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Chapter 7 

The Swedish Model during the International 
Financial Crisis: Institutional Resilience or 

Structural Change? 
Simone Scarpa 

Introduction 

Like other EU countries, Sweden was affected negatively by the global financial 
crisis, in terms of GDP decline and unemployment growth. The fall in Swedish 
GDP growth in 2008- 2009 was the largest recorded since the Great Depression of 
1929-1933 and the economic downturn led to a spike in the unemployment rate 
to 8.5 per cent (Lindvall, 2012). Sweden seemed nevertheless to recover faster 
and better than EU counterparts in the aftermath of recession. In fact, the GDP 
growth rebounded to positive as early as in 2010 and the Swedish economy has 
tended to stabilize since then, although it continued to be exposed to fluctuations 
in international demand and from other EU countries in particular. 

The crisis-management strategies adopted by the centre-right coalition 
government led by Fredrik Reinfeldt ( established in 2006 and re-elected in 201 O) 
have been generally identified as the key reasons for the comparatively favourable 
situation of the Swedish economy. The Reinfeldt government introduced a series 
of stimulus measures in response to the crisis, while keeping the public deficit 
under control. Given the solidity of public finances before the eruption of the 
crisis, Sweden is one of the few countries (together with other Northern European 
countries and Switzerland) that do not need to undertake fiscal consolidation 
programmes after the termination of stimulus measures (Martin, 2012; Starke 
et al., 2013).1 

The Swedish path to recovery from the recession has gained international 
interest and admiration and has been championed, by many observers, as a success 
story to be emulated by other EU member states. One evident reason why Sweden 
has come to be regarded, once again, as a success story has to do with its apparent 
capacity to combine sustained economic growth with the preservation of its 
extensive welfare state in the context of a global economic recession (Pontusson, 
2011; Steinmo, 2013; for a critical view, see Schnyder, 2012). 

Swedish public debt accounted for 36.6 per cent of GDP in 2012 (http://www.data. 
worldbank.org). 
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In this respect, there is evidence that the level of public support for the welfare 
state bas not declined in recent years in Sweden and that it has even increased 
slightly, in spite of the right-wing shift in the government in 2006 (Svallfors, 
2011 a). It has been argued that the right-wing coalition succeeded to win the 
national elections in 2006 and renew its mandate in 2010 by modifying its political 
platform and embracing key elements of the traditional Social Democratic welfare 
policy (Lindbom, 2008). 

The wide political support for the welfare state in Sweden has been repeatedly 
seen by social policy scholars as a by-product of its all-encompassing institutional 
architecture. Since all citizens are (at least in principle) entitled to the same benefits 
and services, there is less room for the emergence of distributive conflicts between 
interest groups advocating different forms of public spending than in countries 
with more segmented or targeted social security systems (Korpi and Palme, 1998, 
2004). Hence, the incorporation of the middle class into the Swedish welfare state 
is thought to have contributed to the formation of a broad cross-class coalition in 
favour of public, as opposed to private, provision of welfare (Esping-Andersen, 
1990). 

Another factor contributing to the enduring resilience of the Swedish welfare 
state is identified in the characteristics of the policy-making process. The Swedish 
political system is described as characterized by the relative absence of powerful 
(domestic) veto players and, at the same time, by the existence of a well-established 
tradition of consensus-oriented and non-ideological policy-making (Bergh and 
Erlingsson, 2009; Starke et al., 2013; Steinmo, 2013). It has been suggested that the 
high levels of trust in public institutions in the Swedish context laid the foundation 
for an insulation of policy debates from the public at large, allowing for important 
policy issues to be 'taken out of the political arena' (Steinmo, 2013). Technocratic 
bodies are thought to play a crucial role in establishing common definitions for 
policy objectives and a shared agenda for all political actors, in such a way that 
'once a government commission is working, the forthcoming political debate has 
to a large extent already been defined' (Bergh and Erlingsson, 2009, p. 86). 

The aim of this chapter is to discuss whether the two aforementioned features 
of the Swedish model, namely: (I) the relative absence of distributive conflicts 
between different interest groups; and (2) the existence of a cross-party consensus 
on core policy issues, have characterized the policy-making process since the 
change in government in 2006 and, in particular, in the period after the beginning 
of the global financial crisis. The focus of this chapter is on welfare reforms in the 
period from the establishment of the Reinfeldt government onwards and two main 
questions are addressed: 

To what extent have these welfare reforms involved a redistribution of income 
between interest groups with different policy preferences? 

Were these welfare reforms based on non-partisan expert opinion and backed by a 
broad consensus from interest groups and political actors? 
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The chapter is structured as follows. The second section addresses the first of the 
two research questions and provides a brief and by no means exhaustive description 
of welfare state developments under the period in question. In particular, the focus 
is on the reforms of the Swedish income maintenance system, on both the tax and 
benefit sides, and on whether the implementation of these reforms produced new 
patterns of inequality between those who benefited and those who did not. The 
third section seeks to identify the rationale behind the policy-making process and 
to examine the motives that drove the reforms. Thereby, the attention is on the 
degree of consensus on the policy goals between the different political actors as 
well as between political and non-political actors. The fourth section illustrates the 
case study of Stockholm Metropolitan Area and examines the impact of welfare 
reforms on income differences between different groups (defined by employment 
status and ethnic background) and between neighbourhoods with different 
population composition. The fifth and last section reviews the main conclusions 
and attempts to answer the question that titles this chapter. 

