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Abstract

Politicians as well as researchers frequently claemh globalisation — and in particular its
economic dimension — poses a threat to the welfate. Sthis article investigates whether
such a claim is justified by the empirical studies itigasing the relationship between
economic openness and the welfare state. Based otetia¢uie two contrasting hypotheses
are distinguished: the first stating that economic opssidoes threaten the welfare state and
the second arguing that this is not the case. TherealBtudies are systematically reviewed
in this article. The analysis shows that the secondthgses supported most often and

therefore it is concluded that economic openness dodkreaten the welfare state.
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I ntr oduction

The opinion concerning the welfare state has changed caypdetr the last thirty years.
Whereas in earlier times people were very optimaiout the welfare state and the belief
was widespread that social rights could be combined wiktlerdnployment, the attention has
moved towards its inability to reach these goals (K@@d3). At the end of the 1970s and
the beginning of the 1980s, confidence in the welfare stasedecreasing because it was
starting to become associated with less economic gramd even with financial crises. More
attention was given to the idea that welfare statgmot only solve societal problems but
can also create them. Recently, the discussiowliEshed in scope and concerns are raised
about the future of the welfare state that may be téined by several societal developments
(Korpi, 2003; Pierson, 2006). Globalisation is one of thedts that have attracted the
attention of politicians, researchers, and the genetdicpiCastles, 2002; Wilding ,1997).
There are many different meanings attached to globalmsatid it can be conceptualised in
many different ways (Guillén, 2001). A central part ofstndefinitions of globalisation is that
it concerns cross-border interactions between indilsgdgampanies, and governments and
that it entails of an economic, social, and politiiahension (Dreher, 2006). This article is
limited to the economic dimension of globalisatiomjah is the extent to which countries are
integrated into the world market, reflected in theielesf economic openness. There are two
reasons for this limitation. First, the welfare st basically a financial construction through
which governments collect en redistribute resourcesmitt@ir country. It is therefore likely
that an effect of globalisation on the welfare stailebe most clearly visible through the
impact that it has on the financial position of a ¢aopmAn additional reason for focusing on
the effects of economic openness is that the empittieeature investigating the
consequences of globalisation for the welfare staterf@nly examined this dimension and

that research about the effects of social and pdlbijsanness is scarce. The results from
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these earlier studies show that the field of inquergharacterised by contrasting theoretical
positions and that the outcomes vary between the malpimvestigations as well. Since both
the hypotheses guiding the research and the empiricalmescof the studies are in conflict
the literature has not merged into one direction. Bexalithis state of affairs, it is not
possible to answer the question whether the welfare istdtreatened by the economic
openness of countries at this moment. Neverthelegs the number of empirical studies has
grown extensively over the last twenty years, it seente a good time to look back and see
to what extent these studies point into one directicth@bther. In the present article this is
done in the following way. First the different theacatipositions are discussed. In this
discussion the theoretical arguments are grouped inteawps, namely (1) those that lead
to the hypothesis that economic openness threatensetfaewstate and (2) the arguments
hypothesising that economic openness does not pose atthtieatvelfare state. In the next
section these different theoretical positions arérma. Then an overview of the existing
empirical studies is provided and it is investigated whicthefivo hypotheses is supported

by this research material. The article closes witlisaussion of the outcomes.

Hypotheses

The relationship between economic openness and theravsttde is studied from different
theoretical points of view. With respect to the questitiether economic openness poses a
threat to the welfare state, two contrasting hypothase found in the literature. Based on the
assumption that economic openness is negatively delateelfare states or may lead to
welfare state convergence, it is hypothesised thatoasicropenness threatens the welfare
state. The opposing hypothesis states that economiceggedoes not pose a threat to the

welfare state because it may lead to welfare statensigpaor because other factors may be




The welfare state and globalization: down and out or too tough to die? 5

more important in understanding cuts in the welfare gBovwles & Wagman, 1997; Brady,

Beckfield & Seeleib-Kaiser, 2005).

