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Introduction

In accordance with Council Regulation (EC) No 1466/97, Sweden
submitted its Convergence Programme in December 1998." The
programme was evaluated and approved by the Council in spring 1999.
The Council Regulation stipulates that an update of the Convergence
Programme is to be submitted annually; accordingly, this took place
from 1999 to 2009.

Effective from 2010, reporting within the Stability and Growth Pact
has been adapted to the European Semester; the aim is to strengthen the
surveillance of economic policies. Consequently, the Convergence
Programme and the national action programme are delivered each spring.
This allows budgetary and structural policy to be assessed consistently
and recommendations to be made to the Member States while their
budget proposals are still in the preparatory phase.

Sweden's Convergence Programme for 2017 is based on the Spring
Fiscal Policy Bill for 2017 (Bill 2017/16:100), which the Government
delivered to the Riksdag on 18 April 2017. The Parliamentary
Committee on Finance was informed about the Convergence
Programme on 25 April 2017. The Government approved the
Convergence Programme on 27 April 2017.

The Parliamentary Committee on European Union Affairs were
informed of the European Commission’s proposals for country-specific
recommendations in June 2016.

! Council Regulation (EC) No 1466/97 of 7 July 1997 on the strengthening of the
surveillance of budgetary positions and the surveillance and coordination of economic
policies.






1 Economic policy framework and targets

1.1 Budgetary policy goals

The budgetary policy goals encompass a general government net lending
target, an expenditure ceiling and a local government balanced budget
requirement.

General government net lending target

The purpose of having a governing target for general government net
lending is that it strengthens control over the long-term development of
general government finances The net lending target also delineates the
need to set priorities among expenditure areas, or for higher taxes. In
addition, the fiscal policy should facilitate economic stimulus in
contractionary periods and help rein in the economy in expansionary
periods Accordingly, higher net lending when the economy is good must
provide space for weaker net lending when the economy is worse. This is
made possible by formulating the net lending target as an average over an
economic cycle (see also section 3.4).

As proposed in the Spring Fiscal Policy Bill for 1997, a decision was
taken to introduce a surplus target for general government finances of 2
per cent of GDP on average over an economic cycle. The target was
phased in over a three-year period and full application began from 2000.
Following a proposal in the Spring Fiscal Policy Bill for 2007, the
Riksdag decided to lower the net lending target from 2 per cent to 1 per
cent of GDP on average over an economic cycle. The reason for the
proposal was that Eurostat had decided that net lending in the premium
pension system would no longer be posted to the general government
sector in the National Accounts, which reduced general government net
lending by around 1 per cent of GDP.

A parliamentary committee was tasked in 2015 to review the target
for general government net lending (Dir.2015:63). The committee
submitted its final report in October 2016. In the final report, the
committee sets out its views on lessons learnt from the fiscal policy
framework thus far, its assessment of what the level of the general
government net lending target should be going forward and the impact
of the target level on the general government finances and the Swedish
economy. In response to the committee's proposal, the Government
finds that the surplus target level should be changed to 0.33 per cent of
GDP over an economic cycle and that the budgetary policy framework
should be augmented with a debt anchor for consolidated gross general
government debt. The changes to the budgetary policy framework
should be applied as of the commencement of the budget process for
2019. In the Budget Bill for 2018, the Government intends to present a



proposal to the Riksdag to change the level of the surplus target and to
introduce a debt anchor and a level for the same.

Expenditure ceiling and a strict budgetary process

The expenditure ceiling covers central government primary expenditure;
that is, excluding interest expenditure and old age pension system
expenditures. According to the Swedish Budget Act, the Government is
obliged to propose an expenditure ceiling for the third additional year in
the Budget Bill. The expenditure ceiling is then set by the Riksdag. A
multi-year expenditure ceiling can be used as a tool to achieve the
surplus target. Together with the general government net lending target,
the expenditure ceiling governs the total levy of taxes and contributes to
preventing a situation in which taxes must be gradually raised as a result
of a lack of control over expenditure, or in which temporary increases in
revenue are used for permanent increases in expenditure.

The expenditure ceiling 1s the overarching restriction for the
budgetary process in terms of total expenditure. The fundamental
principle is that expenditure ceiling levels decided by the Riksdag are not
changed for any reason other than technical adjustments. According to
the Budget Act, the Government is further obliged to take measures if
there is risk that an established expenditure ceiling will be exceeded.
According to standard practice, there should be a budgeting margin of a
certain size under the expenditure ceiling. This is mainly intended to act
as a buffer should expenditure develop in a way other than estimated -
when the level of the expenditure ceiling was set.

A well-organised, strict budgetary process has central significance to
achieving the budgetary policy goals. The budgetary process compares
different expenses to one another and expenditure increases are tested
based on a predetermined total fiscal space demarcated by the
expenditure ceiling and the net lending target. The main principle is that
the cost of proposed expenditure increases in one expenditure area must
be covered by proposed expenditure reductions in the same area. It is
also vital that the central government budget is transparent and
comprehensive. The Government’s proposed budget must include all
revenue and expenditure, as well as other payments that have an impact
on the central government borrowing requirement (the “completeness
principle”). Furthermore, central government revenue and expenditure
are budgeted and reported gross on income headings and appropriations
(the “gross principle”). This means that expenses will be reported on the
expenditure side of the budget, while revenues will be reported on the
revenue side. The main principle is that expenses must be accounted for
in the year in which they are intended to be used.



Local government balanced budget requirement

To reinforce the budgetary process at the local and regional levels, a
statutory requirement for balanced budgets in the local government
sector has been in force since the year 2000. This stipulates that each
individual municipality and county council must budget for a balanced
outcome. Deficits must be corrected within three years, but the
municipality or county council is permitted, if special circumstances
exist, to decide not to correct the deficit. Municipalities and county
councils also need to maintain sound financial management of their
operations.’

1.2 Sweden’s medium-term budgetary objective

As a member of the EU, Sweden must adhere to the regulations
concerning general government finances in the Stability and Growth
Pact. The provisions include that the deficit must not exceed 3 per cent
of GDP and general government debt must not exceed 60 per cent of
GDP. All Member States also have a medium-term budgetary objective
(MTO) for the structural balance; that is, general government net
lending adjusted for the economic situation, excluding one-time effects.
Each Member State decides the level of the MTO, but it must be
compatible with a minimum level calculated by the EU Commission.
Sweden’s MTO is minus 1 per cent of potential GDP (see section 3.4).

1.3 Monetary policy objective

The Riksbank is responsible for monetary policy in Sweden. In
accordance with the Sveriges Riksbank Act (1988:1385), the objective of
monetary policy is to maintain a fixed monetary value. Amendments to
the Sveriges Riksbank Act adopted in 1999 gave the Riksbank greater
autonomy. The constitution states that no other governmental agency
may determine how the Riksbank makes decisions on monetary policy
issues. The independence of the decision-making Executive Board is also
underlined by the Sveriges Riksbank Act, which states that the members
of the Board must not seek or receive instructions when performing
their monetary policy tasks.

According to the Sveriges Riksbank Act, the objective of monetary
policy is to maintain a fixed monetary value. The Riksbank has specified
this as an inflation target of an annual change in the consumer price

index (CPI) of 2 per cent.

? According to the sound financial management requirement set forth in the Local
Government Act (1991:900), municipalities and county councils must, among else, set
their own financial targets and be accountable for sustainable budgets over the long
term. A commonly used measure is that net income should correspond to 2 per cent of
revenue from taxation and general central government grants.



At the same time as monetary policy is focused on achieving the
inflation target, it must support the objectives of general economic
policy with the aim of achieving sustainable growth and a high level of
employment. This is achieved by the Riksbank, in addition to stabilising
inflation around the inflation target, also striving to stabilise production
and employment around long-term sustainable development paths.
Consequently, the Riksbank conducts what is termed a flexible inflation
target policy. This does not mean that the Riksbank renounces the
primacy of the inflation target.

It takes time for monetary policy to achieve its full impact on
inflation and the real economy. Monetary policy is therefore guided by
economic trend forecasts. Among other things, the Riksbank publishes
an assessment of how the repo rate will develop in future. The course of
interest rates is a forecast, not a promise.

When each monetary policy decision is made, the Executive Board
makes an assessment of which course the repo rate needs to take for the
monetary policy to be well balanced. This normally entails finding a
suitable equilibrium between stabilising inflation near the inflation target
and stabilising the real economy.

There is no general answer as to how quickly the Riksbank aims to
return inflation to 2 per cent if it deviates from this target. In certain
situations, a rapid return may have undesired effects on production and
employment, while a slow return can weaken the credibility of the
inflation target. In general, the ambition has been to adjust interest and
the interest path such that inflation is expected to be relatively close to
the target in two years’ time.

In September 2003, Sweden held a referendum on the introduction of
the euro. The result of the referendum, which was “no”, did not lead to
any changes in monetary policy or exchange rate policy. The
Government is responsible for overall exchange rate policy matters and
decides on the exchange rate system, while the Riksbank is responsible
for the application of the exchange rate system. The current monetary
and exchange rate policy regime stands firm. Sweden’s experience of an
inflation target and a floating exchange rate is very favourable. Pegging
the Swedish krona to ERM2 is not under consideration.

1.4 The Government’s economic policy

Adopted measures

The Government has implemented several important reforms over a
period of two years. Many of these investments are already starting to
show results: jobs are increasing, new business is growing,
unemployment is being pushed down, the schools are hiring thousands
of new staff and Sweden is leading the climate transition. The
Government has also reached non-partisan agreements on the defence
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policy, migration policy, energy policy, climate policy and the fiscal
policy framework, as well as in several other areas. The reforms
implemented in the Budget Bill for 2017 are outlined below (see table
1.1).

More resources for welfare

Strengthening welfare is particularly important as the Swedish
population grows. Many municipal and county council operations are
strained. In response, the Government implemented an historic
investment in welfare by permanently increasing general government
grants to the local government sector by SEK 10 billion per year. This is
the largest-ever individual increase in central government grants to local
governments. The additional funding is making it possible to develop
welfare services, not least importantly by hiring additional staff.

School performance has been declining for almost two decades and
Swedish schools have become increasingly unequal in the last ten years.
The schools are the foundation upon which the equal society is built and
are a prerequisite for our future prosperity. Aimed at making the
teaching profession more attractive, the Government has taken measures
including improving working conditions for teachers and introducing a
stimulus for higher pay. Significant additional funding has been allocated
to early intervention so that all pupils can be given the support they
need.

