DE GRUYTER OPEN

Nordix Tax ). 2016; 2:77-86

Article

Michael A. Livingston*

Open Access

The Nordic model of taxation and its influence in
North America: Image and Reality

DOI 10.1515/ntaxj-2016-0008
Received Aug 23, 2016; accepted Oct 25, 2016

Introduction

The idea of a Scandinavian or Nordic model in public pol-
icy has a long history. Scholars usually trace the idea to a
book “Sweden: The Middle Way” written by journalist Mar-
quis Childs in the 1930s. Childs argued that the Swedish
system, which combined private ownership of most pro-
ductive assets with a generous welfare state and relative
labor peace, lay somewhere between and was arguably
preferable to American-style capitalism, on the one hand,
and a Soviet-style socialism, on the other hand. Numer-
ous authors have picked up on similar themes over the
years, frequently expanding the analysis to include Den-
mark, Norway, Finland, and sometimes Iceland as well,
and increasingly citing social and cultural policy — envi-
ronmentalism, women’s rights, and an innovative, can-do
spirit — as well as the more traditional economic aspects.
A recent book, “The Nordic Theory of Everything” (Parta-
nen (2016)), takes the analysis a step further, arguing that
Finland and its neighbors are superior to other countries
(especially the United States) in virtually every way.

Taxes, and tax policy, fit uneasily into these accolades.
Nordic taxes are high, and most people do not like high
taxes. Yet the argument has been made that Nordic tax sys-
tems are actually better than those in other countries for
one of the several reasons: because they are not as high as
they first appear, because they pay for benefits that exceed
their cost, or because they are administered in such a fair
and painless way that people actually enjoy paying them.
These arguments are not mutually exclusive, but rather
complementary in nature, and they appear to have con-
vinced many people, although perhaps more so outside
the Nordic countries than within them.
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This article considers the Nordic model of taxation
and its influence outside the Nordic region, particularly in
North America. Section 1 considers the Nordic model and
its history. Section 2 considers some facts about Nordic tax
systems and a few of the principal debates about those sys-
tems. Section 3 considers the degree to which Nordic taxa-
tion constitutes a useful model for other countries and the
related but distinct question of whether it is actually used
as amodel. Section 4 presents some broader reflections on
the Nordic experience and its implications for the study of
comparative tax law and the globalization problem.

Throughout the article, I will refer to the “Nordic re-
gion,” “Norden,” and (less frequently) “Scandinavia” as a
single unit, typically including all of the countries above
together with smaller entities (e.g., the Faroe Islands) that
share basic characteristics with it. I recognize that this is a
fiction, because the countries involved vary considerably
in tax and nontax policy, and that Scandinavia in partic-
ular is an inaccurate, confusing word. Nevertheless, the
terms remain prominent in policy discourse, and indeed,
the lumping of the Nordic countries together has become
a powerful tool in marketing (some would say falsely mar-
keting) the Nordic model outside the region. Readers un-
comfortable with these terms should feel free to substitute
“the so-called Nordic countries,” “Sweden and its neigh-
bors,” or “the countries lying north of Germany, west of
Russia, and somewhere northeast of Great Britain” at ap-
propriate points in the text.

1 The Nordic Model and Its
(Surprisingly) Persistent Appeal

The concept of the Nordic model is usually dated to the
1930s when Marquis Childs, a Midwestern journalist and
not especially successful fiction author, published “Swe-
den: The Middle Way,” one of the three books in which
he lauded that country for achieving a proper balance be-
tween social justice and economic viability (Childs (1936)).
Childs was especially impressed by the use of cooperative
enterprises in the Swedish economy. The book received a
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significant boost when it was mentioned at a press confer-
ence by President Franklin D. Roosevelt, who sent a com-
mission to Europe to study the use of cooperatives and
their implications for the United States. Childs later be-
came somewhat more conservative, expressing concern
about the concentration of power and its corrupting influ-
ence, although this did not prevent him from receiving a
medal from the King of Sweden in 1961.

The interest in the Nordic countries continued to grow
after World War II, although less as an alternative to com-
munism, which was largely discredited by the 1950s, and
more as an alternate form of Western-style, capitalist de-
velopment. This interest was particularly strong on the
British and American left, which sought to refute the ar-
gument that “socialism” or the “welfare state” must in-
evitably result in political dictatorship, economic stagna-
tion, and moral or cultural bankruptcy. The Nordic coun-
tries, which were relatively wealthy and appeared to be po-
litically and culturally robust, seemed to refute these argu-
ments. The admiration was now spread among Sweden,
Denmark, Norway, and later, Finland, although it seems
fair to say that Sweden remained most prominent, both
for its actual accomplishments and because foreigners of-
ten confused the Nordic countries, assuming in particular
that prominent Norwegians (Liv Ullman, ABBA’s Anni-Frid
Lyngstad) were actually Swedish in origin.

