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Will Globalization Kill the Welfare State?

The conventional globalization thesis predicts that increased factor mobility will reshape
political incentives across the world. According to the most dire predictions, capital and labor
will flee welfare states in favor of jurisdictions where they will find cheaper employees, less
restrictive governmental regulations, and lower taxes. This argument specifically suggests that
countries with very heavy tax burdens will be the most vulnerable to the competitive forces in the
new global economy. Finally, this theory suggests that political leaders in high tax countries will
have no alternative than to reduce tax burdens and ultimately roll back welfare state spending -
else they suffer the wrath of profit maximizing investors and alienated voters.*

The following analysis offers a partial test of these hypotheses through an examination of
the politics of taxation and tax reform in the world's most heavily taxed country - Sweden. This
paper will demonstrate that over the past 20 years there have indeed been important changes in
Swedish taxation policy, and that these changes are syste matically connected to changes in
political and economic interests, policy ideas and public institutions in Sweden. But the evidence
does not support the hypothesis that Sweden has - or is about to - substantially roll back it tax
burden and/or its welfare state.

This case study supports other recent analysis which question the globalization and/or

convergence hypotheses and instead suggest that there are powerful path dependent reasons for
countries to continue pursuing different varieties of capitalism and that while all countries must
indeed adapt to the realities of increased factor mobility, this does not necessarily imply that all

countries must (or even should) follow the same path.? On the one hand, it appears that the fear



that globalization should create an End of the State is simply wrong. On the other hand, I
show that there have indeed been very important changes in what was once called, The Swedish
Model and these changes may implythat Sweden isno longer quite as distinctive or unique from
other advanced welfare states as it was once thought to be.

In the end, this study suggests neither The End of Redistribution, nor does it support the
argument that modern welfare states like Sweden must give up their redistributive ambitions.
Instead, it appears that the Swedes are continuing their historical path manipulating some kind of
middle ground between the rampant liberalism of free markets and controlled markets in the hands
of a large and powerful state. The Swedish welfare state is adapting to the realities of the New

Political Economy, but it is not dying because of it.

The Swedish Model

Sweden has held a special place in the academic literature and in the popular imagination
for two separate reasons: First, it has often been viewed as the archetypical example of socio -
corporatism. Second, it is even more widely known as the country with the most expansive (and
expensive) welfare state inthe world. 1 argue that it is important to distinguish the decision
making institutions from the size of the welfare state. While these two phenomenon are related
(see below) they need to be understood separately particularly if we want to understand modern
Swedish political economy. The first should be understood as a decision making model the
second is a set of policy outcomes. This analysis suggests that while important aspects of the
corporatist decision making model are no longer viable, the essential features of the Swedish

social welfare state as policy outcome is healthy and perhaps even thriving.



This Swedish Model - as decision making model - rested on a particular decision making
regime that was first and foremost highly centralized. Representatives from the major union
federation (LO), the major employer federation (SAF), and the government - which essentially
meant elites from the Social Democratic Party (SAP) - met regularly and consistently to negotiate
out major decisions about the future developments in the Swedish political economy.?

This was a profoundly elite driven system. A key feature of this model was the extent to
which a quite small group of leaders from the major economic interests in society would sit
together and haggle out the economic plan for the country. T his often meant that unions would
impose wage discipline and that the employer federation (SAF) would agree to national wage
bargains that would explicitly undermine many of their constituent members. The Social
Democratic government was formally outside the specific annual wage negotiations, but quite
clearly the government held both carrots and sticks with which to reward and/or punish the labor
market partners. An explicit policy goal of this model was to squeeze labor and capital into the
large, export oriented manufacturing industries. At the same time, Sweden maintained an open
international trade policy which was explicitly aimed at forcing Swedish firms to maintain
international competitiveness. These firms were, of course, precisely the firms dominated by LO
unions (Sweden s large centralized union organization) and SAF (Sweden s major employer
federation).

