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Abstract 

Social policies form a part of every state’s basic economic policy. Many 
countries implement social policy measures to eradicate social conflicts. A 
key element of the design of any social measure is its financing. The main 
sources of financing for social benefits are fiscal policies and borrowing. 
Social expenditure is a key measure of a state's social policy. Although the 
exercise of social measures often significantly though indirectly benefits 
the society of a country, the basic assumption is that it places a certain 
direct burden on the country’s economy. Research says that social 
spending helps economic growth. The question is this: to what extent is 
social spending related to a state’s productivity? This question is critical 
for one reason in particular. Although social expenditure may be related 
to inflationary pressures or a slowdown in economic functioning, it may 
also help long-term economic functioning by stimulating productivity. 
The macroeconomic degree of productivity is important because the 
productivity of a state increases its competitiveness. This study will show 
whether social spending helps improve competitiveness. The methodology 
applied is ordinary least squares (OLS) multiple regression analysis. 
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1. Introduction 

Social spending is an important part of economic policy, although academics have voiced differing views 
on the consequences of social spending (Nembot, Melachio, & Kos, 2021). Keynesian theory, for instance, 
states that spending on public goods and services stimulates aggregate demand and economic growth. In 
contrast, neoclassical theory takes a more negative view because the public expenditure may bring about a 
decrease in private investment. Furthermore, the theory of endogenous development states that the key issue 
is the source of government funding because the source determines the outcome. Nonetheless, all agree that 
social spending affects the economy.  

The study of the role of social spending has been mainly focused on economic growth. A key point of 
economic growth is productivity, which can be regarded as the cornerstone of a country's competitiveness 
(Alcalá & Ciccone, 2004; Choudhri & Schembri, 1999; Farole, Reis, & Swarnim, 2010; Kunst & Marin, 1989). 
The current study aims to show whether social spending can have any effect on competitiveness through 
productivity. To achieve this aim, the paper will analyze two (2) countries: Switzerland and Germany.  

First, the average social expenditures of the concerned countries for the period 1995-2015 are presented. 
Figure 1 shows the average social expenditure for Switzerland for the above-mentioned period, while Figure 2 
shows the average social expenditure for Germany. 

It can be observed that the two countries follow a similar pattern. In both countries, the rate of social 
spending is highest, followed by the social benefits to households. Pension spending comes in third place. The 
question is whether this social expenditure affects competitiveness through productivity, which is what this 
study aims to clarify through the use of ordinary least squares (OLS) linear regression analysis. 

The remainder of this paper is organized as follows: the second section provides a review of the relevant 
literature. The third section describes the methodology. The fourth section provides the results of the linear 
regression, and the final section concludes.  
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Figure 1. Average social expenditure of Switzerland for the period 1995-2015. 

 Source: (Author’s elaboration based on OECD (2021a)). 

 
Figure 2. Average social expenditure of Germany for the period 1995-2015. 

Source: (Author’s elaboration based on OECD (2021a)). 
 

2. Review of the Literature 
The literature on the topic is vast; this section, therefore, provides only a brief outline. The relationship 

between the reduction of income inequality and GDP growth has been the subject of many studies; research 
such as that of Benabou (2000); Okun (1975); Arjona, Ladaique, and Pearson (2003); Forbes (2000) and 
Ortega-Díaz (2006) has shown a positive relationship between the reduction of income inequality and GDP 
growth. Scholars such as Persson and Tabellini (1994); Alesina and Rodrik (1994); Easterly (2007); Perotti 
(1996); Berg, Ostry, Tsangarides, and Yakhshilikov (2018); Dabla-Norris, Kochhar, Suphaphiphat, Ricka, and 
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Tsounta (2015) and Ostry, Berg, and Tsangarides (2014) have also investigated this relationship and report a 
negative effect. Surveys such as Baldacci, Clements, Gupta, and Cui (2008);  Singh (1996); Bakija, Kenworthy, 
Lindert, and Madrick (2016); Atkinson (1995); Berg et al. (2018) and Cingano (2014) have investigated the 
relationship between social spending and economic growth with varying results. Studies including Krueger 
and Pischke (1992); Krueger and Meyer (2002); French and Song (2014) and Rust and Phelan (1997) have 
explored the effect of social spending on labor supply.  

