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The National Institute of Economic Research (NIER) is a Swedish government agency ac-

countable to the Ministry of Finance. We produce forecasts to support decisions on economic poli-

cy in Sweden, analyse economic developments and conduct economic research. 

 

Published four times a year, our report Konjunkturläget contains a forecast for the Swedish and global 

economies as well as more in-depth special analyses of relevant economic topics. The Swedish Econo-

my is an English translation of the summary and selected special analyses from Konjunkturläget. 

 

All of our reports can be downloaded from our website at www.konj.se/en. The latest statistics can 

be found at www.konj.se/statistics. 
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Summary 

The Swedish economy is recovering only slowly, due largely to 

weak growth in the euro area, which is a key export market for 

Swedish firms. Economic policy stimuli mean that domestic de-

mand is growing at a more or less normal rate. Inflation will 

remain low, and the Riksbank's zero-rate policy will be in place 

for some years. Given the low level of national debt, temporary 

fiscal stimuli could be considered if economic developments turn 

out worse than expected. 

In the first three quarters of 2014, Sweden’s GDP grew by a 

modest 0.3 per cent per quarter on average (see Diagram 1), 

while unemployment decreased marginally to just below 8 per 

cent. Weak external demand has hampered Swedish exports and, 

indirectly, business investment. The NIER’s economic tendency 

indicator is above the historical average, but growth has for 

some time been weaker than implied by its historical relationship 

with the indicator. Growth is therefore expected to remain slug-

gish in late 2014 and early 2015. 

TWO-SPEED GLOBAL ECONOMY 

The global economy as a whole is treading water. Some markets 

have been performing relatively strongly for some time, such as 

the US and the UK, while others have fared less well, not least 

the euro area, which saw close to zero GDP growth in the sec-

ond and third quarters of 2014. Growth is also weak in some of 

the big emerging markets, including Russia and Brazil. 

Survey-based confidence indicators are at relatively high lev-

els in most OECD countries and point to a cautious recovery in 

the near term (see Diagram 2). Very low central bank policy 

rates, more relaxed fiscal policy and much lower oil prices will 

lend support to the recovery (see Diagram 3). After a long peri-

od of low investment, there is a growing need for investment, 

but tight credit conditions are hampering investment in the cri-

sis-stricken euro countries. GDP in the OECD countries as a 

whole will increase by 1.9 per cent this year, rising to 2.3 per 

cent in 2015 and 2.5 per cent in 2016, which is in line with the 

average since 1980. Low resource utilisation means that the 

slump will be protracted and inflation will remain low in the 

coming years. In the US and the UK, which are well ahead of 

the euro area in the business cycle, policy rates will begin to be 

raised in mid-2015, while the ECB will wait until 2017 (see Dia-

gram 4). 

Downside risks continue to dominate, due in part to consid-

erable geopolitical uncertainty. High government debt and other 

structural problems in the euro area mean that there is also still 

the risk of a fresh debt crisis. Although the ECB's comprehen-

sive assessment had positive results, there is still a risk of prob-

Diagram 1 Economic tendency indicator 
and GDP 

Index mean=100, monthly values and percentage 

change, seasonally adjusted quarterly values, 
respectively 

 
Sources: Statistics Sweden and NIER. 
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manufacturing 
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Sources: Institute for Supply Management, 
European Commission and NIER. 
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6   Summary 

lems in the banking sector leading to a marked reduction in the 

supply of credit. 

Table 1 Selected indicators 

Percentage change unless otherwise indicated 

 

2013 2014 2015 2016 2017 2018 2019 

GDP, market prices 1.3 1.7 2.3 3.1 2.7 2.3 1.7 

GDP, calendar-adjusted 1.3 1.9 2.0 2.8 2.9 2.4 1.7 

Global GDP 3.2 3.4 3.8 3.9 3.9 3.9 3.9 

Current account1 6.8 5.7 5.6 5.5 4.9 4.4 3.9 

Hours worked2 0.3 1.9 1.0 1.3 1.5 1.2 0.5 

Employment 1.0 1.5 1.2 1.2 1.2 1.1 0.5 

Unemployment3 8.0 7.9 7.7 7.4 7.0 6.6 6.6 

Labour market gap4 –1.9 –1.1 –1.1 –0.8 –0.3 0.1 0.0 

Output gap5 –2.2 –1.8 –1.5 –0.8 0.0 0.2 0.0 

Hourly earnings6 2.5 3.0 2.9 3.0 2.9 3.0 3.2 

Hourly labour cost, 

business sector2 1.8 1.8 2.5 3.0 2.9 3.0 3.2 

Productivity,  

business sector2 1.7 0.3 1.3 2.0 1.9 1.5 1.7 

CPI 0.0 –0.2 0.1 1.0 2.3 2.7 2.8 

CPIF 0.9 0.5 0.8 1.3 1.7 1.9 2.1 

Repo rate7,8 0.75 0.00 0.00 0.25 0.75 1.25 1.75 

Interest rate, ten-year 

government bond7 2.1 1.7 1.4 2.1 2.7 3.3 3.9 

Effective krona ex-

change rate index 

(KIX)9 103.0 106.7 107.0 103.3 99.8 99.3 99.3 

General government  

net lending1 –1.4 –2.2 –1.8 –1.0 –0.5 0.0 0.2 

Cyclically adjusted  

net lending10 –0.7 –1.6 –1.2 –0.5 –0.4 –0.1 0.2 

General government 

consolidated gross debt 

(Maastricht debt)1 38.6 41.0 41.6 40.8 39.8 38.7 37.6 

1 Per cent of GDP. 2 Calendar-adjusted. 3 Per cent of labour force. 4 Difference 

between actual and potential hours worked, in per cent of potential hours worked. 
5 Difference between actual and potential GDP, in per cent of potential GDP. 
6 According to the short-term earnings statistics. 7 Per cent. 8 At year-end. 9 Index 

18 November 1992=100. 10 Per cent of potential GDP. 

Sources: Statistics Sweden, National Mediation Office, the Riksbank and NIER. 

TWO-SPEED SWEDISH ECONOMY 

The gradual acceleration in global economic activity will help 

Swedish export growth to rise from 2.4 per cent this year to 

around 5 per cent in 2016 and 2017. That is not especially strong 

by historical standards, however, and exports will not be the 

same engine they have been in previous recoveries. 

Domestic demand will therefore be more important. In re-

cent years, growth in domestic demand has been propped up by 

expansionary fiscal policy and ever lower interest rates. Eco-

nomic policy has enabled households to increase their consump-

tion, but they have also been saving more to even out consump-

tion over time, and the saving rate has climbed to a record-high 

Diagram 4 Policy Rates 

Per cent, daily values 

 
Sources: ECB, Federal Reserve and NIER. 
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15 per cent of disposable income (see Diagram 5). Other factors 

behind the rise in the saving rate include continued high unem-

ployment and ever stronger precautionary motives, due in part 

to the erosion of social insurance replacement rates. Household 

consumption expenditure will grow by 2.4 per cent this year. 

The increase in mortgage repayments required by Finansin-

spektionen, the Swedish financial supervisory authority, is ex-

pected to have limited effects on household consumption pat-

terns. As the labour market improves in 2015 and 2016, house-

hold consumption will increase somewhat more quickly, and the 

saving rate will begin to drop back.1 

GDP growth will be just 1.7 per cent in 2014 before acceler-

ating as exports in particular pick up (see Table 1). Resource 

utilisation in the economy as a whole will return to normal in 

2017 (see Diagram 6). 

FURTHER STRONG GROWTH IN EMPLOYMENT 

Employment continued to grow unexpectedly quickly in the 

third quarter of 2014, with an increase of 0.8 per cent. Data for 

October and November and forward-looking indicators point to 

further employment growth in the near term, albeit at a slightly 

slower pace, and employment is forecast to increase by 1.5 per 

cent in 2014. This growth will slow somewhat in 2015−2019, 

but the employment rate will continue to climb (see Diagram 7). 

Employment is rising in all sectors except industry. 

The labour force has expanded considerably in recent years, 

due to both demographic developments and greater economic 

incentives to participate in the labour market. The labour force 

will grow almost as quickly as employment in 2014, with the 

result that unemployment will fall only marginally (see Dia-

gram 8). The labour force will expand somewhat more slowly in 

the coming years, due partly to previous initiatives to stimulate 

supply having almost had their full effect. The rise in employ-

ment will then have a clearer effect on unemployment, which 

will drop back to 6.6 per cent in 2018 and 2019. This is in line 

with what the NIER considers to be the equilibrium level. 

INFLATION TO REMAIN BELOW 2 PER CENT FOR A LONG 

TIME 

The weak economic climate in Sweden and elsewhere has 

brought very low inflation in recent years (see Diagram 6). Infla-

tion as measured by the CPIF (consumer price index with con-

stant mortgage rates) will be just 0.5 per cent in 2014. This low 

level is partly a result of falling energy prices, but price rises for 

other goods and services have also been very weak. At the same 

                                                      

1 See the special analysis ”Risk för svagare utveckling av hushållens konsumtion” 

[Risk of weaker growth in household consumption expenditure] for an assessment 

of the effects of weaker consumption growth in 2015−2017 (in Swedish only). 

Diagram 6 Output gap, CPIF and repo 
rate 

Per cent and annual percentage change, quarterly 

values, respectively 

 
Sources: Statistics Sweden, the Riksbank and 

NIER. 

 

18161412100806040200

4

2

0

-2

-4

-6

-8

6

4

2

0

-2

-4

-6

Output gap

CPIF (right)

Repo rate (right)

Diagram 7 Number of employed and 
empolyment rate 

Millions and per cent of population age 15–74, 
respectively, seasonally adjusted quarterly values 

 
Sources: Statistics Sweden and NIER. 
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Diagram 8 Unemployment and 
equilibrium unemployment 

Per cent of labour force, seasonally adjusted 

quarterly values 

 
Sources: Statistics Sweden and NIER. 

 

18161412100806040200

9.0

8.5

8.0

7.5

7.0

6.5

6.0

5.5

9.0

8.5

8.0

7.5

7.0

6.5

6.0

5.5

Unemployment

Equilibrium unemployment
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time, inflation expectations have fallen ever further and are now 

also well below 2 per cent five years ahead (see Diagram 9). 

Taken together, this caused the Riksbank to lower the repo rate 

to 0.0 per cent in October and signal that it will not be raised 

until inflation is close to its 2 per cent target. 

The NIER does not expect inflation to reach 2 per cent until 

2018. The direct and indirect effects of lower oil prices will hold 

back inflation in the coming years, and weak demand and low 

inflation expectations are making firms cautious about raising 

prices.2 Growth in labour costs of around 3 per cent per year 

and a cyclical recovery in productivity in the business sector 

mean that unit labour costs will also rise relatively slowly in 

2015−2017. 

The NIER expects the Riksbank to begin raising interest 

rates towards the end of 2016. The repo rate will rise only slow-

ly, however, due partly to interest rates abroad remaining very 

low. The repo rate will be 1.25 per cent at the end of 2018 when 

CPIF inflation reaches 2 per cent (see Diagram 10). 

SURPLUS TARGET WILL NOT BE MET 

Fiscal policy has been expansionary for several years, which has 

been justified by the prolonged economic slump. The deficit in 

public finances has gradually widened, and cyclically-adjusted net 

lending will be a negative 1.6 per cent of GDP in 2014 (see Dia-

gram 11). This is well below the 1.2 per cent surplus required 

when the economy is operating at full capacity if the surplus 

target of 1 per cent over a business cycle is to be met. The 

NIER considers sharp fiscal tightening unlikely in the coming 

years. More probable is that fiscal policy will be based on the 

“krona for krona” principle (all new spending must be fully 

funded with tax revenue) and that compliance with the surplus 

target is pushed back. The NIER's scenario for public finances is 

based on the approved budget for 2015 and an unchanged and 

fully funded public sector commitment in subsequent years. This 

means that taxes will be raised by SEK 90 billion in 2016−2019. 

Public finances will then improve gradually because the budget 

automatically strengthens with unchanged rules and therefore 

also when initiatives are fully funded. As a result, cyclically-

adjusted net lending will be slightly positive in 2019 but will not 

show a surplus of around 1 per cent of GDP – the level compat-

ible with the surplus target – until 2024. 

The economic outlook is dominated by downside risks. 

Should things turn out worse than expected, there is limited 

scope for monetary policy to lend further support to the real 

economy. Responsibility for stabilisation will therefore rest more 

with fiscal policy. Despite significant deficits in net lending, 

                                                      

2 See the special analysis “Low inflation expectations – how do they affect the 

economy and what can monetary policy do to soften their effects?”. 

Diagram 9 Inflation expectations 

Per cent, quarterly values 

 
Note. Average, all respondent categories. 

Source: TNS Sifo Prospera. 
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Diagram 11 Actual and cyclically 
adjusted general government net 
lending 

Per cent of GDP and per cent of potential GDP, 

respectively 

 
Sources: Statistics Sweden and NIER. 
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public finances are fundamentally in good shape, and the gov-

ernment debt is low. There is therefore the option of consider-

ing expansionary fiscal policy, preferably in the form of tempo-

rary measures, should the need arise. 

Forecast revisions 

This section outlines the principal revisions to the forecast pub-

lished in The Swedish Economy, August 2014. Large parts of the 

world have performed less well than expected. GDP in 2015 has 

been revised down relatively sharply, especially for Sweden and 

the euro area (see Table 2).  

 Production data and confidence indicators suggest that 

GDP growth in the euro area will be weaker in the com-

ing quarters than previously envisaged. The forecast for 

2015 has been revised down by 0.5 percentage point. 

The Japanese economy is also growing more slowly. 

 This slower growth abroad will spill over to Sweden 

through weaker exports in 2014 and 2015 and lower 

business investment in 2015. The forecast for GDP 

growth in 2015 has been revised down by almost a per-

centage point to 2.3 per cent. 

 Despite this weaker output growth, the forecast for 

household consumption has been revised up in the light 

of lower interest rates, higher asset prices (shares and 

housing) and higher real disposable income, due mainly 

to lower oil prices. 

 Employment and the labour force have grown slightly 

faster than expected, but the forecast for unemployment 

is unchanged. An upward revision of equilibrium un-

employment has nevertheless resulted in a slight down-

ward revision of idle resources in the labour market. 

The estimate of the labour market gap in 2014 has been 

revised up from −1.6 per cent to −1.1 per cent. 

 The forecast for potential GDP growth has been re-

vised down throughout the period through to 2019 in 

the light of lower expected potential productivity 

growth. Historical productivity growth in the business 

sector has been revised down, and the forecast has been 

lowered by 0.5 percentage point in both 2014 and 2015. 

