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In 2009, Sweden launched a freedom-of-choice reform that gave Received 28 February 2019
municipalities the option to introduce standardized quasi-markets Accepted 20 March 2020
in social services. The reform was initially popular to adopt in home KEYWORDS

care until the share of adopting municipalities leveled out just Home care; quasi-market;
above 50 percent. In recent years, the trend has reversed, and user choice; privatization;
several municipalities have abolished their choice system. re-municipalization
Compared with municipalities with choice systems, the abolishing

municipalities are more rural with fewer inhabitants. A fixed-effects ~ JEL CLASSIFICATION
regression suggests that decreases in the market share of private H42; 133

providers, political shifts towards the left, and increasing costs are

related to the abolition of choice systems.

Policy highlights

e In recent years, an increasing number of Swedish municipalities have abolished
their choice systems in home care.

¢ A decreasing market share of private providers, political shifts towards the left, and
increasing home care costs seem to have contributed to the abolition of choice
systems.

¢ The development emphasizes the importance of municipal discretion and questions
one-size-fits-all regulation when it comes to models of municipal service provision.

1. Introduction

Since the 1980s there has been a trend towards privatization in many OECD countries.
Both state-owned enterprises and municipal services have gravitated towards the private
sector." In recent years, however, there are signs of this trend leveling out or even
reversing for municipal services. Warner and Hefetz (2012) note that insourcing was
almost as common as outsourcing among U.S. municipalities between 2002 and 2007.
Gradus, Schoute, and Budding (2019) study service delivery in 20 Dutch municipalities
from 2010 to 2018 and discover that inter-municipal cooperation and municipality-
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owned firms have expanded, while private contracting and in-house production have
declined. For waste collection, Gradus and Budding (2020) show that, between 1999 and
2014, the number of reverse privatizations exceeded the number of privatizations. In light
of these developments, Bel and Gradus (2018) argue that re-municipalization has yet to
receive sufficient attention among scholars.

Since the beginning of the 1990s, private service production has increased in the
Swedish tax-financed service sector. The Swedish privatization has coincided with an
increase in user choice. A national reform in 2009 enabled Swedish municipalities to
introduce a standardized form of quasi-markets in social services.” A majority of muni-
cipalities followed suit and implemented local choice systems, primarily in home care for
the elderly. Since 2011, however, 14 municipalities have decided to abolish their choice
system, and the private market share has stagnated at the national level.

The municipalities that have abolished their choice system have smaller populations
and lower population density than municipalities that have maintained their choice
system. In this sense, the abolishing municipalities are more similar to municipalities
that have never introduced a choice system in home care. Our multivariate analysis
suggests that shrinking private market shares, political switches towards the left, and
increasing home care costs are related to the abolishment of local choice systems in home
care.

2. Choice systems - a background

Choice and voucher systems are central to the concept of privatization as they constitute
a market model with a higher level of marketization than the alternative of contracting-
out (Savas 2000; Hipp and Warner 2008). On the demand side, consumers have the
power to choose between service providers. On the supply side, service deliverers face
more flexible options for market entry, production volumes, and service quality.
Government support for childcare marketization has coincided with enthusiasm for
parental choice in the Netherlands, the US, and Australia (Warner and Gradus 2011).
In Sweden, the introduction of standardized choice systems in home care has been linked
to a larger private production share (Bergman, Jordahl, and Lundberg 2018).

A quasi-market with user choice might improve the matching of heterogeneous
consumers to appropriate deliverers, and might also raise quality and efficiency by
introducing competition (Le Grand 1991, 2007; Shleifer 1998). However, asymmetric
information and profit-maximizing deliverers could under certain conditions imply poor
quality (Hart, Shleifer, and Vishny 1997; Lowery 1998). An efficient market need not
form for complex services if consumers are uninformed and competition is weak.
Moberg, Blomquist, and Winblad (2016) find, in a sample of ten Swedish municipalities,
that the information to older people about private deliverers is lacking in critical quality
dimensions. Hipp and Warner (2008) analyze job training vouchers to the unemployed
in Germany and the US. They conclude that there is need for a better balance between
consumer choice, quality control and government oversight.

