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Assessing the Size and Redistributive Effects
of Welfare States: Evidence from Net Social
Expenditure and Net Tax Effect in OECD
Social Spending

Choi, Hyeijin

(Korea Institute for Health and Social Affairs)

Premised on the recognition that it is difficult by indicators of public social and total social
expenditures alone to arrive at a precise measure of the size of a welfare state, this study in
its analysis of 2001-2021 OECD SOCX data incorporates net social expenditure, the net tax
effect, and private social expenditures. The net tax effect is defined as the difference
between the amount clawed back through the taxation of welfare benefits and the value of
tax breaks for social purposes (TBSPs) comparable to cash benefits. The analysis yielded
several findings. First, Denmark, Finland, France, and Germany exhibited a large net tax
effect (6—7 percent), indicating a “high expenditure, high claw-back” type, while Australia and
the United States displayed a pattern of “high reliance on taxation and private spending.”
During the period, Korea’s gross social expenditure as a share of GDP was either roughly
equal to its net social expenditure in some years—for example, 18.8 percent and 18.7
percent in 2021—or even lower in others, when the net tax effect turned negative. Second,
in many countries since the 2010s, variations in the net tax effect—the difference between
gross and net social expenditures—have increasingly been driven by the claw-back factor.
Germany and France saw their net tax effect increase over time due to stronger claw—-back
measures and reduced TBSPs, while in Korea, the US, and the UK, the net tax effect
remained low, with an embedded mixture of claw-back measures and TBSPs. Third, the
analysis found that the larger the net tax effect as a percentage of GDP, the more significant
was the decrease in in the Gini coefficient. Our decomposition of the net tax effect attributes
much of the distributive improvement to claw—back taxation and little of it to TBSPs. At times
such as now when welfare benefits are becoming increasingly universal, Korea stands in
need of revamping taxation and claw—-back regulations on welfare benefits and restructuring
the management of its continuously growing TBSPs.
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