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12

The Swedish welfare state system

With special reference to inequality and 
the redistribution paradox

Joakim Palme

There is a strong notion of exceptionalism associated with the concept of a Swedish welfare 

state model, both internationally and in the country itself (Palme, 2015). The model has been 

associated not only with the character of social welfare policies as such but also with people’s 

egalitarian living conditions. In addition, the way in which decisions have been made in a 

research-based and rational fashion is supposed to have contributed to the “modern” character 

of the system, including its continuous adaptation to changing structural conditions. The Swed-

ish model has often been seen as the clearest case of a Scandinavian social democratic welfare 

state model, and while the imprints of a social democratic ideology are obvious, it is also clear 

that other ideas and interests have made their marks.

The fate of the Swedish model has evoked particular attention in the globalization context, 

which has a lot to do with its history of the highest levels of taxation in comparison to other 

advanced industrial nations (Palme, 2012). Here it is important to recognize that the post-war 

welfare state expansion went in tandem with a free trade strategy from the political side and a 

national economy dominated by large export firms experiencing an ever-deeper global integra-

tion. There are even those who claim that globalization has been a critical driver for welfare 

state expansion in small states (Katzenstein, 1985). Hence, the “old” conventional wisdom of the 

golden age used to be that the welfare state would go hand in hand with globalization.

The neoliberal “turn” meant that this mindset was fundamentally challenged. The view that 

a Swedish kind of welfare state model is a heavy burden to bear and, consequently, will not be 

sustainable in the future became increasingly and widely expressed (e.g. Langby, 1984). The crisis 

of the 1990s, and the cutbacks and reforms introduced as a consequence, led to the fact that also 

the supporters of the model began to see the end of it (e.g. Lindberg, 2000). Still, in the wake 

of the present political crisis of European integration, not only has the future of the European 

Social Model come into focus, but a number of studies have also identified Sweden and the 

other Scandinavian countries as best performers by combining low poverty and inequality, on 

the one hand, with high employment rates and strong growth records, on the other hand.

More recently, Swedish taxation levels have come down significantly, and various welfare 

state programs have been changed and reformed, and in some respects retrenched (Ferrarini et 

al., 2012). Furthermore, inequalities have increased also in Sweden (Björklund and Jäntti, 2011). 

This makes an analysis of the real problems and potentials of the Swedish model relevant and 
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important beyond its borders. What appears to be of particular relevance is to discuss the under-

lying redistributive strategy of the Swedish welfare state model, which has been associated with 

the notion of a “paradox of redistribution.”

The chapter starts with an outline of the historical emergence of the model and its current 

benefit package. It then discusses the current trends and challenges. A special section is devoted 

to the “paradox of redistribution” and the trends in inequality. The concluding section discusses 

the future challenges to the Swedish welfare state model.

Major characteristics of the Swedish welfare state system

Historical development trajectories

Sweden has followed a rather distinct path in the development of social policy institutions, and 

this has led to a specific combination in terms of the coverage and level of benefits (Kangas and 

Palme, 2005). In social security, there have been two different points of departure; one is the old 

poor law system and the other is the various forms of voluntary organizations (such as friendly 

societies). From these two origins, the Sweden followed a Nordic-type pathway in social secu-

rity to be described in this chapter. The universalism of these reforms of cash benefits also came 

to influence the subsequent expansion of social services.

The first pension law from 1913 was universal in its inclusion of everyone in a contributory 

system, but it is worth pointing out that it primarily delivered targeted benefits, that is it retained 

the asset- and means-testing (AMT) principle of the poor laws but expanded coverage to the 

large majority of the elder population. When after World War II means testing was abolished in 

the pension system, we can speak of the institutionalization of a basic security model similar to 

the Beveridge model in Britain with its flat rate benefits. It was, however, tax financed, which 

is different from the principle of social security contributions in the Beveridge model. The 

universalization of the pension system was accompanied by the introduction of universal child 

benefits. In the late 1950s, with the introduction of earnings-related benefits within a universal 

framework, the basic security programs became encompassing, aiming at both basic and income 

security. This is different from the Continental European tradition of state corporatist social 

insurance, with its separate administration of social protection for different categories in the 

labour market (see Korpi and Palme, 1998).

The introduction of state subsidies to voluntary programs in sickness (1910) and unem-

ployment insurance (1934) can be said to represent another starting point: the voluntary state-

subsidized model. In 1955, sickness insurance became universal and the earnings-relatedness was 

expanded in a stepwise fashion, which led the development path to the encompassing model 

also here. The unemployment insurance system in Sweden still bears strong features of the vol-

untary state-subsidized model (Kangas and Palme, 2005).