A choice system could also give rise to social segregation and unwanted differ-
ences in access and quality, failing to align the goals of consumers, voters, govern-
ment, and private deliverers (Hipp and Warner 2008). Amirkhanyan (2007)
proposes four broad categories as determinants of local government decisions
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regarding privatization: monetary advantages, failure of private markets, government
failure, and institutional pressures. Also, increasing transaction costs may make
privatization unsustainable for complex services in need of heavy regulation (Hipp
and Warner 2008).

The literature on local privatization identifies fiscal stress, economic efficiency, interest
groups, and, in more recent studies of social services, also ideological attitudes as the
main determinants (Bel and Fageda 2007, 2009, 2017). In the most recent literature
survey by Bel and Fageda (2017), contracting out is found to be more common in larger
municipalities, arguably since the transaction costs related to contracting are easier to
handle with larger volumes. Warner (2006) shows that rural areas in the US are less
attractive to market suppliers and raises concerns about the uneven impacts of market-
based policies.

Fewer studies have addressed the determinants of vouchers and privatization through
choice systems. Merzyn and Ursprung (2005) examine how income and ideology were
related to the support for education vouchers among voters in Switzerland. Elinder and
Jordahl (2013) compare privatization in Swedish schools (within a national voucher
system) and preschools (where municipalities could make discretionary decision on
outsourcing).

3. Data

We use municipal-level data on the organization of home care in Sweden. The timing
of the municipalities’ introduction and abolishment of choice systems was obtained
from yearly accounts of the Swedish Association of Local Authorities and Regions
(SALAR). SALAR also provided the data on local governing coalitions. We use data on
market share of private deliverers and user satisfaction from the Swedish National
Board of Health and Welfare, as well as population size, population density, age
structure, income tax base, local election results, and the costs of home care from
Statistics Sweden. All data are or have been available online, but when needed, we have
received the back catalogue of files from SALAR or the Swedish National Board of
Health and Welfare.

4. Quasi-markets in Swedish elderly care
4.1. The free-choice act and Swedish politics

Sweden’s 290 municipalities are responsible for providing elderly care to people from the
age of 65. Elderly care is primarily financed by a local income tax and a national grant.
User fees amount to only 4 percent of total costs (SALAR 2019). Among people who are
65 years or older, 8 percent receive home care, a service which in addition to medical care
includes assistance with daily activities such as showering, dressing, and cleaning. The
share of people 65 years or older who live in nursing homes is 4 percent (National Board
of Health and Welfare 2019).

In the 1980s, almost all tax-financed elderly care was produced by the municipalities.
Since then, private deliverers have gradually increased their market share, initially via
public procurement. In 2009, the Free-Choice Act established that municipalities can -
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but need not — introduce choice systems in social services.* Deliverers that meet local
standards are allowed to enter the market and consumers have the right to choose
between them. The deliverers can be for-profit companies, non-profits, or municipal
units.

The Free-Choice Act was introduced by the governing coalition of center-right parties
(Moderates, Center Party, Liberals and Christian Democrats) in 2009. Swedish politics is
dominated by the same political parties at the national and local level, although some
local parties only have representation at the municipal level. During the time of study,
one can generalize the Swedish political space into a right-leaning and a left-leaning block
(Pettersson-Lidbom 2008). The center-right coalition stated the individual’s right to self-
determination as the primary motivation of the Free-Choice Act. Efficiency, service
quality, diversity, and experimentation were also mentioned in the government proposal.

