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Abstract 
The welfare state constitutes one of the most significant institutional innovations of 
modern democratic societies. Emerging gradually during the late nineteenth and 
twentieth centuries, welfare institutions were designed to mitigate the social risks 
associated with industrial capitalism while promoting social cohesion and political 
stability. Through mechanisms such as social insurance, public healthcare, labor 
regulation and redistributive taxation, welfare states sought to reduce poverty, protect 
citizens from economic insecurity and support social equality. 

However, since the late twentieth century welfare states have faced substantial 
political, economic and ideological pressures. Economic globalization, demographic 
change, technological transformation and the rise of neoliberal economic thought 
have challenged traditional welfare arrangements and raised questions regarding their 
long-term sustainability. Particularly since the economic crises of the 1970s, 
policymakers and scholars have debated whether welfare states are undergoing a 
process of institutional decline, restructuring or adaptation. 

The analysis suggests that although welfare institutions have undergone significant 
restructuring since the 1980s, the welfare state has not disappeared. Instead, welfare 
systems have demonstrated considerable institutional resilience and continue to play a 
central role in mitigating inequality and stabilizing democratic societies. Rather than 
representing a simple process of retrenchment, the transformation of welfare states 
reflects broader changes in the relationship between state, market and society in 
contemporary capitalism. 

Keywords 
Welfare State 
Social Policy 
Neoliberalism 
Political Economy 
European Social Model 
Social Democracy 



1. Introduction 
The emergence of the welfare state represents one of the most profound institutional 
transformations in the history of modern political systems. Welfare institutions 
developed primarily as a response to the social dislocations generated by industrial 
capitalism during the nineteenth and early twentieth centuries. Industrialization 
dramatically altered economic and social structures across Europe, producing 
unprecedented economic growth while simultaneously exposing large segments of the 
population to new forms of insecurity and social risk. 

The transition from agrarian economies to industrial production fundamentally 
reshaped labor markets. Millions of individuals migrated from rural areas to rapidly 
expanding urban centers in search of employment opportunities. Wage labor replaced 
traditional forms of subsistence agriculture, and individuals increasingly became 
dependent upon labor markets for their livelihoods. While this transformation 
facilitated rapid economic development, it also generated significant social challenges 
including poverty, unemployment, workplace accidents and inadequate living 
conditions. 

In the absence of formal systems of social protection, workers and their families were 
particularly vulnerable to economic fluctuations and industrial hazards. Illness, 
unemployment or old age could easily lead to severe poverty. These vulnerabilities 
gradually led to political demands for government intervention aimed at mitigating 
the negative consequences of market economies. 

The early development of welfare institutions was therefore closely linked to broader 
processes of political modernization and democratization. As suffrage expanded and 
working-class political movements gained influence, governments increasingly 
adopted social policies designed to improve living conditions and address social 
inequalities. Welfare state institutions emerged gradually through a combination of 
social reform initiatives, labor regulations and social insurance programs. 

The expansion of welfare states accelerated significantly during the twentieth century, 
particularly after the Second World War. During this period many Western European 
countries established comprehensive systems of social protection that included 
universal healthcare services, unemployment insurance, pension systems and various 
forms of social assistance. These institutions became central components of what is 
often described as the European social model. 

However, beginning in the late twentieth century welfare states encountered new 
political and economic pressures. Economic crises during the 1970s challenged the 
Keynesian economic framework that had supported post-war welfare expansion. 
Rising unemployment, inflation and slower economic growth generated concerns 
regarding the fiscal sustainability of welfare programs. 

Simultaneously, the rise of neoliberal economic ideas promoted a renewed emphasis 
on market mechanisms, individual responsibility and limited government intervention. 
Influential economists and policymakers argued that extensive welfare programs 



reduced economic efficiency, weakened work incentives and imposed excessive fiscal 
burdens on governments. 

These ideological shifts were accompanied by structural transformations within the 
global economy. Economic globalization intensified competition between national 
economies, while technological innovation transformed labor markets and production 
systems. Demographic aging further increased pressure on pension and healthcare 
systems. 

Despite these challenges, welfare states have not disappeared. Instead, they have 
undergone significant processes of adaptation and restructuring. Many governments 
have introduced reforms aimed at increasing labor market participation, improving 
fiscal sustainability and encouraging private sector involvement in social protection. 

Understanding these transformations requires analyzing the welfare state within the 
broader context of political economy. Welfare institutions are embedded within 
complex interactions between political actors, economic structures and social 
demands. Their evolution reflects ongoing negotiations between competing priorities 
such as economic efficiency, social justice and political legitimacy. 

This article seeks to contribute to these debates by examining the historical 
development and contemporary transformation of welfare states in Europe. By 
integrating theoretical perspectives from political science, sociology and economics, 
the study aims to provide a comprehensive analysis of how welfare institutions have 
evolved in response to changing social and economic conditions. 

2. Theoretical and Historical 
Foundations of the Welfare State 
2.1 Theoretical Foundations  

The welfare state has been analyzed through multiple theoretical frameworks that 
attempt to explain its origins, development and transformation. Scholars from political 
science, sociology and economics have proposed different interpretations regarding 
the forces that drive welfare state expansion and retrenchment. 

