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THE TRANSFORMATION OF THE
SWEDISH MODEL

Economic Ideas, Distributional Conflict,
and Institutional Change

By MARK BLYTH*

INTRODUCTION: THE ARGUMENT

THIS article has two objectives, one empirical and one theoretical:
to examine the transformation of the “Swedish model” of eco-

nomic regulation from an ideational perspective and so doing to offer a
new rendition of that transformation. In contrast to the thesis devel-
oped below, the majority of arguments about the decline of the
Swedish model have focused on the causal role of structural factors.
Thus, the structural literature that places causal primacy at the interna-
tional level argues that such factors as the internationalization of busi-
ness and heightened capital mobility explain institutional change in
Sweden.1 And the structural literature that argues for domestic causes
stresses factors such as wage drift and the need for external currency
anchors against inflation.2 With their materialist focus, these literatures
make short shrift of ideas. While not denying the importance of struc-
tural factors, this article takes a different tack and looks to illuminate
some of the ideational factors that made possible both the emergence
and the transformation of the Swedish model.

The article will detail how, during the 1930s and 1940s, economic
ideas provided the Swedish state, in the form of the Swedish Social
Democratic Party (Sveriges socialdemokratiska arbetareparti, SAP) and

* The author would like to thank the following for their comments on this article at its various
stages: Alex Cooley, Richard Katz, Johannes Lindvall, Victor Pestoff, Robin Varghese, the three
anonymous reviewers for World Politics, and the participants in the Princeton Workshop on Ideas and
Politics, May 15–16, 1998.

1 Paulette Kurzer, Business and Banking in Western Europe: Political Change and Economic Integration
in Western Europe (Ithaca, N.Y.: Cornell University Press, 1993).

2 Jonas Pontusson and Peter Swenson, “Labor Markets, Production Strategies an Wage Bargaining
Institutions: The Swedish Employer Offensive in Comparative Perspective,” Comparative Political
Studies 29, no. 2 (1996); Ton Notermans, “Abdication from National Policy Autonomy: Why Has the
Macroeconomic Policy Regime Become So Unfavorable to Labor,” Politics and Society 21, no. 2 (1995).
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its Trade Union allies (Landsorganisationen i Sverige, LO), with the
means to construct the institutions of the Swedish model. These insti-
tutions were based on a guarantee of full employment for labor and a
mutual guarantee of private ownership for business. This much is well
known. However, what is not often highlighted is how, over time, prob-
lems arose within these institutions. Specifically, labor experienced in-
creasing returns to continued participation while business suffered
diminishing returns once labor became institutionally powerful enough
to challenge businesses’ rights of ownership and, indeed, their very
identity as capitalists.

Swedish business, in particular its titular organization (Svenska ar-
betsgivareföreningen, SAF), responded to these challenges by adopting a
two-pronged strategy of institutional withdrawal and ideological con-
testation designed to weaken labor by undermining its supporting in-
stitutions. The politics of ideas was key in this regard. During the
1980s Swedish business marshaled ideas to contest and thus delegiti-
mate existing institutions and the patterns of distribution that they
made possible, beginning the process of overturning the Swedish
model long before capital mobility or domestic inflation was ever a
problem. By highlighting these factors, the article offers an explanation
of the transformation of the Swedish model that stresses the centrality
of ideational contestation for understanding institutional change.

THEORY: IDEAS, STRUCTURAL EXPLANATIONS, AND
INSTITUTIONAL CHANGE

This article aims to contribute to the growing body of ideational schol-
arship in contemporary political science by illuminating the role of
ideas in three critical yet underexamined areas of institutional change:
institutional design, institutional contestation, and institutional rein-
forcement.3 To this end economic ideas are conceptualized in three
ways—as institutional blueprints during periods of uncertainty, as
weapons in distributional struggles, and as “cognitive locks.”4

In contrast to materialist theories, the notion of ideas as blueprints
posits ideas as the sine qua non of institutional construction. To see
why this is so, consider the logic of most materialist/institutional argu-

2 WORLD POLITICS

3 Judith Goldstein and Robert O. Keohane, eds., Ideas and Foreign Policy: Beliefs, Institutions and Po-
litical Change (Ithaca, N.Y.: Cornell University Press, 1993); Peter A. Hall, “Policy Paradigms, Social
Learning and the State,” Comparative Politics 25 (April 1993); Sheri Berman, The Social Democratic Mo-
ment: Ideas and Politics in the Making of Interwar Europe (Cambridge: Harvard University Press, 1998).

4 The term “cognitive locking” comes from Carl Hamilton and Dag Rolander, Att leda Sverige in i
krisen: moral och politik i nedgångstand (Stockholm: Norstedts Forlag, 1993).
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ments, which implicitly posit the following model: institutional equi-
librium ! punctuation ! new institutional equilibrium. According to
this formulation, ideas are deemed irrelevant, as agents’ interests are
given by structural location and the new institutional equilibrium re-
constitutes itself almost automatically. It is argued here, by contrast,
that such structural understandings of institutional change are unsatis-
factory and that a focus on ideas provides a necessary corrective.

IDEAS AS INSTITUTIONAL BLUEPRINTS

While structural factors may explain why a particular institutional equi-
librium becomes unstable, such a model does not explain why the new
equilibrium takes the specific form that it does. As the fact of institu-
tional variation across cases points out, common structural factors may
produce moments of crisis, but reference to structure alone cannot pre-
dict why a given set of institutions appears as the particular response to
any given crisis. If agents’ structurally given interests are invoked to ex-
plain subsequent institutional choice, then the theorist must explain
why agents perceived their interests in such a way.5 Such a specification
of interests is necessary because making an extant equilibrium unstable
merely creates uncertainty and thereby makes interests problematic.

As Beckert argues: “Uncertainty is [commonly] understood as the
character of situations in which agents cannot anticipate the outcome
of a decision and cannot assign probabilities to the outcome.”6 Because
such a situation is “in a high degree unique,” agents’ interests and the
possible outcomes of their actions in an uncertain environment cannot
be satisfactorily derived from structural location.7 Instead, interests
must be defined in terms of the ideas agents themselves have about the
causes of the uncertainty they are facing. Ideas are important precisely
because they reduce uncertainty, give content to interests, and make in-
stitutional construction possible.

This is not to deny that agents have interests, nor is it to render
structure irrelevant. It is merely to point out that under conditions of
great uncertainty, such as times of severe economic dislocation, the
politics of ideas becomes increasingly important. For under such condi-
tions it not obvious where agents’ best interests may actually lie and

TRANSFORMATION OF THE SWEDISH MODEL 3

5 It is necessary to do so because such theories “do lend themselves to some of the sloppiest reason-
ing in . . . political science. [The] existence [of interested agents] is often inferred from the asserted
fact of common interests, and their influence is in turn inferred from policy outcomes in line with those
interests . . . to yield . . . one great tautology”; Robert Wade, “East Asia’s Economic Success: Conflict-
ing Perspectives, Partial Insights, Shaky Evidence,” World Politics 44 ( January 1992), 308–9.

6 Jens Beckert, “What Is Sociological about Economic Sociology? Uncertainty and the Embedded-
ness of Economic Action,” Theory and Society 25, no. 6 (1996), 804.

7 Ibid., 807.
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therefore what type of institutions would best serve those interests. By
defining what the economy is, how it operates, and the place of the in-
dividual or collectivity within the economy, economic ideas both reduce
uncertainty by defining a given moment of crisis and project the insti-
tutional forms that arguably will resolve it. Seen from this perspective,
the possession and promulgation of such ideas becomes a crucial power
resource and an integral component of institutional change.

