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and toward a socialist order.

points beyond
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-Hjalmar Branting, Swedish Social Democratic Party leader,
Parliamentary debate, December 17, 1918
The party program talks about replacing capitalism with something
else, but if you ask a Social Democrat what he would put in its
place, you get no sensible answer.

-Kjell Olof Feldt, Swedish Social Democratic
Minister of Finance, 1984

debate between two leading Left intellectuals, Adam
Przeworski and Gosta Esping-Anderson, has re-ignited scholarly interest in
the century-old question Can social-democratic reformism lead to a socialist
transformation? Each of these authors brings powerful analytic skills and a
wealth of information about the politics and development of European socialdemocratic polities to this question. Each reaches fundamentally different

RECENTLY,

a

answers.

Przeworski’s argument is straightforward: &dquo;Social democrats will not
European societies to socialism.&dquo; He suggests that the transition to
socialism will frighten capitalists, generating an economic crisis. Economic
crisis will inevitably lead to a decline in electoral support for a sociallead
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democratic party, causing &dquo;social democrats to abandon the project of
transition or at least pause, to wait for more auspicious times.&dquo;1I
Esping-Anderson is more optimistic about the future of socialist
transformation. His argument is also quite subtle. He suggests that the
distinction between revolution and reformism &dquo;misses the point.&dquo;
Cumulatively, reformist policies can have revolutionary consequences. The
persistent pursuit of reformist policies will ultimately alter the balance of
power within the political economy. &dquo;As the balance of power gradually
shifts in favor of wage earners (partly because of structural change, partly
because of party policies and organization), the social democrats may pursue
salami tactics, slicing away at traditional capitalist prerogatives and replacing
them with democratic forms of control.&dquo; The consequence will be the
creation of &dquo;economic democracy,&dquo; in which capitalists are redundant and
control over the accumulation of savings, investment allocation, and longrange capital formation strategies is placed in the hands of the wage-earning

classes.2
each of these arguments is, both cannot be right. Thus
the answer to one of the most difficult and important issues facing the
intellectual Left remains ambiguous. This paper intends to contribute to this
debate by examining the politics and development of two separate policy
issues in Social Democratic Sweden. First, I examine the development of
Swedish taxation policy from the 1920s to the 1980s. Taxation is a
particularly instructive policy arena both because it has been at the core of the
ideological debate between Left and Right in terms of the just distribution (or
redistribution) of economic goods in society and because tax policy is a
central instrument through which state policy and the private economy
interact. There is no policy arena in which the redistributive interests of labor
come into sharper conflict with the need for profits and desire for market
incentives than tax policy. Thus, tax policy provides a unique window for
examining the effect of governing within a capitalist economy on the radical
policy preferences of a social-democratic party. The history of tax politics in
Sweden provides a particularly clear picture of the limits of reformism.
Second, I examine a more recent innovation-wage-earner funds. The
funds were once touted as the initial step in the final transformation of
Swedish society. The buttering up of Swedish capitalism was over, many
leftists predicted; the time for transformation was here. These predictions
were wrong. The same political and economic logic that has muted and
changed Social Democratic tax policy over the years has blunted the wageeamer funds to the point that they no longer threaten capitalism in Sweden.
As

persuasive

as

405

My argument can be summarized as follows. Over the past century, the
Social Democratic elite has repeatedly moderated its ideological position and
diffused substantive policy demands of the labor movement in the interest of
calming capitalists, soothing coalition partners, and wooing voters. In the
process, the party ensconced itself as the natural &dquo;party of government,&dquo;
while abandoning its original ambition-to be a truly system-transformative
parly in the Marxist or early social-democratic sense of the term.
This paper tries to demonstrate not just that there are electoral limits to a
reformist strategy-which at its core is Przeworski’s argument-but that the
constant and close interaction between the Social Democratic elite and their
technical/administrative agents has in the end shaped the party elite’s
ideology. One does not need to be an organization theorist to understand the
dictum that means and goals are not easily differentiated or that the pursuit of
a goal through one set of means versus another can, and often does, shape
the goal itself.3 I submit that this is what has happened to social democracy in
Sweden. The original goals of the Social Democrats have changed as they
governed capitalist Sweden. In short, the Swedish Social Democratic Party
(SAP) is no longer a socialist party in the common conception of this term.
But, I hasten to add, such an analysis need not suggest that social democracy
has failed. Instead, it has both learned and adapted.
Rather than pave the way toward a utopian goal of political and economic
democracy, Swedish Social Democrats have harmonized and softened
Sweden’s capitalist economy. Indeed, as the next section demonstrates,
rather than decentralizing political and economic power to the wage-earning
classes, Social Democratic policies have successively centralized control in
the hands of both the state bureaucracy and an exceedingly small
capitalist/managerial class of financial and industrial elites. In an ironic twist
of fate, the Social Democratic aim of making capitalism more bearable has
been premised on the need both to encourage political and economic
concentration and to allow market forces to shape Sweden’s economic
development. J. D. Stephens, Walter Korpi, and Gosta Esping-Anderson
are right in suggesting that Social Democratic reformist policies have lent
&dquo;power resources&dquo; to Sweden’s wage earners.4 They ignore, however, the
fact that the same policies have also (by concentrating economic power) given
capital powerful resources as well.
AN INTRODUCTION TO SWEDISH TAX POLICY

Swedish tax policy is redistributive, but not in the traditional meaning of
the term. Instead of a highly progressive tax system that taxes the wealthy
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and capital income at substantially higher tax rates than individuals and the
less well off, Swedish authorities have developed a tax system that protects
capital from an onerous tax burden and instead taxes personal income and
consumption exceptionally heavily. This system is redistributive because it
produces substantial revenue while promoting-rather than inhibitingeconomic growth. Jobs and a generous social welfare system are the joint
consequence of these somewhat unorthodox tax policies.
It is commonly-and wrongly-believed that Sweden has the most
progressive tax system in the world. As of 1988, Sweden had comparatively
high marginal income tax rates on the very wealthy, but these taxes were
easily avoided.5 Moreover, for most of the twentieth century, Sweden has
had lower marginal income tax rates for the wealthy than have most Western
democracies. Only since the 1970s have maximum income tax rates been
higher in Sweden than in the United States, for example.
Sweden’s net-wealth tax (a form of property tax) and inheritance tax have
almost certainly had some redistributive effects. But both these taxes are
avoidable for those with large capital wealth/income, and neither is
particularly onerous-for the very wealthy-by international standards.6
These taxes tend to be far more onerous for the middle classes and uppermiddle classes than for the very wealthy.
Taxation of the very wealthy in Sweden differs from the taxation of
average income earners because capital income receives more favorable tax
treatment than does earned income. Sweden has historically been an open,
internationalist, capitalist economy and has treated its capitalists with utmost
care. The taxation of these rich individuals is well illustrated by a comment
of British fiscal economist Cedric Sandford after a study tour of the Swedish
tax system: &dquo;An eminent Swedish economist said to the author in a private
conversation: ’Our finance minister is the enemy of the millionaire and a
friend of the multi millionaire.’ His measure of ’a millionaire’ was Swedish
crowns, not pounds sterling; so that a sterling paraphrase might be the
provisions favored the millionaire but not the man with £100,000.&dquo;~
This statement should not be taken to imply that the rich as a group do not
pay taxes in Sweden. On the contrary, as a group the rich bear a heavier tax
burden than do either their British or American counterparts. It is largely the
extremely rich (by Swedish standards) capitalist who is able to use &dquo;tax
expenditures&dquo; to bring down the effective tax burden. Swedish taxes are
often blamed when entertainers, movie directors, and tennis players emigrate.
Owners of large manufacturing interests, in contrast, are much less inclined
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to leave Sweden because of heavy taxes. The

key here is that the Swedish tax
system is designed to encourage the use of capital (because this contributes to
growth and jobs) but to tax stagnant wealth very heavily.8
Taxes on corporation profits are justified in most countries on one of two

grounds.9 First, corporate taxes are levied in an attempt to tax the income and
wealth held by the rich in corporate form. It is commonly believed that
without these taxes the rich owners of capital would effectively be able to
avoid a large share of their just tax burden. Second, the tax is justified by the
argument that corporations benefit from certain advantages inherent in this
form of economic organization. In this case it is reasonable to discriminate
against this form of enterprise, regardless of the actual incidence of the tax.
Corporate taxes in Sweden, however, serve an entirely different purpose.
In Sweden corporate taxes have been converted into an instrument of
economic policy. Successive Social Democratic governments have extended
a set of deep tax expenditures (in the United States these are commonly called
&dquo;loopholes&dquo;) designed to encourage investment and savings, iron out
fluctuations in the business cycle, and concentrate Sweden’s economic
resources into its largest and most profitable corporations.l° In Sweden,
unlike any other country that this author is aware of, taxes on corporate
profits are inversely related to both profitability and size. In other words, the
larger and more profitable a corporation, the lower its tax ratesI
The results of these policies have been to encourage economic growth,
economic concentration, high and stable investment, stable employment, and
very low corporate tax yields. In 1980 among the OECD countries Sweden
had the heaviest tax burden and the lowest yield from corporate taxes.
The Swedish taxes that are exceptionally onerous in comparative
perspective are the flat-rate local income tax (30 percent on average), the
national VAT (24 percent), and the flat-rate social security tax

(36 percent).12
Table 1 shows the effective distribution of total tax burdens in Sweden in
1981. Earnings over 1,000,000 kroner a year (approximately ten times the
average annual income) pay a lower effective tax rate than those earning an
average-or even half the average-annual wage.l3 Despite the somewhat
surprising distribution of effective tax rates in Sweden, there is no question
that the system, taken as a whole (both taxing and public spending) is highly
progressive. But contrary to many expectations, the Swedish welfare state
has been progressive not because it pulls down the top but because it pulls up
the bottom. Table 2 demonstrates the change in wealth distribution in
Sweden since 1920.

