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Foreword

The Fiscal Policy Council is tasked with monitoring and analysing
fiscal policy. The Council also aims to promote more public debate in
soclety about economic policy.

The Council consists of six members. Since the previous report in
May 2015, the appointments of Anders Bjorklund and Irma
Rosenberg have come to an end. Harry Flam and Cecilia
Hermansson are new members of the Council.

The Council is assisted by a secretariat consisting of Joakim
Sonnegird (Head of Agency), Niklas Frank (Deputy Head of Agency
and Senior Economist), Karolina Holmberg (Senior Economist),
Georg Marthin  (Economist) and Asa Holmquist (Head of
Administration).

This is the Council’s ninth report. The analytical work was
completed on 29 April. The Council has commissioned five
background papers. They will be published in the Council's
publication series, Studier i finanspoffitkdies in fiscal policy):

1. Lina Aldén and Mats Hammarstedt — Flyktinginvandring:
sysselsdttning, forvirvsinkomster och  offentliga  finanser
[Refugee immigration: employment, professional income and
public finances].

2. Anne Boschini - Regeringen och den ckonomiska
jamstilldheten: En granskning av budgetens bilagor om
fordelningen av ekonomiska resurser mellan kvinnor och min
1989-2016 [The Government and economic equality: a review of
the annexes to the budget on the distribution of economic
resources between women and men)].

3. DPeter Englund - En mer neutral Kkapitalbeskattning:
Fordelningseffekter av begrinsade rinteavdrag [More neutral
capital taxation: distribution effects of limited interest
deductions].

4. Lennart Flood - Effekter av oOkad beskattning pa
arbetsinkomster [Effects of increased taxation on income from
employment].



5. Elin Ryner - Fordelningseffekter av begrinsade ranteavdrag och
torindrad fastighetsavgift: Metod och Data. [Distribution effects
of limited interest deductions and changes to the property
charge: methodology and data].

We have received many valuable comments. We would particularly
like to thank all those who have presented reports at Council working
meetings: Lina Aldén, Anne Boschini, Peter Englund, Ola Esaiasson,
Lennart Flood, Mats Hammarstedt, Madelene Hikansson, Erik
Hoglin, Markus Karlsson, Anders Lundbeck, Ingvar Mattson,
Kristian Nilsson, Sven-Olof Lodin and Elin Ryner.

Our dialogue with colleagues at the National Institute of
Economic Research is wvaluable in our work. Discussions with
Charlotte Berg, Bjorn Carlén, Erik Jonasson, Pelle Marklund, Karine
Raoufinia, Eva Samakovlis, Asa Olli Segendorf and Ida Hikkinen
Skans throughout the year were especially helpful. Aila Ahsin and
Tommy Persson provided the Council with excellent administrative
support.

Finally, we would like to join with the whole of the secretariat in
thanking Per Eckefeldt, Mattias Erlandsson, Jonas Fischer, Peter
Gustafsson, Torbjorn Halldin, Maria Hesselman, Jonas Iversen,
Hiakan Jonsson, Albin Kainelainen, Magnus Lindskog, Jacob
Lundberg, Johanna Modigsson, Stefan Palmqvist, Malin Persson,
Katarina Richardsson, Per Olof Robling, Carlos Rojas, Hans Sacklén,
Susanne Spector, Asa Sterte, Goran Zettergren, Johanna Astrom,
Pernilla Wasén and Ann-Sofie Oberg for their interesting views and
constructive comments,

Stockholm, 29 April 2016

John Hassler Yvonne Gustafsson
Chairman Deputy Chair
Hilde C. Bjornland Harry Flam

Cecilia Hermansson Oskar Nordstrom Skans
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Abbreviations

LFS
BP
GDP
ESV

EU
FASIT
HEK
IMF
ISF

NIER
MTO

OECD

RiR
SCB
SOU

TRIF
UNHCR
Ea

VP

VAB

AP

Labour Force Surveys

Budget Bill

Gross Domestic Product

Ekonomistyrningsverket (Swedish National Financial
Management Authority)

European Union

Distribution analysis system for income and transfers
Household Finances (Statistics Sweden)
International Monetary Fund

Inspektionen for socialférsiakringen (Swedish Social
Insurance Inspectorate)

National Institute of Economic Research

Medium term objective

Migrationsverket (Swedish Migration Agency)
Organisation for Economic Cooperation and
Development

Riksrevisionen (Swedish National Audit Office)
Statistiska centralbyran (Statistics Sweden)

Statens offentliga utredningar (Swedish Government
Official Reports)

Aggregated income distribution statistics

United Nations High Commissioner for Refugees
Expenditure area

Spring Fiscal Policy Bill

Spring Amending Budget

Old-age pension system
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The Fiscal Policy Council's remit

The Fiscal Policy Council has been instructed' to review and evaluate
the extent to which the fiscal and economic policy objectives
proposed by the Government and decided by the Riksdag are being
achieved, and thus to contribute to more transparency and clarity
about the aims and effectiveness of economic policy.

In particular, the Council, with the Spring Fiscal Policy Bill and
the Budget Bill as a basis, is required to assess whether fiscal policy is
consistent with:

1. long-term sustainable public finances, and

2. budgetary targets, particularly the surplus target and the
expenditure ceiling.

The Council, with the Spring Fiscal Policy Bill and the Budget Bill as
its basis, is also required to:

1. assess whether the fiscal stance is consistent with the cyclical
position of the economy,

2. assess whether fiscal policy is in line with healthy long-term
sustainable growth and leads to long-term sustainable high
employment,

3. examine the clarity of these bills, particularly with respect to the
stated basis for economic policy and the reasons for proposed
measures, and

4. analyse the effects of fiscal policy on the distribution of welfare
in the short and long term.

The Council may review and assess the quality of the forecasts
presented and the models on which the forecasts are based.

The Council also works to stimulate more public debate on
economic policy.

1 SES 2011:446.
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The fiscal policy framework

The fiscal policy framework consists of the fundamental principles
that fiscal policy needs to follow to be sustainable in the long term.'
Some of these principles are governed by law, while others follow
practice.

Budgetary policy is a core component of the fiscal policy
framework. The budgetary framework includes a surplus target for
general government net lending, an expenditure ceiling for central
government expenditure, excluding interest expenditure, and for
expenditure on the old-age pension system, and a balanced budget
requirement for local authorities.

Under the Budget Act, the Government is required to present a
proposed target for general government net lending. The Riksdag has
established that net lending should average 1 per cent of GDP over
an economic cycle.

Under the Budget Act, the Government has to propose an
expenditure ceiling for the third year ahead in the Budget Bill. The
Riksdag sets the expenditure ceiling. Under the expenditure ceiling,
there is customarily a budget margin of a specified size. This is
mainly there to act as a buffer if expenditure increases in an
unexpected way because of cyclical developments.

The expenditure ceiling is the overarching restriction in the
budget process. In this process, priorities are set for different
expenditure types, and expenditure increases are considered in the
light of a predetermined total fiscal space provided by the
expenditure ceiling and the surplus target. The main thrust is that
proposals for expenditure increases in an expenditure area have to be
covered by proposals for expenditure cuts in the same area.

