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Within the very broad topic of the mixed econ
omy I am going to discuss here four types of 
problems which are faced by social democratic 
labour movements - unions and social democratic 
parties - in the Western nations. These problem 
areas are: (1) the types of coalitions that can be 
created between workers and other interest 
groups in Western societies, primarily salaried 
employees; (2) the nature of the relations between 
the social democratic party and the trade unions; 
(3) the possibilities of diminishing inequality and
maintaining full employment in Western nations;
and (4) the consquences of these policies for
economic growth and efficiency.

Toe above problems are of course, very broad 
ones, to say the least, and I am here only able to 
touch upon them. I will discuss them in relation
ship to the development of the labour movement 
in Sweden. In sorne ways the Swedish Social 
Democratic Party has been the most successful of 
the Western reformist socialist parties - in terms 
of electoral support and in terms of number of 
years in government. During the postwar years 
there is no party on the left which has been equally 
successful in these terms, and on the right it is 
only the J apanese Liberal Democratic Party which 
can compete. 

I will therefore try to discuss what can be 
learned from the Swedish developments since the 

1930s up to the present worldwide economic crises 
and high unemployment levels since the mid-
1970s. In the 1930s as well as in the early postwar 
decades, the Swedish Social Democrats were rel
atively successful with their policies, which are 
often brought together under a rather diffuse 
concept - the Swedish Model. In the 1980s they 
were less successful. I will clase with sorne obser
vations on the situation in the early 1990s. 

SOCIAL DEMOCRACY 

What distinguishes a social democratic party 
from other parties? Since the term 'social democ
racy' is used in quite different ways in northern 
and southern Europe, it is perhaps worthwhile to 
ask this question. In the 1920s the Swedish Social 
Democrats defined their long-term strategy in 
terms of three steps - the achievement of ( 1) 
political democracy; (2) social democracy; and 
(3) economic democracy. Since then, of course,
not only the parties on the right but also these
days the communists have come to accept politi
cal democracy and it is thus no longer a dis
tinguishing characteristic for social democrats. At
present the economic crises since 1973 have put
all social democratic parties in a defensive
position. The gigantic failure of 'real socialism' in
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Eastern E urope also throws a shadow over the 
social democratic parties, the traditional arch
enemies of the communists. At present the issue 
of economic democracy is therefore not on the 
political agenda in any realistic way. 

To discover the distinctive characteristics of 
social democratic parties, we thus have to look at 
the second step, the creation or achievement of 
social democracy. In the 1930s in Sweden 'social 
democracy' was conceived primarily as two 
things; (1) the combatting of high unemployment 
during the Great Depression; and (2) getting rid 
of discriminating poor law treatment of those who 
for various reasons were unable to support them
selves. During the 1930s and the postwar period 
the most immediate social democratic project has 
obviously been the attempt to create a welfare 
state, which decreases inequality and maintains 
full employment at the same time as it contributes 
to economic growth and economic efficiency. 

As is well known, full employment tends to 
increase equality and also economic growth. Vari
ations in the level of unemployment have direct 
effects on distributions of factor income but also 
on economic growth. In mainstream economic 
theory, however, equality is often seen as coun
teracting economic efficiency. The late well
known American economist Arthur Okun once 
described the choice between equality and effi
ciency as the 'Big Trade-Off'. Standard economic 
theory argues that inequalities in rewards are 
necessary for the efficient functioning of markets, 
for creating strong and clear signals on the 
market, signals which show the actors where to 
allocate their resources. When we decrease ine
qualities, this signalling system on the market is 
more or less distorted, with decreasing efficiency 
as a result. The now dominant neo-classical econ
omic theory argues that inequality is necessary 
for economic efficiency. According to this theory, 
by increasing economic efficiency and growth, 
inequality contributes to the welfare of every
body. lt can be noted that in these respects neo
classical economic theory has very much the same 
arguments as political liberalism in its market 
liberal version. lt is also assumed that differences 
in rewards, resulting in inequalities of status and 
of results, are beneficia! not only for the rich but 
also for the poor and thus in the best interest of 
everybody. 