IDEAS AS WEAPONS

Related to the notion of ideas as institutional blueprints is the notion of
ideas as weapons in distributional struggles, which posits that because
existing economic institutions are the result of past economic ideas
about how the economy works, the development and deployment of
economic ideas is a prerequisite of fundamental institutional change. In
deploying economic ideas as weapons, agents can restructure existing
institutional arrangements by defining not only the causes of a per-
ceived economic problem but also the solutions for dealing with it. By
offering both a scientific and a normative critique of existing institu-
tions, economic ideas allow agents to challenge existing institutional
arrangements and the patterns of distribution that they enshrine.

IDEAS AS COGNITIVE LOCKS

Ideas conceptualized as cognitive locks is an approach that builds upon
the insights of Hall and other historical institutionalists and seeks to
explicate how new ideas, once successfully institutionalized, can affect
policy outcomes. Historical institutionalists have generally argued that
once ideas have become institutionally embedded, policy-making be-
comes possible only in terms of these ideas. As such, ideas can produce
outcomes independent of the agents who originally developed them. 8

The Swedish case exemplifies the fact that embedding ideas as the new
orthodoxy encourages intellectual path dependency in policy making.

Whereas historical institutionalists have hitherto understood policy
continuity in the face of environmental changes as a function of the
path dependence of institutions, what is suggested here is that if path
dependency occurs, it may also be a function of cognitive locking and is
thus an ideational rather than an institutional phenomenon.9 In sum,
the theoretical objective of this article is to demonstrate the centrality

4 WORLD POLITICS

8 See Peter A. Hall, Governing the Economy: The Politics of State Intervention in Britain and France
(Oxford: Oxford University Press, 1986).

9 The concept of cognitive locking gives specificity to Pierson’s notion of path dependence being a
function of political beliefs exhibiting increasing returns. See Paul Pierson, “Increasing Returns, Path
Dependence, and the Study of Politics,” American Political Science Review 94, no. 2 (2000).
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of economic ideas as a key mediating variable between structural
change in the economic realm and institutional change in the political
realm. We shall now reexamine the transformation of the Swedish
model from this alternative perspective.

IDEAS AS WEAPONS AND BLUEPRINTS: CONSTRUCTING THE
SWEDISH MODEL

The construction of the ideas and institutions that would constitute the
Swedish model began in the midst of the economic crisis of the late
1920s, when a group of deputies of the Social Democratic Party (SAP),
along with younger Swedish economists, became interested in ideas re-
lating unemployment to insufficient demand. Challenged in particular
were the classical postulates that markets clear at full employment lev-
els and that unemployment was a natural occurrence. One important
avenue for these new ideas was the Committee on Unemployment set
up by the coalition government in 1927.10 The committee’s reports in-
creasingly adopted these new ideas throughout the late 1920s, while the
committee itself provided a legitimating forum for the ideas and af-
forded them entrée to policy-making institutions.11

Given the deflation that hit the Swedish economy when Britain
went off gold in 1931, the Social Democratic government enthusiasti-
cally embraced these new ideas, and the first economic report of the
SAP once it was in power suggested that “the state should be given a to-
tally different role than it had before in order to stabilize employment
on a high level.”12 What enabled these new ideas to be accepted by both
business and labor, which at that time had some of the most fractious
industrial relations in the world, was the ability of the state to use these
new ideas to recast the problem of deflation in terms of the
interdependency of business, labor, and the state, rather than as the
fault of any one of them.

These new ideas can be summarized in terms of four key proposi-
tions. First, the expansion of the whole economy was seen as the solu-
tion to both unemployment and deflation. Second, the stability of the

TRANSFORMATION OF THE SWEDISH MODEL 5

10 See Eskil Wadensjo, The Committee on Unemployment and the Stockholm School, Occasional Papers
Series, no. 314 (reprint; Swedish Institute for Social Research, Stockholm University, May 1991); and
Berman (fn. 3), 160–70.

11 See Benny Carlson, “The Long Retreat: Gustav Cassel and Eli Hecksher on the ‘New Econom-
ics’ of the 1930’s,” in Lars Jonung, ed., Swedish Economic Thought: Explorations and Advances (London:
Routledge, 1987).

12 Villy Bergstrom, “Party Program and Economic Policy: The Social Democrats in Government,”
in Klaus Misgeld, Karl Molin, and Klas Amark, eds., Creating Social Democracy: A Century of the Social
Democratic Labor Party in Sweden (University Park, Pa.: Penn State Press, 1992), 138.
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price level was taken as a policy goal vital to all groups. Third, the state
resolved to ensure business confidence by arguing that it would balance
budgets over the business cycle rather than over the fiscal year. Fourth,
the state was expected to play an active role in economic management,
but mainly as a broker between business and labor and as the provider
of those institutions that made the previous three goals possible.13

Given these new ideas, the SAP largely resisted protectionism, pro-
moted high levels of business concentration, and encouraged the cen-
tralization of labor-market institutions. The state then institutionalized
these arrangements in a series of business and labor accords that be-
came known as the Saltsjöbaden agreements. These agreements de-
signed the state’s institutional relationship with business to foster
growth through the success of top corporations within a redistributive
system of taxation that encouraged increased productivity and invest-
ment.14 The state’s institutional relationship with labor was likewise
based upon an equally firm commitment to full employment. This
guarantee of full employment was sold to business by narrating it as
being desirable on efficiency grounds, since a full utilization of re-
sources, including human ones, facilitated other policy goals rather
than being an end in itself. Thus, by stressing the necessity of full em-
ployment rather than merely its desirability, the state brokered a deal
with business and labor that ultimately was based upon two inviolable
ideas. First, for labor, which considered full employment the prerequi-
site of other policy goals, it became of necessity the primary policy goal
of the state. Second, for business, which accepted the idea of regulating
the market economy to produce socially optimal outcomes, private
ownership nevertheless remained sacrosanct.

These ideas and the institutions to which they gave rise were devel-
oped further in the immediate postwar era. As unexpectedly high de-
mand after the war created inflationary pressures, the SAP abandoned
voluntary wage restraint and extended the ideas and institutions of the
1930s in the Rehn-Meidner model of economic management, with its
three main elements. First, fiscal policy was to be restrictive rather than
countercyclical, because a policy of general reflation would simply pro-
duce inflated profits and wage drift. Correspondingly, profits were de-
liberately squeezed to push employers to resist inflationary wage claims.
Second, despite profit capping wages still had to be controlled, so Rehn

6 WORLD POLITICS

13 These policy goals are taken from, among other sources, Joachim Israel, “Swedish Socialism and
Big Business,” Acta Sociologica 21, no. 4 (1978), 342.

14 Sven Steinmo, “Social Democracy vs. Socialism: Goal Adaptation in Social Democratic Sweden,”
Politics and Society 16, no. 4 (1988), 419.
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and Meidner proposed the solidarity wage; that is, unions would oper-
ate a centralized wage policy that stressed the principle of equal pay for
equal work across sectors.15 This policy effectively raised the reservation
wage of low productivity sectors, which in turn forced inefficient firms
either to increase productivity or to go bankrupt, while at the same time
furthering redistributive policy goals.

The third element of the model, an active labor-market policy, was
designed to make profit capping and the solidarity wage more effective
by promoting labor mobility through supply-side training, relocation,
and investment programs. The point was to encourage further indus-
trial adjustment and employment growth as two sides of the same coin.
As Meidner put it:

Labor market policy was to be used as a means to remove hindrances for a mar-
ket economy of the type that the classical economic theorists dreamed of. The
element of planning in this quasi-liberal ideology was reduced to the method
for eliminating these hindrances. When the economy was freed from this it was
thought that it could function according to the rules of the market, and so do
even better than in a consistently non-interventionist society.16

In short, by the mid-1950s the key regulative and distributive insti-
tutions of the Swedish model were securely in place. By not challenging
ownership, that most fundamental element of capitalist relations, and
by narrating this through a new set of economic ideas that promoted
the goals of welfare, equality, and full employment as positive sum, the
Swedes had developed a conception of the economy and a set of distri-
butional institutions aimed at consolidating the social democratic po-
litical project within the framework of a capitalist open economy.
Without these ideas, the construction of such an institutional order
would have been impossible. Indeed, it was possible only because busi-
ness, labor, and the state shared the same economic ideas.17 Adherence
to and acceptance of those economic ideas made possible and then reg-
ulated the institutions of the Swedish political economy for the next
twenty years.

