes policies, with an explicit role for the government in wage negotiations, were used to restore international competitiveness and more restrictive fiscal policies were followed. In the early 1990s, Finland and Sweden suffered deep recessions after a period of rapid credit expansions in the aftermath of financial market deregulations resulting in strong booms, house price bubbles and large real exchange rate appreciations. The recessions involved large-scale bank failures. In Finland the downturn was reinforced by the collapse of trade with the Soviet Union. The recessions triggered large nominal exchange rate depreciations in both countries that restored international competitiveness and fiscal consolidation processes were initiated.

Starting in the 1990s, major economic reforms were implemented in all the four largest Nordic countries. Fiscal rules were tightened: in Norway with the aim of using oil and gas revenues to accumulate government wealth for the benefit of future generations; in Denmark, Finland and Sweden first in order to consolidate public finances after the earlier fiscal crises and later with the aim of building up buffers to help handle future strains from ageing populations. Markets for both products and services were deregulated and exposed to more competition. Labour market reforms, mainly involving less generous unemployment insurance (except in Norway) and more emphasis on activation measures (in all the four largest Nordic economies) were implemented. Wage-setting processes became more decentralised and allowed more flexibility for individuals, especially in Denmark and Sweden, although large elements of co-ordination through pattern bargaining were retained.

Developments have also differed between the four main Nordic countries in important respects. Norway has remained outside the EU. Finland has joined the euro, Denmark pegs its currency to the euro, whereas Sweden and Norway have flexible exchange rates and inflation targets. Labour market reforms have been most extensive in Denmark (already in the 1990s) and in Sweden (mainly after 2006), whereas they have been of much less scope in Norway. GDP rises in Norway have to a large extent been based on oil and gas revenues, while growth in Sweden and Finland has been very R&D-intensive and associated with the ICT sector.

Iceland forms a particular case with a gradual transition from a heavily regulated economy to a more market-oriented one in the 1990s and early 2000s (see e.g. Gylfason et al. 2007 and OECD 2011). Newly privatised banks were allowed to expand at a rapid pace, both domestically, fuelling an unsustainable credit boom, and abroad, until their assets stood at around 900% of GDP in mid-2008. The three main banks collapsed already in the beginning of the international financial crisis in 2008, which threw Iceland into a deep recession of a similar type as Finland and Sweden experienced in the early 1990s, but of a much larger magnitude.

Among the Nordics recent macroeconomic developments have been most favourable in Norway and Sweden, where GDP has increased above the pre-2008 levels. This is not the case in Denmark and Finland where the downturns have been more protracted. In Denmark this was due to a strong real appreciation, eroding international competitiveness, during the preceding overheating of the economy and the unwinding of the earlier property price boom with substantial falls in house prices which have depressed aggregate demand. Finland has suffered from severe structural shocks in the ICT, paper and pulp, and steel industries.

It is obvious from the above review that there have been large changes in the Nordic economies over the last two decades. Some developments have been common to all the Nordic countries, while in other respects the countries have followed different paths.

This chapter has three main objectives:


	To sort out in what respects the Nordic countries differ from other countries and how similar the Nordic countries are to each other. Do the Nordics still represent a group of countries that are distinct from other comparable countries?

	To discuss the economic developments in the Nordic economies over the last two decades compared with other countries. This analysis will look both at developments in 1990–2007 before the international economic crisis and at how well the Nordic economies have fared during the crisis.

	To identify major challenges facing the Nordic countries in the future which need further analysis.



1.2     How special are the Nordic countries?

This section looks at both economic outcomes and structural characteristics of the Nordic economies. This is done mainly with the help of diagrams that include the Nordics as well as comparable EU countries (the older member states) and the US. Diagrams as well as tables are placed at the end of the chapter.

1.2.1  Economic outcomes

In terms of GDP per capita (Figure 1a), the Nordics as a group beat all the comparison areas except the US. Iceland, Finland, Denmark and Sweden all belong to a group of mid-income countries together with the UK, France, Belgium, Germany, the Netherlands, Ireland and Austria, whereas Norway, due to its oil and gas incomes, has the highest income among the countries shown in Figure 1b after Luxembourg.

The Nordic countries stand out as a distinct group when it comes to income equality. Here they form a well-defined cluster. Among the countries in Figure 2b, Norway, Iceland, and Sweden are the ones with the lowest Gini coefficients for household disposable incomes. Finland ranks 5th after the Netherlands and Denmark 9th after also Belgium, Austria and Luxembourg. Whereas the average Gini coefficient for the Nordic group is 0.25, it is 0.32 for Southern Europe, 0.34 for the UK and 0.48 for the US. Only Continental Europe with a coefficient of 0.28 is close to the Nordic group.

The overall employment rate (employment in per cent of working age population 20–64 years old; see Figure 3) is higher in the Nordic countries than in all the four comparison areas. The similarities among the Nordics with respect to employment are the greatest when it comes to female employment (Figure 4). Here the five Nordic economies rank the highest (the order is Iceland, Norway, Sweden, Finland and Denmark) with employment rates between 70 and 80%. The similarities of the Nordic countries are also evident for employment of persons 55–64 years old (Figure 8), where Iceland, Sweden and Norway form a top trio with employment rates between 70 and 80%. Employment rates for this group are considerably lower, around 60%, in Denmark (ranked 5th) and Finland (ranked 8th).

In terms of total employment (20–64 year olds; Figure 3b) Iceland, Norway and Sweden are ranked 1st, 2nd and 3rd, respectively, with employment rates around 80% of the working-age population, and Denmark and Finland somewhat lower, 7th and 9th respectively, with employment rates in the 70–75% interval. Nordic employment performance is most “normal” when it comes to employment of 25–54 years olds (Figure 7), where the Nordics belong to a larger group of countries, including also Austria, the Netherlands, Germany, Luxembourg, France, UK and Belgium, all with employment rates in the 80–85% interval.

Although similarities between the Nordic countries are great when it comes to employment, differences are large with respect to working time. Hours worked per employed person (Figure 9b) differ widely among the Nordics with Denmark and Norway at the lower end (1 400 hours per year and ranked 16th and 17th, respectively, among the countries shown) and Iceland at the higher end (1 700 hours per year and ranked 4th). The Nordic countries are more similar with respect to hours worked per person of working age, still with Iceland having most working hours (Figure 10b). Comparing the Nordics as a group with other areas, working time per person in the working-age population (Figure 10a) is higher only in the US. But working time per employed person (Figure 9a) is lower than in all the comparison areas except Continental Europe. The longer working time per person of working age than per employed person in the Nordics relative to other countries is to a large extent a reflection of high female employment, which is often in part-time jobs.

Public finances are currently much stronger in the Nordic group than in the comparison countries. This applies to both general government net lending (the fiscal balance) and consolidated gross government debt (Figures 11a and 12a, respectively). However, Iceland is in a very different situation after its economic collapse in 2008. Figure 12b shows that the four largest Nordic economies all had consolidated gross government debt ratios in the range of 25–60% in 2013, below the EU debt ceiling of 60% of GDP. Of the countries shown in the diagram, only Luxembourg had a lower gross consolidated government debt. But the debt ratio in Iceland is almost 95%, which is close to the figure for Spain, one of the crisis-stricken eurozone countries. The Finnish debt ratio is also increasing and is likely to exceed 60% in 2014.

1.2.2  Structural characteristics

Looking first at the size of government, the Nordic countries stand out as the group with the highest share of government employment in total employment (Figure 13a). The Nordic group also has the highest tax revenues relative to GDP although Continental Europe comes close (Figure 14a). This conforms to the established picture of the Nordic model. However, total government expenditure as a percentage of GDP today is as high in Continental and Southern Europe and almost as high in the UK as in the Nordic countries (Figure 15a). This is partly a reflection of the recent deeper cyclical downturns in the comparison countries, which have raised government expenditure relative to GDP as there are no automatic cuts in government spending in downturns (rather transfers, such as unemployment benefit payments, increase). Figure 15b indeed shows that government expenditure have risen relative to GDP between 2000 and 2013 in the US and in all EU countries included except Germany, whereas this has not happened in Sweden. As shown in Figure 16a, social protection cash transfers are also larger in both Continental and Southern Europe than in the Nordic countries. Moreover, tax revenues are only somewhat smaller in Continental Europe than in the Nordic countries (Figure 14a).

Figures 13b–16b also show important differences between the Nordic countries as to the size of government. Total government expenditure as a share of GDP (Figure 15b) is much smaller in Norway (ranked 15th among the 18 countries in the diagram)4 and Iceland (ranked 12th) than in Finland (ranked 2nd), Denmark (ranked 4th) and Sweden (ranked 6th). Iceland (ranked 12th) is far below the other Nordic countries in terms of tax revenues in per cent of GDP (rank 1st for Denmark, 5th for Sweden, 6th for Finland and 8th for Norway; Figure 14b). The Nordic countries are most similar when it comes to government employment, which is higher in the four largest Nordic countries than in all the other countries in the diagram (Figure 13b). But there is a large dispersion among the Nordics when it comes to social protection cash transfers, which are quite low in Iceland, Norway and Sweden (Figure 16b).