One of the most influential theoretical perspectives emphasizes the relationship 
between capitalism and social protection. According to this view, welfare states 
emerged as institutional responses to the social risks generated by capitalist economic 
systems. Industrial capitalism produced significant economic growth but also created 
social inequalities and vulnerabilities that required political regulation. 

Karl Polanyi’s seminal work The Great Transformation provides an important 
conceptual framework for understanding this dynamic. Polanyi argued that market 
expansion inevitably generates social dislocations that provoke societal reactions 
aimed at protecting communities from the disruptive effects of unregulated markets. 
This process, which Polanyi described as the “double movement,” involves the 



simultaneous expansion of market mechanisms and the development of protective 
institutions. 

Within this framework, welfare states can be interpreted as institutional mechanisms 
through which societies seek to regulate markets and protect citizens from economic 
insecurity. Social policies such as unemployment insurance, labor regulation and 
public healthcare systems represent attempts to balance economic efficiency with 
social stability. 

Another influential perspective focuses on the role of political actors and class 
coalitions in shaping welfare state development. Power resource theory argues that the 
expansion of welfare states is closely linked to the political strength of organized 
labor and social democratic parties. As working-class political movements gained 
electoral influence during the twentieth century, governments increasingly adopted 
redistributive policies designed to improve social welfare. 

The post-war expansion of welfare states in Western Europe is often interpreted 
through this lens. During this period strong labor unions, mass political parties and 
high levels of economic growth created favorable conditions for the development of 
comprehensive welfare institutions. 

Comparative political scientists have also emphasized the importance of institutional 
variation across countries. Different political systems, historical traditions and social 
structures have produced diverse welfare state models. These differences are reflected 
in variations in social spending, policy design and the relationship between state, 
market and family institutions. 

Another important theoretical debate concerns the role of economic globalization in 
shaping welfare state policies. Some scholars argue that globalization constrains 
governments’ ability to maintain generous welfare programs due to increased 
economic competition and capital mobility. Others suggest that globalization may 
actually increase public demand for social protection by exposing workers to greater 
economic uncertainty. 

More recent theoretical developments have focused on the concept of the social 
investment state. This approach emphasizes policies that enhance individuals’ 
productive capacities rather than simply providing passive income support. 
Investments in education, training and childcare are viewed as essential components 
of welfare systems adapted to knowledge-based economies. 

These theoretical debates illustrate the complexity of welfare state development. 
Rather than being static institutions, welfare systems evolve through dynamic 
interactions between economic structures, political actors and social demands. 

2.2 Historical Origins of Welfare States 
The origins of modern welfare states can be traced to the profound social and 
economic transformations associated with industrialization during the nineteenth 



century. Industrial capitalism generated rapid economic growth and technological 
innovation but also produced widespread social dislocation and economic insecurity. 

The transition from agrarian economies to industrial production created new social 
classes, particularly an expanding urban working class that depended primarily on 
wage labor for survival. Unlike traditional rural communities where informal support 
networks often provided assistance during times of hardship, industrial workers 
frequently lacked access to reliable forms of social protection. 

These new social conditions generated increasing political pressure for government 
intervention. Early welfare reforms were often motivated by concerns regarding social 
stability and political order rather than purely humanitarian considerations. 

One of the earliest examples of institutionalized social protection emerged in 
Germany during the 1880s under Chancellor Otto von Bismarck. Bismarck 
introduced a series of pioneering social insurance programs including health 
insurance, accident insurance and old-age pensions. These programs were financed 
through contributions from workers, employers and the state. 

Bismarck’s reforms were motivated in part by political calculations. The rapid growth 
of socialist movements in late nineteenth-century Germany posed a potential 
challenge to the existing political order. By introducing social protection policies, 
Bismarck aimed to reduce the appeal of socialist political parties while strengthening 
workers’ loyalty to the state. 

Although limited in scope, these reforms established important institutional 
precedents for modern welfare states. The concept of social insurance financed 
through mandatory contributions became a central component of many welfare 
systems across Europe. 

During the early twentieth century, additional welfare reforms were implemented in 
several European countries. Governments introduced labor regulations, 
unemployment benefits and public health initiatives aimed at improving living 
conditions and reducing social inequalities. 

The expansion of democratic political systems played a crucial role in accelerating 
welfare state development. As suffrage expanded and working-class political parties 
gained parliamentary representation, governments increasingly adopted social policies 
designed to address the demands of industrial workers. 

A major turning point in economic policy debates occurred during the Great 
Depression of the 1930s. The collapse of global financial markets and the resulting 
mass unemployment exposed the limitations of laissez-faire economic policies. 
Millions of individuals lost their jobs and livelihoods, creating widespread social 
hardship. 

Economist John Maynard Keynes argued that governments should play an active 
role in stabilizing economic cycles through fiscal policy and public investment. 
Keynesian economic theory emphasized the importance of maintaining aggregate 
demand in order to prevent prolonged economic downturns. 



These ideas significantly influenced post-war economic policy frameworks and 
provided intellectual justification for expanded government intervention in economic 
and social policy. 