4.2. Trends in adoption and abolition

Figure la shows the number of municipalities that introduced a choice system in
each year from 2009, when the Free-Choice Act came into force, until 2018. The number
of municipalities was over 30 in each of the first four years after the reform was
introduced. The pace of reform adoption has since slowed down substantially. During
later years only a few municipalities have decided to adopt, and 2018 was the first year
without any adopting municipality. In 2018, 157 municipalities (54 percent of all
municipalities) had a choice system in operation. Similarly, the share of users receiving
care from private deliverers increased from 14 percent in 2009 to its peak at 18 percent in
2014, after which it has decreased slightly.

Our primary focus is on the abolition of local choice systems, and the abolition trend
displays the reverse pattern of what we observed for adoption in Figure 1(a). Figure 1(b)
presents for each year the number of municipalities that abolished their choice system.
The number of abolishing municipalities has increased in later years, with the highest
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Figure 1. Number of municipalities adopting and abolishing choice systems over time. a. Adopting
municipalities. Note: Data provided by SALAR, adjusted by municipal and media sources. Total number
of municipalities is 290. b. Abolishing municipalities. Note: Data provided by SALAR, adjusted by
municipal and media sources. Total number of municipalities is 290.
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number observed in 2018. For most municipalities, the abolition also meant re-
municipalization of home care service provision.

5. Characteristics of municipalities that abolish choice systems

Table 1 describes three groups of municipalities: those that have a choice system in 2018,
those that at some point introduced a choice system but later abolished it, and those that
have never had a choice system. The group of abolishing municipalities is the smallest one
with 14 observations. There are pervading differences between the abolishing municipa-
lities and the municipalities with choice systems. The abolishing municipalities have
smaller population, lower population density, lower income tax base, older inhabitants,
and a higher vote share for left-leaning parties (the Social Democrats and the Left Party).
Recall that the Free-Choice Act was introduced by the (opposing) right-leaning parties (the
Moderates, the Christian Democrats, the Liberals, and the Center Party). The share of rural
municipalities is also higher among the abolishing municipalities.” A striking pattern in
Table 1 is that the abolishing municipalities are more similar to the municipalities that
never had a choice system than to the municipalities that have choice systems.

One explanation behind the geographical and demographical pattern in Table 1 is that
firms prefer markets with a large customer base in order to reduce transportation costs
between the consumers’ homes.

5.1. Change of political majority

According to Table 1, municipalities with relatively low vote shares for left-leaning
parties are more prone to adopt and keep a choice system. One can ask whether changes
from a right-leaning to a left-leaning local government can explain the abolition of
a choice system.

Earlier literature has shown that local parties in Sweden prefer coalition partners that
are closely connected along a left-right policy space (Bick 2003). There are three main
types of governing coalitions in Swedish municipalities: left-leaning, right-leaning, and
mixed. Governments are defined as right-leaning if they include variations of four
parties: the Moderates, the Christian Democrats, the Liberals, and the Center Party,
and left-leaning if they include the Social Democrats or the Left Party. A mixed

Table 1. Differences between municipalities with and without choice systems.
Municipalities with  Municipalities that have abolished Municipalities that never had

a choice system their choice system a choice system

Population size 48 000 22 300 19 200
Population density 238 47 55
Income tax base 201 200 187 000 185 200
Share ages 80 and over 0.054 0.065 0.067
Rural share 0.376 0.500 0.534

City share 0.159 0.071 0.025
Votes left-leaning (%) 35.7 41.2 45.4
Observations 157 14 118

Note: Data on income tax base is from 2018. All remaining variables are from 2017, except Votes left-leaning which is
from 2014. The left-leaning parties are the Social Democrats and the Left Party. One municipality is excluded from the
abolishing group, since it re-introduced its choice system after abolishing it.



6 H. JORDAHL AND L. PERSSON

government consists of both left-leaning and right-leaning parties. The Green Party is
treated as a pivotal party that does not change the classification of the coalition. After the
election in 2014, the distribution between the three types of local coalitions was fairly
even: 100 left-leaning, 90 right-leaning, and 100 mixed governments.