The development of the social services and health care in the Swedish welfare state has a 

special history. Benefits in kind are separated from cash benefits both administratively and finan-

cially. The coverage and level of expenditures on services is also what makes Sweden (together 

with Denmark) stand out among the advanced welfare states. The universal provision of social 

services in Sweden is, by and large, a post-war phenomenon (Béland et al., 2014). Sweden estab-

lished a universal health care system in the mid-1950s. It was followed by the expansion of elder 

care and childcare services. Step by step the policies for disabled persons have become part of 

the universal system of social protection (Palme, 1999). In this context it also appears warranted 

to underline the importance of full employment and active labour market policy, as well as the 

“dual-earner model” for the character of the Swedish welfare state model.
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In family policy, Sweden is hence a good example of how the male-breadwinner model has 

been transformed into a dual-earner model (Ferrarini, 2006). It is evident that this has required 

policy changes in a number of respects. The fact that women, over the post-war period, have 

taken part in education at different levels, to a higher and higher degree, is one important factor 

behind their massive entrance on the labour market. Another important factor was the abolish-

ment of joint taxation of spouses, which improved incentives for married women to enter paid 

employment. Moreover, childcare and care for elder persons are important both as resources for 

women with care responsibilities and as providers of employment opportunities. The impor-

tance of the way both the social support and tax systems came to be based on the individual 

should not be underestimated and stands in sharp contrast to the traditional male-breadwinner 

design in other parts of Europe. That the different reforms put emphasis on women’s independ-

ence is clear from the fact that the benefits in all the supportive systems introduced were being 

paid to the mothers. For unmarried mothers, Sweden has developed special supportive pro-

grams. The underlying assumption has been that the woman could provide for herself and meet 

a substantial part of her children’s expenses (Wennemo, 1994).

The expansion of entitlements to benefits in both cash and kind has been accompanied by 

growing costs. This has been fueled first by the aging of the population and then by increased 

unemployment as well as other needs (Palme et al., 2003; Kangas and Palme, 2007). However, 

the costs of the transfer systems in Sweden do not really diverge from the Western European 

pattern, not even when it peaked in the 1990s (Adema and Ladaique, 2005). Several factors have 

contributed to that. The fairly high formal pension age and actual retirement age, as well as the 

(until the 1990s) low unemployment rates are two examples. The high labour force participa-

tion rate among women is another important factor. If we look to the social services, however, 

the costs have been high by comparison. More recently, the expenditure levels have, however, 

hovered around the EU average (Eurostat, 2016).

There used to be a heavy reliance on general taxation for the Swedish system of social secu-

rity. This was true for the universal benefits as well as the subsidies to voluntary insurance. The 

municipalities have always had a strong financial responsibility for social assistance and care of 

different vulnerable groups. However, the introduction of earnings-related benefits in the 1950s 

was based on employers’ social security contributions, which marked a major shift in funding. 

These contributions from employers have moreover funded labour market policies and child-

care services. In the 1990s, insured persons’ social security contributions were introduced to 

cope with the public deficits and now go to the pension system. The expansion of health care 

and other social services were made possible by increased local taxes paid to the counties and 

municipalities. In addition, the state contributed to this sector with roughly one-fifth of the total 

expenditures. Apart from the voluntary unemployment insurance, which was administered by 

the trade unions, the administration of the social insurance system was the responsibility of the 

public authorities at the national and local levels (Palme et al., 2003).

Benefit package

The pension system in principle covers the entire resident population in Sweden (Palme, 2005). 

Residents in the working-age population either earn entitlements by having an income from 

work (or social insurance) or by getting entitlements to future basic benefits just by being 

residents. Among the elder persons, the statutory system pays out a mix of different benefits 

including income pension, funded benefits, guarantee pensions and old-age income support (for 

newcomers). Survivor’s benefits are paid to children and surviving spouses below pension age. 

The old widow pension system, which is being phased out, still pays out benefits. The pension 
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system is administered by a special government authority, the Pension Agency, which pays out 

not only old-age pensions and survivor’s benefits but also housing benefits to pensioners.

Income-related pensions are based on notional defined contributions (NDC) and lifetime 

earnings, but pension entitlements are also earned for parental leave, sick leave, studies and com-

pulsory military service. Pension contributions are shared by employers and employees, employ-

ers paying the larger share. Income pensions rely on both pay-as-you-go financing (PAYG) 

and funding. Sixteen percent of the gross income goes into the notional defined contribution 

accounts (NDC), following the PAYG principle, and 2.5 percent goes into fully funded indi-

vidual defined contribution accounts (FDC). Pension accrual and pension payouts are automati-

cally adjusted to wage growth and life expectancy. The retirement age is flexible starting at 61, 

and the size of benefits is adjusted on an actuarial basis. Individuals have the right to work until 

they are 67 but can continue to contribute if they stay employed. Individuals with a low-income 

pension receive a guarantee pension which provides a basic benefit without means-testing. The 

old-age income support is aimed at those who are new residents to Sweden and is subject to 

means testing.

