Speech Amigo Society, Brussels, 2005-03-22

Hope Comes From the East!

Thank you. It is very nice to be here to discuss these important issues.

Especially with Mark Leonard, whose book I still haven’t read. But on the other hand, I suppose he hasn’t read my latest book either. Perhaps because it is only in Swedish so far. I have, however, read several very interesting articles by Mark.

Let me start by replying to the question in the headline of today’s event, and perhaps disappointing you somewhat. ”Is Europe Doomed?” My reply is: definitely not. I am an optimist and I think Europe has a great future. 

But I think that the European Social Model is doomed. We should make fundamental changes, economic reforms that take us away from it. If we make those changes, however, I believe the future to be very bright. 

There is a feeling in society that much is going in the wrong direction, we are losing that which we like and look back at the good old days. Especially, people desperately want to hold on to the European Social Model. I think that is a bit like the so-called Stockholm syndrome, where the hostage falls in love with the bank robber.

On the cover of my book we have S:t George and the Dragon. You know, S:t George defeats the Dragon and saves the Princess. The point of my book is that Reality now defeats Big Government and saves prosperity and living standards.

- - - - -

Just to start from the very beginning I want to point out that I, contrary to many people in Sweden and Britain, consider myself a European. I am a believer in Europe and I have worked a lot to get my own country to become a more natural and positive European. 

Every principle of freedom that I work for has its historic roots in Europe, from the enlightenment to the growth of capitalism. Our continent has a great heritage of freedom – parallel with a terrible one of fascism – and we have to build on the positive ones.

In the last 60 years, Europe has to a large extent had a very positive development. There has been peace and democracy in Western Europe for a longer period than ever before. And since the fall of the Wall we have a continent where almost every country is founded upon principles of human rights and democracy.

There has also been economic progress. Of course the European countries that were destroyed after the war are now more prosperous. And in the 50s and 60s, growth was high. The single market has indeed been a very important positive development in the decades after that.

- - - - -

But Western Europe has made one fundamental mistake: We created the so-called European Social Model. Its aim was said to be to continue to improve people’s living standards and welfare, but the results were the opposite. We got low growth, high unemployment, bad welfare services and many people living off the state.

Today, these are very serious problems. Unemployment hasn’t been this high in Germany for 75 years. In Sweden, only 3 million out of a population of 9 million go to work on an average working day. People actually die waiting for years in the lines to public health care.

Thus, every government in Western Europe is doing reforms. They have different names, and the most famous is probably Agenda 2010. But they all have the same direction: away from big government. Lower taxes, lower money transfers from the state, competition in welfare services – etc.

So far, the reforms are just scratching the surface. But facing the challenges of the future, such as the globalised economy and the demographic situation, a lot more has to be done. From left to right, governments now know that big government was a mistake. The problem is that they told the people otherwise for decades – so reform is slow.

- - - - -

Some questions need to be answered briefly: Is there a European Social Model? What are its main features? And what are the problems? I must say that I certainly hope there is a European Social Model. Otherwise I don’t think so many have discussed something for so long ever before that doesn’t exist. Except perhaps for UFO:s.

There is such a model, even if it is more relevant today to call it the Western European Social Model. There are differences – the tax pressure in Britain is about 39 % and in Sweden 51 % and the rest are between. In the continental Western European countries there is a tradition to have private production of welfare services, though they may be tax-financed whereas in the Nordic countries and Britain they are also provided by public monopolies.

But there are clear main features of the model. The tax pressure is very high and rose from about 20 % in 1950 to between 40 and 50 % in 1980 – where it stopped. Government finances and provides, one way or another, welfare services such as education, health care, child and elderly care. In various forms, the model also contains systems for social security: public pensions and income transfers for unemployment, sick leave, early retirement, etc. The labour market is also highly regulated or arranged in a corporatist way.

This model emerged largely between 1950 and 1980. It is always said that it was for the welfare of the people. But there were other mechanisms too that were behind:

· First, in those days, many politicians believed in the centrally planned economy. A monopoly would be the best way to efficiently use resources. Thus, they put schools, health care, elderly care, pensions etc in monopolies. Now everyone knows that the planned economy, which basically is a big monopoly, was a total failure. Thus, we live with systems that everyone now knows are based on assumptions.

· Secondly, we have public choice. In order to win elections, politicians promised the citizen’s ever more benefits from the state. And year-by-year, election-by-election, taxes were raised and government did more. Not to mention all the special interests that want their share. 

Government grew, but it had little to do with the welfare of the citizens.

The core principle of the model was that there should be only one that provided welfare services and social security: the state. And that is fundamentally different from the private society. Private companies, private property, free competition, free financing, interest in profit – all these are prohibited in the public sphere. These are the forces of development, and if you prohibit them, you don’t get much development. 

Let’s imagine prohibiting these forces in other fields. Does anyone think that we would have all these kinds of mobile phones with only one state telephone monopoly? Or take a more fundamental need: food. What kinds of food and drink would we have if it weren’t produced and delivered by private companies? Lines of people waiting for bread, most likely, as we do have now in health care.

This model of big government is largely based on the assumption that there are resources that just wait to be shared by everyone. There is a big cake which government can just distribute to people. That is a fundamentally false assumption. All resources have to be created; there is not a car, not a hospital, not heating for your house, no food – nothing! – that is just there in nature. Thus, we have to create a society with the best opportunities for the forces that create the resources. The European Social Model does to a large extent the opposite.