Table 1

by Income Group, 1981
(Swedish kroner)

Total Effective Tax Burden

NOTE. All taxes excluding corporate income and death taxes. It was assumed for
the purposes of this table that the effective distribution of consumption taxes was the
same in Sweden as in Norway.
For a fuller discussion, see Sven Steinmo, &dquo;Taxes,
Institutions, and the Mobilization of Bias: The Political Economy of Taxation in
Britain, Sweden and the United States&dquo; (Ph.D. diss., University of California,
Berkeley, Department of Political Science, Dec. 1986).

SOURCES. Computed from Riksrevisionverket, Statistika Meddelanden 7, no. 1
(1983): tables 4.8, 5.1, 10.7; and OECD, The Impact of Consumption Taxes at
Different Income Levels (1981).
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Over the past fifty years, wealth has become more equally distributed in
Sweden than in any other Western democracy. &dquo;This does not mean,
however, that the richest households have become less wealthy in absolute
terms because the total taxed household wealth in 1975 was 14 times larger
than in 1920, while at market prices it was 23 times larger.&dquo; 14 Instead, as in
all modem industrial societies, the poor have become substantially richer.
The process has gone further in Sweden, however, because the poor have
been lifted higher there than anywhere else.

Table 2
Swedish Wealth Distribution, 1920-1975

NOTE.

Percentage

of

net

assessed wealth at market

prices

owned

by

the top

1,

2, 5, 10, and 20 percent of all households.
*At market

prices.

SOURCE. SOU, L6ntagarfond
growth) (Stockholm, 1979), 74.

och

Kapital Tilväxt (Wage-earner funds

and

capital
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CONCENTRATION

The impressive &dquo;economic miracle&dquo; that benefited Sweden between 1930
and 1970 is so well known that it needs little attention here, 1 Sweden’s tax
policies contributed significantly to these outcomes both because they
encouraged stable patterns of investment and because they encouraged the
rationalization of Sweden’s capital resources into the hands of Sweden’s
most successful capitalists. This has meant an immense concentration of
economic power.
Today Sweden has one of the most concentrated economies in the
Western world. A recent Industries Research Institute (IUI) report revealed
that in 1982 the ten largest Swedish companies accounted for 33 percent of
all domestic value added and 62 percent of total value added if international
operations were included in the calculation. The five largest companies alone
accounted for 25 percent of domestic and 42 percent of total Swedish value
added.l6 Significantly, this study pointed out that Swedish industry was
substantially more concentrated than that of any other Scandinavian country.
As one Swedish news daily reported, Sweden was in &dquo;a class by itself.&dquo;17
Swedish export-oriented companies are particularly concentrated. In 1976,
50 companies accounted for 91 percent of Sweden’s exports In 1984, the
top 20 companies accounted for half of all exports and the top ten for
36 percent
Not only is industry highly concentrated in terms of industrial output, but
ownership and influence within the Swedish economy are also highly
condensed. In 1975, 0.2 percent of all stock owners owned 36 percent of
all personally held stock and 1.8 percent owned 62 percent.2° Even these
figures tend to underestimate the concentration of influence within the
Swedish economy. C. Wright Mills and William Domhoff would be
staggered by the comparative fragmentation of economic power in the
American economy.21 A 1968 official study commission (SOU) entitled
&dquo;Ownership and Influence in the Private Economy&dquo; revealed that three large
banks had direct or indirect influence in virtually all large Swedish industrial
concems.22 Since that time the two largest banks have merged, leaving only
two major financial institutions to dominate Swedish economic life. In 1968
SOU also reported that seventeen families or financial groups controlled most
of Swedish industry and employed over 400,000 employees in Swedish
factories in 1963.23 As one might imagine, these findings caused a stir
among the Swedish Left. But mostly token public policies emerged to deal
with this profound centralization of economic power until the Social
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Democrats

were

removed from office. Even so, economic concentration has

sharpened.
On January 29, 1984, the Stockholm newspaper Dagens Nyheter
reported that the eleven top officials in the two major banks held 125
positions on the boards of directors of Sweden’s 30 largest companies, with
which these banks had close financial ties. Dagens Nyheter also noted that in
Denmark and Finland it is illegal for bank officials to sit on the boards of
companies with which the banks have financial dealings. But in Sweden,
&dquo;interlocking directorships are very normal.&dquo;
The Wallenberg family’s wealth and economic power are well known
&dquo;

even

outside Sweden.

The largest group-the Wallenberg group-exercises its dominating influence over
main parts of the Swedish economy through a private tax-exempt foundation, the
Wallenberg foundation for research and education. This foundation in turn owns two
large investment funds, which again own large parts of the stock of the most
important Swedish corporations. The group could strengthen its power and influence
during the years of Social Democratic government and with its consent. In fact the
concentration of capital in Sweden has reached a point where it is probably
unparalleled in any capitalist

society.24

heavy concentration of economic power within the Swedish
economy is not accidental. Both Swedish history and Social Democratic
policies have contributed to this outcome. Late and rapid industrialization had
important consequences for the character of Swedish capital ownership and
organization. As late developers, Swedish capitalists did not have the luxury
of starting small manufacturing concems in which they could innovate and
build an industrial base. Instead, Swedish capitalists had to compete
internationally with British and German firms that had already achieved great
economies of scale. By 1872 corporations employed 45 percent of all
industrial workers; by 1912 this figure had risen to 80 percent.25
In addition, Social Democratic govemment policies have specifically
encouraged the concentration of capital.26 Here I cannot detail all the many
Social Democratic policies to encourage the further rationalization of the
Swedish economy, but a brief list of a few of the most important tax policies
that have pushed in this direction is illuminating. In addition to the structure
of the Swedish corporate tax system (see above)-which discriminates
against small, new, and less profitable companies in favor of large and highly
profitable firms-corporations are exempt from capital gains taxes on the sale
of stock or bonds and from taxes on profits eamed through corporate mergers
(with approval from the Ministry of Finance). Moreover, the interaction of
wealth and profits taxes discriminates heavily against small entrepreneurs.
The
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Because individuals must pay wealth taxes on the value of privately held
companies, they are forced to extract very large wages for themselves in
order to pay (1) the income tax on this income and (2) the wealth tax on the
company. Until 1978 an individual owning a company worth 100 million
Swedish kroner (about U.S. $10 million), for example, had to pay 2 million
kroner in wealth tax on this company annually. But to have this much cash
after paying income and social security taxes, he or she had to take at least
17 million kroner out of the company each year just to pay the wealth tax.27
Corporations, of course, are exempt from wealth taxes.
Remember that money squeezed out of small and/or slow-growing
Swedish enterprises is either consumed, simply held as wealth (in either of
these two cases it is taxed at very high rates), or finds its way back into the
Swedish capital market, where it can be used by the banks and the successful

large companies.
A HISTORY OF SWEDISH TAX POLICY

The SAP was from its inception an anticapitalist party whose goal was to
end what it called &dquo;bourgeois society&dquo; in favor of a new socialist order. The
party had no intention, originally, of building a comfortable capitalist society.
Swedish Social Democrats, like most of their social-democratic brethren
around the turn of the century, were deeply embroiled in the question of
participation in parliamentary policies. Opponents argued that so doing
would inevitably diffuse the radical ambitions of the party and lead to the
co-optation of the party into the capitalist order. Proponents argued that
political democracy was a necessary step toward a socialist order. Moreover,
society was not yet ready for socialism, and during the interim period the
party had a duty not only to mobilize workers but to fight for policies to
improve their lot.28 The redistribution of wealth through steeply progressive
taxes was a cornerstone of this belief.
Swedish Social Democrats developed an extensive set of tax policy
demands early in the first decades of this century. Their basic commitment,
unsurprisingly, was to increase personal income, corporate profits, and
individual wealth taxes, as well as to eliminate consumption taxes and import
duties.29 Herbert Tingsten summarizes the 1920 party position as follows:
In the question of taxation, amongst others, the programme commission stated that a
definite distinction should be made between income which resulted from labor and
income which did not. Socialism did not consider incomes resulting from land
ownership, capital and market-profits to be legitimate, therefore believing that they
should be highly taxed even in the present

society.30
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Until 1918, however, the Socialists had no voice in government and were
unable to effect the tax policies they desired.31
After the adoption of universal manhood suffrage in 1918, the Social
Democrats became the largest party, with 31.1 percent of the vote. Due to
the bourgeois parties’ opposition, however, they were able to join the
government only as a junior partner to the smaller Liberal (Folk) Party. Their
large electoral vote did enable them, however, to demand the immensely
important ministership of finance. The party leader, Hjalmar Branting,
assumed the post in 1918.
But despite the Socialists’ loud demand for more-progressive taxation
and the still-radical rhetoric of Social Democratic electoral platforms, the tax
policies pursued during Branting’s tenure in the Finance Ministry were far
from radical. There can be little doubt that Branting would have preferred a
more-progressive tax system, but as a junior partner to the government his
leverage was limited. Income taxes were increased, but these increases were
minor compared to those pursued by Liberal and Progressive governments in
Britain and the United States in this same decade. By 1921 the maximum tax
rate in Sweden did not exceed 26 percent of income, whereas in Britain it
was at least 60 percent and in the United States 77 percent.32
It is not that the Social Democrats did nothing when they first came to
power, only that what they were able to do while in office was rather limited.
This was only the first occasion where minority status blunted Socialist
ambitions; as we will see, this is an oft-repeated phenomenon.33
BOURGEOIS RETRENCHMENT, 1920-1932