Taxation policy was a keystone in the deal between the Social Democrats, organized
labor, organized capital. For their part, large export-oriented capital firms would be supported
with explicit tax incentives even while Socialists were in power. At the same time labor unions

would also be supported and specific wage strategies that would advantage lower paid workers



over higher paid workers would be part of the national wage bargain.* The other side of this
corporatist deal was that big unions and a powerful state would also be tolerated, employment
would be held at very high levels, and when economic change was called for, the individual
worker and his family would be fully compensated for economic costs of structural
transformation. Specific policies favoring unions were alkso introduced® and wide variety of public
insurance, education, and welfare programs were established and expanded.

Contrary to many people s understandings, the Swedish corporatist decision making
model did not necessarily imply a very large welfare state - nor high taxes necessary to finance it.
To be sure, welfare state programs were part of the basic compromise between labor capital and
the state in Sweden - just as they were in every other advanced capitalist nation. But in the first
several decades in which this decision making model was in effect, Sweden did not have a

particularly heavy tax burden (See Table 1).

Table 1 about here

It should also be specifically noted - in the context of the current debate about the conflict
between redistribution and globalization - that the system of active labor market policies
combined with incentives favoring economic dynamism and flexibility in both the corporate sector
and amongst workers, could and did contribute to economic growth and income equalization.
Though it may be impossible to disaggregate the redistributive effects of these labor market
institutions from the effects of specific social policies, it is widely recognized that labor market

policies were enormously important in creating the egalitarian society for which Sweden became



so famous®. Though a few movie producers, popular writers and sport stars left the country due
to the onerous tax burden, capitalists and large companies were offered very generous tax
expenditures such that they actually payed very little taxes indeed.” Contrary to many people s
expectations, it was never true that Sweden used taxes directlyto redistribute income between
social classes. Quite the contrary, to the extent that the tax system has redistributed income it has

been from wage earners to capitalists.?

Politicization and Decline of the Corporatist Bargain

Perhaps all bubbles must burst. In retrospect it seems that no sooner had Sweden become
recognized as the premier example of the Middle Way between the individuating and
inegalitarian Capitalism of the West and deadening and inefficient Socialism of the East, than the

system began to leak. There is insufficient space in this essay to detail the evolution of the
changes in the Swedish political economy from the 1970s through the 1980's but a few general
points must be noted so that we may better understand the new context in which tax policy began
to turn in the 1980s and 1990s.

The beginning of the end can be traced back to the early 1970's. Certainly the watershed
event was a massive wildcat strike beginning in the iron mines in the north of Sweden (Kiruna) in
1969. These strikes were exceptional because they were strikes from the heart of the working
class against the union organization and their political allies in Stockholm. Though the strike
itself was eventually settled in favor of many of the miners demands, the more basic accusations
implied in the strike left serious self doubt inthe minds of the labor movement and ‘Socialist’

leadership. What kind of union and what kind of Social Democracy is it that workers themselves



feel they must strike against?

These doubts led to significant self-examination and rethinking both within the Party and
inside the LO: Unions became less quiescent and began to demand both higher wages from
employers in their national wage negotiations and more public spending from the Social
Democratic government as well as more explicitly redistributive (populist) tax measures. At the
same time, the Social Democratic Party itself (at least significant portions of the Left within the
Party) came to question their own legitimacy. Several substantial changes grew out of these self-
examinations: First, in 1974 the government introduced a constitutional change that was intended
to make Swedish democracy more direct and more responsive to citizens.® Second, the LO began
to demand structural changes both at the workplace level® and later even in terms of the public
ownership of Swedish capital.** Perhaps unsurprisingly, the Swedish Employer Federation (SAF)
came to believe that the LO and the Social Democrats could no longer be trusted. At the same
time, as Olof Ruin points out, A the parliamentary level the most important development in the
1970's, parallel to the new constitution, was the weakening of the executive as a result, he
argues, the government was less able to take unpopular decision, andto distance itselffrom
special interests. ** Thus, at the same time that trust between the former partners declined,* the
ability of the Social Democratic elite (particularly the Ministry of Finance) to act as guardian of
the public purse also declined. The result was a dramatic increase in public spending - and the tax

burden that was necessary to finance fit.

