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Making welfare resilient

Creating stable & sustainable welfare systems
in times of declining economic growth

Economic growth is no longer a sustainable solution for the
challenges faced by the welfare state; here we explain alternatives
and how they can align with a Green Deal and the Just Transition.

Executive summary

Current welfare systems rely on economic growth to manage the
mounting challenges of demographic change, digitalisation and
ecological and economic crises. One consequence of this structural
dependence on economic growth is that there are often negative
social and economic outcomes in times of secular stagnation and
recession.

Transforming welfare systems so that they flourish without economic
growth is a pressing challenge that will have significant implications
for the sustainability of our welfare systems and the economic and
social resilience of our societies. Research on sustainable welfare
identifies four main strategies to reduce the reliance of welfare
systems on economic growth, and increase their resilience in an
ecologically sustainable way:

1. Invest in preventive social policy, from healthcare and education
to urban planning.

2. Promote economic equality through minimum & maximum income
caps, time-banking and by shifting the tax base of welfare states
towards capital, financial transactions & ecologically-damaging
goods.

3. Meet citizens’ basic needs through universal basic services and
universal basic voucher schemes.

4. Green employment through sectoral shifts, sustainable workers’
rights, and climate insurances.

The strategies above, which work to reduce the dependence of
welfare systems on economic growth, also entail co-benefits like
gender-equality, work-life balance, community building, and
reductions in material footprint. In what follows, we list concrete
steps the EU can take to promote resilient and Sustainable Welfare
systems.
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Highlights

e Welfare systems depend on economic growth
to manage a range of challenges, including
health crises such as COVID-19, rising
inequality, demographic change, and ecological
degradation.

e The dependence of welfare systems on
economic growth can inhibit crucial societal
transformations, such as a Just Transition and
Green Recovery from the COVID-19 crisis.

« Sustainable Welfare approaches can reduce
this dependence on economic growth while
also providing social and ecological benefits.

e Thisis achieved by focusing on preventive
approaches to social risks, promoting
equality, diversifying the income base of
welfare systems, focussing on basic needs
and greening employment

Introduction

COVID-19 has again demonstrated the sensitivi-
ty of many European welfare systems to periods of
low economic growth. The ongoing health crisis has
combined with a reduction in economic demand to
place significant pressures on social security, health
and social care systems because welfare systems
are dependent on economic growth. By ‘dependent’
we mean that welfare systems require the continua-
tion of economic growth in order to avoid significant
negative social and economic consequences.* For
example, government budgets and social security
contributions fluctuate with economic performance
and employment levels?. While the exact composi-
tion of tax revenues (from profit, capital gains, goods,
services, or social security contributions) differs

Corlet Walker et al., (forthcoming)
Petschow et. al., 2018

Jackson and Victor, 2011

Parrique et. al., 2019

Jackson, 2019; Nyblom et al,. 2019
Pickett and Wilkinson 2015
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from country to country (see Box A), without eco-
nomic growth all these major sources of revenue will
experience losses. At the same time, technological
progress that increases labour productivity requires
ever more economic growth in order to avoid unem-
ployment, creating a ‘productivity trap’.

This growth-dependence of our current welfare sys-
tems is problematic both for ecological and social
reasons. First, economic growth is coupled with a
rise in greenhouse gas emissions, demand for energy
and use of biotic and non-biotic material resources.
There is little to no evidence of a decoupling of eco-
nomic activity from ecological impacts that reach-
es far and fast enough to meet the goal of the Par-
is Agreement of limiting global warming to a 1.5°C
increase as compared to pre-industrial levels®. Sec-
ond, the current secular stagnation of European
economies is very likely a long-term trend with per-
sisting low or even no-growth rates that make wel-
fare and social protection systems unstable precise-
ly in a situation when they are most needed®. Ine-
quality and consequently poverty, unemployment
and crime rates can be expected to rise under such
conditions®. Policymakers should therefore focus
on resilient and sustainable policy options that help
building a Social Europe without economic growth.

Research overview

In the past, the political response for welfare states
to declining economic growth rates has largely been
either austerity measures, which lower govern-
ment expenditure, or the social investment strat-
egy, which channels social expenditure into fields
that benefit the welfare state (e.g. education)
and thereby increase the long-term return on the
investment, mainly through high levels of employ-
ment. Neither approach overcomes the core issue
at play: That the welfare state is dependent on eco-
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nomic growth and therefore suffers during periods
of low growth. Instead, these approaches maintain
the logic of growth, promoting economic growth as
the sole solution for our social, economic and eco-
logical problems.