The initial enthusiasm of a party on the move was soon complicated by
the realities of government. Although the party gained votes in each of the
five elections following extension of the franchise, it was never able to gain
the support necessary to govern Sweden alone. Instead, it participated in a
series of minority and coalition governments (usually with the Liberal Party).
Thus despite the now well-established principle of popular government, no
government could effectively rule. The 1920s came to be called the period of
&dquo;committee government&dquo; because most major policy decisions (including tax
decisions) were taken away from the fragmented parliamentary arena and
handed to commissions of experts and/or party elites.
This period was decisive for SAP development because it was here that
party leaders were educated in the &dquo;practical formation&dquo; of public policy.34
Because no government (the SAP participated in three of the seven
governments between 1918 and 1932) could push its policies through
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at least one other party, every government
for
need
was forced to accept the
compromise at the outset. The period,
therefore, also became known as the decade of &dquo;bourgeois retrenchment&dquo;
because compromise meant that neither the socialization measures nor the
redistributive tax policies demanded by the SAP in the previous decade had a
reasonable chance of legislative success.35
Government expenditures actually fell during most of the period-from
1,370 million kroner in 1920 to 1,310 million in 1928. Taxes on the rich
also fell and taxes on the poor increased.36 The Socialists in parliament were
reduced to demanding greater public assisance to aid the desperate and to
decrying the &dquo;unfair&dquo; reliance on indirect versus direct taxes, but their
perpetual minority status gave them little leverage to outweigh bourgeois
votes in the Riksdag.
Despite their ability to legislate redistributive taxes, the Socialists were
very active on the rhetorical front. &dquo;There was definitely a gap,&dquo; reports
Tingsten, &dquo;between the mild appeals made by the party leaders in parliament
on account of the positions adopted by other parties and the violent
accusations and sweeping promises made to the working classes.&dquo;37 Again,
steeply progressive tax policies were critical to the promises made to the
working classes. Ernst Wigforss, the rising Socialist ideologue, argued that
taxation was too important a tool to be used only as a revenue generator.
Instead, he introduced the &dquo;social policy tax principle,&dquo; implying that even the
ability-to-pay principle-by now largely accepted by all parties-did not go
far enough. Taxes should be used to redistribute wealth and alter property
relations in society. Capital flight and decreased capital accumulation, he
further argued, were unimportant obstacles against the need for a more
equitable and just society.38 Backed by the economic writings of
Knut Wicksell, Wigforss re-emphasized the SAP pledge of significant
increases in the progressivity of both income and wealth taxes and the
elimination of indirect taxes.
But the Socialist demands for steeper taxes never came close to legislative
success. The parties of the Right effectively used these proposals in a
propaganda attack against the party, arguing that these ideas clearly indicated
the Social Democrats’ desire to bring about &dquo;socialism&dquo; in Sweden. Finance
Minister N. Ohlin’s (Conservative Party) response to a request for a
commission to examine the issue of increased direct taxes was: &dquo;[The
Socialists] want to win their socialism now through a new softer, smoother,
but equally dangerous means; through the confiscation of the fruits of the
individual’s work, ability, and savings.&dquo;39

parliament without support from
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these attacks were taken to the voters and proved quite
successful. Not only did the Social Democrats lose fourteen seats in the next
election (1928), but they also substantially toned down their rhetoric (at least
for the next twenty years) in terms of how far they wanted to use taxes to
redistribute wealth. Party elites generally agreed that the 1928 electoral
setback was a direct consequence of the party’s (perhaps ambiguous) stand
on socialization and that platform moderation was needed to make electoral
advances.
Partly because of the electoral setback and partly because of their
experiences in sharing power, SAP elites began to reformulate what was
ideologically desirable and politically/economically feasible.4° Although the
appeal to radical redistribution and economic socialization was a staple of
rhetoric, &dquo;more subtle and varied meanings were also attached to
socialization ... more importance was expressly assigned to increased
production in eradicating poverty. It was held that poverty could not be
wiped out solely by equal distribution, that greater production was a
precondition.&dquo;41 As Hugh Heclo notes, &dquo;even Socialist ministers would
necessarily be recruited into the practical formulation of social policy.&dquo;42
This was no less true of the SAP elites who sat in the Finance Ministry
(Branting, F. W. Thorsson, and Wigforss) than of the ministers in the
spending departments Heclo examines. Diane Sainsbury describes how this
process worked in the important commission on socialization and industrial
democracy, which was initiated by the Socialists in 1919. No substantive
proposals emerged, but the commission served the important function of
educating its political members to the realities of economics, at least as
experts saw them. &dquo;Key figures in the party who were members of the
commission were forced to come to grips with the practical problems of
implementing socialization measures.... The upshot was that
socialization came to be increasingly viewed in terms of promoting a better
performance of the economy.&dquo;43
I do not mean to suggest that the SAP leaders had betrayed the ideals or
goals of their party. Rather, the Socialist elite’s understanding of how to best
champion the interest of the working class was changing. First, if their
experience between 1917 and 1932 taught them nothing else, it taught them
that they needed to gain a stronger electoral base to do their core constituents
much good; to gain this base they needed to soften their rhetoric. Thus, in
the attempt to widen electoral appeal, the rhetoric of class conflict-common
to the language of the 1920s-was losing its position within the party and
giving way to two separate concepts: &dquo;the people&dquo; versus &dquo;class,&dquo; and

Ultimately
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&dquo;co-operation&dquo;

versus

&dquo;conflict.&dquo;44 Second, the elite’s position on what the

party should do once it attained power was changing. Rather than nationalize
industry and fundamentally redistribute wealth,
the administration and/or the development of the welfare state,
find a further basis for its policies in strata not belonging to the
working class, through readiness to make compromises; its ideology was to maintain
the market economy, to set its limits through a legislative framework, to counter its
short-sighted fluctuations through anti-cyclical policies, and to neutralize its negative
effects through social and fiscal policies. The rallying cry was full employment,
economic growth, fair division of national income and social
the Party’s task
its method was

was

to

security.45
&dquo;

Thus, the very concept of socialization of the economy

coming to
implications. Replacing radical redistributive and nationalization
policies, Social Democratic elites gradually came to perceive the interests of
their working-class constituents in economic planning and economic
growth.46 Taxation, one of the tools at the disposal of government, was to be
the advance troop in the new economic planning game. Importantly, the right
of private ownership was no longer seriously questioned (by SAP elites, at
least). Rather, its economic ill-effects were to be brought under control. The
question was gradually becoming, as Erik Asard has put it, &dquo;How can we
abolish the negative effects of capitalism without, at the same time, injuring
have

