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TOO OFTEN, HOWEVER, the real lessons of 
how such a system works, and the challenges, 
are obscured by the underlying ideological 

debates, as the politics of social welfare take center 
stage. This report studies the Nordic nations’ 
approach to adapting and reforming their social 
model: what works, what doesn’t and why. It also 
looks at how past and current reforms have 
re-shaped this welfare model over time. Some of 
the analysis was conducted with the assistance of 
the Danish think tank Kraka. 

It is our hope that the report can inspire 
thoughtful reflection through evidence-based 
analysis, as nations around the world develop 
solutions to pressing social challenges.

Preface
The Nordic nations – Finland, Iceland, Norway, Denmark and Sweden – have 
similar approaches to social welfare. Government programs in these nations 
tend to offer high levels of social support, but at the cost of high taxes.  
As Western societies grapple with challenges ranging from technological dis-
ruption to climate change, from immigration to globalisation, examining the 
Nordic model of social welfare may help. The model can offer insights about 
providing a social ‘safety net’, reforming the public sector and supporting eco-
nomic competitiveness in the face of disruption.

It is our hope that 
the report can inspire 
thoughtful reflection 
through evidence-based 
analysis, as nations around 
the world develop solutions 
to pressing social challenges.

However, it is important to note that the analysis 
presented in this report was finalised in February 
2020. Since then, all countries and societies 
have been confronted with massive challenges 
brought by the global spread of the coronavirus. 
Time will tell to what extent the Nordic model 
can adapt and handle the challenges. The re-
silience of the model will definitely be tested.



The Nordic countries have some of the most digitalised, well-regulated, transparent and efficient 
public sectors in the world. In Deloitte Nordic, we have a long history of working with and devel-
oping the public sectors across the Nordics. 

As a Nordic firm, we assist public sector clients in enabling their transformation with digital tech-
nologies, new regulatory models and in implementing reforms in important policy areas, 
including tax, justice and security, transport, labour market, social services, education, environ-
ment and climate. Find out more on Deloitte.com.
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The Nordic social welfare model

YOU MAY BE aware of the perks of living in a 
Nordic country: free and equal access to 
social services, regardless of income or eco-

nomic need. That privilege does come at a cost – a 
marginal tax rate that takes about half a resident’s 
income – but you won’t hear most citizens arguing. 
They’re funding the public sector and enjoying a 
relatively generous social safety net that covers a 
broad array of services. On top of that, they’re reap-
ing the benefits of a well-functioning, competitive 
economy. This is the case among all the Nordic 
countries – an extensive, mainly tax-financed wel-
fare system that exists hand-in-hand with a 
well-functioning economy – and it’s such an allur-
ing curiosity to outsiders that it’s come to be known 
as the Nordic paradox. Just how do they do it?

This social welfare model is similarly applied 
among all the Nordic countries. It has advocates 
and critics, but discussions often get bogged down 
by political disagreements and fail to cover the 
complete picture. For that reason, an evi-
dence-based review of the experience of the Nordic 
nations can be instructive to executives of govern-
ment departments and agencies globally, especially 
those seeking to explore alternative approaches to 
social services. This report looks at the Nordic 
model for lessons that are transferable to other 
societies facing challenges, aiming to generate a 
dialogue about solutions and reforms that are gen-
erally applicable to any public sector in the 
developed world. 

First, we will describe the model, looking at the 
points raised by advocates and critics. Have the 
Nordic nations discovered the secret to maintaining 
a thriving economy despite generous benefits? Or is 
it only unique aspects of these societies that can 
produce such positive outcomes? Next, we will 
highlight evolving social welfare challenges of par-
ticular relevance to the Nordic countries. How can 
the Nordic model adapt to a rapidly shifting 
socio-economic landscape? Finally, we examine 
some past reforms, and some that are evolving in 
light of emerging challenges. What can these 
reforms tell us about social welfare policy and eco-
nomic policies in general? 

Snapshot of a sea change
Western societies are undergoing enormous transformation. Does the Nordic 
model offer lessons for dealing with economic disruption?

You may be aware of the 
perks of living in a Nordic 
country: free and equal 
access to social services, 
regardless of income 
or economic need. That 
privilege does come at a 
cost – a marginal tax rate 
that takes about half a 
resident’s income – but you 
won’t hear most citizens 
arguing. 
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*All data was collected before February 2020; effects of the crisis related to the  coronavirus outbreak in spring 2020
  have not been taken into account.

Sources: OECD.stat (Historical population; Level of GDP per capita and productivity; Employment: Labour force participation 
rate, by sex and age group; Government at a Glance - 2017 edition: Public employment and pay), OECD Data (Trade in goods 
and services; General government debt; Employees by business size), the World Bank Data (GDP per capita, PPP (current 
international $)), European Commission (EIS 2019-database).

Note: Data are from the most recent year available. GDP (gross domestic product) and GNI (gross national income) are 
calculated in current prices and current PPP (purchasing power parity). Employment rate includes all citizens between 25
and 64 years old. There is no data for Iceland on employment in the public sector as a percentage of total employment.
Small companies are defined as companies having fewer than 50 employees, medium-sized companies as having 50 to
249 employees, and large companies as having more than 250 employees. Share of employment by business size is 
measured as the number of employees in manufacturing.

Deloitte Insights | deloitte.com/insights

Geography Denmark  Finland Iceland Norway Sweden

Population 5,789,957  5,515,525 352,722 5,311,916 10,175,214

Area (km2) 41,990  303,910 100,250 365,123 407,310

Population density  138.1  18.2 3.5 14.6 25.0
(people/km2) 

Capital Copenhagen  Helsinki Reykjavik Oslo Stockholm

President/ Mette  Sauli Niinistö Guðni Th. Erna Solberg Stefan
Prime minister Frederiksen  National Jóhannesson The Löfven
 Social Coalition Independent Conservative Social
 Democrats Party  Party Democrats
    
Economy

GDP per capita ($) 55.138  47.946 57.453 65.603 52.767

GNI per capita ($) 56.410  47.970 55.190 68.310 53.560

Inflation rate 0.8%  1.1% 2.7% 2.8% 2.0%

Employment rate* 75.4%  72.1% 85.1% 74.8% 77.5%

Public spending as % of GDP 51.5%  53.1% 41.7% 48.7% 49.9%

Export as % of GDP 55.6%  38.6% 47.2% 38.4% 45.7%

Public debt as % of GDP 48.0%  69.2%  45.5% 58.4%

Employment in public  28.0%  24.3%  30.3% 28.8%
sector as % of total 
employment

Business & innovation        

Share of private  25.3%  26.4% 38.4% 32.8% 27.0%
employment in small 
companies*

Share of private 29.3%  24.3% 32.4% 29.2% 24.1% 
employment in 
medium-sized companies*

Share of private employment 45.4%  49.3% 29.2% 38.0% 49.0%
in large companies*

Rating, European 140.9  145.9 118.9 127.7 147.7 
Innovation Scoreboard

FIGURE 1

Facts about the Nordic countries
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The Nordic social welfare model

By addressing these questions, we can hopefully 
find answers that can be extended to other regions. 
We can also better consider how the social welfare 
model sustains itself in the Nordic countries as the 
world grapples with technological innovation, glo-
balisation, ageing populations, immigration, 
off-shoring and global warming, among other dis-
ruptors. These phenomena have cultivated a 
shifting economic landscape – one that’s creating 
winners and losers, and leading policymakers to 
consider which social provisions are best suited to 
this new reality. And on a larger scale, which socie-
tal welfare model can best accommodate and adapt 
to changes.