In 2014, more than 2.1 million old persons received an old-age pension and most of them 

got some form of income-related pension. Altogether 786,000 persons got part of – or the 

whole – pension from the guarantee benefit component. By 2014, 1.2 million retirees had also 

started to get a pension from the funded component of the system but only 19,000 received 

old-age income support. Total expenditures amounted to SEK 287 billion. The average benefit 

including part time pensioners was SEK 137,000 per year (PM, 2016a).

Over time, work accident benefits have been merged with sickness cash benefits for tem-

porary absence, and only when it comes to permanent injuries does the system offer extra 

compensation. Following the pension reform of 1994–1998, the sickness cash benefit system has 

also been merged with the other disability benefits (Palme, 2005). This has been part of a series 

of reforms that have removed other reasons than work incapacity due to ill health as reason for 

rewarding benefits, such as labour market status or age. It should be noted that there have been 

remarkable and partly unexplained variations over time in the paid sickness absence rates which 

has generated recurrent debates. The sickness and work accident insurance provides replacement 

rates of 80 percent of earnings. Compensations are lower in case of long or permanent disability. 

There is a guaranteed basic level for disabled persons below pension age that do not have, or 

have modest, work/earnings histories (Ferrarini et al., 2012; Försäkringskassan, 2016a).

The unemployment benefit system continues to be based primarily on the Ghent system, 

that is on voluntary state-subsidized insurance where independent insurance funds are admin-

istered by the trade unions. In addition to these funds, uninsured unemployed persons can 

claim a basic benefit if they have fulfilled the work requirements. The unemployment benefits 

have tended to be less encompassing in terms of middle-class inclusion. The generosity has also 

tended to be less so for average earners (Ferrarini et al., 2012).

In 2015, the ceiling for the unemployment insurance was increased for the first time in 

many years, from SEK 18,700 to SEK 25,025 monthly. The 80 percent replacement rate applies 

to the first 200 regular working days of unemployment, whereafter the benefit is reduced to 

70 percent. The basic duration of benefits is 300 working days. For parents who have children 

under the age of 18 the duration can be extended by 150 days. Those who remain unemployed 

are referred to active labour market programs. Insured persons aged above 25 are entitled to 

an earnings related “activity grant.” For insured persons a flat rate benefit is paid by the Social 

Insurance Agency. Persons aged between 18 and 25 are eligible for a “development grant” when 

participating in a labour market program. The proportion of those who are unemployed that 

actually receive a benefit is very low, which has to do with the fact that they are newcomers 
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to the labour market either because they are migrants or youth. This is no surprise seen in the 

light of the large increase in refugee migration (Fritzell et al., 2016). It can be argued that the 

active labour market policy is part and parcel of the Swedish welfare state model. Historically,  

the ambition was to spend 75 percent on active labour market policies (ALMP) and 25 percent 

on cash benefits when it comes to employment-related public expenditures. With the mass 

unemployment of the 1990s this changed. It is also remarkable how much the ALMP expen-

ditures have decreased in the 21st century. Compared to other countries Sweden has changed 

from being uniquely generous to being more average (Palme and Cronert, 2015).

The universal child benefits continue to be a cornerstone of the Swedish welfare state model. 

In 2016, a monthly child benefit is equal to SEK 1,050 (less than 10 percent of an average net 

wage). The universal benefits are paid at a higher rate for the third child and at an even higher 

rate for the fourth and subsequent children. As argued earlier, the modernization of family sup-

port has been guided by the ambition to support gender equality and a “dual earner model.” 

This includes various social services but is also evident in the design of cash benefit programs. 

Parental leave benefits replaced the maternity leave benefits already in 1974. From 2016, parents 

have the right to up to 16 months of paid leave; 3 months only provide comparatively low flat 

rate benefits. Of the 13 months of earnings-related benefits (80%), 3 months are reserved for 

the mother and father respectively. The rest of the earnings-related leave period can be divided 

freely between the parents. The 3 months’ leave with flat rate benefits have to be divided equally. 

Here it deserves to be emphasized that the system also provides earnings-related benefits for the 

care of sick children (Försäkringskassan, 2016b), and that not only the social insurance system 

but also the tax system, with separate taxation of spouse income, are guided by an individual-

ized logic which stands in contrast to the male-breadwinner logic in some of the Continental 

European countries (Tallberg et al., 2010).