Among the abolishing municipalities, there are four shifts from a right-leaning to
a left-leaning government, four shifts (or non-shifts) from a right-leaning government to
another right-leaning government, and four shifts (or non-shifts) from a left-leaning
government to another left-leaning government. If the two shifts from a right-leaning to
a mixed government are counted, shifts away from a more privatization-friendly govern-
ment are the most common shift in the abolishing group. While a change in government
may have been the determining factor in these municipalities, government changes
towards the left still only make up a minority, ruling out a political explanation in
eight out of fourteen abolishing cases. There are no cases where a left-leaning govern-
ment has introduced a choice system and a right-leaning government later abolished it.

5.2. Private market penetration

The process of introducing and maintaining a choice system has fixed costs.
Municipalities have to run an administrative system for compensating deliverers and
monitoring service quality. As the provider of last resort, the municipality also needs to
be ready to step in if private deliverers decide to exit. For smaller municipalities, the fixed
costs of maintaining a system with few deliverers could very well exceed the benefits.
In Figure 2, we show each abolishing municipality ranked from lowest to highest
according to the market share of private deliverers in the year before abolishing the
choice system. For the municipalities with a zero share in the year before abolishing, we
have replaced the data point with the latest non-zero value, if there is such a number.

=

=1

=

v

=

o

g F

e <

=

]

%o

5 =

g

2

o

MR =)

SIS I

"

<=

=

o
NN % 8 % 5 R AR OB OB B b A L 4
\Q{&QC{&Q \{@Qi&\\{d}\\ \&\\\A\Q\VC\-
D D D S A A 4 T
FFF I FITITFTFT TSI

Figure 2. Market share for private deliverers one year before the abolition. Note: Data provided by The
National Board of Health and Welfare. In three cases (Rural 3, 4, and 7) a value of zero is replaced with
a non-zero value from earlier years. Municipalities are classified into three categories: rural, urban, and
city municipalities, according to the classification provided by The Swedish Agency for Growth Policy
Analysis. The bar “Choice” represents the mean among municipalities with a choice system measured
in 2017. The figure shows data from 14 municipalities.
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According to Figure 2, one municipality (Rural 1) that introduced a choice system and
later abolished it, never had any active private deliverers.® Private market shares are also
low in most of the other abolishing municipalities compared to the 2017 mean among
municipalities that have a choice system, which is 15.3 percent. There is only one
abolishing municipality with a higher private market share than this mean - the city
municipality, with a private share of 47 percent. However, this municipality in the region
of Stockholm is a special case. It is the only municipality that seems to have had
a determined strategy to continue working with private deliverers even after abolishing
their choice system.

5.3. User satisfaction

User dissatisfaction with private deliverers is a potential reason for abolishing a choice
system. Unfortunately, we do not observe user satisfaction for private deliverers separately.
We instead analyze user satisfaction at the municipal level, since local politicians might use
abolition of choice as a way to show determination when confronting low overall user
satisfaction. Alternatively, inhabitants and local politicians might attribute the previous
decision to introduce choice with deteriorating home care services in general.

In Figure 3, we show the level of user satisfaction with home care at the municipal level
the year before abolition. The figure shows a relatively high level of user satisfaction in
the year leading up to abolition. The lowest value of satisfaction is 88 percent, and the
highest value is 98 percent. The mean level of satisfaction in choice municipalities in 2018
(90 percent) falls short of the satisfaction level in a majority of abolishing municipalities.