To deal with disruption and support long-term 
competitiveness, advocates point to public provi-
sion and free/low-cost access to a wide range of 
public services as a winning approach. But critics 
note the Nordic countries’ unique cultural circum-
stances that allow this welfare model to succeed and 
argue that these generous benefits come at a great 
price: some of the highest personal taxes in the 
world to fund the large public sector. 

What cannot be argued is that the Nordic model has 
faced serious challenges over time. Several Nordic 
economies faced severe economic and structural 
crises in the 1970s to 1990s. Their response was to 
reform the economies to adapt; it turns out that the 
Nordic model isn’t a static vision but an evolving set 
of policies that morph to accommodate changing 
circumstances. By reflecting on past and current 
circumstances, we can explore how such adaptabil-
ity can potentially be extended to other regions. Our 
findings suggest that there need not be a trade-off 
between equality and growth or material prosperity, 
especially if there’s willingness to consider a mal-
leable approach.
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The Nordic equation:  
Key features of the model

High taxes and a large 
public sector

Perhaps the most prominent aspect of the Nordic 
model is the size of the public sector and the role it 
plays in the overall economy. Critics of the model 
often focus solely on the tax levels, but proponents 
contend that an active public sector contributes 
to the success of the overall economy – such as by 
investing in health, education and training, which 
is designed to alleviate a potential market failure 
stemming from underinvestment. With this view, 
high taxes are not considered a hindrance; they are 
seen as a mechanism that supports equal opportu-
nities and fosters overall national competitiveness. 

The Nordic model is unique from many other approaches by being underpinned 
by a ‘social contract’: a foundation that supports a handful of core aspects to 
serve the public. 

What exactly does the Nordic model entail?
The individual social welfare approaches 
adopted by the Nordic nations – although 
far from identical – exhibit a great deal of 
similarity, generally featuring:

1. High taxes and a large public sector

2. Broad universal services and 
substantial support

3. Productive investment in health, 
education and job training

4. Strong work incentives and 
requirements
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The Nordic social welfare model

Source: OECD.stat, table: Top statutory personal income tax rate and top marginal tax rates for employees.

Note: All rates include employee social security contributions.

Deloitte Insights | deloitte.com/insights

FIGURE 2

Marginal tax rates on personal income and social security, 
by percentage of GDP, 2018
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Source: OECD.stat, tables: Government expenditure by function (COFOG), Gross domestic product (GDP).
Deloitte Insights | deloitte.com/insights

FIGURE 3

Public (general government) spending as a percentage of GDP, 2017
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Approximately half of individuals’ total income 
in the Nordic countries is channelled through 
the public sectors of the Nordic countries. 
The marginal tax rate is above 55 per cent in 
Sweden, Finland and Denmark, and somewhat 
lower in Norway and Iceland (figure 2). 

The level of public spending is approximately 
50 per cent of the GDP or more in Finland, 
Denmark, Sweden and Norway, and somewhat 
lower in Iceland (figure 3). For comparison, the 
level of public spending is slightly below 40 
per cent of the GDP in the US. Notably, public 
spending in France and Belgium is around the 
same level as that of the Nordic countries.
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Broad universal services 
and substantial support

The Nordic model differs from other welfare state 
models partly because of its universalism regarding 
the rights to services and benefits, the role of the 
public sector in providing services, and the impor-
tance of redistribution as a principle of providing 
benefits. Many public services and benefits in the 
Nordic countries are provided to the entire popu-
lation for free, or at a reduced price, independent 
of market mechanisms (see figure 4 on page 12). 

Free and equal access to these social services 
is the core universal principle of the Nordic 
model. Access is not based on the ability to pay, 
nor economic need. The services are intended 
to allow individuals accessing them to main-
tain a relatively decent standard of living. 

There are some important differences among 
the Nordic countries. For example, the size of 
public pensions in Norway, Sweden and Finland 
depends directly on how much the individual 
has earned and contributed to the pension 
system. In another example, unemployment 
insurance is provided through voluntary schemes 
in Denmark, Finland and Sweden, but is man-
datory in Norway and Iceland. Despite such 
differences in specific policy areas, there are 
more likenesses and, as described in the next 
section, Nordic countries also exhibit similarities 
in growth, equality, social progress and inclusion. 

Productive investment 
in health, education 
and job training
Public spending in Nordic countries is higher than 
in many other countries partly because of greater 
spending on benefits, and partly because of 
investments in services that generate an economic 
return in the form of a healthy and well-educated 
workforce. Education is one such service, covering 
pre-primary (child care), primary, secondary and 
tertiary education and supported by various grant 

and loan schemes. Proponents of the Nordic 
model contend that investment in such a key 
public service – along with child care, health care 
and job training – helps increase productivity 
and employment. 

Compared with other countries, Nordic govern-
ments financially support health and education 
generously, averaging more than 12 per cent of 
the GDP. This places them at the top of the list of 
OECD countries in that regard, alongside the US, 
Belgium, France and Austria (figure 5 on page 13). 

A healthy and well-educated workforce can drive 
productivity and lead to high income. Another 
benefit cited by proponents lies in the fact that 
education and health care are provided to the 
entire population through public mechanisms, 
helping ensure equality of opportunity and 
promoting social mobility (a concept covered 
later in this report); the by-product is expected 
to reduce inequality. Moreover, in pure monetary 
terms, free access to education is of more value 
to the low-income share of the population. 

Strong work incentives 
and requirements

Financing the Nordic welfare model relies on 
high employment rates, and despite providing 
generous benefits for unemployed individuals, 
the Nordic countries boast better employment 
numbers than the OECD average. Budgeting for 
generous benefits is only possible if you have an 
abundance of people working (contributing taxes) 
and relatively few people receiving social benefits. 

The Nordic countries all have employment rates 
above 70 per cent, and most land near the top 
of the list of OECD nations (figure 6 on page 13). 
Iceland and Sweden, in particular, stand out with 
employment at approximately 85 per cent and close 
to 80 per cent, respectively. These high overall 
employment rates are supported by especially high 
employment rates for women (figure 7 on page 14).
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The Nordic social welfare model

Source: European Commission (2019, Nordic Council of Ministers (2008).

