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SOCIAL INVESTMENT IN THE BALTIC STATES: 
BENEFITS AGAINST POVERTY AND THE 
DISTRIBUTION OF SOCIAL RISKS OVER THE LIFE 
COURSE

Daiva Skuciene, Romas Lazutka1

ABSTRACT Prevention against social risks through investment in human capital 
serves as the main focus of social investment. The social investment perspective 
suggests that social protection benefits should ensure adequate income maintenance 
over the life course. The goal of the current study is twofold: to analyze the role 
of social benefits that protect against poverty and to examine the distribution of 
social risks over the life course with a focus on social investment in the Baltic States, 
drawing on microdata from EU-SILC 2015. In addition, the study uses Eurostat data 
to explore spending on social protection and investment in human capital, classified 
as “Old” and “New” risks, during 2005-2014.  The findings of the study suggest 
that low spending on social welfare in the Baltic States cannot adequately guarantee 
income for the population at risk, or reduce dependency on welfare state benefits. 

KEYWORDS: social risks, social benefits, at-risk-of-poverty rate, social 
investment, Baltic States

INTRODUCTION 

In 2013, the European Commission introduced a Social Investment Package 
which posits that the main focus of the social investment policy should be the 
prevention of social risks via combinations of benefits and services. This policy 
shift relates to a question addressed by many researchers. The relevant academic 
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literature explores the concept of social investment and its combination with 
active and passive welfare, patterns of spending on diverse types of welfare, 
and the relationship between the social investment paradigm and income 
inequality and poverty. This paper contributes to what is currently known about 
the capacity of compensatory welfare to protect against poverty by analyzing 
data from the Baltic States and explores the distribution of social risks over the 
life course with a focus on social investment. We hope that these findings will 
contribute to the comparative literature on welfare states. The three Baltic States 
have a similar history, hence feature similar stages of welfare state development. 
It must be noted that the welfare states of the Baltics used to be classified as 
distinct post-socialist welfare state regimes (Aidukaitė, 2009).  

Therefore, the goal of our study is twofold: to analyze the impact of social 
benefits on poverty reduction and to examine the distribution of social risks 
over the life course with a focus on social investment in the Baltic States. 
To implement the goal, the following objectives were set: first, to look at the 
literature on social investment and its relationship with compensatory welfare 
over the life course; second, to analyze the impact of social benefits on poverty 
reduction over the life course; third, to explore the distribution of social risk 
events over the life course; and fourth, to analyze spending on social welfare 
over previous periods as ex-post investment in the Baltic States. 