Figure 17b shows that Sweden, Denmark and Finland have high marginal income tax rates in an international comparison (around 55%; the countries are ranked 3rd, 4th and 5th in the diagram, respectively). The top rates are considerably lower in Norway and Iceland, which reduces the Nordic average so that it is about the same as the averages for Continental Europe, Southern Europe and the UK (Figure 17a).

An interesting observation is that the Nordic countries are not unique when it comes to the redistributive effects of the tax and transfer system. This is illustrated in Figure 18, which gives the difference between the Gini coefficients for household market and household disposable incomes. Among the Nordics taxes and transfers do most redistribution in Finland (though not as much as in Belgium). But the amount of redistribution in the other Nordic countries does not stand out. In particular it is lower in Iceland and Sweden than in most of the other European countries shown. A likely explanation of the surprisingly low amount of redistribution in the Nordic countries is the success in reaching high employment rates. As a large fraction of population has earned incomes, the need for social transfers is reduced at the same time as these groups also pay at least some taxes. The fact that Finland displays the highest redistribution effect is consistent with this explanation, since Finland has the lowest employment rate among the Nordics.5

Figure 16 together with Figures 19–20 illustrate some aspects of social protection. Total social protection transfers (including both cash and in-kind transfers (via public consumption) are high relative to other countries in Denmark, Sweden and Finland (Figure 16). Looking at the government(sponsored) unemployment insurance, the Nordic countries as a group have the highest net replacement rates (after-tax unemployment compensation relative to the previous after-tax wage) for both short-term and long-term unemployed (Figures 19a and 20a).

But for short-term unemployed (Figure 19b), Sweden has, after the reforms of unemployment insurance and the introduction of earned income tax credits in recent years, become an outlier among the Nordics with a replacement rate around 67% (and rank 14th among the countries in the diagram), whereas replacement rates are 70–80% in the other Nordic countries (with Denmark ranked 2nd, Iceland 5th, Norway 6th and Finland 8th). For long-term unemployed (Figure 20b), there is more homogeneity among the Nordic countries, although they do not top the ranking (net replacement rates for long-term unemployed are higher in Ireland, the Netherlands and Luxembourg). Finland, Denmark, Iceland and Norway are clustered together with replacement rates in the 65–70% interval. Sweden is less generous than the other Nordic countries also with respect to the long-term unemployed (a replacement rate around 60%), but ranks higher in this respect relative to the other countries in the diagram than for the short-term unemployed. Figures 20a and 20b serve to illustrate the universalist character of the Nordic welfare model: high social protection also of groups marginally attached to the labour market. But as can be seen, such fairly generous protection of the long-term unemployed is also the case in several other European countries.

There are large similarities among the Nordic countries also with respect to other labour market institutions. This applies in particular to trade union density, which is much higher in the Nordic group than in the comparison regions (Figure 21a). The Nordic countries top the ranking in Figure 21b with a density of around 80% in Iceland and densities close to 70% in Finland, Denmark and Sweden. Norway has a trade union density of 55% but still ranks as number 5 of the countries shown. Although unionisation has fallen over the last twenty years in the Nordic countries, and particularly in Denmark, Sweden, and Iceland, this has not affected their relative positions (see also Schnabel 2013).

Unlike with trade union membership, the Nordics do not stand out as a group of their own regarding the coverage of collective agreements. It is higher in Sweden, Finland and Iceland (85–90% of the work force, but not as high as in Austria and Belgium; see Figure 22b) than in Denmark and Norway (70–80%, which is also below the figures for France, Spain, the Netherlands and Italy). Looking at the Nordics as a group (Figure 22a), it turns out, somewhat surprisingly, that the coverage of collective agreements is somewhat lower than in Continental Europe. Traditionally, the four largest Nordic economies have been characterised by highly co-ordinated wage bargaining (with tri-partite negotiations involving also the government in Finland and Norway). In recent years coordination has been weakened (especially in Denmark), but important elements still remain mainly through pattern bargaining with the manufacturing sector acting as norm setter.

Figure 23 shows the most recent OECD indicators of the strictness of employment protection for permanent workers and workers on temporary contracts, respectively. For permanent workers employment protection is in a middle range for all the Nordic countries (stricter than in the US, the UK and Ireland, but less strict than in most Continental and Southern European countries). Among the Nordics Sweden has the strictest and Finland the least strict regulation for permanent workers. With the exception of Norway all the Nordic countries have low degrees of employment protection for workers on temporary contracts. This is in particular the case for Sweden and Iceland. The traditional view has been that Denmark has significantly less employment regulation than the other Nordic countries. However, the revised OECD data shown in Figure 23, taking account not only of legislation, but also of collective agreements and case law, no longer provides such a picture.

A common trait of the four largest Nordic countries is the emphasis on active labour market programmes designed to help the unemployed find jobs. The various measures in Table 1 all indicate that such programmes play a larger role in the Nordics than in the comparison countries (although the importance is somewhat lower in Finland than in the other Nordic countries). The focus on activation measures together with less strict employment protection than in Continental and Southern European countries makes it reasonable to talk about a common flexicurity model for the four largest Nordic economies.

When it comes to product market regulations, the Nordics as a group appear more regulated than both Continental Europe and the UK (Figure 24a). Sweden, Norway and Iceland are considerably more regulated than Denmark and Finland according to a recent OECD indicator (Figure 24b). It should be kept in mind though that measuring accurately the degree of product market regulation is difficult.6 In terms of foreign trade dependence the Nordic countries form a middle group together with Austria, Germany, Portugal and Spain (Figure 25b).

When it comes to R&D expenditure, Finland, Sweden, and Denmark are at the top, all with such expenditures at or above 3% of GDP, whereas Norway spends only about half that amount and finds itself ranked as low as 13th of the countries shown in Figure 26b. As a group the Nordics spend more in terms of GDP than all the other regions shown except the US (Figure 26a).

It has become popular to compare the “competitiveness" of various economies by constructing summary measures aggregating a large set of factors. These measures should not be taken too seriously as it is not obvious exactly what they reflect and the factors included can sometimes appear quite ambiguous.7 Still, it is noteworthy that the four largest Nordic economies often come out high in such comparisons, as shown by Figure 27, although the rankings differ between measures. Another prominent feature of the Nordic countries is the high degree of organisational and technological change. This is highlighted by Figure 28, which shows the percentages of workers reporting that they had been subject to substantial organisational and technological changes in their workplace.

1.2.3  The Nordic model

The conclusion from the review above is that the Nordic economies are similar in many respects, but that there are also important differences. The most distinct feature of the Nordic economies in terms of economic outcomes is the high degree of income equality. All the Nordic economies are also high-employment ones. The Nordics stand out the most for their high employment of females and older people, whereas they appear as more “normal” Western European economies when it comes to employment of prime-aged people (25–54 years old). But in terms of working time, there are large differences between the Nordics. The four largest Nordic countries all have low government debt, whereas the government debt-to-GDP ratio in Iceland is quite high. This could be taken to suggest that there is no particular Nordic trait resulting in good public finances, but that fiscal outcomes are more associated with the timing of economic and financial crises: earlier crises have helped shape a consensus on the need for fiscal discipline in the largest Nordic economies, whereas Iceland is still suffering the fiscal consequences of the recent financial melt-down (see also Eklund 2011 and Calmfors 2013).

The Nordic economies have a number of structural characteristics that motivates the talk of a Nordic model. Although there are differences, a common trait is the flexicurity focus on facilitating adjustment in the labour market through active labour market programmes and fairly low employment protection. The Nordics are also characterised by high trade union membership and high coverage of collective agreements, although they do not form any group distinct from other comparable European countries in the latter respect (coverage is higher in several other countries).

The Nordic countries are still characterised by “big government”. This applies in particular to government employment, which is higher than in comparable countries. But the Nordics are no longer unique with respect to overall government expenditure (which reflects high government transfers in several other European countries, but also that government expenditures have risen relative to GDP since the onset of the financial crisis) and tax revenues. Income protection for individuals in the case of unemployment provided (or sponsored) by the state is fairly generous, although this is the case also in the Continental European countries. Somewhat surprisingly, the total redistributive effects of the tax and transfer system are not particularly large in the Nordic countries. This probably reflects high employment which reduces the need for such redistribution.

A variable where (the four) largest Nordic countries differ a lot from other European countries is one that could be regarded both as a structural characteristic and an outcome variable: trust. Trust is a structural feature to the extent that it lowers transaction costs as well as facilitates decision-making in various areas (in both the private sector and politics). It has indeed been claimed that a high level of trust promotes good economic outcomes (see, for example, Blanchard et al. 2013 and Bützer et al. 2013). But trust can also be seen as an outcome variable, as outcomes that are regarded as desirable by most people are likely to foster a high degree of trust. Table 2 shows that the four Nordic countries exhibit the greatest degree of trust among the countries included independently of whether it is measured as general trust in people, trust in politicians or trust in the legal system.