A Post-Crisis Adjustment in the Absence of Distributive Conflicts? 

In the early 1990s, Sweden was hit by a domestic economic crisis that affected all 
sectors of the economy, implying an unparalleled increase in the unemployment 
rate and triggering a series of cost-saving welfare reforms. At the end of that 
decade, a Welfare Commission appointed by the government for analysing the 
consequences of the changes in the Swedish welfare state assessed that its main 
institutional features remained intact and, for this reason, 'the crisis as such did not 
immediately result in increased inequality and income poverty, at least not if we 
use standard relative indicators, and ... social insurance benefits as well as other 
household transfers played an important role in bolstering the effect of the crisis' 
(Bergmark and Palme, 2003, p. 121). 

Considering the same 'standard relative indicators', the restructuring of the 
Swedish welfare state that has occurred since the change in the government in 
2006 and in the years of the global financial crisis seems to have brought about 
different outcomes. 

According to the latest OECD figures, disposable income inequality, measured 
by the Gini coefficient, increased by 5.4 per cent between 2007 (0.259) and 
2011 (0.273), and this increase was the largest in percentage points after those 
of Spain, Hungary, Slovak Republic and France (OECD, 2014). Sweden was the 
sixth least unequal country in 2007 but it slipped down to the tenth position in 
2011. Interestingly, during the same period of time, pre-tax income inequality 
declined slightly. The increase in disposable income inequality that accompanied 
the decline in pre-tax income inequality seems to be related to the weakening of 
the redistributive capacity of the welfare state. Hence, the long-term trend towards 
increased inequality, which has been growing faster in Sweden than in other 
OECD countries since the mid- I 980s (OECD, 2011 ), appeared to have continued 
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in the years of the global financial crisis, in spite of a comparatively favourable 
economic performance in terms of GDP growth. 

Although Sweden continues to rank well for what concerns the incidence of 
relative poverty in the population, it is also one of the OECD countries that have 
experienced the highest increase between 2007 (8.4 per cent) and 2011 (9. 7 per cent), 
after Hungary, Turkey, Spain and the Slovak Republic (OECD, 2014).2 

A recent report from Statistics Sweden provides more detailed insights into 
the reasons for these income inequality and poverty developments (SCB, 2012). 
Between 2005 and 2010, the average disposable income increased by over one 
fourth (+26 per cent, in constant 2010 euro) and this growth was among the 
highest in Western Europe. The increase in disposable income was nevertheless 
not shared equally by the population and was disproportionately enjoyed by those 
in employment. 1n fact, during the same period, those out of employment and 
dependent upon welfare benefits (i.e., the unemployed, the sick and the retired) 
experienced a loss in income. As a combined effect of these developments, the 
incidence of relative poverty remained at a stable and low level among those 
in employment (around 6 per cent) but it increased considerably among those 
out of employment (from 25 to 40 per cent between 2007 and 2008, and then to 
35 per cent in 2010). 

There is a certain agreement among social policy researchers that the recent 
reforms of the tax and benefit system contributed significantly to the increase in 
income inequality and to the growth of relative poverty in the country. In fact, the 
welfare reforms that were implemented by the Reinfeldt government bad the main 
aim of 'exchanging tax cuts for cuts in benefits for those in unemployment and 
sickness benefits' (Davidsson and Marx, 2013, p. 517). 

In 2007, a reform of the unemployment insurance system made the replacement 
rate dependent upon unemployment duration and, at the same time, abolished the 
possibility to regain eligibility by participating in labour market programmes. The 
replacement rate was lowered from 80 to 70 per cent of earlier wage after 200 days 
of unemployment and for the subsequent 100 days ( or for the subsequent 250 days 
when the recipient bas minor children). After that, the replacement rate dropped to 
65 per cent and the receipt of the benefit became conditional upon the participation 
in a labour market programme specifically designed for long-term unemployed 
and called the 'Job and Development Programme' (Jobb och aktivitetsgarantin). 
The Job and Development Programme aims at assisting long-term unemployed 
in their job-seeking activities (during the first 150 days) and at providing work 
training and placement opportunities (in the following 300 days). Participants 
who have not been able to secure a job within 450 days are offered 'supported 
employment for a maximum period of 2 years, supplied in "artificial jobs" in 

2 Similar findings emerge from the analysis of EU-SILC data which indicate lhat 
Sweden is the EU country that recorded the largest increase in the at-risk-of-poverty ratio 
between 2005 and 2011 after Spain and Germany (Vandenbrouke and Diris, 2014). 
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which the participants perform tasks not otherwise performed at the workplace' 
(Bengtsson, 2014, p. 61). 

