Timbro 2005-03-01

Johnny Munkhammar

Speech at SN/SNS Seminar in Brussels:

Is There a European Welfare Model and Can We Maintain It?

The European Social Model is the Problem
Thank you. It is great to be here and to see so many people here. 

Excuse me for a very persistent cold, which may lead to a deteriorating voice during this evening.

Let me first thank the organisers, Center for Business and Policy Studies and Confederation of Swedish Enterprise, for arranging this seminar about these important issues.

Secondly, you can always find more information – facts and arguments – and information about how to purchase my book at my web log www.munkhammar.org.

- - - - - 

My book was mentioned in the invitation. It is only in Swedish so far – we are working on having an English version – and it’s called “Sagan om välfärdens återkomst”. Basically meaning “The Return of Prosperity and Welfare” – a joke with the title of a certain film.

It is the foundation for my message here today. On the cover, we have S:t George and the Dragon. You know the story: S.t George defeats the dragon and saves the princess. My message is that reality now defeats Big Government and saves prosperity and welfare.

- - - - -

There are two questions in the headline of this seminar. The first is: Is there a European Welfare Model? I must say that I certainly hope there is. 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.

- - - - - 

The other question is: Can we maintain this European Social Model? I have to say yes. We definitely can. Everything depends on what consequences you want. If you want or can accept consequences like low or negative growth, dependency on the state, few people working, deteriorating welfare services – then we can keep the model. Otherwise not.

My main point is this: The European social model, with high taxes and big public spending, is not the solution to our problems with low growth and declining living standards. On the contrary, it is the main cause of our problems. Naturally, this is a simplification leaving out numerous nuances, but sometimes you have to do that to see the big picture.

This Model is what makes Western Europe stick out economically in a global perspective. If it were a competitive model, why would we have all these problems? And why would we have all these reforms, which point in one direction: away from it. The steps may be small, but the German Agenda 2010, the Swedish pensions reform, the Blair welfare reforms, the Lisbon Agenda – all point away from this model.

- - - - - 

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. With the current systems, fewer working people will be supporting a larger part of society. 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. We can no longer hide the true problems, it is desperate time to face the challenge. For it is true as the Kok Report also states more wisely: “Time is running out and there can be no room for complacency”.

The European social model thus has to change fundamentally. In a society with lower taxes and higher demand for welfare services, those services will be paid for privately and provided by private companies. There has to be a very large difference between working and not working, making work and production truly profitable.

- - - - -

We all want more companies to move here, especially their main functions. We want more advanced jobs with high salaries. We want new companies to start and grow. We want more people working and fewer people to depend on government. We want economic growth to increase. That will not be achieved with the Social Model. So what should we do in order to achieve those aims?

First, we must avoid reforms that will have the opposite effects:

· Government decisions forcing us to work less, such as shorting the so-called normal working week from 40 to 35 hours, would naturally lead to less work being done. That is the point of it. Bad idea. 

· Raising the highest tax pressure in the world, which the Swedish Kamikaze government is now talking about, would hardly improve the climate for business and work. Very bad idea. 

· Creating new borders for labour mobility within the EU and stopping the tax competition – as proposed by among others Gerhard Schröder – is protectionism. For 500 years a destructive idea.

Avoiding destructive reforms must be a basic demand. But what should be done to improve the situation? The main challenges have names: pensions, social security, welfare services and taxes. Several of the public systems, under the common name “The European Social Model”, were based on unsustainable assumptions from the start. Prohibiting or hampering free competition, free enterprise and free financing, they have promoted inefficiency, dependence on government and not working. Today, they are completely unfit for reality – and tomorrow even more so.

- - - - -

The challenge is there. So is the way out. Here are, in all modest simplicity, four reforms, which would change Europe to the better:

1. Abolish the public pension age.

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.

Nobody should be forced to work. But the choice not to work must be paid for by oneself. And consequently nobody should be forced to retire at a certain age. We could replace the pension age of today with a system that gives you a basic public pension, and the earlier you retire, the lower it is. If you wait until 75, it gets rather high. Of course, above this basic public level, you can save privately, but that is another issue. This pension reform would lead to more work being done and less public pensions expenses – and hence lower taxes.

2. Reduce benefits in public social insurance

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. 

This is highly destructive. You cannot punish work and reward living off the work of others. Especially if you believe that it would be good if more people do work and growth increases. There should be a limit to how long you can live off the systems and the high levels should be reduced to a basic level, perhaps half of the level today. Then, incentives to work would be of a totally different kind and public expenses substantially lower. The labour supply would increase. In turn, less government intervention would open a new market of private insurance where free competition would create new and better systems that will, for example, make sick people healthy again so they can get back to work.

3. Free enterprise in 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.

Today, the public welfare services try to perform everything for everyone but fail for so many. The resources would be better used if there were a clear limit as to what the public services provide and what they don’t provide and you thus instead have to buy for yourself. And the basic services paid for by the government should always be procured in the market among private companies. This would lead to better functioning services and a vast market for private welfare companies. When traditional industries move abroad, to Asia and elsewhere, this is also essential to let the companies of the new service society emerge. That competition would improve the services. The staff could get better salaries since they get to choose between different employers and, not least, be able to start their own business.

4. Lower 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. 

Several taxes have already been lowered. Capital taxes are lower, since capital otherwise leaves the country. Corporate taxes are lowered – Austria just lowered theirs from 34 to 25 per cent following the EU enlargement. But the total tax pressure remains stubbornly extreme – and harmful. The reforms of pensions, social security and welfare services that I have mentioned would make radical tax reductions possible. Especially harmful taxes on work and enterprise could be abolished and tax pressure lowered. This would make work more attractive, improve the business climate and increase economic growth.

Government is not the solution to our problems, government is the problem. Government is the main obstacle standing in the way for more jobs, more companies, higher growth and thus better living standards. The direction of the reforms for a brighter future must be the reduction of big government. And thereby the release of the creative forces of humanity.

This is a better society. Stronger incentives to work will lead to more people working, and lower tax pressure lead to higher growth. We have to talk openly about this, we can’t hide the necessity of big changes behind rhetoric and policy changes on the margin. Europe can again become a beacon of growth and impressive living standards – if we want to.

Thank you.