To sum up, it makes sense to talk about a Nordic welfare model where the state offers a safety net to its citizens at the same time as both product and labour markets are fairly flexible. The model also includes high investment in human capital of various forms through spending on child care, education and R&D. Overall, the Nordic model seems to foster a high level of trust in society which makes it easier to accept openness to foreign trade and technological change. But at the same time it should be realised that in many respects, such as the size of government, the degree of income protection and importance of collective agreements, similarities with other comparable European countries, like Austria, Belgium, Germany and the Netherlands, are great.

1.3     Developments since the early 1990s

This section looks more closely at macroeconomic developments since the early 1990s.

1.3.1  Developments over the 1990–2013 period

Figure 29 shows that GDP growth in Norway and Iceland has been higher than the EU-15 average (and in Germany) over the whole 1991–2013 period. All the Nordic countries also suffered severe set-backs with GDP falls in 2009. The fall was by far the largest in Iceland where it was a consequence of the severe financial crisis and where it continued also in 2010. Finland, Sweden and Denmark also had sharp falls. But in Sweden output rebounded strongly again with GDP in 2013 being 5.4% above the pre-crisis level in 2007. This did not happen in Finland, where output in 2013 was still 5.5% below that level. This is explained by the exceptional structural shocks that have hit the ICT, paper and pulp, and steel sectors in this country.8 Over the whole 1991–2013 period GDP growth in Finland exactly matched average EU-15 growth. After the contraction in Denmark in 2008-2009, the recovery there has been sluggish, still leaving output in 2013 below its pre-crisis level. This is largely explained by the strong real exchange rate appreciation during the preceding boom, the bursting of a house price bubble and the high degree of trade integration with the eurozone. GDP grew considerably less in Denmark than in the EU-15 over the whole 1991–2013 period. Norway has had the most even development over this period and suffered only a small setback in the beginning of the recent crisis.

Labour productivity measured as GDP per employed person has increased faster than the EU-15 average (and in Germany) in all the Nordic countries over the 1991–2013 period, but with considerably higher productivity growth in Finland and Sweden than in the three other Nordic economies (Figure 30). As should be expected during a cyclical downturn with labour hoarding, labour productivity has stagnated from 2008 onwards in all the Nordic countries.

Table 3 decomposes growth of GDP per hour into contributions from changes in labour composition, ICT capital, non-ICT capital and total factor productivity in a number of countries for the 1995–2007 and 2008–2013 periods. In the first period, Finland and Sweden stood out as the countries with the highest total factor productivity growth. Only Austria and Germany came close. In contrast, total factor productivity growth during this period was low or non-existent in Norway and Denmark. In these countries the main contribution to labour productivity growth came from accumulation of non-ICT capital. Hence, the growth models of the four largest Nordic countries have been very different. The table also decomposes labour productivity growth in 2008–2013 into contributions from various factors, but this is less revealing for growth patterns as the period is characterised by low resource utilisation.

Looking at aggregate labour market developments (employment as a percentage of working-age population and unemployment as a percentage of the labour force in Figures 31 and 32, respectively), the deep downturns in the first half of the 1990s in Finland and Sweden are clearly visible. Subsequently, up till the beginning of the worldwide economic crisis in 2008 labour markets in these countries recovered as did labour markets in the EU-15, although the Finnish and Swedish recoveries were stronger. Denmark also had a strong labour market recovery up till 2008, but after that the labour market situation deteriorated substantially. The deterioration in the labour market was even more pronounced in Iceland during its deep financial crisis. Norway has had the most stable labour market developments with a fall in unemployment around the mid-1990s and subsequently very low levels around 4%.

Figures 33–35 show developments of youth unemployment, unemployment of low-skilled workers and long-term unemployment. Although youth unemployment in Sweden and Finland fell after the crisis in the beginning of the 1990s, it remained higher than in the EU-15 until 2010–2012. The development in Sweden is particularly noteworthy: a strong upward trend from 2000, which contrasts with developments in the other Nordic countries. Norway, Denmark and Iceland all have had rather low youth unemployment, although levels have risen during the recent crisis. Despite a compressed wage structure, unemployment of unskilled workers has been lower in all the Nordic countries, except in Finland before the recent crisis, than in the EU-15, but developments over time have been similar. Although long-term unemployment has recently shot up substantially in Iceland and Denmark, it has been consistently lower in the Nordic countries than the EU average. The likely explanation is a larger use of active labour market programmes to prevent long periods of unemployment (see Table 1).

There was a strong trendwise improvement in government net lending in all the Nordic countries from the first half of the 1990s till the beginning of the international crisis in 2008 (Figure 36). This improvement was stronger than in the EU-15. This was due to both stronger discretionary consolidation efforts and larger automatic stabilisers, i.e. larger automatic responses of the fiscal balance to cyclical output variations, associated with the large size of the public sector (see e.g. Swedish Fiscal Policy Council 2009, 2011). Because of its oil and gas revenues Norway ran large fiscal surpluses (of the order of magnitude of 8–18% of GDP in 2000–2008), but surpluses emerged in the other Nordic countries, too. These developments are reflected in declines of government net debt between the mid-1990s and 2007/08 in all the Nordic countries (Figure 37). Net government debt was negative, i.e. the government had positive net financial wealth, in all the Nordic countries except Iceland before the crisis.

The financial crisis in Iceland led to a dramatic worsening of the fiscal balance in that country between 2007 and 2008 (of around 19% of GDP) because of government support to the failing banks and dramatically falling tax revenues. The outcome was a fiscal deficit of 13.5% of GDP in 2008. However, subsequently the deficit has been cut very significantly (amounting to only 2.7% of GDP in 2013). During the crisis there have also been large deteriorations of the fiscal balances in Denmark, Finland and Norway. The deterioration has been the smallest in Sweden. Deficits have emerged in Denmark, Finland and Sweden, whereas Norway still had a fiscal surplus of more than 11% of GDP in 2013. The described developments of the fiscal balance during the crisis are reflected in the developments of the government net financial position. In Iceland, there has been a huge increase in debt. The government net financial position has also deteriorated significantly in Finland and Denmark, whereas it has stayed more or less constant in Sweden. In Norway, the fiscal surpluses have meant that government net financial wealth has continued to increase.

Figure 38 shows that not only Norway, but also Sweden, Finland and Denmark have had large current account surpluses for most of the 1990–2013 period, indicating an excess of domestic saving over investment. Here Iceland is the odd man out with large current account deficits over the last 15 years. Sweden and Norway have sustained their current account surpluses during the recent crisis, whereas the earlier surplus in Finland has turned into a small deficit. In Denmark the current account surplus has even increased during the crisis, as households have tried to restore their balance sheets after the fall in house prices through increased saving, at the same time as investment has fallen. A similar process – but of much greater magnitude – has taken place in Iceland, where the current account deficit has fallen from around 25% of GDP in 2008 to around 4% in 2013.

Figure 39 shows the development of the international competitiveness of the Nordic economies (relative unit labour costs) since the early 1990s. In Finland and Sweden relative unit labour costs fell substantially in the first half of the 1990s due to large nominal exchange rate depreciations. There was a smaller fall in relative unit costs in Iceland.

In Norway relative unit labour costs have instead been increasing since the early 1990s. This can be seen as a Dutch disease phenomenon (oil wealth driving up aggregate demand and hence domestic wages and prices relative to other countries). In Iceland and Denmark relative costs increased up till the beginning of the financial crisis. This was a response to strongly overheated economies. Icelandic relative costs then fell dramatically when the nominal exchange rate depreciated. Danish relative costs started falling first in 2010, when the prolonged downturn caused slower wage growth. Developments in Finland and Sweden have been less dramatic with a tendency for relative costs to fall in Sweden and to rise in Finland up till 2009/2010. Subsequently, relative unit labour costs have risen somewhat in Sweden and fallen in Finland. In the latter country the profitability of export firms has fallen more than the relative unit labour cost indicator suggests due to a more general decline of the prices of many Finnish export products.

The relative cost developments are reflected in the developments of export market shares shown in Figure 40. In both Denmark and Norway export market shares have trended downwards from the early 1990s. The development in Iceland has been similar, although there has been a sharp turnaround after the large fall in relative costs during the financial crisis. Finnish and Swedish market shares increased in the 1990s, but have fallen from 2000 onwards. The swings in Finland have been much more pronounced than in Sweden. Finnish market shares increased by nearly 40% between 1991 and 2002. But the subsequent decline has been equally dramatic. These developments are mainly explained by the shifting fortunes of the Nokia-led ICT cluster (Holmström et al. 2014).

