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Introduction

Central America and Scandinavia have something in common. They are both geographical and cultural entities, and they consist of relatively small countries with respect to population size. Central American countries have in average about six million inhabitants, while the Scandinavian countries have about five million inhabitants. Having said that the dispersion is considerable from less than 300.000 people in Iceland to more than 12 million people in Guatemala. Country size matters and the social science literature attribute both positive and negative elements to it (Katzenstein 1985; 2003). Smaller countries are more vulnerable to international development, economically as well as politically. The Scandinavian countries have felt the consequences of the geographical presence of big powers such as Germany and the Soviet Union; and Central America cannot but be very much aware of the proximity to the United States of America. On the other hand, because small countries are bound to operate open economies they have developed systems of trade and governance that are much more flexible and adjustable to changes on the world market. Hence, sometimes, leaving them in advantageous position vis-à-vis big countries.

However, the small state perspective was developed with respect to European experiences and it may have different connotations when applied to e.g. Central America. Katzenstein found a strong corporatist structure within European small states: ‘What really mattered politically was the perception of vulnerability, economic and otherwise. Perceived vulnerability generated an ideology of social partnership that had acted like a glue for the corporatist politics of the small European states’ (2003: 11). This will not be the case in Central America. Also Kartzenstein cites David Cameron (1978; 2002) for having demonstrated that: ‘openness to international trade correlates highly with social spending levels that were exceptionally generous in small states.’ Again this does not hold, so far, for Central America. Nevertheless, we find it useful to compare small states from Europe and Latin America.

	Table 1. Population in Millions in Central America and Scandinavia 2003/2004

	Denmark
	5.4

	Finland
	5.2

	Iceland
	0.3

	Norway
	4.6

	Sweden
	9.0

	Scandinavia Total
	24.5 (av. 4.9)

	Costa Rica
	3.4

	Panama
	3.1

	El Salvador
	6.6

	Nicaragua
	5.3

	Honduras
	6.9

	Guatemala
	12.0

	Central America Total
	36.8 (av. 6.1)

	Source: NOSOSCO (2007); UNDP (2005)



Even if both Central American and Scandinavian countries are relatively small they differ considerable when it comes to official estimates of economic performance. In 1913, nearly a hundred years ago, the un-weighted average of GDP per capita (in 1990 US $) in Scandinavia was 2.905 while average for Latin America was 1.511 (Carroll and Palme 2006: 48). By 1950 the difference of nearly a factor 2 in 1913 had only increased slightly to a factor 2.3. So during the first half of the 20th  century Scandinavia could be said to be about twice as rich as Latin America. However, when we consider the situation in 2004 and compare Central America to Scandinavia the difference has grown enormously, as is clear from table 2. The Scandinavian average GDP per capita is now more than eight times that of Central America calculated with respect to the most conservative estimates of purchasing power parities. It is equally clear from table 2 that dispersion is much bigger in Central America than it is in Scandinavia. Norway is ‘only’ a factor 1.3 richer than Sweden, while Costa Rica is a factor 3.1 richer than Honduras.
	Table 2. Central America and Scandinavia GDP per Capita US $ PPP 2004. 

	Denmark
	31.914

	Finland
	29.951

	Iceland
	33.051

	Norway
	38.454

	Sweden
	29.541

	Scandinavian average
	32.500

	Costa Rica
	9.481

	Panama
	7.278

	El Salvador
	5.041

	Nicaragua
	3.634

	Honduras
	2.876

	Guatemala
	4.313

	Central American average
	3.858

	Source: UNDP (2006)


These, seemingly very big differences in estimated economic performance are not reflected, nearly to the same degree, when we compare welfare outcome for the populations in the form of life expectancy. Costa Rica is at par with the Scandinavian countries while, depending on source, the population in the poorer part of Central America have life expectancies that are about 10 years shorter than in Scandinavia. But this does not mean that most Central Americans must expect to live up to 10 years less than Scandinavians, the lower life expectancy reflects a relatively high child mortality rate.
	Table 3. Central America and Scandinavia. Life expectancy for a 0-year-old 2000-2005*

	Denmark
	77.1

	Finland
	78.4

	Iceland
	80.6

	Norway
	79.3

	Sweden
	80.1

	Costa Rica
	78.1 (78.1)

	Panama
	74.7 (74.7)

	El Salvador
	71.0 (70.6)

	Nicaragua
	69.5 (69.5)

	Honduras
	67.6 (71.0)

	Guatemala
	67.1 (68.9)

