
The Welfare State, Taxation and 
Economic Performance: 

Comments

Lars Calmfors

Skattekonferens i Riksdagen

Fores

19/5-2016







Arguments about the welfare state

• Simplistic argument: Generous welfare state with large public sector and 
high taxation is not compatible with high income per capita 

• Composition of government expenditures and taxes matter

- active and passive government expenditures

- more or less distortionary taxes

• Difficult in practice to distinguish between active and passive expenditures

- education

- labour market training

- infrastructure





Income distribution

• Strong positive correlation between distribution of market incomes
and distribution of disposable incomes

• An even distribution of skills is crucial

• This requires an even distribution of education





Torben’s main message

• Focus on education as the main lever for promoting equality

• Good for both equity and efficiency

- or at least mimimises the conflict

• Caveat: Redistribution through the education system and 
redistribution through the tax/transfers system are not perfect
substitutes

- Redistribution through the education system benefits the most

talented

- It could even increase inequality between more and less talented 



Challenges to the welfare state

• Skill-biased technological change

• Ageing population

• Large-scale immigration of low-skilled









Future migration

• Extreme uncertainty regarding flows

- could become much larger than according to forecasts

• Uncertainty regarding employment outcomes

- better emloyment outcomes change the calculations

• But better employment outcomes likely to require costly investment 
in education







Problems with the education solution

• Education is not a free lunch

- after-tax per-capita income for today’s tax payers likely to fall even if per-

capita income for population including immigrants is affected positively

- need for financing through the least distortionary taxes: real estate tax 

and consumption taxes (VAT)

• Can the education sector deliver?

- the expansion of labour-market training in the 1990s is a disappointing

parallell

• Successful education programmes can be self-defeating

- stronger incentives for immigration of low-skilled



Other options

• Differentiation of benefits

- Denmark

- Moderates

- moral justification: need to qualify for benefits by contributing to

financing

- but violates the universality principle

- reduction of income equality in Sweden (though it could still rise –

marginally – at the global level)

• General contraction of the welfare state