 Many different factors contributed to inflation being 

lower than expected during the autumn. Looking ahead, 

inflation is expected to deviate even further from the 

previous forecast following the slide in oil prices. CPIF 

inflation has been revised down to 0.8 per cent in 2015 

and is not now expected to return to 2 per cent until 

late 2018 (see Diagram 12). 

Diagram 12 CPIF 

Annual percentage change, quarterly values 

 
Sources: Statistics Sweden and NIER. 
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Sources: The Riksbank and NIER. 
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10   Summary 

 This lower inflation contributed to the Riksbank unex-

pectedly cutting the repo rate to 0 per cent in October. 

The forecast for the repo rate has been revised down 

sharply throughout the forecast period (see Diagram 

13), due both to lower inflation in Sweden and to a re-

assessment of how long policy rates elsewhere will re-

main subdued. 

 Net lending in the government sector is now expected 

to be lower in 2015 than in the previous forecast. Re-

vised assumptions for future fiscal policy mean that the 

surplus target is not now expected to be reached during 

the period through to 2019. 

 

räknare- 
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Table 2 Current forecast and revisions compared to the 
August 2014 forecast 

Percentage change, unless otherwise indicated 

 

2014 2015 

 

Dec. 

2014 Diff. 

Dec. 

2014 Diff 

Global economy 

    GDP, global 3.4 0.0 3.8 –0.1 

GDP, OECD 1.9 –0.1 2.3 –0.2 

GDP, euro area 0.8 0.0 1.1 –0.5 

GDP, US 2.3 0.1 3.0 –0.1 

GDP, China 7.4 0.0 7.2 0.0 

Federal funds target rate1,2 0.25 0.00 0.75 –0.25 

ECB refi rate1,2 0.05 –0.10 0.05 –0.10 

Oil price3 100.0 –7.2 70.5 –34.8 

CPI, OECD 1.8 –0.1 1.5 –0.5 

     

GDP by expenditure     

GDP, calendar-adjusted 1.9 –0.1 2.0 –0.9 

GDP 1.7 –0.1 2.3 –0.9 

Household consumption 2.4 –0.1 2.7 0.3 

General government consumption 1.5 0.3 1.3 –0.4 

Gross fixed capital formation 4.5 0.3 4.8 –2.5 

Stockbuilding4 0.3 0.2 –0.1 –0.1 

Exports 2.2 –0.5 4.1 –1.1 

Imports 5.1 0.5 5.5 –0.2 

     

Labour market, inflation, interest rates etc.  

Hours worked5  1.9 0.5 1.0 –0.3 

Employment 1.5 0.2 1.2 0.1 

Unemployment6  7.9 0.0 7.7 0.1 

Labour market gap7 –1.1 0.6 –1.1 0.2 

Output gap8 –1.8 0.5 –1.5 –0.1 

Productivity, business sector5 0.3 –0.5 1.3 –0.6 

Hourly earnings9 3.0 0.0 2.9 0.0 

CPI –0.2 –0.2 0.1 –1.0 

CPIF 0.5 –0.2 0.8 –0.7 

Repo rate1,2 0.00 –0.25 0.00 –0.50 

Interest rate, ten-year 

government bond1 1.7 –0.1 1.4 –0.6 

Effective krona  

exchange rate index (KIX)10 106.7 0.5 107.0 1.8 

Current account4 5.7 –0.4 5.6 –0.4 

General government net lending11 –2.2 –0.1 –1.8 –0.5 

1 Per cent. 2 At year-end. 3 USD per barrel, annual average. 4 Change in per cent of 

GDP the previous year. 5 Calendar-adjusted. 6 Per cent of labour force. 7 Difference 
between actual and potential hours worked, in per cent of potential hours worked. 
8 Difference between actual and potential GDP, in per cent of potential GDP. 
9 According to the short-term earnings statistics. 10 Index 18 November 1992=100. 
11 Per cent of GDP. 

Note. The difference is between the current forecast and the August 2014 forecast. 

A positive value denotes an upward revision. 

Source: NIER. 
räknare-3 4 5 6 7 8 9 10 11 12 13 14 -räknare 
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SPECIAL ANALYSIS 

 

Low inflation expectations – how 
are they affecting the economy and 
what can monetary policy do to 
soften their effects? 

Inflation is low both in Sweden and in the euro area, and infla-

tion expectations have fallen. This is a source of concern for both 

the Riksbank and the ECB. Economic theory, and to some extent 

experience, suggests that inflation expectations impact on both 

current and future inflation and macroeconomic performance. 

Inflation expectations are therefore relevant to monetary policy, 

including in the short term. This special analysis shows that 

falling inflation expectations can have large and lasting macroe-

conomic effects. These effects are particularly great if the central 

bank does not react quickly to lower inflation expectations. 

Inflation and inflation expectations in Sweden have declined in 

recent years (see Diagrams 116 and 117).43 A similar pattern has 

been seen in the euro area. This low inflation could undermine 

the credibility of the inflation target, which has given both the 

Riksbank and the ECB cause for concern. Economic theory 

implies that low inflation expectations lead to lower inflation. 

Inflation expectations, including in the short term, are therefore 

a relevant factor to be addressed by monetary policy.44  

The present analysis begins with a number of possible expla-

nations for the current low level of inflation, before outlining 

the theory showing how inflation and inflation expectations can 

reinforce each other in a negative spiral, and how central banks 

can act to prevent such scenarios. Empirical studies are then 

presented from Sweden and abroad analysing how well inflation 

expectations help explain future inflation. Finally, these mecha-

nisms are described using the NIER’s macroeconomic model 

KIMOD.  

                                                      

43 In this analysis, inflation expectations are compared mainly with the actual 

consumer price index with constant mortgage rates (CPIF). This measure is be-

lieved to be closer to the prices that respondents have in mind when forecasting 

future price movements. 

44 Large negative discrepancies between actual inflation and inflation expectations 

will probably result in higher real wages and higher unemployment. There has been 

a debate about the effects of this – see, for example, Svensson (2014), Flodén 

(2012) and Andersson and Jonung (2014). Low inflation also results in higher real 

debt. These aspects will not, however, be addressed in this analysis. 

Diagram 116 Consumer prices 

Annual percentage change, monthly values 

 
Source: Statistics Sweden. 
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14   Low inflation expectations – how are they affecting the economy and what can monetary policy do to soften their effects? 

VARIOUS EXPLANATIONS FOR LOW INFLATION 

The low level of inflation in Sweden is probably due to a combi-

nation of factors. Before 2006, it was often explained by produc-

tivity growth being stronger than expected.45 Another argument 

is that monetary policy has been too tight.46 A further commonly 

cited explanation for inflation being so low is weak economic 

growth outside Sweden following the financial crisis.47 Sweden is 

a small, open economy where household consumption includes 

a high share of imported goods and is therefore heavily influ-

enced by changes in world market prices and exchange rates. 

There are also other explanations, both cyclical and structural, 

for the low inflation of recent years, such as firms reporting 

limited demand and increased competition.48 They have there-

fore struggled to pass costs on to consumers.  

LOW INFLATION EXPECTATIONS 

One factor that has attracted too little attention as a reason for 

the low rate of inflation is short-term inflation expectations.49 

Firms price their goods and services largely on the basis of how 

they think other firms price theirs, and how they think custom-

ers will react to price changes. Viewed this way, inflation expec-

tations will tend to explain future inflation. 

Previous studies have shown that respondents in Prospera’s 

expectations survey tend to be heavily influenced by the current 

rate of inflation at the time of the interview,50 and in a way that 

is not compatible with how inflation normally develops. There 

are therefore indications that expectations are adaptive. 

When it comes to the formulation of monetary policy, in-

vestment decisions, pay bargaining and so on, inflation expecta-

tions in the longer term are also of great interest. Inflation ex-

pectations two and five years ahead have diverged in recent years 

(see Diagrams 118 and 119). Inflation is currently expected to be 

1.1 per cent in two years and 1.7 per cent in five years, which are 

                                                      

45 See, for example, Sveriges Riksbank (2006). 

46 To some extent, this is because high household debt levels have led to monetary 

policy being kept tighter than had it focused exclusively on stabilising inflation 

around 2 per cent. 

47 See, for example, Söderström and Vredin (2013). This has also been cited as an 

explanation by Riksbank deputy governor Per Jansson (2011). 

48 See Apel et al. (2014). 

49 See Flodén (2014). 

50 See Jonsson and Österholm (2012) and Flodén (2012). Expectations are found to 

be adaptive one, two and five years ahead. 

Diagram 118 Inflation and inflation 
expectations, two year horizon 

Annual percentage change and per cent, 
respectively, quarterly values 

 
Sources: Statistics Sweden, TNS Sifo Prospera 
and NIER. 
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Diagram 119 Inflation and inflation 
expectations, five year horizon 

Annual percentage change and per cent, 

respectively, quarterly values 

 
Sources: Statistics Sweden, TNS Sifo Prospera 

and NIER. 
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the lowest expectations recorded since the financial crisis for the 

former and since 1999 for the latter.  

Theoretical considerations and empirical 
studies 

Under normal circumstances, the impact of inflation expecta-

tions on the real interest rate is just one of many factors to be 

taken into account when formulating monetary policy. When the 

nominal policy rate is close to zero, and inflation and inflation 

expectations are a long way from the inflation target, inflation 

expectations become more important than normal for the design 

of monetary policy. In such a situation, overly passive monetary 

policy could lead to persistently low inflation or deflation. The 

risk of economic stagnation also increases, because the real in-

terest rate is not sufficiently low for demand to take off. 

This abnormal situation can currently be said to exist in the 

euro area and, to some extent, also in Sweden. As in Sweden, the 

nominal policy rate is currently very low in the euro area, and 

both inflation and inflation expectations have fallen sharply in 

recent times (see Diagram 120).51  

INFLATION EXPECTATIONS AFFECT THE REAL INTEREST 

RATE AND THEREBY ECONOMIC PERFORMANCE 

The expected real interest rate commands a central position in 

macro theory and exists at various time horizons. The one-year 

real interest rate is defined as the nominal interest rate (𝑖𝑡) minus 

expected inflation (𝜋𝑡+1
𝑒 ) over the coming year. 

𝑟𝑡
𝑒 = 𝑖𝑡 − 𝜋𝑡+1

𝑒  

 

According to neo-Keynesian theory, actual inflation is de-

termined by the following equation: 

𝜋𝑡 = 𝛼𝜋𝑡−1 + 𝛽𝜋𝑡+1
𝑒 + 𝛾(𝑦𝑡 − 𝑦𝑡

∗), 
 

where 𝑦𝑡 − 𝑦𝑡
∗ is the difference between actual and potential 

GDP (the output gap), and it is assumed that 𝛼, 𝛽, 𝛾 > 0.52 The 
above equation contains both backward-looking and forward-
looking expectations. 

                                                      

51 This has not, however, happened in the US, for example, where CPI inflation was 

1.8 per cent in the third quarter of 2014 and inflation expectations are relatively 

stable. 

52 See, for example, Clarida et al. (1999). 

Diagram 120 Inflation and inflation 
expectations in euro area 

Per cent, quarterly values 

 
Note. Harmonised index of consumer prices, 

(HICP). 

Sources: Survey of Professional Forecasters, 
ECB. 
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The real interest rate’s expected level and change affect con-

sumption and investment decisions and, via the real exchange 

rate, foreign trade. If households and firms believe that the real 

interest rate in the near term is temporarily low, their incentive 

to consume and invest will increase. The reverse will apply if the 

real interest rate in the near term is believed to be temporarily 

high. In recent years, the real interest rate ex post in Sweden has 

been around 1 per cent, which is higher than in the euro area 

and the US (see Diagram 121). However, the real interest rate in 

the euro area has risen rapidly since the beginning of 2012 as a 

result of falling inflation. 

Monetary policy can influence the expected real interest rate 

via several channels. The most common channel is the effect of 

the policy rate on nominal interest rates with short maturities. By 

communicating how the policy rate is expected to move in the 

longer term (forward guidance), central banks can also influence 

expectations of future interest rates.53 Another, more indirect, 

way in which monetary policy can affect the real interest rate is 

via inflation expectations. A central bank with a high degree of 

credibility is able to influence inflation expectations through its 

communication. If, for example, near-term inflation is low, a 

credible central bank can prevent long-term inflation expecta-

tions from falling, and so keep the real interest rate down, by 

communicating how the inflation target will be reached. 

The equation for the real interest rate above illustrates clearly 

the problems that arise in the situation currently facing Sweden 

and the euro area. The nominal policy rate is zero, and it is not 

considered possible to lower it much further. At the same time, 

inflation expectations are low. If these expectations cannot be 

influenced through the central bank’s communication, the real 

interest rate cannot be brought down even if the economy is in 

need of this. This problem is well-known and discussed widely 

both by policy institutes and in the research literature.54 In this 

situation, there is a risk of protracted stagnation, and this risk is 

not considered insignificant, especially in the case of the euro 

area. Because a large share of Swedish exports head to the euro 

area, this will also impact on economic developments in Sweden.  

                                                      

53 This action can only succeed if the central bank has a high degree of credibility. 

Central banks can also use “unconventional” measures to influence the nominal 
interest rate at longer maturities, as they did during the financial crisis and the 

ensuing economic downturn. 

54 See, for example, IMF (2014), Bullard (2010) and Benhabib et al. (2012). 

Diagram 121 Real one-year interest 
rate 

Per cent, quarterly values 

 
Note. Calculated ex post as the average nominal 
policy rate deflated by the annual percentage 

change in the HICP: 𝑟𝑡 =
1

4
∑ 𝑖𝑡+𝑖
3
𝑖=0 − 𝐻𝐼𝐾𝑃𝑡+4. For 

the US, the policy rate is deflated by the CPI. 

Starting with 2013Q4, the real rate is based on 

NIER’s inflation forecast. 

Sources: Bureau of Labor Statistics, ECB, 
Eurostat, Federal Reserve, Statistics Sweden, The 
Riksbank and NIER. 
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LOW INFLATION AND LOW INFLATION EXPECTATIONS CAN 

REINFORCE EACH OTHER IN A NEGATIVE SPIRAL 

The importance of expectations for macroeconomic perfor-

mance and economic policy came to the fore in the 1960s and 

1970s when theories of rational expectations were launched.55 

The probability of an economy ending up in a very difficult 

position where low inflation and low inflation expectations rein-

force each other in a negative spiral is limited in models where 

rational expectations are assumed and the central bank’s infla-

tion target is credible.56 

This assumption about participants’ expectations has been 

challenged, however, by a literature which, according to its pro-

ponents, applies more realistic assumptions about the under-

standing households and firms can be expected to have of how 

the economy works, and about the information their expecta-

tions are based on.57 Theories of limited rationality and learning 

have been applied not least in monetary policy theory.58 This 

means that participants rely to a significant extent on backward-

looking information when forming their expectations of the 

future. 

