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Thank you. It is a pleasure to be here and an honour to address such a distinguished group of people. 
The first thing we should consider when discussing the labour market is that it is - or should be - a market. And the core principle of a market is voluntary - free - exchange. Some individuals voluntarily work for some creative mind that has voluntarily organised production of something that others demand. 
Every market is founded on that freedom. Free exchange, free prices, free competition. The labour market is not - or should not be - any different. 
And, as we know, in every market, great ideas and hard work have achieved wonders beyond imagination for previous generations. An average European today lives far better than the Kings of Europe did a few hundred years ago. The average salary in Western Europe is at least ten times higher today than it was a hundred years ago.
Freedom brings on a development of constant improvements. Innovators and entrepreneurs compete to satisfy consumers. Free exchange in a town is good, in a whole country it is better and all over the world even greater. More minds, more ideas, more people that want to create something new. And indeed, never before have so many people been part of a global economy and had such high living standards as they have today. 
- 

Some say that a free labour market will lead to a race to the bottom. Wages and other working conditions are said to be pushed down. This is basically a Marxist notion of capitalism, which economic history proves false. We have ten times higher wages today than a hundred years ago because our productivity is that much higher. And we produce, per person, ten times more value. If wages in a free market are set below productivity, a competitor will make a profit by offering higher wages. Employers compete too.
Why else would wages be the highest in the world in the US, where the labour market is relatively free and only some ten per cent of the labour force are members of trade unions? Why else would multinational companies voluntarily pay workers in, for example, China on average four times more than old, local, companies do? The desire to make profit in a free market not only benefits consumers but also workers.
- 

This is not likely to be news to you. Yet, based on such a false fundamental assumption, many countries have created big and complex policies to replace the free exchange. They have many names: taxes, public monopolies, regulations, state companies, privileges to unions. But the sole aim of them all is to replace the free and voluntary exchange with something that the politicians desire. And whenever the state acts, freedom is replaced by force and the voluntary is replaced by the mandatory.
The state intervention in the labour market can easily be described in a simplified situation with a very local labour market. Imagine your neighbour, having broken a leg, wants the help of your son to mow his lawn. He is prepared to pay 20 euro and your son is willing to do it for at least 15. And it’s a deal.
But imagine the state demanding 50 % in tax. Only 10 euro would be left for your son and since he wanted at least 15, there is no deal. 
Or the state demanding that the service is performed by a public monopoly. Your son is not allowed to do it. And, being a monopoly, they don’t show up until winter.
Or a labour market regulation demands a minimum wage of 50 euro. The neighbour won’t pay that sum. Nothing happens. 

Or a trade union is allowed to block off your neighbour’s lawn for your son, since he is not a member of their organisation.
Sometimes one has to see the simple before getting into the complexities of reality. This example describes in principle some of the most common barriers created by the state in the labour market. The state uses force to raise barriers to free exchange and thereby creates unemployment - all in the name “social”.
- 

On a somewhat larger scale, this is the picture in the labour market in most of Western Europe today. Unemployment is high, especially among young people and immigrants, and employment is low. The growth of new jobs is slow. And this is a reality in a global situation where more and better new jobs are created than ever. Of course something is fundamentally wrong. But not even the riots in Paris created a strong desire for change.
The results are clear. I hope you will appreciate a few statistics. The share of the population between the age of 15 and 64 in employment in the EU is only 64 per cent. And this really says little, since “working age” really should be redefined since we live very long and healthy lives today. Between 1970 and 2003, employment in the US increased by 75 per cent. In France, Germany and Italy, it increased by 26 per cent. 
Comparisons with the US may be unpopular these days. And indeed, from a free-market perspective, the US is far from perfect. But the state interventions in the labour market are smaller than in Western Europe. And the US employment rate is 72 per cent. In 2004, 51 million people left their jobs while 54 million were hired. The old jobs are replaced with new and better ones. In the EU, though, youth unemployment is 17 per cent. In the US, it is 10 per cent. 
But the best comparisons can be made within Europe. Denmark has an employment rate at 76 per cent but Poland is down at 53 per cent. Youth unemployment is above 20 per cent in Greece, Italy, Sweden, France, Belgium and Finland, and between 5 and 8 per cent in Ireland, The Netherlands and Denmark. Some countries succeed, some don’t. 
In my home country Sweden, by the way, the situation is bad indeed. The total unemployment is estimated to 15-20 %. Employment grew the fourth poorest in EU-15 between 1995 and 2004. Youth unemployment is the fifth highest in EU-25 at 23 per cent. The number of early retired under the age of 30 has almost doubled since 1999 and is now over 20 000.
Just looking at Western Europe, EU-15 1995-2004, the development of employment was also very different between the countries. In Ireland, The Netherlands and Spain, the increase was the highest. But in Germany and Austria it was almost zero. What is the difference between the policies of the countries that succeeded and the others?
I examined that in a recent paper. First of all, the labour market is, according to the “Index of economic freedom” (Frazer Institute) substantially freer in the countries that succeed in creating new jobs. Second, payroll and income taxes are more than ten percentage points lower in the five best ones compared to the five worst ones. Third, the levels of contribution from the state for unemployment and sick-leave are lower in the successful countries.
I repeat: low taxes, a free labour market and low welfare contributions are the conditions in the EU countries that did succeed with a rapid increase in employment.
- 

