Miracles Don’t Exist. Not Even in Sweden.
The Image of the Swedish Market Economy Social Model Is Much Better Than Its Results 
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There is a country that handled it. A country that has combined capitalism and socialism without any problems. Though it has a high tax burden, the award is unprecedented social benefits and care for citizens provided by the state. 

The result is a high living standard, an economic growth comparable to the one of Central and Eastern European countries, low unemployment rate, high income equality and front positions in the global charts of countries´ quality of life, economic freedom and competitiveness. A model worth of pursuing and sought as an ultimate objective by welfare state engineers from all over Europe, including Slovakia. 

There is also a country that got outgrown by the construction of the welfare state. There was almost no company established in the post-war period that would grow so much as to become one of the twenty largest corporations in the world. 

During the past decades, no jobs have been created and the unemployment rate has been enormous. The trade unions that are proud to see themselves as the strongest in the world have more power than the government. 

Investors keep away from this country and domestic companies prefer moving their activities abroad. A model worth of condemning, yet sought as an ultimate objective by welfare state engineers from all over Europe. In both of these cases we are speaking about Sweden. 

Paradoxes in the Chart
Slovakia started to debate more intensively this country at the Scandinavian peninsula when a model for the future pension system was sought at the turn of the millennia. The so-called Chilean model came into conflict with the so-called Swedish way. Even though the government decided to get inspirations from the South-American Chile, at the end, it implemented the Swedish pension system. 

The advocates of the Swedish social model probably do not know and maybe keep in secret that the decades of socialist government lead the country to a crisis in the ´1990s. It was in that period that the pay-as-you-go pension scheme got reformed to a several-pillar system with „strong“ involvement by private pension insurance companies. 

Swedish economists are proud of it, although in the case of Sweden, pension insurance payments are not divided half-and-half between the pay-as-you-go pillar and the capital-funded pillar, as in Slovakia. 2.5 per cent only of the total of the 18 per cent pension insurance payments is transferred to future pensioners´ private accounts. There is nothing to be proud of, but yet, at least something. 

The pension reform did not exhaust the will to change the established systems. The Swedes sent the right wing to power in the September elections. 

Why do they long for change if international comparisons list them among the most developed nations? According to the annual UN chart, Sweden occupies the sixth position in the world as regards quality of life. 

This result is, for example, due to the fact that Swedish citizens live 80 years in average – which is two years more than in the U. S. and six years more than in Slovakia. Moreover, the Swedes are generally considered to be a healthy nation. Paradoxically, they hold records in inability to work, which, however, UN human development report does not indicate.
Another list, another paradox: according to the economic freedom index, designed by the Heritage Foundation, Sweden and Denmark are free economies comparable to the U. S. The Swedish analyst Stefan Karlsson thinks the problem rests in the methodology used. 

According to the indexers, the Sweden’s fiscal burden is lower than the one of the United States or China. Nevertheless, America reallocates through public finances 20 per cent less and China up to 30 per cent less then Sweden, where the funds reallocated through public administration attain 55 per cent of the GDP. 

Or another problem: Sweden’s good position in the chart was helped by the fact that the government does not intervene into wage setting. But it was forgotten that the cabinet virtually transferred this right to trade unions, whose approval is needed for each work contract. 

There is a well-known story: two years ago, a Latvian company won a tender to construct a school in Waxholm, North of Stockholm. The Swedish trade unionists organised a punitive expedition and made the Latvian company and its Latvian employees accept Swedish work contracts. The company, naturally, was not able to handle the problem financially. 

Deformed Equality 
Along with Denmark, Sweden reports the lowest income inequality from among the member states of the Organisation for Economic Co-operation and Development (OECD). And that is a frequent argument used by politicians advocating copying of the strong welfare state model. 

The American economist Jeffrey Sachs got convinced, too, when writing a short article for Scientific American in October. He argued that the free market defender Friedrich August von Hayek was wrong: “In strong and vibrant democracies, a generous social-welfare state is not a road to serfdom but rather to fairness, economic equality and international competitiveness.”
S. Karlsson immediately convicted him of choosing irrelevant facts for his arguments and of being misled by official statistics. But Jeffrey Sachs committed the biggest fault when relying on the fact that the United States has a higher poverty rate than the Northern European countries. 