TRANSFORMATION OF THE SWEDISH MODEL 7

15 See Landsorganisationen, Trade Unions and Full Employment (Malmo: Framtiden, 1953).
16 Rudolph Meidner, I arbetets tjänst (Stockholm: Tindens Forlag, 1984), 275, quoted in Tim Tilton,

The Political Theory of Swedish Social Democracy: Through the Welfare State to Socialism (Oxford: Oxford
University Press, 1990), 208.

17 Specifically, the most important economics actors, the governing SAP, SAF, and LO, shared the
same ideas. For the trade union’s view, see the 1951 LO report, Fackföreningsrörelsen och den fulla syssel-
sättningen: Betänkande och förslag från Landsorganisationens organisationskommitté (Stockholm: Lands-
organisationen, 1951). For SAF’s perspective, see Sven Anders Söderpalm, Arbetsgivarna och
Saltsjöbadpolitiken: En historik studie i samarbetet på svensk arbetsmarknad (Stockholm: SAF, 1980). This
is not to underrate the conflicts involved in getting to this position, especially given SAF’s fear of na-
tionalization in the 1940s. On the latter, see Jonas Pontusson, The Limits of Social Democracy: Invest-
ment Politics in Sweden (Ithaca, N.Y.: Cornell University Press, 1992), 50–55.
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While problems such as increasing deficits and sluggish growth
began to appear in the 1960s, they were largely manageable within the
existing institutional framework. Indeed, the Swedish economy per-
formed well in comparative perspective, even in the recessionary mid-
1970s, with essentially more of the same policies. What is important at
this juncture is how the model destabilized endogenously, absent any
large-scale structural changes, when labor began to challenge some of
the basic rights of business during the 1970s. In doing so labor under-
mined the shared ideas at the heart of the Swedish model. These chal-
lenges brought by labor catalyzed the consolidation of business
opposition and marked the beginning of the transformation of the
Swedish model, long before more commonly identified material causes
such as wage drift and inflation came to prominence.

UNDERMINING THE MODEL: LABOR’S OFFENSIVE

A wave of labor unrest hit Sweden in the late 1960s and early 1970s.
In December 1969 a strike at the iron-ore mine at Leveäniemi spread
to mines in nearby Kiruna and Mamberget.18 As Swenson notes: “The
unofficial and illegal character of the strike was widely interpreted . . .
as a repudiation of the LO-affiliated Miners’ Union and, perhaps just as
much, of centralized . . . peak level bargaining.”19 The strikes of the
1970s were about much more than wages, however. As Heclo and
Madsen argue: “To some extent, the Kiruna strikes represented a tradi-
tional action to secure better pay, but more important was the dissatis-
faction manifested regarding the prevailing patterns of authority at the
workplace.”20

LO’s view of these wildcat strikes was that management had too
much control at the plant level.21 In response to these new uncertain-
ties, LO opted not to negotiate and turned instead to the SAP to legislate,
and “[a] series of legislative proposals known as ‘the democratization of
working-life’ gained broad support in the Riksdag in the 1970’s.”22

8 WORLD POLITICS

18 Apropos the argument here, while the fact of these strikes may have constituted a structural break
with the model, how LO interpreted and responded to them was not structurally determined.

19 Peter Swenson, Fair Shares: Unions, Pay and Politics in Sweden and Germany (Ithaca, N.Y.: Cornell
University Press, 1990), 85.

20 Hugh Heclo and Henrik Madsen, Policy and Politics in Sweden: Principled Pragmatism (Philadel-
phia: Temple University Press, 1987), 121. See also the 1971 LO congress report on these issues,
Demokrati I företagen (Stockholm: Landsorganisationen, 1971).

21 Swenson (fn. 19), 92–94.
22 Victor A. Pestoff, “Towards a New Swedish Model of Collective Bargaining and Politics,” in

Colin Crouch and Franz Traxler, eds., Organized Industrial Relations in Europe: What Future? (Alder-
shot: Avebury Press, 1993), 155.
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While the codetermination proposals did not initially invoke the wrath
of business, the centerpiece of these legislative challenges to the exist-
ing order, the wage earner funds, certainly did.23 As Steinmo notes:
“The wage earner funds were conceived . . . as a mechanism to socialize
the economy and reverse the trend toward the concentration of eco-
nomic power in private hands.”24 The logic of the funds was that “a 20
percent profits tax was to be imposed on corporations [and] the revenue
from this was to be used to . . . buy out most of Sweden’s major business
interests.”25 The funds were to be controlled by the unions and used to
facilitate real economic democracy.

The problem with this new strategy was of course that it constituted
a frontal assault on the sanctity of private ownership, one of the foun-
dational ideas underpinning the Swedish model. As Åsard tellingly ob-
served: “As soon as LO had presented its fund report in 1976, it became
evident that the ideas behind it put the [SAP] in an awkward position.
Here, suddenly, was a trade union plan on how to change . . . the rela-
tionship between capital and labor . . . an issue the [SAP] had been try-
ing not to raise explicitly since 1932.”26 Unsurprisingly, Swedish
business was furious. As Olof Ljunggren, director of SAF, summarized
the business perspective on the funds issue: “The wage earners funds
proposal is brutal and will lead to a direct socialization. Additionally, it
is presented in a fraudulent manner. I can guarantee that employers will
use all legal means of opposing the fund socialization scheme.”27

As far as business was concerned, the work-life, codetermination,
and wage-earner funds proposals constituted a clear violation of the
ideas underpinning the Swedish model, and naturally business resisted.
Business had no problem with Ernst Wigforss’s slogan from the 1920s
that “democracy cannot stop at the factory gates”—so long as in reality
democracy did stop at the factory gates. Once LO and SAP began to take
these new ideas seriously, business began to question the value of a set
of institutions whose outcomes were becoming increasingly uncertain.
Given such challenges within existing institutions, Swedish business
sought to change them from without.

TRANSFORMATION OF THE SWEDISH MODEL 9

23 As Åsard argues: “The Social Democrats and the three bourgeois parties jointly supported the
new labor laws. Even the employers’ confederation accepted, after some initial resistance, board repre-
sentation and the codetermination laws.” Erik Åsard, “Industrial and Economic Democracy in Swe-
den: From Consensus to Confrontation,” European Journal of Political Research 14, no. 1–2 (1986), 210.
See also Axel Hadenius, Medbestämmandereformen (Uppsala: Almqvist and Wiksell, 1983), 98–105.

24 Steinmo (fn. 14), 431.
25 Ibid.
26 Åsard (fn. 23), 215, emphasis added.
27 Olof Ljunggren, July 1, 1983, quoted in Jan-Erik Larsson and Jon-Henri Holmberg, Turning

Point (Stockholm: Timbro Forlag, 1984), 6.
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BUILDING MUSCLE: BUSINESS’S RESOURCES

Action by the Swedish Employers Federation (SAF) was key in re-
sponding to LO’s legislative moves. Although SAF was dormant for most
of the 1950s and 1960s, once the political tide of the 1970s had turned,
a new generation of leaders revitalized its organizations and contested
the ideological and institutional terrain once wholly owned by the SAP
and LO.28 To understand SAF’s success in effecting these institutional
changes, one must appreciate the resources that SAF could bring to bear
against labor and the state.