Notes: Child care: In Denmark, the exact share of parental pay up to 25% is decided at municipal level. In Norway, contribution 
from parents is capped at NOK 3,135 ($348)/month. The household income determined parental pay is capped at SEK 475-1,425 
($50-$150)/month, dependent on the age of the child, in Sweden, and at EUR 289 ($320)/month. Education: Also includes higher 
education; some special educations may come with a fee; in all Nordic countries there is also a monthly grant to all students over 
18, and access to government-guaranteed loans; in Denmark, Sweden and Finland the grant is free and not to be repaid, in Norway 
the grant is a loan. Health care: Includes primary and secondary health care, but not dental appointments; Norway’s fee is capped 
at NOK 2,369 ($263)/year; Sweden’s fee is capped at SEK 1,150 ($122)/year. Unemployment insurance: In Norway, capped at 
NOK 362,543 ($40,388.63) and compensation is calculated as 62.4% of previous salary up to NOK 580,998 ($64,725.33); in Iceland, 
capped at ISK 440,970 ($3,572.90)/month with compensation calculated as 70% of previous income; in Denmark, capped at DKK 
233,376 ($34,720.82); in Sweden, capped at SEK 910 ($96.54)/day for the first 100 days and SEK 760 ($80.63)/day for the remaining 
days with compensation calculated as 80% of previous salary for first 200 days and 70% of previous salary for remaining days. 
Old-age pension: Only basic/guarantee public pensions; does not cover early-retirement schemes; this basic security entails a 
right to a certain pension that is payable regardless of previous earnings or contributions paid in; in addition, there is an 
income-dependent pension supplement in Denmark, Sweden and Finland; in Norway there are also schemes for supplementary 
pensions; the Nordic countries also have a labour market pension and voluntary private pension; regarding pension age, in 
Denmark, Finland and Sweden the statutory retirement age is linked to life expectancy, so pension age will change gradually.

Deloitte Insights | deloitte.com/insights

Examples of services

Child care Parental fee Parental fee Municipality Parental Parental
 of up to 25% to a certain decides fee of an  fee to a 
 of cost decided level  applicable  average certain level
 at municipal dependent fee of 15% dependent
 level on household  of cost on household
  income   income
     
Education Free Free Free Free Free

Health care Free Free Partially free: Partially free: Partially free:
   patient fee basic flat fee basic flat fee
   applies to applies to applies to
   primary and primary  primary 
   secondary health care health care
   health care 

Example of benefits

Unemployment
insurance
Voluntary/Mandatory Voluntary Voluntary Mandatory Mandatory Both

Coverage period 24 months 18 months 30 months 12-24 months, 11 months
    depending on
    previous income 

Compensation level Up to 90% 48%-69%, 70% of 62.4% of Up to 80%
 of previous depending on previous previous of previous
 salary, capped previous salary, salary,  salary,
 at a certain salary capped at capped at capped at
 amount level a certain a certain  a certain
   level amount amount

Old-age pension 
Basic pension as 44% 26% 55% 41% 28%
percentage of average
pay, after tax

Pension age 65 63 67 67 65

 Denmark Finland Iceland Norway Sweden

FIGURE 4

Examples of broad, general services and benefits provided in Nordic countries
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Source: OECD.stat, tables: Government expenditure by function (COFOG), Gross domestic product (GDP).

Note: Calculations reflect the sum of government expenditures on classification of the functions of government (COFOG) 
category ‘70 Health’ and ‘90 Education’ divided by GDP.

Deloitte Insights | deloitte.com/insights

FIGURE 5

Government expenditures on health and education, by percentage of GDP
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Source: OECD.stat, table: Short-Term Labour Market Statistics.
Deloitte Insights | deloitte.com/insights

FIGURE 6

Percentage of population employed in various nations (ages 15-64)
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All OECD

How do the Nordic countries achieve these high em-
ployment rates when they offer such generous social 
benefits, which are not limited to the poor? Why don’t 
more individuals simply take advantage of the broad 
social security net? The answer seems to lie in the 
gradually ‘tougher’ policies the Nordic countries have 
adopted, which increase incentives to work in various 
ways and balance the provision of social security. 

For instance, the unemployment benefit 
period has been progressively reduced, as 
has the amount of compensation.
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The Nordic social welfare model

Furthermore, work is expected of all able-bodied 
adults; it isn’t a free choice to work or not work. 
To be eligible for social transfers, you must be 
unwillingly unemployed and actively seeking a job. 
For example, the Nordic countries spend a lot of re-
sources on active labour market policies (figure 8): 
government programs that intervene in the labour 

market to help the unemployed find work. Policies 
typically cover education; guidance; skill upgrades; 
job provision, subject to wage subsidy, with public 
or private employers; and practical work training 
at public and private enterprises. A great deal of at-
tention is paid to requiring that individuals who are 
eligible for social transfers must actively seek work.

Source: OECD.stat, table: Short-Term Labour Market Statistics.
Deloitte Insights | deloitte.com/insights

FIGURE 7

Percentage of female workforce employed in various nations (ages 15-64)
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Source: OECD, stat, Public spending on labour markets.

Note: Data on Iceland is not available.
Deloitte Insights | deloitte.com/insights

FIGURE 8

International comparison of public spending on active labor
market programs as percentage of GDP
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The welfare model is not just about solidarity and must 
function in terms of both financing and delivery: a fairly 
shared tax burden, minimal misuse of provided benefits 
and efficient delivery. 

Measuring success: Economic 
and social outcomes

Satisfaction with the model

Given the tax rates and size of the public sector, 
some might not like the Nordic countries’ vision 
of society. Regardless, the Nordic welfare model 
has generally, and consistently, attracted a high 
level of support. Concomitantly, the Nordic 
political parties that historically have been in 
power – whether social democratic, liberal 
or conservative – have been fundamentally 
supportive of the Nordic welfare model. 

However, support from the population is condi-
tional. The welfare model is not just about solidarity 
and must function in terms of both financing and 
delivery: a fairly shared tax burden, minimal misuse 
of provided benefits and efficient delivery. Further-
more, the model must be economically sustainable. 
These conditions for the model’s support may help 
explain why so many reforms have been carried 
out – which, to some extent, has tightened benefits 
but has not led to a decline in overall support. 

What has been the outcome of the 
Nordic model, and how well has the 
model performed?
From a broad perspective of looking from the 
‘top down’ at society as a whole, the model 
can be assessed by gauging:   

1. Satisfaction with the model

2. Prosperity and equality

3. Productivity, employment and business 
competitiveness

4. Overall social progress and happiness 

5. Trust in people and institutions
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Prosperity and equality 

The Nordic countries have been able to achieve 
a high level of prosperity, while simultaneously 
securing a more even distribution of income with 
less difference between high- and low-income 
groups. The level of income per capita places 
Nordic countries in the top ranks of OECD 
nations, along with the US, Germany, Switzerland 
and Luxembourg. At the same time, the Nordic 
countries have a very low degree of income in-
equality, well below the OECD average (figure 9).

Productivity, employment and 
business competitiveness

Increased productivity is the main contributor 
of economic growth and increased prosperity. 
Measuring the GNI per hour worked indicates 
the extent to which a country can generate 

income for every hour worked. As seen in figure 
10, the Nordic countries are among those with 
the strongest ability to generate income.

Although the size and role of the public sector 
generates much attention in Nordic countries 
and is at the core of ongoing reforms, defining 
elements of the Nordic model’s sustainability 
are often considered a competitive private sector 
and favourable business environment. These are 
designed to enhance productivity and, thus, income.

The Nordic countries are all ranked within the 
top 30 internationally in terms of competitiveness, 
ease of doing business, economic freedom, entre-
preneurship and lack of corruption. Often, they’re 
ranked in the top 10. As figure 11 indicates, the 
Nordic countries score relatively low in terms of 
economic freedom, compared to the other catego-
ries, but are generally still ranked high globally.

FIGURE 9

Gross national income (GNI) per capita in US dollars vs. Gini coefficient, 2016

Source: OECD.stat, tables: Disposable income and net lending – net borrowing, Income distribution and Poverty.