What precisely constitutes the Nordic model is the
subject of some debate. Scholars typically have empha-
sized three elements: (i) continued private ownership of all
or most productive assets; (ii) creation and maintenance of
a universal welfare state, in which education, health care,
retirement, and other basic services are either provided or
paid for by the state, typically without regard to the re-
cipient’s economic status; and (iii) the maintenance of la-
bor peace by the negotiation of contracts at the national
level and a broad pattern of cooperation between unions
and management interests. As time has passed, the third of
these elements has become less important and appears to
have been replaced by something that could be described
as “a high degree of political consensus with the social
democrats either remaining in power or replaced by par-
ties that share their original program.”

Although not all these elements are present in all
countries at all times, they appear consistently enough (es-
pecially items i and ii) to constitute a coherent model and
be perceived as such in other European and non-European
countries.

While academics emphasize economic and social pol-
icy, Nordic countries are also identified with various be-
havioral or cultural traits, including a high degree of
women’s equality, progressive environmental policy, and
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a culture of innovation, especially in design and high tech-
nology (high-tech) (Hilson (2008)). Although these con-
cerns are genuine, they have also been marketed very
aggressively, with locally based corporations emphasiz-
ing features such as automobile safety (Volvo), natural
or “functional” design (Dansk or Marimekko), consumer-
oriented high-tech (Skype, Spotify, Nokia), creative chil-
dren’s play (Lego, Minecraft), and natural or unprocessed
foods (the specialty coffee industry) that present an image
of modern, healthy, and humane living that is especially
attractive to younger consumers. Nordic foreign policy, es-
pecially in Norway and Sweden, likewise emphasizes hu-
man rights and development assistance and constitutes an
additional form of marketing for the countries involved.
Books, movies, and other cultural output contribute fur-
ther to this image. Whether and to what degree these ele-
ments constitute part of the Nordic model is an interesting
question, but they unquestionably affect the perception of
the Nordic countries and the attractiveness of their politi-
cal and social systems.

In recent years, the Nordic model has faced serious
challenges, including fiscal pressures; increasing immi-
gration, which threatens to undermine both the economic
and cultural foundations of the model; and the collapse
of the Soviet Union, which undermines the claim to be
a “middle way” between competing extremes. These and
other factors have led to substantial policy changes, no-
tably in Sweden, and (by Nordic standards) a high degree
of political instability. In my personal interviews, Nordic
scholars have frequently spoken of the model in the past
tense.

While the model faces challenges at home, its overseas
appeal appears to be undiminished and even to have in-
creased in stature. Bernie Sanders, a candidate for US Pres-
ident, was quoted as saying that we should look to “coun-
tries like Denmark, like Sweden and Norway, and learn
what they have accomplished for their working people.”?
Books and articles about the model appear at a prodigious
rate, including Scott (2014); Brandal et al. (2013); Kvist et
al. (2012); Hilson (2008) although some are mildly ironic
in nature (Booth (2016)), while the appetite for Nordic con-
sumer products is strong and growing. How much of this
fascination is attributable to Nordic reality and how much
to a fantasy promoted by the Nordic countries themselves
— or frustration with Anglo-American political reality — re-
mains an open question. One way or another, it appears
that the Nordic model will be with us for the foreseeable

1 http://www.cnn.com/2016/02/17/politics/bernie-sanders-2016-
denmark-democratic-socialism/
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future and will continue to influence the political debate
for many years to come.

2 Nordic Tax Systems: High and
Fair, or Just Plain High?

The Nordic welfare states are funded by taxes that, at least
on paper, are some of the highest in the world. According
to data compiled by a nonpartisan foundation, the high-
est individual income tax rate in 2015 (including manda-
tory payroll contributions) was about 60% in Denmark,
57% in Sweden, and 39% in Norway, compared to 46% in
the United States. While these taxes are nominally progres-
sive, the maximum or near-maximum rates are reached at
relatively modest levels of income, so that the taxes paid by
an average Danish, Swedish, or even Norwegian taxpayer
are substantially higher than that would be the case in the
United States or other western nations.?

Nobody likes to pay taxes, so high tax rates are Ex-
hibit One for critics of the Nordic model both at home and
abroad. Against this criticism, three principal arguments
are mustered. The first is that one must look at the over-
all tax system rather than only the individual income tax.
Indeed, while the Nordic countries have high individual
taxes, both their corporate income and capital gain tax
rates tend to be much lower, in many cases are below the
equivalent rates in the United States and other western
countries.? This situation results in large part from prac-
tical considerations, specifically the need to stay competi-
tive in export-driven economies. Whether lower business
taxes make high individual tax rates easier or harder to
stomach - I would personally find it harder — it is true that
the aggregate Nordic tax bite is less than initially appears.