	Source: UNDP (2006) *) Figures in parenthesis are values as calculated by Centro Latinoamericano y Caribeño de Demografía – CELADE


There is no way of proving that these differences in economic and to some extent also social performance are linked to fiscal policies and development of social protection institutions, but it is demonstrated below that the accelerated differences between Central America and Scandinavia coincided with a remarkable shift in Scandinavia toward increased taxation, welfare institution building and women’s labor market participation, while Central America maintained the same moderate levels of taxation, only to a small degree developed social protection,  maintained a male dominated formal labor market, and a huge informal sector.
Fiscal policy in Central America and Scandinavia

Development of fiscal policies in Central America follows closely the more general political and historical development of the region. Powerful economic actors of the 19th and 20th centuries have managed to maintain their powerful position and keep government small. The union between political and economic power saw it as their interest not to increase public spending and not to implement welfare state institutions.


Taxation in Central America has been based on tax on international trade and taxes on specific goods and services, like liquors and tobacco. The implementation of taxes on income and profits appeared in the middle of the 20th century, in close connection with the development of the Central American Common Market (MCCA) in 1960, when the Imports Substitution Industrialization Process of Latin America was established. During the 1960s some social reforms were introduced, creating institutions of social security, urban housing and other institutions. Nevertheless, this increase in social expenditure has been considered insufficient.


A new period started for Central America by 1980, mainly due to the influence of IMF and World Bank. Economic shocks and the civil wars blocked the access to the international capital markets for the region and a new paradigm was adopted: the ‘Washington consensus.’ The biggest changes in fiscal policy were: decreasing taxes on imports, abolition of taxes on exports and the creation of taxes on general consumption. The upper class successfully managed to avoid extension of taxation on incomes and profits.


Finally, by the 1990s democratic rule was restored to all countries in the region. This change was reflected by the increase in social expenditures and the decrease of expenditure on defense. In the last 20 years the region has increased the importance of public social expenditure, even though the level is not close to the Latin American level and the paradigm of a small government remains intact within most of the political parties and the economics actors.


Fiscal policies in the Scandinavian countries have reflected the commitment to develop welfare state institutions. Hence, gradually increasing state budgets and tax revenues developed especially from the 1950s and onwards. However, parts of the very rapid development of public expenditure which occurred from the 1960s to the 1980s were loan financed, but the more recent development has been characterized by over budgeting, i.e. the Scandinavian governments are collecting more tax revenues than they need in order just to cover their expenses. Hence, in Denmark the present government’s policy is aiming at a budget surplus of 1,5 – 2,5 percent of GDP per year. This way the government hopes to reduce the public debt from the current level of 45 percent to around 20 – 25 percent of GDP in 2010 (Ministry of Finance 2006). Likewise, in Finland the government is aiming at a budget surplus of 1,5 – 2 percent of GDP, and it is committed to reducing public spending equivalent to 4,5 percent of GDP. Foreign debt was at par with Denmark in 2001, namely 43 percent of GDP. Norway had a budget surplus around 0.75 percent from 1991 to 2000, but have since ’gradually and responsibly phased in the North Sea oil revenues, which have led to a moderately expansive fiscal policy during the 2000s.’ Since 1996 Sweden has calculated with reducing public expenditure by at least 2 percent of GDP over a business cycle. (Andersson and Kind 2003: 53.)

World record in tax levels in Scandinavia
With a total tax burden of 50 percent of GDP Denmark and Sweden hold the world record, and Finland and Norway with roughly 45 percent do not fall far behind. Taxation levels in Iceland are somewhat lower with 40 percent, which corresponds with the European Union average in 2003. In comparison total (central government) tax revenues in Central America was only 13 percent; ranging from 16 percent in Honduras to nine percent in Panamá (Wozowzcyk and Paternoster 2007: 4; Table 4). Here we have identified a major difference between Scandinavia and Central America, and even is some argue that tax rates will not increase in Scandinavia for many years – and have not increased for the last 10 years – table 4 suggests that there is room for tax increases in Central America.
The tax structure is also demonstrated in table 4 and it is clear that Denmark stands out as a country that relies strongly on personal income taxes, while most other countries supplement with high rates of social security contributions including most Central American countries, and the latter retrieved relatively few taxes by way of income tax. Value Added Tax rate in Scandinavia is 25 percent and contributes revenues equivalent of roughly 10 percent of GDP. This tax is even more important to the Central American countries, where it accounted for more than 38 percent of the total tax revenue. Taxes on special items, often characterized as luxury goods, such as alcohol, tobacco, and perfume etc. ranges from 4 to 6 percent of GDP in Scandinavia; not very different from the situation in Central America. Property and wealth taxes only contribute equivalent to about 2 percent of GDP in Scandinavia, while in Central America there hardly exist such taxes. Among highly developed OECD-countries the tax level and structure stand out in comparison with the United States where personal taxes and VAT are much lower, but where property taxes are much higher. The overall tax burden in the US is about half of what we find in Scandinavia, and about the double of that of Central America.
	Table 4. Tax burden distributed across various forms of taxes and rates among Scandinavian countries, EU, USA, OECD and Central América. Percentage of GDP, 2003