Since 2000 there has been a balanced budget requirement in effect
in the local government sector. The balanced budget requirement
states that each municipality and county council must plan for a
balanced budget unless there are exceptional circumstances.

The Government has drawn up a number of principles to guide
stabilisation policy. The most important contribution of fiscal policy
towards stabilising the economic situation is to maintain confidence

!'"This summary is based on Ministry of Finance (2011).
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in the long-term sustainability of the public finances. In the event of
normal demand shocks, monetary policy will stabilise both inflation
and demand in the economy. The Government then sees no reason
to take any active fiscal policy measures. Given shocks of this kind,
fiscal policy will have a countercyclical effect via the automatic
stabilisers.

In the event of very large demand and supply shocks, an active
fiscal policy may be needed. In this case, the fiscal measures will help
to limit the rise in unemployment, reduce the risk of unemployment
becoming entrenched and mitigate the consequences for particularly
vulnerable groups.

The stabilisation policy measures should also be designed in such
a way that they do not prevent net lending from returning to a level
compatible with the surplus target when utilisation of resources
returns to normal.

In financial crises, the Government believes that it has to take
special measures to contribute to financial stability. The Government
assumes that the consequences of such measures to public finances
should be limited. Any losses arising in the financial sector must
initially be borne by the credit institutions themselves, their
shareholders and others who have contributed risk capital.
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Summary

The main task of the Fiscal Policy Council is to review and evaluate
the extent to which fiscal and economic policy objectives are being
achieved. Our principal conclusions are as follows:

Economic conditions and stabilisation policy

1.

Swedish GDP grew by 4.1 per cent in 2015. The upturn was
broad-based, with exports, investments and household
consumption increasing. Most analysts believe that the Swedish
economy will enter a period of high economic activity in 2016. At
the same time, there are significant risks of a weaker international
economy.

Despite the strong cyclical position, fiscal policy remains
expansive. However, stabilisation policy considerations suggest
that fiscal policy should be considerably more restrictive in the
years 2016-2018 than the policy that the Government is
presenting in its 2016 Spring Fiscal Policy Bill.

The surplus target and the expenditure ceiling

3.

The Council notes that there is a significant deviation between
net lending and the requirements of the surplus target, despite
the fact that the economy is entering a period of high economic
activity. According to the Government’s own calculations, only a
small part of this deviation can be explained by temporarily high
expenditure for asylum immigration.

The Government was previously clear in its use of the ‘krona for
krona’ principle for financing all reforms, which could be viewed
as a commitment to reinforce structural net lending at a rate
consistent with fully financed reforms. The Council notes that
this principle has been abandoned. There are now no
commitments as to when and how the surplus target is to be
achieved.

The Government is obliged to take action to comply with the
expenditure target if it is under threat, but it should have
refrained from using accounting measures at the end of 2015 to

11
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increase the likelihood of complying with the expenditure ceiling
in 2016.

There are worrying developments in several expenditure areas.
These include, but are not limited to, the cost of asylum
immigration. Health insurance expenditure is rising rapidly.
Expenditure on assistance compensation has been increasing
steadily for a long time. There are a number of deficiencies in
the structure of the system that have been thoroughly
investigated and are well known. We believe that a
comprehensive reform of the assistance system is needed in
order to slow this growth in expenditure.

The Government has not presented any arguments against active
budgetary consolidation measures, even though there is a
deviation from the surplus target. Nor is there any commitment
to finance unforeseen expenditure increases or reforms. All in
all, this is a breach of the fiscal policy framework.

Followp on the surplus target

8.

Viewed in the long term, the surplus target has not been
achieved. This indicates that the system of following up on and
resolving deviations is not working, If the surplus target is
lowered, it is even more important that it is achieved.
Deficiencies in follow-up should be rectified as a matter of
urgency.

Longerm sustainability

9.

10.

The retirement age needs to be raised gradually in order for
public finances to be sustainable in the long term and to
generate acceptable pensions. The custom of retiring at the age
of 65 needs to be changed.

Unless integration of newly arrived immigrants into the labour
market is improved, asylum immigration will be a further long-
term burden on public finances.

Employment aimémployment

11.

The Council believes that the Government will not achieve its
target of the lowest unemployment rate in the EU by the year
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2020. The main reason for this assessment is the fact that, for
institutional reasons, youth unemployment among students
represents a comparatively high proportion of unemployment in
Sweden.

12. In the 2015 report we highlighted the risks from the conflicts
between the Government’s unemployment targets and other
economic policy targets. The risk that, for example, credit-
financed fiscal stimuli will cause the economy to overheat is a
real one, as the Government has stated that the unemployment
target will guide economic policy.

13. The Council believes that it would be better for the Government
to reformulate its unemployment target into separate targets for
different groups. Examples of such targets are a target to
improve integration into the labour market for asylum
immigrants, a target for quicker entry into the labour market for
young people and a target for a gradual increase in the
retirement age.

Asylum immigration and integration into the labour market

14. Asylum immigration was exceptionally high in 2015. Experience
tells us that it will take a long time for new arrivals to find work.
A particular concern is the high level of unemployment and
what is by Swedish standards a very low level of employment
among people born in Africa and Asia. This situation has not
improved despite the strong economic recovery in recent years.

15. We agree with the Government that the high level of asylum
immigration justifies educational initiatives, increased labour
market initiatives and more subsidised employment. We do,
however, believe that it is also necessary to stimulate the creation
of more jobs with low qualification requirements in both the
private and public sectors. New forms of employment with
lower wages may be a tool to stimulate such a trend.

16. Lower starting wages will probably have little effect on overall
employment, but the effects may be greater for weak groups. We
believe that there is little risk that a deviation from current
minimum wage levels will spill over into lower wages for other

groups.

13
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17. Wage setting is a matter for the social partners. The Council
does, however, believe that the Government should urgently
appoint a commission of experts charged with supporting the
social partners in their work to improve labour market
integration and to draw up other proposals for measures to
facilitate the transition of new immigrants into the labour
market.

The housing market

18. It is unclear whether the measures now under discussion to
dampen the trend in house prices and household debt —
mortgage requirements and a debt ratio ceiling — will be
appropriate and sufficient to create the conditions for stable and
long-term sustainable development. Other measures, e.g. limits
on interest deductions and an increased property charge ceiling,
should not be discounted.

19. The Council has commissioned an analysis of the effects of
limiting interest deductions and increasing the property charge
ceiling. This analysis shows that the effects on disposable
income of a limit on interest deductions are small are small and
generally increase with income. An increase in the property
charge ceiling has an even clearer progressive distribution
profile.

Income distribution and economic equality between women and men

20. Between 1995 and 2014 income rose in all areas of the income
distribution, while income differences showed a rising trend. The
biggest increase in income differences occurred between 2007
and 2010. Households with income below the median level were
then doing worse than other income groups, while the very
highest incomes rose significantly. The percentage of people in
absolute poverty has remained approximately constant since
2007, while the percentage of people in relative poverty has
increased substantially during the same period.

21. The Council has carried out a review of the Government’s
annexes on economic equality to the Budget Bills for 1989-2016.
We find that they provide a good description of the distribution
of economic resources between women and men. The Council
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does, however, believe that the analysis in the annexes can be
developed. The Government should specify time-based targets
for economic equality and regularly evaluate the policy for
achieving these targets.