He did not take into consideration the U. S. openness towards immigrants. Masses of poor people come to the United States from Latin America each year, deteriorating statistics, although they are better off than they were before at home. 

On the other hand, Finland and Denmark resist immigrants, let them live in poverty in their home country and enjoy good statistics. Though Sweden is not closed completely, it does not provide jobs to immigrants (mainly from Muslim countries) and lets them live from unemployment benefits. The unemployment rate of non-European immigrants attains 50 per cent. 

One more argument in favour of the income-diversified United States with little state interventions into the economy: whereas the wealth annually produced by Sweden corresponds to approximately USD 27,000 per inhabitant (UN figure, 2003), the American welfare measured by this figure is higher by USD 10,000.  

Sweden does not show such excellent results compared to its partners in the European Union. The average economic performance per inhabitant is higher by approximately 16 per cent against the entire EU-25. Seven countries (intervening into economics to a larger extent) achieved a better score – among others, Ireland, Britain, and also Denmark). 

OECD assumes that even if the Swedish Kingdom took such a radical step as the introduction of a flat income tax, the Gini index measuring income inequalities would raise just moderately. Yet, it would still remain one of the lowest among the thirty most developed economies. Sweden would attain a similar egalitarian level as the Czech Republic. 

The Labour Market 
Sweden implemented several reforms that contributed to its economic growth. Yet, the labour market is still a burning problem. The reason for it is not only the high taxation of work but also the extremely strong trade unions that got a blank check in respect of companies operating in Sweden, forced to listen to their orders.  
The result is not surprising: Sweden – but also Finland – failed to render a positive outcome in relation to the generation of new jobs. Irrespective of the public sector, private companies in Sweden have not created a single job in net figures since half a century.
Sweden is proud of its extremely high employment rate. Almost three fourths of Swedish citizens have jobs. But in fact, just a little above 60 per cent of inhabitants work, as shown in the OECD analysis. 

The official unemployment rate in the county is around five per cent. However, the Swedes appear as particularly effective in violating this indicator. There is a huge mass of people paid by the government for not working. 

Some people fall out of the statistics thanks to public works. Others enjoy generous sick benefits and stay inoperable or receive disability pensions. According to OECD´s estimates, their number attains 14 per cent. 

The actual share of people without a job, excluding “concealed” unemployment, is about 15 to 17 per cent, as estimated by the McKinsey Global Institute. It is the most conservative figure one can ever find. 

Some economists see the upper limit at approximately 25 per cent. In other words, Sweden clearly reports an unemployment rate higher then Slovakia or Poland. 

This high figure results from the fact that sick benefits are generous and, at the same time, easily accessible. A combination of these two adjectives is fatal. 

The state is not trying to get people back to work as soon as possible, but, instead, it readily pays them 80 per cent of their wage, which is an ideal way of ensuring early pension. And this is how to face the generation pressure. 

Business consultant Per Bylund states in his analysis from May this year that young people have the chance to get employed only by “releasing” the elder from work. In a TV discussion between younger and older Swedes it was argued that that people born in the 1960´s and before should stop working because they “steal” jobs from the youth. 

The “extended arm” of the then ruling socialists – the trade unions – identified themselves with this idea. They came up with a demand addressed to the state to “reallocate” jobs. According to their suggestions, the government should start paying out pensions to people over 60 in case they yield ground to someone younger. According to their calculation, this measure would bring 50,000 new jobs. 

It is not surprising in this atmosphere that there is no motivation to replace the existing jobs with different jobs in which individuals would better use their capabilities. The strict rules of employees´ protection discourage people not only from seeking a new job but also from running small businesses. 

Within the OECD, Sweden occupies one of the last places as for the number of trade license holders. This means that the longer a person works in a company the less he/she should fear of loosing his/her job. Thus, employees prefer relying on security rather then thinking of any changes. 

Sustainability 
Sweden, just like other European countries, faces the ageing of its citizens. Due to the extremely high taxes the welfare model depends on whether the country would either adopt fundamental reforms or continue in increasing its taxes. 

According to the OECD, the number of people in the retirement age in Sweden will raise by half in 2030. The number of people in the working age will increase by four per cent only – mainly in the category of those between 55 and 64 years of age whose productivity is declining. 