	 
	Total tax revenues
	Taxes on  income and profits
	Social Security
	Property
	Taxes on general consumption
	Taxes on specific goods and services
	Other Goods and services taxes

	Denmark
	48.3
	29.0
	1.2
	1.8
	9.7
	5.4
	0.9

	Finland
	44.8
	17.3
	12.0
	1.1
	8.7
	5.3
	0.3

	Iceland
	39.8
	17.6
	3.4
	2.4
	11.0
	4.1
	1.2

	Norway
	43.4
	18.8
	10.0
	1.1
	8.7
	4.0
	0.9

	Sweden
	50.6
	18.3
	14.7
	1.6
	9.3
	3.7
	0.3

	EU - 15
	40.5
	13.7
	11.6
	2.1
	7.6
	4.0
	0.6

	OECD a
	36.3
	12.6
	9.5
	1.9
	6.9
	4.0
	0.6

	United States
	25.6
	11.1
	6.7
	3.1
	2.1
	1.8
	0.7

	Central América a
	13.1
	3.4
	3.8
	0.2
	5.0
	2.7
	1.4

	Costa Rica
	13.9
	3.3
	6.0
	0.5
	4.8
	3.4
	1.0

	El Salvador
	11.6
	3.4
	1.8
	0.0
	6.1
	0.9
	1.2

	Guatemala b
	11.7
	3.0
	1.5
	0.0
	5.3
	1.3
	2.0

	Honduras c
	16.3
	3.5
	…
	0.4
	6.0
	5.1
	1.4

	Nicaragua
	15.9
	3.9
	4.0
	…
	6.2
	4.1
	1.0

	Panamá d
	9.0
	3.4
	5.6
	0.4
	1.5
	1.2
	2.0

	Source: OECD (2005) and ICEFI (2007a)
	
	
	
	
	

	a/ Un-weighted average
	
	
	
	
	
	

	b/ Total tax revenues has been measured for Central Government, except Social Security that represents data for IGSS. The GDP used is according to the new methodology SCN93
	

	c/ Data available only for Central Government
	

	d/ Total tax revenues has been measured for Central Government, except Social Security that represents Public Sector.
	


Historical developments: the cases of Denmark and Guatemala
The Scandinavian countries were not born with record high tax and public expenditure levels. As late as the 1950s the Scandinavian countries spent less than most north European countries, and ‘only’ double as much as Central America exemplified with Guatemala. Table 5 shows the development in Denmark and Guatemala. In the first third part of the 20th century total tax revenues in Denmark developed slowly from about five to a little more than 10 percent of GDP; but by the end of WW II they had risen to 20 percent, while in Guatemala the tax burden only increased from six to eight percent during the same period of time. From then on and to 1990 the difference between Denmark and Guatemala increased substantially because the tax burden steadily increased in Denmark ending at 50 percent, while it stagnated and even fell a bit in Guatemala to end at seven percent. By 2005 it had climbed to 10 percent; but the initial factor 2 difference between Denmark and Guatemala in 1930 had devolved to a factor five difference in 1990.
	Table 5. Development of tax burden in Denmark and Guatemala 1930s to 2040 as percentage of GDP

	 
	Denmark
	Guatemala a

	1930
	12
	6

	1945
	20
	8

	1960
	25
	8

	1965
	30
	8

	1975
	40
	8

	1990
	50
	7

	2005
	50
	10

	2040
	60
	…

	Source: Carroll and Palme (2006: 39); Jespersen (2003: 5); Ministry of Taxation (2006); Petersen and Petersen (2004: 12); ICEFI (2007b)

	a/ Guatemala's tax burden is estimated using GDP base in SCN53 and it represents Central Government taxes


As shown in table 5from 1960 to 1990 the tax burden doubled from 25 to 50 percent in Denmark, which reflects the rapid development of welfare state institutions such as health care, education, public pensions and family policies. Since then the tax burden has stabilized at this level, but in absolute terms tax revenues have been increasing due to economic growth and increasing labor market participation. Because of predicted changes in the demographic composition of the population – more elderly, fewer in working ages – the tax burden is estimated to increase to 60 percent in 2040, but this remains to be seen of course.