Simply put, the resources SAF mobilized for political ends in this pe-
riod dwarfed those of all Swedish political parties and labor-market or-
ganizations combined. Beginning in the late 1970s SAF dues, and thus
SAF resources, doubled. By 1980 SAF had nearly twice the immediate
income and over eight times the strategic reserves of LO.29 SAF annual
accounts in 1987 detail two main funds, the insurance fund and the
guarantee fund, both of which ostensibly existed as reserves for use in
protracted industrial conflicts.30 In 1987 these funds were valued at
5,400 million krona and 4,259 million krona, respectively. This gave
Swedish business the ability to call upon resources, in 1987 prices, of
just under one and a half billion dollars for use in any given dispute or
issue-area. Such financial leverage, given the size of the economy over-
all, was far beyond the resources available to business organizations
anywhere else in the world.

Research by Pestoff reveals that SAF employed its material resources
in three main areas: conflict remuneration, administration, and propa-
ganda.31 Beginning in the late 1970s spending in the last of these cate-
gories increased dramatically, jumping from 15 percent of SAF
expenditure to 25 percent, where it leveled off in the following
decade.32 This pattern, argues Pestoff, “represents a shift in emphasis in
SAF’s role from collective bargaining to one of political influence . . .
[and] . . . corresponds with the struggle against wage earner funds.”33

10 WORLD POLITICS

28 Those leaders were Sture Eskillsson, Olof Ljunggren, Curt Nicolin, and Ulf Laurin.
29 See Victor A. Pestoff, “The Politics of Private Business, Cooperative and Public Enterprise in a

Corporate Democracy: The Case of Sweden” (Stockholm: University of Stockholm Department of
Business Administration, 1991), 77, table 12.

30 Ibid., 71.
31 While SAF does not detail the category “propaganda” in its accounts, a surrogate measure is the

category “other administrative expenses.” “Other administrative expenses can cover anything not cov-
ered under other headings, including political activities such as ad-hoc campaigns, public opinion for-
mation, meta organizations etc.”; Pestoff (fn. 29), 75.

32 Ibid.
33 Ibid., 76.
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According to Pestoff ’s estimates, in 1982 SAF spent 55–60 million
krona in propaganda on the single issue of the wage earner’s funds. By
comparison, in the 1982 Riksdag election all five major political parties
spent a combined total of 69 million krona. By 1988 annual SAF expen-
diture had risen to some 200 million krona.34 In sum, the huge financ-
ing at its disposal allowed SAF to mount a sustained attack on the
Swedish model. Initially however, business began this revolution rather
traditionally. Aiming at defeating labor itself, business did not yet real-
ize the importance of defeating labor’s ideas first.

ACTIONS WITHOUT IDEAS: MASS LOCKOUTS AND
COGNITIVE LOCKS IN THE 1970S

SAF initially sought to bring LO to heel with the traditional employers’
weapon, the lockout. In 1977 “SAF planned to lock out 220,000 salaried
employees for two weeks, but a major labor market conflict was averted
at the last minute.”35 Resistance to the lockout stemmed from several
sources. First, during the late 1970s SAF’s voting rights, and thus its
voice in policy, were made directly proportional to the number of em-
ployees and the total wage bill. As such, decisions were concentrated in
very few hands, principally those of very large firms. Moreover, SAF
statutes were reformed in the same period to prohibit independent ac-
tion by member firms on either wage agreements or strikes and lock-
outs.36 Unfortunately for SAF, these organizational reforms had yet to
be completed at the time of the 1977 lockout. Consequently, many
firms, especially small firms, were able to free ride on the lockout with-
out threat of sanction.

Second, 1977 was the low point of the economic downturn of the
period. In such an uncertain environment many firms were unwilling to
risk a protracted labor conflict, a consideration that was especially im-
portant for many large firms dependent upon state subsidies. At the
onset of the downturn the governing SAP “introduced subventions for
companies which agreed to continue production and to stock com-
modities.”37 As a lockout would rather obviously have halted the pro-
duction of commodities and hence have jeopardized subsidies, many
large firms were unwilling to risk it. Given this context, SAF’s policy of

TRANSFORMATION OF THE SWEDISH MODEL 11

34 Pestoff (fn. 22), 163.
35 Ibid., 157.
36 Such threats were backed up by large fines for noncompliance. In 1987, for example, SAF fined

the Bakery and Confectionery Employers Association one million krona.
37 Israel (fn. 13), 351. Such subventions constituted up to 20 percent of the value of the commodi-

ties stocked.
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proactively generating industrial conflict was simply too radical for many
of its own membership. Consequently, “in response to this [failure] SAF
director Curt Nicolin decided that the existing machinery for collective
bargaining needed to be shipwrecked before it could be scuttled.”38

By 1980 SAF was organizationally better equipped for a sustained
conflict. In response to what began as a strike, SAF enforced a lockout of
nearly three million workers in the name of employer solidarity. De-
spite being costly to SAF in the short run, the conflict galvanized it for
action in the longer term. As LO economist Per Edin noted concerning
SAF strategy: “They lost [the lockout] and they realized that they could
not beat LO. So what could they do? The right thing to do is not to
make the SAF strong, but to make LO weak.”39 But in order to weaken
LO, SAF needed a new strategy, and the impetus for this strategy came
from the failure of the state during this same period.

SAF AND THE FAILURE OF THE BOURGEOIS PARTIES

Business made great political capital out of the funds issue, and in 1976
the SAP lost power to a center-right coalition for the next six years.
However, this period of bourgeois rule turned out to be a huge disap-
pointment for business. Apart from formally distancing themselves
from the wage earners funds, the bourgeois parties offered neither a
clear alternative to SAP policies nor support for SAF initiatives.40 The
deficit began to rise substantially with the extra expenditure being fi-
nanced by increased borrowing.41 Adherence to such policies presented
business with a conundrum. As Edin observed: “For the first time in
forty-four years there was a bourgeois government. Every conservative
person, politicians, and employers said, ‘Why couldn’t our government,
the bourgeois government, rule by bourgeois policies? Why did they
have to be social democratic policies?’ And the answer was given by
Ullsten, the Liberal prime minister, [he said]: ‘We were the prisoners
of LO.’”42 Ullsten was right, up to a point, but what really mattered was
that the bourgeois governments of 1976–82 were prisoners of the ideas
of LO. In short, the bourgeois parties were cognitively locked into
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38 Pestoff (fn. 22), 157.
39 Author interview with Per-Olof Edin, Stockholm, June 6, 1997.
40 For example, between 1976 and 1979 government spending on industrial policy quadrupled.

OECD, Economic Surveys: Sweden, 1976–1982 (Paris: OECD, 1986). The bourgeois parties also nation-
alized several major industries in this period, thus going beyond what the SAP ever did.

41 Between 1976 and 1981 public expenditure as a share of GDP rose from 52 percent to 65 percent.
As this was not financed by a parallel rise in tax increases, the deficit rose to 13 percent of GDP by 1981.
Figures from OECD (fn. 40).

42 Interview with Edin (fn. 39).
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thinking and acting within the institutions of the Swedish model and
therefore did not behave like bourgeois parties.43

There are several reasons why the bourgeois parties were so cogni-
tively locked into the ideas of the LO. First, the ability of LO to call
strikes was not in doubt. However, the lockouts showed that SAF was
not afraid of provoking LO and indeed SAF actively sought such a con-
frontation at this time. Given this, the bourgeois parties were clearly
not hamstrung by the threat of industrial action, as this was beyond
their control in the first place. Furthermore, because the 1977 and 1980
lockouts occurred in the midst of a sharp economic downturn, the
ability of LO to call industrial action was further reduced. Perhaps most
significantly though, during the elections of this period none of the
bourgeois parties articulated any desire to depart radically from tradi-
tional social democratic policies.44

Given these three factors, it is not the case that the state was ham-
strung by LO’s ability to man the barricades. Rather, it seemed that the
bourgeois parties had no alternative ideas with which to govern, even
when in power. This failure of the bourgeois parties to advance bour-
geois policies and the failure of the lockout to produce results convinced
business that the existing institutional order could be restructured only
by first replacing the ideas upon which it rested. Over the next several
years business developed a two-pronged strategy of institutional with-
drawal and ideological contestation, designed both to destabilize and to
delegitimize the institutional mainstays of the Swedish model—the in-
stitutions of collective bargaining and the solidarity wage.

