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Summary

B This paper analyses the growth of production and income in Swe-
den in comparison to other OECD countries since 1970. It starts by
discussing the nature of economic growth, its measurement and the
problems associated with various measurements. While Sweden’s
economy was growing faster than nearly all other presently developed
countries during the 1870-1970 period, the reverse has been the case
after 1970. Measured in constant domestic prices, Sweden’s annual
GDP growth rate per capita was 1.3 per cent per year during the pe-
riod 1970-98 as compared to the OECD average of 1.8 per cent. The
lag is larger if we measure GDP in constant znfernational prices (PPP-
adjusted GDP). One reason is that Sweden experienced a successive
term-of-trade deterioration of about 30 per cent during the 1970s and
1980s. As a result, Sweden fell from its position as the fourth richest
nation among the OECD countries in 1970 to the bottom one-third
of the group.

For real disposable household income, the lag has been even
larger. The lag in real disposable household income is not compen-
sated by a more rapid increase in (statistically recorded) public-sector
consumption during the 1970-1998 period.

The paper also discusses alternative or complementary explana-
tions for the relatively slow growth in Sweden after about 1970. I hy-
pothesise that the poor growth record is related to the pronounced
centralisation of the economic system in Sweden in the late 1960s and
early 1970s. If this is a realistic explanation, the future growth pros-
pects for Sweden should be considerably brighter due to recent liber-
alisation in the regulatory framework and reforms in the tax and wel-
fare-state systems. ll

* The anthor is professor at the Institute for International Economic Studies, Stockholm University
and researcher at IUIL, Stockholm.
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This paper deals with economic growth in Sweden, primarily since
1970. 1 start by discussing what economic growth is, how it is meas-
ured and existing problems with growth measures. Section 1 presents
Sweden’s production and income growth data in comparison to other
OECD countries. These figures to a considerable extent reflect
changes in productivity (i.e. production per input of factors of pro-
duction); accordingly section 2 is concerned with productivity growth.
In conclusion, the paper briefly discusses why Sweden experienced
relatively slow economic growth since about 1970.

As a rule, economic growth is measured as the rate of change in
real GDP (i.e. GDP at constant prices) per person over a number of
years (e.g. during the course of one or several decades). This measure
has well-known limitations. The most obvious shortcomings are per-
haps that unpaid work at home and voluntary work in civil society are
not included. By contrast, the authorities responsible for the national
accounts (in this case Statistics Sweden, SCB) try to account for
black-market production by schematically including an additional 4
per cent in GDP.

When successive changes occur in a country’s zerms of trade,! the
measurement of real GDP at constant domestic prices will give a
misleading picture of production as a basis for its standard of living.
The reason is that successive improvements (deteriorations) in a
country’s terms of trade allows it to exchange an ever larger (smaller)
volume of goods and services for a given export volume via its for-
eign trade. Hence foreign trade may be seen as a production process
in which exports function as zput and imports as output. In country

“ 1 am grateful to Per Thulin for skilful help with the statistical material. Per Ericson and Giran
Swvensson at Statistics Sweden (SCB) provided valuable information regarding current calculation
methods within the national accounts. I am also grateful for comments on a draft of this paper from
Lars Calmfors, Anders Bjorklund, and participants at the Economic Conncil’'s May 1999 semi-
nar.

! The weighted average of a nation’s export prices relative to its import prices.
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comparisons, this statistical bias may be limited if each country’s pro-
duction is measured at current international prices: purchasing power
parity, PPP, calculations. In general, such calculations remove statisti-
cal bias in situations when the exchange rate does not fully reflect dif-
ferences in the general price trend between countries (including prices
for domestic market goods). Here we usually refer to purchasing-power-
corrected GDP.?

GDP is a production measure and not an income measure. Gross
national product (GNP) is a somewhat better indicator of a country’s
income level since it includes net interest income from abroad and net
remittances from work performed in other countries. Thus, GDP un-
derestimates the income level of countries that have net claims against
foreign countries or with relatively many guest workers in other
countries. Net National Income (NNI) is an even better income
measure because capital depreciation is deducted in this instance.

Switzerland is a good example that illustrates the importance of
these factors. Purchasing power corrected GNP increased faster in
Switzerland than GDP at domestic prices because of a successive im-
provement in terms-of-trade and growing capital incomes from
abroad. Variations in the number of guest workers in Switzerland also
created a difference between changes in GDP and GNP (as well as
NNI).

From a welfare point of view, household disposable income is a
narrower but possibly more relevant measure of income. However, if
this measure is used, it should be complemented with data on public
consumption, which is mainly provided to individual households as
income in kind, for instance publicly financed and provided education
and health care, child care and old age care.

GDP, GNP and NNI have additional limitations as measures of
welfare, rather than income, since these measutres do not include lei-

2 The purchasing power parity (PPP) calculations within the OECD and EU are
based on detailed (disaggregated) price data for about 300 product groups. An aver-
age of a country’s prices in relationship to other countries is calculated for each
product group. These price ratios make up the PPP for different product groups.
The parities are then aggregated by assigning expenditure weights for the different
product groups in each country. The aggregated price ratios may then be used to
compare national aggregates of goods and services according to a common yard-
stick. See, for instance, Eurostat Theme 2 (1999).
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sure.> Another well-known limitation in national accounts is that
these types of measures do not include environmental factors that
directly influence the well-being of households, for example, access to
the countryside or air pollution. (In NNI accounts, which reflect
capital depreciation, the depreciation of natural resources that can be
used for future production is considered only to a limited extent.)
Naturally, GDP does not include any information about the distri-
bution of income and economic welfare between citizens, but this is
not the purpose of an aggregate production or income measure. Be-
sides these general problems with the GDP, there are also well-
known difficulties of statistical measurement. For example, it is
sometimes difficult to determine if a certain expenditure in the busi-
ness sector should be considered as an intermediary input in the pro-
duction process, which should not be included in the GDP, or as an
investment, which should be part of the investment portion of GDP.
However the biggest measurement problem is probably that it is
difficult to achieve precision regarding distinctions between price and
volume changes. The main reason is continuously changing product
quality and continuous introduction of new products and services—at
the same time as old ones disappear. Institutions that are responsible
for national accounting put a lot of effort into solving this problem.*
However in practice, these attempts are not always successful, espe-
cially in the service sector, which is becoming ever more important.
The usual judgement among national accounts specialists is that
successive quality improvements for products and services result in a
systematic underestimation of GDP (and national income) growth for
the market sector, and that inflation is overestimated to a comparable
degree. The size of the measurement error is debatable. In the US, it
is considered to be several tenths of a per cent per year, perhaps as
much as one-half per cent or more (according to the controversial

3 But if we want to consider the value of leisure, then we must observe that high
marginal taxes may cause citizens to choose more leisure than is reflected in their
evaluation of leisure relative to consumption. If we want to consider leisure in con-
junction with national accounts, then leisure should be evaluated by the after-tax
rather than the before-tax wage. Moreover, when involuntary unemployment, possi-
bly in the form of involuntary part-time work, is a reason why the number of
working hours is low in a country, statistically recorded leisure is worth less than
after-tax reward for work.

