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Foreword

The remit of the Swedish Fiscal Policy Council is to follow up and
analyse fiscal policy. The Council is also to work for more public
discussion in society about economic policy. The Council has to
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We have been given valuable presentations #yedil& von der
Fehr, Johan Holm, Par Holmberg, Anders Koltaaf and Markus
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Tangeras and with staff of the Swedish Energy Markets Inspectorate,
the National Institute of Economic Research (NIER), the
Government Offices of Sweden and Svenska kraftnat (the Swedish
National Grid). Staff of the GovernmentfiGés have faathecked
the text.
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The Fiscal Policy Counc

According to its instructions from the Governméing Fiscal Policy
Council has to follow up and assess the achievement of the fiscal and
economic policy objectives proposed by the Government and adopted
by the Riksdag and, by doing so, to contribute to greater transparency
and clarity concerning the aiand effectiveness of economic policy.

On the basis of the Spring Fiscal Policy Bill and the Budget Bill, the
Council has to assess whether fiscal policy is consistent wighriiong
sustainable public finances and the budgetary policy targets, in
partiallar the surplus target and the expenditure ceiling, but also the
debt anchor and, when required, the local government balanced
budget requirement.

The Council also has to assess the stance of fiscal policy in relation
to the development of the econonfythe Council concludes, when
assessing fiscal policy, that there is a clear deviation from the surplus
target, the Council is to assess the reasons given by the Government
for the deviation and to consider and give an account of the rate at
which there sbuld be a return to the target.

The Council is also to evaluate the Government's forecasts for the
development of the economy and the Government's report to the
Riksdag on public finances and the costs of proposed reforms.

The Council may also assess hdnefiscal policy is in line with
what is required for good, leteym sustainable growth and whether
the policy leads to loitgrm sustainable high employment; examine
the clarity of the Spring Fiscal Policy Bill and the Budget BiIll,
particularly with reect to the stated basis for economic policy and
the reasons for measures proposed; and analyse the effects of fiscal
policy on the distribution of welfare in the short and long term.

The Council is also to work to stimulate more public debate on
economigolicy.

1 Government Ordinance 2011:446.
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The fiscal framework

The fiscal framework contains the fundamental principles that fiscal
policy has to follow in order to be sustainable in thedomg Some

of these principles are regulated by law; others follow from established
practice. The budgetary policy tar§éss. the surplus target, the debt
anchor, the expenditure ceiling and the balanced budget requirement
for municipalities and regiolsake up the central parts of the fiscal
framework along with a stringent budget process in both the
Government and the Riksdag, and external monitoring and
transparency.

The Riksdag has adopted a surplus target for general government
net lending. Since 20th@ target is 0.33 per cent of GDP on average
over the business cycle. When there is judged to be a deviation from
the surplus target, the Government has to give an account of how a
return will be made to the target. The plan for the return has to be
timed and normally start in the following year, and the pace of the
return to the target has to take account of the economic situation.

According to the Swedish Budget Act, the Government must
propose an expenditure ceiling in the Budget Bill for the thgdtbud
year ahead. The ceiling is set by the Riksdag. The established practice
is to also have a budgeting margin of a certain size under the
expenditure ceiling. This is primarily intended to act as a buffer if
expenditure does not develop as estimated.

The expenditure ceiling is the overarching restriction on the
budgetary process. The budgetary process sets priorities between
different expenditures, and expenditure increases are examined on the
basis of a predetermined total economic space that followthdrom
expenditure ceiling and the surplus target. In principle, expenditure
increases in one expenditure area must be covered by proposals for
expenditure reductions in the same area.

As a complement to the surplus target, a debt anchor was
introduced as &f019 for general government consolidated gross debt
(the Maastricht debt). The debt anchor is not an operational target, but
is a benchmark for the desired level of debt in the medium term, and
the level is set by the Riksdag at 35 percent of GDP.

2This summary is based on Govt Comm. 2017/18:207, the Framework Communication.
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Since2000 a balanced budget requirement has been applied to the
local government sector; it stipulates that each municipality and region
has to budget for net income in balance. If, however, there are
exceptional reasons, a local government can budget foraigmpo
deficits.

The surplus target and the debt anchor have to be stable over long
periods of time, but it must, at the same time, be possible to review
them, e.g. in the light of new assessments of demographic trends or
the development of debt. To avoid thrgets being changed in a way
that reduces their credibility, changes should be implemented in a
predictable manner and with the broadest possible political support.
The target levels should therefore be reviewed every eight years, at the
end of everytber electoral term.
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Summary

The political and economic situation has changed rapidly and
dramatically several times in recent years. The global pandemic was
followed by a strong recovery driven by expansionary policynwand pe

up consumption. High demand, in combination with bottlenecks in
production and transport, l ed tc
of aggression on Ukraine brought further dramatic price increases,
especially for energy, and induced great geneeatainty about

global developments. As a result, monetary policy was realigned
rapidly, leading to large interest rate increases for households and
businesses.

The combination of high inflation and falling demand is challenging
for fiscal policy. Expaimmary measures to alleviate the sharp decline
i n househol ds® purchasing power
the objective of preventing high inflation from taking hold.

This yeards report is divided i
dealwith economic developments and fiscal policy in the past year. In
Chapter 1 we draw a picture of macroeconomic developments
internationally and in Sweden. In Chapter 2 we analyse whether fiscal
policy is consistent with the fiscal framework and the brydgeta
targets. In Chapter 3 we extend this analysis and discuss whether fiscal
policy, including electricity support, was an appropriate stabilisation
policy in light of the prevailing forecasts when the budget was
presented in the autumn. In Chapter 4 werithesthe development
of the electricity market and assess the scale and design of the
electricity support schemes. In Chapter 5 we analyse how fiscal policy
has been conducted over the business cycle in the past two decades.
We conclude with a chaptemihich we discuss some issues that are
relevant to the future of the fiscal framework, and which ought to be
considered in the coming framework review.

Chapterd The state of the macro economy

The Russian invasion of Ukraine in the spring of 2022 meant a
dramatic deterioration of the security situation and has led to major
economic stresses in the past year. The prices of fuel, agricultural
products and certain input goods have risen sharply.

The rapidly rising inflation last year contributed, alongheith
elevated uncertainty and the rapid interest rate increases by central
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banks, to a considerable slowdown in economic growth in the second
half of 2022. In 2023 growth is expected to be weak in both the US
and Europe. Several factors, such as the gesiturdttion in Europe

and the risk of an international financial crisis, underscore that the
situation could deteriorate further.

In Sweden both the Government and the National Institute of
Economic Research (NIER) make the assessment that growth will be
negative this year and that the recession will continue next year. Thus
far the labour market has withstood the decline in economic activity,
but unemployment is expected to increase slightly both this year and
the next. In late March the social partmemsdustry reached a two
year agreement involving wage increases of 4.1 per cent this year and
3.3 per cent next year. Since then several other sectors have reached
similar agreements. This upward shift in wage growth, along with for
instance electricityigport and the price indexation of certain transfer

systems and tax scales, mitigates

power. These factors do not, however, fully offset the high inflation;

househol dsd real di spos athl2622 i nc o me

and 2023. The rapid rise in interest rates has also led to price declines
for homes and other assets. As such, household finances have
worsened due to both lower real incomes and reductions in asset
values.

To sum up, the Swedish economy is irurgertain situation
characterised by high inflation and low growth. This poses difficult
guestions to economic policy. At the same time, some bright spots
have been seen in early 2023; inflation is falling abroad and the social
partners have reached a -fyegar agreement that we assess is
consistent in the lortigrm with the inflation target.

Chapter@The fiscal framework

The public finances remain very strong, despite the challenges faced
by fiscal policy in recent years. Even if the recession niaynresu
budget deficits both this year and the next, public debt remains low,
both from a historical perspective and in relation to most comparable
countries.

The Council s assessment i's that

for 2023 and the Economicrisy Bill of 2023 was in line with the
fiscal framework. The recession could, taken alone, justify a more
expansionary policy. However, the framework provides scope for

1
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taking account of inflation and monetary policy challenges, as the
Government has don€hapter 3 discusses whether fiscal policy was
appropriately designed to handle the present economic situation.

There are several unclarities in the Budget Bill that make it difficult
to assess the Governmentds reasdc
of how the Government arrives at its assessment of the fiscal impulse.
Furthermore, which is more serious, the Government has changed the
method for calculating potential GDP. This change, which has major
effects on the structural balance, is made withoahgféay rationale
or discussion of its consequences. Clarity is a cornerstone of the
framework, and this lack of transparency surrounding the most central
variable for assessing fiscal p C
is remarkable.

The budget cess has returned to normal after some turbulent
years during the pandemic. Nevertheless, the Council is still concerned
about the budget process looking ahead. There was a rapid erosion of
established practice during some of the preceding yearsrecehthe
improvement is likely explained by the current parliamentary situation.

When the new Government took office, the expenditure ceilings
were raised, which is in line with established practice. The ceilings were
also raised at the government transitions in 2006 and 2014. As a share
of GDP, the expenditure ceiling is largely urggdhin the coming
three years, with a marginal decrease for 2026 being announced in the
Economic Spring Bill of 2023. The expenditure ceiling as a share of
GDP is an important economic variable. However, the expenditure
levels proposed have not been natdiet extensively. More attention
ought to be given to how the Government views the development of
public expenditure in the meditenm.

Chapter&Fiscal policy in times of high inflation and falling demand

The Government was confronted with a complitatabilisation

policy situation in the autumn of 2022; high inflation was expected to
coincide with an approaching recession. In such a situation, fiscal
policy cannot be decided solely on the basis of its effect on the
business cycle. It is essential$o take account of inflation to avoid
counteracting monetary policy. In this context, consideration needs to
be given to the household sector
of which is adjustabtate loans. This makes the assessment uncertain;
monetary policy can quickly have a stronger than desirable effect, with
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negative consequences for financial stability. In the autumn the social
partners had also recently started negotiations on a new agreement
against a backdrop of high inflation and ¢afiirchasing power.

The fiscal policy in the Budget Bill for 2023 must be described as
cautious. Absent the high inflation there would have been grounds for
a more expansionary policy. The Council considers the scale of fiscal
policy d including capacitgharges and electricity suppditio be
reasonable given the risks of persistently higher inflation and a
sustained period of high interest rates, with undesirable economic
effects via the housing market. The same largely applies to the
Economic Spring BiHowever, it would probably have been possible
to pursue a slightly more expansionary fiscal policy without it causing
any great problems for monetary policy. The relatively tight fiscal
policy means that the Government may introduce additional measures
in the future if the recession continues and the inflationary pressure
moderates.

As regards the content of fiscal policy, there is cause to be more
critical. The dramatic deteriorati
justifies that some support wasddtrced. That it was mainly given in
the form of electricity support can in part be explained by the
regulations in place. However, support for electricity consumption is
difficult to reconcile with the ambition of lowering electricity use when
supply is iited and shortages risk occurring.

The Council considers that the electricity support schemes were too
extensive. With more limited electricity support, there would have
been scope, without creating problems for monetary policy, for more
targeted measwgreto particularly vulnerable households. The
Economic Spring Billds temporary m
children receiving housing allowance and vocational education are
examples of such measures. In a situation of high inflationary pressure,
thee should also be a focus on measu
growth potential. Measures of this kind are largely absent in the 2023
Budget Bill.

Chapter@Electricity support for households and businesses

There are strong reasons to not compensatprifer changes in

various markets. Price is the mechanism that makes supply and
demand meet; if the State provides compensation for increases in the
price of electricity, it decreases the incentives for households and
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businesses to be economical in theer af electricity and invest in
energyefficiency measures. This means that the risk of price peaks and
electricity shortages remains, even in the longer term. State
compensation for higher prices on a market may also create a political
dynamic involvingterventions in more markets where prices rise.

In light of the major price increases on electricity and the
uncertainty concerning how high the prices would become in the
winter of 202823, as well as the EU regime that governs how the
capacity charges ynbe used, it was reasonable to introduce some
electricity support. However, th
support schemes became too extensive, that their design was
inadequate in certain ways and that repeated support schemes generate
incenive problems.

The support schemes for households ought to have been limited
by e.g. a consumptitmased ceiling above which no support would be
given. The Council is particularly critical to the third electricity support
scheme announced in January ZDR3. support scheme provides
compensation for electricity costs in Novedibecember 2022. For
households in electricity areas 3 and 4, this period was already covered
in the second support scheme, which was announced in August 2022.
When the Government gsented the third support scheme at the
beginning of January, it was also clear that prices in Na¥ember
December 2022 became lower than feared in the autumn. It is
therefore difficult to understand how the need for electricity support
can have been deentegher in January 2023 than when the second
electricity support scheme was announced.

The Council is also critical to the announced scale of electricity
support to businesses. Businesses have to a large extent been able to
pass on their higher electricibgts to consumers, and businesses that
consume a lot of electricity tend to have fixed electricity contracts at
comparatively low prices. Any support to businesses ought, as far as
possible, to be targeted to those that have had higher electricity costs.
Above a certain consumption ceiling, it should be required that
businesses demonstrate their costs, combined with a maximum
amount per business.

Finally, the Council is critical to the handling of the electricity
support schemes. Many features of the uremsasare inherently
political. The Government also has greater capacity than agencies to
process proposals. The Government ought to have taken on a more
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active role to influence the size and design of the support schemes,
and ought also to have taken f@sponsibility for the policy.
Moreover, information about the support schemes and their recipients
must be available for scrutiny. Policies must be transparent and
possible to evaluate, and there has to be accountability.

Chapter &Fiscal policy ovebtlsiness cycledZIrR2

In recent years there has been increasing discussion, both
internationally and in Sweden of the role of fiscal policy in
macroeconomic stabilisation. In addition to the Ilimitations of
monetary policy, experiences from both thenpd e mi ¢ and Rus ¢
invasion of Ukraine have shown that, from time to time, fiscal policy
needs to take on an active role. At the same time, the experiences from
the 1970s and 1980s are still relevant; several drawbacks of active fiscal
policy remain pertent.

The Council makes an annual evaluation of how fiscal policy
corresponds with the business cycle. These evaluations focus on a
single year and are normally made in the year after the decisions were
taken. These annual evaluations can be suppleimeatsgstematic
analysis on a longer time period. An analysis of this kind is presented
in Chapter 5.

Our analysis indicates that, on average, active fiscal policy has been
countercyclical 2082022. This applies both to the intentions of fiscal
policy,as expressed in Budget Bills, and to the fiscal policy outcomes
as measured retrospectively. According to our analysis, the number of
times when fiscal policy was clearly procyclical are few, as regards both
intentions and outcomes.

This result is consistt with the view that the stabilisation policy
frameworks, with rules for fiscal policy and an independent central
bank, have worked well. The fiscal framework was developed in light
of historical problems and prescribes not only that fiscal policy be
corducted countercyclically, but also that the scale of policies should
be fitted to the magnitude of the fluctuations in the economy. This
appears to have worked.

Al toget her , the results indicate
stabilising the economy &edter than their reputation. Whether this
continues to apply in the future will depend ultimately on political
decisions; but if the main components of the fiscal framework remain
in place and are respected, there are grounds for cautious optimism.
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Chaptes 0 The frames for fiscal policy

Finally, we analyse some issues of importance for the future fiscal
framework. The next review of the framework needs to begin in
around a yeards time in order to
framework period begn

The principle of intergenerational equiy that welfare
commitments and tax levels should be equal across genérations
suggests that the surplus target and debt anchor may need to vary over
time. A demographic hump that means relatively few people of
working age may for instance justify a lower surplus target and a higher
debt anchor. In contrast, permanently higher ambdtiorespective
of whether they concern elderly care or deférsteould be fully
funded and do not justify changes in targelse

In addition to demographic trends, it is important that the next
review assesses whether there will be an investment hump during the

next framework period. As we poi
knowledge is needed on climate investmentsimgaull or partial
publ i c funding. Moreover, Swed

increased. We cannot assess the scale of the required defence
investments, but any investment humps need to be analysed. In
addition, central and local government investnenteenents need

to be taken into account, including the infrastructure plan to be
published in 2026, i.e. the year before the start of the next framework
period.

The next review also needs to regard that, as in the decade before
the pandemic, advanced emuoies may be characterised by so called
secular stagnation. This is a situation of relatively weak growth and low
inflation despite very low interest rates. In such a situation, monetary
policy may again resort to extreme measures such as a negative policy
rates or extensive asset purchases to maintain full employment and
target inflation. A lower surplus target to increase the public sector's
contribution to demand so called functional finanéecould be an
alternative such monetary policy. Researtddredahe US economy
indicates that functional finance can be effective, but an analysis is still
needed of the extent to which these results are applicable to a small,
open economy like Sweden. The coming review should investigate
whether the Swedish eomy risks returning to secular stagnation and
whether, if that happens, a lower surplus target is preferable to more
extreme monetary policy measures.
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1 The state of the macro economy

The economic situation has changed rapidly and dramatically in recent
years. The pandemic broke a long period of stable economic recovery
after the euro crisis. However, the economy turned rapidly upwards
again, supported by a vigorous expansionary pdicy.result of

strong demand and bottlenecks on the supply sidépmfiegan to
increase. Then Russia began its war of aggression on Ukraine, leading
to further inflation, rising interest rates, recession and enormous
human sufferingeconomic policy is now faced with major challenges,

as growth declines while inflatr@mains high. In this introductory
chapter we give a picture of the state of the macro economy. We begin
by giving a general description of international developments. Then
we take a closer look at the situation in Sweden. The chapter end with
a brief disussion of how this picture is related to the other chapters
in the report.

1.1 Development of the global economy

Economic developments in the past year have been strongly affected

by Russiads invasion of Ukraine. R
decreased and energy prices have risen sharply. In combination with
supply disturbances in the food sector, continuatbpan closures

in China and high demand in the western world, this has driven up
inflation and interest rates in the global economy. The rise in prices

and interest rates has reduced hou
to weaker demand and declining gnaavimany countries in the past

six months. However, advanced economies showed relatively normal

levels of GDP growth for the whole of 2022, mainly due to their strong
performance at the start of the year (figure 1.1). Growth in 2023 is
forecast to be coiterably lower, especially as the higher interest rates

have their full effect. Several factors, such as the security policy
situation in Europe, developments in the US and Swiss banking sectors

and the risk of an international financial crisis, underare

international developments may become weaker than expected.
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Figure 1.1 Global GDP growth

Annual change, percent
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Note: Constant prices. The dashed line bars refer to forecasts.
Source: Source: National Institute of Economic Research (2023).

Figure 1.2 Inflation

Percent
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Note: CPIF for Sweden, HICP for the euro area and CPI for the US; annual rate of price change
based on monthly data. Data up to and including March 2023.
Sources: National statistical authorities via Macrobond.

The high inflation has hit the whole of the itrtalssed world. In 2022
the general level of prices rose by as much as 7.7 per cent in Sweden,
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8.4 per cent in the euro area and 8.0 per cent in the US (figure 1.2).
High inflation and weak GDP growth, is forecast for many advanced
economies in 2023 he rate of price increases has, however, halted
or slowed down in recent months and is expected, according to most
official assessments, to return to levels aroped @ent in 2024.
Despite incorrect assessments of inflation in 2022, the foreazst refle
inflation expectations in the longer term, which have been relatively
close to der cent throughout the ongoing inflation epi$ode.

Since inflation started to rise in the US in mid 2021, there has been
a discussion about the underlying causes detretopment. Several
prominent economists already pointed out in February 2021 that the
US administration's support package of just oyeri&ent of GDP
was of a disproportionate size in relation to the amount of free
resources in the econofryuring the pandemic, moreover, house
holds had increased their savings considerably, creatingparsestt
for consumption, at the same time as monetary policy remained very
expansionary. This meant that there was a great risk that the economy
would be overhéad by the fiscal stimulus measures, a prediction that
turned out to be correct. In the US high demand thus seems to have
been an important driver behind the rise in inflation, and
unemployment in the country has fallen to low levels (figur&He3).
demand situation has also contributed to the development of inflation
in the euro area and Sweden, even if its role is not as clear (we return
to this question below). In Sweden unemployment is still higher than
before the pandemic, and clearly higher théoeieuro area and the
US (figure 1.3). It is, however, likely that the comparatively high un
employment in Sweden is due, to some extent, to its high labour force
participation. In Sweden, persons with difficulty finding jobs appear
to stay in the laboforce to a relatively large extent. The share of the
workingage population in work is aroundp80 cent in Sweden,
compared with just over Bér cent on average in the EU.

LIMF (2023a).

2Riksbank (2023).

3 For example, Blanchard (2021) and Summers (2021).

4 Shairo (2022) and Furman (2022).

5The 2@64 age group (Eurostat). In the US the employment rate is just quar &ht.
However, the American definition differs from the European one since the range for working
age is broader (Bureau of Labour Statisfi¢® figures are therefore not fully comparable.
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Figure 1.3 Unemployment
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Source: EU LFS via Macrobond.

Figure 1.4 Policy rates
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Note: Policy rate at the end of the year. Dashed lines refer to forecasts.
Source: NIER (2023).

To regain control of inflation, central banks in the industrialised world
have rapidly tightened mongtaolicy. This tightening has mainly
taken place via higher policy rates (figure 1.4), but, in some cases, also
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by reducing holdings of financial assets. It is usually assumed to take
between one and two years for policy rate changes to reach their full
effect. It is therefore likely that monetary policy will continue to slow
the growth of demand for some time to come.

The tighter monetary policy has contributed to reducing
inflationary pressure. The impact of the policy may, however, have
varied betweenoantries depending on what drivers were most
important for price growth. In addition to relatively high demand,
there were already a number of sugiply factors in 2021 that were
pushing up inflation. Some examples are the shortage of semi

conductors, lot | enecks in the transport
lockdowns.Moreover, the supply component of inflation increased
dramatically I n conjunction wi t h

primarily because exports of grain, oil and gas from Ukraine and Russia
decreased sharplyhese supply disturbances have made a particular
contribution to the high inflation in Europe. When the invasion began,
several European countries, not least Germany and Italy, were wholly
dependent on Russian gas for their energyysde problem was

made worse by reduced production of hydropower and operational
disturbances in nuclear power (section 4.1). Since Europe is an inte
grated electricity market, electricity prices also rose to historically high
levels in the Nordic regi@and Sweden (figure 1.5).

The relative importance of different factors can be illustrated by
dividing inflation up into different components. As is seen in figure
1.6, the importance of the supply component for inflation in Sweden
increased very stronglger Russia invaded Ukraine in the first half of
2022 In the US, supply factors have also been important. However,
the increase in the size of the supply component between 2021 and
2022 was less dramatic in the US, and demand played a greater and
moreconsistent role in 2021.

SNIER (2023a).

7However, energy exports from Russia already began to decrease at the end of 2021.

8 The supply component is intended to capture factors that affect price growth at the producer
stage, e.@ reduced supply of transport services or important input goods.

S
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Figure 1.5 Electricity prices

SEK per kWh
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Northern Europe Germany France

Note: Monthly average. Refers to spot prices on the power exchange, i.e. before any tax etc.
Germany and France are shown instead of the euro area due to a lack of aggregated data.
Sources: Nordpd@and EEX via Macrobond.

Figure 1.6 Decomposition of total inflation, Sweden and United
States
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Note: Half-year data until and including the first half of 2022. Decomposition according to the
method of Shapiro (2022). The basis for the decotigross that demandriven inflation is
characterised by price and quantity moving in the same direction, whilesugplinflation
means that prices and quantities move in different directions.
Source: OECD (2022) recalculated from quarterly tydalffrequency.
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Inflation is not reflected fully in wage growth, which contributed to

real disposable income per inhabitant in the US, the euro area and
Sweden decreasing in 2022 (figure 1.7). The decrease was largest by far
inthe US,wheleousehol dsd pur c peacent.ing power
Sweden and the euro area the corresponding figures were 0.7 and 0.5
per cent respectively. The main reason why the fall was much larger in
the US than in Europe, even though inflation was similaat theh

US paid cash support for the pandemic in 2021 but not if 2022.
Another explanation may be that many countries in Europe paid
electricity support to households and businesses in 2022 but not in
2021%°

Figure 1.7 Real disposable income per inhabitant

Annual percentual change

8

Sweden Euro area

USA

Note:Change in householdsd real income after taxes &
definitions between countries.
SourcesNIER (2023a), Eurostat via Macrobond and FRED.

Figure 1.8 shows the scale of the energy support scheatetsom
to GDP in various European countries. As is seen, the total support
in Sweden has been comparatively small. This can probably be

9 The phas@ut of the cash support schemes and certain pandemic reinforcements of
unemployment benefit between 2021 and 2022 correspoidd per3cent of the disposable
incomes of US houbkelds (Bureau of Economic Analysis, 2023).

10 |n Sweden, electricity support to households has mainly been paid out in 2023. However,
Statistics Sweden has booked SEK 26 billion of these payments on 2022, which means that a
|l arge part oficithsuppsreihincluded id thenumbers in figure 1.7.
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explained to some extent by the fact that Swedish electricity prices,
even though they have been historically hagyle, Ileen much lower

than in many other European countries (figure 1.5). For instance, the
electricity price in Germany, which uses large volumes of gas, was on
average 5Q8er cent higher in 2022 than in 2019. In the Nordic region,
which uses much less,ghe corresponding figure was about2s0

cent.

Figure 1.8 Scale of the energy support schemes

Percent of BNP
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Note: GDP for 2021. The figures include all temporary energy support schemes adopted or

announced between September 2021 and January 2023 and nopgoleIjrdeed to the price
of electricity.
Sources: Bruegel (2023) and Eurostat.

In some countries the extensive electricity support schemes have
resulted in a large increase in public expenditure. However, the impact
of the support measures on publiafices has been limited by the

fact that, parallel to this, several countries have taxed the excessive
profits made by energy and electricity companies in order to finance
the measurésin Sweden they have mainly been financed via the
Swedish National Gfib s 6 congestion rentsod,

111n Sweden, unlike in many other European countries, a large part of the revenue from the high
electricity prices has accrued to a state enterprise (the Swedish National Grid, SNG) in the form
of congestion rents instead of to private electricity companies. See section 4.1 for more

information.
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government budgét.Therefore, most of the Swedish electricity
support schemes do not impact on general government net ¥nding.
In 2022 net lending was @&t cent of GDP in Sweden, and it is
expecteda be around zero in the coming years (figure 1.9). The euro
area and the US had substantial deficits in 2022, and the IMF recently
made the assessment in its spring forecast that this will remain so in
the coming years.

Despite the budget deficits in t® and the euro area, their general
government debt decreased as a share of GDP in 2022 (figure 1.10).
The main reason for the fall in these debt ratios is that price growth
has driven up nominal GDP, which is the denominator in the debt
ratio’ The debtratio has also fallen for Sweden, and at the end of
2022 it was approaching the lower interval limit for the debt anchor of
30per cent of GDP.

Private debt looks different. In Sweden it is at a much higher level
than in the euro area and the US, andas@the highest in the world
(figure 1.10). The debt situation in the private sector, combined with
the fact that most Swedish households have variable interest rates on
their loans: means that sensitivity to interest rates is comparatively
high in Swede' Taken together, this means that smaller policy rate
increases are required to achieve a desirable tightening than if these
debts had been lower and a larger share had been fixed interest loans.
The combination of high debt and variable interestoatgdicates
monetary policy decisions and is a risk to financial stability, and
ultimately to the development of the whole macro ecariomy.

2The SNGOds congestion rents are similar to arbitra
is lower where the electricity is produced than wherednsimed. These rents affect the

central government borrowing requirement but are not recognised under an income heading or
appropriation in the budget. For more information, see chapter 2 and chapter 4.

13 1n the National Accounts the electricity supgooin the SNG is recorded first as a tax to

central government and then as a transfer from central government to households and
businesses. The effect on net lending is therefore neutratdseéhibox 2.1.