DESTABILIZING THE SWEDISH MODEL:
INSTITUTIONAL WITHDRAWAL

Institutional withdrawal began in earnest in 1983, when the Metal-
workers Union under its new leader, Leif Blomberg, defected from LO
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43 For a discussion of the bourgeois parties’ policy positions and their first year in government in
1976, see Hans Bergström, Rivstart? Om övergången från opposition till regering (Stockholm: Tidens
Förlag, 1987), 56–73.

44 While bourgeois parties suggested tax cuts, it is crucial to note the language that was used to jus-
tify them. Such language serves as an indicator of the deeply embedded nature of LO’s ideas and of why
this necessitated an ideological rather than a labor-market contest. For example, in the 1976 campaign
the Liberals argued that “tax pressure encourages invisible transactions and thereby undermines the
civic spirit and solidarity which keeps society together.” And “easing the tax burden, therefore, becomes
paradoxically a means of defending the welfare state.” Similarly, the Conservatives campaigned in 1982
that taxes were bad for growth, not because of their “Laffer” effects, but because by being beneficial to
business, they hit the low wage earner hardest. As such, the tax system had become a new source of
poverty. Such policy positions clearly show how deeply the ideas of LO were embedded across the po-
litical spectrum. Quotes from Daniel Tarschys, “Public Policy Innovation in a Zero-Growth Economy:
A Scandinavian Perspective,” International Social Sciences Journal 31, no. 4 (1979), 699, 701.
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central agreements, thus weakening LO from within and destabilizing
wage-bargaining institutions. The defection of the metalworkers was
prompted by side payments made to the union in the form of an agree-
ment with the engineering employers federation over and above what
SAF was offering in the central negotiations and what LO had tabled as
its initial bid. This of course undermined both demand restriction and
the solidarity wage—two pillars of the Swedish model. Several scholars
have analyzed this defection as a rational response to wage drift.45 The
defection also fits well with the overall political strategy behind SAF ac-
tivities in the 1980s, however, insofar as prior to the 1983 round of
SAF/LO negotiations, SAF had “announced its refusal to negotiate cen-
trally any more . . . with the ultimate aim of merely reaching company
wide agreements.”46

This pattern of institutional withdrawal was also seen in the rela-
tionship between SAF and the state. While Swedish institutions of eco-
nomic governance rested upon consultations between business and
labor with the state as a neutral third party, in institutions of political
governance the opinions of business and labor were solicited by the
state and incorporated into the policy process through a remiss proce-
dure. Beginning in 1985 SAF began to challenge these corporatist insti-
tutions and by 1991, following SAF’s refusal to countenance even talking
with LO about centralized bargaining, business unilaterally withdrew
from these corporatist institutions. In all, some six thousand business
representatives were withdrawn, undermining the institutions.47

Given these attacks on the Swedish model, the reaction of those ini-
tially supportive of such decentralizing strategies had changed some-
what by the end of the decade. As the union leader who took the
metalworkers out of LO agreements earlier in the decade noted: “The
people [in SAF] who supported the Swedish Model have been replaced
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45 For discussions explaining the 1983 metalworkers’ defection as being due to wage drift, see An-
drew Martin, “Wage Bargaining and Swedish Politics: The Political Implications of the End of Cen-
tral Negotiations,” Harvard University, Center for European Studies Working Paper Series, no 36
(1991); and Swenson (fn. 19), 171, 227.

46 Some authors and practitioners have suggested that SAF had been trying to get the engineering
unions to defect since 1977. See Victor A. Pestoff, “Joint Regulation, Meso Games and Political Ex-
change in Swedish Industrial Relations,” in Bernd Marin, ed., Governance and Generalized Exchange:
Self-Organizing Policy Networks in Action (Boulder, Colo.: Westview Press, 1991), 327; Hans De Geer,
I Vänstervind och Högervåg: SAF under 1970 Talet (Stockholm: Allmänna Förlaget, 1989), 132–34; John
D. Stephens, “Is Swedish Corporatism Dead? Thoughts on Its Supposed Demise in the Light of the
Abortive ‘Alliance for Growth’ in 1998” (Paper presented at the Twelfth International Conference of
Europeanists, Chicago, March 31–April 1, 2000), 5. Interview with Edin (fn. 39). Quote from Pestoff.

47 Stephens (fn. 46) qualifies this conclusion by arguing that such collective modes of representa-
tion were actually replaced by individual representatives from the same sectors. As such, nothing much
actually changed (pp. 7–8).
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by spokesmen for the market. . . . SAF is emphasizing political opinion
formation rather than taking responsibility for wage formation. . . .
Neoliberals, who have the US and the UK as their ideal, . . . don’t give
a damn about wage differentials, and inequality is increasing at a cata-
strophic rate.”48 Indeed, SAF’s own interpretation of what they were
doing was very much in line with the unions’ interpretation of SAF’s ac-
tivities. As SAF’s chairman Laurin noted in 1991: “The center of gravity
in SAF’s work has shifted to idea and opinion formation. It is ideas that
change the world. [If ] SAF can . . . successfully propagate tomorrow’s
thoughts then it’s role will be larger than ever. SAF is the driving force in
changing the system.”49

However, as argued above, to detail this institutional withdrawal is
merely to account for the destabilization of the existing order. It is not
to account for the form of the new institutions that replaced it. This
was achieved by combining this strategy of withdrawal with a sustained
ideological campaign aimed at delegitimating the ideas that supported
the Swedish model. Only by employing alternative economic ideas as
weapons could business break the cognitive locks on policy that had so
hamstrung the previous period of bourgeois rule.

DELEGITIMATING THE SWEDISH MODEL: DEVELOPING AND
DEPLOYING NEW IDEAS

SAF’s ideational efforts also began in earnest in 1983, when SAF bused
nearly one hundred thousand businessmen from across Sweden to rally
in Stockholm against the wage earner funds. Though portrayed as a
spontaneous outpouring of opposition, the demonstration was in fact
orchestrated by an ad hoc SAF committee called the Fourth of October
committee.50 As one of SAF’s organizations notes in its account of the
October 4 rally: “No manifestation of close to 100,000 people is possi-
ble without careful planning, careful organization [and] preparatory
work. Who was responsible?”51 The report then goes on to note that
the committee “consisted of 24 people—major industrialists like Mr.
Matts Carlgren of MoDo, Mr. Gösta Bystdet of Electrolux, and Mr.
Ulf Laurin of PLM”—in other words, some of the biggest firms in SAF .52

However, while such ad hoc rallies made good press, they had little im-
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48 Pestoff (fn. 22), 157–58.
49 Ulf Laurin, SAF-tidningen, February 16, 1990.
50 SAF sponsored many such public awareness events throughout the 1980s on topics as diverse as in-

flation and education policy.
51 Larsson and Holmberg (fn. 27), 26.
52 Ibid.
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pact on the ideas underpinning the Swedish model. For this task, more
permanent organizations had to be constructed.

Chief among these organizations were the Center for Business and
Policy Studies (SNS) and Timbro. One cannot overemphasize their im-
portance for understanding the transformation of the Swedish model.
These organizations promoted the same neoliberal ideas seen in coun-
tries such as the U.K. and the U.S. (albeit with some distinctively
Swedish elements).53 One does not usually think of political economies
such as Sweden as being much affected by think tanks, but in fact they
were vital agents in promoting institutional change. However, what
made SNS and later on Timbro so influential was, apart from SAF’s re-
sources, a concomitant shift in the ideas held by Swedish academic
economists and opinion makers, ideas that those organizations could
exploit.