The 2007 reform had also an impact on the financing side of the unemployment 
insurance. The government decided to shift part of financing responsibilities 
from general taxation to unemployment funds and, at the same time, abolished 
pre-existing tax deductions for membership fees (Sjoberg, 2011 ). The cost of 
membership fees was thus raised and differentiated in relation to the unemployment 
rate for each occupational group. These changes resulted in membership losses 
and, therefore, in the growth in the number of workers without unemployment 
insurance.3 

For what concerns the sickness insurance, in 2008 the Reinfeldt government 
introduced a time limit of 364 days (within a period of 450 days) for the benefits 
which, under the previous system, could be received for an unlimited period 
of time (Ulmestig, 2013; Hagelund and Bryngelson, 2014). This reform also 
established a so-called 'Rehabilitation Chain' (Rehabiliteringskedjan) with fixed 
time limits for assessing the work capacity of those in receipt of the sickness 
benefit. During the first 90 days, the receipt of the benefit is conditional upon the 
inability to perform ordinary tasks in the usual place of work. Over 90 days and 
up to 180 days, the receipt becomes conditional upon the inability to perform any 
other task in the same workplace. After 180 days, the eligibility is reviewed again 
and becomes conditional upon the inability to perform any other available job in 
the labour market at large. When the beneficiary's work capacity is still impaired 
after the maximum time limit, eligibility to the sickness benefit can be extended 
for an additional 550 days, but at a reduced replacement rate (from 80 per cent 
to about 75 per cent of previous income). After the extension is exhausted, or in 
case the extension is not granted, the entitlement to the benefit is terminated and 
the recipient is expected either to return to work or to register in a labour market 
programme within the public employment office system. However, there is still 
the possibility to apply for continued sickness benefit in case of serious illness 
(e.g., cancer) or in a few other special cases (e.g., when the recipient is treated in 
hospital). 

The reforms of the unemployment and sickness insurance benefits resulted in 
a decrease in benefit generosity for many recipients. In particular, these reforms 
had the consequence that those experiencing long-term periods of unemployment 
or illness often found themselves obliged to apply for financial support from the 
municipalities, i.e., means-tested non-contributory social assistance. Accordingly, 
social assistance changed from being a last-resort income protection for individuals 
facing temporary economic difficulties to being 'a permanent source of income 
in circumstances where unemployment and sickness insurances cover people 
increasingly insufficiently' (Angel in et al., 2014, p. 173). 

3 The changes were partly reversed at the beginning of 2014, when membership 
fees were restored to about the same level as before the 2007 reform, although the tax 
deductions were not reintroduced. 
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The aforementioned cuts in social security benefits, together with other cost
saving measures, enabled the government to achieve a budget surplus that could 
be converted into a wide-ranging tax cut package, in the form of an Earned Income 
Tax Credit (EITC, in Swedish: jobbskatteavdraget). This EITC was introduced 
in 2007 and expanded in subsequent years. The measure was designed to reduce 
central government taxation on the earnings of all workers, regardless of their 
individual and household characteristics ( e.g., income, sector of employment, civil 
status, number of children in the household, etc.). The design of the Swedish EITC 
implies that earnings below a threshold level are not subject to central government 
taxation, while those above this threshold level are taxed at a lower rate than before 
the introduction of the reform. The tax cuts are larger for high-income workers in 
absolute terms but they are larger for low-income individuals in relative terms 
(Korpi and Tahlin, 2011, p. 189). As explained in the next section, the paramount 
objective of this reform was to provide incentives, in terms of increased income, 
for those with the a marginal position in relation to the labour market and, by and 
large, to discourage welfare receipt over gainful employment (what is referred 
to as 'work-line', or arbetslinjen, in Swedish policy debates). Since the Swedish 
EITC has an across-the-board nature and it is not targeted to a specific subset 
of workers (e.g., low-income workers), as in most other countries where similar 
measures exist, it is also comparatively more expensive in terms of direct budget 
costs (2.3 per cent of GDP, compared to an average of 0.3-0.5 per cent in other 
countries; Swedish Fiscal Policy Council, 2010, p. 167). 

Summarizing the discussion so far, the reforms introduced since the change 
in the government in 2006, including the years of the global financial crisis, 
contributed to an overall increase in inequality within the population at large 
and between two clearly delimited population subgroups in particular: those in 
employment, who experienced a rise in income due to tax cuts, and those outside 
employment, who experienced a decline in income due to cuts in benefit levels 
and restrictions in eligibility. In practice, in recent years, the restructuring of the 
Swedish welfare state implied a redistribution of income from one part of the 
population to the other. The question that needs to be addressed is whether this 
more unequal distribution of income was the intended outcome of a distributive 
conflict between those who gained from the reforms and those who lost. The 
related issue is the rationale behind, and the degree of support for, these reforms. 
Were these reforms backed by a broad cross-class and cross-party consensus? 
Were these welfare reforms inspired by a technocratic and consensus-oriented 
approach to policy-making? 

A Consensus-Oriented Reform Process Driven by Technocratic Expertise? 