Infrastructure

22.

23.

24,

In last year’s report the Council discussed the economic
significance of the transport infrastructure and the obvious
shortcomings in the system for prioritising between different
projects. We suggested that a framework for decisions on
infrastructure should be introduced. The objective of such a
framework should be to clarify the economic deliberations
without restricting the political decision-making powers. Despite
the importance of this area of policy, the Budget Bill for 2016
does not contain any discussions of such a framework.

It has been suggested that investments in high-speed railways
between Stockholm and Gothenburg/Malmé  should be
financed by loans from the National Debt Office instead of
normal public funding. The choice between these forms of
financing does not affect net lending, so it does not affect the
surplus target either. By contrast, the suggested method of
financing would mean that the investment is exempted from the
review of expenses and operations involved in a normal
budgetary process. The fact that the costs are so high is an
argument for more thorough review, not less.

The planned investments in high-speed railways are considered
to be very unprofitable in economic terms. This is true
regardless of how the investments are financed. These
investments should therefore not be implemented.

Caution in calculations of behavioural effects

25.

When calculating the additional tax revenues generated by pro-
posed tax increases, the Government ignores the fact that
weaker incentives have a negative impact on labour supply. Tax
revenues will thus increase by far less than the Government

15
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assumes. The Government’s reforms are thus partly financed by
income that will probably not be realised.

Climate policy

206.

27.

28.

The Council argues that Swedish climate policy should be
formulated so that it contributes to reducing global greenhouse
gas emissions at the lowest possible economic cost. In its Budget
Bill for 2016, the Government explains that it intends to scale
down initiatives outside the country and instead increase
initiatives within Sweden to reduce greenhouse gas emissions.
This shift in policy means an increase in the costs of reducing
greenhouse gas emissions.

There is no empirical support to suggest that a Swedish climate
policy that is stricter than that of the outside world will enhance
Sweden’s competitive strength. Such a perception should
therefore not inform Swedish climate policy.

The Council’s view is that the major global challenge is to reduce
carbon emissions from coal in a cost-effective way. The Council
therefore believes that Swedish climate policy over the coming
decades — in addition to the commitments Sweden has within
the EU — should focus on measures that contribute directly or
indirectly to phasing out the use of coal in the world. It is not
obvious that the current focus of climate policy on a rapid
reduction in the use of oil in Sweden contributes to such a trend.
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1 The economic situation

Chapter 1 provides a general picture of the economic situation. The
Council discusses and evaluates the Government’s economic policy
in the light of this in subsequent chapters. The Council does not
make its own economic forecasts; the chapter is based on material
published by other analysts and forecasters.

Section 1.1 provides an international overview. Section 1.2
describes economic developments in Sweden. Section 1.3 gives a
picture of the state of the labour market. Section 1.4 provides an
overview of how income distribution has developed, and section 1.5
summarises the Council’s assessments and recommendations.

1.1 The international economic situation

The global economic recovery remains sluggish. In several growth
economies, GDP growth actually slowed in 2015." The situation is
particularly tough in Brazil and Russia, which are experiencing deep
recessions. Falling oil prices have sharply reduced Russian export
income, which is holding back investments and forcing the Russian
government into consolidation measures. Developments in Brazil are
problematical in many ways, with falling demand, high inflation and
an increasingly uncertain political situation. In China the growth rate
has been much lower for a few years now than it was in the 1990s
and 2000s. This is partly because of a ‘re-balancing’ of the Chinese
economy towards more consumption-driven growth. Chinese
decision-makers now need to address the need for far-reaching
structural reforms while also ensuring that these reforms do not
cause a drastic fall in domestic demand in the short term. There are
other risks that the Chinese regime also has to tackle. It is very
unclear, for example, just how great are the problems within the
Chinese banking sector. The current uncertainty surrounding
developments in China is a factor in slowing the global economic
recovery.

! The growth economies now make up the greater part of the global economy: in 2014 the growth
economies accounted for 58 per cent of the wortld’s GDP expresses in purchasing power-adjusted
cutrencies; The Economist (2015).
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In the OECD countries, growth is weak. One reason for this is
that private and public-sector debt is hampering economic
development. Because inflation is so low in the OECD counttries, the
total debt is not diminishing. Households and businesses are
therefore forced to save in order to pay off their debts. Weak
investment growth and subdued productivity growth have also
affected the recovery thus far. The Japanese economy continues to
grow slowly. This growth is inhibited by slow development for
exporters and weak domestic demand. Unemployment is high in the
Eurozone, and capacity utilisation is low. And despite the low
interest rates, low oil prices and a weakened euro, investment growth
has been weak.

Table 1.1 GDP growth 20157 2017

Percentage change 2015 2016 2017
World 3.1 3.2 35
USA 2.4 2.4 25
Eurozone 1.6 15 1.6
Japan 0.5 0.5 -0.1
Brazil -3.8 -3.8 0.0
India 7.3 7.5 7.5
China 6.9 6.5 6.2
Russia -3.7 -1.8 0.8
Finland 0.4 0.9 11
Denmark 1.2 1.6 1.8
Norway 1.6 1.0 15

Note: The table shows the annual percentage change in real GDP.
Source: IMF (2016).
The great flows of refugees into Europe2 will mean increased public
spending in the coming years. For the whole of the Eurozone the
effect is relatively small but for some countries, such as Germany,
Austria and Sweden, it is considerable.

Norwegian growth is largely driven by investments in the oil
sector. Low oil prices are now slowing the rate of investment and
economic development in that country. Among other things, the fall

2The UNHCR estimates that there wete some 60 million refugees in the world in 2015. According to
Eurostat, 1,322,190 sought asylum in an EU country in 2015.



Swedish Fiscal Policy 2016

in oil prices has helped to weaken the Norwegian krone, which has
caused the rate of inflation to increase sharply. This too has helped to
dampen domestic consumption and the rate of growth in the
Norwegian economy.

Development in Finland is also weak. After three years of negative
growth, GDP rose by 0.3 per cent in 2015. Apart from the domestic
structural problems burdening the Finnish economy, it is also heavily
dependent on developments in Russia, where GDP fell sharply.
Growth in the Finnish economy is expected to pick up slightly in
2016 and 2017.

In the USA the economic recovery has progressed further than in
Europe. There is every sign that the recovery will continue during the
year, but it will be a few years before resource utilisation can be
considered normal. At the end of December, the Federal Reserve
raised its base rate for the first time since 2007. However, this
normalisation of US monetary policy carries a potential threat to
recovery in the growth economies. If the Federal Reserve raises its
base rate too quickly, this could put a brake on development in the
rest of the world.

It is true that global economic activity is increasing slowly, but this
development does mean that, if no negative risks come to fruition,
global trade may be strengthened. This will favour an export-
dependent country like Sweden.

However, the risks of weaker international economic
development have increased in the past year. Inflated asset prices
mean that the risk of a major fall in prices is considerable. In the
Eurozone it also remains unclear how great the problems are within
the banking sector. The limited scope in central government finances
for fending off the consequences of a major drop in asset prices will
make it difficult to maintain demand in such a situation.