* For instance, there are attempts to measure how much more households are will-
ing to pay for a new product, compared to an old one; measures of quality change
thereby start from consumers’ preferences.
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Boskin Repord). We do not know much about the comparable error in
Sweden.

Special measurement problems exist in the public sector, where
produced services are not subject to market tests against households’
preferences. National accounts assume either that public-sector pro-
ductivity is unchanged from year to year or that it increases by a cer-
tain factor (as a rule, by a few tenths of a per cent a year).> Sweden
has selected the first alternative (zero productivity growth). Some-
times, it is asserted that real growth in Sweden’s public sector is there-
fore underestimated. However, the best available estimates (Murray,
1997) indicate that public-sector productivity growth during the 1960-
1990 period was negative at the same time as public-sector employ-
ment expanded exceptionally rapidly. In this case, the applied statisti-
cal conventions have overestimated GDP growth during this time pe-
riod.% It may however also be argued that productivity growth within
medical care might have been underestimated as a result of medical
and surgical advances.

It is difficult to determine the size of comparable measurement er-
rors for public sectors in other countries. Accordingly we do not
know whether such measurement errors exaggerate or underestimate
GDP growth in Sweden 2 relation to other countries. 1f “true” public-
sector productivity growth was the same in Sweden as in other coun-
tries, the schematic productivity assumption for this sector naturally
leads to a (weak) underestimation of Sweden’s GDP growth in rela-
tion to a half dozen developed countries that assume some (slow)
productivity improvements. However, we know that during the 1970-
1985 period, a more rapid shift of resources occurred in Sweden—
from unpaid labour in the home (unrecorded in the national
accounts) to paid (and recorded) labour in the open market—than in
many other countries. 7 And this specific feature tends to exaggerate

> National calculations sometimes attempt to find certain indicators of productivity
growth, for example, changes in education levels for public-sector employees.

¢ The situation may have changed in the 1990s when widespread attempts at ration-
alisation were made in the public sector. Indeed the negative productivity trend in
the public sector seems to have flattened out in the 1990s.

7 This development is connected with the large increase in female labour-force par-
ticipation rates in Sweden during the 1970-1990 period, from 58 per cent to 79 per
cent. During the first half of the 1990s, this figure dropped to 69 per cent. In other
Western European countries, the increase has been 5-10 percentage points lower.
Canada and the US show about the same increases as Sweden regarding female em-
ployment.
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actual GDP growth in Sweden compared to other countries during
the same period.

Against this background of problems with GDP calculations, it is
easy to understand why previous calculations are constantly revised.
Take, for example, the SCB revision of Swedish GDP that was made
in the spring of 1999, which raised the /wve/ of Sweden’s recorded
GDP by about 3 per cent during the years covered by the revision.
This revision, however, had an insignificant effect on the annual GDP
growth rate.

Despite these limitations, official GDP calculations form the basis
of nearly all empirical economic-growth analysis. Consequently, I first
present GDP data but complement it with statistics on household real
disposable income and public consumption. I also present data on
productivity growth. Throughout I refer to the latest OECD data,
while at the same time, I am aware that future revisions are likely to
occur in all countries.

Against the background of existing weaknesses in national ac-
counts, which to a certain extent are unavoidable, we should not place
a great deal of importance on small differences between countries. It
should also be noted that ongoing national account revisions occur at
different times in different countries, which creates a certain amount
of instability in country comparisons at different points of time.
However, there is currently no reason to believe that existing weak-
nesses in official calculations, taken together, should systematically
distort the picture of production and income growth in Sweden in
relation to other counttries.

1. GDP growth and income growth

It is well known that Sweden’s economy grew faster than nearly all
other countries during the 1870-1970 period. Sweden’s annual growth
rate for real GDP per capita is estimated to have been 2.1 per cent,
compared with the 1.7 per cent average for contemporary rich
OECD countries (weighted and unweighted average). However, dur-
ing the period 1950-1970, i.e. the last two decades of this 100-year
period, Sweden’s growth rate was about the same as the average for
rich OECD countries: 3.5 per cent as compared with 3.4-3.5 per
cent.® These figures are based on Maddison (1982). Excluding West
Germany and Japan, countries that were affected by post-WWII re-

8 The study includes 15 developed countries besides Sweden.
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construction and not just a long-term growth process, Sweden’s

growth figures were, however, slightly higher than the average for rich

OECD countties.

The most common explanations (Lindbeck, 1975; Myhrman, 1994)
for Sweden’s relatively fast growth between 1870 and 1970 are:

e The Swedish economy’s openness to the world economy.

e Increased international demand for Swedish national resources
(forest and iron ore) from the late 19 century due to technologi-
cal advancements.

e [Extensive freedom for private business.

e Stable regulations, well-adapted to the requirements of a market
economy (including property rights and other contract legisla-
tion).

e Considerable infrastructure investments.

e A competent and honest public administration.

e Jarge, widespread investments in human capital and a vital civil
society.

Competent public-sector purchases of newly developed products and
systems from the private sector also played a constructive role (for
example, products from ASEA, Ericsson, SAAB and a number of
defence industries). The eatly phase of the construction of the wel-
fare-state in the 1950s and 1960s proved to be compatible with rela-
tively rapid economic growth during the 1960s; total public expendi-
ture increased from 31 per cent of GDP in 1960 to 44 per cent in
1970. While the 1960 figure was about the same as the average for the
OECD countries, the figure in 1970 was slightly higher than for the
OECD.

Sweden’s economic system changed substantially in the period af-

ter 1970. Some of these changes were:

e Rapidly rising public-sector expenditure—up to 60-70 per cent
of GDP from the early 1980s, according to conventional
measures and 53-60 per cent if transfers are calculated net
rather than gross of taxes.”