- - - - -

Since the model was basically completed in 1980 or so, we have experienced ever larger problems. Some facts:

The famous aim of the Lisbon process was to close the wealth gap with the US by 2010. Since then, in 2000, the gap has widened. In fact, the average person in 38 American states is richer than the average person in any country in Europe, except in Luxemburg. And the average American is about 40 % richer than the European. 

Employment is also higher in America. Between 1970 and 2003, employment in the US rose by 58,9 million, which is equivalent of a 75 % increase. In France, Germany and Italy together, it rose by 17,6 million people, or 26 %.

High taxes and high levels of social protection have created a situation in Western Europe where few work and more people live off the state. That makes the Lisbon Strategy aim to increase employment rate to 67 % of the working age population somewhat pointless, since that share of the total population continuously decreases.

Globalisation increases competition and mobility, which pushes taxes downwards. Companies will place their production where the conditions are the best. Every third larger Swedish company has outsourced jobs in the last years. Taxes on capital and corporations have already been lowered and this will continue.

Yet, despite these facts, the Wim Kok Report, “Facing the Challenge”, states that we are not only going to keep it; keeping it is the main aim of the reforms: “To achieve the goals of higher growth and increased employment in order to sustain Europe’s social model (italics mine), will require powerful, committed and convincing political leadership.”

That is impossible. It is like wanting fried snowballs. 

- - - - - 

If we look ahead, the main parts of the model are challenged by reality:

1. Public pensions. When the public pensions were introduced in Sweden, the pension age was 67 and life expectancy 55. Now, the real pension age is 58 and life expectancy is 80. So we had to do a pension reform, but it only came half way. Under the current systems, the population of working age in Germany, for example, would be reduced from 56 million today to 41,5 million in 2050. In Italy, it would decrease from 39 to 22. The expenses would explode: in Spain the public pensions’ share of the public expenses would increase from 50 per cent today to 80 per cent in 2030. We have to reform the public pensions, perhaps by abolishing the pension age.

2. Income transfers from the state. The European countries have similar systems of mandatory public social systems for sick-leave, unemployment, parenthood leave and early retirement. In Sweden, there are in practice no limits to for how long you could live off these systems. The basic public level of contribution is 80 per cent of the salary, but most have higher levels than that, due to negotiated extra benefits. For a person with an average income, the benefit from going to work instead of living off these systems is about 5-10 euro a day due to the high taxes when you do work. Thus, many people choose not to work. Only about 3 million out of the Swedish population of 9 million go to work on an average day. Over 60 % of the adult population is to some extent dependent on the government. Lower taxes and lower government contributions have to come.

3. Public welfare services. In Western Europe, as you know, the government finances most welfare services like health care, child and elderly care, school and higher education. In many countries, the services are also almost entirely provided by government. Basically this is the system of the planned economy – one that finances, one that provides, a monopoly. Thus, you get lines of people waiting for treatment, you get inefficiency and a waste of resources. In the labour market perspective you get people working in the public monopolies with low salaries, little influence and you hamper the emergence of a new service sector. Free competition in welfare services would create better services, freedom of choice, efficiency and release new ideas.
4. High taxes. Western Europe has the highest taxes in the world. Naturally, this makes our climate for creative business and work less attractive, not least in the global perspective. In Sweden, the average wage per hour for a worker in the industry is about 20 euro, in China it is 1 euro. It is not matched by a difference in productivity, and taxes are of course one explanation for the difference. Every third Swedish company has outsourced production in recent years. This is not a threat – the fact that China, India, Brazil and others grow is a great promise – but it is a challenge for the West. Lower taxes would release the burden on the productive forces, make education and work more profitable and let the new companies and jobs come.
The Model is challenged fundamentally. Big changes are needed and I am again an optimist; I believe they will come. And I think that hope comes from the east.

- - - - - 

In the ten new EU countries, the annual growth is twice that of EU-15. There is development, optimism, new jobs and better living standards. Slovakia has become the biggest car producer in the world relative to the size of the country. 

These countries never joined the Western European Social Model – though some have come a bit too close to it. They were liberated from the planned economy and did not want it back in any form or field. In the “State of the Union” publication from the Stockholm Network, one can read more about the reforms.

To a large extent, these countries have a limited state and a big society. In Hungary, for example, in 1992, the state accounted for 70 % of the economy. Now, it is 14 %. They have limited regulations for companies and labour. And one main feature is low taxes, especially increasingly more popular flat tax – in nine countries. Everyone pays the same percentage in tax regardless of income – simple, fair and work always pays off.

Of course competition from these countries is felt in the West. Austria lowered their corporate tax from 34 to 25 %. Germany will decrease theirs from 25 % to 19 %. And, by the way, a high tax level is no guarantee that you get high revenues. Slovakia has 2,3 % of GDP in corporate tax revenues from a 19 % tax level. A large Western European country gets 0,7 % of GDP from a corporate tax level twice as high.

- - - - - 

My conclusion is optimistic. Europe will have a bright future. We will have higher growth, more and better jobs, new companies, increased living standards. But that is after the reforms, when government is smaller and society larger. When we have created better conditions for those forces that create prosperity, society will get more prosperous.

I believe, however, that the road to get there may be slightly bumby. It is not an easy ride for Gerhard Schröder and it doesn’t help to say that it is the politicians fault that got us here in the first place. More and more people realise the need for reforms and there are countries that show us the way. 

So let’s not believe that everything is good and that only small change is needed. Big change is needed and every voice is necessary to explain why. And when we have left the European Social Model, I hope that I am in the business of manufacturing sunglasses, due to the brightness of the future. Thank you.