LITERATURE REVIEW

The social investment paradigm focuses on enhancing human capital in order 
to prevent future dependency on the welfare state and foster further participation 
in the labor market (Esping-Andersen, 2002; Bonoli, 2006; 2013; Hemerijck, 
2017). According to Cooke and Gazso (2009), the main idea of social investment 
is to promote the shift from passive social protection to active welfare programs. 
Activation refers to any policy that enhances the capabilities of citizens, as 
proposed by Esping-Andersen (2002). Esping-Andersen (2002) contends that 
activation encourages one to seek a job more actively, and activation begins 
in early childhood. Thus, early childhood learning is of primary importance 
(see Jenson and Saint-Martin, 2005; Jenson, 2010; Bonoli, 2013; Hemerijck, 
2017). However, social investment requires learning to increase human capital 
at all life stages (Jenson, 2010; Bonoli, 2013; Hemerijck, 2017).  Jenson and 
Saint-Martin (2005) state that investments generate dividends in the future, 
whereas consumption occurs in the present. Furthermore, Hemerijck (2017) 
defines social investment as serving “stock,” “flow,” and “buffer” functions. 
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The “stock” function of social investment strengthens people’s skills and 
capacities. The “flow” function helps to bridge critical life course transitions, 
from schooling to first job, etc., while income protection serves as a “buffer” 
function of social investment; the “buffer” helps to compensate and mitigate 
social inequity at the micro level and provides the necessary financial security 
for people to develop their human capital. The same ideas were expressed by 
Nolan (2013), Pintelon et al. (2013), Kvist (2014), and Kuitto (2016). According to 
the former, although recently there has been a lot of focus on the development of 
human capital over the life course, analyses of social investment should include 
welfare programs which support consumption. In the words of Esping-Andersen 
(2002), adequate income maintenance is the first precondition for preventive 
or remedial strategies. And, according to Nolan (2013), investment cannot be 
understood without current consumption because investment primarily relates 
to the health of the future labor force. Farrington and Slater (2006) say that cash 
transfers not only have a consumption effect, but also an effect on demand for 
food, investment in health, and education. Indeed, social investment as a new 
welfare policy should combine greater labor market participation and adequate 
social protection (Pintelon et al., 2013). Kuitto (2016) notes that compensation 
and social investment policies should be complementary. Traditionally, social 
welfare has been based on the principles of investment and inclusion (Alcock, 
2016), and the outcomes of implementation of such principles, as well as the 
generosity of social benefits, can be explained using socioeconomic, political, 
and institutional theories (Brown and Best, 2017). According to these theories, 
the generosity of welfare state benefits depends on economic conditions and 
levels of poverty and unemployment (Brown and Best, 2017), while political 
theories attribute greater generosity of social benefits to increases in the power 
concentration of left-wing political parties and unions (Brown and Best, 2017). 
Institutional theory states that legislation defines the policy and structure or 
design of policies that influence output (Finlayson, 2007). Thus, institutions are 
arrangements of rules, and members of institutions behave in response to those 
basic components of institutional structures (Guy Peters, 2000). Importantly, 
transfers reflect institutional designs, but they are also shaped by a number of 
other factors (Jacques and Noël, 2018).

As a result of the multidimensional nature of policy inputs and the complex 
nature of policy outcomes, social investment is beset by problems with 
measurement. Since the main task of social investment is to enhance capabilities 
and the future prospects of human life, it remains unclear what constitutes its 
major achievements (Dheret and Fransen, 2017; Burgoon, 2017). Begg (2017) 
states that investment implies spending intended to generate a future return. 
Kazepov and Ranci (2017) argue that social investment is a supply-side strategy 
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and should be related to labor market demand. If such a relationship is weak, 
social investment will be ineffective. Vandenbroucke (2017) contends that 
social investment does not readily translate into any operational concept that is 
applicable in empirical research. Thus, it is better to look at social investment 
as a policy that acknowledges a number of empirical difficulties, uncertainties 
and disagreements. 

De Deken (2017) distinguishes three kinds of indicators of social investment 
output. The first kind focuses on changes in the employment performance of 
a country and is measured as the labor force participation rate. The second 
indicator, a set of output variables, measures social investment in terms of the 
reduction of poverty and inequality. The third includes variables that allow us 
to measure the effectiveness of social investment policies consisting of benefit 
caseloads. Social investment and traditional welfare rest on the life course 
perspective. Esping-Andersen (2002) places the focus on investment in children 
as the main condition for a good life. Childhood poverty is associated with a 
lower level of education and skills, and later in the life course translates into the 
low productivity of workers, and unemployment. Thus, the first precondition for 
the abolishment of childhood poverty is adequate income, while the second one 
is good access to pre-school and day care that helps develop proper cognitive 
abilities (Esping-Andersen, 2002). According to Kvist (2014), the generational 
perspective of social investment means that the welfare state smoothes out 
resources over the life course. Individuals who invest in other people also invest 
in themselves because they distribute resources at different points in time over 
the life course (Kvist, 2014). Moreover, educational attainment is a cumulative 
process of skill formation that unfolds over the life course (Di Stasio and Solga, 
2017), and social policy has to respond to the different needs and circumstances 
of different age groups, primarily of children and older people (Alcock, 2016; 
Klammer, 2004). 