A second argument relates not to taxes but to benefits.
Sure, it is said that Nordics pay high taxes but look what we

2 http://taxfoundation.org/blog/how-scandinavian-countries-pay-t
heir-government-spending (July 11, 2016) The top rate in Finland was
just more than 50%. These same countries also have relatively high
(24% Finland, 25% for the remaining countries) value-added taxes
(VATs). The United States does not have a VAT, although some states
have sales and use taxes. Benefit formulas make the overall Nordic
systems, including taxes and benefits, either more or less progressive
than appears from taxes alone.

3 The Tax Foundation reports marginal corporate tax rates of 22%
in Sweden and 24.5% in Denmark as opposed to a 39% nominal rate
in the United States (State and Federal). Sweden in particular has no
wealth, inheritance, or property taxes, and its overall taxes on wealth
owners are much lower than they used to be (Henrekson and Jakobs-
son (2001)).
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get for them: free or heavily subsidized education, health
care, retirement savings, and (depending on the country)
parental leave, child care, and other benefits. Some ob-
servers have suggested that when the value of these ben-
efits is backed out, Nordic taxes are no higher and may
actually be lower than those in the United States or other
countries, where people must pay separately for each of
the relevant benefits. This is sometimes combined with the
argument — not entirely unconvincing - that Nordics have
a more developed sense of community and civic obliga-
tion than exists in other countries. Taking this argument a
step further, Anu Partanen in “The Nordic Theory of Every-
thing” suggests that Nordics benefit from greater freedom
than Americans, because they are free from the worries of
illness, old age, and so forth and accordingly less encum-
bered in their choice of jobs, spouses, and other important
life decisions (Partanen (2016)).

The benefits argument is convincing on many levels,
but it relies on certain assumptions. The obvious problem
is that one may not want precisely the kinds of benefits
that the Nordic Governments provide, preferring to spend
money, for example, on one’s own home, church, or fam-
ily than on government-provided education, health care,
and so forth. The high tax, redistributive model relies on a
nearly universal participation of both men and women in
the labor force, which some may find unattractive, and (ar-
guably) on a high degree of ethnic and social homogene-
ity (Alesino et al. (2001); Dahlberg (2012)) (These are two
of the reasons that the Nordic countries have had a hard
time assimilating immigrants from traditional societies.)
Finally, and most obviously, the model assumes a large de-
gree of redistribution between classes and regions, an ar-
guably manageable issue for small countries but far more
problematic for larger, more diverse nations. All this is an-
other way of saying that the Nordic approach involves a se-
ries of political and ideological choices, and Nordic taxes
are an important part of this equation.

In addition to the business and benefits arguments,
defenders of Nordic taxes sometimes make a third argu-
ment relating to tax administration. This argument sug-
gests that while tax rates remain high, the perceived qual-
ity and fairness of Nordic tax agencies somewhat cushions
the blow, so that there is relatively little of the antitax feel-
ing prevalent in other countries. This is sometimes cou-
pled with the more hard-headed argument that Scandina-
vian society, with its high degree of organization and re-
liance on computerized transactions, makes taxes difficult
to avoid even if one should wish to. Several of the Nordic
tax agencies have recently adopted a “service” rather than
“enforcement” orientation, including retraining of person-
nel and a high level of computer sophistication, which ar-
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guably enhances both of these phenomena. The adminis-
trative argument is significant, because it suggests tech-
niques and approaches that might be exportable to other
countries, even if “Nordic culture” or social attitudes were
to a degree unique in nature. We will consider this argu-
ment in greater detail below.

In addition to the usual income, excise and VATs, the
Nordic countries have experimented with the so-called
environmental taxes, that is, taxes that are designed to
reduce energy consumption as well as raising revenue.
Sweden’s koldioxidskatt (carbon dioxide tax), which is im-
posed at a rate of 125 Euros/ton with reductions for in-
dustrial use and electricity generation, is the best known,
although Denmark, Norway, and Finland have all intro-
duced similar taxes.* Taxes of this nature are of course
only one small part of environmental policy: the country
also has biofuel buses, energy-efficient streetlights, and a
comprehensive recycling program, and a network of signs
throughout Stockholm say “thank you for using public
transportation” (kollektivtrafik). But the willingness to use
taxes among other policy instruments is noteworthy and
is yet another factor distinguishing the Nordic tax systems
from others in the industrialized world.>

3 The Influence of the Nordic
Model: Academics, Politics, and
Specific Tax Issues

When one speaks of a “Nordic Model,” it implies not only
a distinct way of doing things but an influence on other
countries and regions. It is useful to make two distinctions
here: between intellectual and political influence, on the
one hand, and between tax and nontax issues, on the other
hand. It may likewise be useful to distinguish between the
reality of Nordic life and an image, even fantasy, of that
life which has become popular in the past few decades,
and which sometimes affects intellectuals no less (and ar-
guably more than) the general public. We consider these
issues in turn.

