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B The basic idea underlying the corridor model, developed in the 1990s, is the mainte-
nance of a close connection between levels of economic and welfare state develop-
ment in the EU member states. During periods of crisis in which drastic cuts are made
in social security systems European regulation of this kind is crucial. This concept can
also be used to prevent social dumping between member states and to facilitate wel-
fare state catch-up processes on the part of less developed member states.

B The corridor model was originally developed with reference to the »social expendi-
ture ratio« indicator. It can be presented more easily on the basis of the »social
protection expenditure per capita in purchasing power standards (PPS)« indicator,
however, which is related extremely closely to »per capita income in PPS«. Instead
of several corridors for different country income groups only one corridor is needed
for all states.

B There is a close connection between the quantity of financial expenditure and the
quality of provision with regard to the various functions of the welfare state. This can
also be demonstrated empirically for the health care sector. As a result, the quan-
titative approach of the corridor model does not conflict with qualitative claims on
the welfare state.

B The criticism that the corridor model cannot be reconciled with a progressive welfare
state philosophy is a misunderstanding. The model neither prescribes nor sanctions
upper limits for the welfare state.
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Introduction

In the wake of the global economic crisis the welfare
state in many European countries has found itself in diffi-
culties unprecedented since the end of the Second World
War. In particular in heavily indebted countries the finan-
cial markets are enforcing austerity policies bound up
with wage cuts, higher unemployment — especially youth
unemployment — and drastic cuts in social security, pri-
marily pensions (Heise/Lierse 2011).

In the course of their efforts to combat the crisis in the
Euro Area (Eurozone) the EU member states agreed a
Euro-Plus Pact that for the first time looks at the devel-
opment of national competitiveness and national wage,
pension and health care policies at the European level.
This does not involve convergence »while maintaining
the improvements made« but a European agreement
on the dynamics of the cuts to be made. Germany’s he-
gemony means that the rest of Europe has to dance to
its tune.

In this situation it is all the more incumbent on Eu-
rope’s left-wing parties and the European trade unions
to present clear programmatic alternatives for European
economic and financial policy and European wage and
social policy. A fourfold paradigm change - involving a
radical reorientation of European growth strategy, the
EU’s fiscal policy architecture, European coordination of
wage, social and tax policy and European regulations on
the financing of public debt —is urgently required (Busch/
Hirschel 2011).

The corridor model developed at the end of the 1990s
is to be regarded as an important building block in this
context of alternative policy conceptions (Busch 1998).
Its aim is to ensure that a country’s level of economic
output and level of welfare state development are linked
in the EU, as well as to prevent social dumping and avoid
the overburdening of less developed states.

The aim of this article is once more to subject the corridor
model to a critical examination, to submit new findings,
to present a new indicator for the model and to reply to
critical objections.
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1. The Corridor Model: 20 Years Ago
and Today

The basic idea underlying the concept developed in the
1990s is to assign member states with different per cap-
ita incomes different social expenditure ratios in accord-
ance with their level of economic development, thereby
ensuring a close relationship between economy and wel-
fare state (Busch 1998: 178).

The aims of an agreement on specific ranges or corridors
for the social expenditure ratios of EU member states
falling into different per capita income groups are as fol-
lows:

= Clamping down on social dumping policies. Individual
countries would not be able to gain a competitive ad-
vantage by maintaining a social expenditure ratio which
is below average given their level of per capita income.

= This form of social policy regulation would make it
possible to avoid the less developed economies becom-
ing economically overburdened. They would have to pro-
vide only a level of social expenditure in keeping with
their income level.

= |n the course of the less developed countries’ eco-
nomic catch-up process social expenditure ratios in the
EU would converge; spending on old age, illness, inca-
pacity to work and unemployment would be brought
into line not only relatively but also absolutely. The corri-
dors of lower and middle income groups would therefore
move upwards on the regression line.

= Quantitative regulation of social policy at the EU level
would initially be confined to a minimum, with no re-
distributive elements. Since only aggregated magnitudes
(social expenditure ratios) would be regulated in this way
member state autonomy in the allocation of social spend-
ing to various areas (pensions, health care, unemploy-
ment, family support) would be unaffected.