Fitzpatrick (2004) stresses the importance of life course policies which reduce 
poverty strategically by constructing institutional support that helps bridge 
sensitive periods. Bambra et al. (2010) note that the life course perspective 
highlights the importance of critical periods and can illuminate the role of public 
policies or the impact of social policy on the accumulation of disadvantage 
across the life course (see also Levecque, 2011). Last, Taylor-Gooby (2011) notes 
the importance of social security coverage over the life course and the benefits 
of redistribution, from better to worse, by the welfare state. 
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DATA AND METHOD

In the current study, we focus on the role of social benefits on poverty reduction 
in order to evaluate the “buffer” function of compensatory welfare over the life 
course (see Hemerijck, 2017). We drew on the literature on social investment 
and the idea that compensatory welfare remains an important part (as a social 
right) of the new policy which emphasizes investment in human capital.

Second, we explored the distribution of social risks over the life course. In this 
case, we followed the notion of De Deken (2017, as cited in Hemerijck, 2017), who 
states that “benefit caseload” serves as one possible outcome of social investment.  

Third, we used the analysis of spending on welfare as an input variable (De 
Deken, 2017, as cited in Hemerijck, 2017) for an explanation of the outcome 
variables of compensatory measures of poverty reduction and the distribution 
of social risks over the life course. We followed evidence of positive outcomes 
from interventions in various domains of social investment (education, ALMP, 
etc.) (see Esping-Andersen, 2002; Bonoli, 2013; Dheret and Fransen, 2017). 
In addition, we relied on the assumption that the distribution of social risks 
is related to ex-post social investment. This notwithstanding, the relationship 
between investment and the distribution of social risks is not clear because other 
factors can create risks. 

Microdata from the EU-SILC 2015 were used for the evaluation of the role 
of social benefits on poverty reduction and the distribution of social risks over 
the life course (the data were obtained under an agreement between Vilnius 
University and the Eurostat Office). 

The concept of life course was operationalized as spanning the age groups 
of 0-2 years, 3-6 years, 7-17 years, 18-24 years, 25-35 years, 36-45 years, 46-55 
years, 56-65 years, 66-75 years and 76-100 years. The period of childhood was 
divided into age groups of less than ten years because our assumption was that 
social benefits during this period of life are unequally distributed and cannot 
ensure sustainable welfare for children. 

Our analysis of social benefits for poverty reduction covered the whole life 
course, which is in line with the sequential approach. We started with the income 
package from market income and calculated the at-risk-of-poverty rate; then we 
added every type of social benefit to the income package, after which the at-
risk-of-poverty rates and their reductions were calculated. This allowed us to 
establish the extent of poverty reduction for each benefit over the life course 
separately, and all benefits in total, as well as the at-risk-of-poverty rates after 
social benefits. 

The distribution of social risks over the life course was calculated as a part 
of the social benefits received by the total number of persons in each group 
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over the life course. Finally, we evaluated spending on welfare in the Baltic 
States. For that purpose we used Vandenbroucke and Vleminckx’s (2011) 
framework of classification in order to differentiate compensatory (“Old”) and 
social investment (“New”) welfare. New risks include child care, education, 
parental leave, ALMP, elderly care, and healthcare, whereas Old risks include 
all spending on social protection benefits by type. Data on spending on New 
and Old social risks were evaluated in terms of GDP shares and based on the 
Eurostat data for 2005-2014. The data for each Baltic State were compared with 
EU27-level data in order to thoroughly analyze the trends and levels of spending 
according to each category.  

The role of social benefits in poverty reduction in the Baltic 
States

The redistribution of resources and poverty reduction lie at the centre of 
compensatory welfare.  Social investment recognizes poverty reduction as its 
main aim too, only this is achieved with the help of other tools: investment in 
education and skills over the life course that promote participation in the labor 
market. Thus, traditional welfare should ensure an adequate minimal income 
because cognitive inequalities are strongly correlated with poverty and income 
inequalities (Esping-Andersen, 2002). On the other hand, adequate income 
allows for the improvement of skills for the return to the labor market during 
other risky events over the life course and ensures “flows” (Hemerijck, 2017). 

