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benefit households which are already comparably 
‘work-rich’, thus boosting the median income, 
while the number of ‘work-poor’ households as well 
as the income of those households remains stable 
(Cantillon, 2011; de Beer, 2007). However, the fact 
shown above, that the amount of minimum wage 
work required to reach out of poverty has decreased 
markedly since the turn of the century, suggests that 
no low-wage strategy seems to be in play that could 
account for this development. 

But what about the distribution of employment 
among work-rich and work-poor households? In 
congruence with expectations from the social 
investment approach, Figure 4 demonstrates that 
Sweden has a lower share of people in the ages 0–59 
living in households with very low (<0.2), low (0.2–
0.45), or medium (0.45–0.55) work intensity than 
the EU-27, and a higher share at the higher work 

intensities12. The differences are particularly striking 
at the lower end of the distribution: In 2014, the 
probability of living in a household with low or very 
low work intensity was twice as high in the EU-27 
as in Sweden for this age group. Moreover, while the 
data for the EU-27 confirm Cantillon’s (2011) finding 
about the overall lack of reduction in the number 
of work-poor households, Sweden stands out by 
seeing a sizeable 26 percent reduction in the share 
of households with very low work intensity, down 

from 8.5 percent in 2004 to 6.3 percent in 2014. Lack 

�í�î) Eurostat (2014) defines the work intensity of a 
household as “the ratio of the total number of months that 
all working-age household members have worked during 
the income reference year and the total number of months 
the same household members theoretically could have 
worked in the same period”.
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Figure 4. Distribution of population by work intensity of the household, 2004 – 2014. Refers to the population in 
the ages 0-59. For details regarding the calculation of work intensity (WI), see fn. 13.  
Source: Eurostat (2016a).
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of data on flows prevents us from knowing if these 
households moved further up in the work intensity 
distribution than to the next level and how many 
of their members simply grew older than 59 and 
left the studied population; but there is little from 
our results to indicate that employment expansion 
in Sweden has primarily benefitted work-rich 
households. Indeed, according to estimates by Gabos 
et al. (forthcoming) for roughly the same period, 
the reduction of jobless households in Sweden has 
had a slight negative effect on the poverty rate. 
This suggests that the explanation of the increased 
poverty rate needs to be sought elsewhere.

Before continuing that search, let us turn to Figure 
5, which disaggregates the at-risk-of-poverty rate 
by the level of work intensity of the household, 
for an illustration of the importance of high and 
evenly distributed employment for the prevention 
of poverty in Sweden. Considering the lower overall 
at-risk-of-poverty rate in Sweden as compared to 
the EU-27 reported in Figure 3 above, it is rather 
paradoxical to find that when decomposed by level 
of work intensity of the household, the at-risk-of-
poverty rate in the population aged 0 to 59 years 
has now grown higher in Sweden than in EU-27 at 
four of the five levels of household work intensity 
reported by Eurostat (2016a) (only at WI 0.45–0.55 
the poverty rate is still marginally lower in Sweden). 
One way to interpret the results in Figure 5, when 
paired with those for work intensity in Figure 4, 
is that the lower overall at-risk-of-poverty rate 
in Sweden, when compared to the EU-27, is at 
least partly due to Sweden’s success in promoting 
employment at decent wages and in achieving 
a comparably even distribution of work across 

households. Rather than there being a lower risk of 
poverty at any given level of work intensity, it seems 
to be the fact that a larger share of the Swedish 
population resides in households with higher levels 
of work intensity, which accounts for the lower 
overall at-risk-of-poverty rate in Sweden13. 

Figure 5 also hints at what we suggest is one of 
the key explanations for the increase of poverty in 
Sweden during the period; namely the reductions 
in the level of protection provided by the 
unemployment insurance, sickness insurance and 
social assistance system, as discussed in section 
3.1. The lower the work intensity of a household, 
the larger the share of the household’s disposable 
income that comes from the social insurance 
systems tends to be, and the larger relative impact 
the reduction in benefit generosity should have on 
the at-risk-of-poverty14. And indeed, while the at-
risk-of-poverty rate for Swedish households with a 
very low work intensity more than doubled between 
2004 and 2014, from 31 to 66.5 percentage points, 

13  A naïve calculation illustrates that if Sweden in 2014 would 
simply change its distribution of households across the work 
intensity intervals to that of the EU-27 (Figure 4), but retain the 
at-risk-of-poverty rate specific to each work intensity interval 
(Figure 5), the overall at-risk-of-poverty rate would be 49 
percent higher for this age group (up from 13.4 to 19.9 percent).