In addition to the additional billions allocated to welfare, the
Government’s proposals included continued investments to mitigate the
teacher shortage, promote reading and improve conditions for schools
confronting severe challenges. As the number of pupils increases,
schools are allocated additional resources.

Improvements are also required in healthcare. The Government has
implemented several important initiatives in areas including cancer care,
and has introduced free healthcare for the most elderly citizens (85+).
Ill health and sickness absence from work must be combated, not least
importantly within our welfare professions. The Government is
implementing a wide-ranging action programme and is working with the
social partners to advance progress. The increase in the sickness absence
rate (number of gross days per year of sickness benefit per registered
insured person aged 16-64) that began in 2010 is now moderating.

More jobs

The economic policy is guided by the Government’s objective of having
the lowest unemployment in the EU. A new knowledge boost has
begun, aimed at strengthening people’s job opportunities and improving
matching in the labour market. The active labour market policy has been
reinforced and special measures to help recent arrivals secure jobs have
been rapidly expanded. A 90-day guarantee for young people has been
expanded and youth unemployment is now the lowest it has been in
13 years. More will have to be done, however, especially so that people
who are now building their lives in Sweden will be in employment faster.
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The Government proposed an expansion of the knowledge boost,
continued steps in the recasting of the labour market policy, improved
establishment initiatives for recent arrivals and modern relief works jobs
in the central government sector.

Since the Government took office, investments in housing and
infrastructure have been increased to stimulate the economy and
improve people’s opportunities to find a home, be able to move and
commute to where the jobs are found. After a long period of low
building rates, housing construction is increasing sharply and the high
rate is expected to persist. There are, however, still substantial housing
shortages in many parts of Sweden. The Government is implementing
urgently needed reforms and presented a housing policy action
programme in June 2016.

An efficient transport and travel infrastructure contributes to
employment, reduced emissions and higher competitiveness throughout
the country. The Government has strengthened rail maintenance and
taken important steps to promote sustainable transport of goods.

Sweden is a strong global competitor, but an active business and
innovation policy is needed to build further on our strengths. The
National Innovation Council has initiated five strategic innovation
partnership programmes. The state venture capital supply is being
developed. The forthcoming bill on research, innovation and higher
education will provide long-term conditions for Sweden as a country of
knowledge.

One of the world’s first fossil-fuel free countries

The climate is the defining issue of our time and Sweden intends to
demonstrate global leadership by becoming one of the first fossil-fuel
free countries in the world. The Government has taken several measures
to reduce emissions and speed up the transition to a sustainable society.
Further steps were taken towards attaining the target to reduce Sweden’s
emissions by 40 per cent by 2020 compared with 1990. The Government
proposed an expansion of the support introduced for climate
investments and City Environment Agreements. The Government also
raised the climate protection ambition with an “emissions brake” that
cancels emission allowances, and is advocating a stricter EU policy. The
proposed reinforcement of the Climate Leap will strengthen
opportunities for local and regional climate investments and EV charge
points in all of Sweden.

Aimed at reducing the negative impact of consumption on the climate
and environment, the Government presented a strategy for sustainable
consumption. The Government also reinforced environmental efforts in
Sweden in order to attain the environmental quality targets and the
generation target. A major Initiative to protect areas of great natural
value has begun and more marine environments have been given
protected status. In the Budget Bill for 2017, the Government also
proposed investments in the effort towards a non-toxic environment and
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a circular economy. The modernisation of Sweden must continue in
order to meet the climate and environmental challenges. The
Government is implementing the UN 2030 Agenda, which ties
responsibility for the climate and the environment to social and
economic development.

Gender equality in society

Sweden remains characterised by large differences in living conditions
between women and men. The Government intends to examine the
significance of the development of the tax system from a gender equality
perspective. The work will be completed by 2018 at the latest. The
Government’s objectives are for the employment rate for women to be
equal to that of men and for pay differences between women and men to
be eliminated. Sweden has a feminist Government that applies a gender
equality perspective to the budget policy. This means that society's
resources must benefit the entire population. The Government intends
to establish a gender equality agency in 2018.

The increased resources to the local government sector that the
Government has proposed will foster better conditions for women’s
employment and work environment. The Government also allocated
funds in the Budget Bill for a strategic initiative to reduce men's violence
against women.

A safe and secure society

Many people in deprived areas feel insecure due to crime. Society must
both fight and prevent crime. Accordingly, additional resources have
been allocated to the Swedish Police. The Government has also
announced a review of legislation concerning attacks against blue-light
personnel. Aimed at countering unfair competition in the transport
industry, the Government intends to task the Swedish Police with
further developing its checks of cabotage transports.

It is also important to intensify efforts against tax crime, tax cheating
and tax evasion.

Europe has undergone several horrific terror attacks in the last year.
The threat scenario against Sweden cannot be ignored. Additional
resources have therefore been allocated to the Swedish Security Service.
In troubled times, a Government that takes responsibility for Sweden is
needed. Populism and distrust of society is fomented when large groups

are left behind.

An equal society
The percentage of people with a low economic standard has risen. The
fight against inequality is an important aspect of building society.
Equality builds trust and improves living conditions.

Disparities in disposable income have been increasing for some time.
There is also research that indicates that the wealth gap has widened
since the financial crisis. There are signs that the assets of high net worth
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households have rapidly increased in value, while the trend for
households with fewer assets has been substantially weaker.

One of the goals of the UN 2030 Agenda refers to equality. One of
the sub-goals is to, by 2030, progressively achieve and sustain income
growth of the bottom 40 per cent of the population at a rate higher than
the national average. The Government's policies have contributed to a
more equitable income distribution and the reforms are expected to
further reduce income disparities and attain the sub-goal within the 2030
Agenda.

External challenges

In January 2017, Sweden took its seat as the president of the UN
Security Council and will be pursuing a resolute policy of international
peace and security. Investing in peace-building and conflict prevention is
an effective way to foster sustainable development and fight poverty and
oppression.

Last autumn, the Government took a number of measures, such as
temporary border and ID controls. As a result of these measures,
together with political changes in other countries and within the EU,
considerably fewer people applied for asylum in Sweden in 2016
compared with the same period in 2015. Efforts to distribute refugee
reception more evenly across the EU are ongoing. Sweden's
contributions include humanitarian missions and supporting the peace
process in Syria.

Sweden must have an effective reception system that makes it possible
for recent arrivals to become established in the labour market and society
in general. Migration is regulated in Sweden and the right to asylum
must be safeguarded.

Government agencies need to quickly and in a legally secure manner
determine the need for protection of the numerous applicants for asylum
and those who are allowed to stay must enter education or the workforce
faster. At the same time, a legally secure, efficient and appropriate
reception system must be ensured.

Sweden shall not face the future with cutbacks in welfare, low wages
and lower climate ambitions. Sweden shall be a cohesive society. Our
success shall be built on work, knowledge, equality and investments in
the future.
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Table 1.1 Reforms in the Budget Bill for 2017'

Effect on general government net lending, SEK billions

2017 2018 2019 2020

Reforms

More resources for welfare 10.88  11.05 11.07 11.07
More jobs 5.76 854 1375 15.86
Sustainable future 3.77 4.95 5.65 6.14
One of the first fossil-fuel free countries in the world 2.76 2.82 1.69 1.29
Refugee reception 0.46 0.74 1.31 1.62
Total reforms 23.60 28.06 3343 35.95
Financing and budget reinforcements

Revenue increases 6.76  10.18 1263 12.63
Expenditure decreases -040 1647 1864 11.88
Total financing and budget reinforcements 6.36 26.64 3127 24.52
Other (net) 089 -286 -1.55 -1.30
Effect on general government finances, Budget Bill for 2017 -16.35  -4.27  -3.711 -12.73

1 A positive figure indicates a weakening of net lending.

Source: Own calculations.

Table 1.2 presents the budgetary impacts including reforms and
financing previously decided or announced, ie. all proposals and
announcements of reforms and financing submitted by the government
to the Riksdag and to which the Riksdag has either decided or approved
the estimates. The budgetary effects are reported in relation to the
previous year and indicate the extent to which the change in structural
balance is affected by the government's proposals for reform and
financing. However, the change in structural balance is affected by
factors other than the government's proposals for reform and funding.
For example, it is estimated that the structural balance strengthens from
2018 and forward in the absence of new fiscal policy measures (see also
section 3.4). This reinforcement over time affects the conditions for
active fiscal policy, as it is the net of these two factors that summarize
the impact of the central government on the change of the structural
balance. For 2015-2020, the budgetary impact of the government's active
reforms and financing in Table 1.2 is considered to be largely neutral for
public finances.
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Table 1.2 Combined budgetary impacts of Government policy 2016-2020
in relation to previous years

Changes in expenditure and revenue in relation to measures and funding adopted and announced last year and those now
proposed and announced. Budgetary impact on general government net lending.

SEK billions

2016 2017 2018 2019 2020

Changes in expenditure’

Change in ceiling-limited expenditure 27 252 -147 -0.1 -14
Adjustment for differences between the accounting principles 182 -102 94 39 a1
in the central government budget and the National Accounts
of which, grants to municipalities and county councils’ 176 -8.8 0 0 0
of which, infrastructure investments funded by borrowing® 0 0.4 2.4 2.5 3.6
Total changes in expenditure 45.2 151 -122 31 2.1
Changes in revenue!
Taxes, gross 32 6.7 14 2.3 -11
Indirect impact of taxes -3.2 1.4 2 0.1 0.5
Other revenue reforms 2 03 -13 -0.1 0
Total changes in revenue, net 30.8 8.4 2.1 23 05
Changes in expenditure and revenue, impact on general 144 4.7 14.3 07 32
government net lending'*
Per cent of GDP 0.3 0.1 0.3 0 -0.1

Note: The amounts are rounded off and thus do not always agree with the total.

"For expenditure reforms, a minus sign reflects a decrease in an appropriation or the cessation or reduction in scope of
temporary programmes. For revenue reforms, a minus sign reflects a decrease in tax revenues. For the combined budgetary effects of expenditure
and revenue reforms, a minus sign indicates a weakening in general government finances compared with the preceding year.