Data in Table 1 show that social benefits have the largest impact on poverty 
reduction at the beginning and end of the life course. However, while child or 
family benefits have a higher impact on poverty reduction at the first stage of 
life (0-2 years), later on (starting from age 3 and up to age 18) the impact of 
such benefits decreases by half. The reason for this is that parental leave benefit, 
which is relatively generous in the Baltic States, is attached solely to the former 
life stage (0-2 years).

The generous and relatively long parental leave in the Baltic States can be 
evaluated both positively and negatively from the social investment perspective. 
Negatively, because the interruption of the careers of mothers is quite long, and 
from the point of view of activation policy, it is too generous – more optimal 
would be a 12-month parental leave (Bonoli, 2013). However, the current design 
of parental leave is favorable from the children’s perspective: the mother can 
invest all her time into early care and the human capital of her baby when she/
he is too young to participate in institutional education. Overall, the generosity 
of the benefit ensures income adequacy for children. Yet, despite the generous 
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parental leave, the at-risk-of-poverty rate remains high in Lithuania after social 
benefits: it affects about one-third of children aged 0-2 years (see Table 1). This 
may be related to insufficient coverage of social insurance and parents not being 
entitled to parental leave (see Table 2). If we look at the childhood period of up to 
18 years, the poverty rate indicators after social benefits in all the Baltic States 
are high, especially in Lithuania (see Table 1). The main social policy means 
that, for that life stage, child benefit is awarded, though means-tested benefits 
could be available for families and unemployment benefits for parents in cases 
of social risk. In 2015, the  rules for providing child benefit differed in the 
Baltic States: Lithuania had a means-tested child benefit, while in Estonia and 
Latvia it was universal. Despite that difference, we did not observe any notable 
differences in the impact of that benefit on poverty reduction for individuals of 
up to age 18 in all the Baltic States (see Table 1). The main source of difference 
in poverty rates after social benefits during childhood in all the Baltic States is 
due to the at-risk-of-poverty rate of market income (see Table 1). This requires 
further analysis of the distribution equality of wages and other market incomes. 
The poverty rate after social benefits during childhood was highest in Lithuania 
compared with the other two Baltic States. 

The life stage of transition to the labor market, family creation, and further 
studies (18-24 years) is also associated with about one-fifth of the population 
at risk of poverty after social benefits (see Table 1). A similar rate of poverty 
after social benefits was observed continuously in all the working-age brackets 
of the Baltic populations. Starting from 56-65 years, the old-age pension starts 
playing a major role in poverty reduction (see Table 1). A part of the population 
in the 56-65 age group is retired. Despite the greater reduction of poverty due 
to old-age pensions, more than one-fifth of the population remains at risk of 
poverty. This could be related to unemployment before the retirement age, or 
the insufficiency of old-age pensions. An extremely high at-risk-of-poverty rate 
was observed for the oldest population group (76-100 years) because this group 
mostly relies on old-age pensions and has no other source of income. The at-
risk-of-poverty rate in relation to market income had nearly reached 90% for the 
oldest population in the Baltics (see Table 1).

The indicators of poverty are even worse if we look at individual groups by 
their status. In 2015, an extremely high at-risk-of-poverty rate was observed 
among the unemployed in the Baltic States: 54.8% in EE, 54.9% in LV, and 
62.3% in LT. The at-risk-of-poverty rate of the disabled was 24.7% in EE, 31% 
in LV and 29.1% in LT. Finally, the same indicator for retirees was 42% in EE, 
32.9% in LV, and 35.6% in LT (source: Eurostat).

These findings suggest that the population in the Baltic States that experiences 
social risks over the life course does not have an adequate income guarantee, 
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which is a main prerequisite for social investment. Even in childhood about 
one-fifth of the population are at risk of poverty. This means that this part of the 
population is likely to move through the life course with cumulative disadvantages 
up to retirement, and this will be associated with higher unemployment costs, 
probably poorer health, and greater demand for long-term care after retirement. 