This can present monetary policy with problems when it 

comes to achieving the desired real interest rate and economic 

recovery following major shocks. This applies particularly if 

households and firms attach considerable importance to recent 

inflation data when forming their inflation expectations.59 A 

shock that causes inflation and inflation expectations to fall 

could then result in a long period of low inflation, especially if 

the nominal policy rate is already close to zero.60 The real interest 

rate could then end up higher than is compatible with economic 

recovery. This, in turn, will lead to expectations of lower pro-

duction and demand going forward, further reducing inflation 

expectations and pushing up the real interest rate in the near 

term. In the worst case, this process could lead to stagnation and 

deflation. For this reason, it is important to identify how mone-

                                                      

55 See, for example, Phelps (1967), Friedman (1968) and Lucas (1972, 1976). 

Rational expectations mean that participants are assumed to take account of all 

relevant information and understand the functioning of the economy. 

 56 See Benhabib et al. (2001). 

57 See, for example, Evans and Honkapohja (2001) and Milani (2007). 

58 See, for example, Evans and Honkapohja (2001, 2005) and Evans et al. (2008). 

59 So-called constant-gain learning – see Orphanides and Williams (2005, 2008). 

Such a strategy may be both more appropriate and more realistic as the partici-

pants in the economy then adapt more quickly to structural changes.  

60 See Evans et al. (2008). 



18   Low inflation expectations – how are they affecting the economy and what can monetary policy do to soften their effects? 

tary policy can be used to minimise the chances of such situa-

tions.61 

MONETARY POLICY STRATEGIES TO ADDRESS LOW AND 

FALLING INFLATION EXPECTATIONS 

The literature provides important insights into how monetary 

policy should be pursued to stop the aforementioned situations 

from arising, and how to deal with them if they do still arise.62 

One insight is that the central bank should assume that, at least 

to some extent, the participants in the economy base their ex-

pectations on historical information. This is significant for the 

central bank’s reaction pattern, which should therefore take 

account of inflation expectations in order to reduce the risk of 

undesirable developments following major shocks.  

Another lesson is that monetary policy must be especially ex-

pansionary when inflation and inflation expectations are very 

low. In such a situation, the economy is vulnerable to further 

negative shocks to inflation and inflation expectations. Acting 

quickly and decisively to move the economy away from this 

exposed position will reduce vulnerability if a major shock oc-

curs. Of course, the central bank must also act quickly and deci-

sively if such a shock has already occurred and put the economy 

in a difficult position. This may mean that in such circumstances 

the central bank has to deviate from its normal reaction pattern.  

One related lesson is that monetary policy may need to be 

“irresponsible”.63 In order to push up inflation expectations and 

so bring down the real interest rate, the central bank may need 

to communicate that it intends to allow inflation to overshoot 

the target in the future. This is an example of forward guid-

ance.64, 65 

Internationally, the Bank of England and the Federal Re-

serve, among others, have increased the supply of money in the 

economy by buying government bonds on the open market in 

order to avoid overly low inflation. This so-called quantitative 

                                                      

61 The present analysis does not take account of any fiscal measures. 

62 See, for example, Evans and Honkapohja (2008). 

63 Krugman (1998), p. 139: “Monetary policy will in fact be effective if the central 

bank can credibly promise to be irresponsible, to seek a higher future price level.” 

64 Another example is when the Federal Reserve announced in December 2012 that 

it would not raise its policy rate until unemployment falls below 6.5 per cent with 

inflation below 2.5 per cent. The Bank of England took a similar line in August 

2013. 

65 Another approach often referred to in the literature is replacing the inflation 

target with a price-level target. See, for example, Svensson (1999) for an analysis 

of the pros and cons of this.  
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easing has been used to stimulate the economy when the policy 

rate could not be lowered any further.66 

Finally, one seemingly drastic but theoretically appropriate 

option would be to raise the inflation target. This could have its 

drawbacks, of course, but it might also be part of the solution 

for a stagnant economy with an overly high real interest rate 

when the policy rate is close to zero.67 

THEORY HAS SOME EMPIRICAL SUPPORT 

As mentioned above, Swedish data show signs of inflation ex-

pectations being to some extent adaptive.68 Table 15 reveals, 

however, that inflation expectations offer better forecasting 

accuracy than the fully backward-looking, or naïve, forecast.69 

This indicates that inflation expectations are also to some extent 

forward-looking. 

Table 15 Root mean square errors for inflation, 1997–201470 

 

1 year 2 years 5 years 

Prospera, total 0.88 0.98 0.96 

Prospera, employee organisations 0.89 0.98 0.93 

Prospera, employer organisations 0.90 0.97 0.93 

Prospera, purchasing managers, 

manufacturing 0.95 1.07 1.06 

Prospera, purchasing managers, 

trade 0.91 0.96 1.00 

Prospera, money market 0.80 0.89 0.85 

NIER, households 0.95     

NIER, businesses 0.73     

Naïve forecast 1.36 1.33 1.59 

Fixed forecast, 2 per cent 0.85 0.86 0.82 

Note. All root mean square errors have been estimated on quarterly data. House-

holds’ inflation expectations in the NIER survey have been converted from monthly 

to quarterly data. 

Sources: TNS Sifo Prospera and NIER. 

                                                      
66 A summary of the potential effects of quantitative easing can be found in  

Söderström and Westermark (2009). 

67 See Ball (2013) and Blanchard et al. (2010). 

68 See, for example, Jonsson and Österholm (2012). 

69 In a naïve forecast, the forecast h periods ahead is equal to the most recent 

observation. In this way, the naïve forecast is fully backward-looking. Despite its 

simplicity, a naïve forecast is a widely used benchmark in macroeconomic research 

– see, for example, Atkeson and Ohanian (2001). 

70 The root mean square error at horizon h is calculated as √(1/𝑛)∑ (𝑒𝑡+ℎ+𝑖|𝑡+𝑖)
2𝑛−1

𝑖=0 , 

where n is the number of observations of inflation expectations, and 𝑒𝑡+ℎ+𝑖|𝑡+𝑖 =

𝑦𝑡+ℎ+𝑖 − �̂�𝑡+ℎ+𝑖|𝑡+𝑖, where 𝑒𝑡+ℎ+𝑖|𝑡+𝑖 is the forecast error, 𝑦𝑡+ℎ+𝑖 is the actual CPIF at time 

t+h+i, and �̂�𝑡+ℎ+𝑖|𝑡+𝑖 is expectations for CPIF inflation at t+i. The root mean square 

errors here are calculated for the period 1997q1 to 2014q3.   
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All categories of respondents have lower forecasting errors than 

the naïve forecast in both the short and the longer term. The 

difference in forecasting accuracy is also statistically significant.71 

Participants in the money market have the best predictive per-

formance of Prospera’s categories.  

The results therefore indicate that Swedish inflation expecta-

tions are to some extent also forward-looking, which means that 

there is a good chance of credible monetary policy returning the 

economy to full capacity despite low inflation and low inflation 

expectations. 

In the euro area and the US, survey-based inflation expecta-

tions have proved better forecasting instruments than simple 

models.72 This indicates that there is a risk of the low inflation 

expectations in the euro area (see Diagram 120) being followed 

by low inflation in the future too. The ECB has repeatedly ex-

pressed concern about self-fulfilling inflation expectations in the 

euro area.73  

This growing concern has led to a large number of empirical 

studies which attempt in various ways to shed light on aspects of 

these problems. For example, Decressin and Laxton (2009) use 

panel data for 36 countries in 1994−2008 to examine the risk of 

deflation as a result of the financial crisis. Sweden is one of the 

countries in the sample with relatively less persistent inflation, 

which means that it takes less time for inflation to return to the 

target level after a period of unexpectedly low price rises. The 

risk of a downward spiral is therefore smaller. 

Scharnagl and Stapf (2014) show that inflation expectations 

have shown a decreasing mean but increasing variance since the 

debt crisis in the euro countries erupted in mid-2011. By study-

ing the change in long-term interest rates around the times of 

monetary policy decisions, they also believe that the efficacy of 

expansionary monetary policy has decreased. Against this back-

ground, they draw the conclusion that the market has become 

more uncertain about the ability of monetary policy to prevent a 

deflation scenario in the euro area. They also find that the prob-

ability of a deflation scenario in the euro area has increased since 

                                                      

71 According to the Diebold-Mariano (1995) test, where Newey-West (1987) stand-

ard errors are used, inflation expectations are better than the naïve forecast for the 

CPIF in almost all cases at a 1 per cent significance level and in all cases at a 5 per 

cent significance level. For the CPI, only firms in the NIER’s survey had significantly 

better forecasting accuracy than the naïve forecast. In Prospera’s survey, respond-
ents are asked how they expect the annual percentage change in the CPI to move 

one, two and five years ahead. In the NIER’s survey, they are asked instead how 

they expect prices, measured as the annual percentage change, to move. 

72 See, for example, Mestre (2007), Forsells and Kenny (2002) and Ang et al. 

(2007).  

73 See, for example, Moghadam et al. (2014) and Financial Times (2014). 
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2011. Coenen and Warne (2013) also show with a structural 

macro model that the deflation risk in the euro area has in-

creased as a result of the zero lower bound binding. Amisano et 

al. (2014) obtains similar results for the euro area using money 

supply as an indicator for deflation. The risk of deflation is, 

however, considered to be unchanged in the US and have fallen 

in Japan.  

Effects in the macroeconomic model 
KIMOD  

This section uses the NIER’s macroeconomic model KIMOD 

to illustrate the mechanisms discussed in the sections above. The 

main scenario – the NIER’s current forecast – is compared with 

two alternative scenarios where it is assumed that inflation ex-

pectations fall by 1 percentage point in 2015 for some unex-

plained exogenous reason.74 

In the first alternative scenario, the model is permitted to 

choose the repo rate without restrictions. The estimated repo 

rate then falls below zero (see Diagram 122), making it possible 

to study the expected macroeconomic effects of further reduc-

tions in the repo rate. In order to analyse further the significance 

of monetary policy, the second alternative scenario assumes that 

the zero lower bound binds (see Diagram 122).  
In KIMOD, the expected real interest rate is calculated as 

the nominal interest rate deflated by expected inflation, in the 

form of the GDP deflator, one year ahead. The three parts of 

this equation are presented in Diagrams 122−124.75 Inflation 

expectations are estimated in KIMOD as a weighted average of 

adaptive expectations and the 2 per cent inflation target.  

Inflation expectations are lowest in alternative scenario 2 

where the Riksbank is unable to react in 2015−2016 due to the 

zero lower bound. This, in turn, means less favourable macroe-

                                                      

74 The model is conditioned on input data through to the fourth quarter of 2014 and 

therefore starts from the first quarter of 2015. In alternative scenarios 1 and 2, 

expected inflation one year ahead is assumed to fall temporarily by 1 percentage 

point. These reduced inflation expectations in 2015q1 mean that, other things being 

equal, expected inflation four quarters ahead (i.e. the expected inflation between 

2015q1 and 2016q1) will be 1 percentage point lower. It is unusual for inflation 

expectations one year ahead to fall by a whole point from one quarter to the next, 
but it does happen from time to time, most recently from 2008q4 to 2009q1 (see 

Diagram 117). 

75 These inflation expectations are, of course, not “correct” in the sense that they 

are those held by “the market”. In Diagram 124, the decline in inflation expecta-
tions in the first year in alternative scenarios 1 and 2 is slightly more than 1 per-

centage point. This is because KIMOD is permitted to respond immediately to the 

decline in inflation expectations in 2015q1. 

Diagram 122 Repo rate 
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Note. Effects according to NIER’s macroeconomic 
model KIMOD. 

Source: NIER. 
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Diagram 123 Expected real interest 
rate 

Per cent 

 
Note. Effects according to NIER’s macroeconomic 
model KIMOD. 

Source: NIER. 
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Diagram 124 Inflation expectations 
(GDP deflator) 

Per cent 

 
Note. Effects according to NIER’s macroeconomic 

model KIMOD. 

Source: NIER. 
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conomic performance and so lower inflation expectations. The 

lower inflation expectations, and the higher expected real inter-

est rate, impact on wage expectations and, in turn, on growth in 

nominal labour costs (see Diagram 125). This contributes to 

lower underlying inflation as measured by the CPIF in alterna-

tive scenario 1, and especially in alternative scenario 2 where the 

main scenario’s interest rate in 2015−2016 is assumed (see Dia-

gram 126). The higher real interest rate results in a stronger real 

exchange rate. Once the Riksbank is able to react in alternative 

scenario 2, it is forced to keep interest rates low for longer in 

order to bring down the real interest rate and the exchange rate 

and so stimulate recovery. This also leads gradually to rising 

inflation.  

The output gap is wider, and unemployment higher, in both 

the alternative scenarios (see Diagrams 127 and 128). The effect 

is not insignificant when the Riksbank is not permitted to take 

the repo rate below zero.76  

Closing remarks 

Inflation is currently low both in Sweden and in the euro area. 

Inflation expectations at all horizons have also fallen and are 

now below the inflation target. Combined with nominal interest 

rates that cannot be lowered much further, this could result in 

excessively high real interest rates, leading to an increased risk of 

stagnation and even lower inflation. This could put a further 

damper on inflation expectations. In the worst case, it could 

trigger a deflationary spiral where the lower inflation leads to 

lower inflation expectations, which result, in turn, in even lower 

inflation, and so on. The risk of falling inflation expectations 

causing deflation is considered small in Sweden, but not insignif-

icant in the euro area.  

According to the NIER’s macroeconomic model KIMOD, 

falling inflation expectations have tangible macroeconomic ef-

fects unless the central bank reacts immediately to lower infla-

tion expectations. According to KIMOD, a binding zero lower 

bound has a major impact on macroeconomic developments.  

                                                      
76 OECD (2014) presents an alternative scenario with falling inflation expectations 

in the euro area. The scenario assumes a simultaneous decrease in inflation expec-

tations of 50 basis points and decrease in equity prices of 10 per cent. It also 

assumes a 100 basis point increase in the corporate bond spread, the equity risk 

premium and the spread between household borrowing and lending rates. The 

simulations are performed in the macroeconomic model NiGEM where short-term 
interest rates and nominal exchange rates are held constant. The effects on Swe-

dish GDP in the OECD’s study are somewhat smaller than those presented in the 

present analysis. 