OECD also reminds us that the amount of hours worked in the economy has not changed virtually. The same labour force has to sustain the state administration whose expenses almost doubled during the same period. 

The right-wing government has already announced certain reforms. But in order to gain power, it had to give back from its radical plans to dramatically reduce the tax burden and dismantle the welfare state. 

Yet, the government’s programme still keeps the promise to gradually reduce employer’s social insurance payments and increase tax relieves for employees. The labour market should also be supported by efforts to decrease unemployment benefits from 80 to 65 per cent of the lost income. 
Along it, the process of privatisation and gradual deregulation should continue, mainly in the service sector. Thus, Sweden is following the example of more liberal economies. 

Johnny Munkhammar manages a Stockholm think-tank Timbro. He gave a speech on the Scandinavian model in Slovakia this week. He compared it to the U. F. O. Everybody has heard about it and many people think they know what it is. But just a few of them have an idea of how it works, or whether it exists at all. 

It is, of course, important to get inspirations from each other, but each party should now what can be copied and what should be avoided, he said. “If you copy intensive smoking from a genius in maths, your calculation skills would not improve, but your health would get destroyed,” he illustrated. 

The Economist cited the former Swedish Prime Minister Carl Bildt in September. Carl Bildt found an imaginary recipe of a successful Scandinavian model: combine “Finland's education, Estonia's progressive tax policy, Denmark's labour market, Iceland's entrepreneurship, Sweden's management of big companies and Norway's oil.” In other words, one should not fall in love with one example only, but should seek several examples that could provide a sound inspiration. 

A Brief History of the Swedish Socialism 
The Story of How Sweden Became an Economic Leader and Then Gave Power to the Left 
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In 1809, the tsarist Russia invaded Sweden and seized the current territory of Finland. This is what the answer would be to the question of how the Scandinavian Kingdom remembers the last war. 

Sweden is a European record holder. Even the embodiment of neutrality – Switzerland – has a history of armed forces five years shorter. The Swedes did not let dragging themselves into the first and the second world wars. 

In the second half of the 19th century, extensive reforms were launched, giving full liberty to the free market. Thanks to these steps, the Swedes could take advantage of the industrial revolution. 

In the period from 1870 to 1950, Sweden reported the fastest growth of wealth per citizen in the world. Companies such as Ericsson, Skanska, Electrolux, Volvo and Scania were established right in this period. And then it got spoiled. 

Social Engineers 

Problems arose in 1932, during the big economic crisis. Just like Adolf Hitler in Germany, the left in Sweden, too, convinced its voters that the way out of misery leads through the strengthening of the state which had reallocated not more than ten per cent of GDP before. 

The stronger state was facing a problem that became a breeding-ground for pre-election populism – the dying out of the population. Thus, social democrats decided to construct a people’s home – folkhem: an idea copied from fascist Italy. 

That the concept of a strong state helping to overcome the economic crisis flourished not only in Europe having a direct experience in fascism is proved by the U. S. President Franklin D. Roosevelt and his New Deal (1933) which was supposed to lead the United States out of the Great Depression. 

The strengthening of Washington’s influence and of state interventions into the economy continued until the partial review of the New Deal ten years later and until declaring some of its parts as unconstitutional. 

The roadmap for Sweden was set by two sociologists – Gunnar Myrdal and his wife Alva. They noted that Sweden’s problems arose with a series of social reforms yet in the 19th century. 

This is when compulsory education was introduced, child work was prohibited and an old-age pension scheme was implemented. Children – by then seen not only as a financial burden, but also as an economic benefit for families, either as a labour force in a family enterprise or as “social assurance” taking care of the parents during their retirement period, remained a net burden. 

The Myrdals saw two options. The first one – a return to the old system with the family deciding instead of the state of how children should spend their time and how they should learn – was rejected as unthinkable. Instead, they proposed completing the welfare state concept. 

They argued that Sweden has a good starting position and that once it failed to construct the welfare state, it would not be constructed anywhere else. “Their argument went, in fact, as follows: the problems caused by the state by its partial intervention into family ties should be completely solved by state interventions, said the American sociologist Allan Carlson in his essay from 2003. 