As mentioned in the introduction, one of the key reasons for the long-term stability 
of the Swedish welfare state has been identified as the existence of universal 
social security benefits, combined with generous earnings-related schemes. Other 
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European welfare states have been traditionally based on redistributive mechanisms 
transferring resources from certain groups (or from the population as a whole) to 
other groups: members ( or former members) of privileged occupational categories, 
as in continental or familistic welfare states, or the poor, as in liberal welfare states. 
Instead, the all-encompassing coverage of welfare policies in Sweden explains 
why support for the welfare state has historically had a broad cross-class character 
in this country: 'For the welfare state, the result was the consolidation of a vast 
popular majority wedded to its defence. Middle-class universalism has protected 
the welfare state against backlash sentiments' (Esping-Andersen, 1990, p. 69). 

According to many observers, however, a break in the broad cross-class 
coalition that traditionally supported the Swedish welfare state seems to have 
emerged in recent years. In particular, the divergences in policy interests and 
preferences between the 'insiders', i.e., those with an established position in 
the labour market and lower-than-average levels of dependency on the welfare 
state, and the 'outsiders', i.e., those with a weak affiliation to the labour market 
and higher-than-average levels of dependency on the welfare state, seem to have 
played an important role in orienting the welfare reforms described in the previous 
section. As has been noted, the insider-outsider divide became a recurrent and 
crucial theme during recent national election campaigns and 'was increasingly 
perceived as sharp and difficult to overcome' (Korpi and Tahlin, 2011, p. 188). 

The increased importance of this theme in recent Swedish political debates 
should be seen as a somehow unexpected development, contradicting the 
expectations of much of mainstream literature on welfare state regimes. In fact, 
the differentiation of policy interests and preferences by individual employment 
status has been usually regarded as a phenomenon that is more likely to occur in 
other countries than those with a universalistic type of welfare state, like Sweden 
( e.g., Pontusson, 2011 ). 

In a study considering the political attitudes and choices of different labour 
market groups in four Swedish national elections from 1994 to 2006, Lindvall 
and Rueda (2012) showed that the outsiders (i.e., those who are unemployed, or 
enrolled in labour market programmes, or working in involuntary fixed-term or 
part-time contracts) attributed a higher importance to the issue of unemployment 
than insiders (i.e., those employed in full-time jobs or in voluntary fixed-term or 
part-time contracts), compared to other policy issues. At the same time, the two 
groups expressed divergent preferences regarding the strategies to be adopted to 
tackle unemployment, the outsiders being more supportive of traditional social 
policies than insiders. The Social Democratic Party did not succeed to reconcile 
the competing claims of these two groups that had previously constituted its basis 
of support. Accordingly, the Swedish Social Democrats did not manage to form 
a cross-class coalition around a common political platform. This party essentially 
confronted the dilemma of either devising policy strategies aimed at attracting 
the votes of insiders while risking alienating the support of the outsiders, or to 
focus on issues that were primarily relevant to outsiders while being punished, in 
electoral terms, by the insiders. 
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A later study by the same authors indicated that the same dilemma influenced 
also the political outcomes of the national election in 2010, i.e., the first ones to be 
held after the beginning of the global financial crisis. The centre-right coalition's 
2010 electoral campaign was based on the 'same platform of rewarding work 
and defending the reforms that they had implemented in the previous four years' 
(Lindvall and Rueda, 20 I 4, p. 469). Instead, the Social Democrats and their 
allies criticized these reforms for having increased inequality in Swedish society 
and worsened the economic position of the most vulnerable groups in society. 
The choice of the Swedish Social Democrats to establish themselves as a party 
defending the traditional values of the universalistic welfare state enabled them to 
receive a great deal of support from the outsiders, but they also lost more insider 
votes to the centre-right coalition. Hence, the Reinfeldt government succeeded 
in winning a new mandate by forging a new cross-class coalition between the 
middle-class insiders and the high-income groups that represented the traditional 
conservative constituency (see also Lindvall et al., 2013). 

The right-wing coalition succeeded in gaining this consensus by imposing a 
redefinition all forms of welfare dependency as a problem of 'outsiderness', or 
utanforskap in Swedish (a word that has no exact translation into English). 

The term utanforskap had originally made its appearance in Swedish political 
debates in 1994, before the national referendum for EU membership. At that time, 
however, the term had been used by the political parties in favour of European 
integration to refer to the undesirable situation of outsiderness of Sweden (as a 
country) with respect to the EU, in case of a negative result in the referendum 
(Davidsson, 2009, p. 34). 