Despite the encompassing nature of the Swedish welfare state model, the targeted benefits 

continue to play an important role for redistribution and poverty alleviation. Housing benefits 

are important but have been in effect become a targeted system for two categories of Swedish 

households: old-age pensioners and lone-parent families (even if other groups may be eligible). 

Housing benefits may make up a substantial part of the net income of old-age pensioners with 

only a guaranteed pension and living in rental housing (PM, 2016b). For lone parent households, 

housing benefits may be as important as the universal child benefits, or even more important 

(Försäkringskassan, 2016c).

Social assistance benefits are paid by the municipalities, but there are national regulations 

and guidelines. The level of benefits has increased in absolute terms over the past two decades, 

but the price indexing has meant that benefit levels have been lagging behind wages and quite 

substantially so (Kuivalainen and Nelson, 2011). The benefit levels are not high enough to lift a 

long-term social assistance recipient over the usual definitions of poverty lines. The number of 

social assistance recipients has been fairly stable in recent years. A high proportion of the recipi-

ents are foreign born (Fritzell et al., 2016).

The Swedish health care system gives all residents irrespective of nationality access to full 

health care services (Socialstyrelsen, 2014). The system is basically administered by about 20 

county councils and primarily financed out of local taxes to these counties (80%), supplemented 

by state subsidies (17%) as well as user fees (3%). The decentralized management implies that 

there are important local variations in how the health care is organized, including the user 

charges. However, children up to the age of 18 do not pay any user fees and maximum ceilings 

apply for the adult population: SEK 1,100 per year for outpatient care in 2016. Since the early 

1990s, there has been a trend towards decentralization of the care of patient groups with more 

or less permanent caring needs. Thus, the care of elder persons, disabled and psychiatric patients 
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has become the primary responsibility of the municipalities both in terms of administration and 

financing. Some of the actual care is however provided by the hospitals under county council 

supervision. There are also attempts to achieve national steering of the system, which also opens 

up for different political priorities. In 2010, for example, a consumer choice model was imposed 

on the counties by the center-right government (Fritzell et al., 2016).

The costs of the health care system have been remarkably stable over the past decades, with 

only a slight tendency to increase, and have recently been over 9 percent of GDP, which is close 

to the EU and OECD averages (Socialstyrelsen, 2014). Behind the stable costs there have been 

a lot of changes in the organization of the health care sector, above and beyond the aforemen-

tioned decentralization. Inspired by “New Public Management,” purchaser-provider models 

were introduced early on. This has to varying degrees been complemented by the introduction 

of private providers of services. Since the early 1990s, the historical reliance on hospital care 

and the weak role of primary care has gradually been shifted, and today Sweden has among the 

fewest hospital beds per 1,000 inhabitants. The number of treatments has however continued 

to increase thanks to increased use of day surgery and so forth. Private insurance has increased, 

partly through the expansion of collective workplace-based insurance policies, and represents 

about 10 percent of total health care expenditures (Hartman, 2011).

The elder care system in Sweden was developed and expanded early by international com-

parison. It has also gone through substantial restructuring over the past decades (Palme et al., 

2003). This has not only resulted in increased private provision of publicly provided services but 

also in a concentration of services to those with great caring needs. Still, Sweden has a com-

prehensive public elder care system and the two main forms of municipal elder care are “home 

help services” and “institutional care.” Fees for elder care are subject to maximum ceilings, and 

this applies to both home help services and institutional care. In 2013, 23 percent receive home 

help and 15 percent receive different forms of institutional care of the population above 80 years 

of age (Fritzell et al., 2016).

Policies to the disabled are not only about providing cash benefits but not least about vari-

ous kinds of benefits in kind. This is not a new phenomenon. Sweden has a long tradition of 

integrating the disabled in broader programs of benefits of both cash and in kind. For example, 

home help services have been delivered for the disabled in much the same way as for elder 

persons. A new reform launched in the mid-1990s deserves to be mentioned because of its 

innovative nature and sizeable costs (Palme et al., 2003). The new program offered a nationwide 

program of supplying funding for personal assistants providing 24/7 services to severely disa-

bled persons. This has been a game-changer in terms of providing a different quality of life and 

independence for some of the most vulnerable members of society. It has also been associated 

with increasing costs amounting to almost SEK 30 billion in 2015 (Försäkringskassan, 2016d).