Notes: The Gini coefficient is a standard measure of income inequality that ranges from 0 (everybody with identical 
incomes) to 1 (all income goes to only one person). GNI is measured in current purchasing power parity (PPP) in US dollars. 
GDP measures the income within a country, but GNI measures the complete income of a country regardless of whether it is 
produced within or across borders.
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Source: World Economic Forum (2018)1, World Bank (2020)2, Forbes (2019)3, Heritage (2019)4, The Global Entrepreneurship 
and Development Institute (2018),5 Transparency International (2018).6
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FIGURE 11

Rankings of Nordic countries’ business environment and framework conditions
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Source: OECD.stat, tables: Disposable income and net lending – net borrowing, Level of GDP per capita and productivity.
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FIGURE 10

GNI per hour worked for various countries, 2016
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The level of income per capita places Nordic countries in 
the top ranks of OECD nations, along with the US, Germany, 
Switzerland and Luxembourg. 
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Source: Social Progress Imperative (2019).7

Deloitte Insights | deloitte.com/insights

FIGURE 12

Top 30 countries rated on social progress
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Source: Helliwell et al. (2019).8 

Note: Happiness ratings are based on the following indicators: GDP per capita, social support, healthy life expectancy, 
freedom to make life choices, generosity and perceptions of corruption.  
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FIGURE 13

Top 30 countries rated as having the happiest populations
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Overall social progress 
and happiness

Another measure of performance is social prog-
ress and perception of happiness. According to 
one study, the Nordic countries placed at the 
top on both counts, alongside other smaller 
countries, like Switzerland, the Netherlands and 
New Zealand. Specifically, the Social Progress 
Index, which measures the provision of basic 
human needs, foundations of wellbeing and 
opportunity, ranks the Nordic countries first, 
second, fourth, fifth and sixth (figure 12). 

The inhabitants of Nordic countries are some of 
the happiest in the world, according to the World 
Happiness Report (figure 13). Finland, Denmark, 
Norway and Iceland are ranked first to fourth for 
perceived happiness, and Sweden is ranked seventh.

Trust in people and institutions 

The Nordic countries often stand out for the 
degree of trust their citizens place in people and 
institutions (figure 14), which is necessary for them 
to support the social welfare model and for it to 
be economically viable. They need to trust that 
others will not exploit the social security net. In 
addition, if they place trust in courts, transaction 
costs may be reduced: There may be less need to 
pay for lawyers and spend resources on bribes, 
and increased incentive to reach settlements.

A society with substantial social trust also gener-
ally tends to have better institutional quality and 
less corruption. Furthermore, high levels of trust 
may facilitate necessary reforms that alleviate 
funding problems in the Nordic welfare states.9

Source: European Social Survey Round 8 Data (2018)10, European Social Survey Round 7 Data (2016).11

Note: The values 0 and 10 indicate the statements “You can never be too careful” and “Most people can be trusted”, 
respectively. Values for Denmark are from 2014.   
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FIGURE 14

International comparison of interpersonal trust levels among
various countries, 2016
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Challenges to the Nordic model

DEVELOPED ECONOMIES ARE affected by the 
larger, current shifts in the global economy, 
and the Nordic countries are no exception: 

Globalisation, inequality, demographic changes and 
immigration have fuelled social protests, diverging 
societal values and burgeoning support for various 
political movements.    

So far, the Nordic countries have been able to 
adapt the welfare model, and – as discussed 
earlier – basic trust in institutions appears to have 
remained strong. Some believe these countries 
are more resilient to economic, technological 
and social changes because social cohesion is 
actively supported in those societies. But the 
counter-argument might be that the Nordic model 
will become increasingly difficult to sustain, and 
must adapt by reducing welfare benefits and 
departing from some basic principles of the 
social contract to remain globally competitive. 

Deloitte took a close look at five of the challenges 
the Nordic countries are facing: securing con-
tribution from the whole population, providing 
the necessary competencies, strengthening 
response to climate change, dealing with the 
productivity problem of the public sector and 
increasing innovation in government. In this 
section we investigate what action may be 
needed, and what policies and reforms are on 
the drawing board or being implemented. 

The challenges 

Some of the concerns that spawned these chal-
lenges have been voiced in Deloitte’s interviews 
with public and private sector executives in Nordic 
countries. Top executives have highlighted risks 
related to polarisation in society, and the need 
to secure the integration of foreign labour and 
people on the edge of the labour market. They also 
point to the need for public sector institutions to 
be able to cooperate and act differently to handle 
the increasing complexities of societal problems. 

The Nordic model has performed well, but a new chapter in the history of the 
Nordic model is being written according to current global challenges. Is it sus-
tainable in the long term? 

“The biggest challenge is 
that there must be a better 
structure of cooperation 
across organisations and 
states and local authorities.” 

 — Sigríður Björk Guðjónsdóttir, Director, 
Reykjavik Police, Iceland

Core challenges to the Nordic model
Challenge 1: Secure contribution from the 
whole population

Challenge 2: Provide the necessary 
competencies

Challenge 3: Strengthen response to climate 
change

Challenge 4: Address the productivity 
problem of the public sector 

Challenge 5: Increase innovation in 
government
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“We must also address the 
increasing polarisation in 
society. We see it in the 
US, we see it in Europe, 
and we see it in Norway: 
lack of understanding the 
importance of diversity and 
acceptance of differentness. 
Polarisation is dangerous, 
and it may lead to a 
destabilisation of our 
society.”

 — Petter Stordalen, CEO, Strawberry, Norway

Challenge 1: Secure 
contribution from the 
whole population
As we’ve explored, the welfare model in Nordic 
countries relies on high labour market par-
ticipation. Ageing populations and a lack of 
incentives to work, particularly for those groups 
on the edge of labour markets, may affect par-
ticipation and, thus, long-term sustainability. 

ACTION: REFORM STATUTORY 
RETIREMENT AND PENSION SCHEMES
Ageing populations implies a worsening dependency 
ratio: Fewer people are contributing to the welfare 
state and more people are receiving benefits from 
the welfare state. This tests the ability to finance 
any kind of welfare state, but the problem could be 
even larger for the Nordic welfare model because of 
the high degree of redistribution from workers to 
non-workers. Public finances will not be sustainable 
unless the dependency ratio is kept in check. 

Pension reforms
Denmark, Finland and Sweden have all implemented 
reforms that link the statutory retirement age to life 
expectancy, to delay pension payments and keep 
the dependency ratio in check. In Denmark, the 
retirement age is 65.5, which will increase to 67 
years in 2022, and 68 years in 2030. New-borns can 
anticipate retiring when they are 74 years, based on 
their life expectancy. The effect of the first adjustment 
of retirement age has been encouraging: Many seniors 
are choosing to stay in the labour market, raising 
the employment rate for 55- to 64-year-olds.12  

In Finland, the earliest retirement age is 63 
years for persons born in or before 1954, rising 
incrementally to 65 years for persons born in or 
after 1962. A Finnish reform in 2017 bound the 
future retirement age to average life expectancy, as 
it did in Denmark.13 In Sweden, a reform with the 
same ambition is gradually increasing the standard 
retirement age of 65 years, in two stages: by one 
year in 2020 and by an additional year (to 67) in 
2023.14 In Iceland, a public committee has suggested 
increasing the retirement age from 67 to 70 over 
a 12-year period, but no bill has been put forth.15 

ACTION: INCREASE INCENTIVES TO WORK
An ongoing concern in Nordic countries is 
balancing social security and incentives to 
work, for instance, through active labour market 
policies. During recent decades, the primary 
focus has been on the sustainability of public 
finances by increasing incentives to work. 