More specifically, research such as Kim and Moody (1992); McGuire, Parkin, Hughes, and Gerard (1993); 
Musgrove (1996); Pritchett (1996); Filmer and Pritchett (1997); Filmer, Hammer, and Pritchett (1998); Bloom 
and Canning (2003) and Gyimah-Brempong and Wilson (2004) have reported on the effects of health 
expenditure. Studies such as Nijkamp and Poot (2004); Kocherlakota and Yi (1997); Noss (1991); Mingat and 
Tan (1998) and Flug, Spilimbergo, and Wachtenheim (1998) have reported the effects of education spending. 
Studies such as Anand and Ravallion (1993); Psacharopoulos (1994); Bidani and Ravallion (1997) and 
Psacharopoulos and Patrinos (2002) mention the role of social spending. Studies such as Mauro (1998) and 
Rajkumar and Swaroop (2002) mention the role management plays in the effectiveness of social spending. The 
next section describes the methodology of the current study.  
 

3. Methodology and Data 
This study investigates the relationship between social expenditure and productivity. The indicator “GPD 

per hour worked” is used as a measure of productivity (OECD, 2016). The categories of social expenditure 
included as independent variables are the percentages of GDP dedicated to “Social spending”, “Pension 
spending”, “Public unemployment spending”, “Family benefits public spending”, “Social benefits to 
households”, “Public spending on incapacity”, and “Public spending on labor markets”. The dependent variable 
is “GPD per hour worked”. 

The database for this study is the OECD.1 The period is 1995-2015. The period and the countries under 
investigation have been chosen primarily due to the availability of data. Moreover, the time period has been 
chosen because it represents a complete time frame of twenty years. The study uses traditional multiple 
regression analysis,2 specifically the ordinary least squares (OLS) technique (Hutcheson, 2011). 

 Table 1 shows the dependent variable and explanatory variables for Germany, and Table 2 shows the 
dependent variable and explanatory variables for Switzerland.  

The study constructs the estimated multiple-regression model to test the above-mentioned hypotheses as 
follows:                                                                                                                                                                      

𝐺𝐷𝑃𝑝𝑊𝑖𝑡  =  𝛽𝑜   +   𝛽𝑖𝑆𝑜𝑐𝑆𝑝𝑖𝑡   +   𝛽2𝑃𝑒𝑛𝑆𝑝𝑖𝑡   +   𝛽3𝑃𝑢𝑏𝑈𝑛𝑆𝑝𝑖𝑡  +  𝛽4𝐹𝑎𝑚𝐵𝑃𝑆𝑝𝑖𝑡  +  𝛽5𝑆𝑜𝑐𝐵𝑒𝑛𝐻𝑖𝑡  +
 𝛽6𝑃𝑢𝑏𝑆𝑝𝐼𝑛𝑖𝑡  +  𝛽7𝑃𝑢𝑏𝑆𝑝𝐿𝑀𝑖𝑡  +  𝑒𝑡                                                                        (1) 

where GPDpWt stands for GPD per hour worked (Total, 2015=10), β0 stands for the constant amount or 

the intercept, β1-β7 are coefficients of the explanatory variables, SocSpt stands for Social spending (%), PenSpt 
stands for Pension spending (%), PubUnSpt stands for Public unemployment spending (%), FamBPSpt stands 
for Family benefits public spending (%), SocBenHt: stands for Social benefits to households (%), PubSpInt: stands 
for Public spending on incapacity (%), PubSpLMt stands for Public spending on labor markets (%), e is the 
error term, t represents the year within the period 1995-2015, and i stands for the country.  