Hypothesis 1: economic openness threatens the welfare state

There are several reasons why economic openness négatffeets the welfare state
(Mishra, 1999). First, it is argued that countries with hleghlevels that are necessary to
support the welfare state are less competitive thar thdk lower taxes. A second reason is
that capital flight may result from high tax levelsis expected that individuals and
companies will move from countries with high taxes tantages where taxes are low. This
threatens the financial base of the welfare staieaislly because it is likely that the
individuals and companies contributing the most to theaneitate will leave the country
since they have the strongest incentive to move aitgeed that governments will respond to
problems of competitiveness and capital flight by lomgtiaxes resulting in a race to the
bottom (Bowles & Wagman, 1997). The logic behind the tad¢ke bottom is that countries
will adjust their tax level in accordance with tiabther countries. If one country lowers its
tax in order to be more attractive to individuals and cangsa others will follow and in the
end all countries will end up with low taxes and few finahesources to support the welfare
state. In both instances it is assumed that thexa@igect relationship between economic
openness and the welfare state. A third argument holtde¢bhaomic openness may also
threaten the welfare state indirectly, namely thioting increased influence of investors on
the social policies of countries and the decreasing pofitee nation state due to
globalisation (Scharpf, 2000; Yeates, 1999). This argumdyatsisd on the assumption that
governments have a less firm grip on the economic &ituaf their country than before and

that they have to deal with the interests of invesing may play a role in negations since
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the power of investors has increased and they canehreath moving their production to
other countries if they are not pleased with the ouecom

These arguments have in common that they statgative relationship
between economic openness and the welfare state egmallthe present situation. Others
have argued that the generous welfare state is negaaifetyed by economic openness,
whereas the less developed welfare states may actxaiynd as the openness of their
economies increases. This argument is based on thevabisn that countries that have
experienced a growth of economic openness in the paslsaréhe countries with extensive
welfare state arrangements. Nevertheless, it is arpa¢these countries have reached a
maximum that makes further growth difficult or even ingible and renders cuts in welfare
states necessary to keep the system working. On thehathéy the countries that are less
economically open are also the ones with less dewelvedfare states. If their economic
increases, their welfare state will also develop furjirgt like the ones that went through that
development before. As such, two different developmar@dypothesised: for open
countries more economic openness will mean a reductithe avelfare state and the less
openness will experience a growth of their welfareestiduber & Stephens, 2001; Rodrik,
1997). Ultimately, the expectation based on this the@lqtimsition is that welfare states
convergence as the economic openness of countrieasesteBased on the idea of welfare
state convergence it is argued that the less developg&devstate may benefit from
increasing economic openness, but that the extensivare/state is threatened if a country

become more integrated into the world market.

Hypothesis 2: economic openness does not threaten the welfare state
There are several arguments countering the hypothesig/éifare states are in crisis because

of economic openness. First, the hypothesis does not mecvailable empirical data
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concerning the development of welfare state. Figures shaivspending on social security
has increased since the beginning of the 1980s (Castles, 303 this is also the period in
which economic openness increased, a reduction of weliaes would be in line with the
first hypothesis. However, an expansion has taken piatead. Second, empirical studies
have shown a positive correlation between economiorggss and public spending and the
countries with an extensive welfare state are alse¢beaomically open ones (Cameron,
1978; Katzenstein, 1985; Rodrik, 1998). These findings have ledrodgrs to focus on the
positive effects that economic openness may have dareatate spending. There are two
theoretical arguments for the hypothesis that welfeate £xpansion may occur because of
economic openness. According to the first view, econ@ménness causes insecurity. The
reason for this is that economically open countriesnaore affected by fluctuations on the
world market. The interdependence between countries teadprocess through which the
economic situation in one country more easily afféfogssituation in other countries. The
fluctuations in the world market may result in unemploynam it is therefore expected that
the citizens of the more economically open countressd more protection through the
welfare state (Brady et al., 2005). According to the sew@wl, economic openness requires
investments in the welfare state to strengthen the ditiapaess of a country. Such
investments are enabled by increased prosperity and commitmeatfare spending
(Castles, 1998). Moreover, spending on social arrangeroegates social stability, increases
human capital, and enables collective agreements bertemployers and employees that may
counter the negative effects of economic opennessqBEB1). Whether the investments in
the welfare state are made to deal with insecurity stap competitive, in both instances
economic openness leads to an expansion of the welédeg istthe first case governments
respond to effects that economic openness may have #rallaiter governments actively