“l'n Swedends case a bamrkthse rc onretaisnoune diinahcethhnes i Rii kosn t
foreign exchange reserve, which means that public debt is moved from the Swedish National

Debt Office to the Riksbank (whose debt is not included in the Maastricht debt). This transition

was carried out betweEebruary 2021 and December 2022, and has involved a transfer of more

than 3per cent of GDP in public debt,

15 According to Statistics Sweden, justovgr @0r c ent of househol ds® | oans he
refixing period of one year or less.

16 Riksbankn (2022a).

7ibid.
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Figure 1.9 General government net lending

Percent of BNP
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Note: Broken lines refer to forecasts.
Source: IMF vidMacrobond.

Figure 1.10 Debt, private and general government

Percent of BNP
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A substantial part of the private debt both in Sweden and in the euro
area and the US is home Iddhsyears with low interest rates, home
loans have been cheap, which has increased demand for housing and
driven up prices. In the past year, when interest rates have risen, home
loans have instead become more expensive, resulting in lewer resi
dential real estate prices (figure 1.11). In Sweden prices had fallen by
almost 1(er cent at the end of the third geardf 2022 and by
around 1%er cent at the end of the y&afhis means a severe
deterioration of the financial position of homeowners and contributes

to the weakening of household finances in the past year.

Figure 1.11 House prices
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Note: Refers to atesidential property units adjusted for inflation. Data until and including the
third quarter of 2022.
Source: BIS via Macrobond.
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To sum up, the global economy is in a very precarious situation. Low
growth and high inflation are predicted to characteteseational
economic developments in 2023. In 2024 most analysts expect a
recovery as inflation falls and interest rate increases cease. There is,
however, great uncertainty about both how high interest rates need to
be and how long they need to be kgptto stem inflation. The

18|n Sweden home loans amount to arounge&d0cent of GDP (Finansinspektionen, 2022).
19Valueguard via Macrobond.
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troubled situation in the world and in financial markets also means that
there is a risk of new shocks and shifts in the economic situation.

1.2 Developments in Sweden

The mood in the Swedish economy was good at the sta@2of 20
largely due to the rapid recovery from the pandemic. During the course
of the year the situation became much bleaker in conjunction with
Russiads invasion of Ukraine and
to rise, and at the end of the year quafeRl growth was negative.
However, growth for the full year 2022 was positive and totalled
2.6per cent, which is mainly explained by -camey effects from the

strong close to 2029.

Table 1.1 Macroeconomic key indicators

Government, 17 april 2023 2021 2022 2023 2024
GDP 54 2,6 -1,0 1,2
GDP gap? 0,3 1,3 -1,3 -1,9
Employment 0,9 2,7 0,2 -0,2
Hours worked 2,3 2,4 0,4 -0,6
Unemployment 8,8 7,5 7,9 8,3
CPIF* 2,4 7,7 5,9 2,2
Net lending 0,0 0,7 -0,4 -0,6
Structural balance -0,1 0,0 0,0 0,6
Maastricht debt* 36,5 33,0 31,0 31,0
NIER, 29 mars 2023 2021 2022 2023 2024
GDP 53 2,6 -0,6 1,3
GDP gap 0,7 1,0 -1,5 -2,2
Employment 0,9 2,7 0,4 -0,2
Hours worked 2,3 2,4 0,8 0,2
Unemployment 8,8 7,5 7,9 8,2
CPIF 2,4 7,7 6,1 1,7
Net lending 0,0 0,6 -0,1 -1,0
Structural balance -1,0 0,0 11 0,4

20 GDP growth during the course of 2022 was relatively weak. Average quarterly growth was
around zero according to the NREHowever, the last quarter of 2021, when growth was as high
as 2.Iper cent, plays a considerable role in the calculation of growth for the full year 2022. The
high growth at the end of 2021 means that the GDP level at the start of 2022 was significantly
higher than at the start of 2021. As a result, the growth calculated for the full year 2022 is
relatively high, 2er cent, despite weak quarterly growth during the year. This effect is called
a carryover.
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Maastricht debt 36,3 32,5 31,2 32,2

Note:! Annual percentage changBer cent of potential GDPPer cent of the labour force.
4 Per cent of GDP. Applies to both forecasts.
Sources: 2023 Spring Fiscal Policy Bill and National Institute of Economic Research (2023a).

Both the Governmentds and the NIER
high inflation andblw growth in 2023 (see table 1.1). Towards the end

of the year, and especially in 2024, inflation is expected to fall and
growth to become positive again. However, the assessment is that the
recession will continue next year, one result being slighdy high
unemployment.

The weak development of the economy in recent quarters is clearly
seen in assessments of resource utilisation. The GDP gap, which is an
estimate of the difference between actual and potential GDP, falls to
a negative level in 2023 andxpected to stay below zero up until
2026. So far, however, the labour market has been relatively little
affected by the economic downturn. Although unemployment did
increase by a few tenths of a percentage point between December 2022
and February 2023 employment actually decreased viewed over the
full year 2022, while the employment rate increased and the number
of hours worked rose.

Figure 1.12 Number of lay-offs per month
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Note: Monthly data until and including March 2023. Out of tf@a fayoffs in February 2023,
around 11000 came from Humana Assistans, which lost its permit to conduct its business.
Source: ArbetsférmedlingE®wedish Public Employment @arMeejobond.
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Moreover, lapff figures have been low (figure 1.12) and prodwuctivit

in the economy has shown weak gréttinich suggests that so far
businesses have chosen, to a great extent, to retain their workforce
despite weaker demand. The higlofiafygures in February 2023 are

due largely (around @@O0 out of 1®00) to thefact that the care
provider company Humana Assistans lost its permit and issaféd lay
notices for all its employééSo the increase in February cannot be
interpreted as a cyclical effect. However, unemployment will rise
slightly both this year and hggar in the assessment of the Gavern
ment and the NIER.

Figure 1.13 Change in householdsd cons

Percentual change and change in percentage points
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Source: National Institute of Eaamic Research (2023a).

In the full year 2022 household consumption increasedoey 2eht,
but, as with GDP, a very strong close to 2021 contributed to the
relatively strong annual figure (figure #13)nsumption decreased

21 According to the calculations of the NIEROZ3a), the productivity gap (productivity
compared with potential productivity) falls more than the labour market gap (the number of
hours worked compared with the potential number of hours worked) in 2023. In 2024, however,
the labour market gap falls ewveore while the productivity gap gets less negative.

2Dagens industri (2023).

2 See Footnote: 21.
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in the second half of tlyear and in the last quarter of the year it was

just over der cent lower than at the end of 2021 in constant Yrices.
Househol dsd scope for consumption \
due to rising electricity prices and interest rates, but wasehioyai

many households reducing their savings. Savings fepdayc2t of

disposable income in 2022 and reachegd&Bc@nt at the end of the

year, which is the lowest level since 2017. In 2023 and 2024 the NIER
expects househol destd besrelativelygaw. t o C
Consumption is expected to decrease in 2023, and to then recover in

2024.

The nominal increase in disposable income in 2022 was lower than
inflation, with the result that real disposable income per inhabitant
weakened by Opér @nt (figure 1.7). As noted in the previous section,
the deterioration is, however, relatively small in relation to inflation,
which may be due to rising labour income and the fact that various
discretionary measures taken by the Government have soféened th
fall?® In 2023, however, real disposable income per inhabitant is
expected to fall further by several percentage points. The fall will be
cushioned slightly by the outcome of the wage negotiations at the end
of March, when the social partners signed ap agreed rate of wage
increases of 4ger cent in 2023 and 38&r cent in 2024. This is a
higher agreed rate of wage increases than in the last decade, but one
that we judge to be consistent with the inflation target in the long
term?

The income d®ease in 2023 was also cushioned because some
taxes and transfers are ind&aud because the high inflation from
2022 impacted on tax and welfare systems as of January this year.
Figure 1.14 shows how much the rules of public tax and transfer
systemsféect nominal disposable income in different income groups
(deciles) in 2023 compared with a scenario with inflatiggentént
in 2022. It is clear to see that low and-imgbme earners get stronger

24 Seasonally adjusted, Statistics Sweden via Macrobond.

25Hourly wages rose by 2&r cent in nominal terms in 2022 (National Institute of Economic

Research, 2023a). Examples of discretionary measures that counter the decrease in real income

are the electricity support schemes and the increase in the gyemsiteein August 2022.

%The outcome of the negotiations can be compared \
was published just before the agreement was concluded. For 2023 and 2024 it forecast a wage

increase rate of 3p@r cent and 3.gder cent espectively along with a CPIF forecast of just

under 2per cent for 2024 and 2025 (NIER, 2023a).

27 Around half of the benefits in the social insurance system are linked to the price base amount

(Swedish Social Insurance Ag@rassakringskass@23).
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inflation protection from public systems than reiddtome earners.

In the lower income brackets this is mainly due to-ipdeged
transfers such as guarantee pension, sickness benefit and sickness
compensation. Above the eighth decile the main explanation is that
the threshold for national income &mxaised with inflation and was
therefore increased in 2023.

Figure 1.14 Inflation protection in the tax and transfer systems for
different income groups

Percent of disposable income
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Note:The figure shows the percentage effect of tax and transfer regulations on nominal
disposable income in 2023 compared with if inflation had hesgrcént. Those with the lowest
incomes are in decile 1 and those with the highest in decile 10.

Source: Own calculations using the FASIT microsimulation model.

Househol dso p tas cals@ beem gffectpdo by ethe

Ri ksbankdés policy rate increase
autumn 2022, househol dsd interes:c
from 3per cent to Per cent of disposable income up until 2025.

The effect of interest rackhanges on househol d:c
thereby on their consumption, is one of the most important channels
for the operation of monetary policy. So the effect of the interest rate
increases on househol dsod6 di sposa

28 Riksbank (2022b). The policy rate has, however, risen more rapidly than expected by the
Riksbank when its analysis was conducted in September 2022.
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As mentioned in thprevious section, interest rate increases and
the erosion of househol dsd di sposa
on the prices of housing and other assets. House prices in Sweden fell
by more than 1per cent in 2022. At the same time, stock exchanges
around the world are at much lower levels than at the end of 2021.

Thi s devel opment l ed t o househol o
decreasing by around dér cent in nominal terms in 2022 (figure
1.15) . Househol dsd financetls have

falling incomes and lower asset values.

Figure 1.15 Households6 financial assets
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Note: Quarterly data, the last observation is the fourth quarter of 2022.
Source: Statistics Sweden via Macrobond.
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Househol dsd finances have al so beece
Swedish krona has lost value in relation to global currencies such as

the euro and the US dollar. The weakening of the SEK exchange rate
appears to be an expression of a trend that hash@ace since at

least 2015, after the Riksbank set its policy rate at a negative level for

the first time and began to buy government bonds (figure 1.16). Then

the weakening of the exchange rate was a deliberate monetary policy
strategy intended to makeport goods more expensive and raise

inflation to the target. At present the falling exchange rate is, on the
contrary, problematic since inflation is far too high. Major weakening

of the exchange rate can have sub
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prosperiy, not only by raising domestic inflation, but also by
increasing the costs of international travel and purchases from abroad.
The current account surplus fell in 2022 after having strengthened
before then since 2016 (figure 1.17). What happened lastsydae
both to a deterioration of the terms of trade and to a decrease, in real
terms, in net exports despite the weaker exchange rate. For several
decades Sweden has had a current account surplus. This means that
Swedish businesses and households rawawated large financial
claims on other countries.

Figure 1.16 The Swedi sh kronads exchan
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Note: From 4January 1993 to 30 March 2023.
Source: Riksbank via Macrobond.
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Figure 1.17 Swedenodéds current account bal a

Percent of BNP

Note: The current account lzalce is the difference between what is produced and what is
consumed in the country.

SourceStatistics Sweden via Macrobond.

To sum up, the Swedish economy is in an uncertain situation
characterised by high inflation and low growth. GDP growth was
relatvely weak during the course of 2022, but so far the business sector
seems to have been cautious about reducing its labour force. The weak
growth of demand in the second half of 2022 is one important reason
why the labour market is now showing signs obneek The overall
assessment is that the Swedish economy is in a recession that will
continue next year, resulting in rising unemployment.

Russiads war of aggression on Ukr
economic developments looking ahead, especi&llydpe. Most
assessments assume low demand in 2023 at the same time as supply
disturbances subside, leading to rapidly declining inflation and an end
to interest rate increasetsrm The s
inflation expectations, in combinatwith the outcome of the round
of wage negotiations, point in that direction. However, there is still
concern that a return to the inflation target will not happen as forecast,
that the security policy situation will deteriorate and that there will be
further instability in financial markets. These dark clouds entail a clear
risk of a weaker than expected economic development in the coming
years.
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1.3 The chapters in this ye.

Several dramatic shifts in economic policy have been required to
respnd to the upheaval resulting from events in recent years. The
international discussion has moved from stressing the permanence of
low interest rates and the need for an expansionary fiscal policy during
and after the pandemic to focusing instead on cioxgbatiation

through rising interest rates and a resultant need for fiscal restraint. In
this yeards report we take a bro
both current issues and letegm trends that fiscal policy will need to

take into accoun ithe future.

InChaptere address the core of the
whether the fiscal policy in the 2023 Budget Bill and the 2023
Economic Spring Bill are consistent with the fiscal framework.

In Chapter @e analyse fiscal policy fromtabgisation policy
perspective and discuss, in particular, the role of fiscal policy when
growth is weak and inflation high. Our analysis largely starts from the
situation when the 2023 Budget Bill was presented, and its purpose is
to evaluate whether thmolicy planned, including the electricity
support schemes, was appropriate to the economic situation. Since the
2023 Budget Bill has been supplemented with action in the Spring
Fiscal Policy Bill, we also comment how policy stands in relation to
the preset situation.

In Chapterwe evaluate the electricity support schemes, by far the
largest economic policy measure in the past year. We discuss the size
and design of these schemes and the distribution of responsibilities
between the Government and thermies concerned. We highlight
what could have been done differently and what lessons can be learned
for the future.

In Chapter We take a step back and look at fiscal policy over the
past two decades. We analyse how fiscal policy has been conducted
over the business cycle, considering both how it was designed in
Budget Bills and when it is measured retrospectively.

In Chapterw@e conclude this report by discussing fiscal policy from
a longer forwartboking perspective. The purpose is to contribute to
a discussion on what is an appropriate fiscal framework, a question
that will soon be topical when work ahead of the next framework
review needs to start. We discuss matters including the need for
investments and the implications for fiscal policy if theroma
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economy is <characterised by ©Osecul
inflation episode.
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2 The fiscal framework

This chapter discusses whether the fiscal policy in the 2023 Budget Bill
and the 2023 Spring Fiscal Policy Bill was in line witfisthé
framework, focusing on the budgetary policy objectives: the surplus
target, the expenditure ceiling, the debt anchor and the balanced
budget requirement for municipalities and regions. In Chapter 3 we
deepen the discussion of what is an approfised policy in times

of high inflation and declining demand with a focus on the
Governmentds policy, including t

2.1 Unclear points concerning fiscal policy in
the 2023 Budget Bill

The economic prospects in the 2023 BuBdewere bleak. GDP
growth, which had been strong in both 2021 and 2022 during the
recovery from the pandemic, was expected to be negative in 2023 and
both private and public consumption were estimated to decrease in
real terms. The negative GDP growtbans that the GDP gap
deteriorated sharply between 2022 and 2023 and was estimated to fall
from 0.2per cent in 2022 td..7per cent in 2023, i.e. a decrease of
1.9percentage points. Thus 2023 was judged to be a year of recession.
The general governmesiructural balance, which shows what
general government net lending would be in a normal economic
situation, is usually used to assess the adaptation of fiscal policy to the
economic situation. When the economy is facing a recession judged to
be substardil, the Government should normally try to conduct an
expansionary fiscal policy to soften the downturn. This means that the
structural balance is below the level of the surplus #afget.
structural balance was estimated in the 2023 Budget Bipjeaxorvt
of potential GDP for 2022 and at pét cent for 2023 (figure 2.1). In
both years the balance was therefore slightly higher than the surplus
targetds | evel pdroentofnGBP antl iernse byn g ¢
0.3percentage points between 20&2 2023. Both the level of the
balance in 2023 and the change between 2022 and 2023 thereby point
to a slightly contractionary fiscal policy.

2 See section 5.1 for an outline description of fiscal policy over the business cycle and terms in
fiscalpolicy. See also the glossary at the end of the report.
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In the 2023 Budget Bill the Government made the assessment that
there was no deviation from the surplus targatording to the
Framework Communication there is a deviation from the surplus
target if the structural balance deviates clearly from the target level of
0.33per cent of potential GDP for the present year or the next year,
i.e. budget year 2023. The framewk does not specify
deviationd means, but the Council
structural balance deviates from the target level by at Ipasiceri
of potential GDP. In the 2023 Budget Bill the deviation was less than
that. The suctural balance in 2023 was estimated peOcént of
potential GDP and thereby exceeded the target levepleyderAtage
points. So the structural balance did not deviate clearly from the target
level, but it did deviate upwards, contrary to vghabrmal in a
recession. Moreover, the balance increased slightly between 2022 and
2023 despite a rapid deterioration of the economic situation, which
also goes against established stabilisation policy.

One explicit purpose of the fiscal framework isth@tger public
finances will enable an active fiscal policy in recessions, especially
when the GDP gap, as in 2023, is less-thaper cent’ Normally a
structural balance that was clearly lower than the target level would
have been more consistenithwthe framework than a structural
balance, as in the 2023 Budget Bill, above the target level. However,
the Framework Communication also states that fiscal policy needs to
oensured6 that the effects on demanr
possi blned |%&d® goemmaent is clear that it is the high
inflation that is the cause of the relatively restrained fiscal policy in the
weak economic situation. In an overall assessment, the Council
considers that the structural balance is in line with the framedork an
that inflation justifies a higher balance than would have been desirable
if inflation had been low. Whether fiscal policy, including the electricity
support schemes, is appropriate from a cyclical perspective is
discussed further in the next chapter.

3The Framework Communication defines a onor mal ec
GDP gap is in the interval +1p®r cent of potential GDP, Govt Comm. 2017/18:207, p. 15.
31Govt Comm. 2017/18:20p. 15.
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Figure 2.1 General government saving and GDP gap

Percent of GDP and potential GDP

2017 2018 2019 2020 2021 2022 2023 2024 2025
mmmm Net lending Structural balance = GDP gap

Note: Broken bars and lines refer to forecasts.
Source: 2023 Budget Bill

As indicated, the structural balance has a prominent place in the
framework when fiscal policy is evaluated in relation to thessurpl
target. The structural balance is also used as an indicator of how fiscal
policy influences demand in the economy. It is influenced by many
factors and the metric may sometimes need to be adjusted for
extraordinary circumstances in order to be beteetaabnalyse what

effect fiscal policy has on demand. There are several special factors to
take into account this year. The Government discusses some of them
and argues that departures from the structural balance are reasonable
when the direction of fidcgolicy is discussed. However, the
departures have been presented in an unclear way and with little
explanation.

For changes in the structural balance to be a useful metric of the
direction of stabilisation policy, it must reflect, in a reasonable way,
how economic policy influences the growth of demand in the
economy. When the 2023 Budget Bill was presented, the congestion
rents and electricity support were classified as part of the private sector
in the National Accounts (NA). Therefore, neither revieoorethe
congestion rents nor expenditure for electricity support were included
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in the general government balg@hAdde measures presented in the
2023 Budget Bill totalled SEK Bilion?® but that amount thus did
not include the electricity support etresugh it is to be regarded, in
economic terms, as a fiscal policy measure. In the 2023 Budget Bill the
electricity support schemes to households and businesses were
estimated at around SEK lGibion*, i.e. considerably more than all
the other measurésgether. The fact that the congestion rents and
electricity support go via a state enterprise thus means that a significant
part of fiscal policy fell outside both the established metrics for the
direction of fiscal policy and the normal budgetary process

The Government took some account of this by writing in the 2023
Budget Bill that if the electricity support is included, the direction of
fiscal policy changes from being weakly contractionary to being
neutral. It is difficult to understand how the Gowrent arrived at
that conclusion. The electricity support schemes mentioned in the
2023 Budget Bill thus totalled around SEKiEOn; when the
Government adds these support schemes, then, with their metrics, this
ought reasonably to mean that the budges from being weakly
contractionary to being expansionary, not neutral. Furthermore, there
was no description or explanation in the Bill of when or how much
the electricity support was judged to affect the economy, and it was
therefore difficulttofalw t he Governmentds reas
fiscal policy influences the development of the economy. Moreover,
excess congestion rents need to be weighed into the economic
assessment. Only taking account of the electricity support schemes
means a partial arsiyy as set out in-gdepth box 2.1 below the
reclassification of the National Accounts in February 2023 also means
that both the congestion rents and the electricity support have to be
included in net lending.

32The electricity support of SEKb8llion paid in spring 2022 was not designed in the same way.

It was paid from the budget and was included in the balance like other expenditure. The support
to electricityintensive companies, estimated at SEKillion was on the expenditure side of

the budget for 2023 even though the 2023 Budget Bill was unclear about whether it would be
financed by congestion rents.

332023 Budget Bill, Budget Statement ppl32table 1.1.

34This refers to the electricisupport schemes based on consumption in Octoberd2021
September 2022. Chapter 4 describes all electricity support schemes announced and paid out in
2022 and 2023.
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In-depth box 2.1 Change in the reporting of congestion rents and
electricity support

On 8February 2023, i.e. after the 2023 Budget Bill, Statistics |Sweden
announced a change in the reporting of the excess congestjon rents
and the electricity support schemes in the National Accounts (NA
The congestion rents not used for electricity support are reparted, as
previously, as part of the private sector and do not affect the public
finances. However, the electricity support schemes and the excess
congestion rents, which finance these schemeeslassified as being

in the public sector. In accounting terms, the rents used for electricity
support are transferred from SVK to the State in conjunction with
decisions to grant support. The electricity support schemes jand the
excess congestion retiherefore cancel out one another so that net
lending is not affected. Therefore the possible effects of the electricity
support schemes and congestion rents on the economy [are not
captured by net lending or the structural balance and do not affect the
normal metrics for the direction of fiscal policy.

The National Accounts report the electricity support to housgholds
(SEK 17billion) in 2022, while the subsequent support to housgholds
(SEK 10billion) and the support to businesses (SEK 29 billion) are
reported in 2023. The revenue that finances the support schemes is
handled as a book transfer from SVK to the State at the same time as
the support is paid, and is classified as a tax.

However, the effects on demand depend on when the congestion rents
werepaid and when the electricity support was announced and paid
out, and not when it is booked. Payments in the first electricity support
scheme were made in spring 2022, and the scheme had no link to
congestion rents and was, instead, financed on the blinget.
congestion rents that finance the subsequent electricity support
schemes were largely paid in 2022. The second electricity support
scheme was announced in autumn 2022 and payments were made in
February 2023. The third electricity support schemencasaed in
January 2023 and payments are expected to be made in the spring.
Payments from the electricity support scheme for businesses are also
expected to be made in 28231 an overall assessment, the

35 The support to businesses is, however, judged to have a limited effect on demand, see Chapte
3.
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contractionary effect of the congestion rentsgtigbdominated in

2022, while the expansionary effect of the electricity support schemes
dominates in 2023. Viewed over the two years, however, the effect on
demand is neutrdlThis analysis of effects on demand stands even if
the National Accounts hatlasen to book the congestion rents and

the electricity support schemes associated with them in the same year.

In addition to the electricity support schemes, there is another
temporary factor that should be taken into account. The surpluses
from stateownel enterprises delivered to the central government
treasury in 2022 were unusually large, especially from Vattenfall. These
temporarily high surpluses amounted tp€x.8ent of GDP and were
chiefly generated from revenue from sales in Germany and
compens#on for the premature closure of German nuclear power.
These surpluses contributed to strengthening the structural balance in
2022 without there being any corresponding lower demand in the
Swedish economy. Accordingly, there are grounds for disregarding
these temporary revenues in the calculation of the structural balance
and not taking them into account when assessing the direction of
policy. This means that it is more appropriate this time to analyse the
change in the primary structural balance whersiaugathe direction
of fiscal policy, i.e. excluding changes in net capital, which includes the
above mentioned dividends.

The 2023 Budget Bill reports that fiscal policy has a weakly
contractionary impulse with a structural balance that is strengthened
from 0.4to 0.7per cent of potential GDP between 2022 and 2023.
But, as stated above, these calculations do not take account of
congestion rents, electricity support or the temporarily high dividend
revenue. If these factors are included, the structiaratdavould be
higher in 2022 and lower in 2023 than reported in the 2023 Budget
Bill, and the balance would decrease considerably between 2022 and
2023, from 1.1 teD.3per cent of potential GDP.

In table 2.1 we give a simplified presentation of haemtigestion
rents, the electricity support and the extra dividends from Vattenfall
could be taken into account in the assessments of the direction of fiscal
policy in the 2023 Budget Bill. If the congestion rents had been a tax
and the electricity suppont@xpenditure from the budget, the balance
would, in principle, have been affected as shown in the table. Then the

36 See section 3.3.
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structural balance in 2023 would not have exceeded the target level as
it does in the 2023 Budget Bill, but would instead have been below the
target level.

Table 2.1 Expanded structural balance

Percent of potential GDP

2022 2023
2023 Budget Bill, struct. bal., level 0,4 0,7
Electricity support, change
Congestion rents, higher revenue +1,0
Electricity support, higher expenditure -1,0
Temporarily high payouts, change -0,3
2023 Budget Bill, struct. bal., expanded level 1,1 -0,3

Sources: 2023 Budget Bill and own calculations.

2.1.1 Change of method for calculating potential
GDP

Apart from congestiaments, electricity support and dividend revenue,
there is another, and more serious complication in the 2023 Budget
Bill, namely that in June 2022 the Government changed its method of
calculating potential GDP in current prices. In normal circumstances
this change of method would not be of such great importance, but the
high inflation means that considerable differences arise. Briefly, the
change of method means that the effects of inflation on potential GDP
in current prices are evened out over time, Wdacls, in turn, to a

more even development of the structural balance. The average
structural balance in 2@2025, and therefore the aggregate fiscal
space, is not affected to any appreciable extent, but the effect for
individual years is considerdbar 20262021 the balance is higher
with the new method, but for 2@2P23 it is lower instead (figure
2.2). According to the 2023 Budget Bill the structural balance was 0.4
and 0.7per cent of potential GDP for 2022 and 2023 respectively.
With the old métod it would have been higher in both years and
would instead have been 0.9 anddr6ecent respectivélyif the

37 Swedish National Audit Office (2023) drew attention to the change of method.
38According to the Swedish National Audit Of fic
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original method had been retained, fiscal policy would thus have
appeared to be clearly contractionary in the 2023 Budget Bill.

Figure 2.2 Structural balance using new and old method

Percent of potential GDP
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Note: Broken lines refer to forecasts.
Source: Swedish National Audit Office (2023)
The structural balance affects, in turn, the space for political measures
since this space normally consists of the diffetsztoasen the
structural balance and the level of the surplus target pe0@&sht
of GDP. With the previous calculation method the space for 2023
would thus have been almost SEKbibn larger. However, the
change of method does not mean that theespareases perma
nently, but only means a shift in the distribution between years. With
the old method, the peak inflation in 2023 would have a greater impact
and create space, but by 2024 the space would then decrease again.
The Government Offices takée view that the change of method
does not have any impact on the space for lasting fiscal policy
measures and that it primarily decreases the variation in the structural
balance between years inst€blde change of method is, however, of
great importace for the calculation of the structural balance in 2023,
and it is not possible to rule out that fiscal policy assessments and
deliberations would have been different if the method had not been
changed.