was

new

the laws and mechanisms of the system itself?&dquo;4~
THE SOCIALISTS IN

POWER, 1932-1938

The deepening economic crisis, and the failure of Liberal policies to deal
with its social consequences, brought a turnaround in SAP electoral fortunes.
The 1932 election gave the SAP 41 percent of the popular vote. The next
largest party, the Conservatives, received only 23.5 percent. Now, finally,
the Socialists in the party hoped (and the nonmembers feared) the march
toward socialism could begin in earnest. If not real socialism, at least taxes
on income and wealth could be substantially increased and the party’s pledge
to eliminate regressive taxes could be enacted. These hopes (or fears) were
not, however, to come about.
Two principal factors prevented the enactment of radical/redistributive tax
measures (to say nothing of socialization measures), factors that will recur in
the following narrative: the Socialists’ minority status, and bureaucratic and
intellectual arguments. Even with 41 percent of the vote, the SAP could not
form a government alone. Coalition meant compromise. The logical
coalition partner was the Farmers Party. But in exchange, the Farmers
demanded import duties (the so-called Cow Deal). Thus, despite the
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Socialists’ long-standing promise to repeal regressive import duties, the party
forced to increase agricultural tariffs-if it wanted to attain government.
Second, the new minister of finance, Ernst Wigforss, had been
convinced by his chief economic advisers and the leading economic thinkers
of the time, the so-called Stockholm School,48 that the time was not right for
income tax increases. Unemployment among labor union members had
reached 30 percent by 1933, and this was a problem of profound
significance to the Social Democratic, the Liberal, and the Farmers parties.
Not surprisingly, the government turned its attention to addressing Sweden’s
most obvious and pressing problem: unemployment. Soon after entering
office, the new government initiated a series of employment policies, as
advocated by several of the elite economists of the Stockholm School.49
These policies were not, however, radical and were advocated by
nonpolitical economists, who without question desired to correct some
imperfections in the capitalist market, not to bring it down. Importantly,
Gunnar Myrdal particularly opposed increases in direct taxation, believing
that the uneasy capitalists needed stimulation, not repression. Apparently his
argumentation was sufficiently powerful to force a turnabout in Wigforss’s
position.50 Thus, despite Wigforss’s longstanding commitment to correct
Sweden’s &dquo;unjust&dquo; tax burden, he felt compelled to raise consumption
taxes-not income taxes-quickly after assuming his ministerial post in
1933.
On the other hand, Wigforss could find no economic logic to prevent
increases in wealth and death taxes. &dquo;One can have divided opinions on the
weight of the objection to economic inequality. That it is not lacking in
importance should be fully realized. But the conclusion that great wealth
should be left untouched is a bit sloppy.&dquo;51 In 1933 he introduced an estate
tax modeled after Britain’s death duties but failed to get the necessary support
in committee. A special wealth tax, however, was imposed on the very
wealthy, with rates of up to 0.5 percent of net assessed wealth holdings.
This wealth tax differed from the imputed income from wealth tax of 1910 in
that it was a direct levy and its rates were unrelated to the taxpayer’s income
tax rates.52 Income taxes, however, were not raised until 1938. Even so, the
maximum combined income and wealth tax rate rose from 26.7 percent to
only 42.2 percent by 1939.53
Thus, in comparative perspective Swedish taxes were quite moderate,
even in 1938. Part of the explanation is that until 1936 the Socialists simply
did not have a majority in parliament to push through more-progressive
income taxes. But in the 1936 election, the SAP increased its percentage of
was
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Riksdag seats to 48.7 percent and the Socialist Left Party (the Communist
party) increased its share to 2.2 percent. Together these parties did have a
majority in parliament and were able to push through the wealth and
inheritance tax policies described above. But why didn’t the 1936-1938
government enact the &dquo;radical&dquo; tax policies for which the SAP had been
arguing for over two decades?
Any answer to this question must acknowledge the influence that
economists like Myrdal and Erik Lindahl had over Wigforss and other key
political leaders. For example, in 1936 Wigforss commissioned a study to
examine some of the arguments and hypotheses presented by Lindahl in the
late 1920s. Although finding that the Swedish tax burden was lower than
that in some European countries and higher than that in others, the study
reiterated a point Lindahl made in 1931 by quoting him directly: &dquo;We can
confirm that some classes of capitalists are personally movable between
countries; therefore, we must take the total tax burden [indicating the problem
of double taxation] on share owners in other lands into account when
considering the effects of corporate taxation on capital distribution in our own
country.&dquo;54 These warnings clearly had an effect. Maximum income and
inheritance tax rates on very wealthy individuals remained well below those
found in Britain and the United States, for example, until the 1970s. Indeed,
it would not be until 1936 that Swedish tax revenues climbed back to their
level in 1920-1921 (1,200 million kroner or 12 percent of GNP).55
Instead, despite the radical rhetoric of only a few years earlier, Wigforss
(much like his counterpart Philip Snowden, the first Labour chancellor of the
Exchequer) changed his mind about how best to promote the interests of his
party and of the class it represented. He apparently had been convinced that a
radically redistribuive or punitive tax policy directed at the very wealthy
would be bad for Sweden’s capitalist economy and, therefore, bad for his

party.
THE HISTORIC COMPROMISE

Unemployment was only one of the major problems of the mid-1930s
confronting the SAP government. Labor unrest was equally troublesome and
a clear impediment to future economic prosperity. Sweden had the highest
strike rate of any European country in this period, and it was quite clear to the
Socialists that both their political future and the long-term advancement of
working-class interests depended on a higher degree of labor peace than
Sweden had heretofore

experienced.56
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In the 1920s a number of laws had addressed the labor problem (often
with SAP support), but it was widely agreed that they had been ineffective.
After its electoral victory in 1936, the SAP continued this policy line and
legislated measures designed to force workers and employers to the
bargaining table. But again, these measures were perceived as inadequate.
It was in this context that the Socialists decided to engage the major
business federation (the SAF) and the major labor organization (the LO) in
direct consultations over how best to alleviate the labor problem. These
consultations, held in the resort town of Saltsjobad, proved to be the
cornerstone of the historic compromise on which much of Sweden’s political
and economic success has been based. &dquo;Wigforss’s point of departure was
that neither the labor movement nor business interests could realistically hope
to resolve the conflicts between them by suppressing the other party. For the
foreseeable future both parties thus had to recognize the existence of a very
powerful adversary.&dquo;57 Some common ground, some compromise, had to be
found. For capital, this meant that they recognize that the SAP was there to
stay and that they could be wounded by socialist legislation. For labor,
according to Wigforss, it meant &dquo;that the representatives of political power
admit the necessity of maintaining favorable conditions for private enterprise
in all those areas where they are not prepared without further ado to replace
private enterprise with some form of public operations. &dquo;58 The SAP was not
at that point willing to nationalize industry, both because the economy could
not withstand the shock and because the party could not withstand the
electoral backlash. The Socialists’ &dquo;willingness to compromise&dquo; reflected the
party’s desire to &dquo;avoid a head-on confrontation with business in order to
consolidate their control of the government. &dquo;59 Clearly, nationalization or
socialization was possible in the short run (the Communist party’s support for
such measures was guaranteed and together these parties had a legislative
majority), but in the longer run such radicalism would have been politically

destabilizing.
In sum, concessions to

big capital had to be made. Tax reform in favor
of large corporations proved to be the glue that made the historic compromise
stick. Up to this point, the SAP had been committed to steep taxes on profits
on the grounds that market profits were simply illegitimately obtained surplus
value. &dquo;Just as capitalism was denounced, despite the fact that it was
considered to be a necessary stage of development, so were the trusts
[corporations] denounced with great energy as an apparatus for the perfection
of exploitation. &dquo;60 But in 1938 the party elite adopted a series of corporate
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expenditures designed to lessen the tax burden on Sweden’s biggest and
profitable corporations.61
These policies were noteworthy not only for their generosity toward
capital, but also for their tendency to favor large, established, and profitable
corporations (those best represented in the SAF) over smaller, newer, and
less profitable companies. This was a complete reversal of SAP policy.
Early in the century, the Swedish Social Democrats had come to believe that
tax

most

the small-farmer and small-merchant classes had more in common with the
working class than with their capitalist &dquo;oppressors.&dquo; A critical decision was
made to join forces with these groups in opposition to the corporations and
trusts. Now the SAP pursued a line (again one advocated by the Stockholm
School) that argued that the future well-being of Sweden depended on the
structural rationalization of its economy.62 This meant, in effect, that smaller,
less-efficient producers were to be squeezed out and that capital resources
were to be directed toward Sweden’s largest and most successful corporate
enterprises. Corporate tax expenditures were specifically advocated because
they would contribute to rationalization without tempting politicians into
trying to pick winners and losers or otherwise direct the capitalist economy.
Unsurprisingly, Sweden’s biggest capitalists favored these policies.
They had long argued the need for structural rationalization and particularly
for policies that favored big corporations over the smaller private
entrepreneur.63 Thus though once the Social Democrats had merged the
future of the working class with that of the farmers, merchants, and middle
classes, the party was now conceding that the working class’s well-being
depended on strong and healthy corporations as well.
The corporate tax reforms of 1938 were also significant in that they, in
effect, conceded to the capitalists that the market should be the principal
allocator of investment decisions. Direct state intervention was to be shunned
in favor of market-enhancing policies, like tax expenditures.64 In a
conciliatory speech to capitalists in 1938, Wigforss admitted that private
management might sometimes be more efficient than public. He also agreed
that no single form of management was suitable for all conditions and that
private investment could on occasion be a perfectly satisfactory, even
preferable, alternative to public investment. As the economy recovered and
the war ended, &dquo;a more far-reaching regulation of production from the public
side would not need to be considered. &dquo;65 Or, as Walter Korpi has admitted,
&dquo;The necessity of maintaining favorable conditions for private enterprise,
acknowledged by Social Democrats, eventually meant that economic growth
&dquo;
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largely on the terms of capital. Company profits steered the
development of the economy.&dquo;66
Finally, the corporate tax expenditures of 1938 were also significant
because they reveal the remarkable power of the minister of finance over tax
affairs vis-A-vis his own party. The tax measures discussed above proved to
be a major if largely unnoticed victory on the part of Wigforss over Socialist
MPs in the parliamentary Ways and Means Committee (Bevillnings utskott).
These reforms were opposed by all eight Socialist MPs on the committee,
who argued that these reforms would reduce the intake of the municipalities
and discriminate against low-profit companies.
It cannot be known today whether these MPs missed the point of these
proposals or whether they were opposed to the economic logic inherent in the
new corporate tax system. At any rate, the Parliamentary Yearbook (Riksdag
Arsbok) of 1938 reports that the free-depreciation system, in particular, was
considered a major victory for business interests. The proposal &dquo;constituted a
solution to a question that had for a long time been of concern for
businesses.&dquo;67 But because of party discipline on the floor of the Riksdag, it
was left to a Communist MP to make this biting comment:
&dquo;Minister Wigforss has earlier declared that this has been a long-standing
desire for business. That is correct, they have had this goal for nearly twenty
years. Now the Right can be very pleased with its triumph.&dquo;68
Although union elites had long advocated structural rationalization, it
could scarcely be argued that they advocated increased corporate profits.69
Wigforss was able to get at least tacit support for these tax measures because
LO elites were confident of the longer-run benefits. As Jonas Pontusson
points out, the LO’s willingness to cooperate must be seen &dquo;as an expression
occurred