Diagram 126 Labour costs in business 
sector 

Percentage change 

 
Note. Effects according to NIER’s macroeconomic 

model KIMOD. 

Source: NIER. 
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Diagram 125 CPIF inflation 

Per cent 

 
Note. Effects according to NIER’s macroeconomic 

model KIMOD. 

Source: NIER. 
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Diagram 127 Unemployment 

Per cent of labour force 

 
Note. Effects according to NIER’s macroeconomic 

model KIMOD. 

Source: NIER. 
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In situations where inflation expectations have fallen sharply, 

both theory and experience provide support for central banks 

assuming that participants in the economy will, at least to some 

extent, have adaptive expectations in the near term. Monetary 

policy should act quickly and decisively so that inflation expecta-

tions do not fall too far. To push up inflation expectations and 

so bring down the real interest rate, the central bank may also 

need to communicate that it intends to allow inflation to over-

shoot the target in the future. In an extreme case, the central 

bank could even raise the inflation target. There are also other 

approaches central banks can take. A number of the world’s 

central banks have undertaken extensive asset purchases (quanti-

tative easing) to avoid excessively low inflation. This is a way of 

stimulating demand when the policy rate cannot be lowered 

much further. Forward guidance to bring down long-term inter-

est rates is another option, as are measures to weaken the cur-

rency. 

Economic policy may also need to be co-ordinated so that, 

for example, fiscal policy is temporarily given a more expansion-

ary bias (see Benhabib et al., 2012). 
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SPECIAL ANALYSIS 

 

Historically low real interest rates 
in the coming decade 

The global real interest rate has trended downwards over the 

past 30 years. It is now very low, and pricing in financial mar-

kets indicates that it will be low for a long time. For structural 

reasons, the NIER expects real interest rates in Sweden and 

elsewhere to rise slowly in the coming decade but remain low.  

This special analysis discusses the structural factors behind the 

NIER’s forecast for central bank policy rates over the next ten 

years. A description of how real interest rates have moved over 

the past 30 years is followed by a theoretical discussion of struc-

tural factors influencing real interest rates and an analysis of how 

these and other factors will develop going forward. The analysis 

concludes with the NIER’s forecast for nominal and real policy 

rates in Sweden, the US and the euro area in the coming decade. 

Real interest rates over the past 30 years 

The expected real interest rate is central to macroeconomic anal-

ysis. It is defined as the nominal interest rate less expected infla-

tion. As there are various different nominal interest rates and 

inflation expectations, there are various different real interest 

rates in the economy. 

Central bank policy rates are a measure of a risk-free short-

term interest rate level that takes account of both cyclical and 

structural factors. Government bonds issued by countries with 

high credit ratings are often used to gauge expectations of future 

risk-free short-term interest rates. The yields on these bonds are 

affected by largely the same factors as central bank policy rates, 

but are normally higher on account of their longer maturity (the 

so-called maturity premium).  

The capital market is global, and so the trend in domestic real 

interest rates is dictated largely by global structural factors. As 

Sweden is a small, open economy with free movement of capital, 

it cannot deviate from global movements in the longer term. To 

obtain a global perspective on the current low level of real inter-

est rates, Diagram 147 presents the interest rate on a weighted 

real (inflation-protected) government bond for the G7 countries 

(excluding Italy) with a long maturity, normally ten years or 

more. This real interest rate serves as the market’s view of long- 
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term real interest rates.101 The UK was the first of the G7 coun-

tries to issue inflation-protected government bonds and is re-

ported separately in the diagram. Not until the second half of 

the 1990s did other G7 countries follow suit with similar 

bonds.102   

The downward trend in the global real interest rate is clear 

from Diagram 147, not least since the turn of the millennium. 

This picture is confirmed by Diagram 148, which shows the 

market pricing of inflation-linked bonds with different maturi-

ties. The real return is negative for Sweden and Germany at 

maturities up to ten years, and is only slightly positive in the US 

for the ten-year maturity (0.5 per cent). The overall picture is a 

downward trend in the real interest rate on government bonds 

and further very low real rates going forward.103  

Several structural factors have been put forward to explain 

the historical trend over the past 30 years.104 Falling investment 

relative to GDP in developed markets, lower risk premiums due 

to lower inflation and greater financial integration are three fac-

tors that contributed to the decline in the 1980s and the first half 

of the 1990s. The sharp downturn in the new millennium can be 

explained by increased saving in emerging markets and their 

greater preference for low-risk assets, predominantly govern-

ment bonds.105 The financial crisis and subsequent economic 

downturn also brought increased demand for government bonds 

from central banks, insurers and pension funds, among others.106 

It should be stressed that movements since the financial crisis in 

2007 are harder to interpret, because the period has been affect-

ed by very weak cyclical developments as well as structural fac-

tors.  

                                                      

101 See King and Low (2014). 

102 Some countries’ real interest rates may be affected by both exchange rate 

premiums and risk premiums. Globally, the sum of these exchange rate premiums 
will be zero. In order to avoid some countries’ risk premiums having a dispropor-

tionate weight, King and Low (2014) calculate GDP-weighted real interest rates. 

Italy is one of the G7 but is excluded from the calculations because in recent years 

the Italian real interest rate is considered to have been dominated by risk premi-

ums associated with the possibility of sovereign default and/or exit from the EMU.  

103 There is an international debate both in the academic world and at policy insti-

tutes about whether it is the so-called neutral rate that has fallen back and will 

remain low going forward – see, for example, Armelius et al. (2014), Borio and 

Disyatat (2014), Bouis (2014), IMF (2014) and Tuelings and Baldwin (2014).  

104 For an overview, see Bouis et al. (2014) and IMF (2014). 

105 IMF (2014). 

106 Bouis et al. (2014) and Summers (2014). 

Diagram 147 Real interest rate, long-
term government bonds 

Per cent, quarterly values 

 
Note. The global series starts 1999Q1. 

Source: King and Low (2014). 
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Theoretical explanations for movements in 
real interest rates 

The research literature includes various theories about the real 

interest rate. In a barter economy, the real interest rate is deter-

mined by three factors: productivity growth, population growth 

and the trade-off between current and future consumption. With 

money as a means of payment, there are two interest rates: one 

is the neutral real rate, which is determined by the same factors 

as in the barter economy, and the other is the bank rate.107 One 

common assumption in this type of model is that the economy 

is driven by technological advances. Cyclical fluctuations are 

then explained by fluctuations in technological progress. It is 

unlikely, however, that the sharp falls in GDP seen periodically 

over the past century can be explained by normal cyclical 

shocks. Instead, it has been found that, besides these normal 

fluctuations, there are occasionally very strong negative shocks 

to demand that trigger a huge decrease in GDP.  

Barro (2006) studies how large negative shocks to technology 

and production capacity affect asset prices in a barter economy. 

He estimates the annual probability of disasters where GDP per 

capita falls by 15 to 64 per cent at 1.5 to 2 per cent. The likeli-

hood that the economy will be hit now and again by major nega-

tive shocks means that the interest rate on risk-free assets, such 

as bank deposits covered by deposit guarantees and treasury 

bills, will be low. The reason for this is that investors can be 

expected to be risk-averse, and so the higher the chances of a 

disaster, the less willing they will be to invest in risky assets. 

Miles (2014) develops Barro’s analysis and reaches similar con-

clusions, namely that an increase from 1 to 2 per cent in the 

likelihood of an extreme event that results in a 20 per cent drop 

in GDP will reduce the risk-free real interest rate by 1.4 percent-

age points. 

In these traditional, neoclassical models, it is assumed that 

households can be aggregated in such a way that it is possible to 

study the sum of all households, or a so-called representative 

household. Saving and investment are then determined by the 

representative household’s trade-off between consumption to-

day and consumption tomorrow. However, this result may be 

rejected if account is taken of different generations saving to 

                                                      

107 The neutral (natural) interest rate and the bank interest rate are venerable 

concepts originally introduced by Knut Wicksell at the end of the 19th century. He 

argued that inflation was determined by the difference between these two rates – 

see Wicksell (1898). The idea of a neutral interest rate is now a key component of 

all central banks’ models.  
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different degrees. Eggertson and Mehrotra (2014) develop an 

OLG model108 with three generations (the young, who borrow; 

the middle-aged, who save; and the old, who consume these 

savings). The authors identify various reasons why the supply of 

saving increases and demand for loans decreases, with the result 

that the real interest rate falls. One cause of a falling real interest 

rate over a long period is if the young, who subsequently turn 

into savers, for some reason borrow less than before. One rea-

son for this might be that the economy is hit by a debt crisis 

(deleveraging shock) similar to the financial crisis. The real inter-

est rate falls because demand for loans among the young de-

creases. Another cause is if the intermediate generation, which 

saves the most, increases as a percentage of the population. Un-

der certain demographic conditions, the neutral real interest rate 

could end up persistently negative. Combined with low inflation 

and an assumption of restrictions on monetary policy (for ex-

ample, that the nominal interest rate cannot fall below zero), this 

means that the actual real interest rate will be higher than the 

neutral rate. The economy could then end up in a state of secu-

lar stagnation.  

CREDIBLE MONETARY POLICY ANALYSIS MORE LIKELY TO 

INFLUENCE THE ECONOMY    

A central bank’s policy rate is its key instrument for influencing 

economic activity. Besides setting the policy rate in the short 

term, some central banks – including the Riksbank and the Fed-

eral Reserve – also publish forecasts for the policy rate several 

years ahead. If these forecasts are credible (for example, because 

they are supported by sound economic analysis), market rates at 

long maturities can also be influenced. To present credible fore-

casts for the policy rate, central banks must carefully analyse 

both cyclical and structural factors. They must also communicate 

how they balance factors such as unemployment, inflation and 

financial stability.  

One topical example that illustrates the above reasoning is 

the Riksbank’s revisions of its repo rate projections over the past 

year. As can be seen from Diagram 149, the path was revised 

down significantly between October 2013 and October 2014. 

On the occasion of the most recent downward revision, the 

Riksbank analysed structural factors that may mean that the repo 

rate needs to remain low for a long period.109 The Riksbank has 

                                                      

108 Overlapping generations model. 

109 See Armelius et al. (2014). 

Diagram 149 The Riksbank’s repo 
forecasts 

Per cent, quarterly values 

 
Source: The Riksbank. 
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also communicated that it now intends to attach much greater 

importance than in recent years to pushing up the low level of 

inflation than to curbing growth in household debt.  

The Riksbank’s analysis and statements taken together have 

probably contributed to market expectations for the repo rate 

having come down both two and five years ahead over the past 

year (see Diagram 150). The interest rates faced by households 

and firms have also fallen during this period. It is difficult, how-

ever, to gauge just how much the Riksbank’s analysis and revised 

interest rate path contributed to this decrease, because underly-

ing factors such as interest rates abroad have also changed.  

Key factors for real interest rates in the 
coming decade 

Current pricing in financial markets implies a lower expected 

future real interest rate for safe assets than before the financial 

crisis. This section discusses various factors that influence real 

interest rates via effects on the propensity to save or invest in 

real assets.110  

Figure 1 illustrates how the global real interest rate is deter-

mined. If, for example, the global propensity to save increases, 

the supply curve will shift outwards. If the propensity to invest 

in real assets decreases, the demand curve will shift inwards. 

Both of these changes will contribute to a lower real interest 

rate. 

SEVERAL FACTORS POINT TO CONTINUED HIGH GLOBAL 

PROPENSITY TO SAVE  

Uncertainty: The financial crisis and the dramatic changes in 

the value of real estate and many securities, together with ques-

tion marks over the future of the euro, have probably increased 

the risk of the rare disasters referred to by Barro (2006). House-

holds, firms and market participants may perceive a greater 

probability than before the financial crisis of some major nega-

tive event occurring, making future income from labour and 

capital more uncertain than before. This will increase the pro-

pensity to save on a precautionary basis and reduce the propen-

sity to invest in real assets (see Figure 1).  

                                                      

110 The propensity to save and invest can also change for cyclical reasons, but the 

analysis here focuses on structural changes. 

Diagram 150 Money market agents’ 
repo rate expectations 

Per cent, monthly values 

 
Source: TNS Sifo Prospera. 
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The increased uncertainty may also mean continued high lev-

els of saving in emerging markets.111 In addition, governments in 

many developed markets will be stepping up their saving in fu-

ture in order to bring down the high levels of central govern-

ment debt that have built up. 

 

Demographics: In general, it is the older generation that has 

negative saving, and generations with good income from em-

ployment that save. The higher the proportion of the population 

that needs providing for, the less the average household will 

save. A total dependency ratio defined as the proportion of peo-

ple below the age of 16 and over the age of 64 relative to the 

working population aged 16−64 has been falling for a long time 

at a global level (see Diagram 151). Both a lower share of young 

people and a lower share of elderly people will have a positive 

effect on saving, but the old-age dependency ratio has a much 

greater effect.112   

Population forecasts are now indicating a break in the trend, 

and a rise in the total dependency ratio in the coming decades is 

inevitable (see Diagram 151). This trend break is dominated by a 

significant increase in the old-age dependency ratio. A long peri-

od of increased saving for demographic reasons is now being 

succeeded by the reverse, which will gradually contribute to a 

higher real interest rate.113  

There may, however, also be factors that pull in the other di-

rection, at least in the coming decade. The financial crisis and 

subsequent economic downturn have left deep scars in public 

finances in many developed markets. Demographic develop-

ments mean that large retirement cohorts are expected in many 

countries. This combination – weak public finances and a large 

rise in the old-age dependency ratio in the coming decades – 

may mean that households are less confident in public pension 

systems than before the financial crisis, with the result that they 

feel a need to save more themselves.114 

 

Inequality: Gradually widening inequality is another factor be-

hind the increase in the propensity to save and so the decrease in 

the real interest rate.115 Households with high incomes have a 

                                                      

111 IMF (2014). 

112 Leff (1969). 

113 Erfurth and Goodhart (2014) and IMF (2014). 

114 Jimeno et al. (2014). See also Backus et al. (2013). 

115 Glaeser (2014), Gordon (2014) and Summers (2014). 

Diagram 151 Number of young (<15) 
and elderly (65+) in relation to the 
working-age population (15–64) 

Per cent 

 
Source: United Nations. 
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greater propensity to save than those with lower incomes, be-

cause the latter are more likely to need to use their income for 

consumption. When a growing share of total income goes to a 

small group with already high incomes, the propensity to save in 

the global economy will rise, pushing down the real interest rate. 