9 The reason for the difference between these measures is that transfer payments are
taxed in Sweden—in contrast to most other countries. In addition, the public sector
has considerable gross interest income, primarily via the public-sector pension (AP)
fund. However even if transfers are recorded net of tax, total public-sector expen-

14



SWEDISH ECONOMIC GROWTH, Assar Lindbeck

e Heavily increased marginal tax rates, up to the 60-80 per cent
level for nearly all income groups (including the tax portion of
general payroll fees, VAT and the reduction in income-related al-
lowances).

e A drastic compression of wage differentials via central wage bar-
gaining (“solidaristic wage policy”).

e Increased labour market regulations.

e Substantial shifting of saving and credit supply from the private to
the public sector.

e A general deterioration in the conditions for small- and medium
sized firms, for example, though high and distortionary taxes and
administrative red tape.

Figure 1 shows GDP growth per capita (index format) at constant
domestic prices for 1970-1998. (Unfortunately, statistical revision by the
OECD for the late 1990s makes it impossible to present a long statis-
tical series that also covers 1999.) Compared to an accumulated 45
per cent increase in Sweden during the period as a whole, the entire
OECD had a 67 per cent increase and the European OECD coun-
tries a 66 per cent increase. Thus Sweden lagged behind by about 13
per cent (145/167). Sweden’s annual GDP growth rate per capita was
1.3 per cent per year; the OECD average was 1.8 per cent. Even
though Sweden experienced a more pronounced boom (compared to
other countries) in 1980, 1984 and 1987-1989, it failed to reach the
OECD area’s growth path at any time during this period.

It is sometimes suggested that Sweden’s lag is only (or at least
mainly) due to an unsuccessful stabilisation policy during the 1990s.
This contention does not, however, concur with existing information.
About half of the lag (8 out of 13 percentage points) occurred during
the 1970-1990 period. The rest occurred during the shorter 1990-1998
period. So it is more correct to say that the main part of the long-term
(trend-measured) lag occurred during the former period because the
1990 GDP level was considerably above the long-term trend (see Fig-
ure 2). At the end of the 1980s, Sweden’s economy was highly over-
heated; unemployment was 1.3 per cent at its lowest, which is a pre-
carious level in the long run.

ditures are relatively high in Sweden. During the 1980s and 1990s, only Denmark
and the Netherlands have reported equally high figures.
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Figure 1. GDP per person 1970-1998, index 1970=100
(constant domestic prices)
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Sonrces: OECD, National Accounts Volume I, 1999; and OECD, Main Economic
Indicators, February 2000.

The GDP lag is larger if we measure GDP in international prices
(PPP-corrected GDP). The reason is that Sweden experienced a suc-
cessive terms-of-trade deterioration of about 30 per cent during the
1970s and 1980s. Sweden was able to exchange ever fewer goods and
services in the world market for each unit that it exported. (A 30 per
cent terms-of-trade deterioration with a 20 per cent export share of
GDP, expressed in value added, is equal to a 6 per cent reduction in
international purchasing power for Sweden).

The weak PPP-corrected GDP growth is reflected in Sweden’s po-
sition within the rich countries’ “GDP league”. This is illustrated in
Table 1 where Sweden’s GDP per capita for the years, 1970, 1980,
1990 and 1998—expressed as a percentage of the OECD average—is
shown to have declined from a position 13 per cent above the
weighted average of OECD countries to a position 4 per cent below
this average. Excluding Mexico and Turkey, the two developing
countries in this group, Sweden fell from a position 5 per cent above
the average to a position 14 per cent below i.e. by about 18 per cent.
This is a more reasonable comparison if one wishes to examine Swe-
den’s growth in relation to developed OECD countries. As a result,
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Sweden dropped from a 1970 position as the fourth richest nation
among the OECD countries to the bottom one-third of the group.
Figure 2 shows annual figures during the entire 1970-1998 period
(where both Mexico and Turkey are again excluded).

Figure 2. Sweden’s GDP per person 1970-1998, per cent of the
OECD average (PPP-corrected figures)
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Note: OECD refers to OECD excluding Mexico and Turkey.
Sources: OECD, National Accounts Volume I, 1999; and OECD, Main Economic
Indicators, February 2000.

For household real disposable income, the lag has been considerably
larger than for GDP, regardless of whether we measure growth at
constant domestic prices or at international prices. Figure 3 illustrates
the first measure, which should be compared with Figure 1 because
both are calculated using constant domestic prices. While the accu-
mulated per capita increase for household real disposable income was
as little as 25 per cent (.8 per cent per year) in Sweden during the
1970-1992 period, it was 71 per cent (1.9 per cent per year) for
OECD and 67 per cent (1.8 per cent per year) for European OECD
countries. Hence in this case, we are talking about a lag of 25-27 per
cent.!?

10 The long-term picture is about the same if we look instead at private consumption
growth. However, short-term growth is different since it depends on annual varia-
tions in the saving rate. It should also be noted that since 1970, Sweden’s relative
hourly wage cost in the same currency fell by about 30 per cent as compared to its
trading partners. Hence these various time series paint the same picture.
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Table 1. GDP per person, per cent of the OECD average
(PPP-corrected figures)

Position 1970 Index Position 1980 Index
1. Switzerland 154 1.US 140
2.US 147 2. Switzerland 137
3. Luxembourg 119 3. Canada 118
4. Sweden 113 (105°) 4. Luxembourg 115
5. Canada 111 5. Iceland 110
6. Denmark 109 6. France 109
7. France 106 7. Norway 107
8. Australia 103 7. Sweden 107 (98%)
9. Netherlands 102 9. Denmark 105
10. New Zealand 100 10. Belgium 104
11. UK 96 11. Australia 101
12. Belgium 95 11. Austria 101
13. Germany 93 11. Netherlands 101
14. Austria 89 14. Germany 97
14. Italy 89 14. Italy 97
16. Norway 88 16. Japan 95
17. Japan 86 17. UK 93
18. Finland 85 18. Finland 92
19. Iceland 83 19. New Zealand 89
20. Spain 66 20. Spain 68
21. Ireland 55 21. Greece 61
22. Greece 53 21. Ireland 61
23. Portugal 46 23. Portugal 53
24. Mexico 40 24. Mexico 45
25. Turkey 28 25. Turkey 27

Note: a) Mexico and Turkey are excluded. b) 1998 figures are based on estimated
population.

Sources: OECD, National Accounts Volume I, 1999; and OECD, Main Economic
Indicators, February 2000.
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Table 1. continued...