Figure One about here



By the mid-1970's and 80's social benefits and transfers had reached proportions which
most non-Swedes, at least, would find quite remarkable indeed.**  Still, it is critical to
understand, that even while the level of benefits etc. offered inthe Swedish system were quite
high by international standards, the core of this social welfare system was a system of transfers
within members of the working and middle classes - not between classes. Even as the size of the
welfare state grew, this was not a redistributive tax system in the sense that it took money away
from the wealthy capitalists or from corporations and gawe it to the poor or the workers. Instead,
these huge public expenditures were financed virtually exclusively through taxation on income
earners. As Figure 1 above demonstrates, Corporation Profits taxes are not (nor have they ever
been) a major source of revenue in Sweden. Even with the massive expansion of tax burdens
since 1965, corporate profits tax revenues have been both low and stable. In point of fact, there
was a general tax/transfer subsidy from earned income to capital income.... in other words, not
only were workers taxed very heavily to pay for the social welfare state programs from which
they benefitted, their taxes ako directly subsidized the capital sector of the Swedish economy.
This was because the tax incentives for capital investment had become so generous in Sweden
that capitalists were generally able to take more deductions from capital investment than they
would generate in profits.*

The tax increases indicated in the figure above had significant implications for the Swedish
politicaleconomy well before the term globalization hit the world stage. Simply put, the high
levels of taxation now imposed on wages and consumption placed significant inflationary
pressures on the Swedish economy and encouraged Swedish employers to even further

internationalize their operations. Economist have long argued that rational employees will



calculate their wage bill in after tax terms. Whether or not this is true in decentralized and low tax
countries such as the US, taxes were most certainly a part of the annual wage negotiations in
Sweden. By the early 1980's an average industrial worker suffered a marginal income tax of over
50%. This meant, in effect, that if a worker was to receive a real income increase of, say, 10
krona per hour, she needed to get a nominal increase of 20 krona an hour. When we add the
employer Social Insurance Charges which reached 36% of the wage bill by the early 1980, it
quickly becomes clear why Swedish workers were being priced out of the international
marketplace.

The growth of public programs also expanded the number of public employees. These
employees where not traditionally organized by LO unions (who generally represented
manufacturing and/or blue collar workers ) but were instead organized by either the TCO or by
SACO-SR (representing mostly white collar educated professional) unions. The significance of
this change is that while Sweden - which had once been noted for its highly centralized wage
negotiation system and unified and disciplined union structure - was now developing a
substantially fragmented union structure. As unionization expanded, the growth of the public
sector meant that working class interests themselves began to diverge. The blunt truth is that it is
far easier to find a common front between the interests of miners and auto workers, for example,
than it is to find a common interest between medical doctors and day care employees. Ironically,
then, a consequence of building a big welfare state was to undermine worker solidarity in Sweden.

These developments had direct consequences for both wage demands and public spending
in Sweden. Inthe old Swedish Model, union wage demands could be tempered by the economic

realities of the international marketplace, and decisions once reached at the elite level could be



implemented at the local shop floor level due to the high degree of power of the central union
organization. But bythe late 1970's and early 80's the Swedish political economy was quite
different. Whereas unions in export oriented industries had once been willing to practice wage
restraint on the logic that their jobs depended on international competition, the newly powerful
public employees unions have do not have the international market discipline to temper their
demands. By 1989 the TCO and the SACO-SR represented 41.7 percent of the workforce.'®
Given these basic facts, Sweden quickly developed even stronger inflationary proclivities. The
government, desperately trying to maintain Swedish intemational competitiveness, felt that it s
only alternative was to periodically devalue the Swedish Krona. The result, as Ton Nottermans
has argued, was that [t]he Swedish Model collapsed when, due largely to internal pressures,
employers and unions had become unable to deliver any kind of wage moderation. *’

In sum, by the late 1970s and early 1980s, Sweden was in a process of undergoing
substantial changes in both her political decision making institutions and in her economic structure
(upon which the political institutions in many ways depended). These changes were partially a
result of the internationalization of the world economy (ie. the maturation of world capitalism) but
it is incorrect to pin these problems/changes on the far more recent changes commonly referred to
as globalization. Long before this term was even coined in the popular media, the Swedish

Model was already crumbling.