In 1993, three income groups were clearly distinguished
in the EU11 (excluding Luxembourg) and assigned to cor-
responding corridors with regard to social expenditure
ratios. As a consequence of EU enlargement, today (data
from 2007) nine groups would be needed, and the de-
limitation of individual groups would be much more dif-
ficult than in the 1990s. Furthermore, the ratio between



per capita income and social expenditure ratio has also
fallen significantly during the period in question (based
on the coefficient of determination), from 81 per cent to
56 per cent.

Based on new data from Eurostat on per capita social
protection expenditure in the 2000s (PPS), the corridor
model can now be presented using a new indicator.

Based on the new data the regression »social protec-
tion expenditure per capita in PPS« in relation to »per
capita income in PPS« can now be calculated (see Figure
1). For the years 2001 and 2007 we get coefficients of
determination of an astonishing 87 per cent (2001) and
86 per cent (2007), respectively." That means that the
connection between level of economic development and
level of the welfare state remains extremely close and
much stronger than the data calculated on the basis of
the social expenditure ratio would suggest. The differ-
ence between the two calculations can be explained as
follows: the coefficient of determination is lower in the
calculations with the indicator »social expenditure ratio«
because here social protection expenditure is related first
of all to income in order to be related to income once
again in the regression. The variable »income« loses ex-
planatory power as a result of this double »reflection«.

Given this very close connection between per capita so-
cial protection expenditure and per capita income the
corridor model is readily applicable to the indicator »so-
cial protection expenditure per capita in PPS«. For each
value of per capita income in PPS a corridor could be
established with regard to per capita social protection
expenditure in PPS which individual states would have to
keep to. Instead of a plethora of corridors, which were
necessary when using the indicator »social expenditure
ratio«, a single corridor is sufficient based on the indi-
cator »social protection expenditure per capita in PPS«.
The new approach can easily be explained by means of
the regression in Figure 2. In contrast to Figure 1, the
outlying country Ireland is here left out of the calcula-
tion. In this way, the regression line is turned a little anti-
clockwise, to some extent functioning as a bisector. The
correlation coefficient is now 0.96, thereby showing an
extremely strong relationship between the two variables

1. The regression calculations end in 2007 because the data from 2008
onwards are severely impaired by the collapse in economic output in
many EU member states (per capita GDP). Cyclically adjusted calcula-
tions are therefore needed, but to date none have been made available.
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(the coefficient of determination is 92 per cent). A point
on the y-axis can now be assigned to every point on the
x-axis using the formula given above the regression lines:
y = 0.3672x — 2.9719. The regression line is the locus
of the intersection of the y-target values for social pro-
tection expenditure per capita and the x-actual values
for GDP per capita for the various countries. The cor-
ridor model could now be deployed by extending a line
both above and below the regression lines, constructed
as follows: for each y-target value for individual states
two points are calculated which are five per cent (7.5
per cent, 10 per cent ...) higher or lower than the y-tar-
get value (the particular percentages would be decided
on politically). In this way a range of variation would be
laid down for each member state for the values of so-
cial protection expenditure per capita whose mid-point
is represented by the value on the regression lines. The
distance of the two lines of deviation from the regression
lines would increase as per capita income grows because
the absolute amounts of deviation increase with higher
incomes at the same percentage of deviation. The corri-
dor would no longer be laid down for individual income
groups; instead, there would be a single corridor around
the regression line and no groups of states would be
needed, either. Given the ongoing changes in per capita
income and the large number of states whose incomes
are spread out along the whole length of the regression
line this is in any case the more elegant solution.

In Figure 2, a corridor of plus/minus 10 per cent is shown
by way of illustration. Based on this range, the follow-
ing member states would exceed the corridor: Sweden
(marginally), France, Portugal, Hungary, Poland, Bulgaria
and Romania. Deviating below it would be the UK, Spain,
Cyprus, Malta, the Czech Republic, Estonia, Lithuania
(marginally), Latvia and, self-evidently, Ireland, for which
based on per capita income a target value for social pro-
tection expenditure of plus/minus 10 per cent can be
calculated.