14  For instance, the aforementioned reduction in the social 
assistance scale rate from 60 to less than 50 percent of the 
median wage implies that long-term recipients of social 
assistance are much more likely to show up as poor in the 
income data. This probably explains part of the recent increase 
in poverty at the 50 percent threshold shown in Figure 3 
(Fritzell et al., 2013).

Figure 5. At-risk-of-poverty rate by work intensity of the household, 2004 – 2014. Refers to the population in 
the ages 0-59. For details regarding the calculation of work intensity (WI), see fn. 13. At-risk-of-poverty is at the 60 
percent threshold. Source: Eurostat (2016a).
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it has grown by no more than 17 percent, or 0.8 
percentage points, for the households with very high 
work intensity (which in 2014 comprised 66 percent 
of the population aged 0–59). As shown in the right 
panel, for the EU-27 the relative increase in poverty 
has been much more evenly distributed across levels 
of work intensity (ranging from 10 to 20 percent).

Figure 6 above lends additional support to this 
interpretation. It plots the at-risk-of-poverty rate 
before social transfers, as well as the percentage point 
difference between the at-risk-of poverty rates before 
and after social transfers (Eurostat, 2016a). Although 
the indicator of at-risk-of-poverty before transfers 
should be interpreted with caution, Figure 6 
provides a basic indication that the increasing post-
transfer poverty rates in Sweden reflect a decrease in 
the poverty-reducing capacity of the social transfers, 
rather than an increase in pre-transfer poverty 
rates, which would have been expected by those 
who believe in a trade-off between employment 
and poverty. Indeed, the before-transfer at-risk-
of-poverty rate actually saw a slight decline over 
the period, which might be related to the fact that 
minimum wages have grown faster than median 
disposable income.

The second mechanism that we argue is particularly 
important for understanding the increased overall 
at-risk-of-poverty rate in Sweden is the introduction 
of the EITC (Jobbskatteavdrag) in 2007. This 
mechanism can be demonstrated by returning to 
the comparison of the at-risk-of-poverty rates at 
the 50 and 60 percent thresholds for people aged 65 
or over, found in Figure 3 above. The comparison 
shows that the at-risk-of-poverty rate at the 60 

percent threshold saw a remarkable increase after 
2007, whereas the rate at the 50 percent threshold 
has been considerably more stable. This is puzzling, 
considering that the employment rate for people 
aged 65 or over has gradually increased (Eurostat, 
2016b) and that no major changes have been made 
to the pension system during the period. Our 
conjecture is that this development largely reflects 
the fact that the nominal median disposable income 
grew by 7 percent in 2007 as compared to around on 
average 3 percent annually the decade before. This 
increase, in turn, was driven to a large extent by the 
introduction and stepwise expansion of the EITC, 
which by its design in the Swedish case increases 
income for all persons with earnings, including the 
median worker, but does not apply to income from 
pensions (or other social transfers). These changes 
have mechanically pushed a large group of retirees 
below the 60 % at-risk-of-poverty threshold, while 
the at-risk-of-poverty rate at the 50 % threshold has 
been considerably more stable over the period. 