One of the central issues which distinguishes 
social democratic parties from the parties to their 
right is the stand they take on equality. Equality 
of result, not just equality of opportunity, is 
probably the crucial touchstone for the left-right 

continuum. But the degree to which equality can 
be achieved is variable. Therefore social demo
cratic parties in practice come to differ among 
themselves in the extent to which they accept 
inequality. In sorne countries, social democratic 
parties are quite 'liberal' in that they accept a 
rather high degree of inequality; in other 
countries they are less liberal. 

Party names do not always inform us very well 
about the actual policies which different parties 
stand for. Therefore I think that the best criterion 
for evaluating the type of policies which a social 
democratic party stands for is not primarily its 
name but instead the nature of its relationship to 
the trade unions. Trade unions for manual work
ers are definitely class-based. Unions can there
fore be assumed to articulate the class interests of 
the workers, as they perceive them. 

Now the manual or industrial working class has 
always been too small to form a political majority. 
Social democratic parties have therefore always 
been forced to create coalitions with other classes 
or interest groups. They are therefore tempted to 
compromise the interests of workers. To the 
extent that social democratic parties retain the 
support of manual trade unions, we can assume 
that working-class interests have been protected 
in a satisfactory way. lf, however, the manual 
unions protest very strongly against the policies 
of a social democratic party, then there would 
appear to be problems with the policy of the 
party. 

EQUALITY, FULL EMPLOYMENT, AND 
HIGH TAXES 

If we take the decrease of income inequality as 
a measuring rod for the success of a social demo
cratic party, Swedish social democracy has been 
relatively successful. We now have reliable data 
on the distribution of disposable household 
income ( after taxes and transfers) for 12 Western 
countries around 1980 (Table 1). These figures 
show that inequality is lowest in Sweden, fol
lowed by Finland and Norway. Then come 
Germany and Britain, while Switzerland, Aus
tralia and Canada, the Netherlands and France 
follow towards the high side, and the highest 
degree of inequality is found in Israel and the 
United States. Spain would probably also come 
towards the end of relatively high inequality, 
although the Spanish data are not quite compar
able with the others. 

Sweden has also managed to retain a very low 
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Table 1 Inequality in distribution of disposable house-
hold income ( equivalents) in 12 countries around 1980 
(Gini index X 100) 

Gini 

Israel 33.3 
USA 32.4 
France 30.9 
Netherlands 30.6 
Cana da 29.8 
Australia 29.7 
Switzerland 29.6 
United Kingdom 27.6 
Germany 26.2 
Norway 23.8 
Finland 22.5 
Sweden 20.2 

rate of unemployment. During the 1980s the 
average Swedish unemployment rate was below 3 
per cent. In Europe, only Switzerland has 
retained a similar level of unemployment, but 
only by expelling a large proportion of its foreign 
'guest workers'. During the past few years, in 
Norway and Austria, which used to have low 
unemployment at the Swedish level, social demo
cratic governments have allowed unemployment 
rates to increase close to the 5 per cent level. This 
is of course still low compared to the figures of 
around 10 per cent found in Britain, the Nether
lands, Belgium and Germany. And of course they 
cannot be compared with the unemployment 
catastrophes found in Ireland and Spain with 
about 17-20 per cent unemployment. 

There is, however, one aspect in which Sweden 
comes at the less popular end of the scale, and 
that is in taxation levels. Sweden now clearly has 
much higher than average tax rates in Europe, in 
terms of direct income taxation as well as in terms 
of indirect taxation. Not even Swedish Social 
Democrats however are especially fond of paying 
high taxes. 