The term came to be used with a very different meaning by the right-wing 
parties during the election campaign in 2006, when it was presented as the 
centrepiece of their welfare reform project in case of victory in the elections. The 
politicians of right-wing parties argued that they intended to place the goal of 
decreasing the number of outsiders in Swedish society at the top of the political 
agenda. The outsiders were loosely identified in the proportion of the working-age 
population not in employment, including individuals participating in labour market 
programmes, those receiving sickness benefits and those in early retirement. The 
premise behind this reasoning was that 'counting all those not in employment was 
a more accurate way to describe the problem of unemployment than just to include 
those in open unemployment' (Davidsson and Marx, 2013, p. 517).4 

A discourse analysis study of Swedish parliamentary debates before the 2006 
elections highlighted that the term utanforskap had been predominantly used by 
centre-right politicians with a negative connotation. The use of this term implied a 

4 This definition of outsiders is thus different from the one used in the aforementioned 
studies. The term used by Swedish right-wing politicians encompasses the economically 
inactive segment of the working-age population (i.e., those who are not working and not 
seeking employment). Instead, the academic definition considers only the economically 
active working-age population (i.e., those who are not working and seeking employment). 
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binary opposition between a mainstream of society, i.e., those with stable jobs, and 
those living at the margins of mainstream society, without employment, depending 
on welfare benefits, and described as lacking 'control over their lives' and 'self
respect', as well as more inclined to deviant behaviour (Davidsson, 2010). 

The argument that all forms of welfare dependency constitute and should be 
treated as a social problem requiring a reorientation of the Swedish welfare state 
was strongly criticized by opposition parties. Interestingly, however, the central 
importance attributed by the Reinfeldt government to the policy goal of diminishing 
the numbers of outsiders encountered also the criticism of the Swedish National 
Audit Office (Riksrevisionen), i.e., an independent public authority supervising all 
state and governmental activities. In a widely discussed report to the parliament 
(Riksrevisionen, 2008), the National Audit Office criticized the unclear and varying 
definitions attributed to the term utanforskap in social policy debates. In particular, 
the National Audit Office criticized the lack of clarity regarding the segments of 
the population to be included in this category as well as the underlying assumption 
that these segments formed a homogeneous group in relation to the problems that 
they faced in establishing themselves in the labour market. A similar criticism was 
made by leading Swedish social scientists who expressed 'a great scepticism about 
the characteristics and internal stability of this group' (Svallfors, 201 lb, p. 31; my 
translation). 

Hence, on the policy-making side, the possibility for the term utanforskap 
to function as a policy tool was questioned due to its lack of clarity and due 
to the difficulties involved in making a post hoe evaluation of the degree of 
achievement of pre-established policy goals: 'By adopting a fuzzy goal, the 
initiatives of the government risk setting wrong priorities in labour market policy' 
(Riksrevision, 2008, p. 8; my translation). On the academic side, some social 
researchers highlighted the lack of a precise theoretical definition and empirical 
operationalization of the concept and argued that, for this reason, it was less suited 
than other well-established concepts, such as 'poverty' or 'social exclusion', 'to be 
used as a scientific concept' (Alm et al., 201 O; my translation). 

Summarizing, the welfare reforms implemented in Sweden from the year 2006 
onwards, including the years of the global financial crisis, had an unequivocally 
uneven redistributive impact, benefiting the insiders to the detriment of the 
outsiders. These reforms received unilateral support from the benefiting segment 
of the population, i.e., the insiders. Indeed, the centre-right coalition succeeded 
in winning the national election of 2006 by pointing to the existence of a social, 
political and also cultural cleavage between these two groups. Therefore, the new 
government implemented the aforementioned welfare reforms to address the 
alleged causes of this cleavage, i.e., the excessive generosity of welfare benefits and 
the lack of incentives to work. However, there was not a unanimous agreement on 
policy priorities and, therefore, on the rationale behind the reforms, both between 
political actors and between political and non-political actors. One major problem 
was related to the ideological and non-technical nature of the guiding principles of 
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the reforms, which had been developed by politicians themselves (in cooperation 
with party-affiliated think tanks) rather than by non-partisan government bodies. 

A Case Study: Stockholm Metropolitan Area 

There are two reasons why it is interesting to analyse the impact of recent reforms 
at the urban level and in Stockholm Metropolitan Area in particular. First, register
based data for the entire population are available in Sweden, making it possible to 
conduct a detailed analysis of changes in income distribution at the individual and 
neighbourhood level over a chosen period of time. The second and related reason 
is that, in the Swedish context, there seems to be a link between the recent growth 
of income inequality, i.e., the widening of the income gap between insiders and 
outsiders, and the parallel increase in residential segregation, i.e., the intensification 
of the income gap between work-rich and work-poor neighbourhoods. A peculiarity 
of Swedish cities is, in fact, that they are characterized by comparatively low 
levels of income inequality but, at the same time, by comparatively high levels of 
residential segregation by income (Scarpa, 2015a). 

Stockholm Metropolitan Area includes Stockholm and its surrounding 
municipalities (26 municipalities in total). The capital city is characterized by 
the typical 'European' pattern of socio-spatial polarization between more affluent 
inner-city neighbourhoods and the more deprived peripheral suburbs. Within the 
larger metropolitan area, instead, the northern municipalities tend to have a higher 
average income, but also a smaller proportion of foreign residents, than southern 
counterparts (Borgegard et al., 1998). 

In this section, I describe how income inequality between groups and 
neighbourhoods evolved in the metropolitan area between 2006 and 2012 (the 
last year for which data are available), i.e., after the establishment of the Reinfeldt 
government and the implementation of above-mentioned welfare reforms. 