Raw material prices, particularly the price of oil, continued to fall
in 2015 and are now at a historically low level. This does stimulate
demand in those economies that import oil and other raw materials,
but it holds back investment in raw material exporting countries.

Geopolitical uncertainty remains high, and this is hampering
economic development. The international conflicts in the Middle
East are spreading uncertainty across the world too. The flows of
refugees into Europe have increased fast, but they are not so great as
to have any significant direct impact on economic development in

19
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Europe in the next few years. The lack of any consensus within the
EU as to how refugee policy should be shaped and how the costs
should be distributed are problematical, however. Together with the
forthcoming referendum in the UK on a possible exit from the EU,
and the continued problems in Greece, this could seriously damage
confidence in the EU as an institution. If the EU countries do not
manage to address these problems in a constructive manner, this
could have a negative impact on economic development in the
Union.

1.2 Developments in Sweden

The Swedish economy grew strongly in 2015, and the prolonged
slump after the financial crisis is now turning into a period of high
economic activity. Swedish GDP grew by 4.1 per cent in 2015. The
upturn was broad-based: exports increased, as did investments, while
household consumption continued to rise. Greater public spending
as a result of refugee immigration also contributed, but was not a
crucial factor in the increasing growth. The National Institute of
Economic Research believes that Sweden will enter a period of high
economic activity from the beginning of 2016.

5 NIER (2016b).
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Figure 1.1 GDP development and expenditure components, 19941
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Note: The solid line indicates a change in GDP at constant prices, in relation to the previous year. The

columns show how the various expenditure components contributed to the change in GDP.

Soutce: NIER (2016b).

21



Table 1.2 Key macroeconomic indicators for the Swedish economy

BP16 VP16

September 2015 April 2016
2015 2016 2017 2015 2016 2017
GDP 2.6 25 2.8 4.1 3.8 2.2
Output gap -1.1 -0.6 0.0 -0.9 0.2 0.5
Employment 1.3 15 1.4 1.4 1.7 1.6
Unemployment 7.6 7.1 6.5 7.4 6.8 6.3
CPI -0.1 1.0 1.9 0.0 0.9 1.6
Financial net lending -0.9 -0.9 -0.5 0.0 -0.4 -0.7
Structural net lending -0.4 -0.4 -0.3 0.2 -0.2 -0.7
Gross debt 43.8 42.7 41.6 43.4 42.5 41.1

NIER NIER

August 2015 March 2016
2015 2016 2017 2015 2016 2017
GDP 3.0 3.1 2.6 4.1 35 2.3
Output gap -1.5 -0.7 0.1 -0.5 0.6 1.1
Employment 11 1.4 1.6 1.4 1.7 1.4
Unemployment 7.7 7.5 7.0 7.4 6.7 6.3
CPI 0.1 1.0 2.2 0.0 0.8 1.2
Financial net lending -1.5 -1.0 -0.5 -0.3 -0.3 -0.6
Structural net lending -0.8 -0.5 -0.5 -0.2 -0.4 -1.0
Gross debt 43.7 42.8 42.3 43.4 41.7 41.1

Riksbank Riksbank

September 2015 April 2016
2015 2016 2017 2015 2016 2017
GDP 3.1 34 2.6 4.1 3.7 2.7
Output gap -1.9 -0.7 0.1 -0.9 0.3 1.0
Employment 1.2 1.2 1.3 14 1.6 1.1
Unemployment 7.6 7.2 6.9 7.4 6.8 6.6
CPI 0.0 1.8 2.8 0.0 1.0 1.9
Financial net lending -1.4 -0.8 -0.4 -0.3 -0.3 -0.3

Note: Output gap is specified as a percentage of potential GDP, unemployment as a percentage of the
labour force (aged 15-74) and general government net lending and gross debt as a percentage of GDP.
Other figures are specified as an annual percentage change.

Sources: BP16, VP16, NIER (2015a), NIER (2016b) and Riksbank (2015¢), Riksbank (2016) and own
calculations.

A major reason for the improved economy is the expansive
economic policy. Fiscal policy was expansive in the period 2009—
2014, resulting in a fall in structural net lending in the public sector.

The policy changed in 2015 to become less expansive as the ‘krona-
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for-krona’ principle guided policy design.* This year and next,
however, structural net lending will fall as a result of asylum
immigration. This means that fiscal policy will again be more
expansive, although there will not be any unfinanced expenditure
reforms. As we are now moving into a period of high economic
activity, this means that fiscal policy this year and next is procyclical.
Monetary policy has also been expansive for some years now. Low
interest rates and the weak krona are stimulating consumption,
investments and Swedish exports. Overall, this means that economic
policy is stimulating demand at a time when it should rather be
reducing the level of activity in the economy.

Household income and wealth have been increasing for several
years, and lending, mainly in the form of mortgages, has continued to
grow strongly. The strong upward trend in property prices is not
sustainable in the longer term. The rising levels of indebtedness in
the household sector are increasing vulnerability in the economy.’
Although household saving has risen to a historically high level of
around 16 per cent, the savings are unevenly distributed, and when
interest rates rise in a few years, this could create financial instability
which, in the worst case, could trigger a deep recession.’

1.3 Developments in the labour market

The labour market continues to improve. The employment level at
the end of 2015 was approx. 67 per cent (Figure 1.2). The
employment level has risen in all age-groups if we compare with the
last five years. The increase among young people (aged 20-24) is
particularly clear.

The labour force has also grown, albeit more slowly. At the end of
2015 it stood at approx. 72 per cent (Figure 1.2). Since 2008, persons
born outside Sweden have accounted for all of the growth in
population and the labour force among people of working age (16—
64). Most of these were born in a country outside Europe. The

*The krona-for-krona principle means that all reforms proposed by the Government are fully financed.
5 For a mote detailed discussion, see e.g. Riksbank (2015a) or FI (2013).

¢ In Fiscal Policy Council (2013), we discussed houschold debt and the trend in property prices, and the
risks that we saw in these. The Government has done very little since 2013 to check household debt and
the growth in property prices. The trends that we described in our 2013 report have also persisted.
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labour force is expected to go on growing in the coming years. The
increase will come entirely from immigration.

Figure 1.2 Actual and age-adjusted labour force participation and
employment level (aged 15-74)

Percentage of population Percentage of population
76 ~ r 76
74 74
72 72
70 70
68 68
66 66
64 64
62 : T : T : T r T r T r T r T 62
2001 2003 2005 2007 2009 2011 2013 2015
Relative workforce ~  ===---- Adjusted employment rate

——————— Adjusted relative workforce Employment rate

Note: Data represents trends calculated from LFS monthly surveys. The age composition of the
population is held constant at 2001 levels (January) and employment and the labour force are projected
in each age group (15-19, 20-24, 25-34, 35—44, 45-54, 55-64 and 65—74) with the aid of the actual
employment level and actual labour force participation for each age group. The adjusted employment
level and adjusted labour force participation therefore show developments adjusted for demographic
changes in the population.

Source: Statistics Sweden (2016a) and own calculations.