DEFINING THE INTERESTS OF CITIZENS 
THROUGH POLICY STRATEGIES 

The question now is how Swedish social democ
racy has managed to achieve ali this, that is: (1) 
put practically everybody to work, women as well 
as men (in Sweden also married women with 
small children generally work, at least part-time); 
(2) decrease inequalities in economic rewards; (3)
make citizens pay the highest taxes in the world

with no major 'tax revolts'; and (4) doing this in 
a situation where privately-owned large corpor
ations, the Swedish multinationals, are very 
strong. 

I think the explanation has to be sought in the 
ways citizens have come to define their interests, 
something which in turn has been affected by: (1) 
historical circumstances; (2) the types of class 
coalitions that have been created; (3) the societal 
institutions which have been built; and ( 4) the 
policy inventions that have been made. 

People act individually and collectively to fur
ther what they see as their interests. What they 
come to view as their interests is however not 
given once and for all. Here many different, 
potential lines of cleavages compete - such as 
occupation, income, ethnicity, race, religion or 
region. lnterests are defined by giving more or 
less weight to the many different lines of cleavage 
that are always present, that is by answering the 
question: who am I? in practica! terms. Am I a 
manual worker, a salaried employee or are we all 
wage earners? Am I rich or poor or somewhere 
in the middle of the income distribution? Am I a 
Protestant or a Catholic? Black or white? Span
iard, German or Swede? From the South or from 
the North? The relative importance of these 
potential factors is not given once and for all but 
is in practice determined by historical factors, 
social institutions, and class coalitions. 

Historical circumstances have favoured the 
development of the Swedish labour movement. 
Since Sweden finally lost its position as one of the 
great powers of Europe in 1809 it has had an 
ethnically homogenous population. The Refor
mation in the sixteenth century made it Prot
estant, so that Sweden has not had the type of 
religious mass parties which have been very 
strong in countries such as Germany, Italy, Bel
gium and the Netherlands, where they have suc
cessfully competed with socialist parties. By and 
large the feudal tradition has been weak in 
Sweden. Instead we have had a large class of 
medium and small farmers, which have formed 
their own political party, thereby splitting bour
geois unity, and at crucial times, in the 1930s and 
1950s, entering into coalitions with the social 
democrats. 

THE HISTORICAL COMPROMISE 

But the history of the Swedish labour move
ment and the development of the Swedish Model 
is not an entirely peaceful picture. Up to the early 
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1930s, Sweden was actually the leading country 
in the world in terms of strikes and lockouts. 
Relative to the size of its labour force, in no other 
country had so many working days been used for 
industrial disputes as in Sweden. Both workers 
and employers were well organised and this gen
erated long and intensive strikes and lockouts. 

When the Social Democratic government was 
formed in 1932, for the first time with just about 
50 per cent of the votes for the left parties, the 
situation changed. The Social Democrats could 
now use the power of the government to combat 
the high levels of unemployment during the Great 
Depression. They now had a political alternative 
and were no longer limited to fight on the labour 
market, through strikes, to improve their situ
ation. In 1932, well befare the publication of 
Keynes' General Theory, the Social Democrats 
introduced a policy invention - demand manage
ment with expansive measures to get the economy 
going and to create demand and jobs. Economic 
historians debate to what extent this policy was 
successful. At any rate it was seen as very success
ful by the voters and therefore Social Democrats 
increased their political support during the 1930s. 

The conflict strategies of employers have been 
of importance for the development of the Swedish 
Model. The strong and apparently stable political 
support for the Social Democrats generated a 
new situation also for the employers. The ques
tion was if employers would continue their mili
tant strategy against the labour movement or 
attempt sorne kind of a compromise solution. 
Among the employers, the majority groups con
sisting largely of home market industries over
ruled the militant minority of large multinational 
companies, and started negotiations with the 
labour movement. Here strong and centralised 
employers' organisations were confronting a 
strong labour movement with apparently increas
ing political support. This led to what I have 
called the Historical Compromise between capital 
and labour (Korpi 1978). The Historical Compro
mise was developed in the second half of the 
1930s, when the Swedish Social Democrats man
aged to achieve what the ltalian Communist Party 
did not succeed with in the 1970s. 