1.3.2  Relative performance of the Nordics

After the crises in the early 1990s up to the beginning of the Great Recession in 2008 economic developments were favourable in the Nordics relative to those in comparable European countries. This holds for GDP, productivity, employment and public finances. Wide-ranging product market deregulations likely contributed to growth.9 So did probably also comprehensive tax reforms (including a broadening of tax bases, a lowering of tax rates and the introduction of a dual tax system with lower – nominal – taxation of capital incomes than of labour incomes) in the four largest Nordic economies in the early 1990s. Other contributing factors may have been creative destruction of stagnating firms during the crises in the early 1990s and more of individual wage setting stimulating individual effort (see e.g. Calmfors 2013a as well as Korkman and Suvanto 2013). Finland and Sweden were well placed to develop ICT technology because of the strong market positions of Nokia and Ericsson.

A contentious issue is what explains the favourable employment developments in the Nordic economies from the mid-1990s up to 2008. Well-functioning labour markets are often advanced as an explanation. An alternative explanation is a strong recovery of aggregate demand during this period (in Finland and Sweden associated with large nominal exchange rate depreciations in the early 1990s). The tension between these two explanations is well illustrated by Denmark, where it has been a commonplace to attribute the earlier rise in employment to comprehensive labour market reforms including less generous unemployment benefits (especially for young people) and a larger focus on activation measures. However, in retrospect it appears that much of the strong employment rise in Denmark may have been associated with a boom fuelled by fast credit growth and leading to a housing price bubble, which resulted in a deep recession and a large employment fall when it burst.

How well have the Nordic countries been doing during the current economic crisis compared to other countries? Table 4 summarises developments of GDP, the labour market (employment, labour force participation and unemployment), public finances (government net lending and consolidated government gross debt) and income distribution (Gini coefficient and P90/P10 household disposable income ratios) over the period since 2008. Because the Icelandic situation has been so special, averages are given for the Nordic countries both including and excluding Iceland.

Compared to Southern Europe the Nordic countries as a group have, of course done much better in terms of GDP, employment, unemployment and government debt developments. But relative to Continental Europe, the deterioration of the economic situation has in several respects been larger in the Nordic countries (both including and excluding Iceland). Averages for both the employment and the labour force participation rates have fallen by more in the Nordic countries than in Continental Europe. Unemployment has risen by more. Government net lending has fallen by more. GDP has developed more weakly. The only variable in the table where developments have been more favourable concerns government debt which has increased by less in the Nordic countries (both when including and excluding Iceland) than in Continental Europe.

Table 4 also repeats the differences in developments among the Nordics during the current economic crisis discussed above. In terms of changes in GDP, the employment rate, the labour force participation rate and government net lending, Sweden comes out much better than the other Nordic countries. Unemployment has also increased less in Sweden (and Finland) than in Denmark and Iceland, but the increase has been even smaller in Norway despite the fact that employment developments have been better in Sweden. The explanation is that labour force participation has fallen by less in Sweden than in Norway (see also Section 1.4.5). Consolidated gross government debt has been more or less stable in Sweden during the crisis, whereas it has increased considerably in Iceland, but also in Finland and Denmark. Debt developments have, due to oil and gas revenues, been even more favourable in Norway than in Sweden (a large reduction in consolidated government gross debt).

Finland and Iceland have had the most unfavourable GDP development, with falls of 5.2 and 4.1%, respectively, over the 2008–2013 period. However, among the Nordic countries the employment rate has fallen and the unemployment rate has increased the most in Denmark.

Changes in income distribution (the last two columns in Table 4) appear to have been small everywhere. The largest change has occurred in Iceland, where the Gini coefficient fell by 3.3 percentage points in 2008-2012. The explanation is the reduction in incomes of “capitalists” in this country during the deep crisis.

The comprehensive labour market reforms, including less generous unemployment insurance, the introduction of large earned income tax credits and more narrow gateways to sickness insurance and disability pensions are probable explanations of the relatively favourable macroe-conomic performance in Sweden in recent years (Swedish Fiscal Policy Council 2010, 2011). Also a versatile production structure has contributed to the relative success of Sweden, particularly in comparison to Finland, which has been very vulnerable to the recent declines in its ICT, forest and steel sectors.

1.4     Future challenges

What are the prospects for a continued strong economic performance in the Nordic countries? It is important to identify future challenges to such a development. Below challenges in five areas are discussed:


	Productivity growth

	Human capital accumulation

	The tax system

	The sustainability of public finances

	Employment



1.4.1  Productivity growth

A first challenge is to sustain high productivity growth. As discussed in Section 1.3.1, the earlier experiences of the Nordic countries have been diverse. Finland and Sweden had the highest labour productivity growth in 1995–2007 based on high total factor productivity growth. The ICT sector played an important role in these developments. Productivity growth was slower in Norway and in particular in Denmark.

During the crisis labour productivity growth has been weak in all the Nordic countries as elsewhere and total factor productivity growth has been negative (see Table 3). The question is whether this only represents cyclical developments, because firms have chosen to retain staff for the future instead of adjusting employment fully to the downturn in the economy, or whether it also represents a lower trend increase in productivity. A worrying sign is that labour productivity actually fell in both Norway and Sweden already before the outbreak of the international financial crisis (see Figure 30). OECD (2012b) also finds some evidence in favour of structural breaks indicating lower trend growth of labour productivity in Finland.

A possible hypothesis is that technological developments, contributing to labour productivity growth, are now slower than earlier, especially in the ICT sector (Konjunkturinstitutet 2012). A strong version of this hypothesis is Gordon (2012), who claims that the computer and internet revolution in the US represented only a temporary deviation from a slowing trend increase in productivity that has now come to an end because inventions since 2000 have mainly centred on entertainment and communication “that do not fundamentally change labour productivity.” There is also a risk of long-run effects from the prolonged economic downturn: lower investment has meant less rapid capital deepening at the same time as the speed with which new technology is being introduced has slowed down. In Finland aggregate productivity growth is hampered both because productivity growth in the ICT sector is lower than before and because the sector (where productivity growth is still higher than in the rest of the economy) has shrunk in size (OECD 2012b).

The prospect of slower technological progress in coming years suggests the need to promote productivity growth in other ways. As investment in immaterial assets (software, data bases, R&D, design, product development, organisational change, etc.) seems to be an important driver of productivity growth (van Ark et al. 2009, Corrado et al. 2012), more such investment could help keep up productivity growth. OECD reports on Denmark and Finland have pointed to the potential for higher productivity growth in the service sector in these countries through enhanced competition and deregulation: this could entail the opening-up of government-dominated sectors, in particular the health sector, to more of private provision and the loosening of zoning and planning restrictions in the retail sector with the aim of increasing store-level scale economies (OECD 2012a,b).

Yet another issue concerns the contribution structural change in the economy (re-allocation of resources) could give relative to within-sector and within-firm productivity growth. This issue is particularly pertinent in Finland, where the setbacks in the ICT, forest and steel industries motivate re-allocations of both capital and labour to other sectors. In the context of structural change the strictness of employment protection may be an important factor. Such regulations increase firms’ costs of adjusting employment and could distort the composition of employment between temporary and permanent workers. They may therefore result in an inefficient allocation of labour and hence lower productivity growth.

It is obviously an important challenge to find the most efficient ways of promoting productivity growth. A particular problem may be the small size of the Nordic economies in a globalised world facing rapid technological change. Given that the Nordics are at the technological frontier in many fields, they need to innovate based on their own R&D efforts rather than on imitation. Given the small size of the economies, they cannot invest simultaneously in many different fields of innovation activity. On the one hand, this might suggest that innovation policies should be targeted. But on the other hand, government authorities are likely to be bad at forecasting which technologies might take off.

1.4.2  Human capital accumulation

The stock of human capital used in production is an important determinant of labour productivity. According to OECD (2013a) differences in the use of reading skills in production explain about 30% of the variation in labour productivity across countries. Due to matching problems the use of skills is only weakly correlated with skills proficiency in the population. Still, skills proficiency forms the potential for the human capital that can be used in production.

The OECD’s PISA studies, which have been conducted every third year since 2000, measure 15-year olds’ reading ability and their proficiency in mathematics and science. Figure 41 shows how the relative performance of the Nordic countries in the three fields has developed over time. Overall, Finland has done very well, although results have worsened in the two latest studies. The other Nordic countries have done less well, indicating a substantial potential for improvement. A – perhaps – surprising finding is that Finnish students appear to be the least happy ones at school (only around 65% state that they are happy compared to around 85% in the other Nordic countries) despite the good study results (OECD 2013b). A possible interpretation is, of course, that there is a trade-off between effort and having “a nice time” at school.

In the PISA studies Iceland and Denmark have done substantially worse in reading and science than in mathematics, whereas Norway and Sweden have done worse in mathematics and science than in reading (although the relative reading performance of Swedish students is about the same as the science performance in the latest study). Looking at trends, Denmark has improved over time in science but deteriorated in math. However, what stands out most is the strong downward trend for Sweden in all three measures. This has triggered an ambitious school reform programme in Sweden encompassing inter alia measures to enhance the competency of teachers, to create more of a career ladder for them involving higher pay in the case of promotion, the introduction of grades for pupils at lower levels than before and a new grading scale, initiatives to strengthen skills in mathematics, science and technology, the introduction of more national tests, changes in vocational education including the introduction of a new apprenticeship system (see Swedish Fiscal Policy Council 2011 for a survey of these reforms). So far, these reforms have not reversed the downward trend for Sweden in the PISA studies, which is a clear indication of how difficult it can be to achieve fast results in this field.