Childcare services have continued to grow also during the “retrenchment era” of the Swed-

ish welfare state history. This means that the system has become more or less universal (Béland  

et al., 2014). The guaranteed entitlements to childcare are linked to the length of the paid paren-

tal leave period which is longer than 1 year. In 2012, 50 percent of 1-year-olds were enrolled in 

subsidized childcare. Eighty-nine percent of 2-year-olds are enrolled and almost 95 percent of 

those aged between 3 and 5. There has furthermore been an increasing emphasis on pedagogical 

content of these services (Fritzell et al., 2016).

In brief, the Swedish welfare state provides all residents with an extensive system of benefits 

from the cradle to the grave. It contains some old kind of policy instruments, some reformed 

components and also some new policy measures. In a comparative perspective, the costs of the 

system do not stand out as exceptional anymore. The funding of the system seems manageable 

but is of course challenged, in the short run by large waves of refugee migrants and in the longer 
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run by the aging population. On top of that, there are gaps and other shortcomings of the system 

in terms of achieving the intended social objectives. What deserves further deliberation is how 

the political economy of the Swedish welfare state has been affected by the various incremental 

changes that can be observed in the different programs. This is what we turn to in the following 

section, first concerning the currents trends in the reform work and then their implications for 

the Swedish strategy of redistribution.

Current trends: big reforms and policy drift

Starting with the 1991 tax reform (“the tax reform of the century”), there has been a number 

of important reforms of the Swedish welfare state. Social services, old-age pensions, and active 

labour market policies stand out as the clearest examples. There have also been areas where 

“non-decisions” have been more dominant, such as with sickness insurance. It is obvious that 

the changes during the latest two decades have been affected by international factors on an 

ideational level, but they can also be seen as responses to endogenous reform needs as well as to 

changes in political power (Palme, 2012).

The tax reform was, indeed, in many respects comprehensive: broadening the tax base and 

reducing progressivity (Palme, 2012). It is clear that there were strong domestic pressures for 

reforming the tax system. The reform however followed the international pattern of reducing 

progressivity in order to improve work incentives and a broadening of the tax base. The design 

of the reform got some domestic influences intended to secure the redistributive effects of the 

tax system: more redistribution (primarily via family policies) despite less progressivity on the 

revenue side.

The more recent abolishment of wealth and inheritance taxes, as well as a restructuring/

reduction of property taxes, suggest that it is becoming more difficult to tax capital even if it 

remains doubtful whether these changes were actually necessary (especially property tax). It 

is not all that clear that the EU membership has had any (real) direct effects. The lowering of 

value-added taxes on some products in 1995 is a good example of referrals to the EU member-

ship in the domestic debate, but the question remains open if this argument was used a strategic 

positioning in domestic political bargaining. The corporate tax is particularly affected by what is 

happening in the remaining parts of EU. At the same time it is obvious that the changes in the 

tax system are still largely determined by domestic party policy positions (Tallberg et al., 2010).

The pension reform of 1994–1998 was driven by a national recognition of that the time was 

ripe for a reform because of both economic and social policy reasons (Palme, 2005). The inter-

national trend in the private pension sector also made an imprint on the Swedish reform: there 

was a move from a “defined benefit formula” (DB) to a “defined contribution formula” (DC), 

which was given a specific national interpretation in the NDC accounts. The NDC accounts 

can be seen as a response to the critique of the poor cost control and incentive structure in the 

old DB system. The fully funded individual NDC accounts, with the option of private fund 

management, were part of the reform compromise and a clear expression of the political priori-

ties of the center-right parties. The reform may not have solved all issues once and for all, but 

it has put the system on a more financially sustainable ground given the future demographic 

challenges associated with the aging of the population. The reform was also built around a very 

broad political coalition.

In 1992, an important reform in the social services introduced a possibility for profit-seeking 

private firms to be providers of publicly funded social services (across the board). The reform 

was driven by a domestic political desire to introduce choice and private entrepreneurship in 

the public sector. It was likewise influenced by the global spread of “New Public Management” 
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as well as by neo-liberalism. One question is if it will deliver increased middle-class support 

because of individual choice or if it will imply a forbearance of an “exit” from the welfare state 

of these groups to more pure private solutions. There are other hot political issues around the 

role of profit-seeking firms in this sector. It is, for example, genuinely unclear if the economic 

efficiency has been improved (Hartman, 2011). Questions have also been raised around the 

quality of provisions in the elder care as well as in the health care sector. In the education sys-

tem concerns are deepening around increased segregation and decreasing student performance 

(Anderson et al., 2010).