The data described in this section are retrieved from the Longitudinal Integration 
Database for Health Insurance and Labour Market Studies (LISA by Swedish 
acronym), managed by Statistics Sweden. The LISA database is updated yearly 
drawing on different official register-based sources and provides demographic, 
income and labour market information on all individuals legally residing in 
Sweden. All individuals aged between 20 and 60 years residing in Stockholm 
Metropolitan Area in 2006 and 2012 are selected from this database. This age 
group is chosen because these individuals are more likely to be in employment 
than those of younger or older ages (e.g., students or retired people). 

Table 7.1 shows the distribution of the individuals belonging to this age 
group across income quintiles (i.e., fifths of the income distribution), by ethnic 
background and employment status in the two years. The ethnic background is 
divided into three categories: those born in Sweden, those born in another EU 
country (i .e., EU countries after the 2007 enlargement, plus Norway, Iceland and 
Switzerland), and those born outside the EU. The employment status is divided 
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into two categories: in employment or out of employment (i.e. as per the definition 
of outsiderness in recent political debates in Sweden). 

During the period in question, the gap in the employment rate between natives 
and non-EU immigrants narrowed from about 25 per cent (85 .1 per cent in the first 
group and 60.5 per cent in the second group) to about 20 per cent (respectively: 86.5 
per cent and 67. l per cent), while the gap between the fonner and EU immigrants 
declined only slightly (the employment rate in the latter group increased from 74.9 
per cent in 2006 to 78.5 per cent in 2012). Despite the differences in employment 
rates between the three ethnic groups, a common trend can be identified: the 
downward movement of those out of employment in the income distribution. In a 
period of five years, the share of those out of employment in the poorest quintile 
increased by 9 per cent among non-EU immigrants (from 67.7 to 76.6 per cent), 
by 10 per cent among natives (from 61.3 to 71.8 per cent), and by more than 15 
per cent among those born in another EU country (from 58.7 to 74.2 per cent). 
The position of those in employment in the income distribution remained almost 
unchanged, apart from non-EU immigrants who moved slightly upwards (from the 
poorest quintile in particular). 

Table 7.1 Distribution of individuals between 20-60 years of age across 
income quintiles, by ethnic background and employment 
status, Stockholm Metropolitan Area, 2006 and 2012 

Born in Sweden Born in EU countries 
Income quintiles 

I I 2006 2012 2006 

I 8.4 7.0 11.1 

1: 2 17.2 17 .7 18.9 ., 
3 8 22.8 22.9 26.0 

;,., 
0 4 25.1 25.2 24.3 c. 
E 5 26.5 27.1 19.7 .., 

,S Total 100.0 100.0 100.0 

Total (n.) 686,679 733,130 62,537 

I 61.3 7 1.8 58.7 
1: 

2 26.3 22.0 29.8 ., 
8 
;,., 3 6.0 2.7 5.7 0 c. 4 2.8 1.3 2.3 E ., 

5 3.6 2.2 3.4 4-, 
0 

:i Total 100.0 100.0 100.0 
0 Total (n.) 120,192 114,388 20,922 

Note: EU countries include Norway, Iceland and Switzerland. 

Source: LISA database. 

2012 

11.8 

20.5 

25.2 

23 .0 

19.6 

100.0 

69,483 

74.2 

19.2 

2.1 

l.3 

3.1 

100.0 

19,161 

Born in non-EU countries 

2006 I 2012 

17.0 13.4 

28.0 29.9 

26.4 27.4 

18.2 18.9 

10.4 10.3 

100.0 100.0 

98,578 148,176 

67.7 76.6 

24.2 19.6 

5.4 2.3 

1.8 0.8 

0.9 0.7 

100.0 100.0 

63,948 72,794 
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Table 7.2 provides additional information about the changes in disposable 
income among the ethnic and labour market groups. As shown in the table, 
individuals in employment experienced a sharp increase in disposable income 
within each ethnic group, from 16.7 per cent among Swedish-born to a peak of 
almost 20 per cent among non-EU immigrants. At the same time, those out of 
employment suffered a loss in disposable income, ranging from -10.2 per cent 
among non-EU immigrants to -16.4 per cent among Swedish-born. 

Table 7.2 Change in mean disposable yearly income (in Swedish kronor) 
by ethnic background and employment status, individuals 
between 20 and 60 years of age, Stockholm Metropolitan Area, 
2006 and 2012 

Mean disposable yearly income (in SEK) 
Region of birth Employment status 

2006 I 2012 I Change 

Born in Sweden In employment 293,672 342,832 +16.7% 
Out of employment 146,710 122,718 -16.4% 

Born in EU In employment 256,165 299,643 +17.0% 
coru1tries Out of employment 128,908 113,947 -11.6% 

Born in non-EU In employment 208,299 247,897 +19.0% 
coru1tries Out of employment 103,326 92,792 -10.2% 

Note: EU countries include Norway, Iceland and Switzerland. Income for the year 2006 is 
adjusted to 2012 price levels. 
Source: LISA database. 