The OECD has recently also carried out a first study (PIAAC) of the skills proficiency of the adult population (16–64 years old) in various countries (OECD 2013a). The survey looks at numeracy, literacy and problem-solving capacity in technology-rich environments in 2011/12. Numeracy and literacy measure similar capacities as mathematics and reading in the PISA studies. Problem-solving in technology-rich environments is defined as “the ability to use digital technology, communication tools and networks to acquire and evaluate information, communicate with others and perform practical tasks.” Table 5 shows that the Nordic countries come out much better in the PIAAC study than in the PISA studies. Finland still performs the best among the Nordic countries, but Sweden, Norway and Denmark also come out very well here. The difference for Sweden between the PIAAC and the PISA studies is striking. The better results of the Nordic countries for the adult population in the PIAAC study than for young people in the PISA studies could to some extent reflect a higher quality of education in the past than now. But in all likelihood a large volume of adult education is an important explanation, as there is a strong correlation between this variable and the skills proficiency of the population (OECD 2013a).

The most important challenge in the field of education is to reach the partly overlapping groups of young people who drop out of the school system, immigrants with a foreign-language background and employees in elementary occupations (where low proficiency in numeracy, literacy and computer skills may hamper the introduction of new technology and organisational structures that raise productivity). A crucial issue is which types of programmes are the most effective in helping low-performing students: Is it early-prevention programmes targeting such students at a very early stage (possibly already when they are just deemed to be at risk of later failure) or is it late-prevention programmes for children who fail to progress at a satisfactory speed? A clear conclusion from available research seems to be that any such programme should be initiated during the first years of primary school or possibly already in child care (OECD 2013b). Another issue is how to find the balance between targeting low-performing schools and targeting low-performing students within schools. This will depend on the extent to which low performance is concentrated by school. The latest PISA study finds some evidence suggesting that school systems with high student performance (in mathematics) tend to allocate resources more equitably between advantaged and disadvantaged schools (OECD 2013b).

1.4.3  The tax system

Taxes that are not lump-sum impose welfare losses because they create wedges between private and social returns that affect behaviour. As a result many socially desirable market transactions will never come about. In particular high labour taxes distort individuals’ choices between, on the one hand, market work and, on the other hand, leisure and household work. Incentives for education, work effort and promotion are also distorted. Capital income taxation distorts the incentives for saving and investment.

Figure 14 showed that the four largest Nordic countries all have high tax revenues relative to GDP (in the range of 43–48%). Figure 42 shows that developments in the Nordic countries have differed over time. During the last decade the ratio of taxes to GDP has fallen substantially in Sweden and Finland, whereas it has remained fairly stable in Denmark, Norway and Iceland.10

The overall tax level is determined by the political preferences for public consumption and income redistribution. These preferences differ among countries and over time. However, it is always desirable that the tax system is as efficient as possible so that the costs of raising a given amount of revenues are minimised.

A number of difficult challenges for the tax systems in the Nordic countries can be identified. Capital income taxation provides a good illustration of difficult efficiency-equity trade-offs. A usual finding is that capital income taxes are more distortionary than other taxes (e.g. Sören-sen 2010). This is because savings appear to be relatively sensitive to changes in the return. In addition a tax on savings affects labour supply as the return to the labour income that is saved is reduced. Efficiency considerations therefore speak in favour of low capital taxation. Another argument in favour of this is that stronger incentives for saving would reduce the risk that households over-borrow and thus the risk of financial crisis. But, on the other hand, lower capital income taxes would increase income inequality. This may be considered particularly problematic as income inequality in the Nordic countries has been trending upwards over the last two decades and this seems to a large extent to be related to increased inequality of capital incomes (see e.g. Roine and Waldenström 2011 and Finanspolitisk redogörelse 2013).

Another important challenge is how to cope with the increased international mobility of some tax bases. High international capital mobility implies that high corporate taxation in an individual country (or set of countries) will lead to a re-allocation of the capital stock to other countries, the costs of which will largely be borne by wage-earners in the form of lower real wages (see e.g. Arulampalam et al. 2007). This implies that there will be large benefits for an individual country of lowering the corporate tax, whereas the benefits are much smaller if there is a general international trend towards such tax decreases.

International mobility of high-skilled labour will also over time make it more difficult to maintain the high marginal tax rates for high-income earners in the Nordic countries.11 Overall, a common assessment is that the distortionary costs of high labour taxation on both the quantity and quality (via education as well as effort and acquisition of higher competence at work) are large (Sörensen 2010, Arnold et al. 2011). Estimates by IMF (2013) indicate that the top marginal income tax rates in Denmark and Sweden are above the revenue-maximising rates (when taking estimates of the sensitivity of taxable income to marginal tax rates into account but not any effects on migration).12 In particular, it has been argued that high marginal income tax rates have adverse effects on entrepreneurship and the start-up of new firms (Hansson 2014). But again there are obvious conflicts with equity concerns.

Compared to other taxes, real estate taxes have low efficiency costs. This is because the amount of taxation is difficult to change through behavioural responses. Housing also represents a tax base which is not internationally mobile. A shared problem of the Nordic countries is the favourable tax treatment of owner-occupied housing relative to other types of assets, which promotes residential investment relative to other forms of investment (OECD 2012a,b,c). However, taxes on owneroccupied housing seem to have large legitimacy problems and to be very unpopular among the general public (Swedish Fiscal Policy Council 2011, 2012; Calmfors 2014).

In general consumption taxation is less distortionary than income taxation. This is an argument in favour of greater reliance on consumption taxes. An important observation is that VAT rates in the Nordic countries are lower for food than for other goods, which goes against optimal-taxation considerations. According to them, taxation of goods with low price elasticities (such as food) should rather be higher as distortionary costs are smaller, the more limited behavioural responses are (Swedish Fiscal Policy Council 2011, 2012). However, such considerations seem very much to go against the instincts of many citizens, who tend to dislike taxes on “necessary” activities (Calmfors 2014).

A final important challenge is to design the tax rules for closely held companies such that they balance the objectives of creating incentives for entrepreneurship and uniform treatment of different types of labour incomes in a reasonable way. The four largest Nordic countries all have dual income tax systems with a progressive labour income tax and a proportional capital income tax (which is lower than the highest marginal income tax on labour income). The tax rules for closely held companies define how owners’ incomes are split between labour and capital income for tax purposes. It remains a difficult challenge to design these tax rules such that entrepreneurship is promoted at the same time as tax avoidance through reclassification of labour income as capital income is counteracted (Lodin 2014).

The above considerations suggest that the Nordic countries face difficult challenges with respect to the design of the tax system. Some of the challenges are driven by international developments (greater mobility of some production factors) which speak in favour of lower taxation of highly mobile tax bases and higher taxation of less mobile ones. Others have more to do with the possibility of changing the tax structure such that the efficiency costs of taxation are reduced. Some potential tax changes will involve difficult efficiency-equity trade-offs. Other changes could improve efficiency without any equity costs (and possibly even both improve efficiency and be favourable from an equity perspective). It remains a difficult political challenge to devise efficiency-raising tax reform in such a way that it becomes politically feasible. Especially the Swedish experiences from the great tax reform in 1990/91 point to the benefits of comprehensive reform. This can make it possible to obtain a political majority for it as losers from individual tax changes can then be compensated through changes elsewhere in the tax (and transfer) system (Åsbrink 2014).

1.4.4  Fiscal sustainability

A fourth challenge concerns fiscal sustainability. As in other European countries the old-age dependency ratio (the ratio between people aged 65+ and people aged 15–64 years) is projected to rise substantially over the next 50 years. However, as shown in Figure 43 the rises in the Nordic countries are expected to be substantially smaller than the average rise among EU countries and to reach levels around or slightly above 45% as compared to around 55% in the average EU country. Still these demographic changes imply considerable sustainability problems because of rising costs for pensions, health care and old-age care. Figure 44 shows the European Commission's S2 indicator, which measures by how much taxes in per cent of GDP would need to be raised permanently for governments to stay solvent (that is, meet their intertemporal budget constraints according to which the present value of future fiscal surpluses must at least equal current debt) given projected future expenditure based on demographic developments. As can be seen, there is a large fiscal gap for Finland (around 6% of GDP), whereas the gaps are much smaller in Denmark and Sweden.13

The design of the pension system is crucial for fiscal sustainability because it both determines the costs for pensions and influences the tax base through its effects on the age of exit from the labour market. Sweden has opted for a sustainable pension system through defined contributions. In the Swedish system there is an automatic mechanism (the “brake”) for adjusting pension benefits so that the capitalised value of contributions plus the assets in the system’s buffer funds do not fall below the value of pension liabilities. The implication is that benefits will gradually be adjusted downwards when longevity increases (Swedish Fiscal Policy Council 2009). Finland and Norway have also introduced links between pension benefits and life expectancy (OECD 2012b,c). It is not clear, however, that such gradual downward adjustments of pension benefits are politically sustainable. Nor are they likely to be desirable.