Sustainable Welfare is a research field that has
emerged in response to the shortcomings of these
approaches, and in the context of other ongoing
transformational processes such as digitalization,
the Green Deal and the Just Transition?”. It aims to
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overcome the divide between the social and the eco-
logical and forge an integrated eco-social policy that
considers how to achieve social inclusion and eco-
logical sustainability at the same time. That means
respecting the ecological limits of the planet, using
only a fair share of resources, and maintaining eco-
nomic stability, independent of economic growth.
Research from the field identifies four potential
strategies for overcoming the dependence of wel-
fare systems on economic growth and to achieve
those goals.

Composition of funding for welfare states in Europe

The funding for social security across Europe comes primarily from five sources: 1) taxes on income, profit
and capital gains, 2) social security contributions, 3) taxes on payroll and workforce, 4) taxes on property,
and 5) taxes on goods and services. Each of these sources of government revenue is related to economic
growth in a different way. For example, social security contributions are directly dependent on employment
rates and wages, whilst taxes on goods and services, are dependent on broader measures of economic
performance. Different countries have different tax compositions, meaning that their welfare systems are
dependent on economic growth in subtly different ways.

2.6
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Figure 1: Government tax revenue as a percentage of GDP in selected EU countries, 2017-18. Left pie chart = total tax revenue
as a percentage of GDP. Right pie chart = different taxes as a percentage of GDP. Source: OECD 2019

7 Biichs & Koch, 2017; Fritz & Koch, 2014; Gough, 2015; Hirvilammi, 2020.
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1. Preventive social policy

Sustainable Welfare takes a preventive approach
to social policy, seeking to avoid the emergence
of social risks and therefore the need for greater
state expenditure®. In contrast to a social invest-
ment approach, which limits the preventive perspec-
tive to employability, Sustainable Welfare considers
a broader set of preventative intervention areas. For
instance, many health care expenses (e.g. for burn-
out and work accidents) are the result of unhealthy
working conditions. Prioritizing employment as such
(e.g. through workfare policies) might push employ-
ees into unsustainable lifestyles, e.g. work-spend-cy-
cles’ or uneconomic work, i.e. employment in exploit-
ative and ecologically damaging business models that
impose more costs than benefits on society.

A preventive approach in social policies provides
health counselling e. g. diets, physical activity, and
prioritizes a reduction of working time. Preven-
tion can also be a guiding principle for further pol-
icy fields. For example, co-housing and multigen-
erational housing!® not only create space-efficient
housing , which reduces air pollution through more
compact cities, but also promotes community care
and prevents psychological problems resulting from
loneliness and social exclusion. Similarly, establish-
ing more bike lanes would improve citizens’ health
while also leading to cleaner air. By developing a
more holistic approach to preventative social poli-
cy, citizens will be better supported to live healthi-
er, longer lives, mitigating the impact of demograph-
ic change on rising welfare expenses. More gen-
erally, by reducing social and ecological risks now,
long-term expenditure on welfare systems will be
reduced.

Using the European Semester’s country specific
recommendations and the social pillar, the EU can
ask its member states for preventive social and

8 Borowy and Ailon 2017; Gough, 2016

9 Schor, 1999

10 Ellsworth-Krebs, 2020

11 Bach, 2009; Beuermann & Santarius, 2006
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health care strategies. Likewise, member states and
the European Commission should pay more atten-
tion to prevention in the impact assessments of EU
policies and regional development funds (e.g. ESF,
EFRE, ELER).

2. Promoting economic equality

Another way of reducing social risks — and there-
fore demand on welfare systems in the EU - is to
increase economic equality. Economic equality can
be promoted by classical means such as land taxa-
tion, wealth & inheritance tax or progressive income
taxation. European welfare systems are financed
through a mix of taxes on employment and capital,
while energy and resource use or VAT in general take
a minor position (see Figure 1). However, these tax
mixes incentivise the replacement of human labour
by machines and energy, creating new unemploy-
ment and mak-ing the remaining jobs more energy
intensive. A socio-ecological tax reform, which low-
ers the taxes on labour and increases taxes on ener-
gy and resource use, promotes equality and environ-
mental progress??,

Minimum and maximum income also promote
equality while containing the expenditure of wel-
fare systems. A fair minimum income keeps people
out of poverty and avoids them becoming depend-
ent on state support to make a living. Maximum
income reduces inequality, competition and status
consumption. It slows down the spiral of rising pric-
es including the cost of basic services, like rents for
dwellings??. This allows welfare states to shift their
budgets towards more and better welfare benefits.