Over a long time period, it appears that both sickness and unemployment insurance have 

been drifting away from the Swedish model’s core feature of adequately insuring a large major-

ity of the population within the statutory or state-subsidized insurance programs (Ferrarini et al., 

2012). In sickness insurance, the ceiling for benefit purposes has been indexed to prices. When 

it was introduced in the 1960s, more than 90 percent of the population had earnings below that 

ceiling. In 2012 a full-time employee with average earnings in manufacturing will have earnings 

above the ceiling. It should be noted here that the Social Democratic government eventually 

had increased the ceiling in 2006, but when the center-right government came into power 

later the same year it was immediately lowered again. The highest benefit in unemployment 

insurance has traditionally been more modest than in sickness insurance (compensation loss of 

earnings up to around what an average full-time employee would earn). For a few years during 

the first part of this century the highest benefit was increased for short-term unemployed, but 

that was also abolished by the center-right coalition when it came into power. Hence, a com-

bination of decisions and “non-decisions” have contributed to a kind of drift (see Streeck and 

Thelen, 2005) of these social insurance program in terms of their coalition building potential 

between low- and high-income earners. The red-green coalition government elected in 2014 

has raised unemployment benefits and has expressed ambitions to do the same with sickness/

work accident benefits.

The development in the labour market has to be interpreted in contrast to the early 1990s 

employment crisis. Towards the end of the 1990s the unemployment rate did not just go down 

but the employment rate was also raised (Palme et al., 2003). Following the quick recovery of 

the end of the 1990s and the first 2 years of the 2000s, there was a backlash in 2002. This was 

followed by a slower upturn, extending towards the mid-decade, which was perceived by some 

as “jobless growth.” During the fall of 2006, the employment rate increased quite dramati-

cally which was further stimulated by tax reductions and other governmental subsidies geared 

towards employment in 2007. The number of permanent employment contracts increased after 

some time of decline. Following the global financial crisis in 2008, unemployment went up but 

has started to come down again despite a high inflow of refugee migrants.

During the employment crisis of the 1990s, active labour market policies were expanded 

massively even if some of the programs contained very little in terms of training (Palme et al., 

2003). The recovery at the turn of the century meant a dramatic decrease of the number of peo-

ple enrolled in targeted labour market activity. Simultaneously, the quality of the labour market 

programs in place was increased. However, for the past decade, the active labour market policies 

have been responding less to the changes in unemployment. In the wake of the financial crisis, 

Sweden faced severe challenges such as very high youth unemployment. The Swedish Fiscal Pol-

icy Council (2010), appointed by the government, has addressed the need to enhance the active 

labour market policy programs. The weak position of the foreign-born labour population on 

the Swedish labour market is also a case of great concern, especially in the light of large waves of 

refugee migration. Here it deserves to be pointed out that Sweden introduced a labour migra-

tion regime for non-EU citizens to get a temporary work permit if they have a labour contract.
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In this context it should be noted that the introduction of earned income tax credits effec-

tively reduced the net replacement rates of social insurance benefits (Palme and Cronert, 2015). 

The benefit duration has also been subject to various restrictions. Of special interest is the 

increase of an insured person’s contribution to the earnings-related part of the unemployment 

insurance administered by the trade unions. The motivation given by the government was that 

such a contribution would penalize excessive wage demands from the unions that increases 

unemployment in that branch. The result was a dramatic decline in the coverage of the unem-

ployment insurance but also in union density, from 80 percent to below 70 percent. This suggests 

that small changes may have large effects on power relations (intended or not).

The changes over recent decades hence appear to be of an incremental nature (Streeck and 

Thelen, 2005) rather than of a paradigmatic kind. However, the gradual shifts in the interest 

formation around various social policy systems seem big enough to trigger political processes 

that in the longer run may alter the welfare state model in more fundamental ways and have 

repercussions for social and economic inequalities in a broader sense.

Trends in inequality and the paradox of redistribution

The focus has so far been on policy and policy changes. Because the understanding of the Swed-

ish model often is referring to equality per se, it appears warranted to reflect on the trends in 

poverty and inequality. The heyday of the Swedish model is here often set to around 1980, when 

Sweden saw an “all-time low” in inequality with a Gini coefficient of family income distribu-

tion even below 0.2 (Palme, 2006). The understanding of this achievement can be informed by 

a policy logic that is sometimes labeled as the “paradox of redistribution”: the more we target 

the benefits at the poor only and the more concerned we are with creating equality with equal 

public transfers to all, the less likely we are to reduce poverty and inequality (Korpi and Palme, 

1998).