“The temporary support to municipalities and county councils proposed in the 2015 Extra Adjustment Budget Bill (Bill 2015/16:47) was paid from the
central government budget in December 2015, but is mainly expected not to result in changed consumption in the local government sector until 2016.
3This item shows the change in net borrowing for road and rail needs. Net borrowing consists of the difference between new borrowing
and amortisation.

*Excluding the indirect impact of expenditure reforms on the revenue side.

Source: Own calculations.

The Government’s further reform ambitions

The Government aims to achieve equality, development and cohesion
throughout the country. Sweden will remain a pioneering country that
takes international responsibility for the climate, gender equality and
democracy. At present, Sweden is in a favourable position to grasp the
opportunities presented by globalisation, the knowledge economy and
technical progress.

The strength of the general government finances will be maintained

Economic development in Sweden has been among the absolute best in
Europe in recent years. Responsible fiscal policy and favourable growth
in employment turned the former government’s deficit — the largest
since the economic crisis in the 1990s — into surpluses in both 2015 and
2016.

After somewhat subdued economic development elsewhere in the
world, outlooks are beginning to brighten in several areas. Continued
good growth is expected in Sweden in 2017 and the general government
finances are strong. The Government’s economic policy is based on the
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fiscal policy framework. Sound general government finances secure the
investment climate, jobs and welfare.

Unemployment must be reduced

The economic policy is guided by the Government’s objective of having
the lowest unemployment in the EU. The Government’s jobs agenda
comprises investments in improving skills and an active labour market
policy, investments in housing and infrastructure and an active business
policy. Beyond this, additional hiring is needed in the welfare sector. The
redirection of policy from unfunded tax cuts to investments and
stronger welfare has made it possible for thousands of people to be
employed in vital social functions. The transition to a fossil-fuel free
country is also leading to more jobs through, for example, investments in
railways and trains, expansion of green city districts and public transport
and rising exports of Swedish environmental technology. Strengthening
schools, healthcare and the police is not only good policy for knowledge,
health and security: it is a policy that creates more jobs.

As a result of the reception of a large number of people seeking
asylum, particularly in 2015, many recent arrivals will be received by the
municipalities in 2017 and later years and will enter and become
established in the labour market. The Government has implemented
several measures during the current term in office to improve and hasten
the establishment of recent arrivals, but continued measures are required.

There are signs of labour shortages in many sectors and far too many
positions cannot be filled. Giving unemployed people the right skills and
improving matching in the labour market is essential both to reduce
unemployment and prevent bottlenecks that constrain economic growth.
The Government has begun a new knowledge boost programme in an
initiative that will, when fully deployed, include more than 70 000
educational places in municipal adult education, vocational adult
education, liberal adult education, universities and higher vocational
education.

More than 70 per cent of Swedish exports are sold to the EU internal
market. Efficient trade presents great opportunities to increase growth
and create more jobs in Sweden.

People must be able to rely on welfare services. Through the
investment of SEK 10 billion for welfare, the Government has made one
of the largest contributions to the local government sector since the
general government grant was introduced. Targeted initiatives are also
being made for more equal healthcare and so that more health workers
can be hired and the quality of healthcare improved.

But more needs to be done to equalise the economic gaps, build away
the housing shortage, increase investments in infrastructure and improve
job security in the labour market. The workforce in the welfare sector
needs to grow.
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Knowledge-based education in equal schools

The Government’s objective is knowledge-based education in equal
schools for all. To achieve this goal, resources must to a greater extent be
allocated according to need, support interventions must be initiated
earlier and we must continue to enhance the attractiveness of the
teaching profession. The additional SEK 10 billion to welfare is
supporting local authorities, along with the Government’s investments
in smaller classrooms, more staff in the early years of compulsory
school, a reading/writing/arithmetic guarantee, reinforced special needs
education, leadership in the classroom, teacher training and teacher pay.
The final report from the 2015 Schools Commission, which was
submitted in April 2017, will be a key input for the Government’s
continued efforts to improve and develop Swedish schools.

A leading role in the climate transition

Climate change is one of the most important challenges humanity is
facing and the defining issue of our time. Global capacity to transition to
sustainable solutions is important to future economic development. The
Paris Agreement must be implemented. The Government has presented
a new climate policy framework to guide the climate efforts of this and
future governments.

Sweden shall lead the effort to implement the UN 2030 Agenda at
both the global and the national level. All policy areas must contribute to
a fair and sustainable world. Sweden is a leader in international
development efforts and will continue to support initiatives towards
democratic development around the world.

The steering effect of environmental taxes must increase and
encourage more climate-smart transports and energy sources in order to
attain set targets in a cost-effective way. A proposal to institute a
bonus-malus system for new lightweight vehicles and obligatory
reduction of greenhouse gas emissions from petrol and diesel fuel has
been circulated for consultation.

The Government has produced supplementary prosperity indicators
that shed light on economic, environmental and social aspects of quality

of life.

Sweden must be safe
Among other actions, the Government has announced a significant
increase in the minimum sentence for serious weapons offences and has
proposed tougher sentencing guidelines for illegal handling of explosive
goods, such as hand grenades. The Swedish Police have been allocated
funds to continue the effort to get more police closer to citizens.
Increased police presence in deprived areas is a matter of urgency. The
Government has also appointed a commission of inquiry concerning
further protection for blue-light personnel in their work.

Police resources will be further reinforced. Organised crime must be
fought. At the same time, segregation and economic gaps must be

18



counteracted by getting more people into work, implementing initiatives
for equal schools, building away the housing shortage and investing in
safe neighbourhoods.

Building our society must increase equality and cohesion
Although Sweden is still a relatively equal country by international
comparison, the wealth gap has been widening for a long time.

Growing inequality tends to reduce cohesion and trust among
citizens, which can lead to increased social problems and undermine
trust in public institutions. Redistribution of resources is therefore
important. A central objective of the economic policy is that the growing
prosperity of Sweden must benefit everyone. This is a prerequisite for
citizens to feel continued trust in the functioning of society. One of the
goals of the UN 2030 Agenda refers to equality. One of the sub-goals is
to, by 2030, progressively achieve and sustain income growth of the
bottom 40 per cent of the population at a rate higher than the national
average. The 2030 Agenda delegation will submit a proposed action plan
in spring 2017 for Sweden’s implementation of the Agenda.

The challenges Sweden is facing require vigorous measures. The
strengths of the Swedish economy and the general government finances
must be used in solidarity to build a society that reduces injustice. The
Government’s economic policy is holding firm in a difficult
parliamentary situation and an uneasy world situation. This is how the
Government is taking responsibility in troubled times.

The Government’s view of the Council’s recommendations from 2016

The Council adopted country-specific reccommendations to the Member
States on 12 July 2016. In the formal Council Decision, the Council
recommends that Sweden take action in 2016 and 2017 to:

Address the rise in household debt by adjusting fiscal incentives, in
particular by gradually limiting the tax deductibility of mortgage
interest payments or by increasing recurrent property taxes. Ensure
that the macroprudential authority has the legal mandate to
implement measures to safeguard financial stability in a timely
manner. Foster investment in housing and improve the efficiency of
the housing market, including by introducing more flexibility in
setting rental prices and by revising the design of the capital gains tax
to facilitate more housing transactions.

The Government welcomes the reviews conducted within the framework
of the European Semester. The Government shares the Commission’s
assessment that increasing household indebtedness poses a risk to
macroeconomic stability. Moderating increased household indebtedness
is an important challenge and the Government has taken action in
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response. The recommendation is addressed in section 2.3 and in the
National Reform Programme.

1.5 Monetary policy

Swedish monetary policy is expansionary. The Riksbank has since
December 2011 cut the repo rate in stages from 2 per cent to a record-
low of minus 0.50 per cent, which applied after the decision in February
2016 (see

chart 1.1). The repo rate has been negative since February 2015. The
reasons for the reductions in the repo rate were low inflation, concern
about falling inflation expectations and the weak economic situation. In
addition to holding the negative policy rate, the Riksbank has carried out
a comprehensive government bond purchase programme that will
continue until at least mid-2017.

Market unease arose after the British people voted on 23 June 2016 to
leave the EU. The effects included precipitous declines in government
bond yields. The unease passed relatively quickly, however, and was
succeeded in the following months by rising inflation expectations
accompanied by improved international economic outlooks.
Consequently, Swedish and many foreign government bond yields rose
in the third quarter of 2016 to the levels in effect before the British
referendum. The outcome of the US presidential election in November
2016 led to expectations of a more expansionary fiscal policy in the
United States, which brought a continued rise in inflation expectations
and further widespread yield upturns in late 2016.

Chart 1.1 Interest rates in Sweden
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Inflation, measured as the annual percentage change in CPI has shown a
rising trend since the beginning of 2016 (see chart 1.2). The increase is
largely attributable to rising energy prices. Price increases for services
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during the first half of 2016 also had significant impact on the inflation
trend. Underlying inflation measured as CPIF, which shows CPI at a
fixed home mortgage rate, has trended upwards since 2014. As mortgage
interest rates have remained more or less unchanged for the last year, the
gap between CPIF inflation and CPI inflation has narrowed. CPI
inflation is now close to the inflation target of 2 per cent.

Chart 1.2 Inflation measured as CPI and CPIF
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Source: Statistics Sweden.

Sweden has had a floating exchange rate since November 1992. Chart 1.3
shows the development of the Swedish krona against the euro and the
US dollar since 2005, along with the trade-weighted KIX exchange rate
index. The krona has depreciated against many currencies since 2014,
which is explained to a certain extent by the Riksbank’s expansionary
monetary policy. The Riksbank has also stated repeatedly that it is
prepared to act with further monetary policy stimulation if appreciation
of the krona posed a risk to the upturn in inflation.
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Chart 1.3 KIX krona index and development of the Swedish krona against
the euro and the US dollar
KIX index (right scale), EUR/SEK, USD/SEK (left scale)

EUR/SEK
1250 S USD/SEK [ 139

— KX

05 06 07 08 09 10 11 12 13 14 15 16 17
Source: The Riksbank.

2 The macroeconomic development

2.1 International and financial economy

The global economic recovery is ongoing, although global GDP growth
was moderate in 2016. However, growth in world trade and global
industrial production rose at the end of 2016. Indicators at the start of
2017 imply stronger economic development in the coming period. A
modest rise in global growth is expected. Higher global growth
contributes to a stronger development in Swedish export markets.