Toe formal part of the Swedish Historical Com
promise was the so-called Main Agreement 
between the unions and the employers, negoti
ated between 1936 and 1938. The most important 
part, however, was an informal agreement or 
understanding between labour and capital to 
cooperate to generate economic growth. The 
Social Democratic government would create 

favourable economic conditions for private indus
try. Employers would not directly intervene in 
the political struggle between the parties, but 
would act as one of the pressure groups in society. 
The Social Democratic government would be able 
to use its power to redistribute the results of 
economic growth. Strikes and lockouts almost 
disappeared. For a long time to come Sweden 
was known as the country of industrial peace. It

should be noted, however, that this peace was 
based not on the absence of conflicts of interests, 
but was a bargained solution in a situation of 
very strong tensions between well-organised 
opponents. 

The following elements were important in this 
Historical Compromise. By using a policy inven
tion - demand management policies - the Social 
Democratic Party was able to forge a strong basis 
for cooperation with the unions of the manual 
workers based on the policy of full employment. 
There was also coalition building with the farm 
workers and the farmers to support this type of 
policy, which also indirectly benefited them. Note 
that around 1930 labour governments in Britain 
and Australia refused to use this type of policy. 
Instead they relied on policies of economic 
restraint, which increased unemployment and 
generated severe splits between the labour 
governments and the unions in both countries. 

In Sweden, on the contrary, unions strongly 
supported the policies of the Social Democratic 
government. This formed the basis for unified, 
centralised unions, something which was further 
developed during the postwar period. This cen
tralisation of the union movement gave it a 
capacity for strategic action, a capacity to choose 
between strategies. It was now no longer limited 
to one strategy only, that of fighting for the 
highest possible wage increases. The union move
ment now had the basic strategic capacity, that of 
waiting in arder to develop alternative courses of 
action. 

THE REHN-MEIDNER MODEL 

The 1930s were of course the formative period 
of the Swedish Model, but the postwar decades 
were crucial for its development. In the years 
following the Second World War, labour move
ments in Europe faced two significant problems. 
One had to do with the inflation-unemployment 
dilemma, the other with their relations to the 
growing 'new middle class' of salaried employees. 

The inflation-unemployment dilemma is 
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related to the fact that when there is a very high 
demand on the labour market and unemployment 
is low, inflation tends to accelerate, partly via 
wage increases. In many countries during the 
postwar years, social democratic governments 
attempted to salve this dilemma by asking unions 
to practise wage restraint, or by introducing wage 
freezes. In the late 1940s the Swedish Social 
Democratic government also attempted this 
method. It became evident, however, that unions 
cannot act as organisations fighting against higher 
wages for their members. This would of course 
undermine the legitimacy of the union organis
ation, and create strong tensions between unions 
and a social democratic government. These types 
of tension were indeed building up in Sweden, 
when a new policy invention was made, resulting 
in a strategy which avoided many of these prob
lems. 

This policy invention was developed by two 
union advisers, Gosta Rehn and Rudolf Meidner. 
The starting point for the Rehn-Meidner Model 
is the assumption that full employment without 
high inflation cannot be maintained by creating a 
generally high level of demand and high profits in 
the economy. Since the level of demand varíes 
between sectors of the labour market, before 
enough demand is created in the most sluggish 
sectors of the labour market, the whole economy 
would be overheated with rapid inflation as a 
result. Instead the overall level of demand and 
profits in the economy should be relatively 
restrained. This would generate tendencies to 
unemployment in certain sectors of the economy, 
but these tendencies to unemployment should be 
counteracted by an active and selective labour 
market policy. This selective labour market policy 
would intervene in pockets where unemployment 
appears, create jobs, offer retraining, or move 
workers to other sectors of the economy or other 
parts of the country. 