Equalising hourly wages using time-banking also
reduces inequality. Time-banks are exchange plat-
forms that allow the swapping of services on an
hourly basis, and are increasingly practiced in digital

12 Buch-Hansen, H. & Koch, M. 2019: Degrowth through income and wealth caps?

In: Ecological Economics 160, p. 264-271.
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environments®. A European Time Banking scheme
could enable EU citizens to collect welfare credits
on an hourly base in return for valuable work that
is provided to society. This directly reduces inequal-
ity in hourly wages and would reduce the transla-
tion of inequalities of hourly wage into inequalities
in pension and unemployment benefits later in life. It
could even help closing the gender pension gap, tak-
ing into account unpaid care work, which is still pre-
dominantly provided by women. A European Time
Bank could also establish a remuneration standard
for cross-national benefit transfers of EU workers, a
European job guarantee!® and thereby strengthen a
Social Europe.

3. Meeting citizens’ basic needs

Ensuring that all citizens have equal access to the
goods and services that they need to meet their
basic needs is the primary tasks of welfare sys-
tems. Whether these needs are addressed through
cash benefits or other means is relevant for the resil-
ience and sustainability of welfare states.

Universal Basic Services and Universal Basic
Vouchers offer an opportunity to ensure access to
those necessary goods and services in a way that is
fair, efficient and ecologically sustainable. Univer-
sal Basic Services encompass eco-social infrastruc-
ture and freely accessible, necessary services, such
as health care, education, and local transport®. Uni-
versal Basic Vouchers are credits that are given to
individuals and entitle them to free access to certain
goods and services at the denominated amount, e. g.
housing space or regional vegetables?®.

These measures would provide cost-effective sys-
tems for meeting basic needs and therefore lower
the necessary expenditure of individuals for social
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participation and reduce the costs of social securi-
ty systems?, Potential co-benefits of these schemes
include strengthening local communities, support-
ing healthy nutrition of EU citizens, fostering region-
al supply chains and promoting local food security in
times of disrupted transport networks.

The EU could promote such approaches in their
Regional Cohesion Policy by favouring investments
in eco-social infrastructures (e. g. bike lanes, public
spaces, repair cafes) or eco-social services. Exam-
ples include free repair services of environmental-
ly friendly transport means such as bikes as well as
climate-friendly school meals, transition and com-
munity houses.

4. Greening employment

Greening employment promotes the reconciliation
of jobs and the environment and makes employ-
ment resilient to the industrial changes that are
necessary within the course of climate action and
to avoid the productivity trap?’. Jobs and income
from employment remain the most important factors
in determining balanced social security budgets for
the current welfare state, so high levels of employ-
ment will continue to be a key goal.

Sustainable jobs are not only work places in green
sectors, e.g. renewable energy instalment, but
also jobs that provide quality work while involv-
ing low resource use, e.g. culture, education. A
socio-ecological tax reform furthers employment
in these energy-efficient and resource-light sectors
and thereby improves remuneration and fair work-
ing conditions in work-intensive sectors. Promoting
the labour-intensive service industry has the addi-
tional advantage of reducing dependence on eco-
nomic growth by lessening the impact of the labour

13 WBGU, 2019, In the past, they have been mainly applied at local levels, like the Japanese Fureai Kippu
system that allows for transferring elderly care services between regions (Hayashi, 2012).

14 D’Alessandro et al., 2020; O’Neil, 2020

15 Gough, 2019; Institute for Global Prosperity, 2017
16 Bohnenberger, 2020

17 Gough, 2019, p.6

18 United Nations Development Programme, 2016
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productivity trap. A right to environmentally friend-
ly working conditions could further workers’ initia-
tives of greening their jobs (e.g. through replacing
business travel through video conferences). The EU
could promote this by a new 215t principle on ‘sus-
tainable working conditions’ in the European Pillar
of Social Rights.