Table 1. At-risk-of-poverty rate reduction after different types of social benefits in the 
Baltic States, 2015 (%)

Age 
group

State Pover
ty after

income from 
market

Old-
age

Unem-
ploy-
ment

Survi-
vor’s

Sick-
ness

Disa-
bility

Chil
dren/

family

Soc.
Exclu-
sion

Poverty 
reduction

after 
benefits

Poverty 
after 

benefits

0-2 LT 47.9 -0.1 -0.4 -0.4 -0.1 -1 -16.1 -1.1 -19.2 28.7
LV 30.4 -2.7 -1 0 -0.3 -0.8 -10.1 0 -14.8 15.6
EE 31.6 -1.8 -0.6 0 -0.9 -0.5 -12.4 0 -16.1 15.5

3-6 LT 29.5 -0.8 -0.1 -1.1 -0.5 -2.5 -4.1 -0.3 -9.5 20
LV 28 -1.4 -0.9 -0.2 -1.4 -0.8 -4.5 0 -9.3 18.7
EE 29.8 -1.3 -1.4 0 -0.2 -0.9 -5.2 0 -9 20.8

7-17 LT 40.6 -2.2 -0.4 -0.8 -0.8 -1 -2.9 -1.1 -9.1 31.5
LV 33 -3.7 -0.7 -0.4 -1 -0.6 -3.8 -0.1 -10.4 22.6
EE 27.8 -2.4 -0.8 -0.3 -0.4 -2.1 -4.2 0 -10.3 17.5

18-24 LT 32.1 -3 -0.6 -1.6 -1.2 -1.7 -2.1 -0.2 -10.4 21.6
LV 30.4 -4.9 -0.9 -0.2 -0.4 -1 -2 -0.1 -9.6 20.8
EE 26.3 -2.5 -1 -0.4 -0.2 -2.3 -2 -0.6 -9 17.4

25-35 LT 28.4 -2 -0.2 -0.5 -0.8 -2.4 -4.4 -0.7 -10.9 17.5
LV 19.2 -3.2 -0.3 -0.1 -0.6 -0.9 -2.5 0 -7.7 11.5
EE 22.4 -1.8 -0.7 0 -0.4 -2 -3.2 0 -8.2 14.2

36-45 LT 28.1 -2.7 -0.2 -0.1 -0.5 -2.2 -1.3 -0.2 -7.4 20.8
LV 27.1 -5.9 -1.2 -0.2 -0.5 -0.9 -2 -0.3 -10.9 16.2
EE 24 -2.9 -0.9 -0.2 -0.1 -2.4 -2.4 0 -8.9 15.1

46-55 LT 25.4 -2.4 -0.2 -0.6 -0.9 -3.2 -0.6 -0.2 -8.2 17.2
LV 28.2 -6.3 -0.7 -0.1 -0.6 -2.2 -0.5 0 -10.5 17.7
EE 22.9 -2.5 -0.8 -0.1 -0.1 -3.8 -0.5 0 -7.8 15.1

56-65 LT 43.8 -13.2 -1.2 -0.6 -0.3 -5.5 -0.6 -0.4 -21.7 22.2
LV 41.9 -18.3 -0.6 -0.4 -0.7 -2.1 -0.3 -0.1 -22.6 19.2
EE 41.7 -13.5 -0.9 0 -0.3 -5.4 -0.5 0 -20.7 21.1

66-75 LT 82.5 -52.6 -0.1 -3.9 -0.4 -2 -0.7 -0.2 -59.9 22.6
LV 41.9 -18.3 -0.6 -0.4 -0.7 -2.1 -0.3 -0.1 -22.6 19.2
EE 41.7 -13.5 -0.9 0 -0.3 -5.4 -0.5 0 -20.7 21.1

76-
100

LT 88.4 -53.5 0 -5.7 -0.2 -1 -0.3 -0.3 -61.1 27.3
LV 83.6 -48.1 -0.1 -0.2 -0.3 -0.9 -0.2 -0.9 -50.8 32.8
EE 87.2 -52 0 -0.1 0 -2.7 -0.1 -0.2 -55.2 32.1

Note: Calculations performed by the author.
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Distribution of social risks over the life course

The preventive function of social investment requires a return to low level 
dependency upon the welfare state. The number of recipients of social benefits 
in the Baltic States in 2015 provides a cross-sectional view of dependency over 
the life course in the Baltic States and returns from ex-post investment. 