By maintaining a relatively restrained level of 
demand and profits, combined with an active and 
selective labour market policy, full employment 
could be maintained, inflation would be con
tained, and unions could function in their normal 
role as organisations for increasing wages and 
improving the conditions of workers. This policy 
also avoided very strong tensions between the 
unions and the Social Democratic government. 
For 20-30 years this proved to be a workable 
formula for the Swedish labour movement, which 
allowed for a close alliance between the party and 
the unions, and also generated a good amount of 
economic growth. 

TOWARDS AN INSTITUTIONAL 
WELFARE STATE 

The development of the welfare state carne to 
be of importance for forging a class coalition 
between industrial workers and the new middle 
classes, the salaried employees. In this area insti
tutions have traditionally been significant for the 
definitions of the interests of citizens. Here three 
different types of strategies have been developed. 

The earliest strategy for affecting the ways in 
which citizens come to define their interests was 
the Bismarckian type of occupationally seg
mented social insurance, which was supported by 
Catholic-conservative groups in continental 
Europe. This involves the creation of separate 
social insurance programmes for different occu
pational groups, such as industrial workers, agri
cultura! workers, seamen, railroad employees, 
miners, the self-employed, farmers, salaried prí
vate employees, and public employees. Benefits 
were to be related to the incomes of the different 
groups and thus to separate different groups from 
each other. The idea behind this system was to 
avoid interests becoming defined on the basis of 
class, and instead to support a segmentation of 
interests between different occupational groups. 
These types of social insurance programmes are 
found, for example, in Germany, Austria, Bel
gium, France and Spain. 

The second strategy was the social liberal strat
egy to allow governments to provide only a basic 
mínimum for everybody, a safety net below which 
no one would be allowed to fall. Central here are 
universal but flat-rate benefits; that is, low ben
efits at the poverty line for everybody. On top of 
this, each group should be allowed and encour
aged to create its own system of improvements 
and income protection. This strategy has been 
favoured by liberals, especially in Britain. It tends 
to introduce splits between on the one hand 
workers, who come to depend on mínimum 
arrangements, and on the other hand salaried 
employees, who often develop separate, 
additional programmes. 

The postwar Swedish welfare state carne to 
generate a third type of model by combining 
universal coverage with income-related benefits 
in pensions and sickness insurance. In Sweden 
there thus emerged what has been referred to as 
an institutional type of welfare state, where ali 
citizens were included (Korpi 1983, Chapter 8). 
It was of primary importance that manual work
ers and the new middle classes - salaried employ
ees - were covered by the same programmes and 
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therefore carne to define their interests in more 
similar ways than they would otherwise have 
done. 

This type of institutional welfare state is not 
highly redistributive in the sense that its benefits 
only or primarily go to the poor. The institutional 
welfare state thus does not exercise 'positive 
discrimination' in favour of the poor. However, 
by giving benefits to the rich and the middle
income earners as well as to the poor, the insti
tutional welfare state tends to create a commun
ality of interests between different social groups. 
Within this type of welfare state, by helping 
themselves the better-off citizens were at the 
same time supporting programmes which also 
included the poor. Since everybody benefited 
from the welfare state, everybody was also willing 
to pay for it through taxes. The taxes you paid 
could be seen as being for your own benefit, not 
just for sorne poor people, who perhaps are poor 
because they do not want to work. Therefore, the 
institutional welfare state becomes large in terms 
of the proportion of GDP that is used for social 
transfers. While 'positive discrimination' for the 
poor is highly redistributive, such programmes 
tend to become limited in size and this strategy 
ends up with discrimination against the poor. In 
practice, because of its size the institutional wel
fare state in the end tends to become much more 
redistributive. 