Tax Reform: A Conspiracy of Elites?
By the early 1980s, many members of the Swedish economic elite - both within the

Ministry of Finance and in the economic profession more generally - saw these developments as a



crisis. The crisis, was both economic/fiscal and a crisis of confidence. Whereas in the past these
elites believed they could manage their economy quite effectively, now they were increasingly
convinced that such management was no longer possible. What were once thought of as labor
market partners were now simply Interest Groups. Inaddition, whereas the political system in
the earlier era insulated the fiscal elite and gave them enormous policy autonomy, now political
demands on both tax and spending side were increasingly difficult to shut out. Inthe words of
one senior Ministry of Finance official, | was taught in college that we could manage the
economy via fiscal manipulations. But now in Sweden, and other countries too, we have less faith
in politicians. We now realize that political asymmetries as so large that you have to be careful
about what you recommend. Politicians don t only do what their economic advisors recommend,
they also have to listen to interest groups..... If economists think that political decisions are
symmetric, then they use false assumptions. Politicians have short time horizons.

At about this time, (early 1980s) the Minister of Finance, Kjell Olof Feldt, beganto
seriously question the long term viability of the tax system that was evolving. In his view, the
system of high marginal tax rates, effectively reduced by deep tax expenditures (loopholes) was
creating a system of false economic incentives and at the same time undermining Swedish citizen's
basic belief in the ‘fairness' of the tax system.”® The Ministry had a substantial problem, however:
The majority of Social Democrats in the Riksdag (Parliament) as well as the leadership of the LO
did not agree with Feldt's diagnosis of the Swedish tax system. Quite the contrary, most SAP
politicians shared the general perspective of Swedish citizens who believed that the problem with
the Swedish tax system was that the rich and the corporations paid too little in taxes, while the

lower and middle classes paid too much.?
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For the bulk of the 1980's tax and tax policy stood at the center of the enormous political
battle inside the SAP. In some ways, this battle could be understood as an ideological campaign
for the very meaning of Social Democracy in Sweden. The struggle is better understood, in this
author's view, as a fight over the means of achieving the basic goals of an egalitarian social
democratic society. This was a battle over ideas not values.”* The critical issue for the Ministry
of Finance was what kinds of public policies will allow Sweden to continue to compete and
succeed in the world economy in order that the economy could provide sufficient economic well
being to be distributed amongst its citizens.

In a recent interview Mr. Feldt, recalled his views as follows: The negative inheritance |
received from my predecessor Gunnar Strang (Minister of Finance 1955 - 1976) was a strongly
progressive tax system with high marginal taxes. This was supposed to bring about a just and
equal society. But I eventually came to the opinion that it simply didn t work out that way he
concluded. [Progressive] taxes created instead a society or wranglers, cheaters, peculiar
manipulations, false ambitions and new injustices. It took me at least a decade to get a part of the
party to see this. #