39 According to conversation with the Government Offices.
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The NIER has not made the same change of methdite as
Government. This means that considerable differences have arisen
bet ween the Governmentos and tF
structural balance and the distribution of the fiscal space in the coming
years. There is certainly no uniform way of catgufaitential GDP
and these calculations differ between forecasters. The Framework
Communication says that the Government will calculate the structural
bal ance usi ng &dhemethiodsiare, Assthtedyymtt h o
identical and it is difficult teetermine what is accommodated in the
term oOestablished method©o¢. The
contributed to making compari so
NI ER6s cal cul ations more diffic
particularly important to exah why the change of method was made,
what effects it has and to what extent it has influenced the direction of
fiscal policy. Unfortunately, nothing of this is mentioned in the Budget
Bill. While the Government does refer to two technical memorandums
abaut the calculation methods, the effects on the structural balance or
assessments of the direction of fiscal policy are not set out there either.

The Council does not take a position on which method is most
correct technically but thinks that it is obvitheg a change of
calculation that has major effects on the structural balance needs to be
described, assessed and made available to readers of the Bill. Clarity is
a core feature of the fiscal framewibitis remarkable that a change
of method that hasajor effects on a quite central variable for the
evaluation of fiscal policy is glosseer like this.

Temporary variations in a calculated annual fiscal space should not
form the basis for the dimensioning of lasting fiscal policy measures.
Jumpinessni policy creates problems. It is therefore important to
distinguish between temporary and lasting changes of the fiscal space.
The present strong variation in the estimated rate of inflation creates
difficulties in assessing what is a reasonable fiseahsih& next few
year$? The NI EROGs <calculations fron
accumulated fiscal space in 82027 of around SEK 1@®dllion, but
this space is spread very unevenly over time and in 2025 there is almost
no space at alchangeolitemetBal ofealculatign t &

40 Govt Comm. 2017/18:207, p4.

4 Govt Comm. 2017/18:207, p. 8.

42|n the 2023 Spring Fiscal Policy Bill, CPIF inflation is estimated topsr 6eéht in 2023 and
to decrease to 2p&r cent in 2024.
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potential GDP contributes to evening out the variations between
years, which gives a more even time profile for the annual fiscal space.
However, the fiscal space should not solely be assessed annually;
account must alsbe taken of the years after the budget year in
guestion. The central point is that the accumulated space is the same,
irrespective of the method chosen.

2.2 The 2023 Spring Fiscal Policy Bill

The Spring Fiscal Policy Bill 2023 estimates the struefaraiebat
0.0per cent of GDP in both 2022 and 2023. The deviation from a
normal economic situation, the GDP gap, was smaller in 2023 than in
the 2023 Budget Bill but was greater thereafter and the gap was
estimated to close in 2026, i.e. one year lateirtthe Budget Bill.
Appropriations for 2023 were increased for e.g, defence, housing
allowance for families with children, adult education, study support
and sick leave costs. In all, appropriations increased by around SEK
4 billion®* The structural kance in the present and coming year were
not judged to deviate clearly from the target level gb€.g&nt of

GDP and the deviations were estimated to be within the interval of
+ 0.5per cent used as a benchmark for target deviations. The balance
is nd affected by the electricity support schemes. This is because, in
accounting terms, the expenditure for the support coincides with
increased revenue since corresponding congestion rents are
transferred from SVK to the State and therefore constitutenaeeve

tem(ndepth box 2.1). The Governmentd

policy was in line with the surplus target. The Council shares that
assessment. As regards the 2023 Budget Bill, the Council makes the
assessment that the weak economic situatich ltavg provided
grounds for a lower net lending, but that the high inflation justifies a
more restrained fiscal policy.

43The measures for 2023 were proposed in the Spring Amending Budget, Govt/B8I WP 2
but are not included in the calculations in the 2023 Spring Fiscal Policy Bill.
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Figure 2.3 General government net lending and GDP gap

Percent of GDP and potential GDP

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
mmmm Net lending Structural balance - GDP gap

Note: Broken bars and lines refer to forecasts.
Source: Spring Fisd@blicy Bill 2023.

2.3 The budgetary process

According to the fiscal framework, the budgetary process is te be well
organised and unified so that political priorities are made clear and the
Riksdag is given an overall picture of the budgetandmic policy.

A wellorganised process contributes to a good analysis and the need
for priorities. In principle, the Spring Fiscal Policy Bill is only to
contain guidelines for economic and budgetary policy, and amending
budgets should normally only on measures affecting the present
year, i.e. no permanent reforms. The Government followed this
practice in spring 2023 and the Spring Amending Budget only con
tained some temporary spending and vehased adjustments of
certain expenditure.

The requiement that the budget has to be presented and adopted
in a unified way does not, however, mean that it cannot be amended
or supplemented. For example, the Government can submit ordinary
amending budgets (in conjunction with the Budget Bill and the Spring
Fiscal Policy Bill) or extra amending budgets and Riksdag Committees
can raise matters through their own initiatives. Amendments of the
budget should, however, be made with restraint. Special reasons are
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required to submit an extra amending btfdget exeptional reasons
are required to be able to submit a proposal relating to the coming
budget year after the Budget ‘Bilburing the corona crisis the
Government submitted extra amending budgets on a large scale and
the pandemic was a special reason fogdo®® Ther eaf t er Rus s
invasion of Ukraine also came to be a special reason that opened up
the possibility of using extra amending budgets.

We discussed this our report for 20&2d did not criticise the use
of extra amending budgets to handéectirona crisis or expenditure
caused by the war. But we did point to the risk that amending budgets
are also used for proposals that are not acute and that ought to be dealt
with in a regular budgetary process. We stressed that it is important
that the us of amending budgets, extra amending budgets and Riksdag
committee initiatives becomes restrained again. Amending budgets
should be used, in the first place, to supplement or correct the budget
on account of external changes that could not be foresgextran
amending budgets are limited to occasions when there are special
reasons and there is no time to await a regular amending budget.

After the 2023 Budget Bill three extra amending budgets have been
presented, they have been justified with referenttee tRussian
invasion of Ukraine and have been of limited scale. The extensive use
of extra amending budgets during the pandemic has thus declined and
the budgetary process appears to have been normalised. Against the
background of the concern expressethe Fiscal Policy Council in
|l ast yeards report, it is importan
has taken place. At the same time, we continue to be concerned about
the budgetary process. An erosion of established practice previously
took place vg quickly, and the improvement that has now taken place
is probably bound up with the current parliamentary situation.

2.4 The expenditure ceiling

The expenditure ceiling is intended to contribute to budgetary
discipline and credibility for the publ@hces. The ceiling is set three
years in advance, which creates a multiyear perspective and reduces the

44 Chapter 9, Article 6, second paragraph of the Riksdag Act.
45 Chapter 9, Article 5, third paragraph of the Riksdag Act.

46 Swedish National Audit Office (2022)

47Fisca Policy Council (2022), section 2.2.
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risk that temporarily high revenue will be used for enduring
expenditure commitments. The expenditure ceilings are also intended
to make clear priois between different expenditure areas and will,
according to the Framework Communication, create better conditions
for achieving the surplus target.

There are no formal impediments to the Riksdag amending an
adopted expenditure ceiling, but the edtablipractice is not to do
so. During the corona epidemic, however, the expenditure ceilings for
202®2022 were raised considerably, while the ceiling for 2023
remained at the same nominal level as was decided before the corona
crisis. The increases welesttarge but temporary. The Council wrote
about this in its reports in both 2021 and 2022 and considered that the
increases of the ceilings were justified, but underlined at the same time
that it was important that the increases were not allowed to lead to
weaker budget discipline. However, we took the view that the risk was
limited since it was obvious that the increases were due to factors
beyond the control of the Government and because the expenditure
ceiling was estimated to return to a level thaiGthernment
considered appropriate before the corona crisis.

The 2022 Spring Fiscal Policy Bill estimated that the ceiling would
be exceeded by SEKillion, and the margin for 2024 was estimated
at SEK 2illion. According to the framework the safetygmarfor
2023 and 2024 at that time ought to have been SBKiI&@8 and
SEK 32billion® The Budget Act says that if there is a risk that an
approved expenditure ceiling will be exceeded, the Government shall
take measures to avoid this or propose smgemeasures to the
Riksdag. The Government did not take any such measures and
justified this in the 2022 Spring Fiscal Policy Bill by the uncertain
situation, but wrote that they had also begun work to be able to revert
with expenditurimiting measures the 2023 Budget Bill. The
Council takes the view that the Government ought at least to have
discussed the scale and direction of such measures in the 2022 Spring
Fiscal Policy Bill and what traufes and priorities could be
considered.

One possibilityf the expenditure ceiling risks being exceeded is to
propose raising it to the Riksdag. It is, however, important that the
ceiling is not altered too lightly if it is to retain its credibility and this is

481.5 and 2.@er cent of expenditure covered by the ceiling.



Swedish Fiscal Policy 2023 51

why there is an established practice that aneddogiling stands.
However, a practice has also developed to the effect that it is not
reasonable for a new government that wants to change the direction
of economic policy to be Dbound
expenditure ceiling. Politically grouncieghges of the ceilings of this

kind took place at the changes of government in 2006 and 2014.

The change of government in autumn 2022 meant that the question
of how a threatened expenditure ceiling would be handed remained
unanswered. The outgoing goweent never have a detailed account
of how it had intended to handle a threatened expenditure ceiling and
the incoming government did not comment on the matter in the
Budget Bill.

In the 2023 Budget Bill the new Government proposed increasing
the expenditre ceilings as of 2023 and justified this by saying that the
change in the direction of fiscal policy required higher expenditure
ceilings. The Government made the assessment that the new levels of
the expenditure ceilings would provide space for prigigtyns in
the 2023 Budget Bill and in coming budgets during the electoral term.
The ceilings were also judged to secure sufficient margins to be able to
handle the unusually great fiscal risks facing Sweden, including more
permanently high inflation, aeegper recession and uncertainties
around the war in Ukraine. The ceilings for 2023 and 2024 were raised
by SEK 12illion and SEK 15Billion, and the ceiling for 2025 was
proposed to be 10%llion higher than the assessment made by the
previous Governnm in the spring (table 2.2).

Table 2.2 Expenditure ceilings in the 2022 Spring Fiscal Policy Bill,
the 2023 Budget Bill and the 2023 Spring Fiscal Policy Bill

SEK billion and per cent

2022 2023 2024 2025 2026

SB22 Expenditure ceiling 1634 1539 1595 1720 i
Percent of pot. GDP 28,6 26,0 26,0 27,0 i

BB23 Expenditure ceiling 1634 1665 1745 1825 T
Percent of pot. GDP 27,8 27,0 27,0 27,0 i
Capped expenditure 1579 1594 1643 1662 i
Budgeting margin 55 71 102 163 i

SB23 Expenditure ceiling 1634 1665 1745 1825 1860
Percent of pot. GDP ) 27,1 27,1 27,2 26,5

Capped expenditure 1559 1594 1663 1689 1691
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Budgeting margin 75 71 82 136 169

Note: SB=Spring Fiscal Policy Bill, BB= Budget Bill.
Sources: 2028pring Fiscal Policy Bill, the 2023 Budget Bill and 2023 Spring Fiscal Policy Bill.

Since the expenditure ceiling is set in nominal terms and the GDP
calculations are changed, the ceiling as a percentage of GDP and
potential GDP differs from the plans enlaid down. In the 2022
Spring Fiscal Policy Bill the ceiling for 2023 wap&6€ent of
potential GDP. (Table 2.2). However, when first adopted it was
27.1per cent? The ceilings for 2024 and 2025 were estimated at 27.1
and 27.@er cent of potentiaGDP when first presenté&tAfter
increases in the 2023 Budget Bill the expenditure ceilings for 2023
2025 were 27kr cent in all three years. The increases in the 2023
Budget Bill were thus large in nominal terms, but in relation to
potential GDP thg are better described as a return to the levels that
applied when the ceilings for 2825 were set for the first time.
Previous Governments have related the level of the expenditure
ceilings to potential GDP, falling weakly during the Alliance period
(200®2014) and an unchanged share in the subsequent two electoral
terms (20182022). The ceilings proposed in the 2023 Budget Bill
mean a continuation of what has mainly applied since 2014, i.e. that
the expenditure ceilings are to be an unchanged slpaterdial
GDP. However, the expenditure ceiling announced for 2026 in the
Spring Fiscal Policy Bill 2023 was a reduction in relation to potential
GDP.

492021 Budget Bill, p. 65.
50The ceilings for 2024 and 2025 were presented in the Spring Fiscal Policy Bills for 2021 (p.
57) and for 2022 (p. 67)
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Figure 2.4 Expenditure ceiling and expenditure covered by the
ceiling

Percent of potential GDP
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Expenditure ceiling Capped expenditure, Spring Bill 2023

Note: Potential GDP from the NIER (March 2023) is used in the figure. Broken lines refer to
forecasts.
Sources: 2023 Spring Fiscal Policy Bill, NIER and own calculations.

The expenditure ceilings as a share of GDP are an important economic
policy variableNevertheless, not much space has been given to the
reasons for the expenditure levels proposed. More space ought to be
given to how the Government views the development of expenditure
from a mediunterm perspective.

It may be worth noting that to the ext that the expenditure
ceiling is set as a share of potential GDP, the previous calculation
method discussed above has an effect not only on the space under the
surplus target but also on the level of the expenditure 2eiling.

2.5 The debt anchor

The debt anchor was introduced in 2019 as a complement to the
surplus target. The idea was not to let the debt anchor steer policy, but
to give the fiscal framework a memory and thereby avoid systematic
deviations from the surplus target leading to an siuable

development of debt. The debt anchor relates to the Maastricht debt

51|f the ceiling had been set as a share of potential GDP calculated by the previous method, it
would have been higher 2023 and 2024, but lower in 2025.
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and is set by the Riksdag ap86cent of GDP, which was judged to

be a suitable level both to provide economic room for manoeuvre in
the eventof adeepcrisisand areasopable et y mar gi n t
limit of 60per cent of GDP. The debt anchor has a tolerance interval

of 10percentage pounce, i.e. the debt is allowed to vary between
30and 4(@er cent of GDP.

Figure 2.5 General government net debt (Maastricht debt)
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Note: Broken lines refer to forecasts.

Sources2023 Budget Bill, 2023 Spring Fiscal Policy Bill.

If the debt ratio comes outside the tolerance interval, either regarding
the outcome for the previous year or the forecasts for the present or
coming year, the Gavement is obliged to submit a communication

to the Riksdag in conjunction with the Spring Fiscal Policy Bill and
explain how the deviation has arisen and how it intends to handle it.
However, the rules say nothing about which measures, if any, the
Governmet should take if the debt comes outside the tolerance
interval.

As a result of the corona crisis, the extensive measures and the
decline in GDP of almostg®r cent, the debt ratio rose by around
5per cent of GDP in 2020 and reached B8rxent. In 202 and
2022 the debt ratio fell rapidly, and it was estimated in the 2023 Budget
Bill as 31.@er cent of GDP at the end of 2022. About half of the
decline, aroundg®er cent, is due to a technical change. The Riksbank
has changed its method of financimgftineign currency reserve from
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borrowing from the Swedish National Debt Office (NDO) to
financing its own foreign currency purchases and has, in 2021 and
2022, therefore increased its own borrowing and reduced its NDO
borrowing to a corresponding extdntthe national accounts the

Riksbank is not included in the general government sector, which
means that the NDOG6s | ower borrowi
while the Riksbankds higher borrow
government gross debt thfere falls as a result of the change in
borrowing?? Without this technical change the debt in 2023 would

have been just under @& cent of GDP. In 2022 the Riksbank made

a loss of SEK 8hillion and in 2023 it will need to submit a request to

the Riksdg for a contribution of capital to restore its equity to the

basic level of SEK 4dillion. This will raise the Maastricht debt to a
corresponding extent.

According to the calculations in the 2023 Budget Bill the debt ratio
continues to fall after 2022 and , I n 2023, under th
lower tolerance limit of 3@r cent of GDP. In the 2023 Spring Fiscal
Policy Bill the debt ratio was slightly higher and was estimatpdrat 31
cent of GDP in both 2023 and 2024. This means that the debt ratio
was wihin the tolerance interval of &0per cent and the
Government therefore did not need to submit a communication about
the debt anchor to the Riksdag. Even after 2023 the debt ratio is
estimated to continue to decrease, but this is partly an effect of the
calculation method, i.e. net lending is reinforced in future years since
no new measures are included. This should not be seen as a forecast
of the most probable development, but should rather be seen as an
indication of how the debt will develop in theemce of economic
policy measures. The NIER®6s cal cul
more realistic assumption that policy is designed so that it is in line
with the surplus target and the structural balance @e®.8@nt of
potenti al G D Rculatidné then Mdickt® thad thecdabt
rather levels out at just overg&® cent of potential GDP in the next
few years instead of continuing to decfé@ibe. development of the
debt in the medium term is discussed in more depth in Chapter 6.

52The total general government debt, which includes the Riksbank, has, however, not been
affected since thiewer borrowing via the NDO has corresponded to increased borrowing via
the Riksbank.

53 The NIER has not taken account of the future contribution of capital to the Riksbank.
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2.6 Balanc ed budget requirement for
municipalities and regions

The balanced budget requirement means that each individual
municipality and region has to budget for net income in balance
provided there are no special circumstances. The local government has
three yearto return to balance if its net income shows a deficit, and
its elected council is then required to adopt an action plan for how this
will be done. All municipalities and regions also have to exercise good
economic management in their own activitiesrdadal government
activities conducted by other legal persons. There is, however, no
uniform definition of what is good economic management, and
guidelines are instead adopted by the elected council in each
municipality and region. A guiding used in rioaay governments is

that net income should show a surpluspErzent.

The 1 ocal gover nment sectoros
(around 63er cent) and their second largest income source is
government grants (around@® cent) The Governmesdgsumes in
its calculations that the average tax rate is unchanged and that the local
gover nment sectordés tax revenue
aggregate wages. Government grants vary on account of demographic
changes and volume growth in diffetemtsfer systems, but no other
changes in government grants are included in the calculations. The
balanced budget requirement is reached in the calculations by
municipalities and regions adapting their expenditure for censump
tion, which means that thedot gover nment sector
adapted to the growth of the tax base over a few years. The calculations
should therefore nor primarily be seen as a forecast that the local
government sector will meet the balanced budget requirement, but
should be wwed as an illustration of how local government
consumption will develop given unchanged tax rates and adopted
changes to government grants at the same time as the balanced budget
requirement is achieved. The development of local government
consumption aceding to the 2023 Spring Fiscal Policy Bill is shown
in table 2.3.

The local government sector displayed very high levels of net
income in 2021 and 2022. This was chiefly because the temporarily
increased government grants during the pandemic turned out,
retrospect, to be on the generous side. As temporary paralated
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gover nment grants decrease, t he | c
increase slows, and both net lending and net income decrease rapidly

in 2022 and 2023. Towards the end of the pieddcal government
sectords expenditure i s adapted to
net income in line with good economic management.

Table 2.3 Local government consumption
2019 2020 2021 2022 2023 2024 2025 2026

Billion SEK 964 990 1040 1087 1162 1178 1208 1256
Percent of GDP 19,3 19,8 19,1 18,3 18,9 18,5 18,2 17,9

Sources: 2023 Spring Fiscal Policy Bill and own calculations.

Net income for the local government sector in 2021 amounted to just
over SEK 4dillion, of which the municipalities accounted for SEK
32.5billion. Municipalities and regions may allocate surpluses to an
income equalisation reserve that can be usedltouéincome over
a business cycle. The good net income in 2021 permitted increased
allocations to the income equalisation reserves, which increased by
SEK 9billion between 2020 and 2021 and amounted to almost
40billion in 2021, of which the municipat accounted for SEK
30billion.

Looking forward the government grants decrease in the
calculations since temporary government grants linked to the pan
demic go down and only adopted and announced changes te govern
ment grants are included in the fored@svenue therefore grows
more slowly than expenditure and t
income after financial items returns to SE&22billion in 2028
2026 from the high levels of net income of SEKilG&n and SEK
43 billionin 2021 and 202Rh e Gover nment ds assess
local government sector as a whole with show positive net income in
20222026.

2.7 Conclusions

The structural balance is usually used to assess the tightness of fiscal
policy. In the 2023 Budget Bill the level of shplus target was

exceeded in 2023 at the same time as the balance rose between 2022

and 2023. The Government therefore described the budget as weakly
contractionary. The Council ds over
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policy in both the 2023 Budget Billd the 2023 Spring Fiscal Policy

Bill were in line with the fiscal framework. Normally a structural
balance that was clearly lower than the target level would have been
more consistent with the framework but the consideration given by
the Government tahe high rate of inflation also has support in the
framework. Whether fiscal policy is reasonable in relation to the
economic situation is discussed in Chapter 3.

However, the electricity support, which is the clearly largest single
measure for 2023, doex affect any of the budgetary policy targets;
this is because of its technical design. The Council considers, like the
Government, that the electricity support has an expansionary effect
that ought to be weighed in when assessing fiscal policy. Thé Counci
considers, however, that there are several unclear points in the Budget
Bill that make it more difficuldt
and that it is not clear how the Government arrives at the conclusion
that fiscal policy is neutral when theeteicity support is taken into
account.

The Government has also changed the method for calculating
potential GDP, which also affects the structural balance. Since this is
the most important indicator of whether the surplus target has been
fulfilled, theGovernment ought to have set out both the reasons for
the change of method and how it affects the space for reform and the
impulse of fiscal policy. Clarity is a cornerstone of the framework and
the lack of clarity in the Budget Bill surrounding bothrtpelse of
fiscal policy and how the change of method affects the assessment of
fiscal policy is remarkable.

After the 2023 Budget Bill, three extra amending budgets have been
submitted, they have been caused by the Russian invasion of Ukraine
and have beeuf limited scope. The extensive use of extra amending
budgets during the pandemic has thus declined and the budgetary
process appears to have been normalised. Against the background of
the concern expressed in | hst ye
change to the better that has taken place. At the same time, we
continue to be concerned about the budgetary process. Established
practice was previously eroded very quickly, and the improvement that
has now taken place is probably bound up with thentur
parliamentary situation.

The expenditure ceiling was raised considerably in the 2023 Budget
Bill for 2023 and thereafter in nominal terms, but the new ceilings
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were, at the same time, a constant share in relation to potential GDP,
i.e. they followedrpvious patterns. After the change of government
in 2006, the new government had the ambition of gradually reducing
the ceilings as a share of potential GDP, while the Government that
took office in 2014 chose to retain the ceilings as a constant share. In
the 2023 Budget Bill the Government proposed expenditure ceilings
that were a constant share of potential GDP, while the ceiling for 2026
announced in the 2023 Spring Fiscal Policy Bill entailed some decrease
in relation to potential GDP. General govemnsxpenditure as a
share of GDP provides important information about the direction of
policy. It would therefore be valuable to have more information about
how the Government views the future direction of public expenditure.
Consolidated gross debt, the. measure used for the debt anchor,
was estimated, in the 2023 Budget Bill, ap2p.dent of GDP in
2023, which is just under the lower tolerance limit of the debt anchor
of 30per cent. In the 2023 Spring Fiscal Policy Bill, however, the gross
debtwas estimated at 3p&r cent of GDP for both 2023 and 2024.
The debt was therefore within the tolerance intervad4® g6r cent
of GDP and the Government was not obliged to submit a
communication to the Riksdag. Part of the reason for the decrease in
the debtin 2021 and 2022 is that the Riksbank switched from financing
the foreign currency reserve via the NDO tofisglhcing. The
continued decline of the debt after 2024 is also due in part to the
Government ds cal cul at ticantaisinglaryr t he
new fiscal measures. There has been a trend decrease of general
government gross debt for a long period. When the surplus target was
set at 0.3Per cent of GDP, it was judged to be consistent with a debt
ratio of 35per cent of GDP. Therwill be reason for the coming
framework review to assess both the relation between the surplus
target and the gross debt and what are appropriate levels for both.
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3 Fiscal policy in times of high
inflation and falling demand

The stabilisation policy alenges continue. The pandemic
characterised economic policy in 22021 and had hardly released

its hold before inflation rose dramatically at the same time as growth
prospects deteriorated rapidly. As indicated in Chapter 1, these
developments were naholly independent of one another; part of

the high inflation in 2022 was due to a rapidly risingipefgmand,

an expansionary economic policy and lingering supply restrictions after
the pandemic. However, the extremely high inflation in Europe and in
Sweden was, in the first place,
Ukraine.

In this chapter we evaluate the Government's fiscal policy from a
stabilisation policy perspective with a particular focus on the situation
when the budget was presented inmant2022. Then it was clear that
2023 would be characterised by both high inflation and generally weak
demand. Both monetary policy and fiscal policy therefore faced
difficult choices.

We begin the chapter with a description of what the prospects for
the future looked like in early autumn 2022 when the budget was
prepared. Then we discuss, more in terms of principles, how
stabilisation policy should be viewed when high inflation goes hand in
hand with falling demand. Finally, we appraise the policy eghduct
focusing on fiscal policy as it was expressed in the 2023 Budget Bill,
the 2023 Spring Fiscal Policy Bill and the support schemes introduced
for electricity consumers.

3.1 Situation for stabilisation policy in
autumn 2022

In the autumn severdhctors contributed to great uncertainty
surrounding the economic prospects for 2023. One important factor
was, of course, how the invasion of Ukraine would develop and how
this woul d, in turn, affect the
was also the mosnportant cause of the high inflation, including the
high electricity prices, which were expected to rise further in the
approaching winter.
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However, inflation had already started to rise in autumn 2021.
Initially the Riksbank interpreted the higheatiofi as temporary.
This turned out not to be so, and up until September 2022 the
Riksbank had revised its forecasts upwards during a period of more
than one year (figure 3.1). In its September forecast the Riksbank
predicted that inflation would startiecrease at the end of 2022, but
there was great uncertainty regarding both the development of
electricity prices and the extent to which these companies would pass
cost increases on to consumers.

Figure 3.1 Inflation and the Riksbankos f
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Note: Information measured according to CPIF, quarterly observations. Outcome up to and
including second quarter 2022.
SourcesStatistics Sweden and Riksbank forecasts.

Recurring upward revisions of its inflation forecast led to the Riksbank
realigning monetapolicy starting in April 2022. Just less than six
months later, when the Budget Bill was being drafted, the policy
interest rate had been raised to gerxent at the same time as the
guantitative easing measures had begun to détrBaserapid

change of scene can be illustrated by the fact that in February 2022 the
policy rate was forecast gted cent in 2024, while the forecast six
months later, in September 2022, wase?.éent.

54 This did not take place via sales, but by not reinvesting maturities.
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Monetary policy thus moved in a contractionasctthn and
contributed to both the Riksbank and the Government expecting a
recession in 2023 (figure 3.2).
substantial interest rate increases included the observation that it was
important that the social partnersegliahead of the round of wage
negotiations, on inflation coming down to desirable levels within not
too long a time. This was not obvious since inflation expectations had
risen sharply looking both one and two years ahead, even though the
increase lookingve years ahead was much smaller (figure 3.3).

The Ri ksbankds interest rate ir
rates on both corporate loans and home loans. The Riksbank also
forecast further increases in 2022 and 2023. Interest costs after tax
dedwections for interest payments would then double as a share of
disposable income by the end of 2023 compared with the end of June
2022%° This corresponds to an increase of around SEHIIoD,
corresponding to just over e r cent of hbeu s e h ¢
income. The high interest rate levels also contributed to a fall in house
prices of around J&er cent in 2022 (chapter 1).