To sum up, the evidence put forward in this section, 
though certainly only correlational and with few 
alternative explanations discussed, is consistent with 
the following interpretation of the recent Swedish 
development. During the period studied here, 
Sweden has seen a modest increase in employment 
and a notable increase in poverty. However, the 
increases in employment have disproportionally 
occurred in households with lower degrees of work 
intensity, which is at odds with de Beer’s (2007) and 
Cantillon’s (2011) concern that social investments 
primarily benefit work-rich households. Moreover, 
minimum wages have grown faster than median 
wages, so the ‘employment vs. equality’ trade-off that 
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Figure 6. Pre-transfer at-risk-of-poverty rates, 2004 – 2014. Pre-AROP refers to at-risk-of-poverty rate (at 60%) 
before social transfers (excl. pensions). Reduction is pre-AROP less post-AROP (as shown in Figure 3). Source: Eurostat 
(2016a)
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is arguably in play in post-Hartz Germany does not 
seem as applicable here. Instead, considering that 
the cut-backs in the social insurance system have 
primarily affected those with a high proportion of 
non-market income, and that the EITC only applies 
(but broadly so) to market income, these reforms 
appear as more plausible explanations for the 
increase in poverty. Granted that social protection 
retrenchments and in-work benefits are distinctive 
to the Third Way approach to social investment, it 
is not the social investment agenda per se, but the 
shift from the Nordic approach to the Third Way 
approach which seems apt to account for the rise in 
poverty. 

4. A Europe-wide outlook
This subsection reports results from analyses of 
data for 24 European countries, to provide some 
preliminary evidence that the argument above, 
about social investments, employment, and poverty, 
extends outside Sweden. Consider first the three 
panels in Figure 7, which plots relationships between 
indicators averaged over the observed period for 
each of the 24 countries that go into our analyses15. 
From left to right, these graphs show (1) that a strong 
positive correlation (r = 0.74) exists between Social 
investment expenditure as share of GDP (Eurostat, 
2016c; classified as in Meeusen and Nys, 2012) and 
the Employment rate in ages 15-64 (Eurostat 2016b), 
and that both (2) Social investment expenditure and 
(3) Employment rate are negatively correlated with 
the overall At-risk-of-poverty rate at the 60 percent 
threshold (Eurostat, 2016a) (r = -0.56 and -0.58). 
While these findings are merely correlational, 
they are consistent with Hemerijck’s (2012a: 288) 
encompassing study, in which he concludes “that 
social investments are not successful merely in terms 
of stimulating employment participation, but also 
can actively keep social inequality at bay”.

The critical accounts reviewed above do not question 
these cross-country relationships as much as the 
favorable relationships between social investments, 
employment and poverty within countries over time. 
Exploring such relationships requires econometric 

15  The following 170 country-years are included: 2001–2011: 
NO; 2003–2011: AT, DK, IR; 2003–2010: BE; 2004–2011: 
FI, IT, PT, ES, SE; 2004–2010: EE, FR; 2004–2008: EL; 
2005–2011: DE, NL; 2005–2010: CZ, HU, LT, LV, PL, SK, UK; 
2006–2010: BG; 2007-2010: RO. 

analysis of panel data. The 24 country panels 
available here are short and unbalanced, which 
makes it difficult to estimate unbiased coefficients. 
Recent methodological advice on panels like these 
suggests applying a dynamic model with country-
fixed effects and a lagged dependent variable 
(FE-LDV) and then using Kiviet’s (1995) ‘LSDVc’ 
procedure to correct the biased coefficients from 
the FE-LDV model (Flannery and Hankins, 2013). 
Table 1 reports the results from three such LSDVc 
estimations, in which the dependent variable is the 
At-risk-of-poverty rate at the 60 percent threshold 
(Eurostat, 2016a). Each model has a control for the 
share of Elderly (aged 65 or above) in the population 
and Real GDP growth (Armingeon et al., 2015).

The results from Model 1 suggest, in line with the 
critical accounts, that there is, on average, a positive 
and significant within-country association between 
Employment rate and the At-risk-of poverty rate. 
This result holds in Model 2, which includes two 
indicators on the Replacement rate of unemployment 
insurance benefits for a production worker with a 
dependent family (Scruggs et al., 2014) and Social 
investment expenditure as a share of GDP (Eurostat, 
2016c).