An obvious possibility is to gradually raise the retirement age when longevity increases. Denmark has chosen this solution by explicitly indexing the retirement age to longevity (OECD 2012a). A similar reform is now being discussed in Sweden (Pensionsåldersutredningen 2013). But it is more complicated there than in Denmark, as there exists no unique formal retirement age in Sweden: retirement is instead an individual decision based on the incentives in the pension system. To achieve a change in the retirement age, a number of parameters would have to be adjusted in the Swedish system: the minimum retirement age (now 61), the age at which employment protection legislation ceases to apply (now 67), the age at which employees are no longer eligible for unemployment and sickness insurance (now 65) and the age at which the guarantee pension is paid out (now 65; such pensions are paid to people who have accumulated the right to only a very low pension in the ordinary system).

Yet another option would be to raise the contributions to the pension system. Anyway it is clear that designing the old-age pension system such that its long-run sustainability is guaranteed remains an important challenge for the Nordic countries.

However, the effective retirement age depends also to a large extent on the design of early retirement schemes. These have been tightened in all the four largest Nordic countries (OECD 2012a,b,c; Swedish Fiscal Policy Council 2009). If the old-age retirement age is raised, there are strong arguments for establishing more generous systems for disability pensions for those who cannot go on working because of health problems, as has been done in Denmark (OECD 2012a). It is, however, a difficult challenge how to trade off income protection for disabled older workers against the objective of raising the effective retirement age, which can easily be jeopardised by broad gateways to disability pension schemes. The obvious way to alleviate this trade-off is to adapt working conditions to the needs of more elderly employees. It remains an open question how government policy best strengthens employers’ incentives to do this.

Sustainable pension systems are not enough to address the fiscal challenges from an ageing population as this will also entail rising costs for health and old age care as well as a decrease of the share of the population that is working and paying taxes. An even worse problem likely arises from the coexistence of Wagner’s law (according to which government expenditure rises with economic growth because of increasing demand for it) and Baumol’s disease (according to which the relative cost of services – including publicly financed ones – rises with growth because productivity increases more slowly in services than in goods production) will create further long-run pressures on public finances. Unless Baumol’s disease can be cured through higher productivity growth in the production of public services, these will have to be financed through either more user fees and insurance solutions or higher taxes relative to GDP. Both solutions have obvious drawbacks. Increased reliance on user fees raises serious equity concerns. Higher tax rates may have adverse effects on growth (see Konjunkturrådet 2014).

Fiscal sustainability problems will be reduced to the extent that employment in general can be increased. An important margin of adjustment concerns the age of entry into the labour market of young people. To the extent that the entry age can be lowered, the need for raising the exit age becomes smaller. This raises important issues of how governments can strengthen the incentives for earlier entry, for example, through reductions of income tax progressivity (raising the return on graduating from studies at a lower age) or more favourable grants to students graduating at a lower age.

To ensure the sustainability of public finances and avoid future government debt crises, fiscal policy in general must be conducted in a responsible way. As discussed in Sections 1.2 and 1.3, the four largest Nordic countries have managed their public finances well in recent years. This is probably to a large extent explained by earlier fiscal deficit problems which have promoted a consensus on the need for fiscal responsibility (Calmfors 2013a,b). Fiscal frameworks have also been strengthened including inter alia the formulation of medium-term fiscal targets and government expenditure ceilings. However, the prolonged international crisis has put pressures on the public finances in Denmark, Finland and Sweden, all of which at present have fiscal deficits (as has Iceland). Fiscal deficits are desirable in the current downturn as they raise aggregate demand. But it should not be taken for granted that earlier prudent fiscal policy will automatically be restored in the future. To guarantee continued fiscal responsibility represents another challenge for economic policy. It could require stronger legal backing for fiscal targets and expenditure constraints, the establishment of guidelines for how deviations from targets are to be handled, and that expenditure ceilings are extended to cover more expenditure categories and impose more restrictions on local governments (the last consideration does not apply to Sweden but to all the other Nordic countries).

In recent years there has been a strong international trend towards establishing independent fiscal monitoring institutions, so-called fiscal councils (Hagemann 2010, Calmfors and Wren-Lewis 2011). The hope is that such institutions will strengthen the incentives for fiscal responsibility by increasing the transparency of fiscal policy and raising the reputation cost for governments of fiscal laxity. So far Sweden is the only Nordic country which has established a proper fiscal council.14 However, also here the role has clear limitations: the council is only commissioned to evaluate the government’s Spring Fiscal Policy Bill but not the draft budget before it is decided in the parliament. There are also important questions of how large resources such a council should have in order to function effectively and whether there should be special budgetary arrangements in order to protect the council from political pressures (Calmfors and Wren-Lewis 2011, Calmfors 2012b, 2013).

1.4.5  Employment

During the on-going economic crisis unemployment has increased in all the Nordic countries. Large rises in unemployment tend to become persistent. This is obvious from Figure 32, which shows that unemployment in Finland and Sweden has not come down again to the earlier levels after the crises in the first half of the 1990s. It is an important challenge, especially in Iceland and Denmark where recent unemployment rises have been the largest, to ensure that these rises do not become permanent. According to OECD (2013c) structural unemployment (NAIRU, which is the unemployment consistent with stable inflation) has recently increased in these two countries, but so far not in the other three Nordic countries.

All the Nordic countries have serious structural problems in the labour market. To a large extent they relate to low employment of the low-skilled and of non-European immigrants, groups which tend to overlap. As can be seen from Figure 45, Sweden is the Nordic country with the largest proportion of foreign-born residents from outside Europe (7%) whereas the numbers are much lower in Iceland and Finland (2–3%). In Sweden employment for those with only basic schooling never recovered after the crisis in the 1990s. Instead there has been a continuous downward trend. One possible explanation is a changed composition of this group: the share of foreign-born has increased much more in this education group than in groups with higher education (Bengtsson et al. 2013). Another possible explanation is that technological developments have raised skill requirements.

Finland and Sweden have higher youth unemployment than the other three Nordic countries (Figure 33). Moreover, Sweden has had a rising trend. It represents a major challenge to reverse this development. Reforms have been undertaken to improve vocational schooling and to introduce apprenticeship education along similar lines as in Denmark (which has much lower youth unemployment than Sweden), but the lesson seems to be that it takes a long time to get these systems to work properly. However, the long-term award especially from well-functioning apprenticeship systems may be high, as there is reason to believe that long-lasting exposure of in particular low-educated youth to a single employer may be much more effective in facilitating the school-to-work transition than more casual contacts with many employers.15

Denmark and Finland both have considerably lower employment rates among 55–64 year olds than Iceland, Norway and Sweden (Figure 8). Although measures have been taken to reduce the access to early retirement in Denmark and Finland (OECD 2012a,b), it remains a challenge there to increase employment among elderly people. Norway and Denmark have high rates of sickness absence and retirement for disability reasons in common, which are issues that should be addressed (OECD 2012b, c).

It is important to avoid the temptation to see high employment of elderly people as a threat to the employment of young people and to let that motivate schemes for earlier labour market exit of people approaching the retirement age. Previous research summarised in OECD (2013c) as well as new research results there do not find any evidence that employment of older people crowd out employment of youth. If anything, higher employment for older people seems to go hand in hand with higher employment of youth implying that the two categories of workers are complements rather than substitutes in production.

A standard prescription to prevent unemployment from becoming entrenched is to use labour market activation programmes. Unfortunately, large-scale programmes of this type often deliver disappointing results because of locking-in effects and low efficiency. To improve the quality of activation policies is a major challenge. There are a whole host of issues that can be raised in this context. How can activation measures for those on sickness insurance and disability pensions with restricted work ability be strengthened without overloading the public employment service with new client groups that divert resources away from those with more work capacity? To what extent can the efficiency of the public employment service be raised through more sophisticated evaluations of the various employment offices, controlling in a systematic fashion for differences between local conditions and client groups? Can the allocation of job seekers between various activiation programmes be improved through better use of profiling tools? What are the best ways of organising the institutions serving the unemployed? Should there be single gateways that give the unemployed co-located access to benefits and employment services as has been a feature of recent reforms in Norway and Finland (OECD 2013c)? To what extent should public employment services be contracted out to private providers? Should activation programmes to a larger extent allow unemployed people to access the ordinary school and university system against which there are now often restrictions (because of a fear of unequal treatment of ordinary students and labour market programme participants).

Stricter limits on the maximum duration of unemployment benefits and benefits that gradually fall over an unemployment spell (as were introduced in Sweden in 2007) strengthen the incentives for employment. However, such measures involve difficult trade-offs. Iceland, where the maximum benefit period was extended when unemployment rose in the crisis, provides an illustration: there was a strong insurance motive for this, but at the same time this has weakened the incentives for return to work.