Swedish economists were also turning against the traditional high tax rate/deep tax
expenditure system that Sweden had developed in the post-war years and were producing a
steady stream of reports demonstrating the economic irefficiencies and redistributive inequities of
the extant tax system.?® Of course there was some variation in arguments and nuance, but during
the 1980's it became virtually conventional wisdom amongst the economic elite both inside and

outside government that the structure of the tax system was by now creating far too many

problems for the economy.? Even the senior LO s economists, were finally overwhelmed by this
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consensus. When asked what brought him to change his opposition to reducing top marginal tax
rates in Sweden one senior LO economist responded rather curiously, We believe what we
believe because others believeit. When asked to elaborate, he explained that he came to
understand that he was way out of the elite consensus on these issues by the late 1980's and was
advised by a close friend and colleague that People aren t taking you seriously anymore. %
Throughout the 1980s, then, the Ministry slowly but surely chipped away at the tax system
that had been built up over the past 40 years. By the end of the decade the Socialists had passed a
series of tax reforms which simplified the tax code, lowered marginal tax rates, increased
consumption taxes and scaled back a series of tax expenditures. For example, the top marginal
tax rate on income at the national level was reduced from 58% in 1980, to 50% in 1985, to 45 %

in 1988 and 35% in 1990.%

The Tax Reform of the Century
The internal fighting within the Social Democratic Party in Sweden eventually led to a

crisis of confidence among voters. The Left in the party was increasingly alienated and suspicious
of the Ministry of Finance in general and the Minister of Finance Kjell-Olof Feldt in specific. At
the same time, the more centrist voters feared the growing vociferousness and bitterness within
the party implied a return to the more traditional Leftist policies of the earlier years. The result,
unsurprisingly, was that the Social Democrats were turned out of office just as they were putting
the final touches on what they hoped would be the crowning of their incremental reforms into

The Tax Reform of the Century.

The new government, a center-right coalition between Conservatives, Liberals and the
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Center Party was easily persuaded to continue the tax reformagenda. The key problem, however,
was that each of the coalition partrers also wanted to cut taxes for their particular constituencies.
The end result was still a quite fundamental tax reform.... but Ministry of Finance officials (most
of which were still left over from Feldt s regime) could not hold the fiscal line. As aresult,
contrary to the original plan, the reform was underfinanced.”” Still, with this reform Sweden took
a huge step away from very high marginal rates, to a much broader based tax system. The top
marginal income tax rate was reduced to just 50% in 19912 These rate reductions were finance
largely through base broadening measures.” Perhaps most importantly, the deductibity of interest
payments from the national income tax.  Capital taxation was also radically reformed: All capital
income now faced a flat 30% rate while deductions were substantially rolled back®® The
Corporate Profits Tax was also reformed: The marginal corporate profits tax rate was reduced
from 57% and now brought into alignment with the capital income tax rate of 30% at the same
time that many of the most generous tax expenditures available in the code were eliminated.®
Finally, a series of other rather specific reforms and adjustments were instituted (such as taxing
the percent return on assets in private life insurance and pension funds) which were designed to
either balance the negative redistributive effects of rate reductions, close specific loopholes,

and/or to raise revenue.*

Effects of Tax Reform
When the Swedish tax reform of 1991 was finally introduced by the bourgeois coalition
government many analysts saw this as the beginning of the end of the Swedish Welfare State.

Though tax burden remained quite high to be sure, gone was the public commitment to maintain a
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(nominally) progressive tax system. Moreover, since the tax reform was underfinanced, many
analysts (including this author) assumed that the lost revenues would eventually have to be made
up with increases in taxes on lower income earners, or cuts in benefits for lower income earners,
or both. These predictions of course fit very well with the analysis End of the Welfare State
analyses which became so popular in the mid-1990's.

The evidence pointing in this direction was aided by the fact that the tax reform also
contributed to the massive economic crisis which struck Sweden inthe early 1990%. It was once
again the bourgeois coalition government's bad timing to come to office at the beginning of a
recession (as they did in 1976), but clearly the policies pursued by this coalition government (i.e.
with each party trying to pay off its particular constituency) substantially worsened Sweden s
economic situation. The tax reform, for example, dramatically exacerbated the collapse in the real
property market.