Table 2. Recipients of social benefits over the life course (%), 2015

 Benefits  State 0-2 3-6 7-17 18-24 25-35 36-45 46-55 56-65 66-75 76+

Family and 
children

LT 89 57 32

LV 93 96 95

EE 96 98 98

Sickness LT 9  
23

20 17 15 3

LV 0,1 5 15 15 14 13 6 6

EE 11 20 18 17 15 3

Unemploy-
ment

LT 3 11 6 5 6

LV 6 9 8 8 6

EE 6 7 7 6 6

Social 
exclusion

LT 35 27 34 26 21 18 16 12 5 4

LV 9 12 14 12 6 9 8 8 10 16

EE 1 1 1 9 0,8 2 3 1 0,6 0,5

Survivor’s LT 1 7 2 3 2 7 28 51

LV 0,1 3 0,9 1 1 1 0,2 0,2

EE 1 4

Disability LT 2 6 6 9 12 19 0,5

LV 3 3,6 5,8 11 11

EE 0,8 5 6 7,6 19 22

Old age LT 0,3 34 99 100

LV 1,8 42 100 100

EE 1,5 40 99 100

Note: Calculations performed by the author.
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The majority of beneficiaries receive social benefits at the beginning of life 
(0-2 years). The number of recipients of family/child benefits decreased in the 
age group 3-6 compared to the previous age group (in Lithuania the figure was 
24%, in Latvia 32%, and in Estonia 36%) (see Table 2). The smallest increase 
in the number of family/child beneficiaries was found in Lithuania because in 
this country child benefits are means tested. The number of recipients of family/
child benefit in the age group 7-17 may be associated with the universal nature 
of this benefit in Latvia and Estonia, while in Lithuania it is means tested. Also, 
the insufficient income of families in the Baltic States may be the reason why the 
number of social exclusion beneficiaries increased almost threefold in the Baltic 
States in the age group 7-17  and decreased in the age group 18-24 in Lithuania 
and Latvia, but increased in Estonia (see Table 2). 

At the beginning of the working career, the number of recipients of 
unemployment benefits in the age group 25-35 increased by 4.7 times in 
Lithuania, 3.4 times in Latvia, and 2.4 times in Estonia compared with the 
previous age group. The greater proportion of unemployed among younger 
employees in Lithuania compared with the other two Baltic States could be 
due to social investment ex post and the incompatibility of supply and demand 
between the system of education and the labor market, etc. 

The number of sickness benefit recipients in the same age group increased 3.5 
times in Lithuania, 6 times in Latvia, and 3.7 times in Estonia (see Table 2). The 
number of sickness benefit recipients in this 25-35 age group may be associated 
with the nursing of sick children. 

The 36-45 age group saw a slight increase in the number of survivor’s benefit 
recipients (see Table 2), and the number of disability benefit recipients in this 
age group increased by 3% in Lithuania and by about 1% in Latvia and Estonia. 

A sharp increase in the number of disability benefit recipients is seen in 
the age group 46-55 in all the Baltic States: the number of disability benefit 
recipients increased by 55% in Lithuania, 99% in Latvia, and 2.2 times in Estonia 
compared with the former age group (see Table 2). From the social investment 
perspective, this may be due to ex-post insufficient investment in health care. 
It is important to note that creating a healthy labor force is the main objective 
of current economics and ageing societies, permitting less dependency on the 
welfare state.  