4 Sweden’s environmental policies are promoted aggressively over-
seas. See Government of Sweden, “Sweden Tackles Climate Change,”
https://sweden.se/nature/sweden-tackles-climate-change/ (Aug. 1,
2016) (full-color, English-language brochure describing Sweden’s ef-
forts to reduce its carbon footprint).

5 Denmark, Norway, and Finland also impose the so-called “sugar
taxes”(in practice, taxes on sugary beverages and related products)
and Sweden is considering a similar levy.
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3.1 Intellectual Influence: The Nordic Model
and the Anglo-American Left

The appeal of the Nordic model to intellectuals rests on
its apparent resolution of the contradiction between so-
cial justice and economic prosperity. In the 1930s, this
expressed itself as an alternative to Soviet communism,
which even many leftists recognized to be repressive in na-
ture and which was further discredited by the purge tri-
als and (in 1939) the Nazi-Soviet pact. (Rom-Jensen (2015))
Today, it is more likely to be seen as an alternative to un-
restrained capitalism, as represented by the United States
and to a lesser degree Great Britain, which many on the
left believe to be fatally flawed by economic inequality and
social injustice. While these differences relate primarily to
economic and social policy, there is a cultural component
to the Nordic model, including elements such as women’s
rights, environmentalism, and a perceived tolerance for di-
verse lifestyles, whose appeal equals and sometimes ex-
ceeds that of its more traditional elements from which they
evolved (Anderson (2009); Marklund and Petersen (2013)).

As one might expect, intellectuals who are enamored
of the Nordic model tend to emphasize the benefits pro-
vided rather than the taxes that pay for them. Indeed, high
taxes form a central part of the counternarrative — that of a
Nordic dystopia characterized by oppressive governments,
grim and conformist citizens, and high suicide rates — that
has been advanced by some conservative observers. But
high taxes have not deterred foreign admirers and may,
indeed, be a perversely attractive feature, especially for
those resentful of the “one percent” that is said to dom-
inate economic life in less progressive countries. Part of
this appeal may result from a misunderstanding of Nordic
taxes, which are assumed to be more progressive than they
actually are, especially by those who tend to focus on the
top rather than the average rate and on individual rather
than business taxes. This and related issues are discussed
in Sections 3.2 and 3.3.

3.2 Political Influence: The Lure of the
Nordic Utopia

Political influence is more difficult to measure than intel-
lectual impact, because there is no obligation for politi-
cians or voters to be systematic in their analysis. How-
ever, there is evidence that the Nordic model, if not pre-
cisely influencing American or British politics, has at very
least provided a counterexample that could be used to re-
fute attacks on “socialism” or the “welfare state” in usual
political discourse. For the millennial generation, which
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has no memory of the Cold War, the redistributive or wel-
farist aspects of the Nordic model may actually constitute
a positive aspect, particularly benefits such as free or re-
duced cost education, which have the most relevance to
their lives. These are in addition to noneconomic policies,
particularly environmentalism and women’s rights, and
the supposedly relaxed, healthy lifestyle that has come to
be associated with the Nordic countries.® This appeal per-
sists, although at least one observer (Ohlsson (2006)) has
argued that, with the collapse of the Soviet Union and local
economic problems, the idea of Sweden and its neighbors
as a “middle way” is hopelessly outdated.

The appeal of the Nordic model to millennials raises
the question of reality and fantasy in political discourse.
Relatively few Americans have traveled to the Nordic
countries, and when they do, it is usually to a few
places (Copenhagen, the Norwegian fjords) that are largely
tourist-oriented. Almost no one speaks any of the Nordic
languages, and when they do, they usually don’t do so very
well, resulting in a quick switch to English after the first
exchange of pleasantries. There is an appetite for a few
Nordic authors (Ibsen, Strindberg, Stieg Larsson) or film-
makers (notably Ingmar Bergman) but usually in transla-
tion and typically addressing universal rather than specif-
ically Nordic themes. Notwithstanding the nostrum that
“everyone speaks English” relatively few news sources are
translated.