GDP growth in the US economy rose in the second half of 2016 after
a weak beginning to the year. Confidence indicators suggest continued
relatively high growth in the first half of 2017. A more expansionary
fiscal policy and rising consumer confidence, due in part to low
unemployment, is expected to advance the trend. At the same time, the
US economy is close to full resource utilisation and monetary policy
tightening has begun. Overall, growth is expected to be comparatively
high in 2017 and 2018.

Growth was moderate in the euro area in 2016 and the investment
trend was subdued in many countries. Weak balance sheets in the
banking sector are expected to remain a constraint on lending and
investments in forthcoming years. Fiscal policy was tightened and
general government finances were consolidated in the period of 2011-
2013. Thereafter, fiscal policy has been more or less neutral, a stance that
is expected to persist over the next few years. Continued expansionary
monetary policy is helping to stimulate demand in the economy. As a
whole, GDP in the euro area is expected to grow in 2017 and 2018 at
about the same moderate rate as in 2016.
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The Chinese economy was stimulated in 2016 by an expansionary
monetary policy and fiscal policy measures, including investments in
infrastructure. One effect of the stimulus policy has been a steep rise in
house prices and private sector debt. At the end of 2016 and in early
2017, measures were taken to moderate the rise in house prices. A less
expansionary stabilisation policy is expected to contribute to some
moderation in growth in 2017 and 2018. Rising commodity prices are
further contributing to a recovery in several of the commodity-exporting
emerging economies that have had a weak development in recent years.

2.2 The Swedish economy

Economic growth has been high in Sweden in recent years and the
economic situation has improved considerably. Growth is expected to
remain high in 2017, but fall back slightly in 2018 when general
government sector consumption slows down, primarily due to reduced
expenditure for migration and integration. Growth in exports will also
be slower after the steep rise this year. Overall, resource utilisation is
expected to be somewhat strained in 2017 and 2018 (see Table 2.1).

Unemployment has decreased significantly since 2014. However,
unemployment declined at a slower rate in 2016, partly due to the
relatively rapid increase in the number of people in the labour force.
There was a strong increase in employment in several sectors,
particularly within municipal agencies. Unemployment is expected to
continue to decline over the next few years due to high demand for
labour. Labour force participation, i.e., the number of persons in the
labour force as a percentage of the working-age population, has increased
steadily since 2010. This applies primarily to people born abroad. Labour
force participation will continue to increase over the next few years and
stabilise thereafter at a high level from an international perspective. The
reason labour force participation is not expected to continue increasing
is that groups with lower average labour force participation, such as older
people and recent arrivals to Sweden, will make up an increasing
proportion of the working-age population.

Wage development was subdued in 2016 and wage expectations are
low. The wage growth rate in 2017 is therefore expected to be lower than
the average for 1993-2016, in spite of a strong labour market situation.
However, developments differ somewhat from sector to sector.
Resource utilisation in the labour market has risen and because the
increase affects the wage growth rate after a certain lag, higher wage
increases are expected in 2018. The inflation rate, which had been low for
a long time, rose in 2016. The increase is largely attributable to rising
energy prices. The inflation rate is expected to continue rising in 2017.
High energy prices are expected to continue making a positive
contribution, which, along with higher import prices, will increase the
inflation rate. In addition, somewhat strained resource utilisation is
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expected to increase the opportunities of businesses to increase prices
going forward.

Table 2.1 Key indicators

Annual percentage change if not otherwise stated. Based on proposed and implemented reforms.

2016 2017 2018 2019 2020

GDP 3.3 2.6 2.1 2.0 2.5
GDP gap' 0.1 0.5 0.4 0.1 0.0
Employment? 15 1.8 1.0 0.7 0.7
Employment rate? 81.2 81.7 81.8 81.9 81.9
Hours worked" 17 15 0.9 0.7 0.7
Productivity, business sector*® 1.7 1.9 1.5 1.6 1.9
Unemployment® 6.9 6.6 6.4 6.3 6.2
Wages’ 2.5 2.9 3.2 3.4 3.4
CPi® 1.0 1.5 1.6 2.2 2.7

The difference between actual and potential GDP as a percentage of potential GDP.

ZPersons, 15-74 years.

% According to the EU 2020 target; that is, those in employment as a percentage of the population in the age bracket 20—64 years.
* Calendar-adjusted.

5 Labour productivity measured as added value to base price per hour worked.

8 per cent of the labour force, 1574 years.

" Measured according to the short-term wage statistics.

8 Annual average.

Sources: Statistics Sweden and own calculations.

2.3 Potential macroeconomic imbalances

The emergence of macroeconomic imbalances, for example in the form
of persistent differences in competitiveness, has created severe problems
for many countries in the aftermath of the financial crisis. In order to -
ensure favourable economic development in the long term, it is
important to primarily implement measures that prevent macroeconomic
imbalances from occurring and, secondarily, to identify and at an early
stage correct any imbalances that do occur. It is difficult to provide a
precise definition of macroeconomic imbalance, but an imbalance
reflects an underlying problem that has the potential to lead to a rapid
and significant correction that has adverse impact on the entire
economy.

The macroeconomic imbalance procedure

The EU Macroeconomic Imbalance Procedure is organised within the
European Semester and is part of economic policy coordination in the
EU. The procedure began when the European Commission published
the Alert Mechanism Report 2017 in November 2016. The report
contained a preliminary economic analysis of the Member States,
including a scoreboard with indicators in areas that might constitute
macroeconomic imbalances. For Sweden, the Macroeconomic Imbalance
Procedure indicated that rapidly falling export market shares, high
private sector debt and rising house prices were potential imbalances.
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In February 2017, the Commission published in-depth reviews of
the 13 Member States that had been identified as countries with potential
imbalances in the Alert Mechanism Report. The Commission judged
that macroeconomic imbalances existed in 7 of these Member States,
including Sweden, with excessive imbalances in 6 of these. All Member -
States assessed as having imbalances will be subject to specific mon-
itoring, which is adapted to the degree and nature of the imbalances
presented.

The Commission will submit a proposal on measures to address these
imbalances within the scope of the European Semester. These proposals
will form part of the package of country-specific recommendations that
the Commission will present in May 2017. The proposals on country-
specific recommendation will take into account the information
provided in the Member States’ National Reform Programmes and
Convergence or Stability Programmes. If the Commission finds that a
Member State assessed as having excessive imbalances has taken
inadequate measures, the Commission may recommend that the Council
initiate the Excessive Imbalance Procedure, which is the corrective arm
of the Macroeconomic Imbalane Procedure.

In the 2017 In Depth Review for Sweden, the Commission’s
assessment found macroeconomic imbalances, noting in particular the
high and increasing level of household debt and rising rapidly house
prices.

Household debt

A high level of debt, regardless of whether this is in the private or public
sector, may lead to problems for both financial and macroeconomic
stability.

In the years from 1995 to 2016, Swedish household debt increased
significantly (see chart 2.1). At the aggregated level, this development
can be described in terms of debt-to-income ratio and interest-to-
income ratio, where the debt and the interest payments after tax,
respectively, are compared to households' disposable incomes. Despite
the debt-to-income ratio being at a historically high level, the interest-
to-income ratio is the lowest for the past 20 years. Lower interest rates
have thus resulted in households being able to take on larger amounts of
debt without higher interest payments, and making it possible to
consume, Invest or save more.

Following several years of upturns, the debt-to-income ratio
amounted to just above 180 per cent of households' disposable incomes
at the end of 2016. Swedish household indebtedness is high both from a
historical perspective and compared to other countries.

The increase in household indebtedness over the last two decades can
be explained by extensive construction of new owner occupied
apartments and houses in recent years, homes that households buy with
mortgage loans. A larger proportion of households now own their
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homes. The costs of mortgage loans and home ownership have declined
due to lower interest rates and a cap on the municipal property charge,
which about 60 per cent of house owners reach. This means that
households can, in general, deal with a higher individual debt-to-income
ratio. The increase in the aggregate debt-to-income ratio is thus
explained both by more households having mortgage loans and by
households having larger loans on average. The Commission particularly
notes the high debt-to-income ratio of young households.

Chart 2.1 Household debt-to-income and interest-to-income ratios
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Source: Statistics Sweden.

Despite the risk of financial instability being judged as low, vigilance
concerning the macroeconomic consequences of high household
indebtedness is justified.

The Government believes it is critically important to take carefully
considered measures to check the rate of growth in household
indebtedness, so that the measures do not trigger a rapid and
uncontrolled downturn in house prices resulting in serious adverse
impact on economic growth and employment. In autumn 2010,
Finansinspektionen adopted general guidelines for mortgages with the
home as collateral. The mortgage loan-to-value ceiling meant that new
loans should not exceed 85 per cent of the market value of the property.
Finansinspektionen’s annual mortgage survey has shown that the
proportion of new mortgages with LTV above 85 per cent has declined
sharply since 2010.

Increased amortisation will reduce household debt over the long term,
which improves households’ resilience to disruptions. The proposed
legislation on  the amortisation requirement, which  gives
Finansinspektionen a mandate to issue regulations concerning
amortisation requirements for new mortgage loans, entered into force
1 May 2016. Thereafter, Finansinspektionen, following the
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Government’s approval, decided regulations on the amortisation
requirement, which entered into force 1 June 2016.

Furthermore, in October 2016 the Government, the centre-right
parties and the Left Party reached a broad political agreement to extend
Finansinspektionen’s mandate to take macroprudential policy measures.
The Ministry of Finance then circulated a memorandum, Further Tools
for Macroprudential Policy, for consultation. The memorandum is based
on the political agreement and the main proposal is that
Finansinspektionen should be given a stronger basis in law for, upon
Government approval, taking measures to counteract financial
imbalances in the credit market. It is proposed that the legislative
amendments should come into force on 1 February 2018.

The Government also shares the Commission’s assessment that the
tax system may affect owner-occupier mobility in the housing market.
Changes in real estate taxation in recent years have moved towards lower
recurrent taxation and higher taxation when transactions are made.
Aimed at increasing mobility in the housing and labour markets, the
rules on deferred capital gains upon sale of a private home were changed
effective 1 January 2017. The cap on deferred capital gains was abolished
for sales of private homes during the period of 21 June 2016-30 June
2020. In addition, the method for calculating the size of the deferral
upon purchase of a cheaper home has been changed so that it is more
generous, other than in exceptional cases.