Position 1990 Index Position 1998° Index
1. Luxembourg 141 1. Luxembourg 162
2. US 137 2. US 139
3. Switzerland 131 3. Norway 124
4. Canada 114 4. Switzerland 123
5. Japan 110 5. Denmark 117
6. Norway 108 6. Iceland 115
7. France 107 7. Canada 111
7. Iceland 107 8. Austria 109
9. Denmark 105 8. Japan 109
9. Sweden 105 (94°)  10. Belgium 107
11. Austria 103 11. Netherlands 106
11. Belgium 103 12. Germany 104
13. Finland 100 13. Australia 103
13. Italy 100 13. Ireland 103
15. Australia 99 15. France 98
15. Germany 99 16. Italy 97
17. Netherlands 98 16. UK 97
17. UK 98 18. Finland 96
19. New Zealand 82 18. Sweden 96(86°)
20. Spain 73 20. New Zealand 81
21. Ireland 70 21. Spain 74
22. Portugal 59 22. Portugal 70
23. Greece 57 23. Greece 64
24. Mexico 36 24. Mexico 36
25. Turkey 29 25. Turkey 30

It is important to point out that the lag in household real dispos-
able income is 7of compensated for by more rapid increases in (statis-
tically recorded) public-sector consumption during the 1970-1998 pe-
riod. In Sweden during 1970-1998, the statistically measured accu-
mulated increase in public-sector consumption per person was 46 per
cent (1.3 per cent per year) compared to 48 per cent (1.4 per cent per
year) for OECD and 74 per cent (2.0 per cent per year) for European
OECD counttries.

The issue is further clarified by looking at the s of private and
public-sector consumption. As is seen in Figure 4, Sweden’s lag is
about as large using this measure as it is for household disposable in-
come, namely about 25 per cent. It is not easy to explain why Swe-
den’s lag is larger for household disposable income and total con-
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sumption than for GDP, when both are expressed in either domestic
or in international prices.!!

To be able to compare the /ve/, and not just the rate of change, of
household real disposable income in relation to other countries, it is
important to do the calculations in international prices, i.e. PPP-
corrected calculations. Unfortunately, this is only possible for a lim-
ited number of countries. In 1988, Sweden ranked next to last—after
Finland and above Portugal—among the 16 countries for which these
types of statistics are available. But here, it should be remembered
that the level of Swedish household consumption of public services is
higher than in other countries. Public-sector consumption in Sweden
accounts for an additional 5 to 10 percentage points of GDP than in
most other OECD countries. An “adjusted disposable income” that
includes publicly provided services would definitely raise Sweden’s
standing in the OECD household-income league (in terms of levels)
from a “second last” placement. If such a definition of adjusted dis-
posable income is used, Sweden would probably land at about the
same place as for the level of GDP per capita.

11 Tt would be an interesting task to specify statistically the vatious components un-
derlying the differences between GDP growth and household disposable income
and consumption growth. However this falls outside the tealm of this paper. The
most important explanation is probably that the prices of consumer goods increased
faster than prices for GDP as a whole compared to other countries. Another, rela-
tively marginal explanation might be that insignificant net capital income from
abroad in 1970 (.1 per cent of GDP) was successively replaced by net capital expen-
diture associated with net claims on other countries being replaced by net debt; in
1998, net foreign capital expenditures reached minus 2.4 per cent of GDP.

It can perhaps be tempting to explain the relatively low growth of household
disposable income and consumption with reference to the increased tax burden.
The tax share increased from 41 per cent to 56 per cent between 1970 and 1998.
However here we are on the wrong track because increased tax payments are mainly
balanced by increased public expenditures to the private sector — either as transfers
or public-sector consumption. Nor is it possible to explain much of the difference
between the growth of GDP and household disposable income and consumption by
claiming that the government’s budget position changed between 1970 and 1998. In
fact, the budget surplus fe// from 4.5 per cent of GDP to 2.2 per cent between 1970
and 1998, which helped to sustain household disposable income in 1998.
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Figure 3. Household real disposable income per person 1970-
1998, index 1970=100 (constant domestic prices)
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Notes: OECD: Australia, Austria, Belgium, Canada, Finland, France, Germany, Italy,
Japan, Netherlands, Portugal, Spain, Switzetland, Sweden, UK and the US. OECD-
Europe: OECD excluding Australia, Canada, Japan and the US. Prior to 1991, only
the Western part of Germany is included in the OECD aggregates.

Sources: OECD Economic Outlook 65, June 1999; and OECD, National Accounts
Volume I, 1999.

Figure 4. Total consumption per person 1970-1998, index
1970=100 (constant domestic prices)
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Source: OECD, Economic Outlook 65, June 1999.
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2. Productivity growth

Even if GDP per person illustrates the economic base for material
welfare, other measures may be more relevant if we are interested in
productivity in the production sector, i.e. the ratio between produc-
tion and inputs of factors of production. GDP per employee is perhaps
the most common measure of labour productivity for the economy as
a whole, partly because this measure is available for many countries.
During the 1960s, the growth of GDP per employee in Sweden was
at more or less the same rate as in other developed countries. How-
ever, as is shown in Table 2, during the 1970-1990 period, the rate of
growth of labour productivity was lower than the average for the de-
veloped OECD countries. By contrast, in the 1990s, this measure of
labour productivity indicated a more rapid rate of improvement in
Sweden relative to the OECD average. One reason is that several
low-productive production units disappeared, and that low-skilled
workers lost their jobs during the severe crisis in the early 1990s,
when employment fell by about 10 per cent. Another reason is that
capacity utilisation in the remaining plants increased during the sub-
sequent cyclical recovery after 1993. It is also clear that the reduced
sick leave increased labour productivity per employee.'> GDP per hour
worked is an alternative measure of labour productivity. However, this
measure is only available for a few countries. For Sweden, this pro-
ductivity measure is more advantageous than data on GDP per em-
ployee when we examine the level of productivity rather than its rate
of change. This is explained by the shorter annual working hours per
employee in Sweden.!3

12 An accurate statistical breakdown of different factors behind the more rapid pro-
ductivity growth during the 1990s would be interesting—but this is also outside the
scope of this paper.

13 The level in Sweden was lower than in Norway, France, Germany and Switzerland
(all countries with short working hours) and in the US and Canada. The level was
higher than in Finland, Spain, Japan, Australia, New Zealand and the UK.