This lack of familiarity results in a blank canvas that
is filled, to a large extent, by deliberate marketing efforts
designed to create a positive image of the Nordic countries
and their products. The most obvious example of this is
commercial marketing. Whether it is Volvo popularizing
the idea of automobile safety in the 1960s or 1970s, Lego
or Minecraft emphasizing the idea of constructive play,
or Skype and Spotify the idea of low-cost, cross-cultural
communication, Nordic countries have consistently mar-
keted themselves as humane, healthy, and just step ahead
of everyone else in their advertising and product design.
IKEA, which includes a child’s playroom (Smaland) in is
stores and uses Swedish names for its products, is per-
haps the ultimate example, although its founder left Swe-
den for 40 years to avoid high taxes. Nordic foreign policy,
which frequently emphasizes human rights and develop-

6 For evidence of Norden’s continuing political appeal, see text
accompanying note 4 supra; Gardiner Harris, Obama Warms Up To
Nordic Leaders, N.Y. Times, May 13, 2016, http://www.nytimes.com/20
16/05/14/world/europe/obama-warms-to-nordic-heads-of-state.html
(U.S. President Obama invites five Nordic prime ministers to White
House to discuss domestic as well as foreign policy issues)
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ment assistance, may likewise be seen as a form of “brand-
ing” or marketing that enhances the region’s image among
younger, socially conscious consumers, although this is
not its primary purpose.

Particularly important in Nordic marketing is the com-
bination of progressive values with innovation and high
technology. A principal objection to high taxes is that
they discourage innovation and initiative, so that every-
one will eventually wind up poorer than they were before
(Blum and Kalven (1952)). But if this is true how can the
Nordic countries, which have some of the world’s highest
tax rates, also be among the world’s leading innovators?
When one considers this issue systematically, there are of
course various answers: that business taxes are really not
so high in the Nordic countries; that several of the busi-
nesses in question are actually less innovative than first
appears; that some of the key inventors have since left the
region, some because of high tax rates; and so on. But the
apparent combination of innovation and social conscious-
ness is a heady mixture and may be more significant in
explaining the attractiveness of the Nordic model than a
room full or charts, graphs, or academic tomes.

It must be noted that praise for the Nordic utopia
is matched by a large dystopian literature, often spon-
sored by conservative organizations anxious to discredit
the Nordic model. Not surprisingly, taxes figure promi-
nently in this literature. A blog sponsored by the Ameri-
can Enterprise Institute (AEI), a conservative think tank,
features a post by James Pethokoukis with the catchy title
“[i]f you want the Government to spend like a Nordic na-
tion, it also needs to tax the middle class like one.” The
post notes that Scandinavian (Nordic) tax systems were
relatively flat in nature and concludes that “it wouldn’t be
just the rich paying for the progressive dream of greatly
expanded Government, Scandinavian-style” but the mid-
dle (or at very least the upper middle) classes, as well.”
Pethokoukis has also published posts with titles includ-
ing “7 myths about Scandinavia’s social democratic ‘par-
adise” (July 6, 2015) and “Why America Can’t Be More Like
Scandinavia” (October 30, 2012), addressing more general
aspects of the Nordic Model. The latter argues that “the
U.S. is about 30% richer” than Sweden or Finland on a
PPP basis and also more innovative, an argument which
he supports with a graph showing that per capita patent
filings increased in the United States during the period
1995-2010 but had actually decreased in the Nordic coun-

7 https://www.aei.org/publication/again-if-you-want-government-
to-spend-like-a-nordic-nation-it-also-needs-to-tax-the-middle-clas
s-like-one/ (July 18, 2016)
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tries.® The AEI is not alone: the Weekly Standard (Silber-
stein (2015)), a conservative journal, and even the liberal
Washington Post (Booth (2015)) have published similar fea-
tures, arguing that the Nordic countries are overtaxed, un-
derperforming, and generally boring places that — to the
extent they have performed well at all — have probably
done so for cultural reasons rather than public policy.
While much dystopian literature originates in North
America, the critics are not without support in the Nordic
countries themselves. Prominent among these is the one
by Nima Sanandaji, a Swede who writes books with ti-
tles such as “Debunking Utopia” and “Scandinavian Un-
exceptionalism,” although he appears to be a biochemist
by training rather than an expert on taxation or welfare
policy (Sanandaji (2016); Sanandaji and Palmer (2015)).
At least some of Sanandaji’s criticisms are echoed in the
work of Nordic and other social scientists who have stud-
ied their home countries in recent years (Sundberg (1993);
Andersen (2007); Alestalo et al. (2009)). As a general rule,
these critics do not suggest that the Nordic countries are
unhappy or unsuccessful, but rather that they serious eco-
nomic and political challenges and that the conditions for
Nordic success would be difficult to replicate in other parts
of the world. Scholars are also tend to distinguish between
different countries and different time periods rather than
lumping all of Norden together in one, undistinguished
mass. Like the utopians, the dystopians exaggerate these
arguments and take them out of context: indeed, the two
concepts are a sort of mirror image of one another, a mix
of reality and perception that is often most appealing to
those with little direct experience of actual Nordic life.