Within the framework of the current euro-crisis the situa-
tion in the UK, Ireland and Spain is particularly precarious
given that their social expenditure veered downwards as
early as 2007. Given the tough austerity measures de-
manded by the international financial markets and the
EU, welfare state spending has come under further pres-
sure. The three Baltic states are in a similar position: they
have been hard hit by the global economic crisis and their
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Figure 1: Regression of social protection expenditure per capita in 1000 PPS in relation to GDP
per capita in 1000 PPS for the EU26 (excluding Luxembourg), 2007
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Source: Author’s calculations based on Eurostat data.

Figure 2: Example of a corridor (plus/minus 10 per cent) around the regression line social protec-
tion expenditure per capita in 1000 PPS/GDP per capita in 1000 PPS, EU25, 2007
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public consolidation programmes have targeted their so-
cial security systems.

2. Criticisms of the Corridor Model

The corridor model has gained some recognition in the
political sphere over the past 10 years. The SPD has taken
up the concept in its Hamburg programme; the trade
unions ver.di and IG Metall advocate it in their European
policy documents; and the Party of European Socialists
(Hacker/Maass 2011) and UNI Europe, the European
trade union federation of the private service sector, con-
sider the idea eminently worthy of discussion.

However, the model has encountered a number of criti-
cisms, the two most important being as follows: on the
one hand, the model has been criticised as exclusively
guantitative, neglecting qualitative dimensions; on the
other hand, there is resistance to the notion of a corridor
because it is regarded as a limitation on the progressive
development of the welfare state.

In the next two sections | shall discuss these two principal
objections to the model.

2.1 The Connection between Quantity
and Quality in the Welfare State and its
Significancefor the Corridor Model

If, when examining the issue of quality, we restrict our
focus to the two main functions of the welfare state,
namely pensions (old-age pensions, survivors’ pensions)
and health care spending (illness, invalidity) — which in
2007 made up almost 85 per cent of social protection
expenditure in the EU15 and in the EU27 — the answer
with regard to pension expenditure is easy to find. The
pensionable age, reductions for early retirement and the
income replacement rate in retirement — in other words,
purely quantitative factors — determine the quality of
this function of the welfare state. With regard to the
health sector this simple relationship between quantity
and quality is somewhat dubious. It could be that coun-
tries with above-average health care spending per cap-
ita waste money due to inefficiencies in the system and
thus the quality of their provision is no better than that
of other countries which commit less financial resources.
Conversely, countries whose commitment of financial re-
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sources is below average, in comparison to their level of
economic development, could provide a quality of pro-
vision in line with the average provision in economically
comparable countries.

Turning to this question we first encounter the fact that
the connection between a country’s level of economic
development and the level of its health care spending is
very close.

Figure 3 compares government health care spending and
the per capita income of EU states for 2007. The coeffi-
cient of determination is extremely high, at 93 per cent,
with a correlation coefficient of 96 per cent. With such a
close connection between economic and social levels the
question about the relationship between quantity and
quality of provision answers itself. As prosperity grows
states would not increase their health care spending in
both absolute and relative terms unless that meant a
qualitative improvement in medical provision. If higher
quality were obtainable at a lower price at least some of
the richer EU states would take this route. Even Ireland,
which is far below the EU average with regard to social
protection expenditure in general, is close to the regres-
sion lines with regard to health care spending per capita.