o

of the belief that Social Democratic control of the government would insure
that economic rationalization and structural change conformed to the interest
of labor,.&dquo;70
The LO’s trust was to some extent immediately justified. Although the
corporations did very well in 1938, some of the wealthy who owned those
corporations were not necessarily pleased. Along with the corporation tax
expenditures initiated in this year, Wigforss also increased income, wealth,
and inheritance taxes. 71 Wigforss clearly agreed that inequality was necessary
for capital accumulation and economic growth in a capitalist economy like
Sweden’s, but the need for productive investment did not in itself justify
massive wealth holdings and conspicuous consumption. In short, although
he may have been a &dquo;class collaborationist,&dquo; Wigforss had not totally turned
his back on all of his tax-policy ambitions. Although he was often viciously
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attacked by the Right for &dquo;introducing socialism,&dquo; Wigforss was well armed
with detailed government reports demonstrating that the effective tax burden
in Sweden was less than that found in neighboring countries.~2
on
In sum, by 1940 the basic foundation of Swedish tax policies was
already well established. Corporate tax expenditures, which discriminated in
favor of large, expanding corporate enterprises, were in place and approved
of by all the relevant participants in the decisionmaking process. Despite
many years of Social Democratic governments, income and inheritance taxes
on the wealthy remained quite low by intemational standards (approximately
50 percent on very high incomes in 1940) .73 On the other hand, a net wealth

capital

tax was in

place.74
WORLD WAR II

Wartime tax politics in Sweden followed a pattern familiar throughout the
Western world. Revenues increased dramatically. Although no one wished
for tax increases, few were willing to sacrifice preparedness for personal
gain. Wartime in Sweden, as elsewhere, was also significant for the high
degree of cooperation among business, labor, and the state. Given the
historic compromise of the 1930s, however, Sweden was clearly positioned
much better than most countries to forge a successful relationship among
these partners. The war cemented the relationships that Saltsj6bad began.
A particularly important effect of the continuous and cooperative
communication between elites over economic policy and defense readiness
was the strengthening of the power of these elites vis-~-vis their

organizations.
The demand for social responsibility [samhallansvar] and class collaboration meant
At the Congress of 1941,
even more centralism and discipline in the organizations.
the LO pushed through a rule change that powerfully restricted the member-unions’
independence. Conflict measures were in practice forbidden. The LO increased its
control in the association and got the right to stop all strikes that created difficulties
and affected more than 3 percent of the association’s members.75

Thus power was further centralized into the hands of the small elites of
labor and industry leaders. More important, this centralism also implied the
expanding power and influence of technocratic elites. In order to
communicate and cooperate with the Ministry of Finance over the details of
economic and tax policy, these organizations had always needed technical
expertise, but as the level of cooperation increased, so did their need for
sophisticated analytic capabilities. Influence over policy depended on access
to information: this led to increased research and research capacity, and this
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ultimately led to the increased influence of technocrats over the positions and
perspectives of the organizations’ constituent units.
Officials working for a representative institution almost inevitably have a
perspective different from that of their more political counterparts. For the
Swedish labor movement, this meant that the goals of rationalization,
efficiency, and economy came to dominate during the war. Wage restraint
was an essential element of these policies. After the war, it was promised,
&dquo;harvesttime&dquo; would come, and the working class could reap the benefits of
its self-discipline.
HARVESTTI1VIE

As the war drew to a close, the trade union movement grew more radical.
Not only was there increasing conflict between the LO and the SAP, but the
Communists were also making headway. In the 1944 election, for example,
the Communist party took 10 percent of the national vote (increasing its
Riksdag membership from three to fifteen), whereas the SAP lost nineteen
MPs, reversing the post-1932 trend.
A number of specific issues contributed to the SAP decline, but it is clear
that what was being challenged was the Social Democrats’ commitment to
progressive idealism. For example, it was commonly held that the tax burden
on the lower classes had increased heavily during the war years, whereas the
tax burden on the wealthy had increased much less significantly.76 The Left
argued forcefully for an end to a situation in which the wealthy benefited from
the international demand for Swedish products (both during and after the war)
while workers were asked to pay for defense and were not allowed to strike
for higher wages. The Social Democratic congress announced in its 1944

program:
The

goal of social democracy is to reformulate the economic organization of
bourgeois society so that the right to determine production is placed in the hands of
all citizens; that the majority is freed from dependence on a minority of capitalists;
and that a social order built on economic classes gives way to a community of free
and equal citizens.
The Communists were also making headway in grass-roots union
organization. In 1945 they led a metalworkers’ strike that shook both the LO
and the SAP’s confidence in their own leadership. In the 1946 election,
Communist strength grew to 11.2 percent. More important, the Communists
took 32 percent of the working-class vote in Stockholm and 40 percent in
Gothenburg. &dquo;Such percentages kept alive Social Democratic fears that the
Communists might succeed in splitting the working class in half. &dquo;77
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The

comparatively

radical tax reforms that

were soon to

must be seen in this context. It is indeed difficult to

separate

be introduced
to what extent

and other party elites were personally motivated in a more
redistributive direction (his public rhetoric would certainly support this view)
or to what extent they felt driven by electoral considerations to move to the
left.78 Whatever the exact explanation, it is clear that the Socialists, under the
personal stewardship of Wigforss, embraced a new tax strategy, a strategy
that was new not only because it was more progressive than tax policies
pursued in the preceding fifteen years, but also because it was

Wigforss

confrontational.
An ad hoc commission on direct taxation was established in 1945, and in
an unusual step, Wigforss openly stacked the commission with SAP
members and decided to chair the commission’s deliberations. 79 The
commission examined various strategies for reducing the tax burdens on the
less well off and finally recommended increasing certain tax deductions and
eliminating the sales tax. In exchange for these lost revenues, income taxes
on the wealthy were increased to a maximum marginal rate of 70 percent, the
corporate profit tax rate was increased, and a new &dquo;estate duty&dquo; (modeled after
the British system) was to be introduced
Although income tax and estate duty rates would still be substantially
lower than those found in either Britain or the United States at the time,8 the
proposals elicited a storm of protest. The estate duty, which would have
taxed a deceased’s estate at rates up to 50 percent, received particularly harsh
criticism. Of seventy &dquo;remiss submissions&dquo; (comments from official interest
groups) on the commission’s recommendations, only one (from the LO)
supported the idea. The tax debate, or more accurately the public criticism of
Wigforss’s proposals, dominated the press for a full six months. &dquo;No other
tax question in modem times has caused such deep ideological conflicts as the
death tax in 1947,&dquo; observed a Swedish author in 1972.82 But there was little
doubt in 1947 that the proposal would win in the Riksdag. Although the
Communists were also dissatisfied (they wanted stiffer estate tax rates and a
10 percent wealth tax on all incomes over 40,000 kroner), Wigforss counted
on their support, and with the Communists’ fifteen votes, the socialist block
had a comfortable majority.
There is little doubt that Wigforss did believe that harvesttime had come,
but it is reasonable to suggest (as Nils Elvander does) that the battles over
these issues were marked by &dquo;party-tactical reasoning.&dquo;83 Having so openly
moved to the left, the Socialists effectively undercut the growing Communist
strength. In the 1948 election, the Communists’ vote share fell to 6 percent.
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Unfortunately for the SAP, these votes did not turn to it. Instead, the
bourgeois parties gained strength.84 Now the Socialists’ biggest electoral
threat came from the Right. The electoral figures cited above do not
adequately reflect the degree to which the political winds changed in 1948.
The tax issue, particularly the estate tax issue, galvanized the Right (much as
the wage-eamer funds issue would three decades later). Not only were the
political parties very active, but perhaps more important, the bourgeois press
launched an all-out attack against the government and its &dquo;misguided&dquo;

policies.85
Not surprisingly, the Right’s campaign hit its mark. Due to the Social
Democrats’ unwillingness to sacrifice their electoral position, they were quick
to take a much more moderate line in the late 1940s. In the flurry of activity
during the 1947 Riksdag session several major pieces of reform legislation
had been pushed through,86 but shortly thereafter economic problems
(particularly inflation) and the need to reassure voters took precedence over
the desire for redistributive reforms. Harvesttime was over. The tempering
of radical ambitions did not imply a full-scale retreat, however. Rather, it
was time to consolidate: having undercut the political force of the Left, the
SAP was quick to pass measures specifically designed to reassure the