As was clear from Table 4, labour force participation rates have fallen very little during the economic crisis in Sweden. Although this raises measured unemployment now, such increased attachment to the labour market is likely to be beneficial for employment in the long run when labour demand picks up again. The small fall in labour force participation in Sweden can probably be explained by the introduction of a generous earned income tax credit, which increases the return to work, and stricter gate-keeping in the systems of sickness insurance and disability pensions (Swedish Fiscal Policy Council 2010, 2011). Such measures, however, raise important questions about the desirable trade-off between, on the one hand, income protection in the case of sickness, disability and unemployment and, on the other hand, the incentives for employment.

To allow people who want to work to do so is a welfare objective in itself. But higher employment is also a means to achieve fiscal sustainability as it increases the tax base. This, however, presupposes that increased employment is achieved in ways that give a net improvement of public finances. This is, of course, the case if reduced benefit generosity raises employment. It is not, for example, the case with the Swedish earned income tax credit, the self-financing of which according to various computations is probably only 20–30% (meaning that the direct cost of the tax credit is offset only up to 20–30% by the increased tax revenues from higher employment; see Swedish Fiscal Policy Council 2010, 2011).

Yet another issue concerns employment protection and then in particular the balance between regulation of fixed-term contracts and regulation of open-ended contracts. Especially Sweden, but also Denmark and Iceland, have considerably stricter regulation of open-ended contracts than of fixed-term ones. This may not be desirable as both theoretical and empirical research suggests that more flexible regulation of fixed-term contracts does not raise employment but creates incentives for firms to substitute temporary for permanent workers with low transition rates between these states. This may result in a dual labour market where fixed-term contracts become a trap, with some workers alternating between dead-end jobs and unemployment and receiving little training, rather than a stepping-stone to more stable employment (OECD 2013c). There is also some evidence suggesting that a large gap between stringent regulation of regular employment and loose regulation of temporary employment is associated with weak productivity growth (Bas-sanini et al. 2009).

1.5     Conclusions

The Nordic model has traditionally been seen as one of a generous welfare state based on universalist principles offering a high degree of social protection, financed by high taxes, and involving encompassing labour market organisations which regulate employment conditions in collective agreements. At the same time the model has included openness to foreign trade and technological advances as well as acceptance of the structural change following from this. The model has delivered high living standards and high employment.

Over the last few decades the model has undergone large changes at the same time as other countries have moved in the earlier Nordic direction. Overall, the Nordic countries appear as a somewhat less distinct group different from other Western European countries than was the case before. Although government employment is still higher than in comparable countries, the Nordics are no longer unique with respect to government expenditure and tax revenues relative to GDP, redistribu-tive effects of tax and transfer systems, and social protection. In these respects there are now great similarities with Continental European countries such as Austria, Belgium, France, Germany and the Netherlands. Although trade union membership is still high, the coverage of collective agreements is no longer higher in the Nordics than in Continental Europe. As elsewhere there have been substantial product market deregulations in the Nordic countries.

It is reasonable to talk about a Nordic flexicurity model with a strong focus on labour market activation measures facilitating structural change at the same time as employment protection is moderate: more strict than in Anglo-Saxon countries but less strict than in Continental and Southern Europe.

The Nordic model continues to deliver high employment, especially for females and older people. It also delivers high income equality. At the same time, the Nordics rank high in most comparisons of “competitiveness” and “organisational and technological change.” A distinctive feature is that citizens have a high degree of trust in society, which is likely to facilitate decision-making in general as well as adjustment to foreign trade and technological change.

The period from the mid-1990s till the beginning of the financial crisis in 2007/08 was a period with relatively high growth in both output and employment in the Nordic countries. Public finances were consolidated due both to active decisions and strong automatic stabilisers associated with large public sectors. These favourable developments are likely to have reflected fundamental structural factors especially in Sweden, Finland and Norway. In Iceland and, to some extent in Denmark, they to a large extent also reflected unsustainable booms. There were strong adverse effects on output and employment when the booms came to an end with an acute financial and macroeconomic crisis in Iceland and protracted downturns in Denmark and Finland. Sweden and Norway are the Nordic countries that have weathered the international economic crisis the best. In Sweden this has happened at the same time as there have been substantial reductions in the degree of social protection (in unemployment and sickness insurance as well as early retirement). In Norway this has not occurred.

Overall, output and labour market deteriorations, as well as deteriorations in the fiscal balance, have been larger in the Nordics than in Continental Europe during the international economic crisis that started in 2008. The Nordic countries have not been more resilient than those economies during the crisis, but they have benefitted from starting out from better positions.

All the Nordic countries face great challenges for the future. A key challenge is to maintain a high rate of productivity increase as this is the basis for rising living standards. There are worrying signs that the trend growth of productivity may be slowing down. It is not obvious how this should be countered. A particular problem for small economies like the Nordic ones that find themselves at the technology frontier in many fields is that they need to base innovations on their own R&D efforts and not on imitation. Choices need to be made about where to focus innovation activities. It is not obvious what role government policy should have in such choices as government authorities are usually not well suited to picking winning technologies.

In the case of Finland, a particular problem is the need for re-allocation of resources from the stagnating ICT, forest and steel industries, which have been hit by exceptional shocks. Coping with these asymmetric disturbances as a member of the Eurozone and thus without access to the tool of an exchange rate depreciation of its own currency represents a major challenge.

A key long-run factor for productivity increases is accumulation of human capital, which requires efficient school systems. Finland has shown excellent results in the past, but performance has deteriorated recently. Swedish school results have exhibited a long-run downward trend, which seems very difficult to break.

More mobile tax bases (firms, capital and labour) will expose existing tax systems to strains, although it is not clear at what pace, especially when it comes to mobility of labour. There is large room for increasing the efficiency of tax systems through lower top marginal labour income tax rates and lower capital income taxation at the same time as consumption and real estate taxes could be raised. However, such tax reform raises serious equity concerns. It is not obvious which trade-offs should be made.

In the future the Nordics will face fiscal sustainability problems. This is partly due to ageing populations. But the greatest problems are the probable increases in the demand for welfare services, the relative costs of which are gradually rising as incomes become higher (the combination of Wagner’s law and Baumol’s disease). These problems are likely to be less severe than in most comparable countries, but they will still be serious. They will likely require pension reforms linking the retirement age to longevity. If the old-age retirement age is raised, there are strong arguments for generous systems for disability pensions for those who cannot go on working because of health problems. It is a difficult challenge how to trade off income protection for disabled older workers against the objective of raising the effective retirement age which may require narrow gateways to disability pension schemes. However, pension reforms will not be enough for ensuring fiscal sustainability. There will also be difficult choices between allowing the tax ratio to rise (with potential adverse effects on growth) and introducing more user fees and insurance solutions (with likely adverse effects on equity).

All the Nordic countries face the challenge of reducing unemployment and to prevent the increases of recent years from becoming persistent. Problems are to a large extent centred on low-skilled workers and non-European immigrants, groups which often overlap. Sweden has a worse youth unemployment problem than the other Nordic countries. The problems in the labour market raise a host of questions regarding how labour market activation policies can be made more efficient.

To sum up, it is still reasonable to talk of a Nordic welfare model, although the Nordics today differ less from other comparable European countries than earlier. The Nordic countries have done very well from the mid-1990s till the onset of the international economic crisis in 2008. They have all been hurt by the crisis, but have benefitted from starting out in a better position than many comparable countries. Continued successful economic performance does, however, require that future policy can address a number of challenges. A high degree of trust in society among citizens may be the most valuable asset when trying to meet these challenges, as it is likely to facilitate the adoption of appropriate polices.

Figure 1: PPP-adjusted GDP per capita, 2012
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Note: All aggregates are arithmetical averages. The Nordic countries refer to Denmark, Finland, Iceland, Norway and Sweden; Continental Europe to Austria, Belgium, France, Germany and the Netherlands; Southern Europe to Greece, Italy, Portugal and Spain; and EU-15 to Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden and the UK.
Source: OECD.

Figure 2: Gini coefficient, disposable income of households, 2012
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Note: See Figure 1. EU-14 refers to Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden and the UK. The Gini coefficient can take on values between zero (all households have the same income) and one (all incomes go to only one household). The coefficient refers to the whole population.
Source: Eurostat.

Figure 3: Employment rate, percentage of population 20–64 years old, 2012
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Note: See Figure 1.
Source: Eurostat.

Figure 4: Employment rate, percentage of females 20–64 years old, 2012
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Note: See Figure 1.
Source: Eurostat.

Figure 5: Employment rate, percentage of males 20–64 years old, 2012
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Note: See Figure 1.
Source: Eurostat.

Figure 6: Employment rate, percentage of population 15–24 years old, 2012
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Note: See Figure 1.
Source: Eurostat.