2. 3. Literature Review 
The academic literature on welfare states is extensive and multidisciplinary, 
incorporating contributions from political science, sociology, economics and public 
policy studies. Scholars have developed numerous theoretical frameworks to explain 
the emergence, development and transformation of welfare institutions. These 
approaches emphasize different explanatory variables including economic structures, 
political power relations, institutional legacies and ideological paradigms. 

One of the most influential contributions to comparative welfare state research is the 
work of Gøsta Esping-Andersen (1990), who developed a widely cited typology of 
welfare regimes based on the relationship between the state, the market and the family 
in the provision of social welfare. Esping-Andersen introduced the concept of 
decommodification, which refers to the extent to which individuals can maintain a 
socially acceptable standard of living independent of their participation in the labor 
market. 

According to Esping-Andersen, welfare states can be broadly categorized into three 
main regime types: social-democratic, conservative-corporatist and liberal. These 
regimes differ in terms of social rights, the generosity of welfare benefits and the 
institutional balance between public and private welfare provision. 

The social-democratic welfare regime, primarily associated with Nordic countries 
such as Sweden, Denmark and Norway, emphasizes universal social rights and 
extensive state involvement in welfare provision. These systems aim to promote 
social equality through comprehensive public services and redistributive policies. 
Welfare benefits are typically generous and accessible to all citizens regardless of 
income level. 

The conservative-corporatist regime, common in countries such as Germany, 
Austria and France, is characterized by social insurance systems linked to 
occupational status and employment contributions. In these systems, social protection 
often reinforces existing social hierarchies and emphasizes the role of family 
institutions in welfare provision. 

The liberal welfare regime, found in countries such as the United Kingdom, the 
United States and Canada, relies more heavily on market mechanisms. Welfare 
benefits are generally means-tested and relatively modest, encouraging individuals to 
rely on private insurance and labor market participation for social protection. 

While Esping-Andersen’s typology has been highly influential, subsequent 
scholarship has sought to refine and expand this framework. Scholars such as 
Leibfried (1992) and Ferrera (1996) identified a Southern European welfare model, 
characterized by fragmented social protection systems, uneven policy development 



and a strong reliance on family networks for welfare provision. Countries such as 
Italy, Spain, Greece and Portugal often exhibit these institutional features. 

In addition to regime typologies, scholars have also examined the political 
sustainability of welfare states. Paul Pierson’s influential work The New Politics of 
the Welfare State (2001) argues that welfare institutions generate powerful political 
constituencies that resist retrenchment. Once established, welfare programs create 
policy feedback effects that make radical reforms politically difficult. Beneficiaries of 
social programs often mobilize politically to defend existing benefits, creating strong 
incentives for policymakers to pursue incremental rather than radical reforms. 

Another important body of literature focuses on the rise of neoliberal economic 
thought and its implications for welfare state development. David Harvey (2005) 
describes neoliberalism as a political project aimed at restoring class power through 
the expansion of market mechanisms, privatization and the reduction of state 
intervention in economic affairs. 

Neoliberal critics argue that welfare states distort market incentives, discourage labor 
market participation and impose excessive fiscal burdens on governments. Influential 
economists such as Friedrich Hayek and Milton Friedman advocated policies that 
emphasized market competition, individual responsibility and limited government 
intervention. 

However, critics of neoliberal reforms argue that market-oriented policies have 
contributed to rising levels of economic inequality and social insecurity. Joseph 
Stiglitz (2012), for example, argues that excessive reliance on market mechanisms has 
weakened social safety nets and increased economic polarization in many advanced 
economies. 

More recent research has focused on the concept of the social investment state, 
which emphasizes policies designed to enhance human capital and labor market 
participation rather than simply providing income transfers. According to scholars 
such as Anton Hemerijck (2013), welfare states are increasingly investing in 
education, childcare and active labor market policies in order to adapt to the 
challenges of knowledge-based economies. 

This growing body of literature suggests that welfare states are not static institutions 
but rather dynamic policy systems that evolve in response to changing economic 
conditions, political coalitions and ideological paradigms. 

 

 

 

 



2. 4. Post-War Expansion of Welfare 
States 
The decades following the Second World War are widely regarded as the “Golden 
Age” of the welfare state. During this period, Western European governments 
implemented extensive social protection systems while simultaneously achieving high 
levels of economic growth and rising living standards. 

Several key factors contributed to the rapid expansion of welfare institutions during 
the post-war era. 

First, the period was characterized by strong and sustained economic growth. Rapid 
industrial expansion and technological innovation generated significant increases in 
productivity and national income. These favorable economic conditions allowed 
governments to finance expanding welfare programs without imposing excessive 
fiscal burdens. 

Second, there existed a broad political consensus around Keynesian economic 
policies. Policymakers across the political spectrum accepted the idea that 
governments should play an active role in managing economic demand and 
maintaining full employment. Welfare policies were often viewed as complementary 
to economic growth rather than obstacles to economic efficiency. 

Third, labor unions and social democratic political parties played an influential 
role in shaping public policy. Organized labor movements advocated policies 
designed to improve working conditions, expand social rights and reduce economic 
inequality. 

Finally, the geopolitical context of the Cold War also contributed to welfare state 
expansion. Western governments sought to demonstrate the social and economic 
advantages of democratic capitalism in contrast to communist political systems. 
Welfare programs were therefore viewed as instruments for promoting social stability 
and political legitimacy. 