SEVERAL FACTORS POINT TO CONTINUED WEAK 

INVESTMENT DEMAND  

Lower potential growth: As stated in the theoretical discussion 

above, potential growth is a fundamental factor for the level of 

the real interest rate. In simple neoclassical models, the latter is 

equal to the long-term growth rate. As can be seen from Dia-

gram 153, international organisations estimate that potential 

growth shifted down in 2008−2013 relative to the period before 

the financial crisis.116 They also believe, however, that it will 

gradually return to its pre-crisis levels. The exception is the euro 

area, where the potential growth rate is expected to remain lower 

than before the crisis in the coming decade. Lower potential 

growth – via both slower technological development and weaker 

growth in the labour force – means a reduced need for invest-

ment, which will shift demand inwards in Figure 1.   

There are also other factors that point to continued weak in-

vestment demand. Empirical analysis reveals that it takes many 

years for investment as a share of GDP to recover from a finan-

cial crisis.117 This may be due to a number of factors. Increased 

uncertainty, as discussed above, can lead to higher compensation 

for risk and so a higher required rate of return, putting a damper 

on investment growth.118  

 

Dwindling balance sheets: Both the recent financial crisis and 

many previous financial crises have led to a so-called balance 

sheet recession.119 In such recessions, the value of households’ 

and firms’ assets has fallen in many countries, while the value of 

their liabilities has held up. In order to restore the desired bal-

ance between assets and liabilities, both households and firms 

                                                      

116 Diagram 153 presents average estimates from the European Commission, the 

IMF and the OECD. The European Commission has not published estimates for the 

global economy or for the period 2025−2029. The IMF’s estimates in its World 

Economic Outlook (WEO) cover the period through to 2019. For the period 

2020−2029, estimates from the IMF’s Economic Modeling Division as presented in 

the latest update of the Global Projection Model (GPM) have been used. These 

values largely correspond to the WEO estimates for 2002–2019. 

117 IMF (2014). See also Lewis et al. (2014). 

118 Jimeno et al. (2014) and Summers (2014). 

119 Koo (2014) and Buttiglione et al. (2014). 

Diagram 153 Potential growth 

Per cent 

 
Anm. Average of three international 
organisations. See footnote 116.  

Sources: European Commission, IMF and OECD. 
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expectations in the US, euro area and 
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Note. Referring to October (US and euro area) 

and December (Sweden), respectively. See 

footnote 120. 

Sources: New York Federal Reserve, ECB and TNS 
Sifo Prospera. 

5 year2 year1 year

4

3

2

1

0

-1

4

3

2

1

0

-1

US

Euro area

Sweden



34   Historically low real interest rates in the coming decade 

 

are now increasing their financial saving and investing less, push-

ing down the real interest rate. 

Conclusions and implications for the 
NIER’s forecasts 

Several structural factors indicate that the real interest rate will 

remain low for many years to come. The NIER therefore antici-

pates a relatively slow rise in central bank policy rates in the 

coming decade, not least in the euro area.    

MARKET EXPECTATIONS POINT TO CONTINUED LOW 

POLICY RATES  

Market participants’ expectations, as expressed in the pricing of 

financial instruments and responses to surveys, can be interpret-

ed in terms of future policy rates. It is important to stress, how-

ever, that market expectations do not necessarily coincide with 

other forecasters’ views, including those of the NIER. This can 

be due to differing assessments of both cyclical and structural 

developments.  

Diagrams 152 and 154 present market expectations for nom-

inal and real policy rates in Sweden, the US and the euro area.120 

There is a relatively large difference between the US and the 

euro area. The Federal Reserve is expected to hike its policy rate 

to 2.25 per cent in two years and 3.5 per cent in five years, 

whereas the ECB’s policy rate is not expected to rise at all in the 

next two years and will still be slightly below 1 per cent in five 

years, giving a negative real policy rate. Expectations for Sweden 

are closer to the euro area two years ahead and roughly mid-way 

between the US and the euro area five years ahead. The nominal 

policy rate in Sweden is expected to be 2.2 per cent in five years, 

and the real rate 0.5 per cent. 

Time series for market expectations two and five years ahead 

for the policy rate, inflation and real interest rate in Sweden are 

presented in Diagrams 155 and 156. The last observation is from 

December 2014 and means that market participants expect a 

repo rate of around 0.6 per cent in two years, at which time both 

the Riksbank and the NIER expect the economy to be close to 

                                                      

120 The expected real interest rate has been estimated as the difference between 

market participants’ policy rate and inflation expectations based on surveys, except 

for the expected nominal policy rate in the euro area which is estimated on bond 

pricing. 

Diagram 154 Real policy rate 
expectations in the US, euro area and 
Sweden 

Per cent 

 
Note. October (US and euro area) and December 

(Sweden), respectively. See footnote 120. 

Sources: New York Federal Reserve, ECB and TNS 
Sifo Prospera. 
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Diagram 156 Five-year market 
expectations in Sweden 

Per cent, monthly values 

 
Note. Money market survey. See footnote 120. 
Sources: TNS Sifo Prospera and NIER. 
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Diagram 155 Two-year market 
expectations in Sweden 

Per cent, monthly values 

 
Note. Money market agents. See footnote 120. 
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full capacity. This corresponds to a real repo rate of −0.7 per 

cent.  

To sum up, it is clear that market participants anticipate his-

torically low, albeit gently rising, real interest rates for many 

years to come. This applies, above all, to the euro area and Swe-

den, as expectations for the US indicate more normal develop-

ments by historical standards for an economic upturn.   

REAL INTEREST RATES LOW BUT RISING IN THE COMING 

DECADE 

Real central bank policy rates are currently negative in Sweden, 

the US and the euro area. The NIER, like market participants, 

expects nominal and real policy rates to rise gently but remain 

low. This is on account of a number of structural factors contin-

uing to exert a downward pull on real interest rates, albeit to a 

decreasing extent over the coming decade.  

 

 It is reasonable to assume that fears of further major 

negative shocks occurring will subside the more time 

passes after the financial crisis. Households’ and firms’ 

expectations of future income and growth are to some 

extent adaptive, and uncertainty will decrease as time 

goes by without further major shocks. 

 

 Households and firms have gradually reduced their debt 

levels since the financial crisis, which has pushed down 

consumption, investment and, as a result, real interest 

rates. This deleveraging is expected to slow as debt lev-

els gradually approach the desired levels.121 

 

 Potential GDP growth is expected to rise gradually in 

the coming decade (see Diagram 152). 

 

 Underlying demographic trends should rein in global 

saving and gradually push up the real interest rate (see 

Diagram 151). In the shorter term, when uncertainty 

about many developed markets’ public finances still 

abounds, this could combine with an ageing population 

to create a temporary surge in saving.  

 

 The real interest rate is expected to climb towards 2 per 

cent at the end of the forecast period, due to both high-

                                                      

121 See Buttiglione et al. (2014). 
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er potential growth and demographic changes. The lat-

ter will bring a rapid rise in the dependency ratio and so 

a decreased propensity to save.122 

 

Diagrams 157 and 158 present the NIER’s forecasts for nominal 

and real policy rates in Sweden, the US and the euro area, and 

Diagram 159 its forecasts for resource utilisation. 

US: The US is ahead of the euro area in the business cycle, 

and inflation is much closer to the target level. The market also 

expects an earlier and much faster rise in the policy rate in the 

US. All in all, rising resource utilisation and a return to full ca-

pacity in the US in 2018 are believed to be compatible with an 

increase in the policy rate from its current 0.25 per cent to 

around 2.5 per cent (see Diagram 157).123 In the years after that, 

the policy rate will rise further towards 4.3 per cent, giving a real 

policy rate of 2 per cent. This is due partly to potential growth 

rising, uncertainty among households and firms continuing to 

subside, deleveraging continuing, and the working-age popula-

tion dwindling as a share of the total population. 

Euro area: Both cyclical and structural problems in the euro 

area are markedly greater than in the US. This means that the 

real interest rate compatible with the economy operating at full 

capacity will need to be lower than that in the US for many 

years. When the output gap in the euro area closes in 2020, the 

policy rate will still be only around 1.5 per cent, giving a real 

policy rate of around −0.5 per cent (see Diagrams 157−159).124 

As the structural problems ease, the policy rate will rise gradually 

to reach 3.5 per cent at the end of the forecast period.  

Sweden: The repo rate will begin to be raised at the end of 

2016 and will average around 0.5 per cent in 2017 when the 

Swedish economy is operating at full capacity (see Diagram 

158).125 The real policy rate will then climb slowly. This is pri-

marily because the Swedish economy is closely bound to the 

euro area’s economy and monetary policy. If Swedish monetary 

policy deviates further from that pursued in the euro area, the 

krona could strengthen and keep the economy below full capaci-

                                                      

122 Erfurth and Goodhart (2014) argue that demographic changes could result in a 

real interest rate of 2.5 to 3 per cent in 2025. 

123 The market’s policy rate expectation five years ahead is 3.5 per cent (see Dia-

gram 153). The NIER’s forecast five years ahead (i.e. in 2019) is somewhat lower 

at around 3 per cent. 

124 This is in line with market expectations, which imply a real interest rate of 

around −0.8 per cent five years ahead (i.e. in 2019). 

125 This is in line with market participants’ expectation of a nominal repo rate of just 

over 0.5 per cent two years ahead.  

Diagram 158 Real policy rates 

Per cent, quarterly values 

 
Note. Real rates based on NIER’s forecasts of 
CPIF, CPI and HICP, respectively. 

Sources: ECB, Federal Reserve, the Riksbank, 

Statistics Sweden and NIER. 
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Sources: ECB, Federal Reserve and NIER. 
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ty for longer. The Swedish real interest rate compatible with the 

economy at full capacity will therefore be depressed for a long 

time on account of the euro area’s cyclical and structural prob-

lems. 
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Statistical appendix 

Data for additional variables and longer time series can be found on the NIER’s website at 

www.konj.se/statistics. 
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The global economy 2014−2016 

Table A1 Global output 

Per cent of global GDP at purchasing power parity and percentage points, respectively, constant prices 

 Weight 

2013 

2010 2011 2012 2013 2014 2015 2016 

World  5.4 4.1 3.4 3.2 3.4 3.8 3.9 

OECD 46.5 3.0 2.0 1.3 1.4 1.9 2.3 2.5 

 US 16.5 2.5 1.6 2.3 2.2 2.3 3.0 2.9 

 Euro area 12.0 2.0 1.6 –0.7 –0.5 0.8 1.1 1.6 

  Germany 3.4 3.9 3.7 0.6 0.2 1.5 1.2 1.8 

  France 2.5 1.9 2.1 0.4 0.4 0.4 0.8 1.4 

  Italy 2.0 1.7 0.7 –2.3 –1.9 –0.4 0.4 1.1 

  Spain 1.5 0.1 –0.6 –2.1 –1.3 1.3 1.7 1.8 

  Finland 0.2 3.0 2.6 –1.5 –1.2 0.1 1.0 1.0 

 Japan 4.6 4.7 –0.4 1.7 1.6 0.2 0.8 1.1 

 UK 2.3 1.9 1.6 0.7 1.7 3.0 2.8 2.5 

 Sweden 0.4 5.7 2.7 0.1 1.3 1.9 2.0 2.8 

 Norway 0.3 0.4 1.1 2.5 0.8 2.2 1.9 2.2 

 Denmark 0.2 1.6 1.2 –0.7 –0.5 0.8 1.5 1.9 

Emerging markets1 53.5 7.8 6.2 5.2 4.8 4.7 5.0 5.0 

 China 15.8 10.5 9.3 7.7 7.7 7.4 7.2 6.8 

 India 6.6 11.1 7.7 4.9 4.7 5.4 6.4 6.0 

 Brazil 3.0 7.6 2.8 1.0 2.5 0.3 1.4 2.0 

Market growth         

World market growth2  10.7 5.9 1.8 2.2 3.0 4.5 4.9 

1 Emerging markets are defined here as countries that are not members of the OECD. 

2 World market growth refers to total import demand in the countries to which Sweden exports, each country weighted by its 

share of Swedish goods exports. 

Note. The figures for GDP are the calendar-adjusted change expressed in constant prices. The aggregates are calculated using 
time-varying purchasing power parity GDP weights from the IMF. The IMF adjusted its GDP weights with the publication of its 

World Economic Outlook for October 2014, with emerging markets increasing their share of global GDP at the expense of the 

OECD countries. The weight revision has pushed up global GDP growth in the years presented in this table by a tenth of a per-

centage point. 

Sources: IMF, OECD, Eurostat, national resources and NIER. 
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Table A2 Global inflation 

Percentage change in CPI 

 

 

2009 2010 2011 2012 2013 2014 2015 2016 

OECD 0.5 1.9 2.9 2.3 1.6 1.8 1.5 1.9 

 US –0.4 1.6 3.2 2.1 1.5 1.7 1.5 1.9 

 Euro area 0.3 1.6 2.7 2.5 1.4 0.5 0.4 1.1 

  Germany 0.2 1.2 2.5 2.1 1.6 0.8 0.8 1.4 

  France 0.1 1.7 2.3 2.2 1.0 0.6 0.4 0.9 

  Italy 0.8 1.6 2.9 3.3 1.3 0.2 0.2 1.1 

  Spain –0.2 2.0 3.1 2.4 1.5 –0.1 0.2 0.9 

  Finland 1.6 1.7 3.3 3.2 2.2 1.2 0.9 1.4 

 Japan –1.3 –0.7 –0.3 0.0 0.4 2.8 1.5 1.2 

 UK 2.2 3.3 4.5 2.8 2.6 1.6 1.6 1.9 

 Sweden 1.9 1.9 1.4 0.9 0.4 0.2 0.5 1.0 

 Norway 2.3 2.3 1.2 0.4 2.0 1.9 1.9 2.0 

 Denmark 1.1 2.2 2.7 2.4 0.5 0.3 0.7 1.3 

Emerging markets1         

 China –0.7 3.2 5.5 2.6 2.6 2.1 2.1 2.9 

 India 10.9 12.0 8.9 9.3 10.9 6.6 6.9 7.0 

 Brazil 4.9 5.0 6.6 5.4 6.2 6.3 5.7 5.6 

1 Emerging markets are defined here as countries that are not members of the OECD. 

Note. The CPI values for the EU countries and Norway refer to harmonised indices of consumer prices (HICP). The OECD aggre-
gate includes national CPI series only. The aggregate for the euro area is weighted using consumption weights from Eurostat and 

the OECD aggregate using consumption weights from the OECD. 