The next section presents the results of linear regression. 
 

 

 
1 Organisation for Economic Co-operation and Development. 
2 The linear regression model can be scripted as:  
Yi = B0 + B1X1i + B2X2 i ...+... BKXKi + ei,  
i = 1...n,  
where Yi=ith is an observation on the dependent variable, Xji=ith an observation on the jth independent variable, ei=ith an observation on the error term, B0... 
BK are the parameter estimates, K is the number of independent variables, and n is number of observations (Anghelache, Anghel, Prodan, SACALA, & 
Popovici, 2014).  
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Table 1. The dependent variable and explanatory variables for Germany for the period 1995-2015. 

Years GDP per hour 
worked 

Social 
Spending* 

Pension 
Spending* 

Public Unemployment 
Spending* 

Family Benefits 
Public Spending* 

Social Benefits 
to Households* 

Public Spending 
on Incapacity* 

Public Spending on 
Labor Markets* 

1995 79.8 25.2 10.3 1.5 2.0 17.2 2.2 3.4 
1996 81.2 25.8 10.5 1.6 1.9 17.9 2.3 3.6 
1997 83.2 25.4 10.6 1.5 2.0 18.0 2.1 3.5 
1998 84.0 25.3 10.7 1.4 2.0 17.7 2.1 3.3 
1999 85.0 25.5 10.7 1.3 2.0 17.9 2.1 3.3 
2000 87.1 25.4 10.8 1.3 2.0 17.5 2.1 3.0 
2001 89.3 25.4 10.9 1.3 2.0 17.6 2.1 3.0 
2002 90.1 26.1 11.1 1.4 2.0 18.1 2.1 3.3 
2003 90.8 26.6 11.3 1.6 2.0 18.5 2.0 3.3 
2004 91.6 26.0 11.2 1.7 2.0 18.1 2.0 3.3 
2005 93.0 26.3 11.1 1.8 2.0 18.0 1.9 3.0 
2006 94.5 25.1 10.7 1.6 1.7 17.1 1.8 2.5 
2007 95.7 24.2 10.3 1.3 1.8 16.0 1.7 2.0 
2008 95.7 24.3 10.3 1.2 1.9 15.9 1.8 1.9 
2009 92.8 26.8 11.0 1.6 2.1 17.4 2.0 2.4 
2010 94.9 26.0 10.7 1.4 2.1 16.7 1.9 2.1 
2011 97.4 24.7 10.2 1.1 2.1 15.7 1.9 1.7 
2012 98.0 24.6 10.2 1.0 2.1 15.6 1.9 1.6 
2013 98.5 24.8 10.1 1.0 2.2 15.6 2.0 1.6 
2014 99.5 24.7 10.0 0.9 2.2 15.4 2.0 1.5 
2015 100.0 25.0 10.1 0.9 2.2 15.5 2.0 1.5 

Source: OECD (2021b), OECD (2021c)* 
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Table 2. The dependent variable and explanatory variables for Switzerland for the period 1995-2015. 