DEVELOPING IDEAS AS WEAPONS: CHANGES WITHIN
ACADEMIC ECONOMICS

The key figure in Swedish economics in the early 1980s was Assar
Lindbeck. Although Lindbeck resigned from the SAP in 1976 over the
wage earners funds, he remained resolutely Keynesian in his academic
writings and more popular pronouncements.54 By the early 1980s, how-
ever, Lindbeck’s writings began to incorporate more of the basic as-
sumptions of monetarism and rational expectations, which were,
particularly in this period, anticollectivist and probusiness in their
analysis and policy conclusions. As Edin notes regarding the changes
in economic thinking that took place in Sweden at this time: “There
was an enormous pressure on almost all economists inside the Swedish
system. If you go to the middle seventies, almost all Swedish econo-
mists were Keynesian. The first to shift was Assar Lindbeck, and he
was very dominant, but he didn’t go all the way. But the others [the
younger economists] went all the way.”55 Once Lindbeck had shifted,
the discipline as a whole shifted, and what was once unthinkable was
fast on its way to becoming a new orthodoxy.56
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53 Some of these ideas involved less concern over taxes and more focus on the size of the public sector.
54 See, for example, Assar Lindbeck, Inflation: Global, International and National Aspects (Leuven:

Universitaire Pers Leuven, 1980). However, see also idem, The Political Economy of the New Left: An
Outsider’s View (New York: New York University Press, 1977).

55 Interview with Edin (fn. 39).
56 This shift in economic thinking, as well as Lindbeck’s central role in this, is also detailed in Johan

Lonnroth, Schamanerna: Om ekonomi som forgylid verdag (Stockholm: Bokforlaget ARENA, 1993). See
also Torsten Sverenius, Vad hände med Sveriges ekonomi efter 1970? en debattbok (Stockholm: Fakta info
direkt, 2000).
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Given this neoliberal ideational shift, Swedish academic economists
embarked upon a wholesale critique of the Swedish model that com-
plemented the new agenda of SAF. Hugemark has summarized the
changes in academic discourse surrounding the welfare state in Sweden
by tracing the evolution of neoliberal, promarket arguments in official
government reports and in the main discussion forum of Swedish econ-
omists, the journal Ekonomisk Debatt.57 Hugemark notes how the dis-
course of neoclassical economics permeated Swedish debate about the
institutions of the welfare state throughout the 1980s. Hugemark
argues that for such neoclassical economists “the public sector has, from
the beginning of this period, been defined as constituting a problem.”58

Originally seen as part of a general macroeconomic problem of growth,
the focus shifted throughout the 1980s, as it did in economic theory
elsewhere, from macro to micro as public choice models became the
dominant approaches to the analysis of the welfare state. More pre-
cisely, Hugemark notes that the economists’ debate moved through
three phases over the course of the 1980s.

First, academic economists gained scientific credence because they
could “describ[e] different activities in terms of the neoclassical
theory.”59 For example, a policy designed to promote equality becomes
recast as an efficiency loss rather than being seen as political expression
of solidarity. Second, the debate moved from suggesting that the wel-
fare state constituted an efficiency loss to actually measuring that loss.
Finally, after measurement, the debate moved on to the development of
concrete proposals for radically revising these institutions. In short,
ideas were used as weapons in elite debate and deployed as blueprints
for new institutions.

It was against this background of shifting academic ideas about the
nature of the economy and the role of the state within it that the SAF-
affiliated think tank SNS rose to prominence. SNS sponsored economic
research that criticized of the institutions of the Swedish model and
then disseminated these new ideas to an elite but influential public. By
doing so SNS proved to be very influential in setting the course of
Swedish policy and institutional development during the late 1980s
and early 1990s.
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58 Ibid., 210.
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DEPLOYING IDEAS AS WEAPONS: SNS AND TIMBRO

SNS describes itself as “a private non-profit organization with the aim
of promoting research on economic and social issues of importance to
public decisionmakers.”60 SNS does not see itself as a think tank in the
sense of the CATO Institute or the Institute for Economic Affairs. In-
deed, it sees itself as a politically neutral organization whose job it is tell
the scientific truth about the Swedish economy and polity. SNS publica-
tions have consistently taken an orthodox neoclassical line, however, ar-
guing that any form of social organization other than market exchange
between private individuals is suboptimal and the role of the state
should therefore be kept within circumscribed limits.

Most influential on the thinking and practice of the SAP in the late
1980s and the Conservative administration of the early 1990s were the
writings of SNS’s chief economist, Hans Tson Söderström. Söderström
advocated a norm-based, nondiscretionary macroeconomics that would
bypass and indeed render obsolete traditional social democratic institu-
tions.61 The particular problem in Sweden, according to SNS, is that a
social democratic government effectively guarantees full employment
above the “natural rate.” Far from being efficient, it was now argued
that such a policy causes all sorts of allocative distortions due to the ef-
fect that employment beyond the natural rate has on price signals.
Given this, governments must “lash themselves to the mast and fix the
tiller” and in effect forgo any attempts to improve the short-run perfor-
mance of the economy through the manipulation of the interest rate,
the exchange rate, or the budget—the three main levers of macroeco-
nomic management.62 Fixing the tiller is to make the central bank in-
dependent and enforce a credible inflationary norm. In response, it is
argued, rational agents will adjust their expectations downward, prices
and wages will fall, and competitiveness will be improved.63 As we shall
see, while SNS had a tremendous impact on Swedish economic policy
in the late 1980s and early 1990s arguing this normpolitik, SAF’s other
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60 SNS: The Center for Business and Policy Studies (Stockholm: SNS, 1992), 1.
61 Söderström has been vocal about the need for noninterventionist strategies since the late 1970s.

The original argument was that full employment accommodates the demands of trade unions, a situa-
tion that inevitably produces inflation. The argument later shifted to hold that government itself
caused inflation directly by capitulating to insatiable demands for collective goods. Compare Hans
Tson Söderström, “Den nya skepticismen,” Ekonomisk Debatt 2, no. 1 (1978); and idem, Normer och
ekonomisk politik (Stockholm: SNS Forlag, 1996).

62 This metaphor is from SNS.
63 For representative examples of SNS’s position, see Ingemar Hansson et al., Vägen till ett stabilare

Sverige (Stockholm: SNS, 1985); and Magnus Henrekson et al., “Disinflation, Integration and Growth:
The Swedish Economy in 1992 and Beyond,” SNS Occasional Paper 37 ( June 1992).
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main idea generator, Timbro, attempted to influence both the main-
stream press and the financial press.

Two strands of public choice theory constitute what is known in
Sweden as the “systems failure” thesis. The first, associated with Lind-
beck and some SNS-affiliated economists, focuses upon hypothesized
“long run non-linearities” (lags) in the returns to the institutions of
welfare. Over time, the argument goes, as the institutions of the
Swedish model became more encompassing and the public sector as a
whole mushroomed, such institutions ceased to be a benefit to the
economy and, to the contrary, became a drag upon it. While there has
been some attempt to model this process and/or provide econometric
evidence for it, the debate remained rather open until recently.64 Tim-
bro was very successful at popularizing this debate with a broader pub-
lic.65 It took the linearities thesis and fashioned it into a simpler
argument that maintained that the state’s rent-seeking activities were
inherently in conflict with efficient market principles. Timbro even
coined a term for the problem, “Suedo-Sclerosis,” a term that gained
wide public currency.66

One measure of the success of Timbro and SNS in broadening the
audience for these ideas, is Kristina Boréus’s study, which examined
shifts toward promarket discourse in Timbro’s chief target, the broad-
sheet press.67 She found that in the conservative daily Svenska Dagablet,
the proportion of opinion pieces that made reference to what she
termed “new liberal” ideas increased from 30 percent to 70 percent in
the period 1975–89. Similarly, support increased from 15 percent to 30
percent in the Liberal daily Dagens Nyheter between 1971 and 1989, al-
though the fluctuations were much wider.