develop policies to remain competitive in the world marke
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In addition to that, there is reason to expect tbahemic openness does not
threaten the welfare state from a different anglethe aforementioned arguments are based
on the premise that welfare states are somehowvedeiateconomic openness. An alternative
view holds that economic openness does not threatevetfee state, simply because it is
argued that they are not related at all (Brady e2@05). Those supporting this view argue
that other factors are of more importance for developsnarthe welfare state, such as the
institutional structure of a country (Gray, 1998; Hall & ISos, 2001; Swank, 2002), the
equilibrium between constitutional structure, institnipand support for social policies
(Huber & Stephens, 2001; Pierson, 1996; 2001), political develofmiAllan & Scruggs,
2004; Korpi, 2003), or deindustrialisation (lversen & Crusack, 2@@n though these
hypotheses differ with respect to the question how ttaexgevelopments in the welfare

state, they do agree that such developments cannottended for by economic openness.

M ethod

The overview of the different hypotheses shows trexetls disagreement about the
consequences of economic openness for the welfare Btatie of the arguments is plausible
and it is therefore not possible to disregard one ahtjust like that and summarising the
empirical material may help to decide which of the twpdtheses finds the most support. To
do this, the existing studies are systematically reviewedl: €riteria are used for the

selection of the studies: (&npirical studies were selected, (2) the studies inclare

indicator of the economic openness, (3) the studies includan indicator of the welfare state;

and (4) the studies arsternational comparisons. A search of electronic databases yielded 22
studies that match these requirements (Appendix A). Sditiee studies use more than one
measure for economic openness and the welfare statdewncases these studies generate

different outcomes. In total there are 27 outcomeasat®taken into account in the overview.
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There are different ways to conduct a research sgisth@nging from a purely
descriptive overview mapping a field of inquiry to a quantieatneta-analysis combining and
reanalysing the results from different studies (Gl2a8%6). Quantitative meta-analysis is the
most rigorous but also the most restrictive methotiensense of the kind of data it requires;
the measurement of the variables and the statisppaibach needs to be similar in the
different studies (Hedges & Olkin, 1980). Since the wayhictvwelfare state are measured
and the statistical tests vary between the studiesingbid review it is not possible to
conduct such a meta-analysis and the vote-counting metlapglied instead. The vote-
counting method involves counting the number of studiesstifgtort one of the two
hypotheses; economic openness threatens the welfeg@stot. If a study supports one of
the hypotheses it will be regarded a confirmation. Hymashik is confirmed if a study reports
a negative effect of economic openness or finds conveegefnvelfare states. Studies in
which a positive effect of economic openness is found legktshowing no relationship
between economic openness and the welfare state suppathidsis 2. Studies that report a
negative relationship for one of the measures of ecanopenness but no effect for other
measures are considered to support Hypothesis 1. Studiestopgneoatrasting results that
support both Hypotheses are reported twice.

In the vote-counting method each study gets the sanghtiaievaluating the
hypotheses. This is a weak point of this method since strdes may be considered more
important than others, for instance because the date anethod of analysis are of higher
guality. Therefore, the outcomes of a vote-count magfteeted by the lower quality studies
(Cook et al., 1992). To take this into account, the qualith@ftudies is assessed using the
Impact Factor of the journal provided by Thomson Scientifltich has the advantage that it
offers a measure to compare the different studies. mpadt Factor for 2005 is used. Five of

the studies are not rated; four studies appeared in jowvithtsut a rating and one study is a




The welfare state and globalization: down and out or too tough to die? 10

book chapter. Other characteristics of the studiesdés their quality, may also influence the
outcomes. To make sure that the outcomes are notdchyshese particularities of the
studies, the following variables are investigated that raay between the different studies.
The first two variables focus on the breadth of tieeliss, namely the number of countries
that are included in the studies and the time periodhbaitudies cover. The other two
variables concern the measurement of the variabledealdvith how economic openness
and the welfare state are operationalised. After ptiesetine results from the vote-counting,

the influence that these variables have on the outcamesavestigated in more detail.