Sight. 87
The major economic measures taken after the initial upheaval of
harvesttime could hardly be called redistributive in the traditional sense.
Instead, the government focused on measures designed to further economic
rationalization and prosperity. To achieve these goals, the Socialist elite
apparently decided that a new era of cooperation was necessary and that the
heightened politics of confrontation would only end in frustration.
Several overtures were made in the direction of Swedish business, but
none was as impressive as the 30 percent devaluation of the kroner in 1948.
This move was particularly reassuring to business because the Socialists
extracted promises of wage freezes from the LO in both 1948 and 1949.
Taken together, these measures insured that capital would be able to exploit
the competitive advantage offered by the devaluation. Labor, on the other
hand, would be forced to accept a decline in real income.88
Next, in 1949, the new finance minister, Per Edvin Skbld, agreed to
form a new commission to examine the economic effects of direct taxation.
This was a significant move in that simply establishing the commission
implied concession to (and a willingness to compromise over) the argument
that Sweden’s direct tax burden was too heavy. The commission, staffed by
ways and means committee chairman Adolf Olson, LO economist
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Gosta Rehn, and bank director Gustav SOderlund, recommended, as
expected, that income, wealth, and estate taxes be reduced. The legislation
was

passed in 1952.89
THE POLMCS OF STABILITY

The most impressive feature of taxation in the 1950s was its
depoliticalization. Fiscal policy became the central instrument for
countercyclical management of the economy and was entrenched even further
into the domain of technical elites. The Investment Reserve Fund was
redesigned and made more attractive. (The Tax Investment Reserve Fund
was a special tax expenditure [loophole] invented in 1938 and designed to
allow corporations to &dquo;set aside&dquo; a portion of their profits during years of high
growth and high profits so that they would not be taxed. These funds, which
were deposited into a special bank account in the national bank, could later be
drawn out of the account during economic downturns on approval from the
Ministry of Finance. A substantial tax savings was thus realized.) Special
taxes on investment were imposed in 1952-54 and again in 1956-57 to
dampen inflation.9° Capital gains taxes were reformed in 1951, as was the
property tax in 1955. National income tax rates were lowered in 1952 and
1956.91 Depreciation schedules were manipulated, as were inventory
deductions in 1955. Finally, the divisive estate tax was repealed in 1958.
Even with this last measure, &dquo;there was a change from ideologically
motivated argumentation to a technical discussion. &dquo;92
By the mid-1950s, the SAP had been in power for over two decades. At
the beginning of this period, its tax policy positions were much like those of
its counterparts throughout Europe and America. Taxation was to be a major
instrument in the Left’s ambition to redistribute wealth, bust the trusts and
corporations, and finance programs benefiting the working class. At the end
of this period, this position was radically altered. Although still progressive,
the tax system in Sweden at this time was substantially milder (at least toward
the rich) than that found in either Britain or the United States. Moreover, the
corporate tax had been converted into an instrument designed to dampen
fluctuations in the business cycle and to contribute to the rationalization of the
Swedish economy, thereby discriminating in favor of Sweden’s most
successful capitalists. Finally, in the 1950s the total Swedish tax burden was
relatively mild by international standards.
Taken together, the Social Democrats’ tax policies contributed to their
country’s high postwar growth rate by encouraging investment in Sweden’s
most successful enterprises. These policies also clearly contributed to
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leveling business cycles in Sweden,93 encouraged high levels of employment,
and, therefore, maintained SAP electoral strength. Although substantially
different from the policies advocated earlier in the century, there is little doubt
that these tax policies were good for both the working class and its political
representatives.
Two decades of governing had, in the end, deeply affected SAP elites’
perceptions of what tax policies were in the best interests of their
constituents. The preceding ten electoral cycles had also taught them that
voters preferred stability to radical reforms. These realizations effectively
converted the SAP from a party demanding a radical redistribution of wealth,
income, and power into a party interested in constructing a comfortable
capitalist state, one in which capitalism would benefit workers and not just
the capitalists. Redistribution could, would, and did certainly take place, but
from this point on the Socialists effectively conceded that redistribution
would come as a result of pulling up the bottom by expanding the economic
pie. The battles over whether the party should work for pulling down the
top, bashing the rich, or tearing down the walls of capitalism had effectively
’

been settled.

Many significant battles were yet to be fought.94 But after the Social
Democrats had conceded the above, these battles would be waged over the
size of government within the capitalist economy. The Social Democrats won
most of these battles. More important, the costs of the massive expansion of
the welfare state that would take place over the next several decades would be
financed by the middle and working classes.
In 1959, Minister of Finance Gunnar Strang become convinced that more
revenue was needed than could be extracted through the then-current income
tax. The sales tax (which was repealed in 1947) was the most logical source
of new revenue, he concluded, because it could help dampen inflation, would
party too many marginal voters, and would have the least
significant economic side-effects. The tax was reimposed and has
subsequently been converted into the VAT; today Sweden has the world’s
heaviest consumption tax (see Table 3). The other major revenue source
used to finance the expansion of the welfare state has been social security
taxes.95 These flat-rate taxes on earned income are also the heaviest in the
world today. The Social Democrats have chosen to expand these taxes
because more progressive taxation is too destabilizing-both politically and
not cost the

economically.
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Finance Minister Strang was critically aware of the political problems he
would have if he tried to expand revenues through progressive income or

corporate profits taxes. Thus, if government programs were to expand, as
the Social Democrats hoped they would, the party would slowly have to
abandon its commitment to redistribution through the tax system.
Redistribution would come about through increased spending. Indirect taxes,
it was hoped, could be expanded with a minimum of political fuss. Table 4
demonstrates the effect of this change in logic. Whereas with progressive
taxation the Social Democrats had not been able to expand public programs
far beyond those of their democratic neighbors, indirect taxes facilitated their

expansionary goals quite well.
If the 1950s were stable or even comfortable for the Social Democrats,
the early and mid-1960s were a vacation. Sweden came to be recognized as
the richest, most progressive, and most egalitarian society in the world. The
Social Democrats, unsurprisingly, took the credit.
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Table 4
Total Tax Burden as a Percent of GDP

SOURCE. OECD, Long Term Revenue Trends, 1955-1980 (Paris, 1981); and
OECD, Personal Income Tax Systems (Paris, 1986).

The new, secure revenue sources (sales tax and the enlarged social
security tax) insured that social programs could be expanded. Continued
labor peace and the comparatively harmonious relations among business,
labor, and the state led Socialist elites to expect continued economic
prosperity and continued electoral support. The system appeared to work,
and the general directive seemed to be &dquo;stay the course.&dquo;
Tax policy was largely the domain of a small group of Finance Ministry
economists in constant contact with their counterparts in the major labormarket organizations. It is the 1960s that gave Swedish politics its reputation
for being boring. Two large commissions were initiated to study the entire
tax system, its workings, problems, and potential changes for the future.
These massive projects were dominated by technocrats and essentially
confirmed the existing system, especially the principle that new revenue
should not come out of the pockets of those who had the capacity to reinvest.
The parties of the Right continued to criticize the weight of the tax burden,
and the government, with the support of the Communists, continued to
increase it. Citizens opposed the expansion of the tax burden, but because
increases were hidden, the SAP did not suffer greatly from this opposition.
Companies continued to utilize generous tax breaks and &dquo;consolidate.&dquo;96
&dquo;

CRACKS IN THE FOUNDATION: THE WAGE-EARNER FUNDS

In the late 1960s trouble

began

business, and the state). Like

to loom for the

most modem

mdnage A trois (labor,
democracies, Sweden had its

share of student unrest in 1968 and youthful rebellion against authority. But
the real crisis occurred when iron ore miners in the north went on a wildcat
strike. The problem for both the LO and the Social Democrats was that it was

430

striking against the employer, they were also
that the LO had already signed. They were
a
against
wage
agreement
striking
in fact striking against &dquo;the system,&dquo; which gave them so little control over
their own collective bargaining. Moreover, because the national wage
agreements had been signed, the miners’ strike was illegal. Should the
Socialist government send in troops to force its working-class constituents
clear the miners were not only

back into the mines?
Ultimately the strike was resolved, but the ramifications of the rebellion
were deeply felt well into the next decade. The miners strike sent an
unmistakable message to the working-class elite: they were out of touch.
This realization shook the labor movement to its core. Had increasing
centralization (which was necessary for the continued success of the historic
compromise) alienated labor’s rank and file? Had the labor movement elites
become too complacent, too willing to compromise, too bourgeois?
It was not only union members who began to question the extreme
centralization of authority.
Writing of the development of the
environmentalist/anticentralist movement in Sweden, Walter Korpi tells us:

compromise was based on a deliberate effort to
other things, this entailed the collaboration off
the labor movement.... In the 1960s the Social Democrats thus found themselves
in a defensive position. The young people ... often viewed the Social Democratic
Party as having merged with technocratic structures and big business.97
The

political

formula of the historical

promote economic growth.