A wide range of measures have been taken in recent years, aimed at
strengthening the banks’ resilience to financial crises and curbing the
rate at which household debt has grown. The Government and relevant
agencies are continuing to examine the risks of household indebtedness
and are prepared to take further measures if so required.

3 General government finances

3.1 Accounting principles

This section details the forecast for the general government finances
given in the 2017 Spring Fiscal Policy Bill (Bill 2016/17:100). Accounts
of general government revenue and expenditure are in accordance with
European System of Accounts (ESA 2010). The Government's accounts,
which are also used by the National Institute of Economic Research
(NIER), differ in certain respects from ESA 2010 (see table 3.1). The
differences depend mainly upon that parts of sales revenues from public
enterprises are recorded on expenditure side in the national statistics, as
a debit item among general government consumption expenditure, while
these revenues are recorded on the income side according to ESA 2010
(although net lending does not differ). A detailed account of the general
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government finances in accordance with ENS 2010 (and EDP) is
provided in table C.2a in Appendix C.

Table 3.1 General government finances in accordance with the standards in
the Spring Fiscal Policy Bill and ESA 2010

Per cent of GDP

2016 2017 2018 2019 2020
SFPB17
Revenue 49.4 49.0 49.0 49.1 49.1
Expenditure 48.5 48.7 484 47.7 47.0
Net lending 0.9 0.3 0.6 1.4 2.1
ESA 2010
Revenue 50.3 49.9 49.9 50.0 50.0
Expenditure 49.4 49.6 49.3 48.6 47.9
Net lending 0.9 0.3 0.6 1.4 2.1

Note: SFPB17 = Spring Fiscal Policy Bill for 2017.
Sources: Statistics Sweden and own calculations.

3.2 Development of general government finances

The general government finances have improved substantially since 2014
(see chart 3.1). After the rapid recovery of finances in 2015, net lending
was further improved in 2016, albeit at a somewhat slower rate. The
improvement in the general government finances is attributable to
strong economic growth as well as the responsible economic policy
pursued by the Government since taking office. Growth in public
expenditure has been significantly slower than growth in GDP, in spite
of the high expenditure consequent upon the very large number of
people who applied for asylum in Sweden during the autumn of 2015.

Chart 3.1 General government net lending 2000-2020
Per cent of GDP
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Sources: Statistics Sweden and own calculations.

28



Slower growth in revenues and faster increases in expenditure in 2017 are
expected to cause a temporary impairment of general government
finances. From 2018, and under a no-policy-change assumption, they are
expected to successively strengthen again with a decline in expenditure
as a proportion of GDP.

When policy is held firm, net lending is normally strengthened as tax
revenues normally increase at about the same rate as nominal GDP,
while public expenditure increases at a somewhat slower rate. The reason
for this is that many transfer payments are not automatically adjusted
upward in pace with economic growth. Furthermore, appropriations to
central government agencies are not fully compensated for rising wages
because a certain increase in productivity is presumed in the price and
wage recalculation system. If there are no new active decisions, the
general government finances are normally reinforced automatically.

Table 3.2 General government finances

Per cent of GDP if not otherwise stated

SEK billions

2016 2016 2017 2018 2019 2020
Revenue 2,163 49.4 49.0 49.0 49.1 49.1
Taxes and charges 1,914 43.7 435 43.4 43.6 43.6
Household direct taxes 569 13.0 13.0 13.0 13.1 13.1
Corporate direct taxes 120 2.1 2.1 2.1 2.8 2.8
Employers' contributions 234 5.3 5.3 5.3 5.3 5.3
Indirect taxes 991 22.6 22.5 22.4 22.4 22.3
Income from capital 66 1.5 1.4 1.4 1.4 1.5
QOther revenue 183 4.2 4.1 4.1 4.1 4.1
Expenditure 2,123 48.5 48.7 48.4 41.1 41.0
Transfer payments' 769 17.4 17.5 17.4 17.0 16.7
Consumption 1,144 26.1 26.3 25.9 25.6 25.2
Investments 191 4.4 4.4 4.4 4.4 4.4
Interest expenditure 25 0.6 0.6 0.7 0.7 0.7

Expenditure for return of capital
on pension debt 7 0.1 0.1 0.1 0.1 0.1
Net lending 40 0.9 0.3 0.6 1.4 21
Primary balance 59 1.3 0.7 1.1 1.9 2.1
Consolidated gross deht 1,820 41.6 395 313 34.7 314
Net debt -919 -21.0 -22.5 -23.3 -24.6 -26.7

Sources: Statistics Sweden and own calculations.

The changes in general government net lending are explained mainly by
developments in the central government. Net lending in the old-age
pension system is expected to weaken somewhat in 2017 compared with
2016, but thereafter to be more or less in balance through the end of
2020. The local government sector reports negative net lending over the
course of the forecast period, but a positive result according to the
accounting principles that apply to local government balanced budget
requirement (see also section 3.6).

29



Chart 3.2 General government revenue and expenditure 2000-2020
Per cent of GDP
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The tax ratio is expected to decrease by 0.2 percentage points in 2016
and 2017. Most of the decrease is attributable to the expected decline in
revenues from tax on production.

The tax ratio is expected to be more or less unchanged in 2018, but to
increase slightly in 2019, compared with 2017, among else because tax on
capital i1s expected to grow faster than GDP. Total revenue as a
proportion of GDP is expected to develop in line with the tax ratio and
decrease from 49.4 per cent of GDP in 2016 to 49.1 per cent of GDP in
2020 (see chart 3.2).

Expenditures as a proportion of GDP

A marginal increase in the expenditure ratio (expenditure relative to
GDP) is expected in 2017 compared with 2016. Above all, transfer
payments to the rest of the world are growing faster than GDP,
consequential upon that these transfer payments were temporarily lower
in 2016. This depends on that the retroactive rebate that Sweden receives
on EU membership dues and which will be deducted from the dues in
2017 must, according to a directive from Eurostat, be reported in the
National Accounts in 2016. Under a no-policy-change assumption, GDP
will grow faster than expenditures from 2018, especially for public sector
consumption and transfer payments to households, which will help
reinforce general government finances.

Improvement in net lending occurring at the central government level

The improvement in the general government finances since 2014 has
occurred primarily in the central government (see table 3.3). However,
net lending is expected to weaken temporarily in 2017 when expenditure
rises faster than in 2016, which is largely attributable to the effect of the
rebate on EU membership dues that temporarily reduced expenditure in
2016. In addition, the costs related to applicants for asylum are expected
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to increase somewhat compared with 2016. Growth in central
government revenue from taxes and dividends is also expected to be
slightly slower than in 2016.

Under a no-policy-change assumption, central government net
lending is expected to gradually improve from 2018 due to the automatic
budgetary strengthening. Expenditure also declines as a proportion of
GDP as the costs for migration and integration are expected to gradually
decline.

Table 3.3 Net lending and the central government budget balance
Per cent of GDP

2016 2017 2018 2019 2020

General government net lending 0.9 0.3 0.6 1.4 2.1
Central government 1.1 0.6 1.0 2.0 2.6
Old-age pensions system 0.1 0.0 -0.1 -0.1 0.0
Local government sector -0.3 -0.3 -0.4 -0.5 -0.5
Central government budget balance 1.9 0.0 1.1 2.0 2.4
Central government debt 29.6 21.6 25.2 22.3 18.8

Sources: Statistics Sweden, National Financial Management Authority and own calculations.

3.3 Net financial wealth and consolidated gross debt

Consolidated gross debt (Maastricht debt) is defined by EU regulations
and is the debt concept used to assess Member States’ general
government finances within the framework of the Stability and Growth
Pact. For Sweden, this definition means that the debt consists of the
consolidated central government debt and local government sector debt
in the capital markets, with deductions for the Swedish National Pension
Funds' holdings of government bonds.

Prior to Sweden’s accession to the EU on 1 January 1995, the
consolidated gross debt amounted to more than SEK 1 200 billion,
corresponding to around 70 per cent of GDP. Since then, the debt has
increased by approximately SEK 600 billion, amounting to just over SEK
1 800 billion at the close of 2016.

Central government financing of loans to the Riksbank to reinforce
currency reserves in 2009 and 2013 increased the debt by nearly 3 per
cent of GDP in each year. At the same time, central government claims
on the Riksbank increased to a corresponding extent. The debt further
increased by about 1.8 per cent of GDP in 2014 due to regulatory
changes that allowed central government agencies other than the
National Debt Office to hold outstanding repos over the turn of the
year. The effect on assets and debt is of equal magnitude in the National
Accounts and the change is therefore neutral with respect to net worth.
Because these repos are managed by the Legal, Financial and
Administrative Services Agency, central government debt is not affected
according to accounts in the central government budget, which reflect
only debt management by the National Debt Office. Otherwise, the
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deficit in general government finances and currency effects contributed
to the debt increase between 2012 and 2014.

However, the debt has decreased considerably as a proportion of
GDP since 1994, amounting to 41.6 per cent of GDP (the debt ratio) at
the end of 2016, which is significantly below the reference value stated in
the Stability and Growth Pact of a maximum of 60 per cent of GDP.

Debt developments are dependent upon net lending, which can be
divided among the primary balance, interest expenditures and the stock
flow. This flow is made up of financial transactions and accruals that do
not affect net lending. The gross debt is expected to decline throughout
the forecast period due to stronger general government finances. In
2020, the debt ratio is estimated to be 31 per cent of GDP.

The general government’s net financial welth is strengthening

The general government sector has positive net financial wealth that
resides mainly in the national pension funds in the old-age pension
system. The central government’s net financial wealth is negative and the
financial assets and liabilities of the local government sector have been
essentially in balance since 2000.

In addition to consolidated gross debt, total debt includes central
government commitments and local government sector commitments
for defined-benefit occupational pensions earned since 1998.

net financial wealth amounted to 21 per cent of GDP in 2016, which
was an increase of nearly 2 per cent of GDP compared with 2015. Of the
increase, 0.9 percentage points were attributable to the surplus in the
general government finances, but GDP growth instead made a negative
contribution of 0.9 percentage points. Other changes, mainly referring
to changes in the value of assets in the pension system, accounted for an
improvement of 1.8 percentage points.

The surplus in net lending together with anticipated changes in the
value of assets, primarily in the pension system, will gradually increase
net financial wealth in the period of 2018-2020. Beginning with the
Budget Bill for 2017, forecasts are made for increases in the value of
securities assets in all sectors.