3.3 Tax Influence: Policy, Culture, and
Administrative Reform

The overall Nordic model, then, is attractive because of
its seeming combination of economic prosperity and so-
cial justice or, in contemporary terms, of economic growth
and innovation with a progressive, multicultural social
outlook. The high taxes associated with this model are
unpleasant, but justified by the benefits provided, and
perhaps (to a certain kind of progressive) are a positive
achievement in their own right. Even to conservatives, the
prosperity and innovative spirit of the Nordic countries
make the usual antitax arguments a little bit harder to

8 https://www.aei.org/publication/why-america-cant-be-more-like
-scandinavia/. The principal source for this post appears to be Ace-
moglu et al. (2012), although the latter is somewhat more complex.
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make or at very least require a more in-depth analysis of
the societies in question: one cannot just dismiss them as
glum dictatorships in the manner of Venezuela, Cuba, or
the former Soviet Union.

Perhaps the most systematic scholarly treatment of
Nordic taxes is Henrik Jacobsen Kleven, “How Can Scan-
dinavians Tax So Much?” published in 2014. A profes-
sor of Danish origin now based in England, Kleven, sug-
gests three principal answers to his own question. First,
the countries in question make use of a large amount of
third party information reporting, which makes tax eva-
sion more difficult than it would otherwise be. Second,
they have unusually broad tax bases, which (Kleven ar-
gues) results in a relatively low level of systematic tax
avoidance. Finally, all three countries provide strong sub-
sidies of goods that are “complementary to working,” in-
cluding child care, elder care, and transportation. These
policies encourage a high level of participation in the work
force by both women and men, which in turn generates
more tax receipts. Interestingly, two of these three reasons
relate to enforcement measures or tax design, and all three
of them are institutional rather than attitudinal in nature,
suggesting that at least some of the more attractive fea-
tures of the Scandinavian tax systems might be transfer-
able to other regions.

In a separate section of his paper, Kleven considers
cultural factors more directly. While finding that Scandi-
navians share some attitudes that might explain their will-
ingness to accept higher taxes, including relatively high
levels of social trust, a high degree of civic engagement,
and unusual sympathy for their poorer fellow citizens, he
also suggests that such evidence is inconclusive and that
it is difficult to tell whether these attitudes are a cause or a
result of existing institutional arrangements Kleven (2014,
12-13). In any case, such factors would be difficult to trans-
fer to the United States and other countries, whereas insti-
tutional arrangements are more likely to be exportable. Ac-
cordingly, the latter factors should be the principal lesson
for tax reformers.

Kleven’s paper is valuable, because it attempts to
get beyond ideological differences and isolate aspects of
Nordic taxation that might be attractive to reformers across
the political spectrum. But it also captures the difficulties
in evaluating the Nordic model of taxation, which involves
a combination of factors that may be difficult to recreate
in other circumstances. This is, of course, a common prob-
lem in comparative law that seeks to learn from the experi-
ence of other countries but runs up against irreducible cul-
tural, historical, and geographic factors in doing so. This
is true not only of deeply held values and attitudes, such
as equality or women’s rights, but also of institutional ar-
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rangements and even historical quirks that originate for
obscure reasons but subsequently become embedded in a
society’s decision-making process.

In my research on progressive taxation, I found tax
provisions to be highly resilient even when no one could
remember the original reason for these provisions or when
the reason no longer applied (Livingston (2006)). For ex-
ample, agricultural income in India is taxable at the state
rather than the national (union) level, an arrangement
that apparently dates back to the British Raj and that has
no particular reason or basis in Indian culture. Israel sim-
ilarly inherited various tax rules from the British Man-
date, including a near total exemption for overseas in-
come, which remained in force for years after they had any
real logic. One can argue that the entire Nordic model is
itself a result of the region’s peculiar historical and geo-
graphic circumstances, involving a number of small coun-
tries sandwiched between Nazi Germany and Soviet Rus-
sia, and might have turned out differently if one or more
of these factors had been different. This does not mean
that the Nordic model is irrelevant but suggests that one
must be careful in evaluating another country or region’s
tax systems or in attempting to transfer parts of them from
one location to another.

If an entire tax system cannot be imported from an-
other country, what about bit and pieces? Three aspects of
the Nordic tax model seem particularly exportable: admin-
istrative reforms (as suggested by Kleven), environmental
and other social policy taxes, and the so-called “two-tier”
system, in which capital is taxed at a rather lower rate than
labor income. I will consider these items in turn.