Figure 3.2 Forecasts autumn 2022

Percent and percent of potential GDP

B == mm e mm oo - 8

6

B b e - -6
2020 2021 2022 2023 2024
- GDP gap (government) GDP gap (Riksbank)
CPIF (government) - CPIF (Riksbank)

Note:Broken lines refer to forecasts.
Source2023 Budget Bill and Riksbank (2022b).

55 Riksbak (2022b).
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Figure 3.3 Inflation expectations
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Note. Money market participants, quarterly observations. The last observation is on 1 September 2022.
SourceKantar Prospera via the Riksbank (2022b).

Moreover, in the autumn food prices were expected to asauingl

15per cent for the full year 2022. This corresponds to just over SEK
40billion, or justover1per cent of househol dso
Higher interest and food costs can be set in relation to how the rising
electricity prices were expectedffect households. Forward pricing

in autumn 2022 showed that the electricity price was expected to rise
substantially in the coming winter. Households in electricity areas 1

and 2 risked a doubling of electricity costs for thaaith period

October 2@25March 2023 compared with the same period in the
previous year (figure 3%)The corresponding comparison for
electricity areas 3 and 4 meant almost a tripling of electricity prices.
Based on the average consumption in these months, this corresponds

to a cost increase of aroundx®lbon for the whole of the country, or

just over 3.per cent of households' disposable income, compared

with the same period the previous year. In all, the higher interest costs

in combination with the large price increadesefore put
considerable pressure on househol d

56 Refers to the total cost, i.e. electricity consumption, grid charge and all taxes.
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Figure 3.4 Electricity costs Octoberi March
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Note: Refers to households in sinfdenily homes with an annual consumption cd@@kWh

(68.5per cent of which is consumed in Oct@éarch). The forecast in August 2022 for the

period October 20ZMarch 2023 is based on an average electricity price to customers of SEK
2.7 (electricity areas 1 and 2)(éldctricity area 3) and 6.9 (electricity area 4) per kWh from the
forward priceson Nasdaq on 29 August 2022. Electricity costs are rounded to the nearest
thousand and include costs for electricity trading agreements, electricity grid charges, energy tax
and VAT.

SourcesStockholm Chamber of Commerce (2022) and own calculations.

The increased costs and forecasts that entail further cost increases
were probably an important reason why households expressed great
concern in autumn 2022 about their own finances in the coming year
according to the Economic Tendency Survey. Their conesrn w
much greater than during the financial crisis ir$2008 (figure 3.5).
Business sector expectations of future sales also fell sharply & August
October 2022 but did not reach the same low levels from a historical
perspective as Bousehol dsd expec
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Figure 3.5 Householdsd vi ewnomths t heir own
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all respondents give a positive reply) and atl6@gif all respondents give a negative reply).

SourceNIER.

The Government made the assessment
would decrease in real terms in 2023 compaite@022, which has

only happened once previously (2020) since 2000. One explicit
purpose of the electricity support schemes promised in autumn 2022
was to support households and businesses. Since the financing of the
support schemes went via Svenskankta{SVK), the electricity
support scheme was not included as an appropriation in the central
government budgetConsidering demand in the economy, however,

the aggregate support schemes to electricity consumers were by far the
largest economic policyeasure announced in 2022 (section 2.1). In
the Budget Bill the Government writes that payments would total
around SEK 60illion in 2023, but there was no statement of how
much was assumed to go to households and to businesses. Since
households account faround 3(er cent of electricity consump

57 The more limited support to electricityensive companies was an appropriation in the 2023
Budget Bill at the same time as the Government intended tonexamwh et her the SVKOG:
congestion rents could be used for this purpose.



66 Swedish Fisca | Policy 2023

tion*® it was reasonable to assume that households would receive
around SEK 18illion in support; this turned out to be a good
estimate since households received payments of around SEK
17billion from thissupport in February 2023. Chapter 4 describes the
electricity support schemes in more detail and presents the assessment
that the electricity support schemes paid to households in 2022 and
2023 totalled SEK 3#llion>

In addition to the electricity sagrt promised, the 2023 Budget Bill

contained direct and indirect r e
of just under SEK 1RBillion?® Even though the bulk of these
reinforcements i ncreased househ

forecast of the growth of hos e h cealdispo8able incomes per
capita was historically weak in 2a6R23per cent (figure 3.6, grey bar)

The main reason was the high inflation (section 1.2). Without the
electricity support promised, real disposable income per capita would
have fden by 1.9er cent in 2023 (yellow bar) and if the measures in
the 2023 Budget Bill targeted at households are also subtracted the
decrease is 2p@r cent (red bar). This can be compared with the
average rate of increase ofpkf7cent in recent decadelue line).

58 Svenska kraftnat (2022).

59 Households were to receive three electricity support schemes:b8kdt 9n spring 2022,
17billion of the support announced in the 2023 Budget Bill &id 19 billion that was
announced in January 2023.

60Retained level of benefits in unemployment insurance funds (SBKi&ny, reinforced
travel deduction (SEK 1Wllion) and lower tax on petrol and diesel (about &EiKion).
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Figure 3.6 Real disposable income per capita
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support promised in the 2023 Budget Bill. Electricity support to households refers to SEK
9 billion in spring 2022, SEK bifllion paid in February 2023 and SEKbilllon that has still
to be paid. OMeasuresdé also means measures in th
amounting to just under SEK bf#lion: retained level of benefitsunemployment insurance
funds (SEK 5.®&illion), reinforced travel deduction (SEK Hil8on) and lower tax on petrol
and diesel (SEK Hillion). However, the latter measure only affects real disposable income to
the extent that the price level decreases a corr esponding degree. I'n
real di sposable income (grey bar), the NIERSs
households have been replaced with the albbewtioned amounts.
Sources2023 Budget Bill, NIER (2022a) and @aitulations.
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The total electricity support to households is thus judged to amount
to SEK 3@abillion, which corresponds to pdr cent of disposable
income and Oger cent of GDP. Whether this was an appropriate
measure from a stabilisation policygeatsve depends on how this
additional finance would influence
not easy to judge. In normal times general support like the electricity
support schemes has a smaller effect than if the support is given to
households with satl margins. This is because households with small
margins increase their consumption to a greater extent when they
receive an income incref$ssibly the situation in 2022 was slightly
different. At noted above, concern about the future was unigatly g

and closely linked to electricity prices specifically. The price rises were

61Source: NIER (2021In addition, there are redistribution policy arguments for supporting
households with small margins given the historically weak development of real incomes. This is,
however, mainly a political issue.
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very extensive and might therefdile support had not been
promised have led to a broader slowdown of consumption, when
households in slightly higher income brackets \atadchave been
forced to hold back. The general support probably cushioned this
concern and may therefore have I
consumption than in a more normal situation.

The around 60illion in electricity support signalled in 2023
Budget Bill also included support to businesses. Since businesses
account for about 7ter cent of electricity consumption, their share
corresponds to around SEK HiRion®* The empirical knowledge
about how temporary support schemes for businefisesce the
development of the economy is limited compared with support to
households. For several reasons, however, businesses are hit to a
smaller extent than households by high electricity prices. As set out in
chapter 4, there are indicators thgel@onsumers of electricity have
long fixedelectricity price agreements to a great extent and have
therefore not been hit that much by the price rises in 2022. Moreover,
these businesses have passed on their higher costs via price increases
to consumersot a high degrééHousehol dsd i ncome
mostly wages, have not increased to the same extent as prices. In many
industries the overall effect is that the profit share increased in 2022
(figure 3.7%* Against this background, it is likely that $hipport
schemes promised for businesses have not contributed to any great
extent to keeping prices down and have therefore not contributed to
maintaining demand either.

62 Businesses are judged to receive a total of $BKi8n in electricity support: SEK Bfllion

in general support and SEKblion in support to electriciipntensive industries (chapter 4).

63 Electricity support to businesses could have reduced the need for this, see NIER (2022b).
64 According to theNIER (2022c, table 16), the profit share increased in 12 industries and
decreased inifdustries between 202192 and 2022qg2. According to the NIER (2022d, table 13),
the profit share in 20222 was higher than the average since 20D@lustt®s whilé& was

lower in Sindustries.
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Figure 3.7 Profit share in business sector
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Note: The gross profit share for thesiness sector incl. sole traders, excludingfaimgiehomes and
secondary homes.
SourceNIER statistical database.

As described in section 2.2, the scale in the 2023 Spring Fiscal Policy
Bill was limited: measures amounting to around4®#kon, where

the largest active measures were reinforced housing allowance for
families with children (SEK (iflion) and expanded adult education
(SEK 0.5oillion)®

3.2 Fiscal principles

It was this situatioé high inflation, rapidly rising interest rates and an
approaching recessidthat characterised the Budget Bill presented
on 8November.

The interplay between fiscal and monetary policy is usually
considered in the literature tkdglace by fiscal policy laying a-long
term foundation for policy and therefore often acting first in practice.
The more mobile monetary policy can therefore often be designed
with knowledge about fiscal pofityhis system is mainly explained
by notinghat decisions on fiscal policy are made relatively seldom and

65|n addition to the 2023 Spring Fiscal Policy Bill, measures for arourslh8 it have been
adopted after the 2023 Budget Bill; most of them concern support to Ukraine.

66 Fiscal policy is what is calleStackelbergdierand monetary policy isSaackelberg follosesr
Calmfors et al. (2022), appendix A.2.
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that, moreover, fiscal policy has many other purposes than stabilising
the economy. Normally the interplay between fiscal and monetary
policy is not that complicated. When the economy ig eavethdown,

and there is reason to conduct a more expansionary fiscal policy, the
inflationary pressure usually decreases. This provides scope for the
Riksbank to reduce the interest rate, and policy in both areas therefore
pulls in the same direction. eTkame tends to apply, but with the
opposite features, when inflation increases.

When negative supply disturbances play an important role for
developments, and there is a risk of high inflation despite weak
demand, it is more difficult to design policeniscal and monetary
policy should work together so that inflation can reach the target level
while avoiding too deep and protracted a recession. When fiscal
decisions are made, it is not solely the usual uncertainty that almost
always characterises sssents of the economy that needs to be
taken into account. It is also essential to appraise inflation and consider
what monetary policy it can justify. The more expansionary the fiscal
policy, the higher the interest rate may need to be. Moreoveksthe ris
of financial instability must be weighed in. With higher interest rates,
there is more risk of problems in the housing market, in the first place,
but also in the banking sector. Part of the picture is that effects of this
type are very hard to assess.

So, is there any space for fiscal measures? Yes, there is, but any
fiscal measures need to be examined more strictly than usual, even if
the fiscal policy framework as such would permit a more expansionary
policy®” Two types of economic policy measures are usually
considered to be particularly justified when concern about inflation
restricts fiscal poli€¥ylf it is possible to take measures that relatively
quickly improve the supply side of the economy, i.e.vienge
possibilities of increasing production, then that is desirable. It is
beneficial for the growth of prosperity at the same time as it
contributes to reducing the inflationary pressure. It is also reasonable
to take measures to mitigate the effecisflation on those in the

67 As described in section 2.1, fiscal policy must, according to the Framework Communication,
take into account t hat mo mwei tt ahroy tphoel iecfyf encut sst obni
fiscal policy. This is wording that provides scope for different interpretations, for instance that

a more expansionary fiscal policy would have been consistent with the framework. However,
wording of that kind does not meamat this fiscal policy necessarily would have been
appropriate.

68 |MF (2023b).



Swedish Fiscal Policy 2023 71

most vulnerable economic situation. But it is not possible to ensure
the whole of the population against income losses when the country
has become poorer on account of negative supply disturbances.

When the problems of high miibn are considered to be
sufficiently serious, the Riksbank may need to communicate that it
would like to see fiscal policy being of some help. The extent to which
fiscal policy then takes account of inflation is a question that the
Riksbank and the Gavenent can assess in different ways. But since
it is the Riksbank that is responsible for ensuring price stability, it is
likely that a fiscal policy, viewed by the Riksbank as too expansionary,
ultimately means greater monetary policy tightening, iiteract
higher policy rate. If fiscal and monetary policy are pulling in different
directions in this way, the results in both policy areas can be worse
than otherwise. In the worst case, economic policy suffers a crisis of
confidence, as happened in theiblkhe autumn.

In this context, it can be noted that the interplay with monetary
policy had a prominent role in the Fiscal Framework Communication
from 2011. oOoOMonetary policyd was m
made was that fiscal policy would not niakere difficult for the
Riksbank to reach its inflation taf§ethe present Framework
Communication from 2018 tones down this interplay, and monetary
policy is only mentioned once: it is noted that fiscal policy has to be
conduct ed i n the effects onademaadyare adt dreater
than can be deal t “imiaddiiondbtg bemp net ar y
short on detail, this wording is unclear since monetary policy always
ocan deal withoé high inflation usi
there is albating exchange rate.

3.3 Scale of fiscal policy in relation to the
economic situation

The Government was faced with a challenging stabilisation policy
situation in autumn 2022; high inflation was expected to coincide with

an approaching recession. Thea central question was how much

the Governmentds measures ought t C
inflation. To begin with we start

69Govt Comm. 2010/11:79.
70Govt Comm. 2017/18:207, p. 15.
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of calculating the structural balance (section 2.1) and then comment
on any implications tiie change of method.

As stated in section 2.1, the Council considers that both the level
of and the change in the structural balance are consistent with the fiscal
framework. If inflation had not been as high, a lower structural balance
in 2023 would havbeen more consistent with the framework, but
there is scope in the framework to take account of the challenges of
monetary policy. In this section we discuss whether fiscal policy is
reasonabiem a stabilisation policy perspective.

As described in sion 2.1, account needs to be taken of the fact
that congestion rents and electricity support affect demand in the
economy even if they are mainly reportedaffiet. In addition,
temporarily high capital income, mainly from Vattenfall, is excluded
fromthe analysis of the structural balance. With these adjustments, the
expanded structural balance perlcent in 2022 an@l.3per cent in
2023 (table 2.1, Chaptef'2)hen fiscal policy is expansionary in 2023
since the balance is pédcentage pointselow the surplus target.
Fiscal policy is also moving in an expansionary direction since the
expanded balance deteriorates byet®ntage points in 2023.

However the cyclical analysis of fiscal policy also needs to take
account of how the effectstbe support schemes can be expected to
be spread between different years. It is probable that the effect of fiscal
policy on demand growth is smaller in 2023 than indicated by the
deterioration of 1.3 percentage points in the expanded balance. This is
beause the largest electricity support scheme was already announced
in August 2022. An expectation of support probably meant that the
loss of demand from the congestion rents was reduced in 2022 since
electricity customers already relied at that time @f ffetelectricity
support that came to be paid in 26ZBe electricity support schemes
announced therefore already contributed to demand in 2022, which
means that the expansionary effect in 2023 when these payments were
made is smaller. The effectfistal policy on the development of
demand between 2022 and 2023 is therefore smaller than indicated by
the decrease in the expanded structural balance of 1.3 percentage
points. Furthermore, the Council makes the assessment, as mentioned

1In the 2023 Budget Bill the structural balance is marginally above the surplus target in 2022
(0.4per cent) and imeases to 0.ger cent in 2023.

72See section 5.1 for descriptions of fiscal policy terms.

73This is based on most households not being limited by liquidity, which is in line with the
surveys conducted by Finansinspektionen; Finansinspektionen (2020).
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above, that the deand effects of the general electricity support to
businesses of some SEKb#lon are probably limited.

Due to the special factors that need to be taken into account this
time, it is, of course, more uncertain than usual to assess the effect
fiscalpalcy, as a whol e, on demand. The
with reasonable adjustments of the structural balance, fiscal policy can
be regarded as slightly expansionary in 2023. In the prevailing
economic situation, the framework permits an even more
expansionary direction of fiscal policy. As indicated in the previous
section, however, there is wording to the effect that fiscal policy can,
when required, take account o f mo
inflation. The Government also justifies whasiésses as the neutral
direction of the budgéty saying that its policy should not make it
more difficult for the Riksbank to overcome the high inflation.

As described in section 2.1, the Government has changed its
method for calculating the structuralance as a share of potential
GDP in current prices, which affects the calculation of the structural
balance. If the Government had retained its previous method, the
expanded structural balance would have been weakly contractionary in
relation to the splus target instead of weakly expansionary; 0.6
instead 0f0.3, which the new method result$ At the same time,
the rationale for what is an appropriate fiscal @iiey GDP gap
and the high inflatiot has been unchanged. So the change of method
does not influence the assessment of the scale of fiscal policy
measured in SEK billiond that the economy can withstand in the
current situation. Had the Government retained its previous method,
the Council ds assess me ndttherefdre f i sc al
essentially have been the same. This underscores the importance of
not making unreflecting use of the annual structural balance as a lever
for fiscal policy. Normally an-depth analysis is required that takes
account of the special circumstm that influence both the
calculation of the balance and the assessment of the economic
situation including inflation.

Summing up, the Council considers that it was reasonable of the
Government to highlight and take account of the high inflation and

74 The Government describes its budget as neutral since the electricity support schemes are
included; they describe the budget, excluding the electricity support schemes, as slightly
contractionary, see chapter 2.

75 Account has then been taken of the adjustmeatie in section 2.1 (table 2.1) concerning
congestion rents, electricity support and extraordinary circumstances.
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therefore conduct a more restrained fiscal policy than would have been
normal, given the approaching recession. This applies to both the 2023
Budget Bill and the 2023 Spring Fiscal Policy Bill. It is hardly possible
to make an exact assessment of how strifigeadtpolicy should be

so as to not make combating inflation distinctly more complicated.
This requires, as we have noted, not only the type of assessment that
must be made in a normal year of how the economy is developing, but
also an appraisal of maagt policy and the conditions for it. In the
view of the Council, it is possible to justify the line chosen by the
Government, but it would probably also have been possible to
conduct a slightly more expansionary fiscal policy without this
resulting in dastantial problems for monetary policy. It is probable
that there is space to turn policy in a more expansionary direction if
the economy declines more than foreseen and inflation decreases
clearly.

3.4 Should fiscal policy have been designed
using other measures?

While the Council is largely positive to the scale of fiscal policy, this
does not mean that we consider that it was wise to rely to such a high
degree as was done on price support for electricity use. As we set out
in the next chapter, some sappo cover rising electricity costs was
reasonable given the applicable regulations, but the support schemes
ought to have been smaller, especially regarding support to businesses.

It is not difficult to understand that support to cover rising
electii y costs was put in place. E
invasion of Ukraine and the price rises gained pace in the summer. For
many households this meant, along with higher interest rates and other
price increases, a dramatic deterioration of fthencial margins.

There was also great uncertainty about how high electricity costs could
get in the winter. The electricity support schemes promised therefore
probably contributed t o mai nt al
Support had also begun to bkeaout in other countries, and there

was a hope that the support could be put in place fairly quickly.

Less extensive electricity support for households would have been
appropriate for several reasons. In general, support to compensate for
rising pricess inappropriate since it counters a necessary adaptation
of demand. This also applies to the electricity market, which we will
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come back to in chapter 4. The electricity support also goes to
households with higher incomes who have margins and can
reprioitise their consumption or reduce their savings to cope with
temporarily higher costsGeneral electricity support schemes have
therefore meant that many households who would have been able to
cope with temporarily higher electricity costs without pretitave
received substantial support. A less extensive general electricity
support scheme would have made it possible to have both supply
measures that would have been able to improve th¢erdong
prospects for growth in the economy and more measurtedaat
households with small margins that have been hit by substantial cost
increases. The reinforced housing allowance for families with children
in the 2023 Spring Fiscal Policy Bill is one example oftargesid
measure. Among supply measures,iomecan be made of reduced
tax for lowincome earners, matching measures in the labour market
and the promotion of energy production.

However, if support to businesses had been replaced with measures
to stimulate demand, the effect on demand would hateeliethken
into account since the support schemes for businesses are not judged
to have any significant effect on the development of the economy.
However, the Council considers, as stated above, that the direction of
fiscal policy could have been sligmbre expansionary, which would
have opened up for additional targeted measures. It would, of course,
also have been possibledfoartly or fullydfinance desirable
temporary or permanent measures and thereby avoid bolstering
demand too much.

3.5 Concl usions

The Government faced unusually difficult choices in autumn 2022.
Developments in the past six months had been strongly marked by
Russiads invasion of Ukraine, whi c
the security policy situation but also on inflafitve course of the

war was of great importance for future economic developments. In
addition to this uncertainty there were difficulties in assessing lagging
effects of the pandemic and the more normal issues regarding the
development of the economy. Aghis was not enough, the high

76 Finansinspektionen (2020).
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inflation in combination with an economy in downturn meant that the
Government was forced to also give weight to monetary policy in its
decisions in a way that had not been necessary for decades. A policy
that appeared to bbeasonable in view of the development of the
economy also needed to be appraised on the basis of the effects it
could have on inflation and on t
excessive interest rate increases.

The uncertainty in all these respacakes it more difficult than
usual to accurately appraise the direction of policy. This may possibly
be the explanation of why it has been more common in the debate in
the past six months for there to be different views about what is right
or wrong. Itis one thing to say that fiscal policy should not be too
expansionary since it has to be able to make the task of monetary
policy easier. But this does not necessarily mean that the policy should
be as tight as possible. It is, however, obvious thapdibocakshould
not be so expansionary as to force very substantial interest rate
increases. Such increases could lead ttokhaoutrol effects on, for
instance, housing prices, ultimately disturbing financial stability. In the
worst case, a fiscal polisgholly at odds with monetary policy
ambitions could lead to distrust in Swedish economic policy as a whole
in the way that happened in the UK in autumn 2022.

When the budget was presented in autumn 2022, inflation was
undeniably the most acute stabilisation policy problem. The concern
that inflation would persist was reinforced by the fact that the social
partners were negotiating on new agreements to belrgaspeng
2023. The Riksbank therefore considered that it was necessary to
quickly raise its policy rate. In normal circumstances, the weak
economic situation expected could have justified a more expansionary
fiscal policy than proposed by the Governmdiie Council
considers, however, that the overall fiscal pélitcluding the
congestion rents and electricity supposas reasonable given the
risks that the high inflation would persist. A slightly more expansionary
fiscal policy would probably alsve been possible without making
the task of monetary policy substantially more difficult. However, the
comparatively restrained direction of fiscal policy means that, as things
look now, there will be good possibilities for the Government to revert
with additional measures if the development of the real economy is
worse than expected at the same time as the picture regarding inflation
gets brighter.
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The Council 6s view does not mean
ohel pdéd t he Ri k sidntamgeé. Fiscal poticg lrasrhanyi t s i r
purposes and is to be conducted so that the surplus target is reached
over a business cycle. Normally, fiscal policy should be contractionary
in a boom and expansionary in a recession. If inflation is very high or
very lav, it can be appropriate to weigh in how fiscal policy affects
inflation. The Council notes, in this context, that the present frame
work has very little to say about what stance fiscal policy should have
in relation to monetary policy, and it is appriepteedevelop this part
in the next review.

When it comes to the fiscal policy measures used by the
Government there is reason to be more critical. A very large part of
the support provided has been paid in the form of support for rising
electricity cost$n general, price supports are problematic since they
counteract transition and greater efficiency. In the acute situation that
arose in autumn 2022, with great concern among households about
economic developments, and the regulations surrounding tfe use
congestion rents, the Council has some understanding for the
decisions made. There is, however, much to indicate that it would have
been better for policy to make more use of measures that could have
contributed to the better functioning of the econd&xgmples could
be tax reductions for lelwcome earners, measures that improve
matching in the labour market and promotion of energy production.
Measures targeted at reducing the cost burden for particularly
vulnerable households also appear to be naueal though some
action has been taken in this area through uprating, reinforced housing
allowance and retaining the level of benefits in unemployment
insurance funds. The Council is particularly questioning about the
broad electricity support announéadbusinesses. Since businesses
have good possibilities of compensating themselves for increased
electricity costs in various ways, it is doubtful whether the support
schemes for businesses influence economic developments to any
significant extent. Witthe exception of the electricity support for
electricityintensive companies, there is a great risk that electricity
support schemes wi |l mainly increa
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4 Electricity support for households
and businesses

Since the autumn of 2021, electricity prices in Europe have been at
historically high levels. The main cause is the sharply reduced import
of Russian natwural gas following
even countries that use very little natasglldke Sweden, are affected

as the European electricity market is interconnected. Within Sweden,
prices have been considerably higher in the southern parts of the
country, owing to limitations in the transmission of hydroelectric
power from Norrland asel as to the interconnection with the
European electricity market to the south.

Following high prices, the European Commission has introduced
temporary regulation to enable electricity support for households and
businesses. Swedish households haveeteaeduind SEK 26 billion
in electricity support, and further support of around SEK 10 billion
has been announced. For businesses, support of around SEK 31
billion has been promised. In all, this means that electricity support
totalling SEK 67 billion willave been paid out in 2022 and 2023. The
support is therefore the largest economic policy measure taken in the
past year.

Public support payments being granted to households and
businesses owing to rising costs raises several questions. Chapter 3
discussithe topic from a stabilisation policy perspective. This chapter
will discuss how recurrent support, including the scale and design of
this support, may affect price formation and the incentives for energy
transition. A central point of departureforédhe unci | 6 s asse
that policy should be designed so as to minimise the risk of high elec
tricity prices. Since electricity prices are directly related to the demand
for electricity, as we describe in section 4.1, it is of particular
importance thahe policies stimulate enegfficiency measures and
reductions in electricity use. The expectations of consumer electricity
costs, including support payments, that are formed by policy, are of
crucial importance to this.

This chapter begins with a degwipof the factors that in the
short and middle term affect the development of electricity prices in
Europe and in Sweden. We will then describe the framework provided
by EU regulations, including those that the EU has adopted in light of
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the energy crisiand the constraints imposed on the scale and design
of electricity support. Then follows an analysis of the Swedish support
schemes, and the conclusions of the Council end the chapter.

4.1 The electricity market and its
development

4.1.1 Development of electricity prices

Since the autumn of 2021, electricity prices in Europe have been

considerably higher than they have previously been. There has also
been more variation in electricity prices between countries than before.
For example, the average ela@ttrprice in Germany was more than

500 per cent higher in 2022 than in 2019, and in France the average
was over 600 per cent higher. In the Nordics, the increase was around
250 per cent. Electricity prices have remained relatively high across all
of Europe during the beginning of 2023 (see figure 4.1).

Figure 4.1 Electricity prices in Europe
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Note: Monthly average. The figures refer to spot prices on the wholesale electricity market, i.e.
before any taxes etc.
SourcesEEX and Nordpool via Macrobond.
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There are several reasons why electricity prices in Europe have been
unusually high since the second half of 20%4 we stated in the
introduction to this chapter, the most important factor is the high price

of natural gas since imports of Russian gestesly ceased following
Russiads invasion of Ukraine. Ge
early as in the autumn of 2021, and there were uncertainties at that
point about supply going forward (figure 4.2). This development
accelerated in 2022 as$ta launched the war; among other factors,

all deliveries of natural gas via Nord Stream 1 were stopped.

Figure 4.2 Gas price
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Note: Futures on gas, Dutch TTF, for delivery next month.

SourceMacrobond.

Many countries in Europe are dependent on gas to produce electricity,
even though natural gas power plants are among the most expensive
methods of generating electricity. The price of electricity in Europe is
determined using the-salled marginal priceoatel: the price for a

given hour is set by the most expensive power generation method.
Consequently, natural gas power plants often set the electricity price.
The price of electricity therefore rose substantially when the gas
became more expensive (figu).

77 See CERRE (2022).
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In 2022, the cessation of Russian gas deliveries was gradually
compensated by growing deliveries of liquefied natural gas (LNG).
Increased demand from Europe contributed to sharp increases in the
price of LNG, meaning that European gas imports wgete eight
times more expensive than u§uUakpansion and new construction
of terminals will enable LNG to replace Russian gas in a few years.
Liguid gas will however always be more expensive than gas transported
via pipeline§.