Years GDP per 
hour worked 

Social 
Spending* 

Pension 
Spending* 

Public 
Unemployment 

Spending* 

Family Benefits 
Public 

Spending* 

Social Benefits 
to Households* 

Public Spending 
on Incapacity* 

Public Spending on 
Labor Markets* 

1995 78.9 14.8 6.1 1.0 1.3 9.5 2.9 1.4 
1996 80.6 15.1 6.1 1.1 1.3 10.0 2.9 1.6 
1997 83.0 15.5 6.2 1.2 1.3 10.3 2.9 1.9 
1998 84.0 15.5 6.2 1.0 1.4 9.9 2.9 1.7 
1999 83.7 15.3 6.3 0.7 1.4 9.8 3.0 1.4 
2000 86.4 14.4 6.0 0.5 1.4 9.1 2.9 1.0 
2001 88.4 14.8 6.2 0.4 1.4 9.3 3.0 0.9 
2002 88.9 15.7 6.2 0.7 1.5 9.8 3.3 1.2 
2003 88.5 16.4 6.4 1.0 1.5 10.3 3.2 1.6 
2004 89.1 16.3 6.2 1.0 1.4 10.2 3.2 1.6 
2005 91.3 16.1 6.2 0.9 1.4 10.1 3.2 1.5 
2006 93.5 15.3 5.9 0.8 1.4 9.5 3.2 1.2 
2007 95.4 14.7 5.8 0.6 1.3 9.1 3.1 1.0 
2008 96.3 14.4 5.7 0.5 1.4 8.8 2.8 0.9 
2009 94.3 16.0 6.2 0.9 1.5 9.8 3.1 1.4 
2010 97.8 15.7 6.1 0.9 1.5 9.7 2.8 1.3 
2011 97.3 15.6 6.2 0.6 1.5 9.6 2.9 1.0 
2012 97.7 15.9 6.3 0.6 1.5 9.6 2.8 1.1 
2013 99.6 16.2 6.4 0.7 1.5 9.8 2.9 1.1 
2014 100.7 16.1 6.4 0.7 1.6 9.8 2.7 1.1 
2015 100.0 16.6 6.5 0.8 1.8 9.9 2.7 1.2 

Source: OECD (2021b), OECD (2021c)* 
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4. Results 
In this section, the results of the linear regression are presented. Table 3 shows the results of linear 

regression. 
 

Table 3. Regression results. 

Dependent Variable: 

 GDPpWt (Germany) GDPpWt (Switzerland) 

SocSpt -6.525 (-14.565, 1516) 16.356*** (11.468, 21.243) 

PenSpt 16.150* (1.512, 30.788) -32.750*** (-45.030, -20,469) 

PuUnSpt 12.601 (-5.609, 30.810) -15.674* (-30.055, -1.293) 

FamBPSpt 5.411 (-9.891, 20.714) -11.533 (-31.102, 7.996) 

SocBenHt 2.253 (-6.345, 10.851) 2.884 (-7.063, 12.832) 

PubSpInt 24.407 (-14.695, 63.509) -22.768*** (-30.660, -14.876) 

PubSpLMt -17.635** (-29.781, -5.489) -10.682* (-21.489, 0.125) 

e 0.396 (-1.020, 1.813) -0.212 (-1.046, 0.622) 

Constant 15.201 (-47.033, 77.435) 124.774*** (90.597, 158.950) 

Observations 21 21 

R2 0.952 0.968 

Adjusted R2 0.921 0.947 

Residual Std. Error 
(df=12) 

1.735 1.550 

F Statistic (df=8; 12) 30.005*** 45.669*** 
Note:  *p<0.1; **p<0.05; ***p<0.01. 

 
The results of the linear regression prove the functionality of the model. The next section presents the 

conclusions of this study. 
 

5. Conclusion 
This study has examined whether a relationship exists between social spending and GDP per hour 

worked. Adjusted R2 is high, in both Germany and Switzerland. In the case of Switzerland, it is 0.94, while in 
the case of Germany, it is 0.92. This means that the model constructed in this study serves to explain the 
relationship between the independent variables and the largely dependent one. The greater the adjusted R2, 
the better the model fits the data. In the case of Germany, the variables SocSpt and PubSpLMt have a negative 
effect on the GDP per hour worked, whereas the remaining variables have a positive effect. In the case of 
Switzerland, the variables PenSpt, PubUnSpt, FamBPSpt, PubSpInt, and PubSpLMt have a negative effect on 
the GDP per hour worked, whereas the other variables have a positive effect.  

Social expenditure is an integral part of the economic policies of each state. The analysis carried out in 
this study confirms that social expenditure affects productivity. If we consider productivity to be the backbone 
of competitiveness, then social expenditure indirectly affects a state’s competitiveness. Further research is 
required to develop a comprehensive analytical framework through which the selected variables can explain 
the phenomenon. 
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