From this follows that the successful redistributive strategy of the Swedish model was based 

on the inclusion of the middle class in the system of social protection, not only as taxpayers but 

also as potential benefit recipients, and that this had paved the way for a mobilization of gener-

ous provisions for vulnerable groups such as the unemployed, disabled, elder persons and families 

with children. When it comes to insurance programs for sickness and unemployment, it should 

be emphasized that broad systems are beneficial in redistributive terms for low-income people 

because they have higher risks for both sickness and unemployment.

Since then, however, Sweden has followed an international trend of rising inequalities 

(Björklund and Jäntti, 2011). The increase during the 1980s was fairly modest and partly driven 

by increased earnings inequality. The 1990s was marked by a deep economic crisis during the 

first part of the decade and an economic recovery during the second half. Interestingly enough, 

inequality did not go up during the crisis but instead during the recovery (Palme et al., 2003). 

The increase was partly driven by a strong increase in the wage premiums for managers primar-

ily in the private sector. The most important driver, however, was capital income (Björklund and 

Jäntti, 2011). Because these analyses include real gains on the stock market, yearly fluctuations 

are quite significant.

The first part of the 2000s was signified by stable inequalities. The second part of the decade 

is marked by a dramatic increase and, again, income from capital is the main driver whereas 

earnings inequalities remain surprisingly unchanged (Björklund and Jäntti, 2011). Whereas 

employment increased up to the global financial crisis, households without employment income 

are lagging behind significantly. By 2009 the Gini coefficient of income distribution for Sweden 

reached the level that was recorded for the US in 1980 (Björklund and Jäntti, 2011), and it has 
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continued to increase. Overall, the most important factor behind the inequalities is what hap-

pens with the top incomes – the right tail of the distribution.

However, especially since 2007, relative decline of incomes in the lowest decile – the left 

tail of the distribution – is contributing not only to increased relative poverty rates but also to 

overall inequality (Fritzell et al., 2014).

Hence it is clear that the increased inequalities in market incomes, both earnings and capital 

income, have contributed to increased inequality. How have policy changes over the recent 

decades modified or amplified the trend towards increased income inequality?

We can get some information by looking at the redistributive effect of the tax/transfer sys-

tem: the effects were on roughly the same levels during the 1990s and early 2000s (Palme, 2006) 

but have declined over the past decade (Palme and Cronert, 2015). What policy changes have 

contributed to this decline?

We can observe that social insurance benefits tend to be less generous in the 21st century 

than they were in 1980. This is evidenced by the formal replacement rates in the most important 

social insurance program nowadays being 80 percent rather than being 90 percent as in 1980. As 

mentioned earlier, the middle-class inclusion has also suffered from the fact that an increasing 

part of the labour force has earnings above the ceiling for benefits purposes. A number of basic 

benefits in the system have also been lagging behind due to the price indexing. A clear exam-

ple of this is found with the social assistance scale rate, which has not only lagged behind but 

also fallen below the standard poverty lines such as 50 median income or “At Risk of Poverty” 

(AROP), which is the one used in European Union comparisons (Kuivalainen and Nelson, 

2011; Marx and Nelson, 2013; Palme and Cronert, 2015). The income situation of those outside 

employment has also affected by introduction and expansion of earned income tax credits. One 

effect is that they also effectively lower the replacement levels of social insurance and other kinds 

of benefits. Other changes in the tax system, such as the abolishment of inheritance and wealth 

taxes as well as the lowering of real estate tax, appear to have fueled this development by increas-

ing top as well as average incomes (Fritzell et al., 2016). In the tax/transfer system, the Swedish 

welfare state model hence struggles with its old recipe of combining middle-class inclusion and 

generosity towards vulnerable groups.

The capacity of social policy insurance to form the basis of coalition building between dif-

ferent groups in society not only appears to be in decline but also to be close potential tipping 

points when majorities of the working population will have to turn to private solutions in order 

to be adequately insured. While the effects of external factors at times have been undeniable, 

for example during the crisis of the 1990s, there is little to suggest that the development in the 

2000s is determined by other factors than domestic political priorities.

An understanding of the redistributive effects of the Swedish welfare state should include 

benefits in kind. Redistribution can be achieved also in systems that are funded with flat taxes, 

such as the Swedish local social services. Rothstein (1998) illustrates this in a straightforward 

manner: a 30 percent tax rate on a high-income person earning SEK 1 million per year raises 

SEK 300,000 in taxes to spend on social services and health, while the same tax rate implies 

that only SEK 30,000 is raised from a low-income person earning SEK 100,000. So even if a 

high-income earner may consume slightly more of the social services, it still means that you can 

redistribute substantial sums of money via systems of this design. This policy logic still applies, 

but may of course be affected by a privatization of the funding of services. Even if such tenden-

cies can be observed in the health care sector, the main privatization story in Sweden is that of 

private provision of publicly funded services.