However, the results from the full specification in 
Model 3 indicate rather – in line with our argument 
– that the effect of employment on poverty varies 
across countries depending on the wage structure of 
that country. This feature is modelled by means of 
including an interaction term between Employment 
rate and a measure of the Centralization of wage 
bargaining (CWB) (Visser, 2015), which, although a 
crude proxy for wage compression, is known to be 
negatively related to market income inequality16. The 
interaction coefficient is negative, and according to 
estimations plotted in Figure 8, the model suggests 
that the relationship between Employment rate and 
At-risk-of-poverty is positive and significant only in 
the context of low Centralization of wage bargaining 
(a CWB score of 2 or less; which is typically observed 
in the United Kingdom and in Central and Eastern 
Europe). When centralization is higher, which is the 
case for most of Europe, the association cannot be 

16  Based on 117 available observations from 18 OECD 
countries between 1967 and 2010, there is a -0.31 (p = 0.007) 
correlation between the Gini index on market income before 
taxes and transfers (Armingeon et al., 2015) and the CWB 
indicator (Visser, 2015). 
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distinguished from zero. These findings are in line 
with our arguments above. Also consistent with 
our argument, both Models 2 and 3 report negative 
and significant coefficients for Replacement rate of 
unemployment insurance benefits and non-positive 
(but insignificant) coefficients for Social investment 
expenditure. However, these kinds of investment 
expenditures are likely to have effects primarily in 
the longer run (cf. Lindh and Palme, 2006, for an 
analysis and discussion of the long-term effects of 
education expenditures on economic growth).

5. Discussion
With regard to the ongoing discussion about the 
implications of social investments for employment 

and poverty, the results presented in this paper 
highlight a number of important phenomena.  By 
comparing countries and examining the Swedish 
development over time, it illustrates the relevance of 
distinguishing between different social investment 
approaches. The simultaneous examination of the 
development of the Swedish policy paradigm and 
the relationship between employment and poverty, 
pinpoints the importance of the wage formation 
system. The role of the wage formation process 
has not been adequately recognized in social 
investment literature, but we have tried to take steps 
in the direction to remedy this omission. Here we 
could observe that wage coordination also appears 
important in the wider European context. The 
analysis furthermore illustrated the importance of 
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Figure 7. Cross-country correlations between social investment, employment, and poverty. Indicators 
averaged for various years; see fn. 16. Sources: Eurostat (2016a; 2016b; 2016c).
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Table 1. Dynamic panel-data models of at-risk-of-poverty rates in Europe, ca. 2005 – 2011
Model 1 Model 2 Model 3

Lagged dependent variable 0.47*** (0.09) 0.42*** (0.09) 0.41*** (0.09)
Employment rate 0.16*** (0.05) 0.14*** (0.05) 0.32*** (0.10)
Elderly population 0.42* (0.25) 0.40 (0.28) 0.39 (0.27)
Real GDP growth -0.02 (0.02) -0.03 (0.02) -0.03 (0.02)
Replacement rate of UI benefits -5.81*** (2.24) -5.53** (2.17)
Social investment expenditure -0.23 (0.48) -0.05 (0.46)
Centralization of wage bargaining 6.17** (2.80)
Employment rate × CWB -0.09** (0.04)
Observations (N = 24 countries) 147 147 147
Country-fixed effects Yes Yes Yes
Bruno’s (2005) LSDVc estimator is applied. Bias correction initialized by Arellano and Bond estimator.
Bootstrapped standard errors in parentheses. * p < 0.10, ** p < 0.05, *** p < 0.01. Bruno’s (2005) estimator do 
not support clustered standard errors, but comparing clustered and non-clustered FE-LDV models, we find that 
clustering does not matter for the inferences.

However, the results from the full 
specification in Model 3 indicate rather –
in line with our argument – that the 
effect of employment on poverty varies 
across countries depending on the wage 
structure of that country. This feature is 
modelled by means of including an
interaction term between Employment 
rate and a measure of the Centralization 
of wage bargaining (CWB) (Visser, 
2015), which, although a crude proxy for 
wage compression, is known to be 
negatively related to market income 
inequality17. The interaction coefficient 
is negative, and according to estimations plotted in Figure 8, the model suggests that the 
relationship between Employment rate and At-risk-of-poverty is positive and significant only 
in the context of low Centralization of wage bargaining (a CWB score of 2 or less; which is 
typically observed in the United Kingdom and in Central and Eastern Europe). When 
centralization is higher, which is the case for most of Europe, the association cannot be 
distinguished from zero. These findings are in line with our arguments above. Also consistent
with our argument, both Models 2 and 3 report negative and significant coefficients for
Replacement rate of unemployment insurance benefits and non-positive (but insignificant)
coefficients for Social investment expenditure. However, these kinds of investment 
expenditures are likely to have effects primarily in the longer run (cf. Lindh and Palme, 2006,
for an analysis and discussion of the long-term effects of education expenditures on economic 
growth).