How are taxes spent?

What is clear from table 6 below is that the really big difference between Central America and Scandinavia when it comes to government spending is social protection and, to a smaller degree, education and health – the central elements of the welfare state. While the Scandinavian countries spend about 25 percent of GDP on social protection this is only true for about one to six percent in Central America. On all other accounts the relative difference between the two regions are small. E.g. Central America spends less than one percent of GDP on defense, while in Scandinavia they spend about two percent. The spending on public order and safety is roughly the same and no where spending on environment protection takes up a big share of government spending.
	Table 6. Government expenditure in Scandinavia and Central America by function in percentage of GDP mid 2000*

	
	General public services
	Defense
	Public order and safety
	Economic affairs
	Environ
ment protection
	Housing and community amenities
	Health
	Recreation, culture and religion
	Education
	Social protection
	Total

	Denmark
	8.1
	1.6
	1.0
	3.7
	..
	0.9
	5.8
	1.7
	8.5
	25.2
	56.4

	Finland
	6.1
	1.6
	1.5
	5.0
	0.3
	0.4
	6.5
	1.2
	6.6
	21.7
	50.9

	Sweden
	8.2
	2.1
	1.4
	5.0
	0.3
	0.9
	7.3
	1.1
	7.4
	24.9
	58.7

	EU-25
	6.8
	1.7
	1.7
	4.3
	0.7
	1.0
	6.6
	0.9
	5.3
	19.3
	48.1

	Costa Rica
	..
	..
	..
	..
	..
	1.7
	4.9
	0.2
	5.3
	5.6
	17.5

	El Salvador
	3.7
	0.6
	2.2
	1.3
	0.0
	1.3
	1.7
	0.0
	2.8
	2.8
	18.3

	Guatemala
	2.6
	0.4
	1.4
	2.6
	0.3
	2.0
	1.3
	0.2
	2.8
	1.1
	15.3

	Honduras
	7.7
	0.7
	2.1
	2.3
	0.1
	0.1
	3.5
	0.0
	8.3
	0.9
	25.7

	Nicaragua
	5.6
	0.7
	1.9
	3.6
	0.3
	1.8
	3.4
	0.1
	4.6
	1.0
	26.4

	Panamá
	..
	..
	..
	..
	..
	0.2
	5.9
	..
	4.4
	6.2
	..

	Source: For Scandinavia: Palpanova (2005: 3); for Central America computed from information from the various Central Banks of the countries

*) Scandinavia: 2003; Costa Rica and Panamá: 2005; El Salvador, Guatemala and Nicaragua: 2006; Honduras: 2007 (estimated)


As mentioned above the rapid increase in public expenditure in Scandinavia was caused by the development and expansion of welfare institutions. As an example Table 7 below gives the breakdown of public expenditure in Denmark in 2004. All of the Nordic countries have an extensive publicly financed health care system with general practitioners, specialized clinics and hospitals available for the whole population for free. In Denmark the costs in 2004 were equivalent to nearly 7 percent of GDP, but the single most costly institution is that of elderly care, especially old age pensions, but also old age homes and home care.  If expenditure for handicapped and invalidity are included this sector took up 16 percent of Danish DGP in 2004. The Scandinavian countries also have a tradition of offering education at all levels free of charge. Hence there are no fees and tuition at universities, and teaching material, such as books and equipment, are paid by schools and lent or given to students. Education expenditure amounted to more than 8 percent of GDP.

Table 7. Public Expenditure in Denmark Distributed Across Institutions 2004 in Percent of GDP

	

	Health Care
	6,5

	Old Age, Handicap and Invalidity
	16,1

	Unemployment
	3,0

	Families with Children 
	4,9

	Social Assistance
	1,1

	Education
	8,2

	Administration, Infra Structure, ‘Law & Order’ etc.
	10,2

	Source: Abrahamson (2007a).