The strong domestic economy is creating the conditions for good
growth in employment in the coming years. The stimulus to demand
coming from the unexpectedly high level of asylum immigration is
also expected to lead to higher employment, in both the public and
private sectors, and hence also to lower unemployment in the short
term. The longer-term trend is more uncertain. Refugee immigration
has so far caused a large upward adjustment to the working-age
population. But it will probably take a long time for the new arrivals
to find work. Unemployment may therefore very well increase
substantially in 2017-2018. The population increase also affects the
employment level, which is only expected to increase marginally in
the next few years. How labour force participation and employment
develop for the population as a whole is dependent on factors such
as demographic changes.
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In the last decade, the proportion of older people in the population
has increased, which has helped to slow the increase in labour force
participation. If we adjust for demographic changes, the trend is thus
even more positive. In the last decade, age-adjusted labour force
participation has increased from just over 71 per cent of the
population to just over 74 per cent. Adjusted for demographic
changes, the level of employment has risen from 66 per cent to just
over 69 per cent (Figure 1.2).

Figure 1.3 Unemployment and the percentage of long-term
unemployed

Percentage of workforce Percentage of workforce
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Soutce: Statistics Sweden (2016a).

Since the beginning of 2014, employment has grown faster than the
labour force, so unemployment has fallen. At the start of 2016,
unemployment stood at 7.1 per cent.” Figure 1.3 shows that the
proportion of long-term unemployed, i.e. people out of work for at
least 27 weeks, has fallen since the beginning of 2015.

1.3.1 Government target for unemployment

The Government has set a target for employment policy expressed in
terms of unemployment. The target has been defined such that the
number or people in work and the number of hours worked in the

7 If we apply a demographic adjustment to unemployment in the same way as in Figure 1.2, this adjusted
value will be a touch higher than the value for actual unemployment.
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economy should increase to the point where Sweden has the lowest
unemployment in the EU by 2020.” The Government has stated that
the unemployment target will drive economic policy.’

As of now, unemployment in Germany is the lowest in the EU, at
4.4 per cent, while Sweden has an unemployment rate of 7.1 per cent
(Figure 1.5).

Figure 1.5 Unemployment in Europe

Percentage of workforce Percentage of workforce
12 - - 12

2006 2008 2010 2012 2014
Sweden — — — Germany

Note: Data seasonally adjusted.

Source: Eurostat (2016).

An alternative way of assessing how far unemployment is from the
target is to analyse the level of ‘structural unemployment’
(equilibrium unemployment, i.e. unemployment purged of economic
fluctuations) in different EU countries. In Figure 1.6 we can see that
structural unemployment in Sweden stands at 6.5 per cent, against 5
per cent in Germany. The difference is equivalent to approximately
78 000 jobs.

For Sweden to be able to achieve its target of the lowest
unemployment within the EU by 2020, structural unemployment
therefore needs to be reduced. According to the Government, this
also has to be achieved through increased employment and not

8 BP15, p. 38.
9 See e.g. VP16, p. 22.
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through a reduction in labour force participation. The Council
believes that it will be very difficult to achieve this target."

Figure 1.6 Structural unemployment in the EU, 2015
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One reason for this view is the fact that youth unemployment
represents a comparatively large proportion of unemployment in
Sweden. Institutional differences in the education system and
students’ employment status during their education play a major part
in these differences. In 2015, for example, a third of all unemployed
people were full-time students according to the LES.

Another reason is that the exceptionally high Swedish labour
supply probably reflects the fact that even people with relatively poor
job prospects participate in the Swedish labour market. According to
the LFS, persons with relatively poor job prospects (vulnerable
groups), i.e. less well-educated and older people and persons born
outside Europe, made up just over half of all those unemployed in
2015 (Figure 1.7). In the EU countries where labour force
participation is lower, it is likely that more of the people with poor

10 See Fiscal Policy Council (2015), p. 87-92, for a more detailed discussion.
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job prospects remain outside the labour force. This means that
achieving the lowest unemployment level in the EU may present a
greater challenge to Sweden than to other countries, primarily if the
country wishes to retain its high labour force participation.

Figure 1.7 Percentages and numbers in vulnerable groups
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Note: Vulnerable groups are people born outside Europe, people with only pre-upper secondary
education and people aged over 55 when they become unemployed.

Source: Statistics Sweden (2016a).

The percentage of vulnerable groups among the unemployed can be
expected to increase further in Sweden over the next few years as a
consequence of the high level of refugee immigration, as newly
arrived refugees tend to have more — and longer — periods of
unemployment than other groups. As shown in Figure 1.8, the fastest
growing category among the vulnerable groups were those born
outside Europe, and this was the case even before the increased level
of refugee immigration in the autumn of 2015.

The likelihood of the vulnerable groups finding employment will
probably decrease further relative to other EU countries if we
consider the difference in wage dispersion. Figure 1.9 shows that
minimum wages in Sweden are high. There are ways of
circumventing this to some extent, such as by wage subsidies
intended to reduce wage costs for groups with a poor foothold in the
labour market. However, wage subsidies are time-limited and carry
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administrative costs for employers, which will probably weaken the
effect of demand for workers.

Figure 1.8 Vulnerable groups
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Note: As there is some overlap between the categories, the figures do not add up to 100 per cent.
Source: Statistics Sweden (2016a).

Opverall, the Council believes that it will be very difficult for the
Government to achieve its target of the lowest unemployment in
Europe by 2020 by means of increased employment without very
significant structural reforms. The main reason for this view is the
fact that youth unemployment represents a comparatively large
proportion of unemployment in Sweden. As stated above,
institutional differences in the education system and students’
employment status during their education play a major part in these
differences. The differences in youth unemployment between
Sweden and other EU countries may therefore be expected to persist.
Another factor is the amount of refugee immigration in 2015. It will
probably take a long time for the new arrivals to find work.
Unemployment may therefore very well increase markedly in 2017—
2018. There is reason to believe, therefore, that the trend in the
labour market in the next few years will reduce the chances of the
Government attaining its unemployment target.
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Figure 1.9 Minimum monthly wages in the EU
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Note: SE1 represents local government: 19 years or over with no steady job. SE2 represents hotels and
restaurants: 20 years or over with no steady job. SE3 represents retail: 20 years or over with no steady
job.

Source: NIER (2016b).

1.3.2 A divided labour market

The positive trend in the Swedish labour market as a whole masks an
increased division. In the third quarter of 2015, the level of
employment among those born in Sweden and aged 16—64 was 81.4
per cent. This should be compared with 65.5 per cent for those born
abroad, and 58.2 per cent for those born outside Europe. Figure 1.10
highlights the level of employment for individuals from the birth
regions that will grow fastest in the Swedish labour market in the
coming years, i.e. persons born in Africa and Asia. As there is a great
demographic difference between persons born in Sweden and those
born in Africa and Asia, we show labour force participation and
employment for the population aged 20-64. While the level of
employment among people born in Sweden has increased since the
financial crisis, for those born in Africa and Asia it is at substantially
the same level as in 2009. The employment rate in this group was 53
per cent in 2015, a full 15 percentage points lower than for those
born in Sweden.
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Figure 1.10 Labour force participation and the employment rate
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Note: The figure shows the employment rate and labour force participation for persons aged 20—64
born in Sweden and those born in Africa and Asia in 2015.
Source: Statistics Sweden (2016a).