22



SWEDISH ECONOMIC GROWTH, Assar Lindbeck

Table 2. GDP per employed person, annual percentage
change (constant domestic prices)

1960-70 1970-80 1980-90 1990-98°

Ireland 4.2 3.8 3.7 4.1
Finland 4.7 2.5 2.5 2.7
Germany? 4.2 2.6 1.7 2.6
Portugal 6.4 3.0 1.8 2.6
Sweden 4.0 1.0 1.4 2.6
Norway 3.5 3.2 1.8 24
Luxembourg 2.9 14 2.7 24
Australia 2.7 1.9 9 2.2
Denmark 3.5 1.8 1.5 2.1
Austria 5.2 3.0 2.1 1.8
Italy 6.2 2.9 2.1 1.7
UK 2.6 1.8 1.9 1.7
Belgium 4.2 3.2 1.7 1.5
Greece 8.5 4.0 .6 1.5
Iceland 2.8 3.6 1.1 14
Spain 6.6 4.1 2.3 14
France - 2.6 1.9 1.4
Canada 1.8 1.1 1.0 .8
Japan 8.9 3.6 2.7 .8
Netherlands - 2.6 1.3 4
us 1.2 .6 1.5 4
New Zealand 1.2 .6 1.5 4
Switzerland 3.2 1.1 2 4
OECD unweighted® 4.2 24 1.7 1.7
OECD weighted” 3.8 1.9 1.8 1.1

Notes: a) For 1960-90, the figures are for West Germany, and thereafter, for unified
Germany. In the forth column, the German figures are for 1991-98. b) OECD
refers to only those countries in the table. ¢) The 1998 figures are based on esti-
mates of employment.

Sources: OECD, National Accounts Volume 1, 1999; OECD, Main Economic Indi-
cators, February 2000; OECD, Economic Outlook 61, June 1997; and OECD,
Economic Outlook 65, June 1999.

Because the public service sector is especially large in Sweden
(about 30 per cent of GDP), productivity growth in that sector is es-
pecially important for Sweden. Murray (1997) found that annual pub-
lic-sector labour productivity decreased by 1.8 per cent per year dur-
ing the 1970s. If we adjust the official GDP figures for the 1970s
based on this information, GDP growth falls by about one-half per-
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centage point per year. (Unfortunately, figures do not exist for public-
sector labour productivity growth during the 1980s and 1990s. Nor
do we have comparable figures for other countries.)

If we limit ourselves to manufacturing industry, where data are
often considered to be better than within the service sector, the pic-
ture is about the same as for GDP as a whole, up to the early 1990s.
This applies regardless of whether labour productivity is measured as
production per employee (Table 3A) or as production per hour (Table
3B). For labour productivity per hour, the recovery during the 1990s
was so strong within the manufacturing industry that in the 1994-
1997 period, Sweden had recovered the productivity losses since 1980
in this sector; see Figure 5. However, these figures refer only to a
small, diminishing part of the Swedish economy. Today, the manu-
facturing industry is about 20 per cent of the GDP in Sweden.

Figure 5. Productivity in the manufacturing industry 1980-
1998, index 1980=100 (constant domestic prices)

200 1
180 A
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10 OECD-countries
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1996 1998

Notes: The productivity is measured as production per hour. Weighted average of 10
countries: Belgium, Canada, France, Germany, Italy, Japan, Netherlands, Norway,
UK and the US.

Sources: US Department of Labour, Bureau of Labour Statistics and OECD, Eco-
nomic Outlook 66, December 1999.
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Table 3. Productivity growth within the manufacturing indus-
try 1960-1998 (constant domestic prices)

A. Production per employed, B. Production per hour, an-
annual percentage change nual percentage change
1960- 1970- 1980- 1990- 1960- 1970- 1980- 1990-
70 80 90 98 70 80 90 98
Sweden 5.6 1.9 3.0 5.8 6.7 3.4 2.5 4.6
France 6.6 3.5 2.8 3.8 7.1 4.5 34 4.0
Netherlands 5.7 4.9 3.3 3.7 7.0 6.1 3.6 3.8
us - - 3.4 3.6 - - 3.1 3.3
Denmark 4.5 4.4 5 3.2 5.8 5.5 9 -
Belgium 5.4 5.5 4.1 2.9 6.2 71 4.0 3.0
Germany 5.0 3.0 1.7 2.7 5.9 4.0 25 3.2
Italy 5.8 4.8 4.1 2.5 6.5 5.7 3.7 2.6
Canada 3.7 2.1 2.6 23 3.8 24 24 2.0
UK 3.0 1.5 4.9 2.2 3.7 23 4.6 2.2
Japan 9.5 4.8 3.9 1.9 1.5 5.3 4.1 3.0
Norway 3.6 1.6 2.1 1.0 4.6 2.9 2.3 9
Unweighted average 5.3 3.4 3.0 3.0 6.2 4.5 3.1 3.0
Weighted average 6.3 3.7 3.4 3.0 71 4.5 3.3 3.1

Notes: The number of employees was used rather than the number of employed for
Belgium, Denmark, Italy, and the Netherlands. The weights used to calculate the
averages are based on 1995 PPP-corrected GDP. Germany refers to West Germany
for all time periods.

Sonrces: US Department of Labour, Bureau of Labour Statistics and OECD, Eco-
nomic Outlook 66, December 1999.

From the perspective of the national economy as a whole, we can
object to measuring labour productivity as production per employee or
per working honr. Using these measures, we miss productivity losses for
the economy as a whole when some workers land outside the
workforce or are forced to work fewer hours than they would like to.
In particular, fully able-bodied individuals who have landed outside
the labour force should be recorded as having zero productivity,
which is not the case with conventional productivity measures. The
problem is illustrated by the previously mentioned loss of jobs in low-
productivity plants during the first half of the 1990s. Another illustra-
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tion is that high marginal tax rates tend to result in shorter working
hours.!*

For labour productivity within the national economy as a whole, it
is therefore likely that GDP per person of working age is a better meas-
ure, albeit not a perfect one. In this way, we avoid that the expulsion
of workers from low productivity plants into unemployment or early
retirement, i.e. a reduction in the denominator in the ratio between
production and labour input, is automatically registered as increased
productivity. But unfortunately, it is difficult to obtain comparable
data among countries, other than for the 15-64 age group. This means
that both cross-country variations in the allocation of labour between
the home and open market and changes in the number of students
may distort the results.!> According to this measure, Sweden lagged
less behind other countries up to the end of the 1980s, than if we
measure productivity by GDP per capita or hours of work. But Swe-
den lagged considerably during the 1990s with this measure: an in-
crease by only .7 per cent per year compared to 1.4 to 1.6-1.8 per cent
for OECD; see Table 4. In this respect, the picture looks rather dif-
ferent than for GDP per employee during the 1990s. Naturally, the
explanation is the large reduction in employment of low-productivity
workers during the first half of the 1990s.

4 Tt is often incorrectly argued that the negative marginal effects (substitution ef-
fects) on labour supply of higher taxes are counteracted by the fact that households
can afford less leisure when taxes increase (positive income effect on labour supply).
But it is then forgotten that the money that the household pays in taxes returns to
the household in the form of transfer payment or public consumption (income in
kind). This means that the income effect of taxes is counteracted by the income
effect in the opposite direction of increased government spending for the average
household.