One of the most influential policy documents of this period was the Beveridge 
Report, published in the United Kingdom in 1942. The report proposed the creation 
of a comprehensive social security system designed to combat what Beveridge 
described as the “five giants” of poverty, disease, ignorance, squalor and idleness. 

The Beveridge Report laid the foundation for the establishment of the British welfare 
state, including the creation of the National Health Service in 1948. Similar reforms 
were implemented throughout Western Europe, leading to the establishment of 
universal healthcare systems, public pension schemes and unemployment insurance 
programs. 

By the late twentieth century welfare states had become central components of 
European political and economic systems. Social protection policies significantly 



reduced poverty, improved public health and contributed to rising standards of living 
across the continent. 

However, the sustainability of these expansive welfare systems would soon be 
challenged by new economic and ideological developments. 

2.5. Neoliberal Critiques of the Welfare 
State 
Beginning in the 1970s, welfare states increasingly became the subject of criticism 
from economists and political theorists associated with neoliberal thought. This 
intellectual movement challenged the Keynesian economic consensus that had 
dominated Western policymaking during the post-war period and argued for a 
renewed emphasis on market mechanisms, individual responsibility and limited 
government intervention. 

One of the most influential critics of extensive welfare systems was Friedrich Hayek, 
whose work emphasized the importance of market coordination and individual 
freedom. Hayek argued that excessive government intervention in economic affairs 
could undermine market efficiency and potentially threaten individual liberty. In his 
influential book The Road to Serfdom, Hayek warned that expansive state planning 
could gradually erode democratic institutions. 

Similarly, Milton Friedman argued that markets represent the most efficient 
mechanism for allocating resources and generating economic growth. According to 
Friedman, government welfare programs often create unintended consequences such 
as reduced work incentives and bureaucratic inefficiencies. He advocated policies that 
emphasized economic liberalization, privatization and the reduction of public sector 
intervention. 

These intellectual critiques gained increasing political influence during the economic 
crises of the 1970s. Western economies experienced a period of stagflation, 
characterized by high inflation, rising unemployment and declining economic growth. 
This economic environment appeared to challenge the effectiveness of Keynesian 
demand-management policies. 

As a result, many policymakers began to reconsider the role of government in 
economic management. Neoliberal economic ideas gained political momentum, 
particularly in the United Kingdom and the United States. The election of Margaret 
Thatcher in 1979 and Ronald Reagan in 1980 symbolized the political ascendancy of 
neoliberal economic policies. 

These governments implemented a range of reforms aimed at reducing state 
intervention in economic affairs. Policies included deregulation of financial markets, 
privatization of public enterprises, tax reductions and restrictions on labor union 
power. Welfare programs were also subjected to increasing scrutiny, with 
policymakers seeking to reduce public expenditures and promote greater reliance on 
market-based solutions. 



However, the extent to which neoliberal policies fundamentally transformed welfare 
states remains a subject of ongoing scholarly debate. While certain aspects of welfare 
provision were restructured, many core social programs remained politically resilient  

3. Methodology 
This study adopts a qualitative historical-institutional approach to analyze the 
development and transformation of welfare states in Europe. Historical 
institutionalism represents a widely used methodological framework within 
comparative political economy and public policy research. 

The central premise of historical institutionalism is that political institutions and 
policy choices made at specific historical moments create long-term trajectories that 
shape future policy developments. This concept is commonly described as path 
dependency, meaning that earlier policy decisions constrain the range of policy 
options available to political actors in subsequent periods. 

Welfare state institutions are particularly suitable for analysis using this approach 
because they tend to evolve gradually through processes of incremental reform rather 
than radical transformation. Social policies create institutional structures, 
administrative systems and political constituencies that reinforce existing policy 
arrangements over time. 

The research design of this study is based primarily on qualitative analysis of 
secondary sources, including academic literature, policy reports and statistical data 
produced by international organizations. These sources provide valuable insights into 
the historical evolution and contemporary challenges of welfare states across Europe. 

Empirical data are drawn from several major international institutions, including: 

• Organisation for Economic Co-operation and Development (OECD) 
• Eurostat 
• World Bank 

These organizations collect extensive statistical data regarding social expenditure, 
demographic trends, labor market dynamics and economic performance across 
advanced economies. Such data allow researchers to identify long-term trends in 
welfare state development and to assess the broader socio-economic context within 
which welfare policies operate. 

The analysis focuses on three primary analytical dimensions: 

1. Historical development of welfare institutions 
This dimension examines the origins and expansion of welfare states from the late 
nineteenth century to the post-war period. Particular attention is given to the political 
and economic conditions that facilitated the development of social protection systems. 

2. Ideological and political debates surrounding welfare policies 
The study analyzes the competing ideological perspectives that have shaped welfare 



state reforms, including Keynesian social democracy and neoliberal economic 
thought. 

3. Structural economic and demographic challenges 
The analysis explores contemporary pressures facing welfare states, including 
globalization, demographic aging, technological change and labor market 
transformation. 