When the economic crises after 1973 hit 
Sweden, and the bourgeois government in the 
late 1970s started to question the welfare state 
and propase cutbacks, it encountered widespread 
opposition. This is because proposals for cutting 
back the welfare state threatened the interests of 
all citizens, who benefited from it in one way or 
another. Cutbacks were not just the concern of 
the poor, who tend to be seen by man y people as 
not willing to work as much as others and there
fore have themselves to blame. In this insti
tutional type of welfare state the middle classes 
also benefited from the welfare programmes and 
were therefore willing to defend them and to pay 
high taxes to support them. Another area of 
reform which turned out to be important for 
developing common interests between workers 
and salaried employees concerned legislation on 
employee influence at the workplace. Legislation 
initiated in the first half of the 1970s concerned 
improved health and safety arrangements at the 
workplace as well as a modest amount of co
determination for employees in relation to their 
employers. Such reforms underlined the common 
situation of dependence on their employers in the 

case of both white and blue-collar workers, and 
probably contributed to forging class alliances 
between them. 

ECONOMIC EFFICIENCY AND GROWTH 

A comparatively reasonable level of economic 
efficiency and growth are, at least in the long run, 
necessary conditions for the legitimacy of any 
government. In addition to the lack of political 
and civil rights in the countries of 'real socialism' 
in Eastern Europe, their very poor record of 
growth in standards of living in comparison with 
the Western countries probably contributed sig
nificantly to the collapse of these regimes. Studies 
in economic history indicate that among Western 
countries the very rich ones have tended to have 
slower economic growth then those which are less 
rich. This illustrates the so-called 'catch-up 
effect', according to which the less rich countries 
can borrow technology and capital from the richer 
ones, have larger labour-force reserves in the 
agricultura} sector, and have not yet developed 
large tertiary or service sectors with very low 
growth potential (Maddison 1982). In the 1950s 
Sweden became one of the very richest among 
the OECD countries, and it maintained this 
position by and large up to the late 1980s. In the 
1980s Sweden's GDP growth per capita was about 
average among rich OECD countries such as the 
United States, Canada, Switzerland, Denmark, 
the Netherlands, West Germany and France 
(Table 2). 

lt is also interesting to see that the Swedish 
way of maintaining full employment via an active 
labour market policy was not exceptionally costly. 
Figures from 1987 indicate that at this time public 
expenditure on labour market policies (unem
ployment benefits and early retirement) 
accounted for somewhat less than 3 per cent of 
GDP (Table 3). At this time countries such as 
Denmark, Belgium and the Netherlands spent 
much more on labour market policies (5.0-4.0 
per cent) and Britain spent about the same pro
portion as Sweden. But in these other countries, 
unemployment ranged from 8 to 11 per cent and 
most of expenditure was on unemployment ben
efits. In Sweden, unemployment was less than 2 
per cent and most expenditures were on active 
measures, such as job creation. 

The worldwide economic crisis, which was trig
gered by the so-called oil shocks in 1973 and 1979, 
generated a new political situation in Western 
countries. For the first time since the Second 
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Table 2 Growth of GDP per capita in 19 OECD countries 1950-1988

Rank 1979-88 1950-60 1960-73 1973-79 1979-88 

l. Japan 7.7 8.5 2.5 3.4 

2. Finland 4.0 4.6 2.0 3.0 

3. Norway 2.0 3.5 4.4 2.9 

4-5. Italy 5.1 4.6 3.3 2.2 

4-5. Can ad a 1.9 3.9 2.9 2.2 

6-7. Ireland 2.2 3.8 3.1 2.0 

6-7. United Kingdom 2.7 2.6 1.6 2.0 

8-9. Spain 1.2 1.9 

8-9. Sweden 2.8 3.5 1.5 1.9 

10-11. USA 1.4 2.7 1.4 1.8 

10-11. Austria 5.9 4.3 3.0 1.8 

12-14. Australia 1.7 3.3 1.6 1.7 

12-14. Belgium 2.6 4.4 2.1 1.7 

12-14. West Germany 6.9 3.6 2.5 1.7 

15-16. Denmark 2.5 3.6 1.6 1.6 

15-16. Switzerland 3.3 3.0 -0.5 1.6 

17. France 3.6 4.5 2.3 1.4 

18. New Zealand 2.0 2.1 -0.9 1.3 
19. Netherlands 3.3 3.7 2.0 0.7 

Aveage 3.4 3.9 2.0 1.9 

Table 3 Total expenditure on labour market policies as percent of GDP, expenditure on active labour market 
measures, and unemployment in 19 OECD-countries 1987