There is a risk thatematural gas shortage in Europe will be even
more palpable in the winter of 2023/24, even though gas reserves are
relatively webltocked at presefit.Global demand for LNG is
expected to rise, in part due to the end of Covietlshwts in China.

If the winter of 2023/24, in addition, is colder than the winter of
2022/23, gas prices may reach further newighs.

Figure 4.3 Electricity prices before and
Ukraine
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Note: Daily values. Solid lines show spot prices, i.e. befdexe@setc., up to and including 10 April
2023 on the power exchange. The figure also shows forward prices for delivery of electricity one month

8 ACER (2022).

79 Gas delivered in pipelines can only be bought by those connected pelihe.pSince there

are few buyers, those buyers have strong bargaining positions and pay lower prices. LNG sold
from transport ships can be sold anywhere in the world, and therefore always commands a higher
price.

80 Reuters (2023).

81 ACER (2022).
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into the future. Dotted | ines show the forward
2022). Dased lines show the forward prices on 11 April 2023.
Sources: EEX, ICE and Nordpool via Macrobond.

Another factor that has contributed to high electricity prices over the
past year is that many nuclear power plants in Europe have not been
operating at thenormal productive capacity, chiefly due to planned
maintenance and repdfrin addition, the evewarmer climate has
meant that water used to cool nuclear power plants in France has been
too warm at times to generate electricity at maximal capacity. W
weather on the continent has also had a negative impact on
hydroelectric power generation. Drought and scant rainfall have meant
that reservoirs have not been refilled, limiting the production of
electricity. Since the climate factors that have dffeatkear power
plants and hydroelectric power in Europe can be expected to continue,
or worsen, it is probable that productivity in these types of production
will fall in coming years.

There have been problems with nuclear power generation in
Sweden asell. The largest shortfall resulted from an inability to start
the Ringhals 4 reactor, which normally supplies around 5 per cent of
Sweden's electricity production, after planned maintenance in August
2022. Instead, the reactor was offline until the evidroh 2023.

How prices will develop in the future cannot be predicted with any
great degree of certainty. Current forecasts indicate that the electricity
price will stay relatively high in the coming years, compared to the
2010s. This is not least theecas Germany and France, where the
market believes that the high electricity prices of this past winter will
be repeated in the winters of 2023/24 and 2024/25 (figure 4.3). In the
Nordics, prices are also expected to remain high during the winter
2023/24 although lower than the winter of 2022/23. Afterwards, the
price is expected to sink to levels that are considerably lower than 2022
and 2023, but higher than the years before 2021.

In the longer term, increased electricity use by European industry
will be an important factor that keeps prices at an elevatétilibeel.
climate transition will require electrification, and total energy use is
expected to double in Europe and Sweden by the middle of the

82 The EU produced 70 TWh less electricity from nuclear power for the first eight months of
2022 compared to 2021. In 2021, around 700 TWh of electricity were produced from nuclear
power in the EU (Bruegel, 2022).

83 Svenska kraftnat (2022a).
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century’*In northern Sweden, estimates indiea@ng other things

that the production of fosdiee steel will require considerable
amounts of electricity. Growth in electricity production is expected to
fall short of growing demand, resulting in higher prices. In a reference
scenario from 2020, the Bpean Commission estimated that total
electricity production within the Union will increase 8y@®per cent

by 205@ Estimates of this nature are very sensitive to the
assumptions that are made, but in the case of Sweden, the most
optimistic scenaridiews an increase in production by up to 70 per
cent®® As noted above, there are also reasons to believe that the
warmer climate, in particular on the continent, will have a negative
impact on European nuclear and hydroelectric power generation,
whichtheCo mmi ssi onds scenario does not

4.1.2 Different yet interconnected markets

The electricity price peaks at the same time all over Europe, but at
different levels. If there were no limitations to transmission between
countries (or betweetectricity areas within countries), all European
electricity would be priced on a common market and, in principle, the
same price would apply everywFdrereality, there are limitations

to transmission, limiting how much power can be transmitted in
existing transmission lines, both within and between countries. When
the grid operates at maximum capacity, electricity can no longer flow
freely, resultingnilocal markets. On markets where there is relatively
large production compared to demand, the price of electricity will be
lower than on markets with low production and high demand.
Limitations on the transmission between countries is one important
reasonfor prices being lower in Sweden than on the continent.
Electricity prices amounted, on average, to EUR 235 per MWh in
Germany, to EUR 276 per MWh in France, and to EUR 136 per MWh

84 The Swedish Fiscal Policy Council (2022).

85The European Commission (2020).

86 Svenska kraftnat (2021).

87 Transmission of electricity over long distances also results in power losses, which may give
rise to different prices even if the transmission cgpagibt a limiting factor per se.
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in the Nordics. In Sweden, the average price in 2022 was EUR 120 per
MWh SEK 1.3/kWh)®

In Sweden, there are also limitations to transmission within the
country. Sweden is divided into four electricity price areas, from area
1 in the north to area 4 in the south. The four electricity areas are
interconnected by the grid, whis owned by the state enterprise
Svenska kraftnat (SVK). More electricity is produced than consumed
in electricity areas 1 and 2 , while the reverse is true for areas 3 and 4
(table 4.1).

Table 4.1 Production and consumption of electricity in 2022 (2021)

Terawatt hours

SE1 SE2 SE3 SE4 Total

Hydro power 22,4 38,6 7,5 1,0 69,6
(22,1) (38,8) (11,4) (1,3) (73.6)

Nuclear power 0,0 0,0 50,1 0,0 50,1
(0,0) (0,0) (51,4) (0,0) (51,4)

Solar and wind power 55 14,0 9,4 53 34,2
(4.6) (10,8) (8,5) (4.2) (28,1)

Other thermal power 0,2 1,0 52 15 7,8
(0,2) (1,1) (5.4) (1,6) (8,3)

Total 28,2 53,6 72,2 7,9 161,8
(26,9) (50,7) (76,7) (71)  (161,4)

Usage?! 11,1 15,4 80,5 21,9 128,9
(10,7) (15,4) (85,9) (23,9) (135,9)

Net export 17,1 38,2 -8,3 -14 32,9
(16,2) (35,3) (-9.2) (-16,8) (25,5)

Note: ! Including grid losses. S&JE4 refer to electricity areas. Figures for 2021 in brackets.
Source: Svenska kraftnét.

The grid in Sweden does not have enough transmission capacity to
equalise prices between electricity price areas during peak hours. This
results in oversupply in northern Sweden, keeping prices down, and
excess demand in southern Sweden, pushing prices up (figure 4.4).
These price differenscsésaemnts-ai fFor
depth box 4.1).

88 EEX, Nordpool and the Swedish Energy Markets Inspectorate via Macrobond. The figures
refer to spot prices on the power exchange, i.e. before any taxes etc. The figure for Sweden is
calculated by weighting consumptignthee annual price in SEK for each electricity zone. The
Swedish price in SEK, together with the average exchange rate, gives the price in EUR.
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In electricity price area 4, the average spot price has increased from
SEK 0.4 per kWh in 2019, to SEK 1.6 per kWh in 2022. The
corresponding increase in area 1 was from 0.4 to 0.6 SEK/KWh.
During the winter, as norttreSweden experienced cold weather and
hydroelectric power plants struggled with ice, the price has been over
SEK 2.0 per kWh, even in electricity price areas 1 and 2 (figure 4.4).

The largest differences were recorded in the summer of 2022.
Between Julynd August, the price of electricity in area 4 rose from
SEK 1.2 per kWh to SEK 3.1 per kWh; in August 2021, the price was
SEK 0.9 per kWh. In August 2022, forecasts for the winter indicated
that the average spot price (i.e., excluding VAT and fees tyarged
electricity traders) of electricity in the Nordics would reach SEK 4 per
kWh during the winter months (figure £5).

Figure 4.4 Electricity prices in the four electricity areas in Sweden
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Note: Monthly average. Figures refer to spot prices on thermowhange, i.e. before any taxes
etc.
Source: Nordpool.

89 Source: National Institute of Economic Research (2022).
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Figure 4.5 Forward prices in the Nordics, August 2022 and March
2023
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A record high volume of electricity was generated in Sweden in 2022,
and production was considerably higher than total consumption. The
latter is typically the case. As is shown in table 4.1, $weoktad a
considerable portion, around 20 percent, of its total electricity
generation in 2022. Even so, electricity prices still rose as high as they
did, as described above, due to
European market. As long as tlam$mission to the continent is not
operating at maximum capacity, we find ourselves on a European
market where the balance between supply and demand in Europe sets
the price in Sweden.

High electricity prices have resulted in unexpectedly high profits fo
energy producers and grid operators. In Sweden, SVK is the primary
beneficiary of this surplus in the form of congestion rents, of which
SEK 63 billion are available for support measurdeth box 4.1).
Businesses that consume a lot of electriadyttehave long, fixed
contracts with electricity producers, which has restrained the profits of
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electricity produce?$.Still, some of the windfall has benefited
electricity producers, in particular those operating in southern

Swedef:

In-depth box 4.1 Where do congestion rents come from?

Svenska kraftnat (SVK) equalises surplus electricity produ
northern Sweden and production deficits in southern Swe
transmitting electricity to the south. If the supply of electricity
in northern Seden and the grid transmission is operating at ma|
capacity, prices there are pushed downwards. Transmission
north operating at maximum capacity constrain supply in s¢
Sweden and causes prices there to rise. When electricity is
higher price than it was purchased, an arbitrage gain arises
to SVK. The gains that flow to SVK are called congestion r¢
bottleneck revenue.

Congestion rents amounted on average to SEK 2 billion p
between 2011 and 2020. Due teduced supply of cheap electr
production in Europe and thereby a higher electricity price in s
Sweden, there have been substantial differences in price withir
since the end of 2021 (figure 4.4). Therefore, the congestic
flowing b SVK have become unusually high: in total, SEK 22
in 2021 and SEK 69 billion in 2022. Of these, SEK 66 billior
generated by capacity limitations in Sweden, mainly between ¢
price areas 2 and 3, while the remainder stemmed frority
limitations in the transmission to other countries. SVK repor
SEK 63 billion are available for use in support scHeg\és. plans
to use expected future congestion rents to expand the grid an
grid rates, among other thifgs.

Congestion rents are primarily used to expand transi
capacity within the country. Improved transmission capacity b
northern and southern Sweden will result in lower electricity p
southern Sweden, and higher prices in northern Swedewhake
though, prices will be lower in the country. Between electricity)|
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and 3, where most of the congestion rents are generated, $VK has
expanded transmission capacity from 6,900 MW in 2013 tp 7,300
today. The forecast is that capacity wikase to 9,600 MW by 2034.

Section 4.2 describes how funds from congestion rents may he used.

4.1.3 Measures to counteract high electricity
prices

To counteract the high electricity prices, it is possible to take measures
both to increase electricity proiiue (increased supply) and improve
the efficiency of electricity use (reduced demand).

The supply of eledsidifficult to affect in the short term. Permit
processes and construction times mean that increasing production
takes time. Consequentty g f undament al reason
increase in electricity prices in Europe, i.e. the cessation of gas imports
from Russia, will continue to affect the supply of electricity several
years into the future. The measures that can be taken in ttexishort
include postponing the closures of nuclear power plants and to restart
dormant electricity production. SVK has, for example, chosen to
procure capacity from combined Feradpower plants in
Gothenburg and Maln¥6 There are better opportunities téeeaf
supply in the longer term. On a fpear timescale, lanrbbased wind
power has the greatest potential, over-ge@nperiod, there may be
new offshore wind farms and possibly even small modular nuclear
reactors?

Reducing the demand foy&edbigitiest way to affect prices in the
short term. The marginal price model means that a lower electricity
consumption, reducing the need for the most expensive methods of
electricity production, can have a considerable impact on the price.
Even small ecreases in demand can have large effects. Studies show
that for every percentage point that electricity consumption is reduced
in Europe, the spot price of electricity falls by around EUR 12 per
MWh in southern Sweden, corresponding to around SEK 0.17 per
kWh lower electricity prices for households, including®VAfe

94 This measure improves transmission capacity between electricity areas, leading to lower
electricity prices.

95 \Wrake (2023).

9% Energiforsk (2022).
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effect may be even larger during peak hours of electricity defnand.
reduction in electricity consumption in southern Sweden, but not the
rest of Europe, would have about half as largéext on electricity
prices in southern Sweden.

With this in mind, the EU resolved in the autumn of 2022 that all
countries shall reduce their electricity consumption by at least 5 per
cent during the peak hours, i.e. when consumption and prices are at
their highes® In addition, it was decided that all countries shall strive
toward reducing their electricity consumption during the period
December 2022 to March 2023 by at least 10 per cent compared to the
corresponding period 2@&PD18.

In Sweden, thBwedish Energy Agency launched a campaign titled
OEvery kilowatt hour (kWh) countsbod
of the campaign was for everyone in Sweden to contribute to
moderating the electricity price, by reducing their consumption.
Swedish electitg consumers have reacted to the high electricity
prices and to the encouragement to reduce their consumption (figure
4.6). Compared to the same month in the previous year, total electricity
consumption fell by 5 per cent during the months with the simalle
reduction, and by 8 per cent in December, the highest reffuction.
Consumption has decreased even more during the peak hours, i.e.
weekday mornings and afternoons. The reduction in consumption has
primarily been concentrated to southern Sweden. Whbiber
reduction is due to permanent improvements to efficiency (such as
new heating systems) or to temporary savings (e.g. lawer in
temperatures) is not yet known.

97 During peak hours when consumption is at its greatest, the most expensive methods of
generation must also be used, resulting in a high electricity price. Reducing electricity
consumption at the peaks means that the most expensive forms of generatbomegden

and that the electricity price is lower. Combined with reduced consumption, this can have a
substantial effect on electricity costs.

% Council Regulation (EU) 2022/1854.

9 For September 2022, Svenska kraftnat reported on the reduction in camsbnogen down

into households and businesses, but ceased doing so as their calculations were too uncertain.
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Figure 4.6 Electricity consumption 2022/23 compared to the same
month 2021/22

Percentual change
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SE1 SE 2 SE3 SE 4 Total

u September October ®November ®mDecember © January ®March

Note:The figures are temperature and calendar corrected by Svenska kraftif#4 SE1
represents the four electricity price areas in Sweden.
Source: Svenska kraftnat.

Financial support for households and businesses

Every country in the EU hagroduced measures to support heuse
holds and business, e.g. by lowering taxes on energy or introducing
transfers. In Europe, the support payments have totalled over EUR
650 billion since energy prices began to rise in the autumn of 2021
(figure 1.8). M, Slovakia and Germany have offered support
payments in excess of 6 per cent of GDP, while supports in Cyprus
and Finland comprise to less than 1 per cent of GDP. The Swedish
energy support payments, including fuel support, amount to around
1.3 per cenvf GDP, or around SEK 80 billion, of which about half
has gone to households and half to businésses.

It is difficult to compare the scale and design of support schemes
in different countries. In part, the way that the state is involved in the
productionand distribution of electricity varies between countries.
Moreover, the subdivision within and between countries into different
electricity price areas affects the distribution of income between

100Refers to electricity support that has been paid or decided up to and including April 2023, as
well as tax reductions on fuels in 2022 and 2023.
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producers and distributors. It also depends on the dorfonmanbf

heating used; the extensive use of gas for heating in Germany explains
the substantial support paid for gas costs. Taken together, the
differences in the level of support paid by different countries can be
largely explained by structural differgnceven if political
considerations and the capacity of public finances certainly also plays
arole.

4.2 Regulations governing electricity support
schemes

The way that electricity support schemes are designed in different
countries is affected by appllealgulation, not least on the EU level.

In Sweden, as previously mentioned, a large portion of the support is
financed by funds from SVK&s conge
design of the support schemes must take into account the EU
regulations goweing how this type of funds may be used: the
Regulation on the internal market for electricity on the one hand, and

the emergency intervention regul at
war of aggression against Ukraine. In Sweden, the Swedish Energy
Markets Inspectorate (Ei) is the authority which, on the basis of these

rules, may approve how SVK uses congestion rents. In addition, the
support schemes for businesses must comply with EU rules on state

aid; those rules have also been temporarily amendedtlueievar.

These regulations have been of crucial importance in determining the
design of electricity support schemes for households and businesses.

If instead the support schemes had been financed from the budget, a
partly different set of rules wouldvie applied, while the support
payments would also have been covered by the fiscal framework. We

will return to this point later on.

4.2.1 EU rules define the framework

Congestion rents arise because of insufficient grid capacity and an
imbalance betweenhere electricity is produced and where it is
consumed (il e pt h box 4. 1). SVKO0os use 0
regul ated by t he EUO s Regul ati on
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electricity’ The regulation stipulates that congestion rents, in the first
place, shibe used for measures to maintain or increase transmission
capacity between electricity price areas. Once these purposes have
been sufficiently fulfilled, then the congestion rents may also be used
to lower network tariffs and thus to benefit consumers.

In May 2022, in the light of high electricity prices, the European
Commission made an announcement opening up for broader use of
congestion rents, and on 6 October, the Council of Ministers adopted
the emergency intervention regulatit®tarting on 1 Deenber 2022
and applying until the end of 2023, the regulation allows for the use of
excess profits from congestion rents (revenues that exceed what SVK
requires to finance expansion of transmission capacity) to finance
schemes to support the final consenedrelectricity, i.e. consumers
purchasing electricity for their own use. If a country opts to use
congestion rents to finance support schemes for final consumers, the
Regulation stipulates that these funds be used in a targeted manner to
finance supporneasures for customers to soften the impact of high
electricity price’$® This need not be cash support, but could also
include support for energgving measures or for investments in
renewable energy, energy efficiency and reductions of CO2 emissions.
The regulation does not provide an exhaustive list of the measures that
are allowed, but only provides exanmffiéhe primary concern is that
the measures shall soften the effects of high electricity prices on the
final consumers.

The measures must meattaia requirements. According to the
regulation, they must be clearly defined, transparent, proportional,
nondiscriminatory and verifiaB¥eThe support must also not work
against another part of the same regulation, which states that member
states sha#fitrive to reduce their electricity consumption by 10 per
cent.

Alongside EU regulation of the electricity market, there are also
rules on state aid that aim to ensure that state aid to businesses or
industries does not distort competition within the EWlember
State may not subsidise businesses or industries to gain competitive
advantages vesvis other EU Member States. Measures that apply

101 Council Regulation (EU) 2019/943.
102Council Regulation (EU) 2022/1854.
103EU 2022/1854, Article 10.1.

104EYU 2022/1854, Article 10.4.

WSEU 2022/1854, Article 10.2.
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equally to all businesses, such as a reduction in the corporate income
tax, are typically not considered state Ay measure that may
comprise unlawful state aid must be approved by the European
Commission before implementation.

State aid rules have also been te
war of aggression against Ukraine, and on 23 March 2022, the
EuropeanCommission decided to temporarily permit broader forms
of state aid. The temporary rules were initially to apply until the end of
2022, but were extended in November, applying until the end of 2023.
The maximum amount that could be disbursed to any ualivid
business was raised to EUR 2 million. The rules stipolatey other
things that support for businesses that have been affected by high
electricity prices are not to be considered state aid insofar as they are
generally applied, e.g. as a tax iedd¢tSVK considered that the
model for electricity support schemes they had proposed in November
was sufficiently general that a state aid review of the model would not
be necessary. Ei, however, proposed such amendments that the
Government made the assment that the model needed to be
reviewed under state aid rules, and that it would probably not be
approved by the European Commission once reviewed. Therefore,
SVK was given a new instruction that expressly required that the EUR
2 million limit of disbisement to any individual business must be
respecte’ The Government then reviewed the proposal before they,
in April, sent the proposal to the European Commission for
approval® The Government also decided on support for electricity
intensive businessevhich on 16 February were approved under the
state aid rules by the European Commission (see appendix 4).

1The European Commi ssion (2022/C 131 1/01), parag
commercial energy consumers do not constitute State aid, provided such measures are of a
general nature. Such nselective measures can, for example, take the form of general
reductions in taxes or levies, a reduced rate to the supply of naturattymstyede district
heating or reduced network costs. o

107The extended state aid rules are not the result of a decision by the EU Council of Ministers,
but have taken the shape of an announcement by the Commission. This is not binding in the
same way as regulation, but should instead be seen as a guideline describing what the
Commission would approve as part of a state aid review.

108 Before the Government submitted an application to the European Commission about the
support for businesses, they made austmdent to exclude all companies which had fixed the

price of their electricity consumption prior to the support period, and which only had contracts
that were in effect throughout the support period. At the end of April, the European
Commission have notet processed the application. The assessment of the Government is,
however, that the scale of the support, at SEK 29 billion, is not materially affected, indicating
that few companies are affected by the adjustment.
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4.2.2 Electricity support from the budget or from
congestion rents?

Congestion rents that flow to SVK are accounted for as a debt to
electricity ansumers. These funds are not a form of profit for SVK
but are, as presented above, to be used in a way that benefits electricity
consumers, typically through investments in the grid's transmission
capacity. The congestion rents are not recognised esna@ ia the
Government budget, but are placed in an account with the Swedish
National Debt Office (RGK), and therefore affect the central
government borrowing requirement. Payments of congestion rents to
electricity consumers do not fall under the expeaditiling. In the
national accounts, however, the electricity support is recognised as a
taxation of the private sector by the state, and as a transfer from the
state to households and businesses when the support is decided,
meaning that the effect ontnlending is zerty? Thereby, the
electricity support does not affect any of the budgetary policy
objectives. Of course, even if the support does not affect the budgetary
policy objectives, it still affects the economy, as discussed in chapters
2 and 3.

The temporary rules governing how surplus income from
congestion rents may be used offer an opportunity, but no duty, to pay
out these funds to electricity consurti€fhe first electricity support
for households, in the spring of 2022, was designed Hbefore
emergency intervention regulation was in place, and was not associated
with congestion rents. It was paid out via the central government
budget, using an extra amending budget. The support to electricity
intensive businesses is also financed via el cgovernment
budget!

How the support is financédzia congestion rents or via the
central government budd@eaffects both how it might be designed
and what the process for deciding on support looks like. If the support
is financed using congestrents, it must be designed in accordance
with the emergency intervention regulation, which is not necessary if

109 This principle was introduced in February 2023 and is not used in the 2023 Budget Bill (see
in-depth box 2.1).

110EU 2022/1854, Article 9, paragraph 1.

11|t was however mentioned in the 2023 Budget Bill that the government should assess the
possibility of financing that support scheme with congestion rents. In April 2023, the
government submitted an application to SVK to use congestion rents to finance that support,
but SVK had not yet responded at the time this report was printed.
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support for households and businesses is paid via the central
government budg&f Since SVK retains control of the congestion
rents, and the government may not directly govern SVK, the support
must also be designed by SVK. The process for deciding on electricity
support from congestion rents therefore entails that the government
first submit an instruction to SVK to design a support; then that SVK
applies to the Swedish Energy Market Inspectorate, Ei, for the
proposed use of these funds; that Ei then tests whether the support is
compatible with the EU rules on the electricity marlcefiradly, that

the government issue a regulation on the support. The government
may thus affect the design of the support, in part by governing the
instruction to SVK, and in part via the regulation, but it is not directly
involved in the design of thepport modet?*?

A support financed by the central government budget, on the other
hand, is designed by the Government directly. The Government has a
greater capacity than SVK to prepare the issue, and has the liberty to
consider e.g. the distributive effexf the support scheme. Therefore,
the way that the support is financed is not merely a budgetary issue,
but also affects how the support scheme can be designed. The support
scheme for electriciigtensive businesses, which was developed by
the Governmet independently of SVK, show that the Government
has considerable abilities to independently design support schemes.

There are some limitations for the Government. One limitation is
that the Government cannot request SVK's surplus congestion rents,
likean extra dividend to the state. Another limitation determines how
much of SVKO&s funds can be retaine
future investments. Ei conducts an annual review of the way SVK uses
its congestion rents. There is no established praciioegreéd Ei's
position if SVK wished to place a larger amésay, SEK 50 billion
o0 with RGK for a period of several years, and thereby have to borrow
less money for the planned investments of over SEK 100 billion over
the coming decade.

112 Support from the centrgovernment budget must however comply with EU rules on state
aid.

113The support for households for the period Nove@dbecember 2022 had a ceiling of 18,000
kWh. This ceiling was not included in SVK's model, but was added by the government in the
reguléion SFS 2022:1872.
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4.3 The scale a nd design of the electricity
support schemes

In chapter 3, we emphasised that the electricity support schemes are
merely one way to support households in the uncertainty prevailing in
2022, among several ways. Different support schemes feature different
effects on the levels of activity in the economy, itstéong
development potential and distribution of income. Government
support to soften temporarily increased costs also raise more specific
guestions. This applies not least to electricity supportes;teenthe

scale and design of these schemes may affect the propensity of
consumers to save electricity or to invest in their own electricity
production, which in turn may have substantial effects on future
electricity prices. In this section, we will b@seuss the scale and
design of electricity support schemes from these points of view. There
are key differences between the support schemes for households and
that for businesses, and we will first discuss the support for
households.

4.3.1 Support for hou  seholds

In 2022, and in 2023 thus far, there have been three rounds of
Government decisions on electricity support for households made by
the current and previous Governm@étilectricity price areas 3 and

4, in southern Sweden, have received more stiggogreas 1 and 2

in northern Sweden. This is because two of the three support schemes
entailed larger support the higher the price in each area rose above a
common reference price; the higher electricity prices in southern
Sweden have therefore entitedsumers to larger support. A typical
household in electricity price area 4 has received a combined SEK
27,000, while a typical household in the two areas in the north of the
country have received around SEK 9,000 (table 4.2).

1145ee appendix 4 for a closer description of the design of the support schemes.
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Table 4.2 Electricity support for households

Area 1 Area 2 Area 3 Area 4
Electricity support 1 6 000 6 000 7 000 7 000
Electricity support 2 0 0 10 000 15 800
Electricity support 3 3240 3240 4 536 4644
Total 9 240 9 240 21 536 27 444

Note: Electricity suppgradsuming a consumption of 2,000 kWh per month, DeéM@agih

2022. Entitled to support of maximally SEK 6,000 (area 1 and 2) and SEK 7,000 (areas 3 and 4),
respectivelyElectricity supporTRe electricity price in areas 1 and 2 was below the oeferen
price, and thus no support was paid. Support of SEK 0.5 (0.79) in area 3 (4), assuming
consumption of 20,000 kWh in Oct. 208&ptember 202Electricity supporEl&ctricity price

areas 1 and 2 received SEK 0.9 per kWh, areas 3 and 4 received6S#iti BEEK 1.29,
respectively, assuming a consumption of 4,500 kWh idD&ov2022. 80 per cent of
consumption entitled to compensation. See appendix 4 for a closer description of the design of
the support schemes.

SourceOwn calculations.

the cost of arelectricity consumption of 20,000 kWh per year,
including and excluding support in 2022, is compared to the
corresponding cost in 2@P®21 in figure 4 The aim is to show

how the combined electricity support schemes have affected the net
cost in comarison to previous years. As the figure shows, electricity
support has more than neutralised the increased costs for electricity
consumption in electricity price areas 1 and 2. Including the support,
the total cost was lower in 2022 than in previous yea#rsthe
exception of 2020 when electricity prices were very low, in part due to
the pandemic (grey and yellow bars). For areas 3 and 4, the electricity
support schemes have also reduced costs considerably, so that the
costs are in line with 2@P®19 albit higher than in 2020 (red and

blue bars).

