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STOCKHOLM -- As Sweden continues to lose jobs, economist Fredrik Reinfeldt has swayed voters with a softened version of the pledges of lower taxes and a streamlined welfare state that devastated his center-right party in an election three years ago -- offering Prime Minister Goran Persson and the Swedish welfare state the first real challenge in years. 

Still, the charismatic 40-year-old and his center-right allies predict a hard fight with Mr. Persson and his deeply rooted Social Democratic Party, lead-architect and custodian of the Swedish model of a free market combined with a tightly woven social safety net and strong unions. Having governed for all but nine of the past 70 years, the Social Democrats and their union allies have responded with promises to increase social spending. They say Mr. Reinfeldt's policies will hurt the vulnerable, erode social security and are "un-Swedish." 

"It will be tough," Mr. Reinfeldt said in an interview ahead of the start of the parliamentary budget debate next week, which will frame the parties' campaign for the September 2006 ballot. "They don't want to fight what we are, they want to fight the ghost they want us to be," he said. 

Mr. Reinfeldt led the generation of fortysomethings who revitalized Sweden's Moderates after what he calls "the horror" of their election defeat in 2002, when the party's plans to cut spending and lower taxes for the wealthy turned off voters. 

Mr. Reinfeldt takes on his mission with unique insights into Sweden's labyrinthine tax and benefits systems. He entered Parliament soon after university in 1991 and spent years on the Parliament's finance and taxation committee. Later, he served with Stockholm's taxation authorities for seven years. He took control of the Moderates, Sweden's leading center-right grouping, in 2003, succeeding Bo Lundgren, a formal, earlier-generation conservative who scored low points with voters. 

After the last election, the Moderates ousted a third of their staff, or 40 people, hiring a young team of economists to draw up economic overhauls that didn't scare voters. The party's promised tax cuts are less than half of what they were four years ago at 51 billion Swedish kronor ($6.75 billion). Its economic plan is based on higher incentives to work, rather than the previous plan to simply deregulate labor markets. 

"We have too generous schemes for not working," Mr. Reinfeldt said. "At the same time . . . we have very high taxation on low incomes, which in reality makes little difference, actually no difference, between living on subsidies if you have a low-income job." 

The Social Democrats have since fallen in the polls to 32% from the 40% they received in the 2002 election, while the Moderates have risen to 30% from 15% then. A coalition with three other center-right parties would give the Moderates a slight lead over the parliamentary alliance the Social Democrats formed with the Green and Left parties. 

Increasingly, the Moderates are setting the political agenda. This year, the Social Democrats were speaking of hefty tax increases to meet future welfare costs. These plans died quietly in the spring as the tax-cutting Moderates scored more points with the voters. For a while, the Social Democrats talked of tax cuts for low-income groups, although, in order to preserve spending levels, the government watered down these plans to a cut in payroll taxes for certain small companies. 

A personality poll last week by the Temo polling group showed more voters would have confidence in Mr. Reinfeldt as Sweden's political leader than they have in Mr. Persson, prime minister since 1996. "The voters have never been as changeable as now. There's a general mistrust of authority. . . . People aren't voting on what they've been socialized into," said Mikael Gilljam, professor in Political Science at the University of Gothenburg. 

More tax cuts might follow should there be a second conservative term, judging from Mr. Reinfeldt's talk of long-term plans to shrink the state's 57.4% share of gross domestic product toward the euro-zone average of 48.5%. 

"We won't rest after this first program," said party economist Hans Lindblad, who came to the Moderates from Sweden's central bank. "We would like to cut taxes more, but you have to be able to afford it." 

In the face of Sweden's stubbornly high unemployment, Mr. Reinfeldt doesn't plan to cut the country's social perks -- "if I'd like to lose the election, I could do this" -- but instead increase its incentives to work. 

"If we want to attract people who are now in subsidy systems, pre-pensioner schemes, sick leave, long sick leave, to the labor force we must do something for them," Mr. Reinfeldt said. 

Officially, Sweden's unemployed number 327,000, or 6.9% of the work force. But even the government's trade-union allies acknowledge that with the addition of the thousands of working-age Swedes on sick leave and early retirement, the jobless rate is between 20% and 25%. To that number, Mr. Reinfeldt adds those on Sweden's long vacations and maternity leave. 

"If you count everyone, you would actually end up with 2.2 million who are not at work on a Monday, starting at nine o'clock," he said. 

The Moderates would lower income taxes for low-wage earners, abolish the wealth tax and ease payroll taxes on companies recruiting new staff. They also want to cut the cost of red tape to companies by 25%. Among spending cuts, a Reinfeldt government would reduce jobless benefits and more closely police sick-leave programs for abuses. 

Days after the Moderates outlined their agenda last month, the Social Democrats answered with promises of more money for child support, students and the unemployed. They also proposed a $1.1 billion job-creation program for 55,000 jobs in the state sector. 

"They are desperate, they don't know what to do," says Johnny Munkhammar, an analyst at the Timbro institute in Stockholm, a free-market think tank. "All they can think of is to put more money into welfare programs." 

Sweden is losing jobs as businesses seek lower labor costs overseas. In August alone, Telefon AB L.M. Ericsson, Electrolux AB, Svenska Cellulosa AB and Volvo AB all announced they are moving operations to lower-cost countries, at the cost of 3,000 Swedish jobs. 

A survey by the Sifo polling institute of 1,500 small businesses showed four out of five entrepreneurs expressing no confidence in the government's ability to improve Sweden's business environment. One in 20 believed the government will introduce measures next year that will stimulate private-sector growth. 

"What we can do, of course, is discuss with them if we can do something, create an environment for them to stay, which I think is possible," Mr. Reinfeldt said. 

--- 