15 From that point of view, it would have been better to use the age group 25-64.
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Table 4. GDP per person age 15-64, annual percentage
change (constant domestic prices)

1960-70 1970-80 1980-90 1990-98

Ireland 3.9 3.1 2.9 58
Luxembourg 3.1 1.5 3.8 4.4
Norway 3.5 4.1 1.7 3.2
Denmark 3.7 1.8 1.5 2.4
Netherlands 3.5 1.5 1.2 2.3
Spain 6.6 24 2.0 2.1
Australia 2.9 1.6 14 2.1
us 2.2 1.1 1.7 2.1
Portugal 71 3.2 2.7 1.9
Belgium 4.6 2.7 1.5 1.6
UK 2.6 1.7 2.2 1.5
Iceland 2.8 4.5 1.3 1.5
Austria 4.8 3.1 1.6 1.5
Germany® 4.2 2.1 1.5 14
Greece 7.3 3.8 Ve 1.3
France 4.4 2.4 1.3 1.2
Japan 84 3.5 3.1 1.2
Finland 3.8 2.8 2.7 1.1
Italy 51 3.0 1.5 1.0
New Zealand 1.5 .5 .6 .8
Sweden 3.9 1.8 1.7 7
Canada 2.7 1.8 1.6 .6
Switzerland 3.4 .8 1.3 -1
OECD unweighted® 4.2 24 1.8 1.8
OECD weighted” 4.1 2.0 1.9 1.6

Notes: a) For 1960-90, the figures are for West Germany, and thereafter, for unified
Germany. In the fourth column, the German figures are for 1991-98. b) OECD
refers to only those countries in the table.

Sonrces: OECD, National Accounts Volume 1, 1999; OECD, Main Economic Indi-
cators, February 2000; OECD, Economic Outlook 61, June 1997; and OECD,
Economic Outlook 65, June 1999.

3. Why did Sweden lag behind?

Explaining weak GDP and household income growth in Sweden
since 1970 is complicated and controversial. It is useful to base the
discussion on a distinction between proximate sources and background
forces of economic growth (Lindbeck, 1983). With proximate sources,
we mean factors that directly affect production, or to be more exact,
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factors that are included as explanatory variables within the econ-
omy’s production function: labour, real capital, human capital and
technology. Growth accounting tries to assign quantitative impor-
tance to each of these sources. But a deeper analysis must be able to
explain what, in turn, lies behind these proximate sources, that is,
what may be called for the sake of simplicity, background forces.

Changes in the age distribution of the population is a partial expla-
nation of the weak growth of GDP per capita in Sweden, especially
the rapid growth in the number of persons who are older than 64.
Indeed, the population has been ageing eatlier in Sweden than in
most other developed countries. The role of this factor may be sche-
matically illustrated by comparing GDP per capita with calculations
of GDP per person of working age. As previously noted, while Sweden
was 14 per cent below the average for developed OECD countries in
terms of GDP per capita in 1998, the comparable figure is 12 per cent
when the comparison is based on figures for GDP per person of
working age (OECD and ILO statistics). According to these sche-
matic calculations, changes in the number of elderly have contributed,
to some extent, to Sweden’s low level of GDP per capita relative to
other countries. However, this does not seem to be a dominating
factor. Systematic regression studies (Lind and Malmborg, 1999) also
indicate that changes in the age structure help explain the productivity
growth slow-down—in Sweden as well as in a number of other
countries in Western Europe.!¢ Their regressions also suggest that a
rise in the share of individuals above the age of 64 reduces not only
GDP growth per capita but also labour productivity growth.!”

Another proximate source that is likely to have contributed to the
relatively slow economic growth in Sweden is that real investment has
fallen since the mid-1980s from a few percentage points above the
OECD average to a few percentage points below (Lindbeck, 1998).
According to Ragnar Bentzel’s calculation, this might explain about
one tenth of the fall in labour productivity growth in the business
sector since the start of the 1970s (Lindbeck, 1997).

16 Somewhat surprisingly, in this study labour productivity growth is negatively in-
fluenced by a fall in the population share in the age group 45-64, but not by a fall in
the share of younger age groups.

17 As conceivable reasons, they suggest that individuals in this age group contribute
to a shift in the allocation of resources to services with slow productivity growth
(health care and old-age ) and that they dissave.
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What role has human capital (education and training) played for
Sweden’s economic development during recent decades? Often-used
rough measures of education level include the average number of
school years for population above age 25, and average years of higher
education. Using information of this type does not reveal substantial
lags in access to human capital as compared to other OECD coun-
tries (Sohlman, 1999). However Sweden lost part of its previous
leading rank for higher education within the 25-35 age group and to
some extent, the 35-45 group. The proportion of the labour force that
has a “normal” academic education (at least three years) stagnated
from the mid-1980s (Edin, Fredriksson and Holmlund, 1993). This
primarily applies to the number of persons with maths, technological,
and science education in the business sector, especially at the Ph.D.
level (see references in Lindbeck, 1997).

We know less about the quality and efficiency of education. In an
international perspective, expenditure per student is relatively high in
Sweden’s compulsory schools but relatively low at the university level
(Forslund, 1995). During the 1970s and 1980s, the number of teach-
ing hours and homework preparation hours (important inputs in the
education process) were low in Sweden’s compulsory schools; see re-
ferences in Lindbeck (1997). Regarding achievement, most direct
knowledge measurements indicate about an average rank for the
compulsory school, compared with other developed countries. Rela-
tive quality is less known for university education. On the basis of this
type of fragmentary information, it is difficult to argue strongly that
changes in educational investment help to explain Sweden’s economic
lag since 1970. However the stagnation in the number of individuals
who have academic training in the business sector may have contrib-
uted.

Let us turn then to the third factor in growth accounting, in addi-
tion to labour and capital: technology. Most likely, the main explana-
tion for Sweden’s growth lag has to be found here. For instance, it is
likely that other countries successively caught up with Sweden’s tech-
nology during the 1970s and at the beginning of the 1980s—the catch-
up hypothesis. This mechanism, which relies on import and imitation of
technology and organisation in leading countries, often applies and is
a normal finding in studies that compare growth among developed
countries. For example, the catch-up factor is considered to be an
important explanation as to why the US and Switzerland gradually
lost part of their lead regarding GDP per capita during the 1950-1990
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period. But this cannot explain why about twelve other OECD
countries passed Sweden during the period 1970-1990, while Sweden
did not pass one single country. It is one thing to lose part of the lead
in a race (as did the US and Switzerland), and totally another to be
surpassed by many other countries as Sweden was. It is also unrealis-
tic to consider the catch-up factor as an iron law. During the 1990s,
the relatively strong growth of Luxembourg and the US, the two
wealthiest OECD countries, illustrate this (see Table 1).