115 These figures include the cost of electricity trading agreements, including VAT, but not the
network fees and energy taxes, nor the VAT thereof. Theatialtsildo not capture that
network fees have increased as the cost of grid losses has risen.
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Figure 4.7 Cost of electricity consumption, 20,000 kWh
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Note: Assuming an annual consumption of 20,000 kWh, distributed monthly according to data

from the Stockholm Chamber of Commerce. This level of moocotmsumption has been

multiplied by the monthly variable rate tariff (households) in each electricity price area. The price
includes all costs for the electricity trade agreement, including VAT. The network fee and energy
taxes, including VAT on these, ao¢ included. The total electricity support presented in table

4.2 have been subtracted by the series oWi th e
were made in 2023, but they have been subtracted from the electricity cost for 2022.

SourcesThe website of the Swedish Energy Market Inspectorate (16 February 2023), the
Stockholm Chamber of Commerce (2022) and own calculations.

Support for households total SEK 36 billion and have thus resulted in
costs for electricity consumption barely increasing, or even decreasing,
compared to 2082019.

As we discussed in chapter 3, there were reasons to offer financial
support for househadgiven the heavily increased costs and the
uncertainties that prevailed in 2022. Normally, the Government and
the Riksdag decide on how transfers to households shall be designed,
in terms of scale as well as distribution. In the situation prevailing in
22, however, with high congestion rents and temporary EU regu
lations, it was partially understandable that the Government chose to
finance support schemes with congestion rents. As presented in the
previous section, it is the duty of Ei to annually &8g&3s handling
of congestion rents given EU regulations, and Ei might have requested
that parts of the congestion rents would be paid out to households,
regardless of the Governmentos i
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It is the view of the Council, however, that the totgdastbor
households was too large, that the design in certain cases was deficient
and that repeated support entails considerable risks. It should, with the
approval of Ei, have been possible for SVK to retain more of the
congestion rents and thereby, tpemter extent, avoid debt financing
for its expansion of the grid in the coming decades. The government
could have formulated its instruction to SVK in this direction. This is
even more relevant considering the support for businesses, which we
will discus below.

A smaller electricity support scheme would also have been in line
with the Councilds principal stanc
of high prices in specific markets should be avoided if possible. There
are several reasons for this. Theepsn a market serves as a signal to
the economic operators on that market. For example, high prices
contribute to electricity consumers reducing their consumption, which
limits the increase in price and reduces the risk of electricity shortages.
Support my also reduce the propensity of consumers to maintain
their own buffers in order to meet temporary increases in costs. It is
particularly problematic when support schemes are repeated. Repeat
support increase the risk that households and businesse® come t
expect support in more areas, instead of making their own
preparations for difficult circumstances. Support schemes also risk
leading to a greater degree of steonh policy thinking, inducing
political parties to outbid one another to soften effectseishort
term without taking the loigrm consequences into account.

It is therefore of central importance that electricity support
schemes are designed so that electricity consumers still interact with
the market price for electricity. This leads tmolbwer demand and
to the implementation of enesgfjiciency measures. Energy
efficiency measures also reduce demand in the long term, mitigating
the risk of future electricity shortages and spikes in'ffrldekke
many other European countries, nariethe Swedish electricity
support schemes have featured a price ceiling above which the state
would assume the costs. In the Council's view, this is a godt thing.
The price which electricity consumers have had to pay has, therefore,

116 See Roine (2022) for a discussion of how electricity support schemes may be designed to
incentivise consumers to save electricity.

117 Such a price ceiling meahatt when the price reaches that level, consumers have sharply
weaker incentives to reduce their consumption. It may also become very costly for the state, if
consumption above the price ceiling is too large.
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reflected the scaty of electricity. Basing electricity support scheme 2
on a historical reference period, so that households did not receive
support based on their current consumption, was also an advantage
from this perspective.

It was however problematic that the refegeperiods were moved
forward when the support was repeated, as in the case of support
scheme 3. The scheme was announced on 10 January 2023 and was tc
be based on the consumption in November and December 2022. At
the same time, the Government did notuebec the possibility of
future support schemes for the coming months in 2023. This means
that electricity consumers may have been given the impression that
future support payments would be based on their consumption in, for
example, Janu@fRebruary 2028is risked weakening the incentives
for consumers to keep their electricity consumption low during these
months. Repeated support risks increasing expectations of future
support, and in that way affect the expected price that consumers face.
Thereby, remged support may weaken the incentives to save
electricity, and in turn contribute to higher electricity prices. Repeated
support should therefore be avoided, but if they are introduced, the
historical reference period should not be moved forward into the
future.

The Council also believes that it would have been desirable to
introduce some form of ceiling to the support for households, e.g. in
the form of a maximum amount per exit point or per household, or a
maximum level of consumption that would erttitdeconsumer to
support. The support could also have been limited to the address
where a given household is entered into the population register, and
thus not been paid out for second homes.

In summary, it would have been both possible and desirabde for th
electricity support for households to be smaller. This is due both to
reasons given in chapter 3 and for those reasons presented here, such
as that households have been overcompensated and that the incentives
to save electricity have been weakened.eVakdf activity in the
economy and the purchasing power among particularly affected
households could have been maintained using other means. This is
also true if one considers that there are institutional restrictions of
various kinds, e.g. concerningghgment of excess congestion rents.
Since repeated support is problemaniesupport scheme to support
households during the winter of 2022/23 would have been preferable,
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like the largest electricity support of SEK 17 billion (scheme 2) which
was annowed in the autumn of 2022. Given that three support
schemes were adopted, it would have been appropriate to include a
ceiling either for the amounts of the support or for the consumption
entitling the consumer to support.

That the combined electricity sapgpschemes were excessive is
illustrated by support scheme 3, which was announced in January 2023
to compensate households for elevated electricity prices in
NovembedDecember 2022. Electricity price areas 3 and 4 had
already, in the autumn of 2022, beermised support (scheme 2)
which aimed to soften the effects of the rising electricity prices. The
electricity prices that then arose in November and December 2022
were themowethan had been forecast when scheme 2 was announced.

It is therefore diffidtito understand how the need for further support

in these areas could be considered higher in January 2023, than when
the second support scheme was announced. The design of the third
support scheme meant that areas 1 and 2 were included as well (table
4.2, even though these two areas in northern Sweden did not
experience any prolonged period of sharply elevated electricity prices
(section 4.1, figure 4.4).

4.3.2 Support for businesses

There are several reasons why support schemes for businesses are
consderably more dubious than supports for households. Businesses
are normally able to transfer their costs to consumers, which was also
the case in many industries in 282he sale of goods and services

in the private sector increased in 2022 by 1.3 .@ndeB cent,
respectively, while profit margins gréWaken together, it indicates

that costs have been substantially passed on to consumers. Businesses
can also be expected to have a buffer to ensure that unexpected costs
do not threaten the survivaltbe business. In addition, businesses
typically also have the ability to raise loans to bridge periods of weak
liquidity, and during the year, businesses have had the option to defer
tax payments (appendix 4).

18NIER (2022b).

119 NIER (2023a). According ttneé NIER (2022c, table 16), the profit share increased in 12
industries and decreased imdustries between 202192 and 2022qg2. According to the NIER
(2022d, table 13), the profit share in 202292 was higher than the average since 2000 in
15industries whd it was lower in Bidustries.
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Moreover, it is relatively common amongnassies that consume
a lot of electricity to have long, fixed electricity contracts, meaning that
sharp increases in prices have less effect in the shéft Femthat
reason, the general electricity support of SEK 29 billion means that
some businessas,particular heavy consumers of electricity, receive
support in excess of the cost increase for their electricity consumption
(in-depth box 4.2%! This could have been substantially avoided by
combining a ceiling for electricity consumption, over whstis c
would have to be proven, with a cap no higher than EUR 2 million.
The lower the ceiling, the more businesses would have to prove that
their costs had increased. The administrative burden would not have
had to be parti cul ssesbmentivasthatheir F o
proposed ceiling of 3 million kWh would affect around 1,700 exit
points!?If the cap was instead placed at 2 million kWh, the number
of exit points would increase to around 2,700. This appears
manageable, in particular comparate@mdministration required to
pay support to businesses during the pandemic. The ceiling for
support paid could also have been lower than SEK 20 Hillion.

Moreover, it should be noted that the emergency intervention
regulation also opens up for spesugdport to electriciiyntensive
businesses (section 4.2). It is naturally more difficult to fully pass on
higher electricity costs to consumers, the larger the proportion these
are of the businessd total COSst
consumers wadd result in sharp increases in price, resulting in lower
demand. Since the electricity costs of elecinigtysive businesses
comprise a large proportion of their total costs, the buffers and options
to defer tax payments may be insufficient. Instteatario, there is a
risk that otherwise competitive businesses would be forced to reduce
their activities sharply, or at worst cease trading, due to temporarily
higher electricity costs. The Council therefore believes that the
electricity support schenmar €lectricityintensive businesses can be
justified. This is particularly the case since businesses must prove that

120 Dagens industri (2022). The fact that only a handful of businesses so far were granted the
special support for electricitytensive businesses, and that the application period was therefore
extended, supports this hypatte(Alltinget 2023). There does not appear to be any available
statistics showing companiesd contract terms f
121See Appendix 4.

122 Since there are businesses that have multiple exit points, the number of affected companies
could be somewhé&twer.

123The ceiling for the support was set by the Government at SEK 20 million. The ceiling means
that the total extent of the support scheme is SEK 9 billion lower than SVK's original proposal.
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their costs have risen in order to receive this support. Potentially, the
government ought to have considered as an alternative to atroduc
credit guarantees for electrigiyensive companies in need of
liquidity loans.

The importance of the scale and design of the support séhemes
whether for households or businegsemphasises the government's
responsibility in ensuring that the suppchemes are fit for purpose.
SVK and Ei prepare issues and consider relevant regulation within
their areas of responsibility, but cannot be expected to account for
socioeconomic considerations relating to e.g. ceilings on consumption
or support payment3hese are, fundamentally, political decisions to
make. The government is responsible for the whole: for the
compliance with regulation as well as for the economic and
distributional effects of these measures. If support schemes should
become relevant ithe future, and have to go via SVK, the
government should therefore take a more active role and formulate
their instruction to SVK in such a way as to promote compliance and
reflect the design which the government desires.

In-depth box 4.2 Occasionally weak connection between electricity
costs and electricity support

The support for households and businesses, with the exception of the
special support for electrieityensive businesses, are calculated based
on a recipient's electricity comgption for a previous period and|the
electricity price area in which the consumption took'flelcevever
the support was not associated with whether the individual cgnsumer
had variableor fixedrate tariffs, or the level at which this tariff had
been® In order to relate the support to the individual, [final
consumer 6s true costs, the recipie
and prove their costs. This has been seen as administratively too
complex to be included in the support schemes.
On a nationlalevel, there is a connection between electricity costs
and support, in the sense that most support was paid in sputhern
Sweden, where electricity prices have been higher on average. On the
level of the individual consumer and their actual costs, hd r,
iS no association. Two electricity consumers in the same electricity
price area with the same level of consumption will receive the same

124See appendix 4 for a closer description of the desija sfipport schemes.
125 See appendix 4 regarding the connection with the type of electricity contract companies have.
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support even if one of them, owing to fixed prices, have paid a low
price and the other paid a high price. éf ihho consumers instead
were located in different electricity price areas, they may|receive
different amounts of support, even if they consumed the samejamount
of electricity and paid the same costs. In the public debate, the
electricity support schemeséaften been presented as a repayment
of a fee, but the fact that the support schemes do not take the
i ndi vidual consumerds costs|into
flawed. It is more justified to consider the support as a tegmplate
payment based ounles of thumb.
The association between costs and support is further weakened by
the fact that support payments were not based on current electricity
prices during the winter, but on the prices that prevailed during the
reference period.
The support foelectricityintensive businesses, on the other hand,
are based on the actual electricity costs of the individual beneficiary. It
Is primarily targeted at businesses across the country and is |based on
how much the electricity price increased, rather thactinal price.
There is furthermore a cap on this support and it is not deducted from
the general support for businesses.

4.4 Conclusions

As we concluded in chapter 3, it is easy to understand that support for
households was associated with the develbielectricity prices.

The rapidly increasing electricity prices in 2022 were challenging,
especially for households with thin margins. There may also have been
an idea that this type of support could be rapidly implemented, thus
functioning well from atabilisation policy perspective as well. Our
fundamental view is, however, that the Government should generally
be very restrictive about compensating for price changes on various
markets, and that there ought to be very good reasons for such
interventims when they are carried out. This is particularly important
on the electricity market, as consumers are incentivised to improve
energy efficiency when they meet the market price. This reduces the
demand for electricity and its price, in the short tewslhas in the

long term. The substantial and rapid increases in the price of electricity,
the high congestion rents in 2022 and the EU regulations concerning
the use of these rents, make it understandable and reasonable for the
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Government to finance sugart of these support schemes as are
considered justified from a fiscal policy perspective, with congestion
rents.

The largest support for households amounted to SEK 17 billion
and was announced as forecasts indicated very high electricity prices
for thewinter of 2022/23. The Council is generally positively inclined
toward the design of this support scheme; it was based on historical
consumption, and consumers still interacted with the market price for
electricity. However, we are of the opinion thastheme should
have included some form of ceiling on the level of support or
consumption. As for the third support scheme for households,
announced in January 2023 and based on consumption in Névember
December 2022, there are stronger reasons to be bripeal, there
had already been previous support implemented for that period, and
in part, prices ended up lower than initially feared. Moreover, as the
reference period was moved forward, there was a risk that households
had a lower propensity to redubeir electricity consumption and
invest in energy efficiency.

The overall assessment of the Council is that the support for

households was too large, that the design was deficient in some
respects and that repeated support schemes warped incentives. The
consequences are that more electricity is used than would be desirable,
and that prices are driven up. As a result of the three support schemes
disbursing a combined SEK 36 billion, electricity costs after the
support payments were lower than in a noy@at in northern
Sweden, and roughly in line with a normal year in southern Sweden.
The electricity support schemes for households could have been
limited; for example, a higher reference price or a smaller proportion
of overall consumption could have besed as the basis for support.
The support could also have been limited to the address where a
household is entered in the population register, and thus not been paid
for e.g. second homes. A smaller electricity support could have been
supplemented withtleer fiscal policy measures (chapter 3).

The general electricity support schemes for businesses should have
been substantially smaller. Businesses are able to pass costs on to their
customers to a considerable extent. They have also been able to defer
tax payments, and many companies should have been able to turn to
the financial markets to weather temporary difficulties. In addition,
major consumers of electricity typically have fixed contracts with
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electricity providers, meaning that changes in the madethad

little effect in the short term. One way of limiting the payments could
have been to combine a consumption ceiling, above which a business
would have to prove their actual increases in cost, with a maximum
ceiling on disbursed amounts on EUR #liom or less. The
administrative burden of these ceilings would, provided that the
ceilings were reasonably designed, have been manageable.

The limited support of SEK 2 billion for electrigitensive
businesses was more justified, however, as iheveltheen difficult
to fully pass these costs on to customers down the line. To receive
support, the electricitytensive businesses also had to prove that their
costs had rised unlike the general support scheme. An alternative
means of supporting a&lectricityintensive businesses would have
been to institute a system of credit guarantees for those companies that
suffered liquidity problems.

The Council is of the opinion that support schemes, whether for
households or businesses, compensating dbr éhectricity costs
should be avoided in the future. In the event that support schemes are
still necessary, the Government should take a more active and direct
role in determining the scale and design of these support schemes. The
Government has considel@capacity to prepare proposals and apply
the broader grip that was necessary. Above all, any support for
businesses should, if possible, be designed so that only those
businesses that have in fact suffered higher costs receive support. The
Government sbuld also review the ability of SVK to retain a larger
portion of the congestion rents for future investments. This would
give the Government greater abilities to use the budget to achieve a
wellbalanced economic policy.

The Council also believbat an evaluation of the actual effects of
the support schemes should be carried out. For that reason,
information about the volume of support received by each beneficiary,
as well as the actual costs that were paid, should be made available.

In summarythe Council considers that there are substantial risks
when the State provides general compensation for households and
businesses during temporary changes in prices, whether this relates to
the electricity market or in other areas. There are severa feason
this. By subsidising the price, the State weakens the incentives for
households and businesses to mitigate price risks themselves. There is
also a risk that such schemes counteract othetefongolitical
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objectivesd in this case, to improve dtagity efficiency as part of the
climate transition.

Appendix 4: Design of electricity support
schemes for households and businesses

This appendix describes the design of the three support schemes for
households, the two schemes for businesses angtraioiy for
businesses to apply for tax deferrals.

First support for households

The first support scheme for households was adopted by the Riksdag
in February 2022, and was intended to compensate households for
high electricity prices iDecember 20ZFebruary 2022¢ The
support was tied to electricity compensation and was paid based on a
defined ladder for consumption between 700 and 2,000 kWh per
month. Any consumer with a consumption of 2,000 kwWh per month
or more was entitled to aabof SEK 6,000 for these three months.
The scheme was then extended to also cover the month of March,
albeit only in electricity price areas 3 and 4. The maximum support
payment for that month was capped at SEK 1,000. In total, the
support was therefor&e® 7,000 per household in electricity price
areas 3 and 4.

The support was paid with a newly instituted budget appropriation
and paid to the households via their electricity grid operators, by
deducting the support amount from electricity bills. In tbial,
electricity support for December 28darch 2022 amounted to SEK
9 billion.

Second support for households

The second support scheme for households was based on electricity
consumption and the average electricity price during the period
October 202dSeptember 2022. Support was paid for the difference

between the prevailing price of electricity and a reference rate, set at
SEK 0. 75/ kWh, multiplied by consumj
the support scheme in the spring of 2022, there was no bajl g

126Govt Bill 2021/22: 113 and Govt Bill 2021/22:199.
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the support paid to householélsn electricity price areas 1 and 2, the
average electricity price remained below SEK 0.75 per kWh; for that
reason, no support was paid in these areas. In areas 3 and 4, the average
price was SEK 1.25 and 1.54 kéfh, respectively. The support
therefore amounted to SEK 0.50 per kWh in area 3 and SEK 0.79 per
kWh in area 4 (table A4.1).

The support was calculated based on figures known to the grid
operators, so beneficiaries did not have to apply for support.
Consurers could, by the same token, not refrain from receiving
support either. The disbursement of the support was administered by
Forsakringskassan, the Swedish social insurance agency, and was
primarily conducted at the end of February 2023. The support
amouned to a total of SEK 17 billion.

Table A4.1 The second support scheme for households

Price  Reference price Elzzt';i;:ci)tr);
Area 1 43 75 0
Area 2 46 75 0
Area 3 125 75 50
Area 4 154 75 79

Note:Based on consumption O202BSep. 2022. The price refers to the average price in each
electricity price area for the period October @82fptember 2022; the reference price is the

same for all areas, and the support was defined as the price less reference price multiplied by the
kWh consumed.

SourceSFS (2022:1872).

Third electricity support scheme for households

The third support scheme was designed in the same way as the second
scheme, but based on consumption and prices in November and
December 2022 (table A4.2). Supportpaasout for 80 per cent of
consumption during these months. There was also a cap on the level
of consumption that would be compensated, set at 18,000 kWh. The
support amounted to SEK 10 billion. In total, households have
therefore received electricitpgort of SEK 36 billion.

127Formally, there is a cap of 3 million kWh, but there were no households thattreaaaed
(SFS 2022:1872).
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Table A4.2 The third support scheme for households

Price  Reference price E'i‘fjt‘;i:ci)tr);
Area 1 165 75 90
Area 2 165 75 90
Area 3 201 75 126
Area 4 204 75 129

Note:Based on consumption duriNgvembedDecember 2022. The price refers to the average

price in each electricity price area for the period Novébéeember 2022. The reference price

is the same for all areas, and the support per kWh was defined as the price less reference price,
beingpaid for 80 per cent of the actual consumption.

Source:SFS (2023:108).

The general support scheme for businesses

The general support scheme for businesses was principally designed
using the same model as the second support for households, being
based orconsumption and prices for the period October 2021 to
September 2022. However, the support scheme for businesses had to

be tested for compliance with the EU state aid rules. The Government

also instructed SVK to design the support scheme in compliance with

the European Commi ssionds publicat
temporary crisis framework for state aid medstaes| to cap the

support at EUR 2 million per businB&$he support was capped by

the Government at SEK 20 million. Before the Government
submitted their application to the European Commission, they made

an adjustment to the proposal to exclude businesses that had fixed

their rates prior to the beginning of the support period and whose
contracts remained in force during the support periog. Th
Government estimates that the total support, of SEK 29 billion, was
negligibly affected by this adjustment, indicating that very few
businesses were affected by the adjustment. The European
Commi ssionds assessment watieg not ye:
this report, so the design of the scheme may yet change.

Businesses were required to apply to receive support and to show
that they were registered for Swedish corporate taxation and free of
any debts with the Enforcement Service. Businesses goyltbap
support from 30 May until 25 September 2023. The support was
estimated to amount to SEK 29 billion.

128The European Commission (2022/C 426/01), point 2.1 a.
129 Formally, support is capped per group, not per business.
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Support for eleciintdgsive businesses

In the 2023 Budget Bill, the Government also announced a special
support scheme for electridityensve businesses. The support was
estimated at SEK 2 billion and also financed by congestiofi’rents.
This support is designed based on a different set of principles than the
other schemes. A business is entitled to support if it is electricity
intensive, wih is defined as a business whose electricity consumption
amounts to at least 0.015 kWh per SEK of sales. The support is based
on the companyds act obedemei2822,t r i c
and is disbursed if these costs per kWh were more thanek. Bti

the companyds average electricit
state aid rules, the support may be paid for a maximum of 70 per cent
of the level of consumption during the same months of 2021. The
support comprises half of the qualifying ¢@std support was paid

only if that amount exceeded SEK 50,000. A company may be entitled
to receive support from the general scheme as well as from the scheme
for electricityintensive businesses.

Tax deferrals

The Government proposed that the tax dalferavailable to
businesses facing liquidity shortages should be expanded and
extended, from 12 February to 12 September2088.deferrals are

not directly tied to electricity prices, but the proposal to extend the
deferrals was rooted in the high dtenflation and high electricity
prices. There had been options for deferrals earlier on as well, and
these were used to great extent during the coronavirus crisis. The
Government estimated that around 12,000 companies would utilise
the expanded optionrf deferrals, totalling around SEK 16 billion in
2023. The deferred taxes are expected to be paid gradually éver 2024
2027. The total effect on public finances is assessed to be negligible.

The 2023 Budget Bill speci fi es -heckartcontehsea s up
point of departuredé and not affect public ex
shows that SEK 2 billion are reported as an income in thetbaag that the support will be

paid as an appropriation in expenditure area 24 (the 2023 Budget Bill, p. 77) In April 2023, the
Government submitted an application to SVK to use congestion rents to finance the support

scheme, but SVK had not yet answéhésirequest by the time this report was printed.

131Govt Bill 2022/23:52).

po
pe
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5 Fiscal policy over the business
cycle: 2002 712022

TheCouncil 6s remit i ncludes an asse
has been well designed from the perspective of stabilisation policy.
These assessments, which are inclu

are adapted to the current situation and theri qunciple, always

special circumstances that the report must take into consideration
(chapters 2 and 3 of this yeards r
assessments, there is a systematic analysis of the conduct of fiscal
policy over the business leym a longer perspective. This chapter

presents new calculations to shed light on this matter.

The role that fiscal policy takes in economic stabilisation has been
increasingly discussed in recent years, both internationally and in
Sweden. In the repdidr 2021, the Council emphasised that fiscal
policy may have to play a greater role when the possibilities of
monetary policy have been exhausted; there was an ESO report on this
topic last ye&dfand the Longerm Survey of the Swedish Economy,
which is ® be published at the coming yeadl, deals with the same
issue. In addition to the limitations of monetary policy, experiences
from the pandemic and from Russi a
Ukraine have shown that the role that fiscal policy has tep&nds
heavily on the type of disruptions that affect the economy, i.e. whether
they derive from the demand or sugidie.

Ever since the 1970s, there have been recurrent discussions on the
value and risks of using active fiscal policy over the busicless
Fiscal policy risks being incorrectly timed due to too long lead times
between identification of a problem and measures undertaken and
when these take effect. Historical experiences from the same period
show moreover that the political system @ahttea 'deficit bias' and
weakening of public finances over fithe.

The fact that fiscal policy may need to assume a role in stabilisation
policy has to weighed against how well it is able to do this in practice.

132Calmfors et al2022).

133Governments may take a shtmtm perspective and tend to conduct expansionary policy in
recessions without exercising restraint during booms, I@adefiit on average. The reason

for this may be a general belief that expansionary policy increases the government's chances of
re-election; alternatively, it may be an attempt to make it harder for future, competing
governments to conduct their poliEpr a further discussion of this, see Calmfors et al. (2022).
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Even if the reasoning in principle remaaialid and experiences from

the 1970s and 1980s should be taken into account, it is important to
deepen the discussion and to give weight to how fiscal policy has been
conducted in current institutional conditions. It is particularly
important to takento consideration experiences since the fiscal policy
framework was put into practice at the turn of the millennium at the
same time as an institutional arrangement with an independent central
bank focused on price stability was gradually establishedtloeirin
1990s.

In order for fiscal policy to stabilise the economy, it should be
countercyglical expansionary in recession and contractionary in a
boom. If the opposite applies, so that fiscal policy strengthens
fluctuations in the economy, we rédet as beingrocyclicdlhe fiscal
policy framework aimamong other thing$o counteract procyclical
fiscal policy. In this chapter, we analyse how fiscal policy has related
to the business cycle.

All economic policy aiming to even out the business cycle is based
on economic forecasts and it is therefore important to differentiate
between fiscal polieytentiommsed on the information available when
the decision was made-éete) and the fisgadlicyoutcom@xpost).

In this chapter, we begin by analysing how the $iscald the
deviation of the fiscal balance from the surplus tahget related to
the economic situation. We then analyse how thdrfipciddé the
change in the fiatbalancé has related to changes in the economic
situation.

At the start of the chapter, we describe central concepts and figures
used in the analysis.

5.1 Terminology

When fiscal policy is used for the purpose of stabilisation policy, it is
intended @ contribute to higher demand in a recession and lower
demand in a boom. This can take place both through automatic
stabilisers and through active decisdaederred to as discretionary
fiscal policy**We are particularly interested in isolating thetefbf

B4Automatic stabilisers refer to public income and expenditure that vary with the business cycle.
These can primarily be found on the income side as most tax income (from wage income, capital
gans and VAT) follow the business cycle. There are only a handful of public expenditures that

are affected by the business cycle. These include, for example, unemployment benefits.
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the discretionary fiscal policy after the fiscal policy framework has
started to apply. The result including the automatic stabilisers is shown
in appendix 5A.

5.1.1 Countercyclical fiscal policy

The discretionary fiscal policy is usually mezhstth the aid of the
structural balance as a proportion of potential GDP. As the structural
balance measures the fiscal balance corrected for the economic
situation, it is a measure of how expansionary or contractionary fiscal
policy is, once isolateaiin the effects of the automatic stabilisers.

The underlying principle for countercyclical fiscal policy is
illustrated in a simplified example in figure 5.1. We assume here that
there is a balance target for the fiscal balance that entails that the fiscal
balance should be zero over a business cycle. We further assume that
fiscal policy is symmetrical and conducted in such a way that the
structural balance is 1/4 of the assumed GDP gap at any given time,
before taking into account any fiscal policy mea&ures boom
(positive GDP gap, grey line), fiscal policy is conducted that entails
that the balance exceeds the target level (red line) which dampens the
boom (yellow line; see footnote 135). The reverse applies in a
recession; the recession is am#didtay the balance being below the
target level. Overall, a countercyclical fiscal policy means that both
booms and recessions are dampened; the GDP gap when effects from
fiscal policy are taken into account varies less over the business cycle
compared wh the GDP gap excluding fiscal policy.