Hence, the development of income levels in Stockholm Metropolitan Area 
in the years 2006- 2012 mirrored locally the national trend (described in the 
second section of this chapter). The introduction of the EITC contributed to 
increase the income of those in employment within all ethnic groups. During 
the same period of time, the cuts in benefit levels resulted in a decline in the 
disposable income of those out of employment, who moved downwards in the 
income distribution. 

The changes in income differences between labour market groups had an 
impact on residential segregation patterns, i.e., the degree of the spatial separation 
of outsiders from the rest of the population. Residential segregation has been a 
major policy issue for many years in Sweden and, since the late 1990s, a variety 
of national urban policy programmes have been launched for attempting (without 
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success) to reduce income differences between neighbourhoods in Swedish urban 
areas (Andersson et al., 20 I 0). In more recent years, the use of the term outsiderness 
has been extended by policy-makers to refer to the spatial clustering of social 
problems (e.g., lower-than-average employment rates, higher-than-average rates 
of welfare dependency, worse-than-average health conditions, etc.) in specific 
deprived and immigrant-dense neighbourhoods. These neighbourhoods have 
been labelled as 'areas of outsiderness' (utanforskapsomraden) (Scarpa, 2015b). 
Some of these neighbourhoods have been the target of an area-based programme 
launched in 2012 by the Reinfeldt government and called 'Urban Development 
for Decreasing Outsiderness' ( Urbani utvecklingsarbete for minskat utanforskap) 
(Regeringen, 2012). 

Table 7.3 illustrates changes in demographic and labour market characteristics 
between the neighbourhood quintiles of Stockholm Metropolitan Area. 
Neighbourhood quintiles represent the spatial analogue of the quintile income 
distribution and are constructed by ordering the neighbourhoods of Stockholm 
Metropolitan Area in relation to their mean disposable income (calculated for 
those between 20 and 60 years of age), from the lowest to the highest and, then, 
by dividing the population (in the same age group) into quintiles starting from 
the 20 per cent residing in the neighbourhoods with the lowest mean income, 
then allocating the 20 per cent residing in the next poorest neighbourhoods, and 
so on.5 The table shows that, in both years, the poorest neighbourhood quintiles 
were characterized by a higher-than-average share of non-EU immigrant residents 
and by lower-than-average employment rates. Conversely, neighbourhoods at the 
top of the urban hierarchy of the metropolitan area had a smaller-than-average 
proportion of non-EU immigrant residents and higher-than-average employment 
rates. These differences between neighbourhoods remained stable during the 
period considered, in spite of the sharp increase in the proportion of non-EU 
immigrants in the metropolitan area as a whole (from 15.4 per cent in 2006 to 19.1 
per cent in 2012). 

However, Table 7.4 indicates that inter-neighbourhood differences in mean 
disposable income widened between 2006 and 2012. In fact, the neighbourhoods 
belonging to the poorest quintile experienced a slower growth in disposable income 
than the metropolitan area as a whole, while this growth was faster in the upper 
part of the urban hierarchy. Hence, recent welfare reforms increased not only the 
income differential between the insider and outsider groups in the labour market 
but also that between residential areas with different population composition. 

5 The neighbourhood quintiles have a slightly different population size because 
individuals residing in neighbourhoods located at the quintile boundaries have been 
assigned to the higher quintile. However, the standard deviation is small in relation to the 
average population size of neighbourhood quintiles for each year (±6,256 in 2006 and ±824 
in 2012). 
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Tabl.e 7.3 Neighbourhood quintiles of Stockholm Metropolitan Area: 
Population of between 20 and 60 years of age, share of 
individuals born in a country outside the EU, employment 
rate, 2006 and 2012 

Population Non-EU immigrants In employment 
Neighbourhood (20-60 years of age) (% of the total) (% of the total) 
quintiles 

2006 I 2012 2006 I 2012 2006 I 2012 

1 210,309 231,148 40.7 47.3 65.4 67.8 

2 208,340 231,277 14.6 19.2 80.0 81.3 

3 202,199 230,328 8.7 I l.l 84.5 86.6 

4 219,350 232,540 7.5 10.2 86.l 87.6 

5 212,658 231,839 5.8 7.7 86.4 87.4 

Metropolitan area 1,052,856 1,157,132 15.4 19.) 80.5 82.2 

Note: EU countries include Norway, Iceland and Switzerland. 
Source: LISA database. 

Table 7.4 Neighbourhood quintiles of Stockholm Metropolitan Area: 
Change in disposable yearly income (in Swedish kronor), 
2006 and 2012 

Neighbourhood Mean disposable yearly income (in SEK) 

quintiles 2006 I 2012 

166,034 175,352 

2 209,856 236,821 

3 235,850 275,573 

4 267,210 315,826 

5 39 l,206 459,074 

Metropolitan area 251,838 286,803 

Note: Income for the year 2006 is adjusted to 2012 price levels. 
Source: LISA database. 