It should be noted that labour force participation for the group of
men born in Africa and Asia is only slightly lower than for people
born in Sweden. For women, this difference is greater. The group
with the very weakest presence in the labour market is made up of
women with only pre-upper secondary education born in Africa and
Asia. Their employment rate is just 33 per cent. A large proportion of
those born in Africa and Asia are available for work. The low rate of
employment in this group therefore reflects the fact that these people
are seeking work without being employed. However, the difficulties
that this group has in finding work have a tendency to decrease over
time. Unemployment among individuals born in Africa and Asia
totalled 25 per cent in 2015. Moreover, in contrast to overall
unemployment, there is no tendency in this group for the good
economic situation to bring down unemployment (Figure 1.11).
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Figure 1.11 Unemployment and employment rate for persons born
in Sweden and those born in Africa and Asia
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1.4 Income distribution 1995-2014

In this section, we will supplement the description we provided in
last year’s report of the development of income distribution between
1995 and 2013 with new statistics for 2014."

Figures 1.12 and 1.13 below show how average disposable income
excluding realisable capital gains has developed for all ten decile
groups in the population for all inhabitants of Sweden since 1995.
The figure shows both actual income growth in real terms for
different income groups and the differences between various income
groups.

We can see from Figures 1.12 and 1.13 that average income has
increased in all decile groups since 1995, even between 2013 and
2014. Viewed over the whole period 1995-2014, decile group 2 has
experienced the weakest income growth: disposable income
excluding capital gains in that group has increased by 43 per cent

11 Statistics Sweden’s sutvey of Household Finances (Hushillens ekonomi — HEK) has provided Swe-
den’s official income distribution figures since 1975. Since the 2014 survey year, HEK has been replaced
by aggregated income distribution  statistics (TRIF). See  http://www.scb.se/sv_/Hitta-
statistik / Artiklar/Ny-statistik-om-inkomstfordelning/.


http://www.scb.se/sv_/Hitta-statistik/Artiklar/Ny-statistik-om-inkomstfordelning/
http://www.scb.se/sv_/Hitta-statistik/Artiklar/Ny-statistik-om-inkomstfordelning/

Swedish Fiscal Policy 2016

since 1995. The equivalent income in decile group 10 increased by 90
per cent in the same period. Figure 1.12 shows clearly that the gap
between decile group 10 and the decile groups below the median has
increased since 2005. For decile group 1, incomes fell between 2007
and 2008 before growing slightly to 2010. The trend for other decile
groups is less dramatic, but the general picture is that the dispersion
between different decile groups has widened. Since 2010, the trend
has been relatively stable except for groups 1 and 10, which have
both experienced more growth than the other decile groups, as can
be seen from Figure 1.13.

Figure 1.12 Disposable income per capita (excl. capital gains)
according to HEK 19951 2013
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Note: Refers to average adjusted disposable income (excluding realised capital gains) by decile group.

Incomes are estimated in 2014 prices.
Source: Statistics Sweden (2016c¢).
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The Gini coefficient is used to gain an overall view of changes in
income distribution."” Figure 1.14 shows how income dispersion has
changed for two definitions of income: disposable income with and
without realised capital gains. The Gini coefficient for disposable

12 The Gini coefficient indicates the share of the total income that has to be redistributed in order to
achieve a completely even income distribution. The Gini coefficient assumes the value zero when
everyone in the population has the same income and the value one when of all the income in society
goes to one person.
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income including capital gains increased to just over 0.30 between
2013 and 2014. After remaining relatively stable from 2008-2013,
this was the biggest increase since 2007. For disposable income
excluding capital gains, the Gini coefficient in 2014 was 0.27.

Relative poverty is often defined as the percentage of the population
with less than 60 per cent of the median income in the country.”
From an international perspective, Sweden has less relative poverty
than the average for the OECD countries, but the increase over the
past few years has been greater than in most other countries.*

Figure 1.13 Disposable income per capita (excl. capital gains)
according to TRIF 20117 2014
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Note: Refers to average adjusted disposable income (excluding realised capital gains) by decile group.
Incomes are estimated in 2014 prices.

Source: Statistics Sweden (2016d).

Figure 1.15 shows the two most usual measures of poverty, absolute
poverty and relative poverty. As a measure of absolute poverty, we
use the Ministry of Finance’s calculations of what it calls the absolute
low income threshold, which is defined as 60 per cent of the price-

. . . 15
adjusted median income for 1995.7 As the economy grows, fewer

13 Eurostat defines people in relative poverty as the percentage of the population with less than 60 per
cent of the median income; the OECD defines people in relative poverty as the percentage of the
population with less than 50 per cent of the median income. In 2014, the threshold for relative poverty
(according to the Eurostat definition) amounts to a disposable income of SEK 140,780 per person per
year.

14 Fiscal Policy Council (2015), chapter 7.

15 There are different ways of defining absolute poverty. In this case, the threshold amounts to SEK
66,705 per annum in 1995 monetary value.
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and fewer individuals will fall below this threshold. We can also see
from Figure 1.15 that the percentage of people in absolute poverty
was on a downward trend between 1995 and 2007. It then increased
slightly during the years of the financial crisis, only to decrease again
from 2010 onwards.

Figure 1.14 Gini coefficient for disposable income
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Figure 1.15 Absolute and relative poverty
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Note: Relative poverty relates to the percentage of people living in a household with a disposable
income per consumption unit of less than 60 per cent of the median value for all individuals in a given
year. Absolute poverty relates to the percentage of people living in a household with a disposable
income per consumption unit of less than 60 per cent of the median value for 1995 price-adjusted
income.

Sources: Statistics Sweden (2016c¢), Statistics Sweden (2016d) and Ministry of Finance.
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1.5 Assessments and recommendations

Swedish GDP grew by 4.1 per cent in 2015. The increase in
production reflected a big upturn in domestic demand: both
investments and household consumption contributed significantly to
this. Greater public spending as a result of refugee immigration also
contributed, but was not a crucial factor in the increasing growth. At
the same time, exports were surprisingly strong given the relatively
weak growth in the global economy.

The global recovery is expected to continue, albeit at a slow rate.
The risks of weaker international economic growth remain
substantial, however, and they have increased somewhat during the
year.

According to most analysts (including the Government), the
Swedish economy is set to enter a period of high economic activity in
2016. A contributory factor to the improved economy is the
expansive economic policy pursued since the financial crisis. The
fiscal policy proposed by the Government for this year and next is
expansive. Monetary policy has also been expansive for a number of
years now. Overall, this means that economic policy is stimulating
demand at a time when it should rather be reducing the level of
activity in the economy. The Council believes that fiscal policy
should be tighter this year and next than is currently the case.

It is unclear whether the measures under discussion to dampen
the trend in house prices and household debt — mortgage
requirements and a debt ratio ceiling — will be appropriate and
sufficient to create the conditions for stable and long-term
sustainable development. Other measures, e.g. limits on interest
deductions and an increased property charge ceiling, should not be
discounted.

The labour market continues to improve. The employment level
has risen in all age-groups if we compare with the last five years. The
strong domestic economy is creating the conditions for good growth
in employment in the coming years. The longer-term trend is more
uncertain.