It also appears warranted to point to the equalizing effects of social services in a gender per-

spective. Social services related to children and elder persons also make it possible for women, 
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who tend to end up with the primary caring responsibilities, to combine care work with earn-

ing a market income. This equalizes the incomes of men and women but also tends to equalize 

household incomes. This is but one example of the potential of a Swedish kind of welfare model 

to affect what has been labeled “pre-distribution inequality” (Hacker, 2011). We can see the 

“social investment approach” to social policy as a perspective that also includes policy instru-

ments associated with the distribution of human capital, ranging from early childcare education 

to lifelong learning, and hence aimed at affecting the market incomes as another way of extend-

ing the perspective on the welfare state as a strategy of equality (Morel et al., 2012) and a key for 

understanding how equality can go together with high growth (Sapir, 2003).

In one important respect, the paradox of redistribution can be argued to follow the same 

logic in the social services and education/training parts of the welfare state, as in social insurance: 

it is based on the idea that you can affect the willingness to pay taxes for redistributive purposes 

by including the middle class as benefit recipients only as long as the broad majority finds the 

adequacy of provisions sufficiently good.

Discussion

The Swedish welfare state model has evolved over more than a century and continues to change. 

The changes are influenced by a changing environment where the ongoing globalization, as well 

as Europeanization, not only are imposing pressures and constraints but also offer opportunities. 

In addition, the policy institutions mature and evolve according to their own logics, and when 

policies interact with population change in different forms, this has repercussions for the reform 

work. The Swedish development illustrates how political decisions and non-decisions gradually 

reshape the different policies by introducing new elements or just by letting the programs drift. 

That social security institutions are dependent of political decisions makes the relative strengths 

of the different political parties crucial for the fate of the Swedish model.

Here there have been some important changes in how the political parties on the center-

right have framed and pursued their welfare state policies. The most dramatic change has 

been recorded with the Conservative party (Moderata Samlingspartiet). Starting in the early 

1980s, the party took a strong neoliberal orientation. That changed only in the 21st century 

with a changed rhetoric and, to some extent, policy proposals. It started with their economic 

policy proposals during the fall of 2003: they abandoned their old tax-cutting/systemic-change 

approach for a much more stepwise strategy only proposing small changes and also advocat-

ing evaluation of all policies and policy changes. The other three parties on the center-right 

suddenly appeared to be to the right of the Conservative party. This was further reinforced 

by a change in the tax policy of the Conservative party, as it abandoned its proposals of cut-

ting taxes primarily for the rich in favor of tax cuts for the low- and middle-income earners. 

Partly as a response to this, and partly as a response to the increasing awareness on the future 

demographic pressures on public spending, the other center-right parties now appear to follow 

a tax-freeze strategy.

The only clear example of policy proposals from the political center-right that have been tied 

to increased taxes is linked to the “Great Pension Reform,” where the insured person’s contribu-

tion to the fully funded part of the system can be seen as a tax increase. When we compare the 

actions of the center-right coalition and the Social Democratic government of the early and 

mid-1990s there are a lot of similarities, but there is also a clear difference in terms of the Social 

Democrats increasing a great number of taxes while the center-right coalition did the opposite. 

This contributed to the fact that the Social Democrats were more successful in balancing the 

budget. It is of course more of an open question how they will respond to the future challenges. 
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In the short term there are some important decisions to be made about the content and fund-
ing of the social insurance system: sickness, unemployment and work-accident insurance. The 
priority of the government elected in 2014, led by the Social Democrats, has been to improve 
unemployment insurance. This happens at the same time as the public finances are pressurized 
by large waves of refugee migration. In the longer run, the increased costs of an aging population 
are at stake and will inevitably lead to various kinds of adaptations.

The future of the Swedish model is not only dependent on statutory policies but also on 
what happens on the labour market between the social partners. Labour and management tend 
to be discussed in terms of negotiated solutions and these constitute an important feature of the 
Swedish model. This is not to argue that the underlying conflicts in society have been eliminated 
but rather that compromises have been viewed as a means of reducing open conflict and thereby 
promoting growth and securing the tax base of the welfare state.

Finally, the Swedish case is interesting as the exemplar of a universal and encompassing 
welfare state. The question is whether we are witnessing the end of this (in)famous model. Is 
it possible to maintain such a welfare state in a globalized economy with mass migration and 
an aging of the population? Is it easier to compensate the aging of the population by increas-
ing the immigrant part of the labour force? Will there be a political majority that desires this? 
The Swedish model is at important political crossroads, although this appears to be almost like 
a constant state of affairs.
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