                                                      
17 Based on 117 available observations from 18 OECD countries between 1967 and 2010,
there is a -0.31 (p = 0.007) correlation between the Gini index on market income before taxes 
and transfers (Armingeon et al., 2015) and the CWB indicator (Visser, 2015).  

Figure 8. Interaction plot based on Model 3

Dashed lines mark a 95 % confidence interval.

Table 1. Dynamic panel-data models of at-risk-of-poverty rates in Europe, ca. 2005 – 2011. Bruno’s (2005) 
LSDVc estimator is applied. Bias correction initialized by Arellano and Bond estimator. Bootstrapped standard errors 
in parentheses. * p < 0.10, ** p < 0.05, *** p < 0.01. Bruno’s (2005) estimator do not support clustered standard 
errors, but comparing clustered and non-clustered FE-LDV models, we find that clustering does not matter for the 
inferences.
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social insurance for reducing poverty. 
Behind a largely unchanged scope of total social 
policy expenditure, Sweden has seen a clear 
recasting of its policy paradigm.  While supply side 
policies to promote labor force participation have 
been expanded, the investment content of the policy 
portfolio has been diluted and the social protection 
systems for the working-age population have been 
retrenched. We see this as a move away from the 
Nordic approach towards a Third Way approach 
to social investment. Still, a larger proportion of 
Swedes live in households with high employment 
intensity, which accounts for the lower overall 
poverty rate in Sweden. The dilution of social 
investment expenditures, in particular ALMP, might 
erode this formula. The policy shift is not reserved to 
social investment programs but can also be observed 
for the transfer programs. Increasing poverty 
rates in Sweden reflect a decrease in the poverty-
reducing capacity of the social transfers, rather than 
an increase in pre-transfer poverty rates, which 
would have been expected by those who believe in a 
trade-off between employment and poverty. On the 
contrary, the before-transfer at-risk-of-poverty rate 
has actually slightly declined.

Our findings shed new light on a contested empirical 
issue concerning the social investment approach, at 
least with respect to the case of Sweden: the alleged 
trade-off between spending on social protection and 
social promotion, and the economic sustainability 
of the social investment state. The way that the 
EITC was introduced in Sweden in 2007 serves as 
an illustration. We observed that the EITC has been 
far from self-financed and that it is difficult to assess 

with precision the importance of its expansion for 
increasing employment, preventing in-work poverty, 
and bolstering aggregate demand in Sweden. Yet it 
is in any event evident that the fiscal conditions of 
the Swedish public finances over the past ten years 
– marked by a severe financial crisis – did allow for 
planned tax revenue cuts amounting to 3.5 times 
the size of the national budget for ALMP. This, we 
suggest, indicates that the steps recently taken, away 
from the Nordic path of social investment towards 
the Third Way, are not singlehandedly a result of 
economic necessity or any inescapable trade-off 
between poverty reduction today and investments 
for tomorrow, but also a matter of political choice. 

In an EU context, the scope for political choice is 
obviously more limited in countries in southern 
Europe, and Ireland for that matter, which have been 
experiencing a sovereign debt crisis in the wake of 
the global financial crisis. Coming years will tell how 
the scope of political choice in Sweden is affected by 
real or posed economic pressures resulting from the 
record high influx of migrants during 2014 and 2015. 
The ongoing debate features a wide array of policy 
proposals targeting the newly arrived migrants, 
ranging from lower entry-level wages and more 
restrictive access to social security benefits, to tax 
credits for certain service sector jobs, expansions of 
ALMP measures to promote language training and 
subsidized employment, and larger state grants to 
municipalities to meet increased demand for schools 
and housing. To judge from the results in this paper, 
it appears that this debate illustrates that Sweden is 
again at an important crossroads for its ‘strategy of 
equality’.
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