The Council believes that the Government will not achieve its
target of the lowest unemployment rate in the EU by the year 2020.
The main reason for this view is the fact that, for institutional
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reasons, youth unemployment among students represents a
comparatively high proportion of unemployment in Sweden.

Another factor is the amount of refugee immigration in 2015.
Experience tells us that it will take a long time for new arrivals to find
work. A particular concern is the high level of unemployment and
what is by Swedish standards a very low level of employment among
people born in Africa and Asia. This situation has not improved
despite the strong economic recovery in recent years. There is reason
to believe, therefore, that the development of the labour market in
the next few years will reduce the chances of the Government
achieving its unemployment target.

In the 2015 report we highlighted the risks from the conflicts
between the Government’s unemployment targets and other
economic policy targets. The risk that, for example, credit-financed
fiscal stimuli will cause the economy to overheat is a real one, as the
Government has stated that the unemployment target will guide
economic policy. We believe that it would be better for the
Government to reformulate its unemployment target into separate
targets for different groups. Examples of such targets are a target to
improve integration into the labour market for asylum immigrants, a
target for quicker entry into the labour market for young people and
a target for a gradual increase in the retirement age.

Between 1995 and 2014 income rose in all areas of the income
distribution, while income differences showed a rising trend. The
biggest increase in income differences occurred between 2007 and
2010. Households with income below the median then did worse
than other income groups, while the very highest incomes rose
significantly. The percentage of people in absolute poverty has
remained approximately constant since 2007, while the percentage of
people in relative poverty has increased substantially during the same

period.
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2 Economic policy in BP16 and
VP16

Chapter 2 starts with an overview of economic policy in BP16 and
VP16. In section 2.2, the Council goes on to discuss the expenditure
ceiling, while section 2.3 highlights three areas with expenditure risks:
asylum immigration, sickness benefit and assistance compensation. In
section 2.4, we discuss the dynamic effects of some of the income tax
changes from BP16 and the risk that these could produce less
income than projected. Section 2.5 summarises the Council’s
assessments and recommendations.

2.1 The policy stance

2.1.1 The Budget Bill for 2016

This section presents a very brief description of the direction of fiscal
policy in BP16 and in VP16. The Council’s view on the policy stance
and how it relates to the financial policy framework is presented later
in this chapter and also in chapter 4.

In its last Budget Bill, the Alliance government considered that
there was scope for unfunded reforms to the tune of SEK 24 billion.
Six months later, in the spring of 2014, the Government found that
there was no scope at all for reforms to the coming autumn Budget
Bill, and felt that any reforms must then be fully funded. The new
government took the same view and submitted proposals that were
fully funded in BP15, VP15 and BP16. These then took fiscal policy
in a tighter direction and the estimates in BP16 suggest that the
public finances will be gradually strengthened in the coming years.
The Government also stressed that the public finances needed to be
strengthened in the future, but not so fast as to jeopardise the
economic recovery, and emphasised that fiscal policy should support
the recovery and help to reduce unemployment. The Government
decided that a comparatively low level of public debt and a high level
of confidence in the public finances would make it possible to
maintain an economic balance without jeopardising sustainability or
faith in the public finances.
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The proposals in BP16 were funded and meant that both income and
expenditure grew by around SEK 25 billion. Some of the most
important financing measures were to reduce the earned income tax
credit for incomes over SEK 50 000 and not to raise the threshold
for national income tax. The ROT deduction (for property
renovation) was reduced from 50 to 30 per cent and the tax on fuel
was raised, along with the tax on capital insurance and investment
savings accounts. Other measures to finance the reforms included
abolishing ‘establishment pilots’ and equality bonuses and restricting
the right to mark up payments to personal assistants.

The expenditure reforms included investment support to build
more rented homes, support for local authorities to give them a
greater incentive to build homes, and support to build student
accommodation. The Government also proposed investing SEK 1.5
billion in increased teachers’ salaries in 2016, to be doubled in 2017.
As a first step towards removing the difference in taxation between
pensions and income from employment, the Government proposed
an increase in the ‘higher basic deduction’. The Government also
proposed that fixed payments to municipalities for receiving new
arrivals should be increased from the end of the year, and announced
amended legislation to oblige the municipalities to accept new
arrivals.

In all, the proposals in BP16 mean that public income and
expenditure will grow by around SEK 25 billion in 2016. For the
years 2017-2019, the increase is approx. SEK 30 billion. As the
Government’s Budget Bill for 2015 was defeated in the Riksdag, the
proposals in VP15 were unusually far-reaching. These proposals,
which were also fully funded, amounted to approx. SEK 20 billion in
increased income and expenditure for 2016. The total increase in
income and expenditure in 2016 resulting from reforms was thus
around SEK 45 billion.

As the reforms were funded, the effect on net lending was
basically estimated to be zero. The contracting effect of the policy
then arises from the fact that incomes are expected to rise in line
with economic development while expenditure grows more slowly,
mainly because many transfer systems are nominally locked.
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2.1.2 The Spring Fiscal Policy Bill 2016

The Spring Fiscal Policy Bill is a guideline bill, so VP16 contains few
proposals. The concrete proposals that affect the budget in the
current year will be presented in the amending budget for 2016. The
proposals in the amending budget mean that expenditure in 2016 will
rise by approx. SEK 27 billion compared to BP16, mainly because of
the large number of asylum seekers in 2015. The additional payments
essentially mean that the extra funding needs announced by the
Migration Agency in its October 2015 forecast have now been
assigned.

On 4 April the Government explained that it intended to give a
permanent grant of SEK 10 billion to municipalities and county
councils from 2017. However, this grant is not included in the Spring
Fiscal Policy Bill, nor is it included in the calculations of net lending
ot in the capped expenditure.

The Government expects the expenditure ceiling to be adhered to
every year, albeit by a small margin. It will be particularly small in
2017, when it will total some SEK 10 billion, which is less than is
normally felt to be needed as a safety margin. If we take account of
the promised support to municipalities and county councils, the
whole budget margin for 2017 will be eliminated. It is not clear from
the Bill how the Government intends to handle this. For later years,
the budget margins increase quickly, and for 2020, the fiscal space
below the expenditure ceiling is expected to amount to SEK 109
billion.

The Government believes that net lending will differ significantly
from the surplus target. Given the low level of indebtedness
compared to other countries, the Government believes that net
lending can be increased at a rate that maintains an economic balance
without jeopardising the long-term sustainability of the public
finances. Structural net lending is projected to reach 1 per cent some
time after 2020. The increased expenditure caused by asylum
immigration will weaken the balance and delay the return to surplus,
so the Government is presenting a migration-adjusted scenario. We
will comment on this in chapter 4.
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2.2 The expenditure ceiling.

In the autumn of 2014, the Government was defeated in the Riksdag
on the ‘framework decision’, which meant that the Parliament set the
expenditure ceilings in line with the opposition proposal. However,
the Government proposed new expenditure ceilings in the spring of
2015 and these were adopted by the Riksdag for 2015-2017. The
Government also presented an estimated expenditure ceiling for
2018. Apart from minor technical adjustments, the decision meant
that the expenditure ceilings were fixed at the level the Government
had proposed six months eatlier, in BP15. The expenditure ceilings
were raised so the budget margins were large at the end of the period
and so allowed scope to implement significant spending increases. In
its 2015 report, the Council found that the margins were so large that
they could weaken the steering role of the expenditure ceiling and did
not provide sufficient support for a gradual improvement of
government net lending.'