While these figures point to a dramatic effect on elite opinion, it
must be recalled that SNS and Timbro were part of a much broader as-
sault waged by business as a whole. Again as Timbro’s president noted:
“Timbro’s not the only thing that happened, the really important thing
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65 As Timbro’s president commented: “I think that one of the major contributions Timbro has made
is to introduce public choice economics outside the closed circle of academic economists . . . to a
broader audience of opinion makers.” Author interview with P. J. Anders Linder, president of Timbro,
Stockholm, June 13, 1997.
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that happened is that SAF itself raised its voice and started communi-
cating with the general public, because they have the financial muscle
to do that.”68 In summary, then, when taking account of the importance
of the politicization of business, the resources at its disposal, and the
ideas it promoted, there emerges a rather different picture of the trans-
formation of the Swedish model, one that supports the claim that
ideas, as well as being weapons, also operate as institutional blueprints
and cognitive locks.

IDEAS AS BLUEPRINTS AND COGNITIVE LOCKS: THE PATH
DEPENDENCY OF IDEAS

The success of business in delegitimating the old ideas of the Swedish
model had a marked effect on the policies of both the SAP and the
bourgeois parties. By the late 1980s the SAP had implemented tax and
credit market reforms that were very much in line with SNS’s policy
ideas. However, it was the bourgeois parties who really embraced the
ideas of business. By 1991, in the context of a faltering economy, the
SAP lost office to a bourgeois coalition headed by the Conservative
Party (Moderata samlingspartiet) under Carl Bildt, who set about in-
stitutionalizing the new ideas of business. The Conservatives’ overall
strategy was a tough macroeconomic policy centered upon fixed ex-
change rates, as mandated by SNS’s normpolitik.69 It was hoped that by
formally linking the krona to the ECU, both demand and inflation
would be reduced.70 As the new government put it: “During the next
few years economic policies, with all their strength, will have to aim for
a permanent reduction in inflation. This task must take precedence over
all other ambitions and demands.”71

Unfortunately, by the time Bildt took office, deflation not inflation
was the problem facing Sweden, and the Conservatives’ policies simply
served to exacerbate the situation. As Hamilton and Rolander argue,
the Bildt administration’s inculcation of the SNS view of the way the
world works meant that the state’s role was to be strictly limited to
fighting inflation, with inflation itself being a function of only three
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68 Interview with Linder (fn. 65).
69 As Lindvall notes, the Blidt government declared that “the fixed exchange rate is an essential and

definitive norm for economic policy.” Quoted in Johannes Lindvall, “The End of the Interventionist
Macroeconomic Regime in Sweden” (Manuscript, Göetborg University, Department of Political Sci-
ence, May 2001), 10.

70 The ECU was the European currrency unit, which denominated the relative value of European
countries’ currencies in the European exchange rate mechanism of the 1990s.

71 Quoted in Lindvall (fn. 69), 11.
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things: trade unions, social democratic governments, and the public
sector. Unfortunately, none of these factors had anything to do with the
inflation of the late 1980s that the Conservatives thought they were
facing upon assuming office.72

The inflation of the late 1980s that the Conservatives were respond-
ing to was the result of a series of past policies implemented by the SAP
but also supported by business. In 1987 the SAP deregulated credit mar-
kets but did not lift exchange controls. This created a domestic hot-
house effect with banks and other financial institutions falling over
themselves to lend. As this money could circulate only at home, the
situation created a property bubble whereby borrowers were betting on
and borrowing against expected rising real estate prices. The environ-
ment the Conservatives had inherited was therefore indeed inflation-
ary. Unfortunately, the inflationary bubble was about to burst.

In late 1990 inflation turned into deflation when the finance com-
pany Nyckeln “suspended payments following major losses on real es-
tate loans. . . . Soon thereafter, the banks began to suffer major losses
themselves.”73 Once Nyckeln collapsed, the banks called in their debts.
But calling in loans and increasing interest rates, they inaugurated a
general deflation from a very exposed position that led to “a general col-
lapse of real estate prices and construction activity.”74 It is here that
ideas become important once again. This credit crunch was exacerbated
by the Conservatives’ insistence on fighting inflation at all costs, that is,
despite the huge deflation. The Conservatives, deploying SNS’s ideas,
sought an external currency anchor to control inflation by tying the
krona to the ECU. The timing could not have been worse. In August
1990 Iraq invaded Kuwait, oil prices shot up, and the market optimism
of the late 1980s evaporated.

The net effect of this search for anchors and credibility was to make
effective real interest and exchange rates much higher than they would
otherwise have been. Speculation against the krona was rife, and as a
devaluation was deemed unthinkable since this would signal a loss of
credibility, currency speculators began a feeding frenzy and money
poured out of the country. The Riksbank responded by raising interest
rates to 17 percent in October 1990, and at one point in September
1992 the overnight rate hit 500 percent. These financial problems,
themselves caused by the new ideas of the Conservatives, necessitated
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further interest rate hikes. Interest rates of such magnitudes were com-
pletely incompatible with the contraction, however, and merely served
to compound the deflation, with unemployment rising to 12 percent in
1992. In sum, the adoption of business’s ideas turned a bad contraction
due to speculation, bank failure, and procyclical deflation into a mas-
sive collapse.

This collapse occurred because according to these new ideas, as devel-
oped by business and institutionalized by the Conservatives, the state
has only two tasks that it must perform without exception. First, it
must deal with inflation by following the central bank/norm
policy–based solutions offered by SNS. Second, it must break the insti-
tutions of the Swedish model by subjecting the public sector to the
strictures of a tight nonaccommodationist monetary policy. In line with
this thinking, there developed among the Conservatives what Hamil-
ton and Rolander refer to as kogntiv förankring. By virtue of this cogni-
tive locking the situation was considered to be amenable to only one
“problem-description,” in effect “making the government incapable of
seeing any other alternative.”75 In the environment of 1991 and 1992
such a policy meant that “Sweden got a government pledged to fighting
inflation, but there was no longer any inflation to fight.”76

The period of Conservative rule dramatically highlights the phe-
nomenon of cognitive locking. Rather than stabilizing the economy
and attempting to bottom out the recession, in the fall of 1992 the gov-
ernment announced a crisis package that lowered sick pay, decreased
housing allowances, and increased taxes, thereby removing approxi-
mately 40 billion krona from the economy. This was pure 1920s classi-
cism, and it had the same result in 1992 as it had had in 1922: it turned
a slump into a crash. “Fight inflation” became an ideological mantra
that was applied regardless of actual conditions.77 These new ideas
dictated that the crisis was not the result of recent policies and the fixa-
tion on credibility and inflation fighting. Instead, the guilty parties, as
SNS, Timbro, and SAF had all argued for the past ten years, were the
public sector, the welfare state, and too much government. Given that
these problems were still there, they had to be solved. A policy had to
be designed to wring inflationary expectations out of the system, re-
gardless of the actual state of the economy. Consequently, despite the
deflation, the Bildt government’s ideas dictated that inflation and the
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welfare state were still the problem and SNS’s norm policy was the only
way out.78 This cognitive lock made any other policy outcome impossi-
ble. Given this, although increasing internationalization, capital mobil-
ity, and inflation all played a part in transforming the Swedish model,
there remains in addition an important ideational component to any
explanation—a component that many analysts have overlooked, yet one
that clearly demonstrates the political power of economic ideas.

CONCLUSIONS: EMPIRICAL AND THEORETICAL

This article has sought to demonstrate the importance of ideas as inte-
gral components of institutional construction and change by conceptu-
alizing them as weapons, blueprints, and cognitive locks. First, the
discussion of the construction of the Swedish model highlights the im-
portance of ideas as blueprints. Without these ideas to provide an
analysis of and a solution to the deflation of the 1930s, the state could
neither have built the institutions of the Swedish model nor rearticu-
lated business’s and labor’s ideas about their interests in a way that they
made them integral parts of that model. Only when new ideas changed
the definition of the problem facing agents did the construction of new
institutional solutions become possible.