There are differences in economic and social policy between all European countries. But there are also common features. It is called the European Social Model and that is all about having a very big state as a share of society - not least in the labour market. The space for voluntary exchange is small and is replaced by collective state decisions implemented by force.
The more a country clings to the so-called social model, the bigger the problems in terms of unemployment tend to be. And reverse - countries that did the most reforms away from that Model have been very successful. Ireland did decrease the public expenditure from 55 to 35 per cent in 20 years. Denmark de-regulated the labour market and its flexibility can now be compared with that of the US. And they succeed. 
A model that creates unemployment in the name of solidarity is not only anti-social, it is immoral. And the use of force creates more use of force. When the state is huge, it is financed by high taxes that we are forced to pay. But now that politicians realise that not even that is enough, they say that we “have to work more”. Not to improve our lives, but to pay for the big systems of the big state. 
First, the state punishes work by high taxes and rewards non-work by paying that money to all those who don’t work. Then, they say that is not enough and we have to work more. How about replacing an ever greater use of force with more freedom? With lower taxes, many people would likely want to work more. Thereby, one can pay for one’s own welfare services and social security to a larger extent. But if people don’t want to work more, they themselves will pay - and it is nobody else’s business. 
- 

The core of the development in a free economy towards ever greater progress and better living standards is creative destruction. The old technology, methods of production, goods, factories and jobs must constantly be replaced by all the new. That development is not always easy for those affected, but in the long run everyone wins. But there have always been strong forces working against it - reactionary ideas about freezing society just as it is.
Indeed today there is such a wave in Europe, led by monsieur de Villepin and labelled “economic patriotism”. The first part of it is a defence of the so-called social model. The second part is further measures to stop change - by protectionism, subsidies, regulations, border controls, harmonisation, blocking company mergers, etc. The worst thing that could happen to Europe would be if this policy succeeded.
Most likely it will not. The problems are real and serious and the causes are clear. The social model is not the solution to the problems, it is the problem. Every part of economic history teaches that authoritarian, interventionist and protectionist states create misery. And, most importantly, there is so much evidence of the success of a free economy and the often quick results from market-oriented reforms. This is a strong reason for optimism.
Improvement has always demanded change. In today’s world, it is even more essential. A country that wants success must allow change. Any policy directed to the opposite will stop success. Protecting old jobs, subsidising old companies, stopping entrepreneurs in welfare services - all those policies stand in the way of the new and better entrepreneurship and jobs and have to go away.
Opponents say that this will lead to insecurity and a “Wild West” labour market. Of course that is not true. Yes, the state doesn’t dictate how, what, when and where to work: But then instead you yourself will decide. We may be so accustomed to hearing “the state” as the reply to any given question that it is hard to imagine what it is like to run your own life. But for sure your life will be more they way you want it to. It is also better to get a new job if you lose yours than to live off the state for the rest of your life.
The free economy, with its free producers and consumers, is indeed the model that embraces change. Sometimes the opponents to freedom and reform say that this is a foreign, American, invention and that we should stick to our model. It may not work, they say, but at least it’s European. And yes, Karl Marx was a European. But so were Smith and Hayek. In fact, most free-market ideas have a European origin - just waiting to be rediscovered.
- 

Thus, to conclude, change is needed in Europe and the path is clear. There are several steps that would be particularly important to roll back the state and liberate the labour market right now in Europe:
- Having a real single market in services, unleashing a great potential to new jobs to replace manufacturing. 
- Allowing all kinds of private initiatives in health care, education, elderly care, child care and social security. Perhaps tax reductions for private welfare payments could lead the way.
- De-regulating the labour market both in terms of job protection, minimum wages and trade union privileges. 

- Abolishing the pension age, allowing people to work for as long or as short as they like and letting people invest their pension as they wish.
- Stop paying people indefinitely almost as much as they get after tax when they do work. 

- Reduce payroll and income taxes, making work more profitable and hiring cheaper. 

These liberating steps would beyond doubt create a strong boost of employment in Europe. It takes bold politicians of conviction and determination to push through such reform, but there will be real results. And, after all, reality I what counts in the end. 
Thank you. 



	