Labour market reforms
In Denmark, a string of reforms in recent 
decades illustrates the attention given to labour 
supply and incentives to work. Tax reforms 
have been introduced to increase financial gain 
achieved through work. Consequently, a typical 
working-class family has seen a larger increase in 
their disposable income since 1995 than a family 
on social benefits. Other reforms have shortened 
the benefit period, lowered the benefit amount for 
certain groups, including recipients younger than 
30, and tightened benefit eligibility criteria.16  
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In Finland, various reform packages implemented 
within the past decade have sought to secure a 
balance between social security levels and incentives 
to work. Among the most notable are stricter activity 
requirements (such as part-time work or training) 
to receive full unemployment benefits, as well as 
shorter unemployment benefit periods. Investments 
in pay subsidies for companies, to encourage them to 
hire unemployed workers, have also been prioritised, 
and income tax rates have been reduced to favour 
low- and middle-income earners since 2015.17   

Reforms targeting immigrants and refugees
Ensuring the employment of immigrants and 
refugees, including those reunified with their fam-
ilies and descendants of non-Western origin, has 
become a more difficult and intrusive challenge in 
Nordic countries, given the increase in the number 
of refugees and immigrants. The employment gap 
between natives and immigrants is larger in Nordic 
countries than in most other OECD countries 
(figure 15); ultimately, the lower employment 
rate for foreign-born individuals may affect the 
economic sustainability of Nordic countries.  

Source: OECD.stat, table: Employment rates by place of birth and educational attainment (25-64).
 
Note: A positive gap means that foreign-born citizens have a lower employment rate than native-born ones. 
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FIGURE 15

Employment gap between foreign-born and native-born individuals in 
percentage points, 2015
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“We can already see society 
becoming polarised. It is 
not sufficient that young 
people can get their 
livelihood from social 
security – integrating them 
into society is essential. An 
individual has both the 
right and the responsibility 
to integrate.”

 — Elli Aaltonen, Ex-Director General,  
Kela, the Social Insurance Institution of  

Finland, Finland
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Over recent decades, several reforms have been 
implemented in Denmark to change this large 
employment gap, by limiting the inflow of immi-
grants and increasing the employment rate. Most 
notably, newly arrived refugees and reunified 
foreigners must participate in a one- to five-year 
integration program that consists of a Danish 
language course, job guidance, job training and an 
internship and/or employment with wage subsidy. 

In 2016 Denmark 
introduced a new job 
and training program 
targeting refugees and 
reunited foreigners. 
They are brought into 
regular employment for 
two years under special 
wage and working 
conditions.

In 2016, Denmark introduced a new job and 
training program targeting refugees and reunified 
foreigners. They are brought into regular em-
ployment for two years under special wage and 
working conditions. Furthermore, Denmark has 
initiated financial incentives for municipalities 
that provide intensive integration efforts, and the 
social benefit system has been changed: There’s 
a cap on the total amount of social benefits a 
household can receive, and benefits are further 
reduced if the recipient works fewer than 225 
hours a year. Education has also been adjusted 
to address the issue: In primary and lower sec-
ondary schools, basic education in Danish as a 
second language for newcomers is a mandatory 
subject, and in some areas pupils’ progression in 
school depends on their abilities in Danish.18  

To boost integration and employment of migrants, 
in 2017 Finland launched the world’s first mi-
grant-focused Social Impact Bond: the Koto-SIB. 
The bond’s purpose is to provide funding to private 
companies and other partners providing services 
that focus on improving migrants’ potential  
and capability to become employed. Funds are 
collected from investors, who bear the economic 
risk, and the state pays only for the outcome.  
The bond’s investment yield and payment struc-
ture for service producers depend on the actual 
accomplished employment. As of 2019, nearly 
2,000 immigrants have participated and 50 per 
cent are permanently employed. Public savings, 
with regard to unemployment benefits, are esti-
mated at approximately EUR 20 million so far.19 
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Challenge 2: Provide the 
necessary competencies

In the Nordic countries, education has been an 
important instrument to provide equal oppor-
tunities for all and achieve social mobility. Thus, 
investments in the educational system encourage 
social mobility, mainly by preventing ‘sticky floors’; 
citizens with low-educated parents are enabled to 
achieve relatively higher levels of education over 
time.20 In Denmark it takes just two generations 
for the descendants of citizens in the bottom 10 per 
cent of the income distribution to reach the middle 
of the distribution (figure 16); by comparison, in 
the UK and the US, it takes five generations.

In monetary terms, free access to educa-
tion is of higher value for the share of the 
population with lower income. From a broader 
socio-economic perspective, education is often 
considered a prerequisite for high productivity 
and high employment: two core elements 
of the Nordic welfare model’s success.

ACTION: ADAPT EDUCATION 
TO DEMAND
In a system where education is free or nearly free, 
there is an increased risk of mismatched demand 
and supply of skills, because individuals focus less 
on job and income prospects when they choose 
education. That risk may be accentuated as new 
technology, and increased international integra-
tion, are rapidly changing the demand for skills. 

For example, technology progress raises the overall 
demand for skills and increases the value of some 
skills, while making others obsolete. Research 
shows that automation has decreased the impor-
tance of routine-based cognitive and manual tasks, 
while non-routine cognitive tasks, such as complex 
communication, have grown in importance.22  
For example, studies have shown a large increase in 
Denmark for programming, problem solving, basic 
skills (math, writing, reading, active learning, crit-
ical thinking), social skills and leadership skills.23  

Education reforms targeting mismatch and 
need for continuous learning  
Denmark has acknowledged an inadequate focus on 
job prospects when regulating how many students are 
admitted to selected higher-education institutions. To 
address this, a few years ago the government decided 
to limit the number of students admitted to insti-
tutions that, over a long period of time, produced a 
graduate body that featured high unemployment and 
low wages: a process known as dimensioning. In total 
4,500 selected positions were removed, thereby en-
couraging admission to higher-education institutions 
that resulted in better employment rates for graduates.

An interim evaluation of the dimensioning initiative 
showed a 12 per cent decline in admissions to institu-
tions producing high unemployment and low wages, 
and a 7 per cent surge in admissions to non-dimen-
sioned institutions. This is an example of a Nordic 
country attempting to mitigate unintended conse-
quences of free education through central regulation.24  

Also in Denmark, as a response to the changing 
demand for technical skills and the need to educate 
children in dealing with digital technologies, digital 
literacy is being introduced as a specific subject in 
primary and secondary schools. A three-year project 
has been initiated to test and develop digital literacy as 
a new subject that combines the humanities with social, 
natural, formal and applied sciences. The purpose is for 
young people to be able to critically relate to technology 
and shape it, rather than just use it, becoming active, 
critical, democratic citizens in a digitalised society 
where technology plays an ever-increasing role.25`  

Continuous education is another means of adjusting 
the supply of skills. In Finland, the current education 
system has been recognised as inefficient in meeting 
new requirements. Thus, in 2019 the government 
began a reform of continuous learning that should 
address the skills of working-age people: increasing 
opportunities for retraining, continuing professional 
development and professional specialisation education 
throughout working life, developing apprenticeship 
training, and providing flexible opportunities to 
study at higher-education institutions. The reform’s 
implementation will be complete in 2023.26
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Source: OECD (2018).21  
Deloitte Insights | deloitte.com/insights

FIGURE 16

Number of generations needed to ascend in social mobility in selected countries
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Challenge 3: Strengthen 
response to climate change 

Average global temperatures are rising, and 
five of the warmest years have occurred since 
2010. The Nordic countries must tackle this 
challenge along with the rest of the world. All the 
Nordic countries have high ambitions regarding 
greenhouse gas emission reduction: To achieve 
carbon neutrality, Finland has a target of the 
year 2035, to be implemented by law; Iceland, 
2040; Sweden, 2045; and Denmark and Norway, 
2050 (figure 17 on page 26). The European 
Council has decided on a target of climate neu-
trality in 2050 for the European Union (EU). 