This illustration has important implications for the analysis of the
chapter; the more efficient fiscal policy is at stabilising the economy,
the less the estimated GDP gap will be and thus the correlation
betweet he GDP gap and the structural
policy, from the perspective of stabilisation policy, means that the
estimated GDP gap will be zero and thus the correlation with the
structural balance also zero. We must therefore take intot dicab

135The structural balancke,j is given by i pft ®, wherew is the GDP gap excluding
discretionary fiscal policy. The GDP gap that excludes discretionary fiscal policy is determined

using the following correlatios: @ i i i i, wherew is the government's estimate of
the GDP gap considering the fiscal polendi iis the target level for the structural balance.
When the balance is below the tardet, i i 1 fiscal policy is described as expansionary,

meaning thato @ (for further discussion, see section 5.1.2). Expansionary fiscal policy has
thus made the GDP gap less negative (note that the structural balance is below the target level
when the GDP gap is negative), contributing to stabilising the business cycle.
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the structural balance affects the estimated GDP gap when we analyse
how fiscal policy has been conducted over the business cycle.

Figure 5.1 Countercyclical fiscal policy: an illustration

Percent of potential GDP
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Note: We assume here that there is a target for thetgtaibalance to be zero over a business
cycle. See footnote 135 on the GDP gap excluding and including fiscal policy respectively.
SourceOwn illustration.

5.1.2 Expansionary, contractionary and neutral
fiscal policy

We say that fiscal policy is expara@y, contractionary or neutral
depending on how it is assumed to affect aggregate d&mand.
Furthermore, we differentiate between the (assumed) effect of fiscal
policy on the level of aggregate demand in a particular year and the
change in the same beem two consecutive years. We study both in
the empirical analysis.

The fiscal stance

To measure how expansionary or contractionary fiscal policy is,
reference is made in the literature to the fiscal StaRue.refers to
the effect of fiscal policy on the aggregate level of demand. In order to

136 Common synonyms foexpansionaand contractionainclude stimulatingnd tighéning
respectively.
87European Fiscal Board (2021) and IMF (1991).
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be able to measure this, we take into account in the analysis the
deviation of the structural balance from the surplus target.

We can again use figure 5.1 to ilitsstthese concepts. In period
5, the structural balance is higher than the target level. This might, for
example, depend on public investments being lower than normal
which has a contractionary effect on the aggregate demand, and thus
on the GDP gap comped with if investments had been at a normal
level. Correspondingly, the lower structural balance in period 10 has
an expansionary effect on aggregate demand, for example, thanks to
higher public investments than normal. It may be noted that in period
11, he structural balance is less negative compared with period 10 but
still less than normal. Fiscal policy therefore still makes a positive
contribution to aggregate demand in period 11 compared with a
normal situation, even if fiscal policy is somewhagXpassionary
than in period 10.

In-depth box 5.1 How deviations from a balance target affect
aggregate demand

The level of a balance target does not normally affeetet

g
aggregate dematitin the long term, monetary policy is assu?nTred to

maintain devel of demand that leads to full resource utilis&
FurthermoreRicardian efféetsl to a change in target level hg
negligible effects on aggregate dertardowever, tempora
deviations from a given balance target will have effects ordde|
the short term.

Take figure 5.1 as an example. Assume that the balance
this case that the balance should be zero over a business
credible and that the balance is only affected by how the level
investments changes otleg business cycle. In period 10, the
gap before fiscal policy has been taken into accegiperscent (gre

138 There are exceptions to this default assumption. A lower balance target that is
investments and that increases productivity in the private sector may have lasting
GDP. See the next footnote for further exceptions.

139 This does not apyplif the neutral interest rate is so low that the central bank is un
lower the policy rates sufficiently to maintain full resource utilisation. In this event,

ion.
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demand deficiency may arise. A lower balance target and thereby higher demthadgtrblic
sector may then increase demand for a longer period than normally (Blanchard, 2023). See

section 6.2.
uo|f a higher (lower) balance target creates expectations for lower (higher) taxes in t
the higher (lower) net lending may resula lower (higher) private sector balance and

he future,
leave

aggregate demand unchanged. The empirical evidence f&icardian equivalenoet very

strong, however; see Rachel and Summers (2019) and references therein.
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line) and the structural balanc®ig5 per cent (red line). The public
investments are thus greater than normal, which makes thenjecessi
milder (yellow line). In period 11, the structural balance is less negative,
at-0.5. However, the public investments are still greater than normal,
which means that aggregate demand is higher this period than if the
public investments had been at amad level. If instead the balance
target had credibly been changed from@%an period 11, the fiscal
stance would have been less expansionary. This had come about
through the Riksbank having to choose a higher interest rate| path to
eventually rede@rivate demand to the same extent as public demand
had increased given the lower balance target.

The fiscal impulse

When discretionary fiscal policy measures are undertaken in such a way
as to affect the structural balance, the change in aggregateisleman
normally affected between two consecutive years. We refer to this
measure of the change in fiscal policy distiaéimpul&df the fiscal

policy measures are undertaken to strengthen the structuraldalance
for example, frorD.75 t0-0.5 betwen period 10 and 11 in figure 5.1

d it has, applying Keynesian assumptions, a contractionary effect on
the development of demand (change in the GDP gap) compared with

if the measures had not been undertaken and the structural balance
had remained &d.75per cent in period 11.

This example shows that consideration to both the level and the
change in the structural balance are required to describe the
discretionary fiscal policy over the business cycle. In period 11, the
fiscal policgtands still expansionadythe aggregate demand is higher
compared with if the structural balance were in line with the budget
target. The fiscal polizgpulse period 11 is, however, contractionary
0 in the absence of a strengthening of the structdeaicba the
aggregate demand would have been higher. Figure 5.2 illustrates the
level and change concepts used in the chapter.

141 The term is used by numerous orgaimss in Sweden as well, including NIER and the
Government.
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Figure 5.2 Fiscal policy concepts over the business cycle

Change, structural balance
(Fiscal impulse)

Increase Decrease
Above Contractive fiscal policy Cont.rac’Five fiscal policy
target moving in increasingly moving in decreasingly
contractive direction contractive direction
Structural balance
(Fiscal stance)
Expansive fiscal policy Expansive fiscal policy
Below moving in decreasingly moving in increasingly
target ’ R . S
expansive direction expansive direction

Source: Own illustration.

Two useful figures

Before we consider thenduct of fiscal policy over the business cycle
during recent decades, two figures are introduced which we will use in
the analysis. They are based on figure 5.1. The first figure, figure 5.3a,
illustrates how the fiscal stance has varied with theflelsrhand
over the business cycle. Thax¥ shows the difference between a
balance target (here: zero) and the structural balance:aklse X
shows the GDP gap excluding the effects of fiscal policy, i.e. the GDP
gap which would have existed if thecstinal balance had coincided
with the balance target at every point in time (footnote 135).
Given a countercyclical fiscal policy, observations will fall in two of
the four quadrants:
1 In a recession, when the structural balance is below the balance
targe, the observations will be in thartbwestequadrant.

1 Inaboom, when the structural balance is above the balance target,
the observations will be in theutleastequadrant.

In the two other quadrants, the fiscal stance is procyclicahaththe
eastern quadréim structural balance is lower than the target level
despite the GDP gap being positive and irstiéwestern quadrant
the structural balance is higher than the target level despite the GDP
gap being negative.

In theory, figureb.3a provides a clear picture of an appropriate
fiscal policy over the business cycle. As shown in chapters 2 and 3, the
analysis is more complicated in practice. In particular years, there may
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be special factors to take into consideration, which eatdilstal

policy should not comply with the countercyclical pattern provided by
the figure. In the 2023 Budget Bill, for example, special consideration
needs to be taken to the high rate of inflation and the structural balance
for 2023 exceeded the tardetvel slightly despite an expected
recession. In the following empirical analysis, we describe conceivable
causes for fiscal policy in particular years deviating from the average
countercyclical pattern we find.

Figure 5.3a Fiscal policy stance and GDP gap
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Note: Y-axis: Balance target (zero) minus structural balaaxés:>GDP gap excluding
effects of the structural balance deviating from the balance target (see footnote 135).
Source: Own illustration.

Finally, we use the corresponding figure frfigtal impulse; see
figure 5.3b. On the-#xis, change in the structural balance is shown,
and on the Xaxis, change in the GDP gap, excluding effects of change

in the structural balant®A countercyclical policy impulse entails that
observations are ade in the souttvestern and norikastern
guadrants. In the souttestern quadrant, the GDP gap deteriorates,

i.e. a downturn in the business cycle, and discretionary measures are

142Here, the change in the GDP gap, less effects of changes in the structuralsdalanse (
assumed to follow this correlatiofic Yo Yi | where the Government's assessment of
the change in the GDP gap including fiscal pdfioy,is used in the empirical analysis below.
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undertaken that lead to a deterioration in the structural balance. In the
north-eastern quadrant, the GDP gap is improved, i.e. a cyclical
upturn, and discretionary measures are undertaken that improve the
structural balance.

Overall, the fictive example in figure 5.1 shows what the correlation
between the structural balancd the GDP gap looks like at a level
(figure 5.3a) and when changing respectively (figure 5.3b) in the
application of countercyclical fiscal policy. In the remaining part of this
chapter, we analyse what the correlation has looked like empirically in
recem decades.

Figure 5.3b Fiscal impulse and change in the GDP gap
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Note: Y-axis: Change in structural balancex: Change in GDP gap excluding effects of
change in the structural balance (see footnote 142).
Source: Own illustration.

5.2 Fiscal stance

To effectively stabilise the business cycle, assessmentsitoirehe f
economic development are needed. In fiscal policy, decisions on
measures for the coming year are mainly taken during the autumn of
the previous year. Stabilisation policy is thus based on a forecast, which
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means that the fiscal policy intentionseatitne of decision may differ
from the outcomé&?

Figure 5.4 shows the four combinations of intentions and
outcomes that can arise. From the perspective of stabilisation policy,
it is desirable that both the fiscal policy intentions and outcomes are
courtercyclical (nortwestern quadrant). Good intentions may,
however, retrospectively prove t
depend on misfortune or deficient forecasting ability {@astiern
quadrant). Furthermore, the fiscal policy intentiondenacorrect
(procyclical) but the outcomes fortunately are countercyclical (south
western quadrant). Finally, both the fiscal policy intentions and the
outcomes can be procyclical (sa#bktern quadrant). Overall, only
the northwestern quadrant is suisédle over timé the fiscal policy
intentions and outcomes should both be countercyclical to encourage
the aims for stabilisation in fiscal policy.

Figure 5.4 Combinations of fiscal policy intentions and outcomes

Outcomes
Countercyclical Procyclical
Couhter- Right intentions Right intentions
cyclical Right outcomes Bad luck with outcome
Intentions
Pro- Wrong intetions Wrong intentions
cyclical Luck with outcome Wrong outcome (but in

line with forecast)

Source: Own illustration.

In this section, we analyse the fiscal stance over the business cycle,
both with respect to fiscal policy intentions and fiscal policy outcomes.
Parts of our analysis have similarities with the analysis in the ESO
report for 2022, referred to initiaf{The mostmportant differences

143For the variables that we focus on hetlee structural balance and the GDP gélpere are

no true Ooubheymesé, nas directly observabl e. 0 (
variables can be estimated in retrospect. This estimate may differ from the estimate made when
the decisions were made.

144Calmfors et al. (2022).
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between our analysis and the analysis in the ESO report are explained
in appendix 5B.

We have selected the analysis periodd2082 as it was in the
budget bill for 2002 (autumn 2001) that the Government for the first
time made arsaessment of both the structural balance and the GDP
gap'* The period 20@2022 is suitable as it is subject to the same
stabilisation policy regime. Furthermore, the main structures of the
fiscal policy framework from this period are expected to pethbist
decade to come as well. This increases the probability of the results
having a bearing on what we can expect in the future.

Figure 5.5 shows the correlation between deviation of the structural
balance from the surplus target and the GDP gap.a&Mbeusame
definitions as in figure 5.3a. Grey dots show fiscal policy intentions
and yellow dots show outcorféS he dotted rectangle provides a
frame for observations where deviations are small from both the
surplus target and the cyclical baldhce.

145The 2002 Budget Bill provided an assesnt of 2001 as well. As we are going to be analysing
changes in the two variables as well, however, 2002 is the first year for which an analysis of level
as well as change is possible.

16 Intentions are analysed as given in each budget bill, and ouabwayessrefer to the 2023

Budget Bill.

147 The Council applies the rule of thumb that the balance should deviate by more than 0.5
percentage points from the surplus target to be considered a clear deviation. The fiscal
framework uses the stigrumtd moromavh eenceorrea mitche GDP
percentage points.

gaf



122 Swedish Fisca | Policy 2023

Figure 5.5 Fiscal policy stance: correlation between structural
balance and the GDP gap
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Note: Time period 2002022. Grey dots refer to the fiscal policy decided upon in the respective
autumn budget (fiscal policy intentions), and yellow dots shawttteme according to the
2023 Budget Bill. -éxis: Surplus target less structural balanesisX GDP gap excluding
effects of structural balande )(deviating from the surplus target; @ i i i i (see
footnote 135).

SourcesBudget bills 2@®2023 and own calculations.

As shown in the figure, fiscal policy has been countercyclical during
most years in this time period, and this is true of the fiscal policy
intentions (grey) as well as the fiscal policy outcomes (yellow). Most
observations arin the nortbwestern quadrant, i.e. that exhibit an
economy in recession and an expansionary fiscal policy. Fiscal policy
has also been countercyclical when the economy has boomed; that is
especially the casepmst but also eante in the event of l&agDP

gaps (the soutbastern quadrant).

If we disregard the minor deviations within the dotted rectangle,
there are some procyclical elements in the fiscal policy intentions; the
structural balance exceeded the surplus target despite there being a
recesion in 2002, 2009 and 2012 (sevgktern quadrant, grey). The
most striking example is 2012 when the GDP gap was expected to
be-2.6 per cent at the same time as the structural balance was expected
to exceed the surplus target by 1 percentage poiatfigetening
policy despite an expected recession. This was also the only occasion
on which the expected fiscal policy was procyclical at the same time as
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the GDP gap was outside the oOonorm
which is defined in the frameworkaaSDP gap of 1.5 percentage

points. In the event of a larger GDP @dpoth more positive and

more negativéthe fiscal policy intentions and outcomes have always

been countercyclic#f

Is it possible to find any reasons for the deviations for 20th2? |
budget bill for 2012, which was adopted in the autumn of 2011, it was
emphasised that the situation of the European economy in particular
was very uncertain. The European debt crisis was a fact and a number
of southern European countries needed stigpmm other EU
Member States and the European Central Bank. The Government
anticipated a recession but emphasised the risks of a deeper and more
drawn out recession. The contractionary fiscal policy was justified by
the need for greater safety margirnsublic finances if the situation
should worsen further. The outcome of the business cycle in 2012 was
in line with what was expected while the outcome for fiscal policy was
expansionary, contrary to the intentions of the budget for autumn
2011 (the nah-western quadrant, yellow).

Furthermore, two observations may be noted where fiscal policy
has only been weakly expansionary despite a deep recession-(the north
western quadrant); the outcome for 2009 (yellow) and the intentions
for 2010 (grey). The Cauhhas previously stated that fiscal policy
should have been more expansionary during the financial crisis; the
structural balance was only marginally lower than the surplus target for
2009 even though the GDP gap was lower thaper cent®
Moreover, n the autumn of 2009, the GDP gap was expected to
amount ta-7.3 per cent in 2010. In spite of this the expected structural
balance was less than one percentage point below the surplus target.
The outcome of the business cycle in 2010 was much better than
feared; in the 2023 Budget Bill, the GDP gap was assessed to have
amounted to onlyl.6 per cent while fiscal policy was neutral (yellow,
within the dotted rectangle).

148 This study extends only to 2022, but we can conclude that the fiscal policy for 2023 in the
2023 Budget Bill (i.e., the intentions) would have fallen within the dotted rectangleuiththe so
western quadrant, as the GDP gap was negative and the structural balance somewhat above
target. By this measure, the fiscal policy intentions were thus weakly procyclical. In chapter 3,
we assessed that the fiscal policy was reasonable in spiteofigihisring the high level of
inflation, an aspect not taken into account here.

149The Swedish Fiscal Policy Council (2010).
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Finally, there was one y8&0073 when fiscal policy gost was
only weakly counterclical despite a very strong boom (the south
eastern quadrant, yellow). One cause of this was probably that 2007
would be considerablyeealuated in cyclical terms; the GDP gap ex
post was considered to be as much as three percentage points higher
thanwhen the political decisions were taken. Furthermore, it was the
Al liance governmentds first bud:¢
cuts.

Overall, the countercyclical components have dominated fiscal
policy, both as regards intentions and outcomesd®uofsiwhat is
usually described as a normal economic situation, there is no case of
procyclical policy as regards outcomes and only in one case for fiscal
policy intentions (2012, grey). In addition, there are cases when the
countercyclical policy was netibly weak despite major deviations
from a balanced economic situation; this is the case for intentions in
2010 (grey) and for outcomes in 2007 and 2009 (yellow).

5.3 The fiscal impulse

We will now proceed to analyse the fiscal impulse, i.e. the correlation
between the change in the deviation of the structural balance from the
surplus target and the change in the GDP gap. As above, the analysis
considers both the fiscal policy intentemsxpressed in each budget

bill in the autumn and the fiscal policy outcome as estimated in the
2023 Budget Bill.

As regards the fiscal poliggtentionsthey are on average
countercyclical, i.e. they are in the npeastern or soutlvestern
quadran{figure 5.6, grey); when an improvement (deterioration) of
the GDP gap is forecast, the structural balance increases (decreases),
which thereby moves fiscal policy in a contractionary (expansionary)
directiont® Apart from the observations when the GDP @ga
marginal, there is one year when the fiscal policy intentions were
procyclicald 2012. As described in the previous section, the
Government justified a cautious fiscal policy approach by the great

150See Footnote: 142.
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uncertainty that could entail a need for additionasures in the
future*

The fiscal policputcomeary more widely (figure 5.6, yellow).
However, countercyclical policy predominates here as well; fiscal
policy moves in an expansionary direction when the GDP gap
deteriorates (the soutlestern quadrangdnd the reverse when the
GDP gap improves (the noritastern quadrant). On two occasions,
fiscal policy was clearly procyclical, 2006 and 2008. 2008 was special
as GDP fell sharply during the autumn when the financial crisis broke
out; it is understandtthat there was insufficient time to shift fiscal
policy in an expansionary direction. Furthermore, it may be noted that
the fiscal impulse was only weakly expansionary despite the major
weakening of the state of the economy in 2009 and 2020. However,
the causes differed; in 2009, with the benefit of hindsight, a cautious
fiscal policy was pursued. Fiscal policy in 2020, however, was
dramatic; many measures were undertaken during a short period
although in relation to the deterioration of the GDP t&pfiscal
policy expansion was not so great.

151 The fiscal impulse in 2023, from the 2023 Budget Bill, is somewhat contractionary, while the
GDP gap was weened (chapter 2). This observation would thus fall within theeasstirn
quadrant, and thereby exemplify weakly procyclical policy. This policy may, however, be justified
given the high level of inflation, which underlines the need to analyse ahgedds, especially

those that break the pattern (chapter 3).
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Figure 5.6 Fiscal impulse: the correlation between the change in the
structural balance and the change in the GDP gap
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Note: Time period 2002022. Grey dots refer to the fiscal policy decided uponredpective
autumn budget (fiscal policy intentions) and yellow dots show the outcome according to the
2023 Budget Bill.-éxis: annual change in structural balance.

X-axis: annual change in GDP gap, excluding effects of change in structuralShalance;
Yo Yi i(see footnote 142).
Sources: Budget bills 2620223 and own calculations.

5.4 Conclusions

The failures of stabilisation policy in the 1970s and 1980s are
important experiences and many of the problems revealed then still
need to be included in the discussion. At the same time, the present
institutional framework has been created with thedemoin mind;
it stipulates not onlyhat fiscal policy shall be conducted in a
countercyclical way but also thatrtfagnitudé the measures should
be adapted to the cyclical fluctuations. Moreover, the conditions of
fiscal policy are affected by adeendent central bank with an
inflation target. It is therefore important to analyse how fiscal policy
has been conducted in the past decades, in particular as there is reason
to believe that fiscal policy may have to assume a stabilisation policy
role inthe future.

In this chapter, we have used a simple analysis to shed light on how
fiscal policy has related to the business cycle after the existing
framework was established. The analysis indicates that fiscal policy on
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average has been countercyclicahglahe period 2002022; this
applies both to the fiscal policy intentions, as expressed in the budget
bills, and the fiscal policy outcomes as measured in the 2023 Budget
Bill. Furthermore, the number of policy mist@gkescasions when
fiscal policy labeen clearly procycliéalvas low according to our
analysis both as regards intentions and outcomes.

The current fiscal policy framework both protects against a return
to an irresponsible fiscal policy with rising debt and ensures the ability
toactb stabilise the economy when nec
indicates that fiscal policy has been relatively well timed in relation to
the business cycle in recent decades. This experience together with
experiences from the pandemic show that fisqalcpgld s st abi | i
properties are probably better than reputed. Whether this continues
to be the case ultimately depends on political decisions, but if the main
components of the fiscal policy framework are maintained and
respected, there are grounds &mitious optimism.
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Appendix 5A: Net lending over the business
cycle

The main text includes an analysis of how the discretionary fiscal
policy, measured as the deviation of the structural balance from the
surplus target, has been conducted over the smisigele. This
appendix presents the corresponding analysis for the net lending
which, in addition to the structural balance, also includes automatic
stabilisers. The latter vary with the business cycle and it is therefore
not surprising that the counteriiyal patterns are more pronounced
than in the main teX€We use the same terminology in this appendix
as in section 5.1.

Fiscal stance

The correlation between the net lending and the GDP gap in figure
5A1 is as expected considerably stronger thaortekaton between
structural balance and GDP in the main text (figure 5.3).

With the exception of three observations when the fiscal policy
intentions were procyclical (grey; 2002, 2009 and 2018), the correlation
is countercyclical; expansionary fiscal policy weeGDiP? gap is
negative (the nortlvestern quadrant) and contractionary fiscal policy
when the GDP gap is positive (seedstern quadrant).

152See Almenberg and Sigonius (2021) for a description of automatic stabilisers in Sweden.
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Figure 5A1 Fiscal stance: the correlation between net lending and
the GDP gap
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Note: Time period 2082022. Grey dots refer to the fiscal policy decided upon in the
respectivewtumn budget (intentions), and yellow dots refer to outcomes from the 2023
Budget Bill. Yaxis: Surplus target minus net lendi@y X-axis: GDP gap excluding effects
of the net lending deviating from the surplus tacget;® Qi "Qi (see foatote 135).
Sources: Budget bills 262223 and own calculations.

Fiscal impulse

As shown in figure 5A2, there is a clear correlation between the change
in the deviation of the netriding from the surplus target and the
change in the GDP gap and, as above, it is stronger than for the
structural balance (figure 5.4). The net lending is generally improved
when the GDP gap is strengthened (the nwoestern quadrant);
outcomes for 201@yellow) deviate from the pattern slightly as the
GDP gap improved by just over a percentage point while the change
in the net lending is weakly negative. Furthermore, the net lending is
weakened when the GDP gap deteriorates (the-gesthrn
guadrant).
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Figure 5A2 Correlation between change in net lending and change
in the GDP gap
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Note: Time period 20@2022. Grey dots refer to the fiscal policy decided upon in the respective
autumn budget (intentions), and yellow dots refer to outcomes accordieg?@@?8 Budget

Bill. Y-axis: annual change in net lendifj. (X-axis: annual change in GDP gap, excluding
effects of change in the net lend¥®; Yo YQi(see footnote 142).

Sources: Budget bills 2620223 and own calculations.
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Appendix 5B: Comparison with the ESO
study

An ESO study on the relationship between fiscal and monetary policy
was published in September 262Phe fourth chapter of the study
includes an analysis of how fiscal policy has been conducted over the
business cycle. As described in this appendix, the analysis in our report
differs from that in the ESO study as regards data, time period and to
a certain extent method, which explains why the results do not always
coincide.

In both studies, the deviation of general government net lending
from the surplus target is compared to the GDP*pthe ESO
study, this is done in figures that resemble 5.Ba mdin text, for
both net lending and the structural balance. In this appendix, we focus
on analyses of the structural balance, i.e. our measure of discretionary
fiscal policy. Another similarity between the studies is that both include
a socalled eypog analysis, i.e. the data used is based on how the
structural balance and the GDP gap are estimated presently, instead of
how they were estimated in real timeateé®). The ESO study also
includes, as we do, aragme analysis, but as shown below, itfesd
from our analysis, which is why the results are not compdarable.

Differences in result

Our analysis includes fiscal policy both from the perspective of level
and change. The ESO report only analyses the level perspective and
we are therefore focogion differences in this part. The comparison

which is thus possible is thepast analysisbfow t he st ruct ur ;

deviation from the surplus target relates to théeGDB gagertain
countercyclical association in our analysis: théusituzalance is
approximately 0.25 percentage points stronger if the GDP gap is 1
percentage point higher (figure 5.3, yellow). The ESO study does not
find any correlation at all, i.e. that the discretionary fiscal policy has
been acyclical (figure 4.d digure A.2 in Calmfors et al, 2022). There

153Calmfors et al. (2022).

154 A terminological difference is that the ESO study uses the ternnijmtsdo describe this,
while we use the term fissédncgsection 5.1).

155The exante analysis in the ESO report mixearde and epost data. Forecasts for the GDP
gap are taken from the budget bills at the time, while data for the structuralareléalcen
from the NIERs December forecast in 2021 (i.eposk).
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are three possible explanations for the differences in result: choice of
datatime periasidmethode analyse below which of these choices
are important for the difference.

Data

When we investigate the flggalicyintentiongxante) andutcomes
(expost), we use the GDP gap, net lending and structural haance
the budget lollsr the years; the intentions can be captured by analysing
the balances struck by politicians in real time thpi@Essesment of
how the balance and the GDP gap was developing. When we
investigateutcomg@sxpost), we use the structural balance and the
GDP gap from the 2023 #Bosthigplysis Bi |
draws data on the structural balance from the Natistdute of
Economic Research (NIER) and on the GDP gap from Armelius et
al. (2018). In one of the study?d
instead, although the results do not materially differ.

To investigate what significance the data sourdeefstrtictural
balance and the GDP gap might have, we can replace the assessments
from the 2023 Budget Bill in our
December 2021, which the ESO report uses in appendix A3 (figure
A.2). The result of this substitutionhswn in figure 5B1 below and
should be compared with figure 5.3 in the main text (yellow). The
correlation is similar,; t-h22, cor |
while the correlation when we used the estimate in the budget bill
was-0.25. As regardsalexpost analysis, the choice of dgthl E R 6 s
or t he Bathliggdees noBmakelardy significant difference for
the correlation.
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Figure 5B1 The correlation between structural balance and the GDP
gap when NIER assessments are used

Expansive policy
3

2,5
2
1,5
1

0,5

Recession
uoisuedx3y

0
-0,5
-1

-1,5
Contractive policy
Note: Time period 20082022. Yaxis: Surplus target less structural balanarisXGDP gap
excluding effects of structural balari¥dYeviating from the surplus targét; @ i i
i i (see footnote 135).
SourcesNIER (2021) and own calculations.

Time pe riod

In our analysis of level, we study the periodd20@2 while the ESO
report starts in 1996. There are several factors to our choice of starting
the analysis in 2002. 2001 was the first year in which the structural
balance was reported in the buddktand also the first year that the
surplus target (then 2 per cent) was agffliede measure that we
use (and that the ESO study uses) of expansionary/contractionary
fiscal policy in the analysis of level is based on the assumption that the
economic operators are aware of the surplus target and regard it as
credible (irdepth box 5.1)It can be argued that this was not a
reasonable assumption until the beginning of the 21st century.