Another hallmark of Scandinavian welfare society is a considerable public support to families with children, ranging from visits by special nurses following children’s first six months; heavily subsidized child care; child allowances to all families with children; and special institutions and foster care for children from ‘troubled’ families. The cost was equal to 5 percent of GDP. Transfers and services for the unemployed took up 4 percent of GDP and paid for unemployment compensation: all registered unemployed receive a compensation of 40 to 60 percent of their prior net salary, and the municipalities administer huge active labor market schemes. Thus, a total of 40 percent of Danish GDP went to welfare institutions in 2004, leaving 10 percent for other government institutions such as infra structure, defense, police and administration.

Willingness to pay taxes in Scandinavia
It is probably an exaggeration to say that Scandinavians pay their heavy taxes and rates with a big smile, but all surveys show a continuous and high support for the welfare state in all of the Scandinavian countries. Motivation for the strong support is, however, not so much a support for redistribution for reasons of equality (‘Robin Hood’); rather it is a support for general security for one self and the population at large (Goul Andersen.1993; Martinussen 1993). Stein Kuhnle and Sven Hort stated that: ‘…attitudes among the great majority of the Scandinavian population have remained solidly in support of most social programs and in particular of universal ones’ (2004: 17).
Differences in employment structure between Central America and Scandinavia

With the exception of Finland 75 to 86 percent of all men in working ages in Scandinavia is employed within the formal economy and the same goes for 72 to 79 percent of all women. The latter, however, are to some degree working part-time. Again with the exception of Finland this is the case for 24 to 31 percent of all women. Unemployment rates are relatively low, around five percent, and the share of the population aged 16 to 64 outside the labor market ranges from only 15 percent in Iceland to 26 percent in Finland.
Table 8. Scandinavian population aged 16-64 years, broken down by sex and activity, in percent 2004

	
	Denmark
	Finland
	Iceland
	Norway
	Sweden

	Men
	
	
	
	
	

	Employed, total
	80
	69
	86
	78
	75

	- full time
	72
	63
	79
	69
	67

	- Part time
	8
	6
	8
	9
	8

	Unemployed
	4
	7
	3
	4
	6

	Outside the labor force
	15
	25
	11
	18
	20

	Women
	
	
	
	
	

	Employed, total
	72
	66
	79
	73
	72

	- full time
	48
	54
	50
	41
	47

	- Part time
	24
	12
	29
	31
	25

	Unemployed
	5
	6
	2
	3
	5

	Outside the labor force
	23
	28
	18
	24
	24

	Men and women
	
	
	
	
	

	Employed, total
	76
	67
	83
	75
	73

	- full time
	60
	58
	65
	55
	57

	- Part time
	16
	9
	18
	20
	16

	Unemployed
	5
	7
	3
	4
	6

	Outside the labor force
	19
	26
	15
	21
	22


Source: NOSOSCO (2006: 76).
	Table 9. Activity Rates for Men, Women and Total. Population 15+ 2005

	Country
	Men
	Women
	Total

	Denmark
	82.0
	73.9
	78.0

	Costa Rica
	79.6
	43.6
	61.2

	Honduras
	82.1
	36.0
	57.7

	Panamá
	79.8
	47.3
	63.3

	Source: ILO (2007)

Note: According to UNDP (2006) female employment rates in El Salvador are similar to those of  Panamá; and those of Nicaragua and Guatemala are similar to those of  Honduras


Unfortunately, we have only comparable data for a selection of countries. Yet, the information on employment rates in table 9 strongly suggests that the difference between Scandinavia and Central America with respect to employment is the employment rate of women. There is virtually no difference between the degree to which men are working (for pay) both places; roughly four out of five men are gainfully employed. The considerable difference between the total employment rates in Scandinavia (un-weighted average of 78 percent) and Central America (un-weighted average of 61 percent) is due to the difference between the employment rates of women: in Denmark 74 percent of women 15 years old and older are gainfully employed while that is only the case for somewhere between 34 to 47 percent in Central America (see table 9 and UNDP 2006).

Considering officially registered unemployment there is not a very big difference between Central America with an un-weighted average of seven percent (in 2005) and Scandinavia with an un-weighted average of five percent (in 2004) as is clear from tables 8 and 10.
	Table 10. Unemployment Rates in Central America 2005