3.4 Reconciliation against the general government net lending target

According to the net lending target, general government net lending
should equal 1 per cent of GDP on average over the course of an
economic cycle. Formulating the target as an average over an economic
cycle instead of an annual requirement target is justified for reasons of
stabilisation policy. If the target were to be 1 per cent each individual
year, fiscal policy would need to be contractionary in an economic
downturn to ensure that the annual target is met. Fiscal policy would
thus amplify economic fluctuations instead of stabilising them.
However, formulating the target as an average over an economic cycle
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makes it more difficult to monitor whether the fiscal policy is in line
with the target because it is difficult to determine when an economic
cycle begins and ends, as well as the cyclical position of the economy.

The Government’s monitoring of the government net lending target

As the general government net lending target mainly constitutes a
prospective guideline for fiscal policy, it is primarily monitored
prospectively. However, a retrospective analysis is conducted in order to
see whether there have been any systematic failures of fiscal policy that
may reduce the probability of achieving the target in the future. The
Government considers it important that clear principles for monitoring
general government net lending exist and that monitoring is transparent.
The Government therefore employs a number of indicators in the
monitoring process. If the application of these indicators is excessively
mechanical, however, there is danger that fiscal policy will amplify rather
than moderate fluctuations in economic activity. The Government’s
starting point is thus that the assessment of the direction of fiscal policy
will have a broad approach in which a number of individual targets and
restrictions are compared to one another.

When a deviation from the net lending target has been assessed, the
Swedish Budget Act requires the Government to report how a return to
the target will be accomplished. The drafting history to the provision
emphasised the following: an analysis should indicate that a deviation
exists because the Government should have a duty to provide such an
account (Bill 2013/14:173).> Moreover, the plan presented by the
Government for how a return to the target will be accomplished should
refer to a medium-term perspective, which normally refers to three or
four years. If net lending deviates from the target, the Government
should present a plan for how a return to the target will be accomplished
that incorporates the forecast years included in the Budget Bill.

It is important that deviations from the target level are corrected, but
this cannot be done mechanically. An overall assessment of how a
deviation should be corrected must be conducted based on stabilisation
policy, redistribution policy and structural policy.

* The contents of the underlying bill, An Improved Budgetary Process (Bill
2013/14:173) were described in greater detail in Sweden's Convergence Programme for
2014.
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Table 3.4 General government net lending and indicators for reconciliation
against the target for net lending

Per cent of GDP if not otherwise stated

2016 2017 2018 2019 2020
Net lending 0.9 0.3 0.6 1.4 21
Retrospective ten-year average 0.2
The seven-year indicator 0.1 0.6
Structural balance 1.0 0.3 0.6 1.4 2.2

Sources: Statistics Sweden and own calculations.

Retrospective ten-year average

Average general government net lending was 0.2 per cent of GDP over
the course of 2007-2016 (see table 3.4). The low level is explained partly
by the effects of the protracted recession on the general government
finances, but also by unfunded measures, including several tax reductions
that were implemented before 2015.

The seven-year indicator

The seven-year indicator is an average of net lending in the current year,
three years prospectively and three years retrospectively, adjusted for
one-off effects during the same period. The seven-year indicator shows
that general government net lending was 0.9 per cent of GDP below the
target level in 2016, but will improve by 0.5 per cent of GDP by 2017
(see table 3.4).

Structural balance

The structural balance is an assessment of how large general government
net lending should be if GDP corresponded to the potential level and the
composition of demand was normal, so that the sectors’ revenues and
expenditures are adjusted for the cyclical conditions and one-off effects.
The structural balance is not included in official statistics and can be
calculated in several different ways. Consequently, the level of the
structural balance may vary according to different assessors and that
there is no generally accepted outcome.

The structural balance for 2016 is estimated as on par with the target
level of 1 per cent. Thereafter, the structural balance is expected to
weaken to around 0.3 per cent of potential GDP in 2017. The structural
balance is, however, also affected that year by temporarily high
expenditure for refugee reception. The deterioration in the structural
balance between 2016 and 2017 is due mainly to temporary factors,
including further increases in expenditure for migration and slightly
weaker revenue growth compared to GDP growth. Without new fiscal
policy measures, the structural balance will strengthen substantially from
2018 and forward.
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The Government's overall assessment of attainment of the general
government net lending target

The Government’s responsible fiscal policy has, combined with growth
in the Swedish economy, made it possible to reverse the large deficit
from 2014 to a surplus while financing urgent social investments at the
same time. According to the latest calculations, the general government
finances show a surplus from 2015 and forward. The Government’s
assessment 1s that there is no longer any clear deviation from the surplus
target. Net lending and the structural balance are assessed as in line with
the surplus target from 2016 and forward, although the netledning will
be tempary below the target in 2017.

The Government's assessment of the medium-term budgetary objective
(MTO) according to the preventive arm of the Stability and Growth Pact

Sweden’s MTO is that the structural balance should not fall below minus

1 per cent of potential GDDP, as assessed by the EU Commission.

Table 3.5 Structural balance as calculated by the European Commission
Per cent of potential GDP

2016 2017 2018
Structural balance 0.3 -0.3 0.3
Medium term budgetary objective (MT0) -1.0 -1.0 -1.0

Source: European Commission’s winter forecast (February 2016).

The European Commission’s latest forecast, published in February 2017,
estimates the structural balance in Sweden at 0.3 per cent of potential
GDP in 2016 (see table 3.4). The structural budget balance is forecast to
be minus 0.3 per cent of potential GDP in 2017, which is lower than the
Government’s assessment (see Table 3.5). The difference is due to
factors including different assessments of economic development and
the use of different methods to calculate the structural balance, and that
the Commission’s forecast was published before the strong outcome for
net lending in the National Accounts for 2016 was published. Even
though it is lower than the Government's and does not take into account
the strong outcome in the National Accounts for 2016, the
Commission’s February forecast indicates that Sweden is expected to
meet the medium-term objective in all years.

In sum, the Government finds that the margins to the limit values in
the corrective arm of the Stability and Growth Pact are good and that
Sweden is expected to meet the criteria of the preventive arm of the
Stability and Growth Pact.
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3.5 Monitoring of the expenditure ceiling

The multi-year expenditure ceiling serves to foster the credibility of
economic policy and is an important budgetary policy commitment for
the Riksdag and the Government. All expenditure in the central
government budget is subject to the expenditure ceiling, with the
exception of interest payments on central government debt. In addition,
expenditure on the old-age pensions system is encompassed by the
expenditure ceiling. In the monitoring of the expenditure ceiling, ceiling-
restricted expenditure consists of actual rather than budgeted
expenditure, meaning that the authorities’ utilisation of appropriations
savings and appropriations credit is included. The difference between the
expenditure ceiling and the ceiling-restricted expenditure is termed the
budgeting margin. As a rule, if the budgeting margin is utilised, the
general government finances deteriorate. The expenditure ceiling is the
upper limit for ceiling-restricted expenditures. The level of the
expenditure ceiling should not, however, be regarded as a target for
ceiling-restricted expenditures. The reasons for this include that the
surplus target may constrain the level of ceiling-restricted expenditures
even if space below the expenditure ceiling exists.

According to the Swedish Budget Act, the Government is obliged to

propose an expenditure ceiling for the third additional year. This
proposed level forms the basis for the Riksdag’s decision on the
expenditure ceiling. In the Budget Bill for 2018, the Government will, in
accordance with the Swedish Budget Act, propose a level for the
expenditure ceiling for 2020. In the Spring Fiscal Policy Bill for 2017, the
Government estimates that the level of the expenditure ceiling for 2020
should amount to SEK 1,466 billion. An estimated level is not subject to
decision by the Riksdag.
The budgeting margin under the expenditure ceiling for 2017 is
estimated at SEK 32 billion, which the Government considers adequate
to manage the uncertainty in expenditure growth. The estimated
budgeting margin is SEK 61 billion for 2018 and SEK 112 billion for
2019.

Table 3.6 Expenditure ceiling

SEK billions if not otherwise stated

2015 2016 2017 2018 2019

Expenditure ceiling 1,158 1,215 1,274 1,332 1,392
Per cent of GDP 21.7 21.7 21.8 28.0 28.1
Ceiling-restricted expenditure 1,135 1,184 1,242 1,271 1,280
Per cent of GDP 21.1 21.1 21.1 26.7 25.8
Budgeting margin 23 31 32 61 112
Per cent of GDP 0.6 0.7 0.7 1.3 2.3

Note: The budgeting margin is the difference between an expenditure ceiling and the ceiling-restricted expenditure.
Sources: The Swedish National Financial Management Authority, Statistics Sweden and own calculations.
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3.6 Monitoring sound financial management and the local
government balanced budget requirement

The general government net lending target (see section 1.1) also includes
net lending in the local government sector, that is, municipalities and
county councils and certain other municipal organisations. The surplus
target is expressed in terms of net lending as defined in the National
Accounts. However, it is net income, not net lending, that determines
whether municipalities and county councils comply with the balanced
budget requirement of the Swedish Local Government Act (1991:900).
According to this requirement, municipalities and county councils must
draw up budgets in which income exceeds expenditure. Only in
exceptional cases are deviations from the balanced budget requirement
permitted. A deficit result in the closing accounts must be corrected
within three years, unless there are exceptional grounds. This
requirement represents the lowest acceptable short-term net income.

There are differences in accounting methods between the local
government accounts and the National Accounts that may amount to
several billion kronor for a particular year (see chart 3.3). These
discrepancies are due to the fact that local government accounting is
based on the same theoretical principles as those which apply to
accounting in the business sector. If, for example, investment
expenditure were to rise substantially between two years, this would
have an immediate impact on net lending, while net income would only
be affected by depreciation.

Chart 3.3 Local government net income and net lending
SEK billions
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Sources: Statistics Sweden and own calculations.

According to the Swedish Local Government Act, municipalities and
county councils must also maintain sound financial management in their
operations. Effective from 2005, municipalities and county councils set
the financial targets that are significant to sound financial management.
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A commonly used measure is that net income corresponding to 2 per
cent of revenue from taxation and general central government grants
meets the requirement for sound financial management. The annual
reports of municipalities and county councils must contain an
assessment of whether the balanced budget requirement has been met.
These reports must also include an evaluation of whether the
requirement for sound financial management has been achieved.