Indeed, there are some indications that technology development
proceeded more slowly during the 1970s and 1980s in Sweden than in
other countries.!® We get additional support for this hypothesis from
available studies of the growth of #wtal factor productivity, the ratio be-
tween production and total factor inputs (labour p/us capital), which
increased relatively slowly in the business sector during the 1970-1990
period.’” For Sweden’s business sector, Ragnar Bentzel’s studies sug-
gests that the rate of total factor productivity growth fell from 3.05
per cent per year during the 1950-1970 period to 1.24 per cent per
year during the 1970-1993 period (Lindbeck, 1997).29 According to
OECD calculations, total productivity increased in the business sector
by 0 per cent per year in Sweden during the 1973-1979 period and by
.8 per cent per year during the 1979-1990 period, compared to .8 and
1.0 per cent per year for the OECD during the same periods. The lag
is larger if we compare with European OECD countries in which the
increase was 1.4 per cent and 1.3 per cent per year during these two
periods (OECD, 1992). Because of the more rapid productivity
growth during the 1990s, Sweden’s figures for total factor productiv-
ity growth in the business sector look considerably better for the
longer 1979-1997 period: 1.1 per cent per year in Sweden compared
to .9 per cent for the OECD and 1.2 per cent for the EU (OECD,
1998).

Moreover available calculations (Murray, 1997) indicate that total
factor productivity, and not just labour productivity, grew much more

18 See Lindbeck (1997).

19 Tt is well known that total factor productivity is a shaky productivity measure-
ment, not least due to difficulties in measuring the input of capital services in the
production process.

20 Total factor productivity growth (as a percentage) means production increase
minus what can be explained through increased inputs of labour and capital. In
Bentzel’s analysis, changes in this residual are divided into two components: reallo-
cation gains and “unexplained” residual; the sum of these components yields total
factor productivity growth.
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slowly in the public-sector services than in the private-sector services,
with the previously noted reservation that productivity growth in the
health-care sector is probably underestimated in these calculations.
According to available calculations, total factor productivity should
have fallen by no less than 4 per cent per year during the 1960s, by
1.3 per cent during the 1970s and by .5 per cent per year during the
1980s.2! Incomplete data indicate improved, and in some years even
non-negative, figures during the first half of the 1990s, especially in
municipalities (information by private correspondence with Murray).

How do we then identify “background forces” behind the “proxi-
mate sources” of slower GDP growth? The fall in returns on higher
education can partly explain the stagnation of investments in human
capital at the university level from the early 1970s—two sets of fig-
ures that have closely followed each other in Sweden. But political
decisions to ration the commencement of such studies is another rea-
son. According to Edin, Fredriksson and Holmlund (1993), after tax
and without accounting for subsidised student financial aid, the return
for men fell from 10 per cent in the 1960s to 1-3 per cent in the early
1980s—based on traditional (“static”) calculations of income for dif-
ferent age groups with and without academic studies (compared to
high school studies). If account is taken of student financial aid, the
measured return is distinctly higher at both points of time—in the
early 1970s about 3 percentage points higher. In the 1970s, the com-
pression of wage differentials, after tax, among different professions
also reduced economic incentives for professional training and devel-
opment outside academic groups, which should have had negative
effects on human capital investments for workers. Good data are,
however, unavailable for this area.

To explain the fall in the investment ratio (real investment as a
share of the GDP), it is natural to refer to the reduction in the return
to capital in the business sector in the 1980s and the early 1990s
(Lindbeck, 1997). Country comparisons also indicate that the return
has been lower in Sweden than in most other OECD countries for a
long time—at least up to the middle of the 1990s. This was no acci-
dent and at least partly the result of intentional actions. The govern-
ments and unions (primarily the blue-collar unions) wanted to
squeeze profits between rising wage costs and a fixed exchange rate,

21 'The national accounts still do not consider these calculations and continue to
accept the assumption of unchanged productivity year after year in the public sec-
tot.
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according to the Rebn-Meidner model, named after two leading labour-
union economists.

The slowdown in the growth of total factor productivity, including
technological and organisational improvements and reallocations of
resources, remains to be explained. One possibility is to refer to insuf-
ficient business-sector competition, for example, as a result of regula-
tions and a weak competition policy (McKinsey, 1995). In fact, the
Swedish government has traditionally shown a very relaxed attitude
towards weak competition, for instance, as a result of cartels, gov-
ernment regulations and public-sector monopolies in the service sec-
tor. General business conditions have for a long time been unfavour-
able for small and medium-sized firms, due, for example, to tax and
regulation systems. Low private saving, especially in the household
sector, has also been unfavourable for such firms, including the entry
of new ones. This helps to explain the slow growth among small- and
medium-sized firms. Traditionally, the government has not been very
worried about this poor growth performance among small and me-
dium-sized companies, presumably because of its ideology that large
corporations represent “the future” and that such firms are easier for
the government to negotiate with—at least before the internationali-
sation of these firms in the 1980s and 1990s.

The slow total factor productivity growth and reallocation of re-
sources may also be reflected in the development of competitiveness
in foreign trade. Relative unit labour costs (RULC), 1.e. labour costs per
unit of output as compared to other countries, fell by about 30 per
cent within the manufacturing sector between 1970 and the eatly
1990s (Figure 6). This means that the (effective) depreciation of the
crown since 1970 (by about 50 per cent) has been considerably larger
than can be explained by stronger wage inflation and slower produc-
tivity growth. We might have expected that a country with such a fa-
vourable movement of relative unit labour costs would have seen an
increase in its market share in other OECD countries’ imports. Up to
the early 1990s, however, Sweden experienced falling market shares
that were only partly recaptured during the latter part of the 1990s. 22

22 The falling market share for Sweden can only to a small extent be accounted for
by the fact that new industrial countries have increased their exports to developed
countries.
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Figure 6. Relative unit labour costs (RULC), exchange rates
and market shares, Sweden 1970-98 (index 1970=100)

1970 1975 1980 1985 1990 1995

—RULC
— —Market shares
- - - Exchange rate

Sonrces: The Swedish Ministry of Finance, the Swedish National Institute of Eco-
nomic Research and Statistics Sweden.

It is not exactly clear how this should be interpreted. One expla-
nation can be that labour and capital in Sweden have been tied up in
sectors with falling terms-of-trade in world markets and that Swedish
wages have thus been forced to make a comparable downward ad-
justment. This interpretation agrees with Bentzel’s growth accounting
in which resource reallocation among sectors contributed only .2 per-
centage points to annual production growth in 1970-1993, compared
with 1.0 percentage points during the 1950-1970 period (see Lind-
beck, 1997). This means that the limited ability of the Swedish econ-
omy to reallocate resources helps explain the relatively slow produc-
tivity growth in Sweden.