The starting points for the Nordic countries are 
very different (figure 18 on page 26). Denmark, 
Finland and Sweden have already reduced 
emissions by approximately 20–30 per cent. 
Norway has slightly increased emissions since 
1990. Iceland has increased emissions by more 
than 50 per cent, through processes related to 
road transportation, industry and agriculture – as 
well as, in recent years, increased aviation traffic 
owing to the sharp increase in tourism in Iceland.

ACTION: DEVISE POLICIES TO 
REACH AMBITIOUS TARGETS  
All countries remain in an early stage of devising 
policies and developing specific plans and 
initiatives that will allow them to reach their 
targets. It remains to be seen whether such 
policies will conflict with other important policy 
objectives, including that of equality. Even if 
Denmark, Finland and Sweden – countries on a 
reduction track – continue to reduce emissions 
at the same speed as in the past 15 years, it will 
not be enough to meet the targets. They must 
come up with new initiatives if they want to 
lower emissions further and meet their targets. 

Denmark’s emission reduction target of 70 per 
cent by 2030 has broad support from parties 
on both sides of the political aisle, as well as 
from local authorities, civil society and the 
business community. With the implementation 
of the law, the Danish government has adopted 
a collaborative approach. The business commu-
nity has been engaged in climate partnerships 
covering key sectors and specifying policies 
needed to reach the emissions targets.33   
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Sweden has already passed climate laws and 
adopted an initial range of initiatives to achieve 
significant reductions. The Green Industry Leap 
is one such significant initiative already underway, 
boasting a yearly budget of $30 million per year 
and plans for more funding in the future. The 
initiative focuses on the need to reduce emis-
sions from industrial processes. The decline in 
emissions in Sweden since 2006 has been mainly 
thanks to changes in fuel consumption and 
reduced production volumes. But without further 
action, emissions from industrial processes are 
expected to increase in the coming decades. 

Through the Green Industry Leap initiative, 
businesses and industries can receive financial 
support for feasibility studies, design studies, 
research or high-risk innovation projects that 
develop new technology to reduce or capture 
carbon emission. One example is the funding of the 
project HYBRIT, which investigates whether steel 
can be manufactured with fossil-free electricity 
and hydrogen (replacing coal). Another example 
is a Swedish-Norwegian project to capture and 
store carbon dioxide in a hydrogen production 
plant in Lysekil. HYBRIT has the potential to 
reduce Sweden’s total carbon footprint by 10 per 

Sources: The Government of Denmark (2019),27 Swedish Environmental Protection Agency (2019),28 Climate Action Tracker 
(2019),29 Finnish Government (2019),30 European Commission (2018),31 European Council (2018).32 

Note: Reduction goals refer to the reduction of CO2 emissions compared to the 1990 level.
Deloitte Insights | deloitte.com/insights

Year Denmark  Finland Iceland Norway Sweden EU

2030 70%  30% 100%  40%

2035   100%   

2040    100%  

2045      100%

2050 100%   100%  100%

FIGURE 17

Overview of Nordic and EU goals for reduction of CO2 emissions, by year

Source: Eurostat, table: Greenhouse gas emissions per capita.

The Y-axis indicates the emissions of greenhouse gasses relative to 1990. A value of 80 means that emissions are 20 per 
cent lower compared to 1990.  
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FIGURE 18

Changes in emissions levels since 1990, index 1990 = 100
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cent, and the carbon-capture and storage project 
aims to reduce carbon emissions from the plant 
by up to 500,000 (metric) tonnes per year.34 

 In Norway, a climate law has also been passed, 
and the specific plans for reducing emissions is 
under way. With regard to policies concerning 
electric vehicles, Norway is considered the undis-
puted world leader. Over half of all new cars sold 
in 2019 will be electric, and by 2025 all new cars 
should be zero-emission (electric or hydrogen). 
Norway has several initiatives in place to incen-
tivise using electric vehicles instead of fossil-fuelled 
cars. Electric cars are exempt from purchase tax 
and value-added tax; this means an approximate 
EUR 12,000 reduction in purchase and value-added 
tax for an electric Volkswagen Golf, as compared to 
a fossil-fuelled Golf. Furthermore, electric vehicles 
are eligible for reduced parking and ferry fees, are 
exempt from tolls and from registration fees when 
changing owner and incur fewer company-car taxes. 
In addition, 10,000 publicly available charging 
points have been established throughout Norway. 

CO2 emissions in Norway’s transportation sector 
have been declining. The EU has an average 
fleet CO2 emissions target of 130 g of CO2/km 
in 2015 and 95 g of CO2/km in 2021. As of 2018, 
the average CO2 emissions from new passenger 
cars in Norway were already reduced to 71 g of 
CO2/km, and September 2018 marked a new low 
with 55 g of CO2/km. The reduction comes with 
a substantial cost to the government of NOK 10 
billion per year because of the lower tax income.35 

Challenge 4: Address the 
productivity problem 
of the public sector
The public sector in the Nordic countries may in-
herently face a financing problem in the long term, 
stemming from slowed productivity growth in ser-
vices. One solution, political in nature, is to increase 
taxes to finance the increasing costs of providing 
public services. Alternatively, the government 
could change the nature of the services provided 
by the public sector (such as quality, extent and/

or coverage). Other solutions revolve around 
controlling costs across the public sector. There 
are potentially also large opportunities in further 
digitizing the public sector, and the Nordic coun-
tries are already among the leaders in that regard. 

ACTION: COUNTER THE 
BAUMOL PROBLEM
Generally, services inherently exhibit slower 
productivity growth than goods. Because the 
public sector mainly provides services, such as 
education, child care and health care, its pro-
ductivity grows slower than the private sector, 
which produces a mix of services and goods.

Despite the productivity differences, salaries in 
the public sector tend to follow salary levels in the 
private sector. This implies that public services, 
over time, become more expensive to produce and 
require an increase in funding to maintain a similar 
level of services: a problem known as the Baumol 
cost disease, and one that may be exacerbated by 
an increasing demand for services when incomes 
rise. Because of the Baumol problem, it can be 
more difficult for Nordic countries to secure a 
balance in public-sector budgets in the long term. 

Several of the Nordic countries, including Denmark, 
have applied general cost-cutting measures – for 
instance, in the form of a 2 per cent cost reduction 
for all central government institutions. However, 
such measures will not, in themselves, secure 
service provision of the quality that is demanded 
and increase productivity in service delivery. 