This impression, which in any case follows from the over-
whelmingly close connection between health care spend-
ing and level of economic development, is borne out by
an examination of qualitative indicators related to the
health care systems of EU states. Although the debate
on qualitative indicators in health care is still in its infancy
internationally, and a multitude of methodological prob-
lems pertain here, nevertheless, it is also here that we en-
counter the first evidence underlining the close relation-
ship between quantity and quality (WHO 2000; BASYS
2007; OECD 2007; GreB/Wasem 2009). Reviewing a
whole mass of qualitative indicators in the EU and the
OECD, including, besides life expectancy, infant mortal-
ity, perinatal mortality,? vaccination rates for children and
older people, survival rates for different kinds of cancer,
chances of surviving heart attacks and strokes and the
condition of the teeth of 12 year-old children, the fol-
lowing trends can be discerned: the states with the high-
est health care spending per capita exhibit a significantly
better level of health among the population than states

2. Perinatal mortality means the total number of stillborn babies and
early neonatal mortality (within the first seven days of life).
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Figure 3: Regression of public health care expenditure per capita in 1000 PPS in relation to per
capita income in 1000 PPS for the EU 26 (excluding Luxembourg), 2007
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Source: Author’s calculations based on Eurostat data.

with lower spending. Virtually all indicators show this.
The internal differentiation among the countries of Cen-
tral and Eastern Europe (CEE) illustrates this particularly
well. The CEE countries in this group with above average
health care spending per capita — that is, Slovenia, the
Czech Republic and Hungary — score significantly better
in almost every instance on all the abovementioned in-
dicators than the three Baltic states and Poland, whose
spending is much lower (no details are available as yet for
Romania and Bulgaria).

2.2 Corridor instead of Minimum Standards?

The second objection to the corridor model holds that
taking into account lower and upper limits on social
spending is inconsistent with a progressive philosophy.
This argument (Erdmenger/Gran/Kowalsky/Polzer 2009:
10) is based on a fundamental misunderstanding. First
of all, it is contradictory to object against the corridor
model that standards graded in accordance with eco-
nomic output can be laid down perfectly well in the
minimum standard model. The concept of differentiated

standards is the very essence of the corridor model, and
is not to be found in general minimum standards (Gobel
2002), so-called »social snakes« (Dispersyn/Van der Vorst
2002) nor in the open method of coordination (De la
Porte/Pochet 2003; De la Porte/Nanz 2004; Busch/Hacker
2009). With the exception of the corridor model no ap-
proach has yet been put forward for the EU which lays
down differentiated standards in accordance with level
of economic development. To that extent, the objectors
are already borrowing from the corridor model without
realising it. To take upper limits to be a brake on progress
is fundamentally to misunderstand the model. Needless
to say, countries can deviate upwards as much as they
wish, in accordance with a particular government’s own
assessment. However, states which, for example, suffer
from adverse demographic conditions cannot be obli-
gated to put up with such competitive disadvantages.
States disadvantaged or benefited in such ways should
either receive compensation from the EU budget system
or have to shoulder a bigger burden. To that extent, up-
per limits are not a brake on progress but a construct for
avoiding excessive hardship for individual countries. In
any case, these objections are at odds with empirical re-



ality in Europe. The connection between social protection
expenditure overall and level of economic development
is —as we have repeatedly shown — so close that the criti-
cism presented here has no empirical foundation. If, by
contrast, one bases one’s objections on the high social
expenditure ratios in the Scandinavian countries it has to
be borne in mind that the latter’s lead levels off based on
a net calculation. The Scandinavian countries fund social
spending with contributions and taxation to an above-
average extent and based on a net calculation in fact fall
below France and Germany (Adema 2001; Kemmerling
2001; OECD 2009).

3. Outlook

The euro-crisis has by no means been surmounted. More
and more countries are in need of rescue. After support
loans were granted to Greece and Ireland, now Portugal
has applied for EU assistance. It is to be expected that
Spain will soon follow in their footsteps. Since this lend-
ing is coupled with tough austerity conditions, leading to
drastic cuts in social security provisions, the future of the
European Social Model is in doubt. The European Left ur-
gently requires a consistent and comprehensive alterna-
tive approach with regard to growth policy, the architec-
ture of the EU’s economic regime, European coordination
of wage policy, the financing of public debt and the co-
ordination of welfare states in the EU. This would enable
it to oppose the newly invigorated neoliberal economic
philosophy in the political arena. The model proposed
here is a contribution to this debate which is so important
for the future of Europe.
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