95 100
1

Share satisfied users
90

85

80

&

Figure 3. User satisfaction at municipality level. Note: Data provided by SALAR and The National Board of
Health and Welfare. Users are asked the following: “How satisfied or unsatisfied are you overall with the
home care services provided to you?” Users that respond “satisfied” or “very satisfied” are included in
“share satisfied users”. One of the abolishing municipalities (Urban 3) is missing from the figure since
abolition took place in a year (2011) when users satisfaction was not yet being measured. Municipalities
are classified into three categories: rural, urban, and city municipalities, according to a classification by
The Swedish Agency for Growth Policy Analysis. The bar “Choice” represents the mean among munici-
palities with choice systems measured in 2018. The figure shows data from 12 municipalities.
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Figure 4. Cost per individual aged 80 +. Note: Data provided by SALAR and Statistics Sweden. The
group “Choice 2018" includes municipalities that had a choice system in 2018, “Abolishing” includes
municipalities that abolished their choice system at some point in time, and “No choice” includes
municipalities that have never had a choice system.

5.4. Home care costs

Figure 4, shows the development of home care costs per individual over 80 years old in
the same three groups of municipalities that we presented in Table 1. We show changes
over time instead of cost levels the year before abolition. The reason is that costs vary
between municipalities based on population density and size in a way that makes raw
cross-sectional comparisons difficult. Looking at Figure 4, municipalities with and with-
out choice systems display very similar costs over time. Abolishing municipalities,
however, start at a somewhat lower cost level, and display a steeper climb.

6. Multivariate analysis

In this section, we test the different explanations for abolishing a choice system in a panel
data setting. Although we do not propose that the correlations we present can be
confidently interpreted causally, the multivariate analysis has the advantage of using
repeated observations over time, thereby differencing out any time constant municipal
level variation. Bel and Fageda (2007, 2017) note that many studies trying to explain
privatization use cross-sectional data and therefore do not capture the actual switch
between different market models. Moreover, cross-sectional data often do not contain
information about what preceded and motivated the switch, implying that the correla-
tions risk being consequences rather than explanations.

In the regressions, we limit the sample to two election periods: the period that starts
with the election in 2010, and that includes the budget years 2011-2014, and the period
that starts with the election in 2014 and that includes the budget years 2015-2018. One
motivation behind the restriction is data availability; there is no data on user satisfaction
in earlier election periods. Furthermore, we only keep municipalities that introduced
choice in the first election period and that either abolished choice or maintained it in the
following election period. This implies that municipalities that introduced and abolished
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their choice system within the same election period are dropped from the analysis. These
restrictions leave us with 89 municipalities that are observed twice, once in each election
period, nine of which abolished their choice system in the second period.

The abolishing dummy constitutes our outcome variable. We collapse all explanatory
variables on election period level means and run a Fixed Effects (FE) linear probability
model (LPM) regression with two time periods. The regression model is as follows:

ABOy = o + IV + Xy + Tt + ¢ + Uy

where ABO;, is a dummy variable indicating whether the municipality abolished choice
in the second time period, « is a constant, IV;, contains the variables that we are
interested in as explanatory variables: market share of private deliverers, user satisfaction,
costs per individual over 80 years old, and a dummy variable that indicates whether the
municipality has a left-leaning government or not. X;; contains demographic controls
and a dummy for mixed government, T; is a time dummy, ¢; is a set of municipality fixed
effects, and u;, is an error term. We show the results from this FE regression in Table 2.

The estimate of —0.820 for market share implies that a five percentage point (the
standard deviation in private market share changes) increase in the private market share
decreases the probability of abolition by 4.1 percentage points.

The estimate on user satisfaction is less precise than the other estimates, and we will
not comment on its size. We instead refer to Figure 3, and the related discussion, where it
was shown that abolishing municipalities did not display low levels of user satisfaction in
the year leading up to abolishment.

The coeflicient on costs indicates that a 15 percent increase in costs (the standard
deviation in cost changes) leads to a 7.6 percentage point increase in the probability of
abolishing choice. In Figure 4, we showed that abolishing municipalities have experi-
enced larger cost increases than other municipalities. Introducing a choice system comes
with some fixed (transaction) costs, that can be a significant burden for smaller munici-
palities. Additionally, the municipality loses some of its control over provision, as private
deliverers typically have no incentive to hold back their supply of care hours. Increasing
costs could, therefore, be an unexpected consequence of a choice system, although this is
not a result that can be generalized to all remaining choice municipalities; Bergman,
Jordahl, and Lundberg (2018) found that the introduction of a choice system did not
affect costs.