By integrating historical analysis with contemporary political economy perspectives, 
this methodological approach provides a comprehensive framework for understanding 
the long-term evolution of welfare states in Europe. 

 

4. Welfare State Retrenchment and 
Institutional Reform 
Despite the ideological influence of neoliberalism, the dismantling of welfare states 
has proven politically complex and often limited in scope. Welfare institutions tend to 
be deeply embedded within political systems and are supported by broad segments of 
the population. 

The concept of welfare state retrenchment has been central to political economy 
debates over the past decades. Traditionally, retrenchment has been associated with 
the reduction of public social spending and the rollback of state responsibility in 
welfare provision. However, contemporary scholarship challenges this narrow 
interpretation, emphasizing instead the importance of institutional reform and 
structural adaptation. Paul Pierson’s influential analysis of the “new politics of the 
welfare state” emphasizes that welfare programs create powerful political 
constituencies. Once social benefits are established, citizens who depend on these 
programs often mobilize politically to defend them against potential reductions. 

Consequently, governments often pursue indirect and incremental reforms that 
reshape rather than dismantle welfare institutions. This essay argues that welfare state 
retrenchment is best understood as a process of institutional transformation, 
characterized by recalibration, policy redesign, and shifts in distributive outcomes, 
rather than a simple decline in social expenditure. 

For this reason, policymakers frequently pursue welfare reforms through indirect or 
incremental mechanisms rather than direct retrenchment. Such reforms may include: 

• tightening eligibility criteria for benefits 
• restructuring pension systems 
• promoting private sector involvement in welfare provision 
• decentralizing social services 
• introducing activation policies for unemployed individuals 



Activation policies represent a particularly significant development in contemporary 
welfare reform. Rather than simply providing passive income support, modern 
welfare systems increasingly emphasize policies that encourage labor market 
participation. 

These reforms reflect a broader shift from what scholars sometimes describe as 
“passive welfare states” toward “active welfare states.” Governments seek to 
encourage employment through training programs, job placement services and 
incentives designed to increase labor force participation. 

Another important reform trend concerns pension systems. As populations age, many 
European governments have implemented reforms aimed at ensuring the long-term 
sustainability of public pension schemes. These reforms often include raising 
retirement ages, adjusting benefit formulas and encouraging supplementary private 
pension savings. 

While such reforms have altered the structure of welfare systems, they rarely involve 
the complete elimination of social protection programs. Instead, welfare states have 
undergone gradual processes of institutional recalibration. 

5.  Empirical Trends in Welfare State 
Retrenchment” 
Empirical evidence provides a nuanced understanding of retrenchment. Data from the 
OECD show that total social expenditure as a percentage of GDP has not decreased 
over time; instead, it has increased from approximately 15% in 1980 to over 20% in 
recent years (OECD, 2021). This trend reflects structural pressures such as 
demographic ageing, rising healthcare costs, and economic shocks, particularly the 
Global Financial Crisis (Starke, 2006). These developments suggest that aggregate 
spending figures alone cannot capture the reality of retrenchment. 

Significant changes become evident when examining specific policy areas. Pension 
systems across the European Union illustrate this transformation. While pension 
expenditure increased from around 10% of GDP in 2000 to approximately 12–13% in 
2020 (European Commission, 2021), reforms have simultaneously introduced higher 
retirement ages, stricter eligibility criteria, and reduced benefit generosity. These 
measures aim to ensure fiscal sustainability while avoiding politically costly benefit 
cuts, supporting the argument that retrenchment operates through institutional 
recalibration. 

Labour market policies further demonstrate this shift. Replacement rates for 
unemployment benefits declined from 60–70% in the 1980s to around 50–60% in the 
2010s (OECD, 2021). At the same time, governments expanded activation policies, 
including job training programmes and stricter conditionality requirements. 
According to Gøsta Esping-Andersen (1990), such transformations reflect a broader 
transition from passive welfare provision to active labour market policies, 
fundamentally altering the role of the welfare state. 



In addition to institutional changes, distributive outcomes highlight the consequences 
of retrenchment. Income inequality, measured by the Gini coefficient, has increased 
across OECD countries from approximately 0.29 in the mid-1980s to around 0.32 in 
recent years (OECD, 2021). This indicates a weakening of the redistributive capacity 
of welfare systems, despite stable or rising levels of social spending. As noted by 
Pierson (1996), such developments are consistent with “hidden retrenchment,” 
whereby policy changes are implemented in subtle ways that reduce long-term 
benefits without triggering strong political opposition. 

Overall, the empirical evidence suggests that retrenchment is not characterized by 
outright reductions in welfare spending, but by qualitative transformations in how 
welfare systems operate. Institutional reforms have reshaped access to benefits, 
altered eligibility criteria, and shifted the balance between social protection and 
market efficiency. 

In conclusion, welfare state retrenchment should not be understood as a simple 
contraction of social spending, but as a complex process of institutional reform and 
policy transformation.  