Among

One cannot understand the tax politics of the next decade or so without
recognizing these nagging self-doubts in the minds of many Social
Democratic leaders. Clearly, the momentum for continued centralization of
power was still potent.9g But now centrifugal forces were becoming
stronger, and with them more militant demands were becoming harder to

downplay.
The 1970s, then, were a period of increased radicalization within both the
SAP and the LO. Several specific policies were accepted, some of them with
greater enthusiasm than others, during this period. The most significant of
these, certainly, was the movement to an &dquo;individual&dquo; tax system demanded
by the leftists and feminists within the party. This move was radical in that it
meant that the Swedish tax system would ignore family circumstances in the
computation of individual tax burdens. Thus, a man supporting a family of
four would have nearly the same tax burden as a single individual with the
same income. This reform was desired because it meant that women would
no longer be taxed at the marginal tax rates of their husbands and thereby
would be more likely to join the job market. On the other hand, the new tax
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system would discriminate against families in which one parent (usually the
wife) decided to stay at home rather than join the work force. The point that
these families were most often working class did not escape attention. Other
tax reforms instigated during the early 1970s included increased marginal
income wealth and inheritance taxes for the very wealthy. At the same time,
tax rates for lower- and middle-income taxpayers were reduced somewhat.
The VAT, however, continued to increase.
By far the most significant issue for the labor movement, however, was
the &dquo;wage-earner funds.&dquo; The demand for the funds came about partially as a
result of the very success of the Social Democratic tax policies of the 1950s
and 1960s. Sweden had become a remarkably efficient and rational
economy, and with this rationalization came the concentration of economic
power in the hands of a small group of capitalists. This may have been
tolerable for, or even desirable to, the Finance Ministry, but it was more than
a little objectionable to the more radical elements within the party and the LO.
Thus, the wage-earner funds were initially conceived by their author, LO
economist Rudolf Meidner, as a mechanism to socialize the economy and
reverse the trend toward the concentration of economic power in private
hands. &dquo;It’s a power question,&dquo; reported the LO journal FACK. &dquo;Power
over people and production belongs to the owners of capital. With wageearner funds the labor movement can repeal this injustice. If we do not
deprive capital owners of their ownership, we can never fundamentally alter
society and carry through economic democracy.&dquo;99
Although immensely complex in practice, the basic idea behind the funds
was relatively simple. A 20 percent profits tax was to be imposed on
corporations. The revenue from this tax would be used to build up large
funds of capital to buy out most of Sweden’s major capital interests. These
funds would be controlled by trade union representatives and thus would
realize the age-old socialist ambition of transferring power over the means of
production to the hands of the working (now wage-earning) class. The time
for compromise with capitalism was over. Now was the time to begin the
transition to a new economic order. A new harvesttime had begun.
When the famous Meidner report was first released in 1975, the SAP elite
was aghast. Sensing a political bombshell, they tried to diffuse and sidestep
the issue, at least until after the 1976 election. &dquo;For the labor movement, the
Meidner report exposed a serious cleavage between the policy aspirations of
the LO and the political calculations of the Social Democratic party.&dquo; loo But
the issue would not be diffused; neither the radicalized LO nor the Right
would let the issue drop, as the SAP elite would clearly have preferred.
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The 1976 election was the first in 44 years to evict the Social Democrats
from office. It is unclear to what extent the funds issue hurt the SAP (many if
not most elites within the party felt that it was a decisive issue), but it was
clear that the majority of voters opposed the funds. Only 33 percent of
voters surveyed said they favored the funds in 1976, whereas 46 percent
1°I
were opposed and 24 percent said they were undecided.
The wage-earner fund issue resembled the estate tax issue of the 1940s in
several ways. First, the demand for a radical redirection in policy came from
an increasingly radicalized LO.
Second, party elites themselves were
of
self-doubt.
a
Together these factors worked to draw the
suffering period
labor movement to specific policy commitments that the majority of Swedish
citizens clearly opposed. Third, what was originally conceived as a
mobilizing issue for the Left was turned into a mobilizing issue for the
Right.lo2 Finally, the party suffered in the next election for their new-found
radicalism. Reformism was clearly acceptable to the majority of Swedish
voters, but radicalism was not. The wage-earner fund issue differed from the
estate tax issue, however, because it came at a time when the party was
already electorally vulnerable. The poor economic performance, brought on
largely by the international recession and increased oil prices, worked
together with the funds issue to tip the scales against the SAP.
Out of office, the party decided to issue a joint LO/SAP report on the
funds that significantly moderated the initial anticapitalist rhetoric of the
Meidner report and altered some of the most objectionable policy stands
found in the original document.103 Still, the party elites were very
uncomfortable with the issue, and the 1979 election confirmed their doubts:
the party lost its second election in a row.
For the next three years, the party and the LO struggled with the funds
issue. SAP elites (but not necessarily party activists) were eager to find a
way out of the issue with honor. The more radical LO still demanded that the
issue not be dropped, but it was becoming increasingly aware that the more
strident the movement appeared to the public, the less likely the SAP would
ever be able to legislate. The funds issue was clearly an election loser. In
late 1981 (less than six months before the next election), the LO and SAP
were able to come to an agreement and issued another even more moderate
stand on the wage earner funds. &dquo;Gone now was almost any mention of
workers’ control and decision-making power.... Instead, the
fundamental purpose of the funds was said to be one of increasing the supply
of risk capital for the benefit of production and employment.&dquo; 104
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The next election

proved

to be the demise of the

bourgeois coalition

government. However, the SAP’s electoral good fortune was clearly not the
result of its commitment to legislate some form of wage-earner funds, as
Esping-Anderson has suggested. Rather, it was the ineptitude and/or bad
fortune of the bourgeois coalition government that turned the electoral tables.

By 1982, unemployment was at the highest level since World War II
(approximately 4 percent), inflation was in double digits, and the budget
deficit had been driven up to 10 percent of GNP. The SAP won the election
despite the fund issue, not because of it.105
Within less than a year, the new government legislated a wage-earner
fund plan. Unsurprisingly, the final legislation was a mere shadow of its
earlier self. Although it clearly would have preferred to drop the issue
altogether, the government was bound to legislate something. Clearly not to
legislate would have been a serious breach of faith with the LO and would
have elicited a budget-busting round of wage demands. The SAP’s plan for
economic recovery depended on a high degree of wage restraint; failure to
achieve this would almost certainly convince voters that the SAP was no
more able to straighten out Sweden’s economic affairs than were the
bourgeois parties. In its defense of the plan on the floor of the Riksdag, the
government justified the wage-earner funds on the grounds of the need to
secure wage restraint and to provide business with risk capital. Gone was
any mention of a desire to democratize economic decisionmaking.lo6
The new funds are explicitly prohibited from owning a controlling
interest in any firm, investments must be made on economic (not political)
grounds, fund investments must yield a 3 percent real rate of return, and
finally the vast bulk of the funds are to be financed directly out of workers’
paychecks, not out of profits.107 In the end, the plan was so watered down
that the Communist party almost voted against the bill in the Riksdag. &dquo;It was
the same as always,&dquo; a Communist MP reported. &dquo;It’s a choice between two
evils. Do we support the government even though they are only propping up
the system, or do we bring them down and put the bourgeois parties into
office?&dquo;1°g The Communists abstained on the Riksdag vote, allowing the
funds to pass.
The opposition was livid. The three opposition parties promised that they
would repeal the funds as soon as they were returned to office. Within the
business community, however, tempers were cooling. Although still
opposed to the funds and fearful that they could later be turned into
something that would indeed threaten their autonomy, businessmen were
coming to understand that the funds did not constitute the socialization they

434

passed several pieces of legislation
specifically designed to help Swedish industry. The most important of these
was a major devaluation of the kroner (again, as in 1948), which was to be
accompanied by a commitment to wage restraint (though not a complete
freeze) from the labor unions. This move was explicitly designed to increase
profits while reducing the average Swede’s standard of living. &dquo;The cost of
our programme is being paid for by the Swedish people through a substantial
reduction in their standard of living,&dquo; Finance Minister Kjell-Olof Feldt
reported in late 1982. &dquo;If we fail to make that reduction, our scheme will

had earlier feared. The government also

fail. &dquo; 109

profits and the stock market soared in the following two years.
Wage gains were not as low as the government had hoped, but were still
relatively moderate. However, in 1984 it appeared that wages were about to
get out of hand, and the government hurriedly legislated a new &dquo;liquidity
account&dquo; system that taxes companies’ profits over a certain level, thus
making them less liquid come the next wage-bargaining round. The money
taxed in this fashion was to be returned to the companies in one to two years,
depending on their cash needs.
At the same time, the minister of finance went directly against LO and
SAP Congress policy statements and promised to lower marginal individual
and corporate income tax rates. He also flatly stated that the welfare state had
grown to capacity. Finally, he committed his government to reducing the
state’s role in the economy, denouncing what he called the &dquo;industrial policy
Both

&dquo;

model of 1967.&dquo;
The authors of a 1984 collection of interviews with Mr. Feldt
summarized his position as follows:
economic policy ambitions have been in the last few years
and modified.
Kjell-Olof Feldt thinks that this is both lucky and
Economic policies, he believes, are necessary and unavoidable but the
state’s role should in principle be held back to support positive developments. The
state’s role is not to lead developments and, most important, not to plan them.
Economic policy should be adapted to the market and work with relatively small,
strategic interventions and with less fuss. The time of big market interventions is
over, and the time for huge state intervention in support of failing companies and
industries is also over [my
Social

Democracy’s

dampened
important.