	Costa Rica
	7

	El Salvador
	7

	Guatemala
	4*

	Honduras
	7

	Nicaragua
	7

	Panamá
	12

	Source: Computed from the CEPAL-database

*) Data for Guatemala concerns 2003 and is believed to be grossly underestimated


The overall high degree of ‘regular’ employment in Scandinavia leaves a relatively small room for the informal sector which is named the shadow economy or the black economy. For obvious reasons it is difficult to judge the actual size of the black economy, but the so-called under declaration has been estimated to somewhere between three to five percent of GDP in Denmark (Viby-Mogensen 2003: 6). This is not negligible; it corresponds to about the double of the total sum of tax revenues from property and wealth taxes, but it is so marginal, relatively speaking, so that it does not threaten the legitimacy and predominance of formal work and tax payment.
Differently in Central America where the informal economy employs between 20 percent of all workers in urban areas in Costa Rica and Panamá, and about 35 percent in El Salvador, Nicaragua, Guatemala and Honduras. In the rural areas the share of the total working population employed within the informal sector ranges from 25 percent in Costa Rica to more than 60 percent in Guatemala and Honduras (CEPAL 2005). So, here we have identified yet another big difference between Central America and Scandinavia – the size of the informal sector.
Important societal preconditions for welfare state and subsequent high taxation rates in Scandinavia

The Scandinavian welfare state model has been premised on the following: ethnically and religiously homogenous populations; a citizenship principle ​– universalism ​– everyone benefits, everyone supports; an understanding of the state as us, and as a guarantor of justice, equity and fairness; a political culture embracing compromise and coalitions, what Katzenstein labeled corporatism; and high and organized labor market participation (both for men and women, both for young and old (see further Abrahamson 2007b). The last issue is illustrated in table 8 above. As for the other issues they hold some of the explanation for why it is not possible merely to export the Scandinavian experience to e.g. Central America. Central America is not ethnically homogenous. Recent civil conflicts demonstrate that the political culture is not one of consensus, compromise and deliberations. Years of state violence in many of the countries in Central America makes it difficult for people to trust the state as theirs, and wide spread corruption further contributes to mistrust (Transparency International 2006). However, more recent developments in Central America show a thorough return to democratic governance, a reconciliation of past hostilities, a growing respect for indigenous rights, and a will to fight corruption. All together this could pave the way for increased taxation, expansion of social protection, health care and education, which in turn would facilitate the transition from an informal to a formal economy.
Conclusion

A number of similarities and differences between Central America and Scandinavia have been documented. Among similarities we found that both regions consist of relatively small countries that each shares a common history and a common culture. We also found that government spending structures were quite similar with the important exception of spending on social protection where Scandinavia stands out as a big spender and Central America as a small spender. Employment rates for men and unemployment rates are also similar in the two regions. On the other hand a major difference was identified with respect to overall economic performance especially concerning the period of time from the 1950s and onwards, and it coincided with the rapid and substantial development of the welfare state in Scandinavia which in turn has meant a significant formalization of work conditions. The advantages of formal work to informal work are that the former (usually) guarantees social rights and worker’s protection, makes taxation possible, and promises independence and dignity. Substantial differences between Central America and Scandinavia – besides economic performance – are the degree of government spending on social protection and subsequent degree of taxation, the degree of female employment and the degree of formalization of the labor market. The Scandinavian experience strongly suggests that these elements are interlinked. From the late 1950s to the early 1980s the Scandinavian countries went from male-breadwinner to two-earner households via the formalization of female labor which both facilitated and preconditioned the expansion of taxation and welfare institution building.
Not all groups in Scandinavian society are equally supportive of high tax rates and extensive public services and transfers. The ‘usual suspects,’ representatives of business and neo-liberals, have been arguing that the high tax burden killed initiative and drove investments away. In reality, however there is not much evidence to support such views. Rather, the Scandinavian experience demonstrates that high rates of public spending on social protection can go hand in hand with economic growth. Olli Kangas reminded us that 150 years ago the GDP per capita in the Scandinavian countries was half of that of Great Britain, while today the Scandinavian countries are among the richest in the world (Kangas 2005: 8). Having said that, it should also be noted that all of the Scandinavian countries have reformed their tax systems within the last 10 to 15 years by scaling down corporate taxes, introducing new environmental taxes and scaling down marginal taxation on work (Andersson & Kind 2003: 54; for a detailed account of the Danish development, see Jensen 2001).

In a feature on good investment environments the British magazine The Economist mentioned Denmark among the top places in the world despite high tax rates. The argument was that a welfare society like the Danish one guarantees a highly educated, skilled and healthy workforce, good schools, health care and leisure facilities free of charge and safe and secure living conditions (The Economist 2005).


There may indeed be cultural, political and power position obstacles to mimicking Scandinavian ways of building society and social cohesion elsewhere in the world, but economic reasoning suggests that the Scandinavian experience could and should act as inspiration for those wanting a fairer, safer and more prosperous Central America.
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