We are unable to investigate the significance of beginning the
analysis in 1996 with the aid of our data, since the structural balance
was not includeadh ithe budget bills prior to 2001. However, we may

156 Swedish Fiscal Policy (2008). The Government had a varying balance target during the second
half of the 1990s. In 1996, the target was a deficit of 3 per cent, and in 1997, theatanees a

target. In the 1997 Spring Fiscal Policy Bill, the introduction of a surplus target of 2 per cent
above the business cycle was announced; this would later be gradually phased in and applied as
of 2001.
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illustrate the importance of the choice of time period by using the ESO
studyds data from NIER, but usin
of 1996.

The result is shown in figure 5B2 and should bg@amech with
figure A.2 in the ESO report. It
method is used in both cases; we analyse effects of the methodological
difference below. The deficiency in the correlation is similar; in the
sample that begins in 2001, tbeedation is0.08 which should be
compared with the zero correlation obtained when the ESO study
starts in 1996. Beginning the analysis in 2002 thus means that the
correlation becomes weakly countercyclical, instead of acyclical as it is
when the analgsstarts in 1996. The choice of time period thus seems
to have some effect.

Figure 5B2 Correlation between structural balance and the GDP gap
when the ESO method and data are used in the time period 20021
2021
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Note: Time period 20@2021. Yaxis: Surplugarget less structural balanceax¥s: GDP gap.
Sources: NIER (2021) and own calculations.

Method

Finally, there is a difference between our method and that of the ESO

study. Both studies analyse whether there is any correlation between
structural balance and the GDP gap, i.e. how fiscal policy has been
conducted over the business cycle. If, for erartip structural
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balance and the GDP gap are related to one another and the effect on
GDP of the structural balance itselfis disregarded, any
countercyclical association will by definition decrease when we attempt
to measure it . licywhicheqvens dueall tydicalf i s c al
fluctuations will be interpreted as acyclical as the GDP gap, in that
case, is zero over time while the structural balance varies. In the ESO
study, this problem is pointed out although no adjustment is made of
the GDP gapor the effects of the policy pursued. As show in section
5.1 (footnote 135), we adjust for this in our study.

To investigate the significance of this methodological difference,
we redo the analysis with the ESO
of the structural balance does not affect the GDP gap. The result is
shown in figure 5B3 below, which should be compared with figure 5.3
(yellow) in the main text. Applying the ESO method, as expected, the
countercyclical correlations is somewhat weaker, witietation
of -0.16 compared t®.25. Removing the effects of the fiscal policy
conducted is accordingly, as expected, of material importance.

Figure 5B3 The correlation between structural balance and the GDP
gap when the ESO method is used on our data
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Conclusions

The ESO study's analysis of how the deviation of the structural
balance from the surplus targetages with the GDBap shows an
acyclical correlation. Our analysis indicates a countercyclical
correlation; the structural balance is approximately 0.25 per cent higher
when the GDP gap is 1 percentage point higher. There are three main
differences between our study ardEBO study: data sources, time
period and method. As shown in this appendix, the data source is of
marginal importance. The difference is instead due to the choice of
time period and method. As we argued above, there are reasons for
starting the analysis 2002 and adjusting the GDP gap in order to
take into consideration the effects of the fiscal policy conducted.
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6 The f rames for f iscal policy

Fi scal policy is of great i mportan
key role in political discussioi&ince the beginning of the 21st

century, fiscal policy has been conducted in accordance with the fiscal
policy framework. In the most recent revision in 2019, it was decided

that the framework would be reviewed every eighth year. The next
review willtheef ore take place in 2027.
discussed a number of areas that may be important for the future levels

of the target balance and the debt anchor. This chapter is intended to
deepen this discussion.

The issue of the appropriate targatance and debt anchor is
multi-faceted and there is no simple anSWé&ke know from
experience that countries can function well despite a very high level of
public debt. At the same time, deep crises caused by problems with
government finances have baestommon occurrence. These crises
have often arisen rapidly when conditions in particular countries or in
the world economy have changed. The level of public debt has
therefore attracted great attention when international organisations
assess acommic policy or @hen financial markets make
decisions on lending. Public debt is also a central component of the
EU fiscal policy framework.

The previous fiscal policy review was done by a parliamentary
committee, the Surplus Target Committdepresented its report in
September 2016 and proposed that the surplus target be reduced from
1 to 1/3 per cent of GDP and that a debt anchor of 35 per cent should
be introduced in 2019. Since then, for natural reasons, circumstances
have changed and new knogéetas been obtained.

In the following, we point to some areas which were not taken into
account in the previous review, and which have come to the fore since
then. In section 6.1, we assume that the coming framework period
20282034 will be characterisbdy wh a't we refer t o
circumstancesao. This means that m
targeted inflation rate and full resource utilisation without having to
resort to unconventional measures. We discuss various arguments for
and against incredsaublic debt under these circumstances and apply

157 Balance targets specify what the net lerafinige public sector should amount to over a
business cycle. At present, Sweden has a positive balance target, which is called a surplus target.
158S0OU 2016:67.



138 Swedish Fisca | Policy 2023

them to Sweden. In section 6.2, we describe how the analysis changes
if the coming period is affected bycatied secular stagnation: a state

of the economy with persistently weak private demand andtargnone
policy struggling to achieve its aims. We discuss the policy options
available in such a situation and the advantages and disadvantages of
each measure. As far as we know, no attempts have been made to
analyse the applicability of this perspectiGveden. We therefore

give it particularly great attention. The final section gives a summary
of the Council ds conclusions.

6.1 Fiscal policy under normal circumstances

The Surplus Target Committee analysed different levels of the balance
target and theirffects on public debt on the basis of three aspects:
londerm sustainabiiitieigenerational fairmegsocieconomic efficiency
By longterm sustainability, the Committee meant that a particular
target balance should entail that public debpragpartion of GDP
stabilises in the long term. By igenerational fairness, the
Commi ttee meant that the indivi
sectord the welfare received in return for a particular level éf tax
should be unchanged over timmohg other things, this means that
temporary demographic 'bulges’ justify variations in the target balance
and thus also in debt. Under the heading-scoimomic efficiency,

the Committee emphasised that there is a value in tax smdbthing.
This means thanajor crises such as war, financial crises or pandemics
should be financed via higher public #bSocieeconomic
efficiency is a large area that includes everything from the design of
the tax system to how public services are produced. As regards inte
generational fairness, the focus is, however, on avoiding large
fluctuations in rules from year to year. Semimomic efficiency

159 Just as there is a value in tax smoothing, there is also value in expenditure smobthing, as i
contributes e.g. to households receiving a stable consumption of public services and, via stable
levels of transfers, maintaining a stable consumption of private goods and services.

1601t should be noted that tax and expenditure smoothing are not theyprmotivation for

varying public debt over the business cycle. That increased deficits in recessions are not
counteracted by higher taxes or lower expenditure is primarily because it would risk further
worsening the economic situation (i.e. procyclazlfpolicy).
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should also include there being sufficient safety margins in public
finances to be able to deal with deep recessionssasd'cr

In order to take lonterm sustainability and intgnerational
fairness into account, an analysis of suitable target balances and debt
anchors during the next framework period also needs to include the
decades following this period. lbidy then that we can see whether
present and future generations can be offered the same welfare for a
similar tax burden without a tendency for the debt burden to increase
or decrease. An analysis of this kind can be made with the aid of public
finance pojections. Projections can either assume that the current tax
rules and welfare commitments are maintained or that a particular
balance will be achieved.

The projections show the development of the general government
net lending and debt, assuming thateatitax rules and welfare
commitments are maintained (i.e. that the net benefit from the public
sector is constant). The projections may, for instance, indicate a
dynamic where demographic changes and other structural trends lead
to a decade with low nlending followed by a decade with high net
lending. Correspondingly, temporarily high investments during a
framework period can entail a debt level which increases and
Ssubsequently decreases. Figure 6.1
recent projection wherthe debt decreases in future decades,
stabilising at approximately 15 per cent of GHOR.this scenario,
general government net lending will be just over 1.3 per cent of GDP
on average in 202350, i.e. 1 percentage point above the current
balance tae.

It is also important to study how the debt level will evolve if an
assumed target balance is met. It is then possible to adapt the target to
achieve a desired development of debt. If this net lending deviates
from the net lending with current tax ridad welfare commitment,
changes in fiscal policy will be required. If the target balance which
produces the desired debt exceeds the net lending stated in the
projections with the maintenance of current tax rules and welfare
commitments, then prioritieslvbe required in the form of higher
taxes or lower expenditure; in the converse case, there is scope for

161 At the same time, it may be noted that the level of the balance target cannot be evaluated
from an efficiency perspective, as a certain balance target can be financed with both variation
in expenditure and in taxation.

162 NIER (2022). Thecalculations apply the assumption that current tax rules and welfare
commitments will remain in the future.
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reduced taxes or increased expenditure. In a scenario where fiscal
policy is adapted to achieve the current target balance, primary net
lending as groportion of GDP may on average be around 0.4
percentage points | ower per year
base scenario, which corresponds to permanent measures of around
SEK 28bn in current monetary value, and the Maastricht debt will be
just undeB3 per cent of GDP in 2050 (figure 6.1, yellow'fihe).

If the balance target during the next framework period was instead
one percentage point lower than during the current perieg/3.e.
per cent of GDP, to then return to the current level, thisivwead
to an increase in debt during the period &34 (figure 6.1, red
line). The debt would then be around 37 per cent of GDP in 2050.

Figure 6.1 The development of Maastricht debt in three scenarios
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amounting on average to around 1.3 per cent of GDR62023. The yellow line shows the
development if the current balance target of 1/3 per cent of GDP is refdiregdd line shows
development if the balance target is temporarily reduc@3tper cent of GDP during the
framework period 2082034 to subsequently return to the current target of 1/3 per cent of
GDP.

Sources: National Institute of Economic Reseandhown calculations.

163 Appendix 6B describes how these are calculated.
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6.1.1 Public investments

One reason for a lower balance target in the next framework period
would be if public investments are expected to be temporarifif high.
On the basis of a welfare perspective, public investments should,
regartess of the form of financing, take place provided that the socio
economic revenue exceeds the samimomic cost. Soeazonomic
revenue and expenses can be of anwretary kind. The monetary
costs of public investments in principle exceed the morestanye

in the shorterm without exception so that investments need to be
financed by higher taxes or lower expenses if net lending is to be
unchanged.

In the event of an even development of public investments, the
annual costs are not affected by drgtublic sector investments are
financed by debt or not; either the investments are paid up front or
else annual interest and amortisation is paid on historic investments.
In periods when investments are temporarily high, debt finance may
be justified. A investment bulge of this kind may result from
demographic developments requiring additional public buildings such
as schools, from a new defence policy requiring investments in weapon
systems or from a new direction in climate policy which necessitates
investments in infrastructure. An investment bulge may also result
from historic public sector underinvestment in one or more areas, i.e.
that there is a smalled investment debt.

The Council has previously emphasised the importance of
investigating thexeent to which public funds are needed in the climate
transition'®® Since the work of the Surplus Target Committee, the
climate issue has become increasingly important, as knowledge about
human impact on the climate has accumulated. The year after the
Comm tteeds report, in 2017, a cl i me
by the Riksdag which, among other things, included new climate goals,
a climate law and the establishment of the Climate Policy Council. The
Commi tteeds report dowhshsmamsonde al w
general government finances arising from the climate transition can
have implications for the design of the framework. The Climate Policy
Council has drawn attention to the need for a lower target balance to

164Fatés et al. (2019).
165The Swedish Fiscal Policy Council (2022).



142 Swedish Fisca | Policy 2023

finance climate policy meagsuwith public fund§®We noted in last
year ds report t hat t her e S no
commitments that will be necessary, both to combat global warming
and adapt society to the changes that have already taken place and will
continue evenf the warming is slowed down. Based on existing
assessments, the need for publicly financed elatzdea
investments appears smaller than at least we had anticipated. At the
same time, we pointed out that there are several areas where more
knowledges needed. The main issue is whether the climate transition
will require a public investment bulge during the next framework
period. It should be sadf/ident that a good basis for decision needs
to be produced in this area, which is of key importancdefor
development of both economy and welfare in the coming decades.

Furthermore, Russiads war of ag
an increased focus on Swedends
that the Armed Forces require. We cannot assess titeoéxte
investments the Armed Forces will need due to the new security policy
situation, but possible investment bulges in this area need to be
considered in the next review of the surplus target.

There are also other types of investments that neecialysed.
The Surplus Target Committee took into consideration the increased
investment requirements of municipalities due to, among other things,
the rapid population increases among younger people and the elderly.
The municipal it iiseteed netmiacome. Highes e r i
investments lead to higher depreciation for a number of years, and
thus reduced net income during this period. Their net lending
deteriorates, however, by the whole sum immediately when the
investment is made. If the municipadget balance requirement
remains unchanged, increased investments therefore lead to a
deterioration in net lending. The Surplus Target Committee used this
as a reason why the surplus target for the public 8eatoich
includes municipalitied should le reduced. If the increased
investment requirement for the municipalities was temporary, it was
reasonable to reduce the surplus target from a tax and expenditure
smoothing perspective.

However, the Committeeds repor:
investment requirement in the central government sector. Central

166 The Swedish Climate Policy Council (2021).
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government investments have amounted to around 2.5 per cent of
GDP per year in the past two decades, which is around 0.5 percentage
points higher than municipal investments. The next review atsoul
analyse the state investment requirement for the perié2@®270

assess whether it is expected to be higher or lower than normal. In
connection with the review, there will be a new infrastructure plan for
the period 20222037 to consider. As t®uncil emphasised in last

y ear 0s -depthpaxn.1), the current infrastructure plan for the
period 20282033 entails an increase of around SEK 10 billion per
year (fixed prices) compared with the previous plan. It remains to be
seen when the nextlan is published whether this increase is
temporary. The choice of target balance and debt anchor need not, of
course, be affected by minor deviations from historic investment
patterns, but there are areas where there may potentially be larger
deviations

6.1.2 Risks of excessively high government debt

As described initially, from an intergenerational perspective, there is
an argument for varying the debt over time to obtain unchanged net
benefit from the public sector. Another issue is the level arbiohd w

the debt should be permitted to vary; what risks are there with a debt
level that is either too high or too low?

A common objection against increased public debt is that it leaves
future generations with the bill. However, this is not the case if th
interest rate on public debt is persistently lower than the nominal
growth of GDP. When the smlled interest ratgowth differential
IS negative, taxes need not be increased in the future despite increased
debt. On the contrary, the higher the detn rs, the lower the so
called primary net lending needs to be to maintain the debt as a
constant share of GDP in the long tétfiThe interest ratgrowth
differential has been negative on average since the early 2010s and if
this development were to tiowe for ever, increased debt does not
mean that taxes have to be raised or expenses reduced in future. There
are, however, considerable risks associated with a strategy of this kind,

167|n the long term, the following relationship applies between the primary net lendimdg),
interest rate growth differential "Q:f i { & 1 "Q wheresis public debt andpublic
assets, all as a proportion of GDPL If 'Q T, primary net lending must decrease if the debt

ratio is higher in equilibrium+= 1 "Q 1
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in part because the general level of interest rates in other caatries

in Sweden may be higher in future and lead interest on public debt to
exceed the growth rate, in part because the level of tipedstzn

affect the government bond rate. The developments of the past year,
which have led the policy rate to in@ddasom 0 to 3.5 per cent,
shows that interest rates can change rapidly.

Interest rate changes affect public finance projections by impacting
the interest rate on the debt and the yield of financial assets. Figure 6.2
shows the effect that higherlower interest rates may have on the
devel opment of debt. The startin
most recent sustainability calculations, although we are assuming that
the interest rate on the Maastricht debt is 2 percentage points higher
(lowe) from 2023°%If we start by assuming that interest rates on the
financial assets will not be affected, higher (lower) interest rates on
debt will lead the debt to increase (decrease), see the red (blue) line in
figure 6.2.

However, a more reasonabkuagption is that higher interest rates
affect both the interest rates on the Maastricht debt and on the public
s ect or ébsearing assetsy whishtamount to around 20 per cent
of GDP*® According to these calculations, the development of the
Maastrichtebt is relatively neutral in relation to the interest rate level
(grey and yellow lines). As the intdseating assets are of roughly the
same size as the public debt, the impact of the interest rate changes in
the Maastricht debt will be neutralisgéhbome from the assstle.

It should also be pointed out that the central government has non
interestbearing assets amounting to around 30 per cent of GDP. How
the yield from these assets is affected by changes in the interest rate
level is a complessiue which needs to be carefully analysed in the next
review.

168 The calculations are described in appendix 6B.

169 The oldage pension system's assets are also affected by changes in the interest rate, but that
effect is visible only in the public sector's net wealth, and not in the Maastricht debt (see
appendix 5 inte Swedish Fiscal Policy Council, 2021). A durably higher interest rate will also
have effects on tax receipts and the valuation
are not included in the calculation, but are important to considemextheview.
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Figure 6.2 The significance of the interest rate for the Maastricht
debt

Percent of BNP
25

20
15

+2, Assets and liabilities -2, Assets and liabilities

+2, Liabilities -2, Liabilities
Note: The interest rate is changed by 2 percentage points in each scenario.
SourceOwn calculations.

For naturalreasons, there is considerable uncertainty about which
structural trends will dominate in the decades to come. As described
in the next section, there are economic analysts who anticipate that
interest rates will fall again and produce a clearly negetest rate

growth differential after the current inflationary impulse has ebbed
out. At the same time, others point to the great need for investment
globally to meet the climate challenges which, together with lower net
lending driven by an increasehia proportion of elderly people,
might lead to a trend of growing interest rates.

Finally, there are a number of risks with public debt that are often
emphasised. The most serious risk is if the debt level is at a level which
makes it difficult in publitnancesd or extremely expensideto
support the economy in a crisis. Crises of confidence of this kind
occurred during the euro crisis of 2012 when interest rates on central
government debt of the countries in crisis rose rapidly. Sweden is a
small ecoomy and thus sensitive to speculation and changed
investment strategies from global investors. The trend towards a
weaker krona and a further depreciation since the outbreak of the war
in February 2022 is a manifestation of this. We have both a
comparatigely large banking sector and high private indebtedness. In
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an international or domestic crisis, the central government may need
to borrow substantial amounts to avoid very negative outcomes.
Furthermore, the corona pandemic and the war in our vicinity have
shown that there is considerable uncertainty in surrounding countries.
It is important to have fiscal space to meet these risks.

At the same time, a coming review needs to consider the
international context in which this is taking place. One aspest of thi
is the partly revised view of public debt expressed by the European
Commi ssi onds proposal for a n e
governance. As described indépth box 6.1, the European
Commission has proposed that adjustment to (the unchanged) debt
limit of 60 per cent may proceed more slowly than in the previous
regulatory framework. Furthermore, adjustment may be postponed if
countries undertake to make investments, preferably in the areas of
climate and digitalisation.

To sum up, as the Surplus Target Qdtee notes, it is difficult to
know at what debt levels problems may arise; this depends, besides the
debt level, on context, where favourable debt history, political support
for strong frameworks and flexible exchange rates are factors which
reduce theisk.

6.1.3 Risks of low central government debt

The Surplus Target Committee also briefly considered thetaek of
loncentral government debt. They referred to the repbety review of
central governmer{S@8bht2014:8), which made the assesshatrat

central government debt of at leadtLb(per cent of GDP was needed

to ensure the retention of established markets and borrowing channels.
This is particularly important if a situation arises when central
government rapidly needs to borrow langeuats. Since the Surplus
Target Commi ttoreds6, wohk Rnkidml
central government bonds has doubled and now amounts to over 40
per cent of the total stock. This means that less than 60 per cent of the
central government debt, waiinin 2022 was 16.5 per cent of GDP, is
available for other actors in the market. Accordingly, the value of
government bonds traded in the market only amounts to 10 per cent
of GDP. It is difficult in the current situation to know what holding

of central gvernment bonds the Riksbank intends to retain in normal
periods going forward. However, it is probable that purchases of
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government bonds will also be used in the future when inflatio

nis too

low, particularly if the policy rate is limited by the efeldwver
bound. The coming review of the framework needs to analyse this
issue to assess the minimum level of central government debt.

Inndepth box 6.1 The
economic governance framework

The rules of the Stability an@rowth Pact, including t
amendment® introduced after the financial crisis, were paus
2020 when the pandemic broke out. The pause was intended
until the end of 2022 but has been extended until the end @
Even before the pandemic beakut, there was an ongoing proce
review the EU fiscal policy framework. This process con
throughout the pandemic and the European Commission su
its proposal on 9 November 2022. It is intended to be intrody
2024 although no decisibas been made yet. The main featur
the Commi ssionds proposal
The Commissionds proposal
Growth Pactds rul and is
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framework’* The framework has two owélraims: to ensure the

sustainability of public finances and to achieve sustainable
This should take place through measures in three areas.
The first area is the EU fiscal policy framework. The origin
for deficits (3 per cent of GDP) ahthastricht debt (60 per cen
GDP) are retained but a shift in application is proposed, in p
regarding debt adjustment. Since 2011, tbellsd 1/20 rule h
been applied which means that countries with a Maastricht
over 60 per cent ebld reduce the excess portion by 1/20 per y
is proposed that this arrangement be replaced by nte
structural plans for each country. Furthermore, it is propos
countries be divided into groups: high, medium and low risk b
a Debt Sustainability Analysis, DSA. For countries with
(medium) risk, the Council of Ministers shall approve a pl
brings debt as a proportion of GDP downward at the latest a
(seven) yeat€Regarding the limit for deficits of 3 per cdr@DP,
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170 These are the smlled sipack and twgack amendments adopted in 2011 and 2013,

respectively (European Commission 2011, 2013).
171The European Commission (2022).

172The preparation of a foyear plan thus does not apply to Sweden asabtige Maastricht

debt is less than 60 per cent of GDP.
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an adaptation shall be considered within the framework of the
mentioned plan if a country has too large a deficit. In relation
Swedi sh framework, it may b

means that a net expenditure ceilingpevilised as steering oar in
fiscal policy plans. This consists of general government expé

above
to the
e not
the

nditure,

excluding net interest, cyclically related expenditure for unemployment

insurance and income ensuing from discretionary tax canges

The second areatime proposed framework concerns reforms
public investments to promote sustainable growth; specifically
emphasis is on measures related to digitalisation and climatg
It is well known that the development of public investments in t
has been sluggish since the financial crisis. According
Commi ssionds proposal, coun
reduction of the Maastricht debt if they implement investments
these areas which also contribute to sustainable malolee§ in du
course.
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and

, of the

> change.

he EU

to the
ries

within

e
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t

The third and last area is a revision of preventive and co
measures in the Macroeconomic Imbalance Procedure, M
analysis shall be more forwimaking with a view to identifying e
warning signals. For countries ighebalances have been ident
and which have a Maastricht debt exceeding 60 per cent, th
mentioned plans shall include measures to deal with these im

In summary, the Commission is proposing relatively large @
This is particularltrue of the countrgpecific plans that the Cou
of Ministers, in response to proposals from the respective ¢
shall decide on. I n Sweden?osg
entail any significant changes as long as our Maastrichtedetod
exceed 60 per cent of GDP. These changes do, however, assi
flexibility and importance to counsiyecific conditions if the 60
cent limit is exceeded. This is worth noting in the discussion ¢
constitutes a suitable debt anchdhéncoming review.
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173 The Commission emphasises that the proposal entails a transitinaeirtdicator not
dependent on nenbservable data such as the GDP gap and the structural balance. However,

this is not quite aacate. As pointed out by e.g. Wyplosz (2022), the suggested indicator

includes

such variables, in part to calculate how discretionary tax changes affect income, and in part to

assess cyclical unemployment compensation.
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6.2 Fiscal policy under conditions of
structurally weak private demand

At the time of the most recent review of the fiscal policy framework,
interest rates were very | ow in
policy rates were aroumdro in many advanced economies, while
growth was relatively weak and inflation was below target. The
situation was the result of a trend that had been ongoing for several
decades, and leading economists argued that the development had far
reaching consagnces for macroeconomic policy. The implications
for fiscal policy in Sweden, and thus for the fiscal policy framework,
were not, however, analysed in the review.

In the current situation, the issue may seem irrelevant given the past
year's rising inteserates, and it is, of course, unclear whether the low
interest rate economy will return. However, many analysts argue that
the advanced economies will return to the pattern they were in before
the pandemit” In light of this, it is important to analysee
implications that the low interest rate economy has for the role of fiscal
policy in the next framework period (Z22B4).

A relevant perspective in this context is the hypothesis of secular
stagnation. This hypothesis claims to explain the developimen
advanced economies during the past decades, with relatively low
growth and inflation below target despite very expansionary monetary
policy~"® Put simply, the explanation, in this view, is that advanced
economies will be characterised by a strudefait of private
demand which has led to a need for lower and lower interest rates to
maintain full resource utilisation and the targeted inflatiofs Vit
secular stagnation, the macroeconomy risks functioning worse in at
least three ways. It whiecome more difficult for central banks to
conduct an effective monetary policy that stabilises cyclical
fluctuations, GDP growth can become persistently weak if the interest
rate is not sufficiently low and financial markets can become more
volatile, withan increased occurrence of financial crises as a result.

174For example, Blanchard (2023), &uf2023), Calmfors et al. (2022), IMF (2023a) and Rajan
(2022). Other economists, e.g. Goodhart and Pradhan (2020) and Summers (2023) hold the view
that interest rates will not return to zero after the ongoing rise.

175Summers (2015).

176 Secular stagnati@s one of several proposed explanations for the low interest rate situation.
See appendix 6A for a discussion of other hypotheses.

t
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The discussion on secular stagnation has mainly been conducted by
US researchers, usually with the United States as focus. The Council
has not seen any attempts to discuss the extent to wiighdtiesis
is applicable to small open economies such as Sweden, nor the extent
to which symptoms of secular stagnation can be affected by changes
in the contribution made by fiscal policy to aggregate demand when
the economy is in balance. Economists, Inaweever, underlined the
desirability of a discussion on this tdpithese issues are important
for the levels of the framework, as the target balance and debt ratio
affect how much the general government sector contributes to
demand. It is therefore portant that the hypothesis of secular
stagnation is considered in the next review. This section is intended to
highlight these issues from a Swedish perspective.

6.2.1 The macroeconomy under secular
stagnation

Secular stagnation is characterised by lairaiion of low growth,

low interest rates and low inflation. Structurally weak private demand
leads to a low interest rate being required to achieve full resource
utilisation and the targeted inflation rate. This description fits relatively
well with thedevelopment of advanced economies in recent decades.
As shown in figure 6.3, real interest rates have fallen sharply since the
1990s. In the absence of structural changes, a lower real interest rate
leads to higher growth and higher inflation. As shotiguires 6.4

and 6.5, however, both growth and inflation in advanced economies
have decreased or been unchanged as interest rates have fallen. The
combination of falling interest rates, low growth and persistently low
inflation means that the neutral netdrest raté the interest rate that

is compatible with full resource utilisation and inflation on &drgst
continuously decreaséthis is the core of the hypothesis of secular
stagnation. Many estimates have been made of the neutral real interest
rate in advanced econoni@$he overall picture is that the decrease

177Jansson (2021).

178|nflation, the interest rate situation and growth have also been affected by factors that are not
tedtosecul ar stagnati on, e. g. the increased cred
WTO, productivity developments etc. See appendix 6A.

179 The estimates of the neutral real interest rate referred to in this section are made with the
Laubach Wiiams model. The model has become something of a standard; see Laubach and
Williams (2003) and Holston et al. (2016) for a technical description.















































































