Sources: IMF, OECD, Eurostat, national sources and NIER. 

Table A3 Selected indicators for the euro area 

EUR billion, current prices, and percentage change, constant prices, respectively 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Household consumption  

expenditure 5 444 0.8 0.2 –1.4 –0.6 0.9 1.3 1.3 

General government consump-

tion expenditure 2 057 0.8 –0.2 –0.2 0.2 0.9 0.4 0.3 

Gross fixed capital formation 1 908 –0.5 1.6 –3.2 –2.4 0.7 1.6 3.5 

Stockbuilding1 –14 1.0 0.4 –0.7 –0.1 –0.2 –0.1 0.0 

Exports 4 186 10.8 6.6 2.5 2.1 3.3 3.6 4.3 

Imports 3 848 9.6 4.3 –1.1 1.2 3.4 3.8 4.4 

GDP 9 732 2.0 1.6 –0.7 –0.5 0.8 1.1 1.6 

HICP2  1.6 2.7 2.5 1.4 0.5 0.4 1.1 

Unemployment3  10.0 10.0 11.3 12.0 11.6 11.3 11.0 

Policy rate4  1.00 1.00 0.75 0.25 0.05 0.05 0.05 

Interest rate, ten-year  

government bond5  2.8 2.6 1.6 1.6 1.2 1.1 1.7 

USD/EUR6  1.33 1.39 1.29 1.33 1.33 1.26 1.28 

1 Change in per cent of GDP the previous year. 2 Percentage change. 3 Per cent of labour force. 4 Refi rate level, per cent, at year-

end. 5 Level, per cent, Germany. 6 Level. 

Note. Euro area denotes the euro 12, representing just over 98 per cent of the total euro area economy. 

Sources: ECB, Eurostat and NIER. 
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Table A4 Selected indicators for the US 

USD billion, current prices, and percentage change, constant prices, respectively 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Household consumption  

expenditure 11 484 1.9 2.3 1.8 2.4 2.3 2.8 2.8 

General government  

consumption expenditure 2 548 0.1 –2.7 –0.6 –1.3 0.6 0.9 0.2 

Gross fixed capital formation 3 170 1.1 3.7 5.4 2.8 3.8 6.3 6.0 

Stockbuilding1 74 1.4 –0.1 0.1 0.0 0.0 –0.2 0.0 

Exports 2 262 11.9 6.9 3.3 3.0 3.2 5.6 5.5 

Imports 2 770 12.7 5.5 2.3 1.1 3.7 5.4 6.1 

GDP 16 768 2.5 1.6 2.3 2.2 2.3 3.0 2.9 

CPI2  1.6 3.2 2.1 1.5 1.7 1.5 1.9 

Unemployment3  9.6 8.9 8.1 7.4 6.2 5.6 5.3 

Policy rate4  0.3 0.25 0.25 0.25 0.25 0.75 1.50 

Interest rate, ten-year  

government bond5  3.2 2.8 1.8 2.4 2.5 2.6 3.2 

USD/EUR6  1.33 1.39 1.29 1.33 1.33 1.26 1.28 

1 Change in per cent of GDP the previous year. 2 Percentage change. 3 Per cent of labour force. 4 Federal Funds target rate level, 

per cent, at year-end. 5 Level, per cent. 6 Level. 

Sources: US Bureau of Economic Analysis, US Bureau of Labor Statistics, Federal Reserve and NIER. 
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The Swedish economy 2014−2016 

Table A5 GDP by expenditure 

SEK billion, current prices, and percentage change, constant prices, respectively 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Household consumption ex-

penditure 1 761 3.9 1.9 0.8 1.9 2.4 2.7 2.8 

 Goods 797 4.2 –0.2 1.1 1.1 2.6 2.4 1.8 

 Services excl. housing 560 3.7 4.5 0.2 2.8 2.9 2.9 3.6 

 Housing 446 2.5 –1.1 1.4 1.2 0.6 1.3 1.8 

General government  

consumption expenditure 988 1.3 0.8 1.1 0.7 1.5 1.3 2.0 

 Central government 268 3.4 0.7 2.5 1.6 1.6 –0.7 0.9 

 Local government 721 0.6 0.9 0.6 0.4 1.5 2.1 2.4 

Gross fixed capital formation 834 6.0 5.7 –0.2 –0.4 4.5 4.8 5.4 

 Business sector 670 5.7 7.1 –0.7 –0.9 4.4 5.3 6.2 

  Industry 163 3.4 8.8 –3.1 –1.4 –3.6 3.6 6.2 

  Other goods producers 92 6.4 –0.2 4.7 –3.5 1.8 2.3 4.2 

  Services producers1  282 3.8 8.1 4.8 –1.0 3.3 5.3 7.3 

  Housing 133 12.7 8.0 –11.8 2.1 18.6 8.5 5.1 

 General government 161 7.4 –0.2 1.7 1.8 4.9 2.8 2.3 

Domestic demand  

excl. stockbuilding 3 584 3.7 2.5 0.6 1.0 2.6 2.8 3.2 

Stockbuilding2 1 2.1 0.5 –1.1 0.1 0.3 –0.1 0.0 

Total domestic demand 3 585 6.0 3.0 –0.6 1.1 2.9 2.7 3.2 

Exports 1 660 11.9 6.1 1.0 –0.2 2.2 4.1 5.1 

 Exports of goods 1 185 15.8 6.8 0.3 –1.7 1.1 3.9 5.2 

  Processed goods 924 17.3 8.3 –2.9 0.0 –0.6 4.0 5.7 

  Raw materials 260 9.1 1.4 12.2 –7.1 7.5 3.3 3.6 

 Exports of services  476 2.2 4.0 3.0 4.0 4.8 4.7 4.9 

Total demand 5 245 7.9 4.0 –0.1 0.7 2.7 3.2 3.8 

Imports 1 470 12.8 7.3 0.5 –0.7 5.1 5.5 5.6 

 Imports of goods 1 042 17.2 8.7 –0.8 –2.3 4.3 5.8 5.8 

  Processed goods 732 20.8 12.2 –2.9 –0.6 4.2 6.2 6.8 

  Raw materials 311 7.6 –0.2 4.3 –6.0 4.5 4.9 3.2 

 Imports of services 428 2.3 3.7 4.3 3.5 7.2 4.8 5.2 

Net exports2 190 0.4 –0.2 0.3 0.2 –1.0 –0.4 0.0 

GDP 3 775 6.0 2.7 –0.3 1.3 1.7 2.3 3.1 

1 Excluding housing. Housing is, however, included in the business sector total.  2 Change in per cent of GDP the previous year. 

Sources: Statistics Sweden and NIER. 
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Tabell A6 Household income, consumption expenditure and saving 

SEK billion, current prices, and percentage change, respectively 

 

Level 

2013 2013 2014 2015 2016 2017 2018 2019 

Total earnings, adjusted for 

external transactions 1 529 2.4 4.0 3.8 4.1 4.4 4.2 3.6 

 Hourly earnings (according to 

 national accounts)  1.9 1.8 2.7 2.8 2.9 3.0 3.2 

 Hours worked1,2  0.3 1.9 1.0 1.3 1.5 1.2 0.5 

Transfers from government 

sector, net 570 4.5 1.2 2.8 4.5 4.3 3.5 3.9 

Property income, net 219 4.2 1.0 5.0 5.3 5.3 4.1 1.5 

Other income, net 62 –1.5 –0.6 6.3 6.0 5.0 5.9 6.9 

Income before taxes3 2 380 2.9 2.9 3.7 4.4 4.5 4.1 3.6 

Direct taxes4 473 –0.3 0.2 –0.4 –1.3 –0.9 –0.9 –0.6 

Disposable income 1 907 2.6 3.1 3.3 3.0 3.5 3.2 2.9 

Consumer prices5  0.8 0.7 0.7 1.0 1.4 1.8 1.9 

Real disposable income  1 907 1.8 2.4 2.6 2.0 2.0 1.4 1.0 

 Per capita6 199 1.0 1.3 1.4 0.7 0.8 0.4 0.1 

Consumption expenditure 1 761 1.9 2.4 2.7 2.8 2.5 2.4 2.2 

Saving7 320 15.4 15.4 15.3 14.6 14.2 13.4 12.3 

Own saving7 146 7.7 7.7 7.6 6.9 6.4 5.5 4.4 

Net lending7 286 13.8 13.9 13.6 12.8 12.3 11.5 10.4 

1 Calendar-adjusted. 2 For employees. 3 Growth in income before taxes is calculated as a weighted sum of total earnings, trans-

fers, capital income and other income. 4 Contribution to percentage change in disposable income, percentage points.  5 Implicit 

price index for household consumption expenditure. 6 SEK thousand. 7 SEK billion, current prices, and per cent of disposable 

income, respectively. Own saving excludes occupational and premium pensions. Net lending excludes real saving. 

Sources: Statistics Sweden and NIER. 

Table A7 Current account 

SEK billion, current prices, and per cent, respectively 

 

2009 2010 2011 2012 2013 2014 2015 2016 

Trade balance, goods 154 150 125 138 142 120 119 119 

Trade balance, services 36 42 47 44 48 30 28 29 

Earnings, netto 20 19 17 18 17 19 19 19 

Investment income, net 57 72 80 90 113 121 123 122 

Transfers etc., net –45 –55 –54 –56 –64 –68 –65 –59 

Current account balance 221 228 216 233 256 221 225 231 

Per cent of GDP 6.7 6.5 5.9 6.3 6.8 5.7 5.6 5.5 

Capital transfers –4 –5 –6 –6 –9 –5 –7 –7 

Net lending abroad 217 223 210 228 247 216 218 224 

Per cent of GDP 6.6 6.3 5.7 6.2 6.5 5.6 5.4 5.3 

Sources: Statistics Sweden and NIER. 
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Table A8 GNI 

SEK billion, current prices, thousands, ratio and annual percentage change, respectively 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

GNI 3 911 7.2 4.0 1.0 2.9 3.2 3.6 4.2 

Deflator, domestic use  1.3 1.7 1.1 1.2 1.4 1.1 1.3 

Real GNI  5.8 2.3 –0.1 1.7 1.8 2.5 2.9 

Population 9 599 0.9 0.8 0.7 0.9 1.0 1.2 1.3 

Real GNI per capita1 407 4.9 1.5 –0.8 0.9 0.8 1.3 1.6 

1 SEK thousand. 

Sources: Statistics Sweden and NIER. 

Table A9 Production 

SEK billion, current prices, and percentage change, constant prices, respectively, calendar-adjusted values 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Goods producers 913 14.3 2.4 –3.7 –0.5 0.6 1.9 3.9 

 Of which: Industry 572 22.5 4.1 –6.5 –0.6 –2.1 0.9 4.5 

   Construction 183 3.2 –2.2 –5.3 –0.6 9.3 5.4 3.9 

Services producers 1 692 3.8 4.8 2.2 3.2 2.8 2.8 3.0 

 Of which: Trade 364 5.8 3.0 2.2 3.2 3.8 3.1 3.7 

   Business services 312 8.2 5.6 1.6 3.2 3.3 3.1 3.6 

Business sector 2 604 7.7 3.9 0.0 1.8 2.0 2.5 3.3 

General government 690 –0.1 –0.5 1.4 –0.7 1.4 0.3 1.2 

GDP at basic prices1 3 341 5.9 3.0 0.3 1.3 1.9 2.0 2.9 

Taxes/subsidies on products 439 4.1 0.6 –1.3 1.3 1.8 2.0 2.8 

GDP at market prices 3 780 5.7 2.7 0.1 1.3 1.9 2.0 2.8 

1 Including production in non-profit institutions serving households. 

Note. Production refers here to value added. 

Sources: Statistics Sweden and NIER. 

Table A10 Hours worked 

Million hours and percentage change, respectively, calendar-adjusted values 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Goods producers 1 887 0.9 2.4 –0.7 –1.9 0.5 0.7 0.8 

 Of which: Industry 1 027 1.2 1.5 –3.1 –3.0 –0.8 0.1 0.1 

   Construction 548 0.7 2.6 2.8 1.0 0.8 1.7 2.1 

Services producers 3 459 4.0 2.7 0.8 1.3 2.4 1.4 1.6 

 Of which: Trade 987 2.2 2.1 –0.6 2.3 3.3 1.4 1.6 

   Business services 739 6.0 3.7 0.7 –0.4 1.3 0.9 2.0 

Business sector 5 346 2.9 2.6 0.3 0.1 1.7 1.1 1.3 

General government 2 028 –0.2 0.4 1.6 1.0 2.2 0.5 1.3 

Total economy1 7 535 2.0 2.0 0.7 0.3 1.9 1.0 1.3 

1 Including production in non-profit institutions serving households. 

Sources: Statistics Sweden and NIER.   
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Table A11 Productivity 

SEK per hour, basic prices, and percentage change, constant prices, respectively, calendar-adjusted values 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Goods producers 484 13.3 –0.1 –3.0 1.4 0.1 1.2 3.1 

 Of which: Industry 557 21.1 2.6 –3.5 2.5 –1.3 0.8 4.3 

   Construction 333 2.5 –4.7 –7.9 –1.6 8.4 3.7 1.7 

Services producers 489 –0.2 2.1 1.4 1.9 0.3 1.4 1.3 

 Of which: Trade 369 3.5 0.9 2.8 1.0 0.5 1.6 2.1 

   Business services 423 2.1 1.9 0.9 3.6 2.0 2.2 1.6 

Business sector 487 4.7 1.2 –0.3 1.7 0.3 1.3 2.0 

General government 340 0.1 –0.9 –0.2 –1.7 –0.8 –0.2 –0.1 

Total economy1 443 3.9 0.9 –0.4 0.9 0.0 1.0 1.5 

1 Including production in non-profit institutions serving households. 

Sources: Statistics Sweden and NIER.   

Table A12 The labour market 

Thousands of people and percentage change, respectively, unless otherwise indicated 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Hours worked1 7 535 2.0 2.0 0.7 0.3 1.9 1.0 1.3 

Average hours worked  

for employed2 30.8 1.4 –0.3 0.0 –0.7 0.4 –0.3 0.2 

Number of employed 4 705 0.6 2.3 0.7 1.0 1.5 1.2 1.2 

Employment rate3  64.4 65.4 65.5 65.7 66.2 66.5 66.6 

Labour force 5 116 0.8 1.4 0.9 1.1 1.4 1.0 0.8 

Labour force participation rate4  70.5 70.9 71.1 71.5 72.0 72.0 71.9 

Unemployment5 411 8.6 7.8 8.0 8.0 7.9 7.7 7.4 

Population aged 15−74 7 156 0.9 0.7 0.6 0.6 0.7 0.9 1.0 

1 Billion hours, calendar-adjusted. 2 Hours per week, calendar-adjusted. 3 Number of employed in per cent of the population aged 

15−74. 4 Number of people in the labour force in per cent of the population aged 15−74. 5 Per cent of labour force.  