Sweden, having chosen the path of socialism, turned the nation’s mentality upside down during two generations. Individuals proud of not being a burden to anyone were replaced with a generation totally dependent on the state, said A.Carlson. 

As a result, the Swedish population started to share the socialist idea of freedom. Senior people were liberated from their potential dependency on offspring, and children got liberated from dependency on their parents. Parents got liberated from economic ties with their children and parents, and marital couples, too, got liberated from their mutual commitments. The state took over the entire economic burden. 

Nothing Is Free of Charge 
Thanks to social engineering, public expenditures grew enormously. Since the coming of the left into power in 1950, public spendings doubled to twenty per cent of the GDP, yet they were lower than in the United States. Sweden was still one of the economies with most freedom – in spite of the fact that Sweden’s economy did not attain a growth higher than the average, but just average, says the Swedish analyst Stefan Karlsson. During the following 25 years, the economy saw a growth that was unprecedented in the period of peace: more than half of the GDP flowed through public budgets in 1975. 

To be able to pay it, Prime Minister Olof Palme “stepped on” the corporations. He enforced a strict business regulation and a rapid increase in social insurance payments for employers. These measures were accompanied by trade unions´ growing demands on wage increase, and the result appeared soon. Corporations were loosing competitiveness at international markets. And the spiral started to move. 

In an effort to help the economy, the government devaluated the Swedish crown. This, on the one hand, delighted the exporters, but, on the other hand, it speeded up the rise in prices through imports. Inflation increased the trade unions´ pressure during negotiations on wages, which had a negative effect on companies. 

And this is how further devaluation and rise in prices arose.... The frustrated voters sent the right wing to power in 1976. However, the three coalition parties were not able to agree on fundamental market reforms and continued whirling the roundabout. 

In 1981, they depreciated the crown by one tenth. A year later socialists returned to power. They immediately devaluated the currency by further 16 per cent. It was to be the last devaluation and the government was probably serious about it, assumes S. Karlsson. 
Overall tax burden


But the several devaluations before, too, had had to be the last ones; as a result, the government was therefore not trusted anymore. The inflation expectations exerted further pressure on growth in wage expenditures. 

In 1985, the government deregulated the area of bank loans. Though it was a necessary reform, its timing was wrong. The actual interest rates were below zero (considering inflation) and this led to a boom in loans. 

This was a new inflation factor. When a year later Prime Minister Olof Palme was assassinated, the right wing came into power again and launched reforms that halted the fall in competitiveness. 

However, they were not able to stabilise the economy so much as to prevent the destructive effects of the invasion into Iraq in the beginning of the 1990´s. The oil shock sent Sweden to recession. 

Further developments went from bad to worse. Speculators attacked the currency and produced a collapse of the fixed foreign exchange regime, followed by a dramatic rise in interest rates and increase in the amount of classified loans. 

Most of the big banks came to the edge of a collapse. This was prevented just thanks to the government’s commitment to grant them so much funds for recovery as was needed. Slovakia experienced a similar rescue operation at the end of the 1990´s. 

Relative Success 

In 1993, Sweden’s gross domestic product was five per cent lower than in 1990 and the budgetary deficit attained one tenth of the GDP. Thanks to the previous currency devaluation, the economy started to get stronger, which was helped by a series of deregulations and privatisations enforced by the right-wing government. 

The government managed to reduce the inflation rate and liquidate the budgetary deficit. In 1996, the left wing came into power again. Göran Persson´s cabinet did not choose to further increase expenditures. The result is that it handed over to the right wing a country with a budgetary surplus and strong economic growth in September this year. 

“This revival compared to the stagnation of the 1970´s and 1980´s and the crisis of the 1990´s is considered by social democrats as a proof of success of the Swedish model with high taxes and a high spending on social services,” says S. Karlsson. But Sweden succeeded in the past years not as a result of high taxation but thanks to reforms promoting the free market, he adds. 

The sociologist A. Carlson provides an empiric experience: a socialism redistributing funds to everyone according to his/her needs can work, but only in families – in communities based on blood bonds, matrimonies or adoptions. 

Sweden’s effort to replace family socialism with a socialism based on citizens’ relation to the state has not proven good. Gunnar and Alva Myrdals were not wrong when saying that once Sweden fails to construct a working welfare state, it would not work anywhere else. 
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