 

Table 1: Social Expenditure as % of GDP (OECD Average) 

Year                                                                  Social Spending (% of GDP) 
1980                                                                                       15% 

1990                                                                                       18% 

2000                                                                                                     19% 

2010                                                                                       21% 

2020                                                                                      21–22% 
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Source: OECD (2021) Benefits and Wages Statistics

 

Declining generosity signals a shift toward activation policies and labor market 
reintegration. 
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Gradual increase in inequality suggests weakening redistributive effects of welfare 
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Welfare state retrenchment is often understood as a process of shrinking social 
expenditure; however, empirical evidence suggests a more nuanced transformation 
driven by institutional reform rather than outright dismantlement. Data from the 
OECD indicate that social spending as a percentage of GDP has remained stable or 
even increased across advanced economies since the 1980s, largely due to 
demographic pressures and economic crises such as the Global Financial Crisis. 
Despite this apparent stability, significant changes have occurred in the structure and 
accessibility of welfare provision. For instance, pension expenditures within the 
European Union have risen, yet reforms have simultaneously raised retirement ages 
and reduced benefit generosity. Similarly, unemployment benefits have become less 
generous over time, reflecting a broader shift toward activation policies that 
emphasize labor market participation over passive income support. These 
developments illustrate what Paul Pierson describes as “hidden retrenchment,” 
whereby governments pursue politically feasible reforms that recalibrate rather than 
eliminate welfare institutions. Consequently, while the welfare state persists in 
quantitative terms, its redistributive capacity has weakened, as evidenced by rising 
inequality indicators across OECD countries. In this sense, retrench 

In attempting a critical assessment of the empirical data, the following question 
must be raised: why, despite increasing social expenditures, the welfare state 
does not fully meet social needs 

The expansion of social expenditure is a defining feature of the modern welfare state, 
aiming to protect citizens from social risks such as unemployment, illness, and 
poverty. However, empirical evidence suggests that increased spending does not 
necessarily lead to the full satisfaction of social needs. This phenomenon can be 
explained through a combination of structural, economic, and institutional factors. 

First, social needs are dynamic and often grow at a faster pace than available 
resources. Demographic ageing, rising life expectancy, and changes in family 
structures generate new and more complex demands for healthcare, pensions, and 
social services. At the same time, globalization and transformations in the labor 
market—such as the spread of precarious employment—create new forms of 
vulnerability that traditional welfare systems are not fully equipped to address. 



Furthermore, the efficiency of resource allocation remains a critical issue. In many 
cases, welfare systems are affected by bureaucratic inefficiencies, lack of proper 
targeting, and unequal distribution of benefits, which reduce the overall effectiveness 
of social spending. As a result, resources do not always reach the most vulnerable 
groups, leading to the persistence or even intensification of social inequalities. 

In addition, fiscal constraints limit the capacity of governments to expand welfare 
provisions. The need for budgetary discipline, particularly during periods of economic 
crisis, restricts public spending and undermines the ability of the state to respond 
adequately to growing social demands. Moreover, political priorities and ideological 
orientations significantly influence the scope and design of social policies. 

Finally, it should be noted that many welfare systems were originally designed to 
address the risks of a previous socio-economic era. Their limited adaptability to 
contemporary challenges reduces their effectiveness in meeting current social needs. 

In conclusion, increasing social expenditure alone is not sufficient to ensure the full 
coverage of social needs. Effective resource management, better policy targeting, and 
continuous adaptation to changing socio-economic conditions are essential for the 
welfare state to fulfill its role successfully. 

 

6. New Trends and the Welfare State  

6.1.  Globalization and Welfare State 
Transformation 
Economic globalization represents one of the most significant structural developments 
influencing welfare state evolution in recent decades. The expansion of international 
trade, financial integration and cross-border investment has increased economic 
interdependence between national economies. 

Some scholars argue that globalization constrains governments’ ability to maintain 
generous welfare programs. Increased competition between countries may create 
incentives for policymakers to reduce taxes and social spending in order to attract 
investment and maintain economic competitiveness. 

This perspective is often described as the “race to the bottom” hypothesis, which 
suggests that globalization may lead to the gradual erosion of social protection 
systems. 

However, empirical research provides mixed evidence regarding this claim. In many 
advanced economies, social spending has remained relatively stable or even increased 
despite the expansion of global economic integration. 



An alternative interpretation suggests that globalization may actually increase demand 
for welfare state protection. As workers become exposed to greater economic 
uncertainty through global competition, they may support policies designed to 
mitigate economic risks. 

In this perspective, welfare states function as risk-management institutions that 
protect citizens from the volatility associated with global markets. 

European welfare states have often pursued strategies that combine economic 
openness with social protection. This model, sometimes described as “embedded 
liberalism,” seeks to reconcile market integration with social stability. 

 

6.2 Labor Market Transformation and 
the Rise of the Precariat 
Another major challenge facing contemporary welfare states concerns the 
transformation of labor markets. Technological change, globalization and 
organizational restructuring have altered employment patterns across advanced 
economies. 

Traditional welfare systems were designed primarily for industrial labor markets 
characterized by stable, full-time employment. In these contexts, workers contributed 
regularly to social insurance systems through payroll taxes, which financed benefits 
such as pensions, unemployment insurance and healthcare. 

However, modern labor markets increasingly include forms of employment that differ 
significantly from this traditional model. Part-time work, temporary contracts, self-
employment and gig economy jobs have become more common. 