Applying innovation and new technologies: 
Digitization and automation in the public sectors 
There is the realisation in the Nordic countries 
that innovation and greater use of digital technol-
ogies offers numerous opportunities to increase 
efficiency and productivity in the delivery of many 
public-sector services. The Nordic countries 
are already ranked among the leaders in the 
application of digital technologies.36 They have 
embraced digitization primarily as a means of 
increasing efficiency and delivering better services. 
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Source: Struensee & Co.37  
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FIGURE 19

Key levers aiding digitisation of the public sector in Nordic countries
Cross-National Strategy Process
Establish close cooperation and involvement of many stakeholders from different   
 sectors and government levels to establish a cross-national strategy process, for example:
– Involvement of local and regional authorities in formulating investment priorities.

Centralised Agency
Reduce organizational complexity and implementation overlaps and strengthen
governance at state level, for example:
– Centralising tactical and strategic role in one agency.
– Ensuring horizontal coherence within state and align entities to reduce silos. 

Hard Instruments
 Include hard instruments in the steering setup to fully implement strategy, for example: 
– Allocation of funds.
– Determination of actor’s authority (mandate for digitalisation councils

or central state agencies).
– Use of legislation to enforce mandatory strategy implementation. 

Innovative Models on Decentralised Levels
Support innovative models which address a need to re-think cooperation
at the decentral level, for example:
– Furthering collaboration between local and regional communities.
– Operational role of industry associations.

Certain government levers (figure 19) have been 
important in securing public-sector digitisation in the 
Nordic countries, despite differences in their approach. 
Some ‘hard’, centrally devised measures have been 
applied to secure key elements in the implementation 
of digital solutions across various government bodies.

A prerequisite of the further digitisation and use of 
new technologies in the public sector is a new level of 
technological and organisational capacities and com-
petencies. More digitisation and automation can drive 
complex transformations, with potential for tax admin-
istration and health, especially. Some of the key levers 
are expected to include the quality and use of data; 
improved data models, including AI; development of 
modern IT infrastructure; and simplified legislation 
that allows for easier and digitalised administration. 

Digitalised tax registration
Over the coming decades, the Nordic countries’ tax 
administration will likely undergo a significant develop-
ment; as described below, several tax areas have already 
been digitalised to some extent, for decades, but more 
could be transformed based on the principle that legis-
lation, digitisation, IT and data must work in tandem.38  

In the Nordic countries, personal tax collection 
is based on a retention tax system, whereby 
income tax is paid by the payer of the income 
rather than by the recipient of the income. In this 
system, tax payments and administration are 
highly digitalised and automated. Tax authorities 
automatically receive data on citizens from banks 
and employers, and on this basis, conduct controls 
and generate an annual statement. In another 
example of personal taxation digitisation, each 
Nordic country has implemented a user-friendly, 
self-service platform where customer service 
and control are integrated. There, citizens can 
correct or add to information that is otherwise 
automatically generated from banks and employers. 
Through MyTax in Finland, Skattemelding in 
Norway and TastSelv in Denmark, taxpayers can 
pay all their taxes, request a tax card, view tax 
details and make corrections to tax returns. 39  

In the area of business taxation, many countries in 
the Asia-Pacific region, the Americas and Eastern 
Europe have adopted the SAF-T (Standard Audit 
File for Tax) standard, which is an international 
standard for the electronic exchange of reliable 
accounting data from businesses to a national tax 
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authority. Norway has begun implementation with 
the aim of reducing the burden on businesses and 
giving tax authorities easy access to relevant data to 
allow more efficient and effective tax inspections.40 

Regarding property taxation, there are opportuni-
ties in the digitisation and automation of property 
assessment. Prior to 2016, several cases showed 
that the Danish tax administration’s property 
assessments were inaccurate, uneven, opaque and 
led to distortions that were caused by limited data, 
outdated IT support and antiquated legislation. In 
Denmark, a new, data-driven property assessment 
system is under way, aiming for more accurate, 
data-driven and transparent assessments. The 
multi-year project uses several interconnected 
levers, including new, better data and simplified 
legislation, making administration easier and better 
able to be digitalised. The first assessments of 1.7 
million owner-occupied Danish homes will be 
launched in 2020. The project is a case study of a 
complex transformation of public administration.41 

Targeted patient information system
Finnish studies indicate that 10 per cent of the 
population generates approximately 80 per cent 
of the costs of social services and health care. 
Hence, there are several initiatives ongoing in 
Finland to combine data and provide better IT 
support for health and social care professionals 
to control costs and provide more-focused ser-
vices for recipients of multiple public services.

One of the most important initiatives is Apotti, a 
regionally uniform IT solution for Finnish social 
services and health care that would support 
the care of 1.6 million residents. The goal is to 
provide tens of thousands of health and social 
care professionals in the Helsinki metropolitan 
area with a user-friendly tool that makes working 
easier, catalyses cross-sector collaboration and 
provides best practices. The benefits are expected to 
include better operational practices, more efficient 
utilisation of data, improved availability of services, 
and services more appropriately targeted to those 
in most need. Apotti can also be used to prevent 
medication errors, avoid overlapping laboratory 
tests and support a digital patient e-clinic.42 

Challenge 5: Increase 
innovation in government 

The opportunities in digitisation and automation 
are not the only drivers for transformations in the 
core business of the public sector. Also challenging 
traditional models of government are increasing 
expectations of citizens and businesses with regard 
to service levels and responsiveness, the emergence 
of more complex problems and the emergence 
of new technologies and business models.

In general, there is a perception that the public 
sector in Nordic countries delivers high-quality 
services, particularly in terms of governmental 
effectiveness, control of corruption and regulation, 
for example. Transparent, effective and reliable 
regulation affects the ease of doing business, and 
the Nordic countries apply it extensively (such as to 
health, safety and the environment). Measurements 
of institutional quality by the World Bank and other 
bodies have placed the Nordic countries among the 
list of top countries globally (figure 20 on page 30), 
and a recent study of the EU and OECD countries 
showed that institutional quality of government 
is an important factor in explaining prosperity.43 

ACTION: ADAPT PUBLIC SECTOR 
INSTITUTIONS TO INCREASING 
REQUIREMENTS
There is a growing perception that the Nordic 
model is challenged in being able to address and 
solve difficult, long-term societal problems that 
require coordinated efforts across sectors. Public 
executives are questioning how the existing model 
can respond to current and emerging complex 
challenges, as illustrated earlier in the quotations 
from executives. Examples are young people who 
fall out of the school system and do not get a job, 
or immigrants with low employment levels; these 
problems remain unresolved and likely require 
cross-sector solutions that the current model 
generally does not deliver. The public sector 
tends to deal with issues in specific administra-
tive domains: in silos, which can complicate the 
handling of complex and cross-sectoral problems 
and limits innovation in the public sector. 
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Furthermore, public-sector executives seem 
concerned about an effective response in Nordic 
countries to new technologies and business models. 
Ultimately, regulation can be a catalyst for, or a 
hindrance to, technological innovation. Adapting 
regulation to accommodate today’s fast transfor-
mation in technologies and business models may 
require new solutions, including across sectors.