Sources: Statistics Sweden, Swedish Public Employment Service and NIER. 

Table A13 Hourly earnings according to the short-term earnings statistics 

Per cent and percentage change, respectively 

 

Weight 

2013 2010 2011 2012 2013 2014 2015 2016 

Business sector 68.4 2.5 2.5 3.2 2.3 3.1 3.0 3.0 

Industry 16.8 2.8 2.5 3.9 2.1 2.7 2.9 3.0 

Construction 6.3 1.9 3.1 2.6 3.0 3.4 3.0 3.0 

Services 45.3 2.4 2.4 3.0 2.3 3.2 3.0 3.0 

Local government 25.1 2.7 2.3 2.7 2.9 3.0 3.0 3.0 

Central government 6.4 3.1 1.9 2.1 2.6 2.6 2.7 3.0 

Total 100.0 2.6 2.4 3.0 2.5 3.0 2.9 3.0 

Real hourly earnings (CPI)1  1.4 –0.5 2.1 2.5 3.2 2.8 2.0 

Real hourly earnings (CPIF)2  0.6 1.0 2.0 1.6 2.6 2.1 1.7 

1 Deflated by the CPI. 2 Deflated by the CPI with constant mortgage rates (CPIF). 

Sources: National Mediation Office, Statistics Sweden and NIER. 
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Table A14 Hourly earnings and labour costs in the business sector according to the national 

accounts 

Per cent and percentage change, respectively, calendar-adjusted values 

 

2009 2010 2011 2012 2013 2014 2015 2016 

Hourly earnings 202 0.4 3.3 3.0 1.5 1.6 2.6 2.8 

Employers’ social contributions1 

(per cent of earnings)  40.5 40.6 41.0 41.5 41.7 41.5 41.8 

Hourly labour costs2 283 0.5 3.3 3.4 1.8 1.8 2.5 3.0 

Productivity3  4.5 0.7 –0.6 1.3 –0.1 1.2 2.0 

Unit labour costs  –3.9 2.6 4.0 0.5 1.8 1.3 1.0 

1 Employers’ social contributions and payroll taxes. 2 Earnings and employers’ social contributions. 3 Employees.  

Note. The national accounts measure hourly earnings as total earnings divided by hours worked by employees. 

Sources: Statistics Sweden and NIER. 

Table A15 Supply and use prices 

Per cent and percentage change, respectively 

 

Weight 

2013 2010 2011 2012 2013 2014 2015 2016 

GDP  72,0 1.0 1.2 1.1 1.2 1.3 1.4 1.3 

 General government1, 2 14.0 1.7 3.6 3.2 3.8 2.9 2.4 2.5 

 Business sector2 49.6 0.6 0.5 0.5 0.5 0.8 1.0 1.0 

 Taxes, net  8.4 1.8 1.4 0.9 0.5 1.2 1.7 0.9 

Imports  28.0 –0.1 –0.2 –1.1 –2.9 2.1 –0.9 –1.4 

 Processed goods  13.9 –4.4 –3.7 –2.8 –4.1 2.6 1.1 –2.2 

 Raw materials  5.9 14.5 9.2 0.2 –3.6 –1.4 –9.9 0.5 

 Services 8.2 –1.4 0.0 0.9 –0.4 3.6 1.7 –1.5 

Supply/use3 100.0 0.7 0.8 0.4 0.0 1.5 0.7 0.5 

General government  

consumption expenditure  18.8 1.7 3.0 2.6 2.8 2.4 1.9 2.0 

Household consumption  

expenditure  33.6 1.5 1.7 0.5 0.8 0.7 0.7 1.0 

Gross fixed capital formation  15.9 0.7 0.3 0.8 0.4 1.5 1.0 1.1 

Exports  31.7 –0.7 –1.0 –1.0 –2.6 1.8 –0.2 –1.2 

 Processed goods  17.6 –4.7 –3.2 –1.2 –3.3 2.7 1.0 –1.8 

 Raw materials  5.0 16.0 5.2 –3.1 –3.8 –0.4 –6.3 0.7 

 Services 9.1 0.3 0.5 0.9 –0.5 1.4 1.0 –1.3 

1 Including production in non-profit institutions serving households. 2 Value added price calculated at basic prices. 3 Including 

stockbuilding. 

Sources: Statistics Sweden and NIER. 
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Table A16 Business sector prices, costs and profits 

SEK billion, percentage change and per cent, respectively 

 

Level 

2013 2010 2011 2012 2013 2014 2015 2016 

Value added, constant prices1  8.0 3.9 –0.4 1.8 1.9 2.7 3.5 

Value-added deflator  0.6 0.5 0.5 0.5 0.8 1.0 1.0 

Value added, current prices2 2 604 8.6 4.5 0.1 2.3 2.7 3.8 4.6 

Hours worked, employees  3.7 3.2 –0.3 0.5 1.7 1.9 1.9 

Hourly labour costs3 310 –0.2 3.3 4.3 1.9 2.1 1.8 2.4 

Total labour costs4 1 524 3.5 6.6 4.0 2.3 3.8 3.8 4.4 

Gross profit 1 081 15.7 1.9 –4.9 2.2 1.1 3.7 4.9 

Profit share  44.8 43.7 41.5 41.5 40.9 40.8 40.9 

Adjusted profit share5  36.9 36.0 33.9 34.0 33.6 33.7 33.9 

1 Calculated at basic prices. 2 Calculated at factor prices. 3 SEK. 4 Including wage-related other taxes on production for employees. 
5 Excluding one- and two-family houses and secondary homes, and adjusted for the number of hours worked by the self-

employed. 

Sources: Statistics Sweden and NIER. 

Table A17 Consumer prices 

Per cent and percentage change, respectively 

 

Weight 

2014 2010 2011 2012 2013 2014 2015 2016 

CPI 100 1.2 3.0 0.9 0.0 –0.2 0.1 1.0 

 Mortgage interest costs,  

 interest rate  –15.3 36.6 –0.5 –14.7 –11.5 –13.0 –4.6 

CPIF 100 2.0 1.4 1.0 0.9 0.5 0.8 1.3 

 Goods  42 0.7 –0.1 –0.3 0.2 –0.1 0.8 0.3 

 Services 28 2.1 1.3 1.7 0.8 0.5 1.1 1.7 

 Housing excl. mortgage  

 interest costs 16 1.0 2.3 2.6 2.0 1.7 1.6 1.8 

 Energy 9 6.5 5.2 0.2 –1.8 –2.5 –4.9 0.8 

 Mortgage interest costs,  

 capital stock 5 5.8 6.5 5.9 5.2 5.0 5.5 5.9 

CPIF excl. energy 91 1.5 1.0 1.0 1.1 0.7 1.3 1.4 

HICP  1.9 1.4 0.9 0.4 0.2 0.5 1.0 

Crude oil (Brent)1  80.2 110.9 111.8 108.8 100.0 70.5 75.2 

1 Dollars per barrel, annual average. 

Note. The CPI’s mortgage interest cost component is the product of interest rate and capital stock. 

Sources: Intercontinental Exchange, Statistics Sweden and NIER.  
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Macroeconomic scenario and economic policy 2014−2019 

Table A18 Scenario for the global economy 

Percentage change and per cent, respectively 

 

2012 2013 2014 2015 2016 2017 2018 2019 

GDP, OECD 1.3 1.4 1.9 2.3 2.5 2.2 2.1 2.0 

GDP, emerging markets 5.2 4.8 4.7 5.0 5.0 5.0 5.0 5.0 

GDP, global 3.4 3.2 3.4 3.8 3.9 3.9 3.9 3.9 

CPI, OECD 2.3 1.6 1.8 1.5 1.9 2.1 2.2 2.2 

CPI, global 4.2 3.9 3.6 3.6 3.7 3.7 3.6 3.6 

Output gap, OECD –3.4 –3.1 –3.0 –2.6 –2.0 –0.9 –0.4 –0.1 

Policy rate, euro area 0.75 0.25 0.05 0.05 0.05 0.25 0.50 1.25 

Policy rate, US 0.25 0.25 0.25 0.75 1.50 2.25 2.75 3.25 

Note. Aggregates calculated using the IMF’s purchasing power parity GDP weights. Euro area and US policy rates refer to year-

end values. 

Sources: IMF, OECD and NIER. 

Table A19 Resource utilisation 

Percentage change, calendar-adjusted values, unless otherwise indicated 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Labour market         

Equilibrium unemployment1 6.8 6.8 6.9 6.8 6.8 6.8 6.7 6.7 

Actual unemployment2 8.0 8.0 7.9 7.7 7.4 7.0 6.6 6.6 

Potential hours worked 0.8 0.9 1.1 1.0 1.0 0.9 0.7 0.6 

 Of which: Potential employment 1.0 1.1 1.2 1.0 0.8 0.7 0.6 0.6 

Actual hours worked 0.7 0.3 1.9 1.0 1.3 1.5 1.2 0.5 

Labour market gap3 –1.4 –1.9 –1.1 –1.1 –0.8 –0.3 0.1 0.0 

Productivity         

Potential productivity 0.4 0.4 0.3 0.7 1.1 1.2 1.4 1.3 

 Of which: Potential productivity, 

   business sector 0.9 1.0 0.8 1.1 1.4 1.6 1.8 1.8 

Actual productivity –0.6 0.9 0.0 1.0 1.5 1.5 1.2 1.2 

Productivity gap4 –0.8 –0.3 –0.7 –0.4 0.0 0.3 0.1 0.0 

GDP         

Potential GDP 1.2 1.3 1.4 1.8 2.1 2.1 2.1 1.9 

Actual GDP 0.1 1.3 1.9 2.0 2.8 2.9 2.4 1.7 

Output gap5 –2.2 –2.2 –1.8 –1.5 –0.8 0.0 0.2 0.0 

1 Level, per cent of potential labour force. 2 Level, per cent of labour force. 3 Difference between actual and potential hours 

worked in per cent of potential hours worked. 4 Difference between actual and potential productivity in per cent of potential 

productivity. 5 Difference between actual and potential GDP in per cent of potential GDP. 

Sources: Statistics Sweden and NIER. 
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Table A20 Scenario for the Swedish economy 

Percentage change unless otherwise indicated 

 

2012 2013 2014 2015 2016 2017 2018 2019 

GDP1 0.1 1.3 1.9 2.0 2.8 2.9 2.4 1.7 

Output gap2 –2.2 –2.2 –1.8 –1.5 –0.8 0.0 0.2 0.0 

Hours worked1 0.7 0.3 1.9 1.0 1.3 1.5 1.2 0.5 

Productivity –0.4 0.9 0.0 1.0 1.5 1.5 1.2 1.2 

Labour force 0.9 1.1 1.4 1.0 0.8 0.8 0.6 0.5 

Employment 0.7 1.0 1.5 1.2 1.2 1.2 1.1 0.5 

Unemployment3 8.0 8.0 7.9 7.7 7.4 7.0 6.6 6.6 

Hourly earnings4 3.0 2.5 3.0 2.9 3.0 2.9 3.0 3.2 

Unit labour costs 3.7 1.4 2.1 1.7 1.5 1.4 1.8 1.9 

CPI 0.9 0.0 –0.2 0.1 1.0 2.3 2.7 2.8 

CPIF 1.0 0.9 0.5 0.8 1.3 1.7 1.9 2.1 

Repo rate5 1.00 0.75 0.00 0.00 0.25 0.75 1.25 1.75 

Interest rate, ten-year  

government bond6 1.6 2.1 1.7 1.4 2.1 2.7 3.3 3.9 

Effective krona exchange rate 

index (KIX)6, 7 106.1 103.0 106.7 107.0 103.3 99.8 99.3 99.3 

Government net lending8 –0.9 –1.4 –2.2 –1.8 –1.0 –0.5 0.0 0.2 

Cyclically-adjusted net lending2 0.1 –0.7 –1.6 –1.2 –0.5 –0.4 –0.1 0.2 

1 Calendar-adjusted values. 2 Per cent of potential GDP. 3 Per cent of labour force. 4 According to the short-term earnings  

statistics. 5 At year-end. 6 Annual average. 7 Index 18 November 1992=100. 8 Per cent of GDP.  

Sources: National Mediation Office, the Riksbank, Statistics Sweden and NIER. 

Table A21 GDP and demand 

Percentage change, constant prices, calendar-adjusted values 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Household consumption  

expenditure 0.9 1.9 2.4 2.6 2.7 2.7 2.5 2.2 

General government  

consumption expenditure 1.5 0.8 1.7 0.9 1.7 2.1 1.9 1.6 

Gross fixed capital formation 0.3 –0.4 4.7 4.4 5.1 4.8 3.3 1.5 

Domestic demand  

excl. stockbuilding 1.0 1.1 2.7 2.6 3.0 3.0 2.5 1.9 

Stockbuilding1 –1.1 0.0 0.3 –0.1 0.0 0.0 0.0 0.0 

Total domestic demand –0.2 1.1 3.0 2.5 3.0 3.0 2.5 1.9 

Exports 1.6 –0.2 2.4 3.7 4.8 4.9 4.1 3.7 

Total demand 0.4 0.7 2.8 2.9 3.5 3.6 3.0 2.5 

Imports 1.1 –0.7 5.4 5.0 5.2 5.3 4.5 4.2 

Net exports1 0.3 0.2 –1.0 –0.4 0.0 0.0 –0.1 –0.1 

GDP  0.1 1.3 1.9 2.0 2.8 2.9 2.4 1.7 

1 Change in per cent of GDP the previous year. 

Sources: Statistics Sweden and NIER. 
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Table A22 Interest and exchange rates 

Per cent, index 18 November 1992=100 and SEK per currency unit, respectively 

 

2012 2013 2014 2015 2016 2017 2018 2019 

At year-end         

Repo rate 1.00 0.75 0.00 0.00 0.25 0.75 1.25 1.75 

Annual average         

Repo rate 1.5 1.0 0.5 0.0 0.0 0.5 1.0 1.5 

Five-year government  

bond rate 1.1 1.6 0.9 0.5 1.1 1.8 2.4 3.1 

Ten-year government bond rate 1.6 2.1 1.7 1.4 2.1 2.7 3.3 3.9 

Effective krona exchange  

rate index (KIX) 106.1 103.0 106.7 107.0 103.3 99.8 99.3 99.3 

EUR exchange rate 8.7 8.7 9.1 9.1 8.8 8.5 8.4 8.5 

USD exchange rate 6.8 6.5 6.8 7.2 6.9 6.6 6.5 6.5 

Sources: The Riksbank and NIER. 