Results

The 27 outcomes of the 22 studies are summarised in Tand Table 2. Table 1 provides
an overview of the studies supporting hypothesis 1, stataigetonomic openness threatens
the welfare state, and Table 2 summarises the studiesupport hypothesis 2, arguing that
economic openness does not threaten the welfare Btatbermore, the tables include
information about the different features of the stsidie

Tables 1 and 2 about here
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The tables show that 8 of the outcomes support Hypothesisl 19 are in accordance with
Hypothesis 2. From a quick look at these figures the aosimi should be that economic
openness does not threaten the welfare state. Nelesshthis conclusion is preliminary
since it may well be that other factors affect thériistion of the outcomes. For instance, if
the outcomes are related to the other variables susedan the tables, there is reason to
adjust this conclusion. Therefore, it is examined wéretin not the characteristics of the

studies may matter for the outcomes.

Different countries

The tables show that there is quite some similantgrag the studies concerning the countries
that are analysed. Most of the studies use data frontogekewelfare states. This is not very
surprising since a large part of the literature deals \Welguestion whether these extensive
welfare states are in crisis and less emphasis igrptite effect that globalisation has on
developing welfare states, which may benefit less frmreased economic openness (Guan,
2001; Watkins & Fowler, 2002). The focus on developed welfatesimplies that the
number of countries included in the studies is relatiley usually this ranges from 14 to

19. Stacking longitudinal data enables researchers to igagsthe link between economic
openness and the welfare state. A few studies incllatger sample of countries in their
analyses, such as Alesina and Wacziarg (1998) and Rodrik (E#@Bdthers, such as for
instance Kaufman and Segura-Ubiergo (2001) and Rudra and Haggard (20@5pcused

on less developed welfare states. Including more coumrtbe sample does seem to
influence the results a bit; the two studies examitteglargest sample find a positive
relation between economic openness and the welfaee Siace these studies include a large

number of countries, it can be stated that the oveffaitt of economic openness is positive.
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Nevertheless, it does not allow concluding that theeedifference between well developed
and less developed welfare states as can be read fraabtbée. The studies that only focus
on developed welfare states are found in both tableshershime holds for those examining
less developed welfare states. Therefore, the numtmeruotries taken into account does
matter to some degree but the kind of welfare statedl-dexeloped versus less developed —

on which the study is based does not make a difference.

Different time periods

The studies are also similar with respect to the timegé¢hey investigate. The majority of
the studies examine the effects of openness from thereg of the 1970s until the end of
the 1990s. There are four studies that span a remarkabbrlpagod and also include
developments that took place before 1960 and some ofuthesinclude more recent
information. Therefore, most of the findings confingesiod of 20 of 30 years. Assuming that
the recent increase in economic openness from avedlatecent date, it is possible that the
time period on which the studies focus influence the outsamthe sense that the effects of
economic openness should be more visible in the studiemthade more recent data. There
is only limited support for this view; Table 2 includes mstedies that show a positive
relation between economic openness and the welfaeelstboverall it can be stated that both

the time period and the time span of the study do nottaffemutcomes to a large extent.

Different quality

Investigating the Impact Factor of the journal in whiah studies are published leads to the
conclusion that the subject has been dealt with in dpgtity journals. Only three studies are
published in journals with an Impact Factor below 1 ar@sicles appeared in journals

scoring an Impact Factor higher than 2, which are regardédiuiality journals. These
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studies, just like the ones that are not published in joaithat are indexed, are equally found
in Table 1 and Table 2. Therefore, it is concluded thgemeral the high quality journals are
interested in publishing about the relationship between edorapanness and the welfare

state and that the quality of the studies does not influinectndings.

Different indicators of economic openness

Economic openness is defined as the extent to which drgasimtegrated into the world
market. As can be read from the tables there are elffevays to measure this. In about half
of the studies economic openness is measurednadb openness, which is the sum of
imports and exports divided by Gross Domestic Product (&D& country. Another
measure isiberalisation, such as the indicator that is developed in Quinn (1% gn
Direct Investments (FDI) is a third measure used to indicate economic openness.