In the age group 56-65, continued growth in the number of disability benefit 
recipients was observed in Lithuania and Estonia (a 28% increase in Lithuania 
and a 16% increase in Estonia, see Table 2). This age group 56-65 includes some 
recipients of old-age pensions because the retirement age in the Baltic States is 
currently less than 65 years. The legal retirement age is gradually increasing in 
all the Baltic States, and will reach 65 years in 2025-2026.
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Mention must be made of the fact that, in Estonia, the number of recipients of 
unemployment benefits in the age group 56-65 slightly increased compared to in 
the former age group (see Table 2). The  age group 66-75 predominantly consists 
of regular old-age-pension beneficiaries.  

Expenditure of the Baltic welfare states 

From the social investment perspective, expenditure on health should 
ensure a healthy labor force. Expenditure on health in the Baltic States was 
almost half of that of the EU (see Table 3). In 2005-2014, Estonia spent the 
most on health care among all the Baltic States, and Latvia the least. The 
highest number of recipients of disability benefits could be found in the age 
group 56-65 in Estonia and Lithuania and in the age group 46-55 in Latvia. 
A sharp increase in disability in middle working age may be associated 
with insufficient investment into health care in the past. Importantly, an 
institutional analysis of health care could reveal the preventive health care 
interventions in the Baltic States that are needed to avoid greater disability 
later in working life.

Expenditure on parental leave in all the Baltic States was higher than the 
EU27 average (see Table 3). Spending on parental leave was lowest in Lithuania 
and highest in Estonia. However, during the last nine years, the other two kinds 
of spending on child care (“New 3”) and education (“New 5”) were lower in all 
the Baltic States than in the EU27. This could be interpreted negatively from 
the social investment perspective, but only in the cases of Lithuania and Latvia, 
since in 2015 Estonian students fared better in their studies than the OECD 
average (source: PISA data). 

Expenditure on ALMP was lower in all the Baltic States compared with the 
EU27 average, too (see Table 3). The number of unemployment beneficiaries 
in 2015 was quite high in all the Baltic States (see Table 2), albeit this was a 
period of intensive economic growth. Low social insurance protection against 
unemployment and weak investment in activation are two possible reasons for 
the massive emigration from Lithuania and Latvia.     

The amount of spending on retirement protection, both “Old 2” and “New 2,” 
very clearly illustrates why the risk of poverty for retirees in the Baltic States 
is so high (see Table 3). Spending on old-age pensions is almost half that of 
the EU27 average, while spending on elderly care differs only insignificantly. 
It must be noted that Lithuania has a special allowance for elderly care, thus 
expenditure is not so much less than the EU average.  
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Table 3. Expenditure on “Old” and “New” social risks as % of GDP and comparisons 
with EU27 (-  lower, + higher)

Lithuania 2005 2007 2009 2011 2013 2014
"Old 1" Healthcare -3.3 -2.7 -2.6 -3.4 -3.9 -4

"Old 2" Retirement pensions -5.4 -4.6 -3.4 -5.2 -5.8 -6
"Old 3" Other social transfers -3.3 -2.8 -0.8 -1.6 -2.5 -2.9

"New 1" Parental leave 0.1 0.3 1.3 0.8 0.3 0.3
"New 2" Elderly care -0.2 -0.2 0.2 0 -0.2 -0.2
"New 3" Child care -0.08 -0.15 -0.12 -0.16 -0.21 -0.3

"New 4" ALMP -0.37 -0.23 -0.31 -0.28 -0.24 -0.26
"New 5" Primary and secondary education -0.05 -0.26 0.14 -0.43 -0.65 -0.87

Latvia 2005 2007 2009 2011 2013 2014
"Old 1" Healthcare -3.9 -3.7 -4 -4.5 -4.6 -4.6

"Old 2" Retirement pensions -5.7 -6.3 -4.5 -4.1 -5 -5.3
"Old 3" Other social transfers -3.5 -3.6 -2.3 -3.2 -3.4 -3.2

"New 1" Parental leave 0.3 0.3 0.7 0.1 0.2 0.4
"New 2" Elderly care -0.3 -0.4 -0.3 -0.4 -0.4 -0.4
"New 3" Child care -0.03 0.02 0.11 -0.05 0.01 0.16