Total expenditure on 
labour market policies Of which 'active' Unemployment as % 
as% of GDP measures (%) of labour force 

l. lreland 5.1 28 

2. Denmark 5.0 23 17.5 

3. Belgium 4.4 25 7.8 

4. Netherlands 4.0 28 11.0 

5. Spain 3.3 23 9.6 

6. France 3.1 24 20.1 

7. Sweden 2.7 70 10.5 

8. United Kingdom 2.6 35 1.9 

9. Finland 2.4 32 10.2 

10. Germany 2.3 42 5.0 

11. Canada 2.2 25 6.2 

12. New Zealand 1.7 38 8.8 

13. Australia 1.5 21 4.1 

14. Austria 1.5 28 8.0 

15. Italy 1.3 36 3.8 

16. USA 0.8 29 11.2 

17. Norway 0.8 54 6.1 

18. Japan 0.6 29 2.8 

19. Switzerland 0.4 43 0.7 

World War, mass unemployment has returned 
and is accepted by policymakers and to a large 
extent also by voters. There have been many 

attempts to explain the new high unemployment 
rates. One of the majar hypotheses is phrased in 
terms of rigid wages, which have not decreased in 
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face of increasing raw material prices and chang
ing terms of trade of the European countries. 
Wages have therefore become too high and have 
priced workers out of the labour market. In sorne 
countries this 'wage-gap' hypothesis may have 
been of sorne importance. But this explanation 
does not take us very far in understanding the 
continuing high levels of unemployment. Thus, 
for example, Britain and the Netherlands, which 
accepted 10 per cent unemployment levels, were 
probably not more severely hit by the oil crises 
than Sweden or Austria, both of which rnain
tained full employment. 

Another hypothesis is that unemployment is 
again used by governments as a way of controlling 
inflation, of maintaining a favourable level of 
profits in private firms, and also for disciplining 
workers and avoiding the type of radical political 
developments which we saw in the 1960s and 
early 1970s. These include events such as those in 
París in 1968, the 'hot autumn' of 1969 with majar 
strike waves in Germany and Italy, the unseating 
of a Conservative government in Britain in 1973 
through a miners' strike, and the generally 
increasing strength of organised labour and of 
unions in a situation of full employment. 

The increases in unemployment rates following 
the 'oil shocks' were seen as caused by OPEC 
and not by governments. Hence they carne to be 
more or less accepted by voters, at least to the 
extent that it has been possible to win elections 
with mass unemployment, something which no 
one thought possible in the 1960s. Whatever the 
causes are, this is a new and very difficult situ
ation for the social democratic parties. 

SWEDISH SOCIAL DEMOCRACY IN THE 
1990s 

When the Swedish Social Democrats returned 
to power in 1982, they faced a very difficult 
economic situation. In addition to the worldwide 
recession with very high levels of unemployrnent 
abroad, Sweden had acquired huge budget defi
cits and balance of payment problems with 
increasing foreign debts. In this situation the new 
government introduced a drastic devaluation of 
the Kroner (16 per cent) as a central part of a 
drive to get Sweden out of the crisis via an export
led industrial expansion. This massive devalua
tion lowered the real wages of Swedish workers. 
However, unions refrained from asking for wage 
compensation in arder to allow export industries 
to increase their profits and thereby to be able to 

increase production and employment. To a con
siderable extent this new strategy was successful. 
Profits of prívate firms increased markedly. 
Values of stocks in prívate companies soared. 
The Stockholm stock exchange roughly doubled 
the value of its stocks each year throughout the 
1980s, something which led to a dramatic change 
in the distribution of property within the country. 
A considerable proportion of profits has been 
channelled back into investment in Sweden as 
well as abroad. 