As of 1 January 2013, municipalities and county councils are
permitted to build up balancing funds within the scope of their equity.
Surpluses can be set aside in good times to be utilised if deficits arise as a
result of an economic downturn. The introduction of balancing funds
can be seen as a clarification of the overall objective of sound financial
management.

Development of net income in local government

The local government sector reported preliminary net income before
extraordinary items of SEK 25 billion in 2016 (see chart 3.3). The strong
result is mainly attributable to favourable development of the tax base.
The additional general government grant of SEK 10 billion that
municipalities and county councils received in December 2015 was
mainly reported as income in 2016 in their accounts, which also
contributed to the high net income in 2016.

3.7 Central government guarantees

According to the Swedish Budget Act, the Government may issue credit
guarantees and make other similar commitments for the purpose and not
exceeding the amount determined by the Riksdag. A central government
guarantee undertaking entails the central government providing a surety
for another party’s payment obligation, which incurs a financial risk for
the central government.

General rules for management of central government guarantees are
provided in the Budget Act (2011:203) and augmented in the Guarantee
Ordinance (2011:211). Among else, the rules require the central
government to impose a guarantee charge corresponding to the expected
costs of the commitment, unless the Riksdag decides otherwise.
Estimated costs for guarantees consist of anticipated losses and
administrative costs associated with the commitment. Anticipated losses
are a statistical measurement of potential credit losses based on the
assessment, with some degree of probability, that the beneficiary of the
guarantee or the borrower will not meet its obligations. Charges for
anticipated losses are deposited in accounts with the National Debt
Office or banks, or are invested in securities. The guarantee scheme is
thus expected to be self-financed in the long term. These principles for
extending guarantees are referred to as the central government model.
Examples of major guarantee commitments covered by this guarantee
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model are export credit guarantees and credit guarantees for
infrastructure projects.

However, the Riksdag is empowered to exempt specific guarantees
from the guarantee model. Accordingly, there are guarantees that are
regulated separately and whose terms and conditions depart from those
stipulated in the Budget Act. Charges for such guarantees are ordinarily
stipulated directly in law and may be based upon grounds other than that
they must cover expected costs. The deposit insurance scheme, which is
the central government’s largest guarantee commitment, and the investor
compensation scheme are examples of guarantees regulated under special
arrangements.

Guarantee capital to international financing institutions constitutes
another exception from the guarantee model, as decided by the Riksdag.

On the instructions of the Government, the National Debt Office
performs an annual risk analysis regarding the central government’s
guarantee and lending programmes. The report for 2017 (ref.
no. Fi2017/01288/BATOT) shows that the risk of large losses remains
low.

Composition of the guarantee portfolio

A summary of issued guarantees and pledges is shown in table 3.7. The
central government guarantee portfolio amounted to SEK 2 043 billion
at the end of 2016. The largest commitments were the deposit insurance
scheme (SEK 1 666 billion), credit guarantees (SEK 233 billion) and
guarantees for capital injections (SEK 136 billion). Pension guarantees
and other guarantees amounted to a total of SEK 9 billion.
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Table 3.7 Central government guarantee commitments and pledges, 31
December 2016

SEK billions
Guarantees  Pledges Expenditure area

Deposit insurance scheme’ 1666.0 2 Economy and financial administration

Investor compensation’ 2 Economy and financial administration

Credit guarantees 232.8 63.7
of which
Bank guarantees 0.0 2 Economy and financial administration
Export credit guarantees® 201.5 63.7 24 Industry and trade
Credit guarantees in foreign aid 1.1 0.0 7 International development cooperation
Independent guarantees 3.9 0.0 7 International development cooperation
Infrastructure 18.6 22 Transport and communications
Housing credits 2.0 18 Planning, housing provision, construction and

consumer policy

International commitments 5.8 2 Economy and financial administration

7 International development cooperation
22 Transport and communications
Other 0.0 1 Governance
6 Defence and contingency measures
23 Land-based industries, rural areas and food

Guarantees for capital injections 135.9
of which
Capital cover guarantees’ 1.3 22 Transport and communications
Subscription guarantees 0.4 22 Transport and communications
Guarantee capital 134.1 2 Economy and financial administration
7 International development cooperation
Pension guarantees’ 8.5 2 Economy and financial administration

16 Education and university research
22 Transport and communications
24 Industry and trade

Other guarantees 0.0 16 Education and university research
22 Transport and communications

Total 2043.2 63.7

"The commitment for the deposit insurance scheme is as of 31 December 2016 (previously reported according to a different principle).

% The size of the central government commitment for investor compensation cannot be stated.

¥ Refers to both restricted and unrestricted pledges.

*1n addition to the reported amount, there is one capital cover guarantee for which no value has been estimated because the guarantee is not limited
in terms of time and amount.

$The commitment for pension guarantees is as of 31 December 2015.

Source: Swedish National Debt Office.

Anticipated losses in the central government’s guarantee portfolio

To measure the risk of the guarantee commitments that are managed
according to the guarantee model, the authorities issuing these
guarantees continuously assess the anticipated losses. The authorities
make provisions for the anticipated losses on the debt side of their
balance sheets.
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To assess how well the guarantee scheme is performing, an analysis is
made of the relationship between the provisions for anticipated losses
and assets (in the form of paid-in and future guarantee fees and
administrative costs). The comparison shows that for the portion of the
guarantee portfolio managed under the guarantee model, the provisions
for anticipated losses are amply covered by the charges already paid in
(reported as guarantee assets in table 3.8). The net present value of
future charges are in addition to this. At present, the guarantee
operations of the Export Credits Guarantee Board (EKN) account for a
significant portion of the surplus.

Table 3.8 Comparison between provisions for anticipated losses and assets
in the guarantee operations as of 31 December 2016 (excluding the deposit
insurance scheme, investor compensation scheme, bank guarantee
programme and guarantee capital)

SEK billions

Guarantee Provisions for Guarantee Net present value
Government agency commitment expected costs assets of future charges
Swedish National Debt Office 33.3 0.6 1.3 0.0
The Swedish Export Credits Guarantee
Board 192.5 12.0 29.6 4.6
Swedish International Development
Cooperation Agency 5.0 0.3 2.2 0.0
BOVERKET - Swedish National Board of
Housing, Building and Planning 2.0 0.0 2.3 -
Total 232.8 12.9 35.3 4.1

Source: Swedish National Debt Office.

4 Alternative scenarios and comparison with
Sweden’s Convergence Programme 2016

4.1 Alternative scenarios

Forecasts of economic development are associated with considerable
uncertainty. In order to shed light on this uncertainty, this section
discusses factors that could lead to a development that differs markedly
from the forecast.

International developments are uncertain

Sweden is a small, open economy and developments in the rest of the
world have a strong impact on Swedish growth. As in recent years, there
is now considerable uncertainty about future developments in the rest of
the world.
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Political uncertainty is high in several countries. Several general
elections will be held in Europe in 2017, including in France and
Germany. The heightened uncertainty is reflected, for example, in larger
spreads between government bonds in various parts of the EU in recent
times. At the same time, the economic development may strengthen if
political uncertainty subsides and businesses and households in the rest
of the world become more optimistic about the future than assumed.
Exit negotiations between the EU and the United Kingdom are expected
to begin in spring 2017. Depending upon how the negotiations progress,
this may entail economic development in the United Kingdom that is
different to that assumed in the forecast, which may by extension affect
other countries that are closely linked to the British economy. The
content of the US government’s economic policy has not yet been
clarified, but seems oriented towards a more restrictive trade and
migration policy. Increased protectionism around the world may lead to
weaker development of world trade.

Greater turbulence in the financial markets and deteriorating
confidence in economic development among businesses and households
could also result in a weaker international development than assumed in
the Government’s forecast. Market uncertainty prevails concerning the
stability of the European banking sector, as several banks are showing
weak profitability and have a large share of non-performing loans. There
is, in addition, worry about the development of public debt in Greece
and the country’s capacity to implement its adjustment programme.
Moreover, low interest rates have contributed to rising asset prices. A
change in expectations for the monetary policy could lead to a rapid and
sharp correction of asset prices, which could lead to lower consumption
and declining investments.

Investment growth in the euro area may rise faster than is assumed in
this forecast. The investment trend has thus far been subdued, but
growth in construction investments has risen and bank lending to
households and non-financial corporations has increased. Rising business
confidence, rising capacity utilisation in the manufacturing sector and a
sustained expansionary monetary policy provide conditions for a
stronger investment trend. This would benefit Swedish export industry.

Growth in the emerging economies is another significant uncertainty
factor. Stronger development in China and many other emerging
economies would lead to higher Swedish export growth, but growth in
China could also decelerate faster than expected. The political leadership
in China has set a goal for more sustainable economic growth. Growth is
to be driven by consumption to a greater extent, from having previously
been dominated by exports and investments. Uncertainty about whether
China will succeed at such a transition, without a significant slowdown
in its economy, constitutes an uncertainty for global economic
development. Vulnerabilities in the financial system, including rapidly
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increasing private and public debt, may further depress Chinese
economic development.

Geopolitical unease is also causing uncertainty about economic
development. This is linked, among else, to conflicts in the Middle East,
with large refugee flows to Europe. If geopolitical developments worsen,
global economic recovery may be constrained.

Uncertainty over domestic developments

There are several uncertainty factors as regards Swedish economic
development. One such is high and increasing household indebtedness
and rising house prices. Highly indebted households might cut back on
consumption if house prices were to dramatically fall, which by
extension could have negative impact on growth and employment. An
amortisation requirement was implemented on 1 June 2016 aimed at
countering macroeconomic and financial stability risks associated with
household indebtedness. The Government and relevant agencies are
continuing to carefully monitor the situation and are prepared to take
further measures if so required.

Investments in buildings and constructions, which have grown faster
than expected since 2014, could continue to develop more strongly than
expected. Demand for housing remains high in Sweden, while building
firms, according to the Economic Tendency Survey, consider scarcity of
labour the main barrier to increased construction. A higher supply of
labour could contribute to stronger than estimated development in
construction investments.

Resource utilisation in the Swedish economy has successively risen. In
the past, rising resource utilisation has normally been reflected in a rising
rate of wage increases, but wage growth has thus far been weaker than
anticipated. The assessment of resource utilisation is inherently
uncertain, but it is also difficult to determine how quickly resource
utilisation will affect the wage growth rate and, by extension, inflation.