A complementary explanation could be that the quality of Swedish
industrial products did not improve equally fast as the quality of
products that were manufactured in other countries (another aspect
of technological catch-up by others). This has forced Swedish firms to
lower their export prices and consequently wages (in the same cur-
rency) in comparison with other countries. For example, in the 1960s
Swedish ball bearings may have been the best in the world, but not in
the 1990s, which means that Swedish ball bearings producers had to
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lower their relative prices and wages. This interpretation agrees well
with the previously described terms-of-trade deterioration for Swe-
den. We can also say that Sweden succeeded in maintaining industrial
production volume to some extent by dumping industrial products in
the world market in connection with recurring devaluations. In terms
of volume, Swedish industrial production did not lag so much behind,
but instead we had to accept lowered export prices and domestic
wages in relation to other countries. This observation is consistent
with the fact that Sweden’s lag is greater in terms of PPP-calculations
than in terms of constant domestic prices.

Massive reallocation of resources, up to the end of the 1980s, into
the public sector with its slow (reported and apparently actual) pro-
ductivity growth also contributed to Sweden’s productivity slow-
down.?> While 10 per cent of the employment existed in the public
sector in 1950 and 21 per cent in 1970, comparable figures in 1990
were about 32 per cent. (In 1998 the figure fell to about 30 per cent).

Observers of Sweden’s economy usually also claim that high mar-
ginal taxes damaged productivity growth via negative effects on work
intensity, human capital investment, reallocation of labour to high-
productivity sectors, saving and so on—a view that I find reasonable.
Large asymmetries in taxing different types of assets also intensified
the negative effect (distortions) of broad tax wedges on saving and
investment allocations. The background to the gradually increased
marginal tax rates after the World War II, especially after 1970, is that
during recent decades, a large portion of the population went from
being market financed to being tax financed—either as public-sector
employees or as recipients of public-sector transfers. Today, about
two thirds of the population is tax financed rather than market fi-
nanced—more than four million adult people out of a total of 6.5

23 Production of personal services in Sweden occurs to a great extent in the public
sector and not in the private sector, which also exaggerates measured productivity
growth in Sweden’s business sector—compared with other countries. The reason is
that productivity growth is slower in the service sector than in industry. Neverthe-
less, registered productivity growth per hour in the business sector during the 1970-
90 period was .2 percentage points slower per year than the OECD average and .8
percentage points slower than for European OECD countries. A slightly larger dif-
ference occurred in the 1970s than in the 1980s (OECD data; see also Lindbeck,
1998).
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million. So for every market financed person, there is about 1.6 tax
financed, as compared with .6 in 1960.%4

To generalise: several background forces underlying the growth
slowdown in Sweden seem to be related to changes within Sweden’s
economic system from around 1970 toward centralisation, regulation
(in particular, in the labour market), and the reduced role of economic
incentives for both households and firms (Lindbeck, 1997). Deficien-
cies in short-term stabilisation policy (demand management) may also
have contributed to retard economic growth, in Sweden as well as in
other countries. In particular, there has often been expansionary de-
mand management in cyclical upswings and restrictive policies during
cyclical downswings, rather than the reverse as recommended by
textbooks. Obvious examples are expansionary policies in the up-
swings of 1969-1970, 1979 and 1986-1990 and restrictive policies in
the downswings of 1971-1972, and 1991-1992. There is no reason,
however, to assume that the deficiencies in stabilisation policy have
been greater in Sweden than in other countries.

But it is important to remember that weak economic development
during three decades does not necessarily mean that growth must be
equally weak during the coming decades. Several factors, presented in
this paper as explanations of the weak growth in the years following
1970, have been modified or totally dismissed in recent years. Mar-
ginal tax wedges and asymmetries in the tax system have been re-
duced, partly through tax reforms (especially in 1990-1991), and partly
as the result of lower inflation. Human capital returns have increased
due to wider wage differences and lowered marginal tax rates. Human
capital investments have been facilitated via the expansion of the
number of available places for students in colleges and universities.
The consolidation of public-sector finances and low inflation have
also reduced the risk for highly restrictive economic policies during
coming years. Regulations have been largely removed in the capital
and foreign exchange markets and within energy and telecommunica-
tion.

Other asserted forces behind Sweden’s poor growth performance
after 1970, however, still operate. Not a lot has been done about the

24 These types of calculations build on certain approximations, for example, regard-
ing how absence from work because of health problems is distributed between em-
ployees in the public and the private sector. This is one reason why published cal-
culations differ somewhat. But the general pattern is the same regardless of how
these approximations have been made.
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inadequate competition in the business sector, especially in the public
sector. There has not been much improvement in working conditions
for small firms, and rigid institutions and regulations in the labour
market have hardly been touched. As a result of the large public-
sector expenditures and egalitarian ambitions in income distribution
policy, the tax wedges are still very wide, partly because the 1990-
1991 tax reforms have been nipped in the bud.

Naturally, we must remember that other countries have also made
tax reforms and deregulations. Even if actions that have been taken in
Sweden would have positive effects on domestic growth, it is thus not
obvious that growth will increase 7z relation to other countries. What is
possibly advantageous for Sweden is that the country is on the leading
edge in important production areas such as medicine and IT. Young
people in Sweden are also quite knowledgeable in the language (Eng-
lish) that dominates in the use of these technologies. Moreover, so far
the new firms in the I'T sector have not been much harmed by the tax
system and labour market regulations in Sweden, since many of these
firms do not yet make any profits and labour market regulations are
avoided by partnership, option programs and contract work. Moreo-
ver, as one of the least affluent countries in Western Europe today,
Sweden will have the catch-up factor in its sails.

Only the future can reveal whether Sweden will succeed in turning
around the relatively weak growth trend since the start of the 1970s.
While productivity growth has recovered within the manufacturing
industry, Sweden has a long way to go to return to its relative position
three decades ago in terms of GDP and household income (per per-
son); see Figure 1. Only three percentage points of the 18 per cent
relative fall in GDP per capita since 1970, compared to the OECD,
have been recovered so far (by late 2000). Even if GDP per capita
were to increase one percentage point faster per year than in the other
rich OECD countries, it would take 15 years before Sweden had re-
turned to its relative position in 1970. It is an open question as to
whether the political system in Sweden would allow an incentive
structure that would be conducive to this more rapid improvement in
economic performance compared to other developed countries. The
development during the last years (1998-2000), however, looks
promising.
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