Table 2. Panel data regressions: what determines abolishment?

Coefficient Standard dev LB 95% Cl UB 95% CI
Market share -0.820* (0.477) -1.769 0.128
User satisfaction -1.093 (1.464) —4.002 1.815
Ln costs per ind. 80 + 0.509* (0.266) -0.019 1.037
Left-leaning government 0.187* (0.096) —0.003 0.379
Mixed government -0.0127 (0.073) —0.158 0.132
Adj R? Observations 0.189
178

Note: Standard errors are robust to heteroscedasticity. Nine out of the 89 municipalities are in the abolishing group. All
explanatory variables are observed 2011-2017, except for user satisfaction, which is observed 2012-2018. A constant,
In total population and share of individuals over 80 years old are included in the estimation but are not shown in the
table. * p < 0.1, ** p < 0.05, *** p < 0.01.
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Lastly, going from a right-leaning to a left-leaning government increases the prob-
ability of abolishing choice by 18.7 percentage points. This ideological effect is stronger
than the effects of private market share, user satisfaction, and costs.

7. Discussion

The Swedish Free-Choice Act of 2009 was closely followed by rapid adoption of
local choice systems in home care. In the most recent years, however, an increas-
ing number of municipalities have abolished their choice systems and the market
share of private home care has declined marginally. We contribute to the literature
on re-municipalization by studying potential explanations for why municipalities
retract choice systems in Swedish home care for the elderly. Retraction of choice
systems is an understudied area compared with retraction of privatization via
procurement.

Compared with the municipalities that still operate a choice system, municipalities
that have abolished their choice system tend to be rural, with smaller population and
lower population density. In these respects, the abolishing municipalities are more
similar to the municipalities that have never had a choice system. The abolishing
municipalities also tend to have lower penetration of private providers, and their voters
are more supportive of left-leaning parties. A multivariate analysis that compares muni-
cipalities over two terms of office confirms that the abolition of choice systems is related
to shrinking private market shares and political shifts towards the left. Increasing costs of
home care are also related to abolition, but declining user satisfaction is not. Since the
number of abolishing municipalities is very small, the results from the multivariate
analysis should be interpreted with caution.

An interesting question is whether more municipalities will abolish their choice system
in the near future. Around 30 municipalities with choice systems had no private deliverer
in 2017, and 50 municipalities had a private market share below five percent. A majority of
the municipalities that have a private market share below five percent are rural. The trend
reversal documented in this study provides an argument in support of the decision to make
the Free-Choice Act optional. Our results indicate that the Free-Choice Act is not as
attractive an option to all municipalities, especially in rural settings. Future studies could
therefore focus on the market structure of privately produced home care and differences
between rural and urban municipalities.

Notes

1. Clifton, Comin, and Fuentes (2006) argue that privatization in sectors such as telecommu-
nications, transport and other types of infrastructure in Europe was primarily a pragmatic
result of the EU integration processes, rather than being motivated on market-friendly
ideological grounds. Warner and Clifton (2014) study how the internationally promoted
policy of privatization is received at the local level.

2. Warner (2008) argues that reverse privatizations need not imply a return to public mono-
poly, but could instead generate new combinations of markets, democracy and planning.

3. The reform was first proposed and then evaluated in the series of official governmental
reports (SOU 2008:15 and SOU 2014:2). See also Government Bill 2008/09:29.

4. See Government Bill 2008/09:29.
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5. The Swedish Agency for Growth Policy Analysis classifies municipalities into three cate-
gories: rural, urban and city.
6. The private share for Urban 1 is non-zero but too small to show up in the figure.
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