The forecast for unemployment is also uncertain. This is due, among
else, to uncertainty as to the extent and how fast implemented reforms
affect the behaviour of individuals and thus the labour market. As well, it
is difficult to assess the number of people who will apply for asylum in
upcoming years, as well as the rate at which arrivals will secure jobs.

Recruitment needs in the local government sector, which is reporting
a personnel shortage, remain large in the light of the demographic trend,
with more children and elderly in the population. If municipalities and
county councils are unable to recruit sufficient staff, the development of
public consumption in 2017 might be weaker than forecast.
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Alternative Scenario 1: EU banking system in crisis

The stability of parts of the European banking system is uncertain. The
Italian banks are particularly vulnerable, with low capital adequacy ratios
and a large proportion of non-performing loans. The Italian government
decided in December 2016 to provide financial support to one of the
largest banks. Some banks in Germany are also suffering from weak
profitability. More strained financial conditions may force banks to
reduce lending, which has adverse impact on household consumption
and business investment. If, in addition, investors lose confidence in the
European banks, this could lead to much greater stress on the financial
markets, which would make borrowing more difficult for the banks. As
the European banks are closely integrated, problems in one part of the
banking sector can spread to others.

This alternative scenario assumes a slowdown in growth in the EU
due to the instability in the European banking sector. The effects of
reduced lending and heightened financial stress include a decline in
investments. GDP growth in the euro area is assumed to be on average
1.1 per cent 2018-2019, which should be compared to 1.6 per cent in the
baseline scenario. Trade-weighted GDP is consequently lower than in
the baseline scenario (see table 4.1). Lower world demand leads to
weaker development of Swedish exports, which constrains GDP growth,
resulting in lower resource utilisation (see table 4.1). Consequently,
inflation is weaker than in the baseline scenario and the Riksbank raises
the repo rate at a slower pace. Overall, GDP growth is assessed as lower
in 2018 and 2019 compared with the baseline scenario, with the main
effect in 2018. Due to lower demand in the economy, employment
growth is weaker and unemployment rises. Thereafter, export growth is
expected to accelerate in pace with rising demand in the rest of the
world, while household consumption and investments benefit from a
more expansionary monetary policy. As a result, GDP rises faster than in
the baseline scenario and the GDP gap is closed in 2020. This also
contributes to higher employment growth and to unemployment
receding to 6.2 per cent in 2020.

As the lower GDP growth is primarily a result of weaker exports, the
effects on the general government finances are relatively limited. General
government net lending deteriorates slightly, at most by about 0.2
percentage points, compared with the baseline scenario. Above all, the
wage bill is expected to decrease due to both fewer hours worked and
lower wage levels.

Alternative Scenario 2: Stronger investment activity in the euro area

The euro area is Sweden’s most important export market and economic
developments in the area are thus highly significant to Swedish growth.
This alternative scenario describes the effects of a stronger investment-
led recovery in the euro area than assumed in the baseline scenario.
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Investment activity has been subdued in the euro area for a long time.
The investment share of GDP is still substantially lower than before the
financial crisis in 2009. At the same time, resource utilisation in the
manufacturing sector has risen and there is pent-up investment demand.
Indicators further suggest rising business confidence and bank lending to
households and non-financial corporations has increased in the euro
area. The European Central Bank has pursued an expansionary monetary
policy and interest rates are low, which sets the conditions for increased
investments. This could lead to a stronger investment-led recovery in the
euro area than assumed in the baseline scenario.

In this alternative scenario, GDP growth in the euro area is assumed
to be on average 2.1 per cent 2017-2018, compared to 1.7 per cent in the
baseline scenario. A stronger recovery in the euro area would entail a
higher Swedish export growth. In order to respond to higher demand in
the rest of the world, Swedish companies will also increase their
investments to some extent. Both factors lead to higher GDP growth
and strained resource utilisation in the Swedish economy (see table 4.1).
The higher resource utilisation creates greater scope for companies to
raise their prices and inflation rises compared to the baseline scenario.
Consequently, the Riksbank raises interest rates at a faster pace. As a
result of higher growth in the Swedish economy, employment grows
faster and unemployment falls to nearly 6 per cent in 2018. Due to the
strained resource utilisation combined with growth in the euro area
gradually returning to more normal levels, GDP growth is somewhat
lower in 2019 and 2020 and resource utilisation is balanced in 2020.
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Table 4.1 Alternative scenarios: 1 EU banking system in crisis and 2
Stronger investment activity in the euro area

Forecast according to baseline scenario in bold for each variable. Based on proposed and implemented reforms.
Percentage change unless otherwise indicated.

2017 2018 2019 2020
GDP' 2.9 2.2 2.0 2.2
Alternative Scenario 1: 2.9 1.7 1.9 2.8
Alternative Scenario 2: 3.3 2.4 1.6 2.0
Exports' 48 4.0 36 36
Alternative Scenario 1: 4.8 3.0 3.1 4.8
Alternative Scenario 2: 5.8 45 2.8 3.1
GDP gap? 0.5 0.4 0.1 0.0
Alternative Scenario 1: 0.5 -0.1 -0.5 0.0
Alternative Scenario 2: 0.9 1.0 0.3 0.0
Unemployment® 6.6 6.4 6.3 6.2
Alternative Scenario 1: 6.6 6.7 6.6 6.2
Alternative Scenario 2: 6.5 6.1 6.2 6.2
Repo rate* -0.5 -0.3 0.2 0.9
Alternative Scenario 1: -0.5 -0.5 0.0 0.9
Alternative Scenario 2: -0.2 0.3 0.7 0.9
World GDP, KIX-weighted® 2.5 24 24 24
Alternative Scenario 1: 2.5 1.8 2.1 3.0
Alternative Scenario 2: 3.1 2.8 1.8 2.0
Net lending® 0.3 0.6 14 2.1
Alternative Scenario 1: 0.3 0.4 1.3 2.1
Alternative Scenario 2: 0.3 0.7 1.4 2.1

ICalendar-adjusted values.

ZThe difference between actual and potential GDP as a percentage of potential GDP.

315-74 years, percentage of labour force.

* Annual average.

SGDP forecasts weighted with KIX weights, a measure of Swedish foreign trade with various countries.
®In the general government sector. Per cent of GDP.

Source: Own calculations.

The effects on the general government finances are also relatively limited
in this alternative scenario. General government net lending improves
marginally, in part due to higher tax revenues arising from stronger
growth in the wage bill.

4.2 Comparison with the 2016 Convergence Programme

GDP growth for 2016 has been revised down in relation to last year’s
programme. Weaker total consumption was the main reason for the
downward revision. Growth is expected to be higher in both 2017 and
2018 compared to last year's Convergence Programme. This is based on
the assessment that exports and investments will make a stronger
contribution to demand growth. General government consumption is
now expected to be weaker than in the last Convergence Programme.
The forecast concerning asylum applications has been revised down,
leading to reduced expenditure for migration and integration.
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Table 4.2 Comparison with the 2016 Convergence Programme

Annual percentage change in volume and per cent of GDP

2016 2017 2018 2019 2020

GDP, percentage change in volume

Convergence Programme 2016 3.8 2.2 1.8 2.1 --

Convergence Programme 2017 3.3 2.6 2.1 2.0 2.5

Difference, percentage points -0.5 0.4 0.3 -0.1 --
General government net lending, per cent of GDP

Convergence Programme 2016 -0.4 -0.7 -0.4 0.1 --

Convergence Programme 2017 0.9 0.3 0.6 1.4 2.1

Difference, percentage points 1.3 1.0 1.0 1.3 --
Consolidated gross debt, per cent of GDP

Convergence Programme 2016 42.5 41.1 40.3 39.1 --

Convergence Programme 2017 41.6 39.5 37.3 34.7 314

Difference, percentage points -0.5 -1.2 -2.6 -4.0 -

Sources: Statistics Sweden and own calculations.

5 Long-term sustainability of the fiscal policy

This section assesses whether fiscal policy is sustainable in the long-
term. The aim of the analysis is to identify and evaluate, in ample time,
factors and trends that may affect sustainability so that measures can be
taken at an early stage to assure confidence in the fiscal policy. If the
necessary changes are postponed, the problems are usually exacerbated
and the change process becomes more difficult, so that more extensive
measures must be implemented at a later stage and often in more
disorganised forms.

Experience shows that an unsustainable fiscal policy can lead to
serious interventions in tax-funded operations, resulting in high socio-
economic costs. As a result of large, growing government debts, several
crisis-hit countries have been forced to adopt emergency crisis measures
instead of implementing reforms that promote stable, long-term growth.
Strong general government finances create the prerequisites for
constructive Crisis management.

Sweden is facing several changes that may subject the economy to
stresses and which therefore require careful monitoring. A rising average
life expectancy is positive in and of itself, but an ageing population may
also present challenges through higher public expenditure for long-term
care and healthcare services. In addition, large numbers of mainly
younger people have migrated to Sweden in recent years; among else,
this is increasing the need for labour market training and places in
compulsory and upper secondary school as well as in higher education.
Over the long term, positive net migration makes it easier to manage the
effects of a higher average life expectancy on the general government
finances if the majority of arrivals enter employment. The pressure on
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the general government finances will be reduced by extending working
life in pace with increases in average life expectancy, increasing
employment in groups where the employment rate is lower, improving
public health and producing tax-funded services with lower resource
inputs.

5.1 Demographics and the general government finances

The size and composition of the population will change rapidly in the next 15
years

The Swedish population is expected to grow by about 1.5 million people
between 2015 and 2030. This assessment is based on the population
forecast issued by Statistics Sweden in October 2016, which updates the
regular forecast from May 2016. The update takes into account the
Migration Agency’s migration forecast from October 2016. The
population, which was nearly 10 million at the end of 2016, is expected
to grow to around 11 million by the end of 2026 and around 11.5 million
by 2033. This is an average annual increase of around 100 000 people, or
almost 1.0 per cent per year, which is a high growth rate by historical
comparison. Children and young people under the age of 20 account for
around a third of this increase and the working-age (20-69) population
for almost 40 per cent. The remainder of the increase is in the 70+ age
bracket.

Chart 5.1 Change in population compared to 2015
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Chart 5.1 shows that the numbers of children and youth and people of
working age are expected to rise unusually quickly until 2020, as inward
migration is expected to be particularly high from an historical
perspective, while the oldest segment of the population, peop