Sociologist Guy Standing describes the emergence of a new social class known as the 
precariat, characterized by insecure employment, unstable incomes and limited 
access to traditional social protection mechanisms. 

Workers within the precariat often lack eligibility for unemployment benefits, pension 
contributions and other forms of social insurance that were designed for full-time 
employees. 

This development raises important policy questions regarding the adequacy of 
existing welfare institutions. Governments must increasingly consider how social 
protection systems can adapt to more flexible and fragmented labor markets. 

 



6.3 Welfare States after the Global 
Financial Crisis 
The Global Financial Crisis of 2008 represented one of the most severe economic 
shocks experienced by advanced economies since the Great Depression. The collapse 
of financial institutions and the resulting economic downturn generated widespread 
unemployment and fiscal pressures across many countries. 

In response to rising public debt levels, several European governments implemented 
austerity policies aimed at reducing budget deficits. These policies often involved 
reductions in public spending, including certain social programs. 

Austerity measures sparked significant political controversy and social protest in 
several countries. Critics argued that cuts to welfare programs disproportionately 
affected vulnerable populations while failing to address the structural causes of the 
financial crisis. 

At the same time, the crisis highlighted the continued importance of welfare states as 
automatic stabilizers within modern economies. Social protection programs such as 
unemployment benefits and social assistance helped mitigate the economic impact of 
the recession by supporting household incomes and maintaining consumer demand. 

In many cases, governments eventually reversed or moderated some austerity 
measures as economic recovery progressed. This experience further illustrates the 
resilience of welfare state institutions. 

 

6.4  Inequality and the Redistributive 
Role of Welfare States 
One of the central objectives of welfare state institutions is the reduction of economic 
inequality. Through redistributive taxation, income transfers and public services, 
governments can significantly reduce disparities in income and living standards. 

Comparative research consistently shows that countries with more extensive welfare 
systems tend to exhibit lower levels of poverty and income inequality. Social policies 
such as progressive taxation, unemployment benefits and public education contribute 
to greater social mobility and economic stability. 

However, income inequality has increased in many advanced economies since the 
1980s. Several structural factors have contributed to this trend, including 
technological change, financial globalization and the decline of collective labor 
institutions. 



Economist Thomas Piketty argues that rising inequality reflects structural dynamics 
within capitalist economies. When the rate of return on capital exceeds the rate of 
economic growth, wealth tends to concentrate among a relatively small portion of the 
population. 

In this context, welfare state policies play an essential role in moderating market-
generated inequalities. Without redistributive policies, income disparities would likely 
be significantly higher. 

Nevertheless, political debates continue regarding the appropriate balance between 
redistribution and economic incentives. Critics argue that excessive taxation and 
social spending may discourage investment and economic activity. 

Empirical evidence suggests that well-designed welfare systems can coexist with high 
levels of economic competitiveness, particularly when social policies support human 
capital development and labor market participation. 

6.5 Digital Capitalism and the Future of 
Social Protection 
The rapid expansion of digital technologies has transformed the structure of 
contemporary economies and labor markets. The emergence of digital platforms, 
artificial intelligence and algorithmic management has generated new forms of 
economic organization often described as digital capitalism or platform capitalism. 

Digital platforms such as ride-sharing, food delivery and freelance marketplaces 
increasingly mediate labor market relationships. These platforms offer flexible 
employment opportunities but frequently operate outside traditional regulatory 
frameworks governing labor relations. 

As a result, many platform workers are classified as independent contractors rather 
than employees. This classification often excludes them from access to traditional 
social protection mechanisms including unemployment insurance, pensions, paid 
leave and health coverage. 

The rise of digital labor raises important questions regarding the adequacy of existing 
welfare state institutions. Traditional welfare systems were designed for industrial 
labor markets characterized by long-term employment relationships and stable 
employer-employee contracts. In contrast, platform-based employment is often 
temporary, fragmented and geographically dispersed. 

Scholars and policymakers have begun exploring new approaches to social protection 
adapted to digital labor markets. Several policy proposals have been widely discussed 
in contemporary welfare state debates. 

One such proposal involves the creation of portable social benefits, which would 
allow workers to accumulate social insurance contributions independently of specific 



employers. These benefits could follow workers across multiple jobs or platforms, 
ensuring continuity of social protection. 

Another proposal involves the introduction of universal basic income (UBI) 
schemes. Under this model, governments would provide unconditional income 
payments to all citizens regardless of employment status. Advocates argue that UBI 
could provide a safety net in an economy characterized by increasing automation and 
labor market volatility. 

Other scholars emphasize the importance of extending labor rights to gig economy 
workers, ensuring that platform companies contribute to social insurance systems and 
comply with labor regulations. 

Although policy debates remain ongoing, it is increasingly clear that welfare states 
will need to adapt to the institutional challenges posed by digital capitalism. 

 

6.6 Climate Change and the Emergence 
of the Green Welfare State 
In recent years, the intersection between environmental sustainability and social 
policy has emerged as an important area of academic research. Climate change 
represents one of the most significant global challenges of the twenty-first century, 
requiring large-scale economic and technological transformations. 

The transition toward a low-carbon economy is likely to generate significant 
structural changes in labor markets and industrial sectors. Industries dependent on 
fossil fuels may decline, while new sectors related to renewable energy, sustainable 
infrastructure and environmental technologies are expected to expand. 