"New 4" ALMP -0.37 -0.35 -0.24 -0.13 -0.24 -0.29
"New 5" Primary and secondary education 0.28 0.07 0.23 -0.31 -0.23 -0.09

Estonia 2005 2007 2009 2011 2013 2014
"Old 1" Healthcare -3.3 -3 -2.7 -3.6 -3.9 -3.7

"Old 2" Retirement pensions -5.9 -5.8 -4.4 -5.5 -6.1 -6.1
"Old 3" Other social transfers -3.3 -3.3 -1.7 -2.3 -2.5 -2.6

"New 1" Parental leave 0.5 0.5 1.2 1 0.8 0.8
"New 2" Elderly care -0.3 -0.4 -0.4 -0.4 -0.4 -0.4
"New 3" Child care -0.38 -0.42 -0.45 -0.53 -0.56 0.12

"New 4" ALMP -0.47 -0.43 -0.38 -0.32 -0.3 -0.34
"New 5" Primary and secondary education 0.24 -0.04 0.57 0 -0.23 -0.38

Note: Calculations performed by the author.

CONCLUSIONS AND DISCUSSION

The social investment perspective focuses on the prevention of social risks 
through investment in people’s skills and abilities. Investment should ensure 
participation in the labor market and society. On the other hand, social investment 
calls for adequate and sustainable social protection and the integration of 
benefits and services. 

Low spending on social welfare in the Baltic States cannot adequately 
guarantee income or financial security for the population at risk, i.e., for those 
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in-between jobs (Hemerijck, 2017), and fails to promote a “flow” to more 
prosperous economic sectors or better life chances for children living in poverty, 
or lessen dependency on welfare state benefits. 

The greatest reduction of poverty using social benefits was observed during 
inactive periods of the life course: childhood, and retirement. Having received 
social benefits as a main means of poverty reduction (Esping-Andersen, 2002), 
about one-fifth of children continue to live in poverty until their adult years in 
the Baltic States. The inadequacy of income maintenance in the Baltic States 
is accompanied with lower-than-EU-average expenditure on education and 
health. This may be associated with an increase in the unemployment rate of 
individuals of younger working age. The fluctuation in poverty rates after social 
benefits for up to one-fifth of the population in the Baltic States may be due to 
less ex-post social investment in education, or inadequate investment in ALMP, 
while the significant increase in disability at a later stage of working age may be 
due to insufficient ex-post investment in health. 

The findings about the impact of old-age pensions on poverty reduction among 
retirees in the Baltic States oppose the explanation of retirement suggested 
by Myles (2002, as cited in Esping- Andersen, 2002). Myles (2002) defined 
retirement as an extended period of labor-force exit driven by wealth which makes 
work unnecessary. Old-age pensions in the three Baltic States fail to sufficiently 
ensure a smooth transition from the labor market and intergenerational equity, 
since more than one-third of retirees live in poverty. The lower funding for long-
term care and health than the EU average suggests that life after retirement in 
these three countries is plagued by high dependency on welfare state services.   

 The current trend of spending on social welfare may be associated with the 
ex-ante level of social risks over life course, not with less dependency on welfare 
state benefits. 

The link between social investment and the increase in number of recipients of 
social benefits is but one of many pertinent questions to address. The current study 
does not evaluate how the observed trends are influenced by the socioeconomic 
context, the demands of the labor market, public finance capacities, individual 
factors, features of education, health care, the active labor market, and elderly 
care or personal choices. Further research into trends in social investment could 
include these factors to explore their link with the distribution of recipients of 
social benefits over the life course. 

We arbitrarily attributed parental leave benefits to compensatory welfare at the 
beginning of life (0-2 years), drawing on the assumption that these benefits serve 
as investments into the physical development of children and human capital. If 
parental leave benefits were attributed to parents, the scope of compensatory 
welfare would be different. 
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Future studies might explore the institutional design of each sector in order 
to observe its impact on different outcomes of social investment in education, 
health, ALMP, etc. 
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