The fair phase-out of unsustainable jobs can be
achieved with a ‘climate insurance’ as a new pillar
within the social security systems?®. Climate change
mitigation, adaptation, and climate change induced
disasters will lead to new social risks and require
public care of the welfare state. A European Climate
Insurance, funded by taxation of greenhouse gas
emissions and other environmental ‘externalities’,
can provide income replacement for citizens neg-
atively affected by climate change or its mitigation.
It can compensate for climate-induced disasters or
cover preventive measures, like energy efficiency
measures in the household, or an Ecological Trans-
formation Income?® that workers can access when
they decide to leave their jobs in so-called exnova-
tion sectors which will need to be scaled down to
fight climate change (e. g. coal, automotive, aviation).
A European Climate Insurance provides a Europe-
an answer to the increasing risks of climate change,
while supporting a Just Transition.

Conclusion

The proposed Green Deal represents a strong frame-
work that has the potential to move Europe towards
a climate neutral and prosperous future. Ongoing
health and economic crises have demonstrated how
essential solid and well-functioning welfare sys-
tems are, also for enabling a Just Transition. How-
ever, today Europe’s welfare systems are designed
to depend on economic growth, making them vul-
nerable during times of low or no economic growth.
Research on Sustainable Welfare identifies four
strategies for overcoming growth dependencies:

Making welfare resilient

preventative approaches to social risks, promoting
economic equality, meeting basic needs, and green-
ing employment. The policies proposed reduce the
vulnerability of the EU to economic shocks and rec-
oncile short- and long-term social goals: the wellbe-
ing of todays’ generation, and the protection of the
environment to ensure the wellbeing of future gen-
erations. By implementing the policies at the EU or
their member states’ level, Europe can strengthen
the resilience of its welfare systems in a future-proof
way.

Policy recommendations

Our main policy recommendation is to establish an
Executive Agency on Sustainable Welfare within
the European Commission. This could build on and
learn from existing collaborations, such as the joint
unit on ‘Ecological and Social Transitions’ within the
DG R&I. The Executive Agency would be tasked with
coordinating action in the different fields, promot-
ing the implementation of eco-social policies, and
establishing links with the Green Deal and European
Climate Law. In particular, we recommend that the
agency looks into the following proposals:

1. Shift towards sustainable ways of funding wel-
fare systems, which make social security more
growth-independent?!. Broaden the funding
base of the welfare systems and shift it towards
a more environmental-friendly tax base. These
measures could include coordinating between
member states for minimum standards on
taxation of capital, financial transactions, energy,
and resource use, and upper limits on taxation
of labour and social security contributions,
ensuring that by 2025 labour is not taxed more
than resource and energy use.

2. Establish a new ‘21t principle’ in the European
Pillar of Social Rights that creates a right to
sustainable working conditions. Today, EU

19 Nullmeier, 2019; earlier proposals include climate risk insurances (Warner et al., 2013).

20 Swaton, 2019
21 Jackson, 2020
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citizens still can be forced by their employer

to engage in climate damaging activities such
as business flights. A right to sustainable work
would give employees the possibility to choose
more environmentally friendly means of trans-
port. This advances the European social agenda
because ‘good work’ also means not having to
do a job at the expense of future generations.

3. Implement a new European Climate Insurance
that supports green employment and enables a
just transition. The European Climate Insurance
is to be designed so that every European
citizen has access to the funds and can receive
benefits in case their income is reduced through
a climate protection measure or as a conse-
quence of climate change. The funding can be
generated from environmental taxes on energy
and resource-intensive activities (e. g. air travel
and carbon border taxes). Shared risk-pooling
strengthens the European identity and advances
the social agenda of the EU while leaving esta-
blished national welfare states full autonomy in
existing domains of the welfare states.

4. Recalibrate the importance of employment
and income for social cohesion by establishing
European Time Banking. The establishment
of a common framework for different forms of
work (e.g. employment, care work, civil service,
voluntary work) into a time-denominated
currency that can be translated into EU member
states’ welfare institutions provides a minimum
guarantee of social protection for all EU citizens,
lowers inequality in welfare benefits and sup-
ports inclusion. This system could be connected
to a European employment guarantee.
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