These transformations may create new forms of social risk for workers and 
communities affected by industrial restructuring. For example, workers employed in 
coal mining, heavy manufacturing or fossil fuel industries may face job displacement 
as economies transition toward more sustainable production systems. 

In response to these challenges, scholars have increasingly discussed the concept of 
the green welfare state, which integrates environmental sustainability with social 
protection policies. 

The green welfare state framework emphasizes that ecological transitions should be 
implemented in ways that are socially equitable and politically sustainable. Policies 
associated with this approach may include: 

• income support for workers affected by industrial transition 
• retraining and reskilling programs for displaced workers 
• public investment in green employment sectors 



• social policies addressing energy poverty 
• infrastructure investments in sustainable transportation and housing 

Such policies aim to ensure a “just transition”, meaning that the social costs of 
environmental transformation are distributed fairly across society. 

By linking environmental policy with social protection, governments can 
simultaneously address climate change while maintaining social cohesion and 
political legitimacy. 

 

6.7 Institutional Resilience of Welfare 
States 
Despite frequent claims regarding the decline or crisis of welfare states, a growing 
body of research emphasizes their remarkable institutional resilience. Welfare 
institutions are deeply embedded within political systems and have become central 
components of modern democratic governance. 

The concept of institutional resilience refers to the capacity of welfare systems to 
adapt to changing social and economic conditions while maintaining their core 
functions. 

Several factors contribute to this resilience. 

First, welfare programs typically benefit large segments of the population. Social 
security systems, healthcare services and public education programs serve millions of 
citizens, creating broad political support for their continuation. 

Second, welfare institutions generate policy feedback effects. Once established, 
social programs create administrative structures, political expectations and social 
rights that become difficult to reverse. 

Third, welfare states often evolve through processes of incremental reform rather 
than abrupt transformation. Governments adjust policies gradually in response to new 
challenges while preserving the basic institutional framework of social protection. 

Empirical evidence supports this interpretation. Despite significant economic and 
political changes over the past four decades, overall levels of social spending in 
advanced economies have remained relatively stable or have even increased in many 
cases. 

These findings suggest that welfare states are not disappearing but rather adapting to 
new forms of social risk associated with contemporary capitalism. 

 



7. General Discussion and Conclusion 
The welfare state remains one of the most significant institutional achievements of 
modern democratic societies. Emerging in response to the social risks generated by 
industrial capitalism, welfare institutions have played a crucial role in reducing 
poverty, mitigating economic insecurity and promoting social cohesion. 

This article has examined the historical development and contemporary 
transformation of welfare states in Europe from a political economy perspective. The 
analysis has demonstrated that welfare institutions have evolved through complex 
interactions between economic structures, political coalitions and ideological debates. 

During the post-war period, the expansion of welfare states was supported by a unique 
combination of economic and political conditions. Rapid economic growth, strong 
labor movements and the widespread acceptance of Keynesian economic policies 
facilitated the development of comprehensive systems of social protection. 

However, beginning in the late twentieth century, welfare states faced significant 
challenges associated with economic globalization, demographic change and the rise 
of neoliberal economic ideas. Market-oriented reforms introduced greater emphasis 
on fiscal discipline, labor market flexibility and private sector participation in welfare 
provision. 

Despite these pressures, the evidence presented in this study suggests that welfare 
states have demonstrated considerable resilience. Rather than experiencing a simple 
process of decline or dismantlement, welfare systems have undergone processes of 
adaptation and recalibration. 

Contemporary welfare policies increasingly emphasize social investment strategies 
aimed at enhancing human capital, promoting labor market participation and 
supporting long-term economic competitiveness. At the same time, traditional forms 
of social protection remain essential for protecting individuals from economic shocks 
such as unemployment, illness and disability. 

Emerging challenges including digitalization, demographic aging and climate change 
will likely require further innovation in welfare policy design. Governments must 
develop new forms of social protection capable of addressing increasingly flexible 
labor markets and evolving patterns of economic organization. 

The future of the welfare state remains one of the central questions in contemporary 
political economy. While the institutional structures of welfare systems have evolved 
significantly since the late twentieth century, their fundamental objectives remain 
highly relevant. 

Welfare states continue to serve essential functions in modern societies. They provide 
protection against economic risks, reduce income inequality and contribute to the 
stability of democratic political systems. By mitigating the social consequences of 
market economies, welfare institutions help maintain the legitimacy of democratic 
governance. 



At the same time, welfare states must adapt to new social and economic realities. 
Technological innovation, demographic change and environmental challenges are 
transforming the conditions under which social policies operate. 

Future welfare systems will likely combine traditional redistributive policies with new 
forms of social investment designed to enhance human capital and economic 
participation. Lifelong learning programs, active labor market policies and expanded 
social services may become increasingly important components of welfare state 
institutions. 

Ultimately, the evolution of welfare states will depend on the capacity of democratic 
societies to balance economic efficiency with social justice. While the institutional 
forms of welfare provision may continue to evolve, the fundamental objective of 
protecting citizens from social risks will remain central to the legitimacy and stability 
of modern political systems. 
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