In the face of this economic disaster, the government found itself politically incapable of
cutting housing support, child payments, social welfare payments, sickness benefits or any other
major social program in the context of an economic decline of this magnitude. In fact, these years
actually witnessed an increase in public spending despite the fact that the bourgeois government
was at the helm. The result was that the budget deficit increased to 13% of GDP. At one point
international confidence in the krona sunk so low that the central bank was forced to increase the
overnight lending rate to 500% in a vain effort to protect the currency.

Not only was Swedish Model was apparently dead, it now appeared that the Swedish

economy was lying on the deathbed next to it.
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The Socialists(?) Return

Perhaps unsurprisingly, the dire economic performance of the early 1990s soon brought
the Social Democratic Party (in coalition with the Left Party** and the Green Party) back to office
(1994). Sweden s unofficial Party of Government quickly set about restabilizing Sweden s
financial picture. At first it appeared that the Socialists had accepted the basic TINA logic as they
began cutting back several social welfare policies. But careful analysis of these policies suggests
that rather than slash programs wholesale, most of these reductions were in fact designed to make
them more fiscally reasonable and remove some of the opportunities for abuse that had been
created earlier by the stunning generosity of these policies.*®

But the new government did not accept the idea that it must redistribute wealth upward.
Instead, the government initiated several studies which to examined the consequences of the tax
reform after the behavioral changes it created had been considered. These studies revealed that
the "Tax Reform of the Century' as finally introduced was indeed regressive. Armed with this
evidence the government increased the top marginal rate of tax on very high income earners by
5% and the following year reduced the VAT rate on food by 50%. In addition to changes in tax
rates, the government has continued to put pressure on tax expenditures of various kinds. These
multiple changes are far too many and detailed to discuss in this paper, but it is important to note
that tax revenues have increased rather than fallen as a result of the tax changes imposed by the
Social Democrats after they returned to office.** According to the OECD, revenue increases from
cutting back on tax expenditures for capital income alone yielded the government 60.4 billion

krona in 1995 and another 35.1 billion krona by 1999.%
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The Buoyant Social Welfare State

Perhaps surprisingly, (at least to those ideologically committed to the idea of a small state)
these tax increases did not choke off Sweden s economic recovery. By decades end, Sweden s
economic and fiscal picture had instead improved markedly: Unemployment had been reduced
(though not to the levels common during the heyday of the Swedish Model). The budget was
now in surplus. Investment has returned to levels not seen in many years. (See Table 2)*® Finally,
GDP growth was now at an healthy and sustainable rate. Indeed, the first budget in the new

century was widely heralded (and decried) as, A Classic Social Democratic Budget. *

Table 2 about here

Instead of using the budget surpluses to cut taxes on mobile capital as was demanded by
the right and predicted by many analysts, the Finance Minister has chosen to increase public
spending on child support yet again and to continue using the surplus to paying off Sweden s
substantial public debt. As the following table indicates, (Table 3 below) the government does
not envision scaling back on the state anytime soon. If anything, the picture drawn by the
government with their own pen is one of continuing high taxes as well as high social welfare
expenditures. As one Ministry of Finance official told this author We love Sweden the way it is.
That may be difficult to sell politically, but it is the simple truth. We think things are pretty good
here and we want to keep themthat way. Of course we want to keep up with and stay ahead of
changes in the world economy, but we see no reason why we should hawe to cut back

tremendously on taxes or spending at this point. “°
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Table 3 about here

Most non-Swedes find it surprising that Swedes did not revolt against their tax burden
long before it reached 60% of GDP. Few non-Swedes can understand how and why a people
could tolerate paying over half of their income to the tax authorities. But what we (non-Swedes)
fail to understand is that most Swedes clearly believe they get a lot for the high taxes they pay.
Survey after survey has shown that while Swedes (like virtually all citizens in modern welfare
states) agree that taxes aretoo high, onlya minority of citizens support tax cuts if they are
forced to choose them in exchange for reductions in public spending.