However, this new Social Democratic strategy 
also carne to have other consequences for the 
party of a more negative type. lt was launched in 
a context where Swedish employers had changed 
their strategy in relation to the labour movement. 
Largely as a reaction to the proposals on 'Wage 
Earners' Funds' and co-determination laws 
during the 1970s, Swedish employers, led by the 
directors of the large Swedish multinationals such 
as Volvo, developed a very militant strategy 
against the labour movement. An important part 
of this strategy was to undermine the unity of the 
union movement by breaking down the pattem 
of economy-wide collective bargaining, which had 
given a very central role, both economically and 
politically, to the unions. During the 1980s the 
employers were successful in thwarting these 
economy-wide negotiations, and introducing 
instead branch-level bargaining. By becoming 
split into competing groups the unions had again 
lost their capacity for a choice of strategy. Again 
demands for wage increases to keep up with the 
demands of other unions carne to be their majar 
alternative. At the same time employers wanted 
to use sorne part of their high profits for increas
ing the wages and salaries of selected groups of 
employees, such as sections of skilled workers 
and upper-level managerial personnel. This led to 
increasing wage differentials and the breakup of 
customary wage relationships. With the prívate 
salaried employees leading the way, other groups 
attempted to increase their wages, including the 
public sector where wage development had been 
relatively retarded. This generated considerable 
tensions among unions. 

In this situation the Social Democratic govern
ment had to put pressure on the union movement 
to restrain wage increases of their rnembers in 
arder to maintain high profits and a favourable 
climate for investment. This occurred in a situation 
where average wage earners had seen their real 
wages decline since the mid-1970s. Needless to say 
this strategy created strong tensions between the 
union movement and the Social Democratic 
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government. In a situation of full employment, 
unions were asked to pressure their members into 
a continued acceptance of low wage increases, 
while at the same time the stock market jumped to 
record heights, and profits markedly increased as 
did the salaries of selected groups of employees. 

In the late 1980s, together with the Liberal 
Party, the Social Democratic govemment also 
developed a proposal for fundamental tax 
reforms. Although for different reasons the tax 
system needed to be reformed, the main thrust of 
the proposal was seen to be a drastic reduction of 
the progressiveness of the tax system. At least in 
the short run such a reduction of marginal tax 
rates would of course primarily favour high and 
middle-income eamers, not low-income workers. 
This proposal carne to be seen by many workers 
as another indication that the Social Democratic 
government was no longer furthering the interests 
of the working class. While the new tax proposal 
was being debated, during a 12-month period 
from early 1989 to early 1990, opinion polls 
indicated that the Social Democrats lost about 10 
percentage points of their support and they lost 
the elections in 1991. This decline carne largely 
among manual workers. 

In the 1990s the Swedish Social Democrats thus 
face a very difficult situation. Twice befare, in the 
1930s and 1950s they managed to strengthen their 
positions by relying on new policies: the invention 
of demand management policies befare Keynes 

in the 1930s, and the invention of the Rehn
Meidner model in the 1950s. In the 1980s, how
ever, they could rely on no special policy inven
tion. Instead they were basically forced back to 
the strategies which many social democratic par
ties had practised during the 1930s as well as 
during the postwar period; that is, attempting to 
improve the climate for prívate enterprise by 
increasing profits, while relying on the unions to 
restrain wages and to silence the workers. As in 
other countries, this tumed out to be a very 
dangerous strategy. lt generated strong tensions 
between government and unions, and at the same 
time accelerated the centrifuga} forces among 
employees, tending to separate the interests of 
employees in different income groups. Whether 
or not Swedish Social Democrats will be able to 
develop new policy strategies to unify workers 
and salaried employees and regain the support of 
the electorate remains to be seen. 
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