Second, in addition to being a vital component of institutional con-
struction, business’s assault on the Swedish model exemplifies the im-
portance of ideas as weapons. Once labor generated new uncertainties
within the institutions of the Swedish model in the 1970s and the brute
force response of the lockout failed to intimidate LO, business used a set
of ideas antithetical to those that underlay existing institutions to chal-
lenge the boundaries of the economically possible and the politically le-
gitimate. By developing these new ideas and by mounting an
ideological campaign that used specialized organizations to break ex-
isting cognitive locks, business was able to cast previous institutional
solutions as problems that could be diagnosed and cured only by their
new ideas.

The argument as a whole is supported by the counterfactuals posed
by the policy responses of the bourgeois and Conservative governments
of 1976–82 and 1991–94, respectively.79 The bourgeois governments
were prisoners of LO but not only because of the unions’ ability to veto
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78 For details of the impact of SNS’s norm policy on the Conservative government, see Hamilton and
Rolander (fn. 4), 33–61.

79 On the importance of using counterfactuals in small-N case studies, see James D. Fearon, “Coun-
terfactuals and Hypothesis Testing in Political Science,” World Politics 43 ( January 1991).
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policies through strikes. They were also LO’s intellectual prisoners in
that they had no ideas of their own for addressing the recession of the
1970s beyond offering “more social democracy.” Likewise, when the
Conservatives returned to office in 1991 with a new set of ideas for
breaking the Swedish model, they could understand what was happen-
ing to the economy only in terms of their new ideas. These ideas were
focused wholly on holding money tight, enforcing a norm of credibility,
and fighting inflation. Consequently, when they followed these policies
during a credit crunch and deflation, the result was economic collapse.
The supporting counterfactuals are therefore quite simple. If one re-
moves the ideas of LO from the practices of the bourgeois governments,
and if one similarly removes the ideas of business from the practices of
the Conservatives in the 1990s, then the policy responses of these gov-
ernments literally make no sense. After all, why would the first bour-
geois government in forty years not adopt bourgeois policies when it
had the opportunity to do so? Similarly, why would the first Conserva-
tive administration since then insist on an anti-inflationary stance in
the midst of a deflation?

In terms of theory building, analyzing the Swedish case in ideational
terms highlights three findings of significance. First, this analysis con-
firms the historical-institutionalist finding that once institutionally em-
bedded, ideas can have effects independent of the agents who originally
deployed them. However, as the Conservatives’ response to the defla-
tion of the early 1990s demonstrates, the adoption of new ideas can
lead to path dependence, as well as to the policy innovation that
ideational analysts have traditionally focused upon. Given this, the his-
torical-institutionalist argument that certain ideas take hold because
some state structures are more open to ideas than others may need
modification.80 Specifically, the analysis of the Conservative period sug-
gests that hierarchy trumps openness.

Social democracy is paradoxically rather undemocratic in that deci-
sion making gets concentrated in a very few hands. Given such condi-
tions, one may hypothesize then that more hierarchic state structures
that concentrate decision-making power essentially institutionalize
ideas very quickly, and because of this such states are more likely to ex-
hibit cognitive locking.81
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80 See, for example, Theda Skocpol and Margaret Weir, “State Structures and the Possibilities for
Keynesian Responses to the Depression in Sweden, Britain and the United States,” in Peter B. Evans,
Dietrich Rueschemeyer, and Theda Skocpol, eds., Bringing the State Back In (Cambridge: Cambridge
University Press, 1985).

81 Another example of this would be Thatcher’s Britain, where mass opinion rejected the ideas of the
policy elite, yet a massive institutional transformation was nevertheless brought about.
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Second, as well as indicating that some types of state structures may
be more susceptible to ideational challenges than others, the Swedish
case suggests another interesting conclusion. It shows that the process
of developing and deploying economic ideas is neither instantaneous
nor simple, especially in an environment that is strongly cognitively
locked into an existing set of ideas. SAF had to mobilize resources,
spend cash, restructure its organization, withdraw from corporatist in-
stitutions, develop specialist opinion-making organizations, and do a
host of other things in order to translate these ideas into policy—all of
which take time. Like information, ideas are never costless. Although
such neoliberal ideas had been available to business elites everywhere
since the 1950s, they remained unused until business perceived itself
threatened by increasing uncertainty within prevailing economic insti-
tutions. Thus, in contrast to states such as the U.S. and the U.K., where
market-reforming ideas were both weakly institutionalized and quickly
delegitimated, in Sweden this process was long, expensive, and difficult.
Given this, analysis of variation across cases and over time in the adop-
tion and success of such ideas may be given greater specificity by exam-
ining two factors: the degree of the embeddedness of existing ideas and
the nature of the uncertainty facing domestic business elites.

Third, and more generally, this article has sought to demonstrate
that ideas are essential components of explanations of institutional
change. To exemplify this, consider a wholly materialist alternative to
the explanation offered above. One could posit the Swedish model of
the 1930s through the 1970s was a stable Nash equilibrium in that no
agent—not labor, business, or the state—had any incentive to defect
from the model in order to seek unilateral advantage. However, the
changed economic conditions of the 1970s and 1980s disturbed this
equilibrium, and when labor began to encroach upon business’s vital in-
terests, business defected and constructed a new set of institutions that
reflected its interests. Unfortunately, even though the first and second
points above are indeed important (that is, historically, the Swedish
model could have been seen as a stable Nash equilibrium with changes
in the world economy over the past twenty years being undoubtedly
significant in altering the necessary conditions for its existence), the
third point does not follow.

As was argued in the introduction, simply making an extant institu-
tional equilibrium unstable does not automatically create a new one. In pe-
riods of uncertainty an act of defection does not automatically
reconstitute itself as a new, stable equilibrium. Rather, any new equilib-
rium has to be defined, debated, and implemented—none of which is a
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given function of changing structural conditions. In short, structural
explanations of institutional change are indeterminate regarding subse-
quent institutional form. In terms of our materialist alternative, while
it certainly is the case that business and labor both want a bigger share
of the economic pie, this much, and only this much, can be taken as a
given interest. What is more important is that when one side or the other
can claim an effective intellectual monopoly over the best way to make
the pie grow, it is doing more than constructing focal points for conver-
gence, it is redefining what in fact another agent’s best interest is.82

This is why ideas matter most of all. Ideas tell agents what has gone
wrong and suggest what to do in situations of uncertainty that lack
fixed preferences and clear conceptions of self-interest. If one ignores
this difficulty and assumes away as epiphenomenal the ideas used by
agents to make sense of such moments, one cannot explain why the
new institutions constructed took the form that they did without falling
into rather circular post hoc logics. Nor for that matter can one satis-
factorily explain why labor in one period and business in another would
go to all the trouble and enormous expense of developing and deploy-
ing these ideas in the first instance.

In conclusion then, while good old-fashioned interests should not be
discounted in the haste to proclaim ideas triumphant, it should be re-
membered that agents’ interests are sometimes unclear, especially in
those moments when institutions are up for grabs. Structures do not
come with an instruction sheet, and neither do moments of structural
change. Ideas are important because they provide agents with that in-
struction sheet.83 Analysts therefore should reorient their thinking
about political change away from the notion that one must choose be-
tween ideas and interests and toward an analysis that takes both ideas
and material factors seriously. “Ideal” and “material” are analytic dis-
tinctions, not synthetic ones. Conceiving of institutions and institu-
tional change apart from ideas is to see this question solely as an issue
of mobilizing material resources. But to do so simply begs the question
of what to do with those resources. This is why ideas are much more
than hooks.
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82 The “social power” literature of an early generation is built around exactly this observation. See
Matthew A. Crenson, The Unpolitics of Air Pollution: A Study of Non-Decisionmaking in the Cities (Bal-
timore: Johns Hopkins University Press, 1971).

83 Such ideas are not simply correspondence theories, since there are always multiple ideas available
as to the cause of a given crisis. Which one wins out is politically, not functionally, determined.
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