It is also difficult ot overemphasize the political implications of the fact that today at least
65% of Swedes receive a direct public subsidy fromtheir government.** Thus to average
Swedes, cutting back on public spending means cutting back on benefits they directly receive from
the government. Swede s clearly beliewve that they get much for their tax krona and as a
consequence there is very little public pressure to cut taxes even though tax burdens were so

high.*> Moreover, in many areas at least, they are actually willing to pay more (see Table 4 ).

Table 4 about here

The political consequences of these voter preferences are exactly the opposite of what the
globalists once predicted: Today the major political challenge facing the Social Democrats is not
fromthe Right, but instead from the political Left. Not only isthe Liberal Party teetering close to

4% electoral margin®® the Center Party (former Agrarians) has taken an increasingly leftist/green
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position while the former Communists (now Left Party) is gaining significant ground on the Social
Democrats and even threatens to become the second largest party in the parliament. The
combination of these electoral pressures on the one hand, and the SAP elite's public commitment
to continuing and improving welfare state programs on the other, the Social Democrats appear in
no danger of giving up their egalitarian values. According to some sources in the government,
there is still pressure to use budget surpluses to reduce taxes on particularly mobile financial
assets such as financial capital. But they have also clearly committed to use future budget growth
to subsidize families, and continue to pay down the Swedish debt. Moreover, given the potent
economic performance Sweden is now posting, combined with the daily discussions of the herds
of new Internet millionaires in Swedish media, there appears to be little political incentive to cut
these people s taxes - certainly not taxes on high income earners. Instead, the central political
debate as the country enter the next century appears instead to focus on how to spread the new
wealth so that even those currently left behind will be able to benefit from the current economic

boom and on how to best shore up lagging public services - especially in the health sector.

The Swedish Model vs. The Social Welfare State

The Swedish Model (ie. corporatist decision making institutions, solidaristic wage
policies, and perhaps even the Politics of Compromise ) may now well be dead. But, the
ambition and the political support for a largely egalitarian polity with a very large welfare state
(and the taxes to support it) live on quite healthily in Sweden today. The Swedish Model as
decision making system was an historically bounded institutional setup. It did, however, enable

the construction of a kind of social welfare state that now has its own political force. Inshort,
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though the Model may be dead, its legacy is quite alive and well.

Clearly, the Social Democratic elite in Sweden has changed its ideas about how to achieve
the goals to which the party has long been committed. But there is little evidence to suggest that
this elite has changed its values with respect to an largely egalitarian society, a large distributive
welfare state and a successful capitalist economy. The Swedish Social Democratic Party elite has
never been socialist in the traditional ‘anti-capitalist' sense of the term.*

Capital is more mobile internationally today than it was three and four decades ago. This
is a basic fact within which the Social Democrats must work. They have, for example, virtually
conceded that they will not be able to tax mobile financial wealth in the age of the Internet
economy. Thus, the expectation is that capital taxes will continue to be driven down. But as
Swedish Ministry of Finance officials are quick to point out, and as this essay has attempted to
demonstrate, capital taxation has never been an important source of revenue nor of redistributive
policy in Sweden.

Whereas only a few years ago a large number of popular reports predicted that the high
tax rates and overall tax burdens in Sweden would drive highincome earners and capitalists out of
Sweden, today these same publications announce the rebirth of the Swedish economy and
sometimes curiously ponder why capitalists aren t rational actors (ie. Why don't they follow their
'rational self-interest' and abandon this high tax country?).* What this kind of analysis simply
forgets is that a strong social welfare state, like the Swedish, helps finance for a quality of life that
low individual taxes cannot easily buy. High income Swede s are well aware of this choice. For
example when faced with the question, Why don t you leave? Certainly, you would paya lot

lower taxes and probably also have a higher salary in the U.S. a Volvo executive responded as
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follows: Yes, of course, I would have a lot more money in my pocket. But I would also almost
never get home before 7 o clock and I certainly would not have the vacations everyone has a right
to here... and you know what else, | would have to spend a lot more money on insurance, college
for my kids, and travel back home to my family. In the end, I m not really sure | would be any
better off. “® Recent analysis of migration patterns of highly educated Swedish workers
conducted ‘in house' by the government suggests that though a large number of Swedish engineers
work abroad immediately after graduating from university, the vast majority return to Sweden
when it comes time to start a family.*’