Figure 7: Employment rate, percentage of population 25–54 years old, 2012
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Note: See Figure 1.
Source: Eurostat.

Figure 8: Employment rate, percentage of population 55–64 years old, 2012
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Note: See Figure 1.
Source: Eurostat.

Figure 9: Annual hours worked per employed, 2012
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Note: See Figure 1.
Source: OECD.

Figure 10: Annual hours worked per person in working-age population 20–64 years old, 2012
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Note: See Figure 1.
Source: Eurostat.

Figure 11: Government net lending, percentage of GDP, 2013
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Note: See Figure 1. 2013 data are preliminary estimates.
Source: Ameco.

Figure 12: Consolidated government gross debt, percentage of GDP, 2013
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Note: See Figure 1. Consolidated general government gross debt (Maastricht debt) is defined as the general government total debt after internal claims and liabilities in the sector have been netted out. 2013 data are preliminary estimates.
Source: Ameco.

Figure 13: General government employment, percentage of total 20–64 years old, 2012
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Note: See Figure 1.
Source: OECD Economic Outlook.

Figure 14: Total tax revenue, percentage of GDP, 2012
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Note: See Figure 1.
Source: OECD.

Figure 15: Total government expenditure, percentage of GDP, 2013
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Note: See Figure 1. 2013 data are preliminary estimates. Norway = Mainland Norway.
Source: Ameco.

Figure 16: Total social protection transfers, percentage of GDP, 2010
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Note: Cash transfers refer to sickness and disability benefits, maternity allowances, unemployment benefits, pensions etc. In-kind transfers refer to public services like education, health and old age care etc. See also Figure 1. Norway = Mainland Norway.
Source: Eurostat.

Figure 17: Top marginal income tax rates, per cent, 2012
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Note: The top marginal income tax rate refers to personal income tax and employee social security contributions (all-in-rate). See also Figure 1.
Source: OECD Taxation of Wage (2012).

Figure 18: Redistribution through taxes and transfers, 2010
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Note: Redistribution is measured by the difference in the Gini coefficient between household market income and disposable income for the working-age population. See also Figure 1. EU-14 refers to Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden and the UK.
Source: OECD.

Figure 19: Net income replacement rate for short-term unemployed (first year), per cent, 2010
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Note: See Figure 1. The net replacement rate is the after-tax unemployment compensation as a percentage of the previous after-tax wage. The replacement rate is calculated as an arithmetical average for singles (at 67 and 100% of the average wage) with no children and with two children and for one-earner couples (at 67 and 100% of the average wage) with no children and with two children.
Source: OECD.

Figure 20: Net income replacement rate for long-term unemployed (after 5 years), per cent, 2010
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Note: See Figures 1 and 19. The replacement rate is calculated as an arithmetical average for singles (at 67 and 100% of the average wage) with no children and with two children and for one-earner couples (at 67 and 100% of the average wage) with no children and with two children.
Source: OECD.

Figure 21: Trade union density, percentage of employees, 2010
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Note: See Figure 1. Trade union density is defined as the percentage of employees who are unionised. EU-14 refers to Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, the Netherlands, Portugal, Spain, Sweden and the UK. The figure for Iceland refers to 2008.
Source: OECD.

Figure 22: Coverage of collective bargaining agreements, percentage of employees, 2010 or latest
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Note: See Figure 1.
Source: OECD.

Figure 23 Strictness of employment protection, 2013
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Note: See Figure 1. The strictness measures are synthetic indicators of regulation on dismissals and the use of temporary contracts. The range is 0–6.
Source: OECD Employment and Labour Market Statistics.

Figure 24: Product market regulation, 2013
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Note: See Figure 1. The indicator is a composite index of a large number of indicators of three dimensions: state controls, barriers to entrepreneurship, and barriers to trade and investment.
Source: OECD.

Figure 25: Sum of exports and imports, percentage of GDP, 2013
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Note: See Figure 1. 2013 data are preliminary estimates. Norway = Mainland Norway
Source: Ameco.

Figure 26: R&D expenditure, percentage of GDP, 2012
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Note: See Figure 1. Southern Europe refers to Italy, Portugal and Spain, and EU-14 to Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden and the UK. The figure for Iceland is for 2011.
Source: OECD.

Figure 27: IMD World Competitiveness Index
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Note: The index aggregates 110 variables that aim to reflect infrastructure, macroeconomic environment, financial market development, technological readiness, health and primary education, higher education and training, market size, business sophistication, goods and market efficiency, and innovation.
Source: IMD (2013).

Figure 28: Organisational change and new technology, 2010
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Note: New processes or technologies are defined as different kinds of new work processes (for example, teamworking), new monitoring systems, new machinery, new computer software etc.
Substantial restructuring or reorganisation is defined as dismissals, reorganisation of business units, closing of a branch, etc.
Source: European Working Conditions Survey (2010).

Figure 29: GDP, 1991 = 100
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Note: See Figure 1. SE = Sweden, DK = Denmark, FI = Finland, NO = Norway, IS = Iceland and DE = Germany. 2013 data are preliminary estimates.
Source: Ameco.

Figure 30: GDP per employed person, 1991=100

[image: Image]

Note: See Figures 1 and 29. 2013 data are preliminary estimates.
Source: Ameco.

Figure 31: Employment, percentage of population 15–64 years old
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Note: See Figures 1 and 29.
Source: OECD Labour Force Statistics.

Figure 32: Unemployment, percentage of labour force
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Note: See Figures 1 and 29. 2013 data are preliminary estimates.
Source: Ameco.

Figure 33: Youth unemployment, percentage of labour force 15–24 years old
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Note: See Figures 1 and 29. 2013 data are preliminary estimates.
Source: OECD.

Figure 34: Unemployment of unskilled workers, percentage of unskilled labour force
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Note: See Figures 1 and 29. Low-skilled persons are defined as those with maximum pre-primary, primary or lower secondary education.
Source: Eurostat.

Figure 35: Long-term unemployment, percentage of unemployed
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Note: See Figures 1 and 29. Long-term unemployed are defined as those who have been unemployed for twelve months or more.
Source: OECD.

Figure 36: Government net lending, percentage of GDP
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Note: See Figures 1 and 29. 2013 data are preliminary estimates.
Source: OECD.

Figure 37: General government net debt, percentage of GDP
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Note: See Figure 29. General government net debt is defined as general government gross debt less financial assets.
Source: IMF, World Economic Outlook Database and for Finland Bank of Finland. Consistent data are not available for Finland prior to 1995.

Figure 38: Current account, percentage of GDP
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Note: See Figures 1 and 29. 2013 data are preliminary estimates.
Source: Ameco.

Figure 39: Relative unit labour costs, total economy, 1991 = 100
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Note: See Figures 1 and 29. Unit labour costs in common currency relative to a weighted average of 34 OECD countries and 15 non-OECD countries (double weighting).
Source: OECD.

Figure 40: Export market shares, 1991 = 100
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Note: Weighted export market shares (36 countries). See also Figure 30. EU-14 refers to Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden and the UK.
Source: European Commission.

Figure 41: PISA scores in the Nordic countries
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Note: 500 denotes the average score for OECD countries in each study. The staple for each Nordic country thus shows the performance of that country relative to the OECD average in the field that year.
Source: OECD (2013b).

Figure 42: Tax revenues, per cent of GDP
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Note: See Figures 1 and 30.
Source: OECD.

Figure 43: Old-age dependency ratio, 2010 and 2060
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Note: The old-age dependency ratio measures the ratio between the population 65+ years old and the population 15-64 years old.
Source: European Commission (2012).

Figure 44: Sustainability gap, S2 indicator
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Note: The S2 indicator measures the permanent tax increase in per cent of GDP needed for the government to finance projected future expenditure if the government is to remain solvent.
Source: EU Commission: Report on Public finances in EMU 2013.

Figure 45: Foreign-born outside Europe, percentage of total population, 2012
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Source: Eurostat.

Table 1: Expenditure on active labour market programmes, 2011
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Note: The entries for the Nordic countries, Continental Europe and Southern Europe are all arithmetical averages. The expenditure data for Norway do not include administration and the Public Employment Service.
Source: OECD.

Table 2: The degree of trust
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Note: The table shows the average score on a 0–10 scale, where 0 is no trust and 10 is complete trust.
Source: European Social Survey (2010).

Table 3: Contributions to labour productivity growth (GDP per employed person)
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Source: The Conference Board, Total Economy Data Base.

Table 4: Changes 2008–2013(2)
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Note: The Gini coefficient applies to household real disposable income. Changes are measured in percentage points. Data for GDP, unemployment, government net lending and consolidated gross government debt refer to 2008–2013 and P90/P10 to 2008–2010. All other data refer to 2008–2012.
Sources: OECD, Eurostat and US Bureau of Census.

Table 5: Proficiency of adult populations, average PIAAC scores 2012 (relative rankings in parenthesis)
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Note: The PIAAC study was carried out in 2011-12. The scale ranges from 0 to 500.
Source: OECD (2013a).
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