However, in a traditional model, a ministerial 
department or a municipal administration is 
accountable to a certain minister or mayor and 
has weak incentives for cross-sectoral solutions. 
Furthermore, the goal-oriented focus of public 
departments and agencies may be reinforcing a 
tendency for each organisation to seek specific 
solutions that can only achieve the performance 
criteria of individual institutions. Again, that 
approach does not necessarily support the 
cross-sectoral collaboration that seems needed. 

Regulators in the future should be far more agile and 
adopt new tool kits and modes of collaboration.45   
The assumption that regulations can be crafted 
slowly and deliberately – and remain in place, 
unchanged – has been upended in today’s en-
vironment. As elsewhere, regulators in Nordic 
countries are sometimes struggling to apply new 
models of operation and regulation, and to find 
new ways of interacting with various industries 
and cooperating with other social partners to 
pave the way for new solutions and innovation. 
But there are numerous examples of initiatives 
and experiments that are gaining progress in 
making governmental regulation more adapt-
able and finding solutions that cross sectors. 

Devising solutions to complex problems 
In Finland, a new governmental program began in 
2019, grounded in the so-called phenomenon-based 
administration principle: cross-functional min-
isterial working groups are being formed around 
phenomena and will lead the work of ministries 
and public authorities in cooperation with the 
prime minister’s office. Currently, the groups are 
making assessments and defining strategies to align 
future initiatives with the prioritised phenomena.

Source:  The World Bank (2018)44

Note: Institutional quality was calculated as the average of six World Bank indexes: ‘Voice & accountability’, ‘Political stability 
and absence of violence/terrorism’, ‘Government effectiveness’, ‘Regulatory quality’, ‘Rule of law’ and ‘Control of corruption’.
The index ranges from -2.5 (minimum level of institutional quality) to 2.5 (maximum level of institutional quality).  
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FIGURE 20

Ranking of OECD countries in terms of institutional quality
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As with other countries, Finland is challenged by 
new global trends, such as climate change, loss of 
biodiversity, immigration and digitisation. The 
approach adopted by the Finnish government to 
address cross-sectoral issues explicitly fosters 
the public sector’s ability to handle emerging, 
complex challenges by limiting the siloed focus 
within ministries. The approach builds on a 
model developed by the Finnish innovation fund 
SITRA, which proposes five specific reforms:

Applying design thinking and co-creation to 
government processes
In Denmark, government agencies are exper-
imenting with the use of design thinking and 
co-creation methods to address specific problems. 
Fundamentally, this helps public-sector institu-
tions focus on problems they are faced with and 
identify implementable solutions in collaboration 
with stakeholders and other relevant agencies. 
Critical internal and external stakeholders are 
involved in diagnosing the problem, identifying 
possible solutions, qualifying them and con-
sidering the possibility of implementation.  

The specific tools that can be applied in the overall 
process may vary considerably, depending on the 
specific context. They can range from extended 
innovation processes and ‘hackathons’ to more 
specific business-case and feasibility-type analysis. 

One specific example of the use of design thinking 
and co-creation is in the area of regulation of 
product safety. Often, new products are legally mar-
keted but present safety risks to consumers. The 
Danish Safety Technology Authority successfully 
applies a co-creation approach to device regulation 
in order to impact behaviour in the market. In the 
process, the authority involves its own experts, 
other agencies, business associations representing 
importers of new products and representatives 
of consumers. A benefit is that co-created solu-
tions can, to a larger extent, take into account all 
perspectives of a given problem. A bonus is that 
potential solutions are typically developed faster 
than they would be through a traditional process.47  

Devising new forms of agile, digital-ready 
legislation
The Danish government has a stated goal 
that all future regulation in Denmark must 
be ‘digital-ready’ and ‘agile’. Digital-ready 
regulation must be drafted in a way that is both 
easily manageable and enables digital admin-
istration. Agile regulation supports companies’ 
opportunities to test, develop and apply new 
digital technologies and business models. 

Reforms towards a phenomenon-
based public administration
1. Ensure a more strategic approach to 

management in the public sector through 
a shared governmental vision and strategic 
government programs

2. Strengthen political steering in 
implementation of the government agenda 
by changing ministers’ roles

3. Ensure support for phenomenon-based 
public administration through better 
communication and the creation of cross-
ministerial situation rooms

4. Establish a cross-sectoral approach through 
increased mobility and a more active prime 
minister’s office

5. Improve the preconditions for information-
based management through training, 
evaluation of legislation, and rotation of 
senior management46 
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To succeed, secretariats have been established 
to guide law-writers when implementing new 
legislation. In addition, all ministries must now 
assess new business-oriented regulation, to 
ensure that it supports companies’ ability to test, 
develop, and apply new digital technologies and 
business models by checking whether they:

Seven principles for digital-ready legislation
1. Simple and clear rules

2. Digital communication

3. Possibility of automated case processing

4. Consistency across authorities – uniform 
concepts and reuse of data

5. Safe and secure data handling

6. Use of public infrastructure

7. Prevention of fraud and errors48 

“The old office- and ministry-managed public service 
production must be amended to operate cross-functionally 
over the organisational boundaries. As the societal 
challenges are becoming more complex, the public sector 
must be able to co-operate and react accordingly and 
jointly with other offices. We need strong dialogue about 
the organisational boundaries in order to overcome the 
forthcoming challenges.”

 — Päivi Nerg, Permanent Under Secretary, Ministry of Finance, Finland

As an example, new regulation of payment 
services must ensure that not only banks, but 
other businesses can offer new digital ser-
vices based on customers’ payment data.

Likewise, all ministries must consider the extent to 
which new regulation exhibits the seven features 
listed left, to ensure that legislation can be digi-
talised easily – in terms of digital administration 
and digital services for citizens and businesses.
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Modelling the future

REFORMS IN THE Nordic countries have been 
largely successful in driving toward long-term 
economic sustainability, for instance, by 

addressing statutory retirements and incentives to 
work, and eligibility for benefits and services. As 
the latest chapter in the model’s history is being 
written to meet current challenges, further reform 
could be necessary, but just as important might be 
new solutions and new government approaches to 
handle more complex problems. 

For example, although there have been changes to 
encourage new competencies and skills, difficult 
changes and larger reforms within the current 
education system may lie ahead. Regarding the 
inherent productivity problem, further digitisation 
and automation of the public sector may be called 
for. To continue to sustain financing, Nordic 
countries need to secure contribution from the 
whole population, including from all labour market 

groups and immigrants. To address environmental 
challenges, a more collaborative approach to 
identifying solutions may take precedence over the 
traditional means of modifying regulations. And 
finally, Nordic governments are experimenting 
with new forms of cross-sectoral organisation 
and new forms of regulation, but more thorough 
changes could undoubtedly be required to allow 
better solutions to complex and pervasive prob-
lems, and to support innovation across society. 

Ultimately, it may be the unique aspects of the 
Nordic societies that presumably have helped 
produce a positive outcome. But it stands as a 
hypothesis that policymakers in other coun-
tries can learn important lessons from the 
Nordic model in their efforts to raise incomes 
for all and prosperity in the longer term. 

The Nordic model seems to be a ‘perfect fit’ for the smaller and fairly homoge-
nous Nordic countries. So far, it’s been able to achieve growth and substantial 
equality, and support for the model and the social contract underpinning it 
seems to be intact. However, that support is likely contingent on the ability of 
the Nordic welfare state to function in terms of delivery and financing.  
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