Administrative reforms

While details differ from country to country, Nordic tax
agencies have made significant strides in improving the ef-
ficiency of tax collection and (no less important) in trans-
forming their image from enforcement agencies to some-
thing approaching the taxpayer’s friend. The Swedish Tax
Agency (skatteverket) is sufficiently proud of its reforms
that it published a book, “From feared tax collector to pop-
ular service agency,” that explains the changes and their
philosophy in nontechnical language, complete with blue
and gold diagrams and quotations from happy administra-
tors and taxpayers (Stridh and Wittberg (2015)). The sim-
plification of tax returns and the provision of quick, reli-
able telephone and online assistance are two of the major
themes of the book. Other Nordic countries have adopted
similar reforms: on a visit to the Danish tax administration
(SKAT) in Copenhagen, I was shown a full room, appointed
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in contemporary Nordic furniture, that was devoted to an-
swering taxpayer’s inquiries, complete with charts and ta-
bles that measured each unit’s efficiency in doing so.

Reforms of this nature are appealing to other coun-
tries, because they suggest improved efficiency in tax col-
lection and (not coincidentally) an improved image for tax
collection agencies. With this in mind, Nordic tax officials
have made extensive presentations on local administrative
reforms in other countries, including the United States.
The idea of a simplified tax return, with taxpayer’s enter-
ing basic information and the Government doing the rest,
has attracted particular attention (Thompson (2016)).

One problem is that it may be difficult to separate ad-
ministrative techniques from underlying issues of tax de-
sign and tax culture. For example, the Nordic countries re-
quire a level of transparency in financial transactions that
could raise privacy objections in other regions. The heavy
reliance on electronic transactions—many Swedish stores
do not even accept cash payments—also makes informa-
tion gathering easier than it may prove to be elsewhere.
Even with these measures, tax avoidance may be higher
than previously believed, as the Panama Papers scandal
suggests.? None of this means that there is nothing to be
learned from the Nordic tax model, only that one must be
careful about idealizing models of any kind and assuming
that the more and less attractive features of a particular tax
system can be separated from one another.

Environmental taxes

Carbon or similar taxes are another Nordic policy that has
attracted attention in North America and other regions.
Such taxes are attractive because — not unlike alcohol, to-
bacco, or other “sin taxes” — they both collect revenue and
discourage socially harmful activities. The problem is mak-
ing these taxes politically palatable in countries, such as
the United States, which are both economically and, to a
degree, psychologically dependent on fossil fuels. The Car-
bon Tax Center, which supports these policies, reports that
only a small number of countries have enacted such taxes,
none of them in North America and some countries repeal-
ing them after enactment.®. It is possible, however, that
the Nordic countries are simply “ahead of the curve” on

9 See, for example, “Swedish FSA investigates Nordea after Panama
Papers leak,” Reuters, Apr. 4, 2016, http://www.reuters.com/article/
us-panama-tax-nordea-idUSKCNOX10VT

10 See Carbon Tax Center: Where Carbon is Taxed, http://www.
carbontax.org/where-carbon-is-taxed/ (Aug. 15, 2016)
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thisissue. Canada is reported to be considering a tax of this
nature, together with several of the more liberal American
states — the Canadian province of British Columbia already
has one - although a tax at the U.S. Federal level seems
somewhat far off (McCarthy (2016)).

Separation of Labor and Capital Tax Rates

Perhaps the most frequently imitated aspect of Nordic tax-
ation — although not necessarily one would the Nordic
countries would like to take credit for — is the institution
of a dual or multiple rate structure, with relatively higher
rates on labor income and relatively lower rates on busi-
ness or investment returns. In a sense, it is unfair to blame
the Nordic countries for this concept that has existed from
the beginning in the United States and most national in-
come taxes. It must also be noted that American tax reform
— for example, the Tax Reform Act of 1986 — has frequently
involved the increase in business taxes in order to pay for
the reduction of individual tax rates, that is, more or less
the opposite of the Nordic model. But the real or imagined
need to remain competitive in global markets has pushed
many observers in the Nordic direction.

Republican Presidential candidate (now President-
elect) Donald Trump recently unveiled a tax plan that
would include a 33% maximum tax rate on individuals but
a 15% rate on business income, together with trade and
regulatory reforms that were designed to make the United
States more competitive in international markets (Trump
(2016)). Trump, who has populist pretensions, although
he is usually regarded as a conservative, did not mention
Scandinavia in his proposal. But it is interesting to see this
aspect of Nordic taxation seeping consciously or uncon-
sciously into the political discourse, and it is likely that we
will see more of it in the future.