Each of these indicators focuses on a different agectountry’s involvement in the
world market. Trade openness concerns the actual letrelde, liberalisation indicates the
absence of trade barriers and the financial interactietvgeen countries are measured with
ingoing and outgoing FDI. Since these are different indisahey may also have different
effects on the welfare state. Surprisingly, in theréiture no attention has been paid to this
possibility. Instead the three aspects are considersthagestations of the overarching
variable “economic openness”. The tables show that rsugyes include two or three
dimensions of economic openness. It turns out that typdeness is more often related to the
welfare state than liberalisation and FDI. HoweMee, direction of this influence remains
unclear since negative and positive effects are repdktednsequence of the use of more
than one indicator of economic openness is that drerguite some studies that report effects
of one of them but not of the others. In many instancesffects from liberalisation and FDI

are found. For reasons of clarity not all of theskfimdings are reported in Table 2. If these
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finding were reported, there would be even more suppothdéhypothesis that economic
openness does not influence the welfare state. Concehargjffects of the different
economic openness dimensions it is concluded that tradeegeis related to the welfare
state but that the direction of this effect remainsearcand that there is considerably less

influence from liberalisation and FDI on the welfatate.

Different indicators of the welfare state
There are also different ways to measure welfarestét the literature on economic
openness and the welfare state two indicators ane ofted. The first indicator is based on
the financial resources thgbvernments spend on social welfare. Usually an overall measure
of welfare spending as share of GDP is investigatedsametimes distinctions are made to
several functional fields such as education, health acidissecurity. The second indicator
focuses on thencome side of the welfare state. The basic idea behind this measure is that the
welfare state cannot be sustained if there are no fedaesources. Government income is
measured with taxes; in some studies a distinctiomade into taxes on capital, taxes on labor
and taxes on profits.

These financial measures of the welfare state have soportant advantages.
Welfare state research benefits from them becaugeetiable cross-national comparisons.
Their general nature makes it possible to compare goverrerpenditures and income
across countries and time. Unfortunately, this is alsmitak point of these indicators. One
problem associated with these measures is that thedesggregated and therefore it is not
possible to investigate shifts at lower levels. Whereasy be that some groups are affected
by economic openness, it will not be shown by the datehermore, these indicators do not
provide insight into the nature of the different socidigis and arrangements and the

gualitative changes that may occur. For instance, thediabdata do not allow investigating
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developments in the generosity and restrictivenessaidlgolicies. Recently measures have
been developed to answer questions like these, of whaclewkl ofdecommodifcation — the
extent to which people depend on the market (Esping-Andet860) — is likely to be the
most well know. The question is whether the measureoféhe welfare state influences the
outcomes. It turns out that this is not the caseditfierent measures of the welfare state are

found in both tables.

Conclusions

The overview presented in this article supports the viawtielfare states are not necessarily
in danger because of economic openness. Besides shauid be noted that this does not
automatically mean that economic openness is positie&yed to the welfare state
considering the large number of studies showing thatahenot related at all. Additional
research should answer the question about this resaipm more depth. Such studies may
in particular focus on how political constellatiomghin countries and path dependencies
explain welfare state developments. What can be corgtlaged on the available research
material is that economic openness does not threatamaliare. Although this conclusion
may seem good news, especially for those supporting tlferevetate, it also creates a
puzzle. Empirically, economic openness does not caussiaalthe welfare state, whereas
politicians and others taking part in the public debate afisgam that the opposite is true and
emphasise that economic openness has far-reachingocemees for the generous welfare
state. It is not easy to give a simple answer toghsan for this but other studies may shed a
light on it. An important insight that may explaletgap between empirical findings and the
public debate is that economic openness, or globalisatigerieral, is not just an economic
development but also refers to a certain ideology.etameo-liberalism, which has been used

to defend cuts in the welfare state (Wilding, 1997; Mishra, 1P@8er & Sykes, 2001; Piven,
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2001). Such cuts can be viewed as a symbol that is palirofder ideological campaign
which is not opposed by the general public that repeatedisstihe message that the welfare
state is bad and that nations are powerless in thimbgang world (Piven, 2001). In addition
to that, it may be that the welfare state is inigrisot because of increased economic
openness but because neo-liberalism has spread to margietimough different
mechanism (Simmons, Dobbin & Garrett, 2006). Empirical sgidre required to investigate

whether the welfare state is indeed affected by thisiqgaldimension of globalisation.
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