emphasis].110

This book in particular (which was published with Feldt’s endorsement),
and his policy stands generally, elicited a great deal of controversy within the
labor movement. Relations between the LO and the SAP were particularly
tense. Instead of moderating policy, many radicals wanted to go furthermore regulation and more redistributive tax policies, for example. Feldt,
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however, made it clear that if his program were not adopted, he would leave
office, causing a governmental crisis. &dquo;Feldt understands us,&dquo; an industrialist
told me in 1984, &dquo;but I’m not so sure that he can control the radicals as Strang
[Feldt’s precedessor and mentor, who held the Finance post from 1955 to
1976] was able to do.&dquo;
Feldt has won. As of 1988, he is even more firmly entrenched in office
than before and has been able to override and diffuse the majority of the
policies promoted by the Left. The government’s
1984 Budget Proposition stated clearly that the government would adopt a
less aggressive stand and, in effect, return to the political formula that kept
the SAP in office between 1932 and 1976. Its argument runs as follows:
&dquo;Full employment and low inflation are two necessary conditions for a more
equal and just distribution of living standards, the most important
distributional policies that we can introduce are those that make it possible to
have full employment and stable prices.&dquo; 111I
In short, the new harvesttime was over. It was back to the successful
Social Democratic capitalism that Sweden had become so comfortable with
over the preceding five decades. The voters seemed to like this and the SAP
increased its share of the popular vote in the next election, further entrenching
itself as the &dquo;party of government.&dquo;

now

most politically contentious

&dquo;

CONCLUSION

We have seen how the SAP moved from being a party dedicated to the
fundamental redistribution of wealth and power and to genuine system
transformation in the socialist sense to a government that has encouraged the
concentration of economic and political power, is leery of radical
redistributive policies, and is dedicated to making capitalism more efficient
and humane. Those who believe that Swedish Social Democracy is &dquo;poised
at the historical crossroads&dquo;li2 suffer from a serious case of wishful thinking.
Party leaders in the 1980s, just as in the 1930s and 1940s, must get
re-elected. Their re-election depends on a strong economy (a strong capitalist
economy) and their willingness to eschew more-radical demands from within
their own movement. Voters today, as always, are relatively complacent
about today’s society (as long as the economy is doing well) and are not
inclined to risk short-run improvements in their quality of life for a vaguely
defined and poorly articulated distant utopia, which almost certainly would
mean a reduction in their material well-being in the shorter run. Professional
politicians, even those who call themselves &dquo;socialist,&dquo; know this dilemma
well.
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The limits to reformism, then, come from two sources. First, most
voters are, in policy terms, in the middle. Radical policy steps in any
direction are likely to alienate more voters than they please. More than
30 percent of Social Democratic voters place themselves in the middle or to
the right in self-identification polls.
Donald Granberg and
SOren Holmberg’s 1987 data suggest that the number of Social Democratic
voters who see themselves at the extreme left is rather small.
What is not small is the percentage of Social Democratic voters who place
themselves in the middle, at position 5 [on a 0-10 point scale] which is explicitly
labeled &dquo;neither left nor right.&dquo; Over the past three elections an average of about
26 percent of the Social Democratic voters place themselves in the middle position
on the left-right scale.
Given that these elections have been close, it can easily be
argued that these people provide a winning margin for the Social Democrats (when
they win) and comprise an essential element in the implicit strategy of the Social
Democratic Party for electoral success.... If the Social Democrats do well among
these centrists, they can be a governing party. If the Social Democratic Party does
poorly among the centrists, it would be only a large party of the left.1133

Fifty-four percent of those who placed themselves at 5

on the 0-10 scale
in
Social
Democratic
1982
and
a
10
increase
voted
1985,
percent
among this
group over the 1979 election. The implication, clearly, is not lost on the
professional politicians in the SAP. To win an election, they must win the
centrist voters. Radical policy commitments may please the relatively small
group of ideologues in the party, but such moves tend to frighten the very
large voting block who see themselves as middle of the road. Even more
important, it is the centrist voters who tip an election, not the ideologues.
The second principal factor limiting radical reformism in Sweden is the
Social Democratic elite’s understanding of the capitalist economy. Treasury
ministers and their bureaucratic and academic advisers spend most of their
professional careers attempting to make the capitalist economy run more
efficiently. These individuals are not party ideologues, they are technicians.
I have seen no evidence that this group is even slightly interested in ending
the capitalist economy. Quite the contrary. Just as the party elite was
&dquo;educated&dquo; into the &dquo;practical formulation&dquo; of public policy during the 1920s
and 1930s, those party officials who have the most say over current
economic policy have come to believe in the system they attempt to manage.
Walter Korpi, Gosta Esping-Anderson, and Jonas Pontusson all suggest
that the SAP could use (or could have used) the wage-earner funds as a
mobilizing issue: these authors are apparently frustrated by the party’s
unwillingness to use the funds in this manner. Clearly underlying public
discontent in the 1970s might have been tapped. Instead, the Social
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Democratic elite, particularly the Ministry of Finance elite, tried to distance
themselves from the proposals. In the process, these elites marginalized the
proponents of the cause. Surely this approach was at least partially motivated
by short-term electoral incentives, but my interviews with Ministry of
Finance officials in 1983 and 1984 suggest another variable. These officials
clearly felt that the funds, as originally conceived, threatened the economy.
Several officials stressed that the economy depended on private investors’
willingness to invest in Sweden and that the funds issue frightened investors.
No sensible investor, they reasoned, would put money into an economy in
which the government was committed to confiscating capitalists’ rights of

ownership.
simply watered down in an attempt to calm
voters, they were also watered down (and turned into means to build
Sweden’s capital stock) in an attempt to make capitalism more efficient. As
we have seen, the Social Democrats also pursued other policies specifically
designed both to reassure capitalists that the Socialists were not their enemy
and to make the capitalist economy more productive. To add but one more
example, in 1980 the SAP struck a deal with the Farmers and Liberal parties
that, among other things, lowered marginal tax rates at the top end of the
income scale at a time when 60 percent of the public were against lowering
the rates on the rich. Why did they do this? They felt that it would be good
for the economy.114 No evidence suggests that the public’s attitude has
changed with respect to the taxation of the rich in Sweden, yet the Ministry of
Finance is currently engaged in examinations of the best (most efficient)
means of financing income tax rate reductions for this group. Why? Again,
Finance Ministry elites feel that these moves will prove, in the long run, good
for the health of Sweden’s capitalist economy. In Feldt’s words: &dquo;The Social
Democratic Party has to recognise that high taxes, which reduce efficiency
and stimulate inflation, slow down growth and ultimately, undermine social
equity.&dquo; l ls
Thus, the funds

were not

A FINAL NOTE

’

that socialism is not near, nor likely, in Social
Sweden
does
not imply that Social Democratic parties ultimately
Democratic
undermine workers’ interests. John Strachey was clearly wrong when he
wrote: &dquo;Pledged to introduce socialism, such a party actually intends to
extend liberalism. Yet the very nature of the economic circumstances which
alone have placed it in power, ultimately forbid a programme of even liberal
social reform.&dquo;116 As virtually anyone who has visited Sweden will know,

Having suggested
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the Social Democrats have achieved an enviable amount of liberal social
reform. Nor does it necessarily follow that the leaders of the Swedish Social
Democratic Party are simply the executive committee of the ruling (bourgeois)
class who have duped workers into supporting their system. It is entirely
possible, as most Swedish Social Democrats believe, that the interests of
workers and wage earners are compatible with capitalism.
If the SAP elite is unable to satisfy the demands of the more radical LO,
the unions may continue to seek wage settlements that Sweden cannot
afford. l 17 In this event, there is little doubt that the bourgeois parties will
return to office. As any student of Swedish politics is well aware, however,
such a turn in electoral fortunes will not imply the dismantling of the welfare
state. To the contrary, even the most right-wing of the opposition parties, the
Moderate Party, fundamentally accepts the welfare state as it stands today.
Although the Right certainly would like to deregulate some areas (such as
work-place reforms instituted in the 1970s) and introduce some more
competition into others (like day care centers and health care), not even the
Moderates would dream of turning back the clock. Moreover, the history of
the bourgeois coalition governments between 1976 and 1981 does not lead
one to expect that these same parties will govem any more decisively the next
time.
G6sta Esping-Anderson and Walter Korpi apparently agree that the
failure to create socialism (or economic democracy) implies failure for the
Social Democratic Party. This pessimism is based on a theoretical critique of
capitalist society in which most Swedish Social Democrats no longer believe.
Instead, as successive Social Democratic governments have made capitalism
more humane, they have made it more difficult to overthrow. Fifty years of
governing, moreover, has ensured that their party will not be the agent of
transformation. This does not suggest that the Social Democrats have
&dquo;duped&dquo; the working class. Their party ideology has long convinced them
that they should adjust their program to the experiences that history
providers, 118 To hold the Social Democrats of the late 1980s to party rhetoric
of the early 1900s strikes me as more than a little silly. Social Democrats (no
matter what the official title of their party) will not bring about &dquo;socialism,&dquo;
but this does not necessarily imply that they are &dquo;doomed to failure.&dquo; They
have simply changed their minds.
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