Finally, it is becoming increasingly clear to many in both the private and public sectors in
Sweden that the difference between Sweden s public sector and that of many other country’s is
not as clear as one might conclude by simply looking at the OECD figures. Health care spending
is but one (albeit obvious) case in point. Clearly, health care and health care insurance are not
matters of choice for most middle and higher income earners - everyone must have this
insurance, whether it is paid for in pre-tax or after tax dollars.”® Thus, whether doctors, nurses
and hospitak are paid for via private insurance or public compulsory insurance will not
necessar ily affect individual or business location decisions. The quality of that care is substantially
more important issue.” As one high level and widely respected Social Democratic official told
me, There will be increased competition between countries due to internationalization, he
argued. But it won t be the country with the lowest tax rates that wins. It will be the countries
which have the most efficient use of resources that win. *°

Rethinking the New Political Economy

In the crisis period of the 1930's and 1940's it was quite common to hear both pundits and
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scholars argue that capitalism had come to a crossroads: Either economic change or political
demands (or both) had brought about a transformation of capitalism as it had been known.
Looking back, however, one could instead argue that it was the very policies developed in these
decades that effectively saved capitalism.® Instead of killing the market, the regulatory and
welfare state programs that so many feared, had the opposite effects: By redistributing wealth and
dampening the swings of the free market, state policy effectively increased aggregate demand and
reduced uncertainty. The results were - contrathe chicken little hysterisists - a virtuous cycle of
growth, productivity, and increasing prosper ity.

At the beginning of the new century, modern capitalism is undergoing a transformation
perhaps as dramatic as those witnessed earlier in the last century. Not only is capital and labor
more internationally mobile than it has been inany time since the end of WWI, but new
technologies of production also increasingly pressure capitalists and policy makers alike towards
more flexible regimes.>® These changes, however, do not spell the end of the welfare state any
more than changes earlier in the century spelled the end of capitalism. Instead, we are witnessing
another Great Transformation. One in which the specific relationship between public and
private power is once again a subject of contestation.

Clearly, the multiple equilibria observed of the later part of the 20™ century have been
upset. This does not suggest, however, that a new single equilibrium is imminent. Quite the
contrary, institutional variation will once again structure how different nations respond to
economic change and as a result, multiple equilibria are certain to continue. In this sense, our
analysis confirms a recent analysis suggested by Fritz Scharpf, There is, in other words, no one

best way through which advanced welfare states could maintain their economic viability in an
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environment of international capitalism without abandoning their employment, social security and
egalitarian aspirations..... [and] there is no reason to think that economic viability should be
incompatible with the successful pursuit of these aspirations. *®

Sweden has achieved remarkable economic success and egalitarian outcomes in recent
years. Itis clear to virtually all analysts that the key to these redistributive outcomes has been the
universalistic social programs which provide benefits to all citizens regardless of wealth and
income.>* Because they are universalistic, however, they are very expensive. At the same time,
because they are universalistic they generate enormous popular support. Thus - even in the event
of slow economic growth - recent history demonstrates that it is exceptionally difficult to cut
these programs. Inthe case of economic expansion, like that witnessed more recently, there are
few incentives to move in this direction.

Sweden clearly faces important and very difficult political and economic challenges ahead.
As in all advanced democracies, the aging of the population will mean an increasing share of its
workers will be recipients of social benefits instead of contributors.® Potentially more troubling
is the possibility that the growing ethnic heterogeniety of this nation will one day undermine the
traditional nordic Swede s willingness to pay taxes for social programs that may increasingly go
to racial and ethnic minorities. At this point, however, we see little direct evidence of this
problem erupting in Sweden inany extent like that seen in several other European countries.

What we can say here, is that the sky is not falling, at least not yet.
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