Discussion and Conclusion 

Change 

+5.6% 

+12.8% 

+16.8% 

+18.2% 
+17.3% 

+ 13.9% 

It is no easy matter to answer the question that titles this chapter, i.e., whether 
the changes that occurred in the Swedish welfare state in the period from 2006 
onwards, and in the years of the global financial crisis in particular, should be 
interpreted as a proof of the enduring 'institutional resilience' of the model or, 
conversely, as the evidence of its impending 'structural change' . In fact the brief 
review of the reforms of the Swedish welfare state presented in this chapter, 
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together with the analysis of changes in income differences between groups and 
across neighbourhoods in the Stockholm Metropolitan Area in the years 2006-
2012, seem to lead to two apparently contradictory conclusions. 

From a point of view that could be defined, so to speak. as comparative (or 
'cross-sectional'), it is an indisputable fact that the global financial crisis affected 
Sweden much less than other EU countries, at least looking at the economic 
performance of the country, the situation in the labour market and the development 
of mean income. Sweden is still one of the least unequal countries in the EU and 
the extent of welfare state intervention continues to be one of the most wide
reaching and effective in decreasing income inequality in the population. Sweden 
lost its leading position among the most egalitarian societies and the Swedish 
welfare state no longer provides the most generous levels of income protection 
in the OECD, as also reported in a recent investigation prepared for the Swedish 
parliament by leading social policy scholars (Ferrarini et al., 2012). However, 
the starting point of these changes was very low, for what concerns the level of 
income inequality in the population, and very high, for what concerns the level of 
generosity of welfare benefits. Hence, the Swedish population continues to enjoy 
one of the highest levels of well-being and income security in the EU (and in 
the world). According to many academic and non-academic commentators, these 
observations are themselves sufficient to demonstrate that, despite the changes 
that have occurred in recent years, the Swedish welfare state has maintained its 
distinguishing characteristics and continues to stand out in comparison with other 
EU countries. 

On the other hand, however, it is possible to come to a slightly different 
conclusion if one takes a more temporal (or ' longitudinal') perspective and 
considers the nature of the driving factors of change discussed in this chapter. 

First, one of the reasons for the implementation of recent welfare reforms in 
Sweden has been the increasing divergence of policy interests and preferences 
between the outsider and the insider groups in the labour market. The apparent 
irreconcilability of the interests of these two groups paved the way to the shaping 
ofa new political alliance between the insiders (i.e. , middle-class workers who had 
been traditionally supportive of universalistic social policies) and high-income 
groups (who had traditionally opposed the development of an extensive welfare 
state). The establishment of this political alliance represented an unprecedented 
novelty in the Swedish context and allowed for a restructuring of the welfare state 
which, in practice, resulted in a redistribution of income from the outsiders to the 
insiders. What is interesting is that recent welfare reforms were implemented in 
the context of a global financial crisis whose effects were also visible in Sweden, 
although to a lesser extent than in other crisis-ridden EU countries. Still, even after 
the eruption of the global financial crisis, the labour market problems experienced 
by disadvantaged groups (e.g., non-EU immigrants and young adults) continued to 
be treated as of an endogenous rather than exogenous origin. This means that these 
problems continued to be addressed as if they were caused by the malfunctioning 
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of an allegedly too generous welfare, which did not provide sufficient incentives to 
return to work, rather than as connected with the international economic downturn. 

Second (and related), the change in the political environment permitted the 
emergence of a new policy agenda in which a wide range of situations of welfare 
dependency (e.g., unemployment, long-term illness, early retirement) have been 
redefined under the same buzzword, that of utanforskap. As mentioned before, this 
term was originally introduced in Swedish political debates in the mid-I 990s to 
refer to the undesirability of a situation of geopolitical isolation oftbe country from 
the wider European context. Somewhat paradoxically, the more recent evolution of 
this term in the Swedish social policy debate seems to have contributed to detach, 
rhetorically but also substantively, the domestic welfare reform agenda from the 
EU policy discourse on social protection and social inclusion. In fact, since the 
change in the government in 2006, the term utanforskap has come to be regarded 
as the only performance indicator on whose basis the outcomes of welfare reforms 
should be assessed and evaluated. In practice, this term substituted the whole set 
of Laeken indicators for measuring poverty and social exclusion developed at the 
EU level (cf. Decancq et al., 2014). As explained before, the adoption of this term 
as a key policy concept was not uncontroversial but, especially during the first 
mandate of the Reinfeldt government, encountered the criticism of opposition 
parties but also the scepticism of technocratic government bodies. In this respect, 
recent social policy developments in Sweden seem to indicate, on the one hand, a 
departure from the consensus-oriented procedures that had traditionally informed 
the policy-making process in the country and, on the other, the restoration of the 
primacy of partisan politics over technical expertise. 

The first conclusion, pointing to the endurance of the Swedish exceptionalism 
in the EU, seems to be widely accepted among comparative social policy scholars, 
probably because it does not challenge many of the core assumptions underpinning 
decades-long research in this field. However, the analysis developed in this study 
suggest that more research is perhaps needed for explaining the underlying 
factors accounting for the recent and unexpected institutional developments of the 
Swedish welfare state. 
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