4 Conclusion: Borrowing,
Convergence, and the Limits of
Globalization

To this point, this paper has been largely descriptive, set-
ting forth some of the essentials of Nordic tax policy and
its appeal, or lack thereof, in other countries. But tax pol-
icy is a normative field, and readers like to see some posi-
tive recommendations at the end of a tax article. This fol-
lowing are a few attempts, together with a capsule review
of themes developed in the article, and followed by some
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concluding thoughts on the Nordic model and implica-
tions for comparative law. While not all readers will agree
with each of these conclusions, it is hoped that they will at
least provide a basis for further debate and discussion:

1. Nordic tax policy is part of a larger “Nordic model”
that includes an essentially capitalist economic sys-
tem together with a universal welfare system and
a relatively high degree of political and social con-
sensus. Over time, this model has become associ-
ated with various noneconomic policies, including
women’s equality, a high degree of environmental
consciousness, and a somewhat vaguer association
with creativity, innovation, and a youthful cultural
orientation. While facing significant internal chal-
lenges, the Nordic model has retained a substantial
attractiveness to foreign observers, primarily but not
exclusively on the political left, although it is un-
clear precisely which elements of the model are at-
tractive and how much knowledge of Nordic reality
is actually possessed by or even of interest to the ad-
mirers. The Nordic model also has numerous domes-
tic and foreign critics, although this has not dented
its appeal in progressive circles

2. Together with the more general Nordic model, there
is a Nordic model of taxation that involves a rela-
tively high and only modestly progressive individual
income tax; significantly lower corporate, dividend,
and capital gain taxes; and, increasingly, environ-
mental taxes that have a pollution-reducing as well
as a revenue-raising function. The Nordic countries
are also characterized by a high degree of sophis-
tication in tax administration, including extensive
computerization and an at least theoretical empha-
sis on service to taxpayers as well as more traditional
enforcement efforts. The relatively high level of tax
compliance is in part a result of taxpayer attitudes,
but in part of conscious institutional choices in tax
administration and design.

3. The overseas appeal of the Nordic tax model is dif-
ficult to separate from the appeal of the model as
a whole. While liberals are attracted by the poten-
tial for high revenues and (perhaps) the high tax
rates themselves, conservatives are more skeptical,
although intrigued by the model’s apparent abil-
ity to sustain a high level of economic prosperity
and (especially) technological innovation. Nordic
advances in tax administration form a potential area
of agreement between these groups, although these
advances are themselves part of a Nordic tax culture
that may be difficult to replicate elsewhere. Carbon
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or other environmental taxes are attractive to liberal
politicians but have not yet penetrated the U.S. po-
litical mainstream. Other aspects of Nordic taxation,
notably the existence of higher rates on labor than
business or capital income, find expression in nu-
merous countries but the Nordic influence on these
policies is unclear.

4, While there is much to be gained from the study of
Nordic tax systems, a degree of skepticism is in or-
der, particularly regarding the systems’ impact in
North America. Although there is some serious study
of the Nordic model, there is also a popular image
of the Nordic countries as more egalitarian, innova-
tive, and politically stable than they are in real life —
an image or fantasy that has been actively promoted
by Nordic businesses and sometimes by the coun-
tries themselves. The assumption that Nordic taxes
are more progressive than they actually are, or that
the Nordic tax system can be separated from other
aspects of the Nordic model, may be regarded as two
related examples of this fantasy. This is not a con-
demnation of the Nordic countries per se but sim-
ply a recognition that the transfer or “borrowing” of
tax and other legal provisions is a complicated busi-
ness, and more fraught with danger than some ob-
servers may realize. Put differently, this paper pro-
vides a useful study of the potential for tax systems
to learn from one another, but also of the inherent
limitations of the learning process, and the danger
that the experience of foreign countries will be ap-
plied in a selective manner to support a policy that
is desired for other reasons.

5. Any discussion of Nordic tax policy must take into
account the large and (in some cases) growing dif-
ferences between the individual Nordic countries,
which balance and frequently outweigh the sim-
ilarities between them. The discussion must like-
wise consider the pressures for conformity to out-
side models, such as the European Union or the
United States, and the Nordic reaction to these pres-
sures, as well as the appeal of the Nordic model to
these external actors.

All of this brings us back to globalization, perhaps the
most overused word in contemporary scholarship but a
useful term nonetheless. By definition, globalization in-
volves the convergence of political and legal systems and
the shrinking of distances between cultures.!* In law, it

11 See http://sociology.emory.edu/faculty/globalization/issuesO1.ht
ml (July 11, 2016), “Globalization broadly refers to the expansion of
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is associated with the concept of legal borrowing and of
the so-called “legal transplants,” that is, rules or institu-
tions that originate in one culture and are adopted by (and
adapted to) another (Watson (1993)). Indeed, one of the
principal purposes of comparative law is to identify better
approaches to the same or similar problems and (eventu-
ally) to apply them in one’s own country. The very idea of
a Nordic model is dependent on this logic.

But globalization carries dangers as well as opportuni-
ties. Cultures can be remarkably resistant to change, those
that advertise their openness no less so than those which
deny it. The desire to learn from other countries — or to use
the experience of other countries in support of preexisting
positions — can overwhelm our better judgment and lead
us to incomplete or misleading conclusions. Even Swedes
need subtitles to watch Danish TV. That doesn’t mean that
they shouldn’t watch it, only that they should do so care-
fully.
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