Public finances 2014−2019 

Table A23 General government finances 

SEK billion and percentage of GDP, respectively, current prices  

 

2012 2013 2014 2015 2016 2017 2018 2019 

Revenue 1 810 1 861 1 883 1 956 2 061 2 177 2 293 2 399 

Per cent of GDP 49.1 49.3 48.4 48.5 49.0 49.6 50.0 50.4 

 Taxes and duties 1 563 1 613 1 655 1 722 1 823 1 923 2 024 2 115 

 Per cent of GDP 42.4 42.7 42.5 42.7 43.3 43.8 44.2 44.5 

 Property income 71 72 62 57 60 69 75 83 

 Other revenue 176 176 166 177 178 185 194 202 

Expenditure 1 844 1 912 1 969 2 030 2 103 2 197 2 294 2 392 

Per cent of GDP 50.0 50.7 50.6 50.4 50.0 50.0 50.1 50.3 

 Transfers  684 717 725 743 766 798 827 859 

  Households 557 582 586 602 629 656 679 706 

  Corporations 67 68 69 72 74 77 80 83 

  Abroad 60 67 71 69 63 65 68 70 

 Consumption expenditure 955 988 1 027 1 061 1 104 1 153 1 207 1 259 

 Capital formation etc. 165 169 180 189 197 205 215 224 

 Property expenditure 40 37 36 37 36 41 46 50 

Net lending –34 –51 –87 –74 –42 –20 –1 7 

Per cent of GDP –0.9 –1.4 –2.2 –1.8 –1.0 –0.5 0.0 0.2 

Primary net lending –65.3 –86.1 –112.3 –94.5 –66.4 –47.4 –30.2 –25.3 

Per cent of GDP –1.8 –2.3 –2.9 –2.3 –1.6 –1.1 –0.7 –0.5 

Maastricht debt 1 340 1 457 1 595 1 678 1 716 1 750 1 773 1 788 

Per cent of GDP 36.4 38.6 41.0 41.6 40.8 39.8 38.7 37.6 

GDP, current prices 3 685 3 775 3 890 4 031 4 209 4 392 4 582 4 757 

Potential GDP, current prices 3 768 3 861 3 959 4 095 4 243 4 394 4 571 4 756 

Net financial wealth 620 748 667 670 730 812 914 1 030 

Per cent of GDP 16.8 19.8 17.2 16.6 17.4 18.5 20.0 21.7 

Sources: Statistics Sweden and NIER. 
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Table A24 Central government finances 

SEK billion and percentage of GDP, respectively, current prices  

 

2012 2013 2014 2015 2016 2017 2018 2019 

Revenue 927 954 955 984 1 051 1 118 1 182 1 238 

 Taxes and duties 784 806 823 850 909 967 1 024 1 073 

 Property income 32 35 22 21 24 29 31 34 

 Other revenue 111 112 110 113 117 122 127 132 

Expenditure 968 998 1 027 1 053 1 079 1 121 1 166 1 214 

 Transfers  590 612 630 648 662 686 711 739 

  Old-age pension system1 21 20 21 22 24 25 26 27 

  Local government sector 182 192 203 213 223 233 244 255 

  Households 285 291 293 299 308 317 326 338 

  Corporations 44 44 45 47 48 50 51 53 

  Abroad 57 64 67 66 59 62 64 66 

 Consumption expenditure 256 265 274 278 286 297 309 321 

 Capital formation etc. 91 92 94 99 104 108 112 117 

 Property expenditure 30 29 28 29 27 30 34 37 

Net lending –41 –44 –71 –69 –28 –3 16 24 

Per cent of GDP –1.1 –1.2 –1.8 –1.7 –0.7 –0.1 0.3 0.5 

Net financial wealth –350 –332 –462 –496 –467 –416 –348 –269 

Per cent of GDP –9.5 –8.8 –11.9 –12.3 –11.1 –9.5 –7.6 –5.7 

1 Central government’s old-age pension contributions 

Sources: Statistics Sweden, National Debt Office and NIER. 

Table A25 Old-age pension system finances 

SEK billion and percentage of GDP, respectively, current prices 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Revenue 252 255 268 274 284 297 310 323 

 Social insurance contributions 203 208 216 224 233 243 253 262 

 Central government’s 

 old-age pension contributions 21 20 21 22 24 25 26 27 

 Property income 27 25 30 27 27 28 30 33 

 Other revenue 1 1 1 1 1 1 1 1 

Expenditure 242 260 261 271 289 306 320 333 

 Income pensions 236 254 255 265 282 299 313 326 

 Property expenditure 2 1 1 1 1 1 1 2 

 Other expenses 4 5 5 5 5 5 6 6 

Net lending 10 –5 6 2 –5 –10 –10 –11 

Per cent of GDP 0.3 –0.1 0.2 0.1 –0.1 –0.2 –0.2 –0.2 

Net financial wealth 968 1 069 1 138 1 181 1 219 1 254 1 289 1 325 

Per cent of GDP 26.3 28.3 29.2 29.3 29.0 28.5 28.1 27.9 

Sources: Statistics Sweden and NIER. 
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Table A26 Local government finances 

SEK billion and percentage of GDP, respectively, current prices 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Revenue 846 877 896 944 984 1 032 1 083 1 133 

 Taxes 561 583 601 632 665 696 730 762 

 Municipal property tax 15 15 16 16 16 17 18 18 

 Central government grants 

 incl. VAT compensation 180 190 202 212 222 232 243 254 

 Property income 14 14 13 12 12 14 16 19 

 Other revenue 76 74 64 72 70 73 76 80 

Expenditure 850 879 918 952 994 1 039 1 090 1 139 

 Transfers  70 72 72 74 76 78 81 84 

  Households 38 39 40 41 42 43 44 45 

  Other 32 33 32 33 34 36 37 38 

 Consumption expenditure 696 721 750 780 814 852 894 934 

 Capital formation etc. 74 77 86 90 93 97 102 107 

 Property expenditure 10 9 9 9 10 12 13 15 

Net lending –4 –2 –21 –8 –9 –7 –7 –6 

Per cent of GDP –0.1 –0.1 –0.6 –0.2 –0.2 –0.2 –0.2 –0.1 

Net financial wealth 1 11 –8 –15 –22 –25 –27 –26 

Per cent of GDP 0.0 0.3 –0.2 –0.4 –0.5 –0.6 –0.6 –0.5 

Sources: Statistics Sweden and NIER. 

Table A27 General government revenue  

Per cent of GDP 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Direct household taxes 14.9 15.1 15.0 15.2 15.8 16.3 16.7 17.0 

Direct business taxes 2.6 2.7 2.5 2.4 2.4 2.4 2.4 2.4 

Employers’ social contributions1 11.9 11.9 12.0 12.0 12.1 12.1 12.1 12.1 

VAT 8.9 8.9 9.1 9.1 9.0 9.0 9.1 9.1 

Excise 2.5 2.4 2.3 2.3 2.3 2.3 2.3 2.3 

Other taxes 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 

Tax-to-GDP ratio 42.6 42.9 42.7 42.8 43.4 43.9 44.3 44.6 

EU taxes2 –0.1 –0.1 –0.1 –0.1 –0.1 –0.1 –0.1 –0.1 

Property income 1.9 1.9 1.6 1.4 1.4 1.6 1.6 1.7 

Other income3 4.8 4.7 4.3 4.4 4.2 4.2 4.2 4.2 

Total revenue 49.1 49.3 48.4 48.5 49.0 49.6 50.0 50.4 

1 Employers' social contributions, contributions from the self-employed and special payroll tax. 2 Taxes paid to the EU are includ-

ed in the tax-to-GDP ratio but not in general government revenue. 3 Including transfers from abroad and from unemployment 

insurance funds. 

Sources: Statistics Sweden and NIER. 
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Table A28 General government expenditure 

Per cent of GDP 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Transfers   18.6 19.0 18.7 18.4 18.2 18.2 18.0 18.1 

 Households 15.1 15.4 15.1 14.9 14.9 14.9 14.8 14.8 

 Corporations 1.8 1.8 1.8 1.8 1.8 1.7 1.7 1.7 

 Abroad 1.6 1.8 1.8 1.7 1.5 1.5 1.5 1.5 

General government  

consumption expenditure 25.9 26.2 26.4 26.3 26.2 26.2 26.3 26.5 

Gross fixed capital formation 4.5 4.5 4.6 4.7 4.7 4.7 4.7 4.7 

Property expenditure 1.1 1.0 0.9 0.9 0.9 0.9 1.0 1.1 

Total expenditure 50.0 50.7 50.6 50.4 50.0 50.0 50.1 50.3 

Sources: Statistics Sweden and NIER. 

Table A29 Transfers from general government to households 

Per cent of GDP 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Pensions1 8.1 8.4 8.1 8.1 8.2 8.3 8.3 8.3 

Labour market2 0.9 0.9 0.8 0.8 0.8 0.7 0.7 0.7 

Illness and disability3 2.0 2.0 2.0 2.0 1.9 1.9 1.9 1.9 

Family and children4 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 

Education5 0.4 0.4 0.4 0.4 0.3 0.3 0.3 0.3 

Social assistance6 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.3 

Other7 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 

Transfers to households 15.1 15.4 15.1 14.9 14.9 14.9 14.8 14.8 

1 Income pension, supplementary pension, guaranteed pension, survivor’s pension, general government occupational pensions 

and housing supplement for pensioners. 2 Unemployment benefits, labour market programme benefits and salary guarantee. 
3 Sickness and rehabilitation benefit, activity and sickness compensation, work injury compensation and disability allowance. 
4 Parental benefit, child allowance, care allowance and housing allowance. 5 Student grants and study allowance. 6 Welfare bene-

fits. 7 Assistance compensation, financial support for asylum seekers, income support for the elderly and other transfers to 

households. 

Sources: Statistics Sweden and NIER. 

Table A30 Income index, balance index, income pensions and balance ratio 

Percentage change, unless otherwise indicated 

 

2012 2013 2014 2015 2016 2017 2018 2019 

Income index1 4.9 3.7 0.5 2.1 2.1 3.2 4.1 3.7 

Balance index1 5.2 5.7 –1.1 2.5 5.5 5.4 4.1 3.7 

Balancing effect2 0.3 2.1 –1.6 0.4 3.4 2.2 0.0 0.0 

Balance ratio3 1.002 1.020 0.984 1.004 1.034 1.029 1.012 1.000 

Nominal income pension4 3.5 4.1 –2.7 0.9 3.8 3.7 2.5 2.1 

1 The NIER’s model-based estimates for 2015−2018. 2 Balance index minus income index. 3 The balance ratio expresses the 

pension system’s assets in relation to its liabilities two years before the current year. 4 Balance index minus 1.6. 

Sources: Swedish Pensions Agency and NIER. 
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Table A31 Central government budget balance and debt 

SEK billion and percentage of GDP, respectively  

 

2012 2013 2014 2015 2016 

Budget balance –24.9 –130.9 –81.0 –80.4 –33.1 

Adjustments to net lending 3.9 60.7 –1.4 4.3 6.7 

 Sales of shares etc. 0.0 –20.6 –0.2 0.0 0.0 

 Extra dividends –4.2 0.0 –2.1 –3.4 –0.5 

 On-lending 0.9 92.7 22.3 9.4 8.3 

 Other adjustments 7.2 –11.3 –21.5 –1.7 –1.1 

Accruals –12.7 33.8 11.5 8.0 –1.1 

 Taxes –17.0 24.2 20.5 8.0 –2.1 

 Interest 4.3 9.6 –9.0 0.0 1.0 

Other –7.0 –7.7 –0.5 –0.6 –0.6 

Central government net lending  –40.7 –44.0 –71.4 –68.6 –28.0 

Central government borrowing requirement1 24.9 130.9 81.0 80.4 33.1 

Stock-flow adjustments, central government debt 12.6 –7.9 35.6 –12.4 –12.0 

Central government debt, change 37.5 123.0 116.6 67.9 21.1 

Central government debt 1 113 1 236 1 353 1 421 1 442 

Per cent of GDP 30.2 32.7 34.8 35.2 34.3 

1 The central government borrowing requirement is equal to the budget balance with the sign reversed. 

Sources: Statistics Sweden, Swedish National Financial Management Authority, Swedish National Debt Office and NIER. 

Table A32 Cyclically-adjusted net lending with different fiscal policy forecasts  

Per cent of GDP and percentage of potential GDP, respectively 

 

2014 2015 2016 2017 2018 2019 

Net lending –2.2 –1.8 –1.0 –0.5 0.0 0.2 

Net lending excl. additional policy measures –2.2 –1.8 –1.1 –0.6 –0.1 0.1 

Cyclically-adjusted net lending –1.6 –1.2 –0.5 –0.4 –0.1 0.2 

Cyclically-adjusted net lending excl. additional policy 

measures –1.6 –1.2 –0.5 –0.4 –0.1 0.1 

Source: NIER. 

Table A33 Indicators for the surplus target 

Per cent of potential GDP and percentage of GDP, respectively 

 2012 2013 2014 2015 2016 2017 2018 2019 

Cyclically-adjusted net lending 0.1 –0.7 –1.6 –1.2 –0.5 –0.4 –0.1 0.2 

Seven-year indicator –1.0 –1.1 –1.1 –1.1 –1.0 –0.7 –0.3 0.0 

Seven-year indicator,  

cyclically adjusted 0.0 –0.3 –0.5 –0.6 –0.6 –0.5 –0.2 0.1 

Ten-year indicator 0.7 0.7 0.4 0.0 –0.3 –0.7 –0.9 –0.8 

Ten-year indicator,  

cyclically adjusted 1.1 1.1 0.9 0.6 0.4 0.1 –0.1 –0.2 

Note. The ten-year indicator is a ten-year backward-looking moving average for general government net lending. The seven-

year indicator is a centred seven-year mean for general government net lending. Here, the indicators are calculated both on the 

basis of actual net lending and on the basis of cyclically-adjusted net lending. All calculations are based on the NIER’s fiscal 

policy scenario. 

Source: NIER. 
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