Figure 2.1 Development of the expenditure ceiling

Percentage of potential GDP Percentage of potential GDP
33 4 r 33
32 4 - 32
31 - 31
30 - - 30
29 - - 29
28 - - 28
27 - 27
26 26

1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019
Source: BP16.

When the present Government proposed the expenditure ceilings in
BP15, it also presented a principle for how the ceilings should be set

! Fiscal Policy Council (2015), p. 55.
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during its time in office. The ceilings should be constant as a
percentage of GDP, and the proposals in BP15 meant that the
expenditure ceiling for each year amounted to 28.0 per cent.” The
previous Government set the ceilings to reduce as a percentage of
potential GDP. The change meant that the budget margins, i.e. the
differences between estimated expenditure and the ceilings, gradually
increased and were very large at the end of the calculation period
(Table 2.1).

In BP16 the Government proposed a ceiling for 2018 and also
estimated an expenditure ceiling for 2019. Some technical
adjustments were also made which meant that the expenditure ceiling
increased by between SEK 11 billion and 14 billion per year. The
actual space under the ceiling was not affected, however; rather, the
increase mainly reflected changes in presentation under new rules for
the National Accounts.

The reform proposals in BP16 entailed increased expenditure so
the budget margins decreased by just over SEK 20 billion per year
from 2016 onwards. This left a margin of SEK 45 billion for 2015
and SEK 17 billion for 2016, equivalent to approx. 1.5 per cent of
the capped expenditure. This was then in line with the Government’s
guidelines for the budget margin needed to handle uncertainties. For
subsequent years, the budget margin was projected to increase
sharply, to reach some 7 per cent of the capped expenditure in 2019.

However, the proposed ceiling for 2018 and the estimate for 2019
were not driven by the idea that the ceilings should be unchanged as
a proportion of potential GDP; rather, the Government wrote in
BP16 that the proposal was for expenditure to increase in relation to
GDP and so allow public spending to grow.” In VP16 the
Government gives an estimate of the expenditure ceiling for 2020
which suggests that it will increase slightly in relation to potential
GDP. The earlier view from VP15 that the ceiling should be a
constant percentage of potential GDP is thus no longer relevant, and
it is unclear what principle or rule the Government is applying to
propose levels for the expenditure ceilings.

On 22 October, the Migration Agency presented a forecast for
significantly increased expenditure. The public funding need for 2016

2BP15, p. 176.
3BP16, p. 174,
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had increased by approx. SEK 28 billion since the Budget Bill, and
expenditure for 2017 was estimated at approx. SEK 39 billion. The
increase in the Migration Agency’s spending was thus greater than
the whole budget margin for both 2016 and 2017, so it was apparent
that expenditure might not be contained within the expenditure
ceiling. However, there was plenty of space left under the
expenditure ceiling for 2015.

Table 2.1 Budget margin, SEK billions

2015 2016 2017 2018 2019 2020

Spring Fiscal Policy Bill 2015 (April

2015) 41 38 49 70 104

BP for 2016 (Sep. 2015) 45 17 33 59 91
Government (Dec. 2015) 21 17 7 30 47

NIER (March 2016) 24 26 6 -1

ESV (April 2016) 23 33 26 63 103

Spring Fiscal Policy Bill 2016 (April

2016) 23 21 10 36 57 109

Note: NIER has a significantly lower budget margin for 2018 than others, mainly because of the
calculation methods. The Government and ESV assume an ‘unchanged policy’, which means that no
changes requiring formal decisions will be taken. Nominally approved expenditure, such as the
government contribution to municipalities and county councils, is then unchanged in SEK terms
throughout the calculation period. NIER, on the other hand, assumes that expenditure will
progtessively increase to maintain an unchanged public commitment. NIER also assumes in its
calculations that these spending increases will be financed from increased taxes, so the net lending
position is not weakened. The differences in calculation methods result in both income and expenditure
increasing much more in NIER’s forecasts.
The Government judged that the expenditure ceiling for 2016 was
under threat and saw fit to take steps, which the Budget Act provides
. . . 4 . . .
for in such situations.” The Minister of Finance presented the
measures at a press conference on 21 December. The measures
mainly involved bringing forward approx. SEK 11 billion in
expenditure from 2016 to 2015. This included parts of Sweden’s EU
contribution, assistance and medical benefits. The Government also
decided on increased netting-off of assistance and on expenditure
limits restricting the ability of authorities to use funding already
granted. These expenditure limits also meant that some expenditure
was deferred to the years after 2016. Overall, the measures meant
that expenditure was expected to decrease by just over SEK 19

billion during 2016, with the space under the expenditure ceiling

4 Budget Act (2011:203), Chapter 2, Section 4.
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increasing accordingly. The Government also decided, by agreement
with the opposition, to make an extra one-off payment of approx.
SEK 10 billion to municipalities and county councils to address the
large number of asylum-seekers. These funds were paid out in 2015
even though they related mainly to expenditure for 2016. The
Government estimated that the budget margin for 2016 after these
measures would be SEK 17 billion. For 2017, however, the margin
was expected to be just SEK 7 billion.

The Government advanced two arguments for the measures: first
that the Budget Act obliged it to take steps to prevent the ceiling
from being exceeded, and secondly that other governments had
taken similar steps in a number of cases.” The Council does not find
cither of these arguments convincing.

The Budget Act does say that, if there is a risk that the
expenditure ceiling may be exceeded, the Government must take
such measures as lie within its powers or propose necessary measures
to the Riksdag in order to avoid this, but this does not mean that the
Government should implement pure accounting transactions to stay
within the expenditure ceiling. On the contrary, it is the
Government’s responsibility either to limit actual expenditure or to
propose that the Riksdag raise the expenditure ceiling. The Council
considers that the Government should have refrained from any pure
accounting transactions. This would admittedly have increased the
risk of needing to propose a higher expenditure ceiling for 2016 to
the Riksdag, but it would also have enhanced the credibility of the
expenditure ceiling.

This is not the first time that accounting transactions have been
used to comply with the expenditure ceiling. In the spring of 2009,
the Government announced that it intended to grant temporary
economic aid to municipalities and county councils. The aid was
supposed to cover 2010 but was paid out at the end of 2009 because
the space beneath the ceiling was greater that year. This was criticised
by the Riksdag’, the National Audit Office’ and the Fiscal Policy
Council’, but the criticism did not stop the Government from

5 DI debate (2015).

¢ Report 2008/09:FiU21, p. 37-38, Report 2008/09:FiU20, p. 85.
7 RiR 2009:17 and Letter 2009/10:RRS14.

8 Fiscal Policy Council (2009), p. 15.
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increasing the economic aid six months later and then applying the
same reporting method once more. The Government felt that,
because the reporting was transparent, the method was acceptable.
The Council considers that the then Government’s obvious
circumvention of the expenditure ceiling was improper and damaged
the credibility of the ceiling. However, the fact that previous
governments have circumvented the expenditure ceiling is not a
satisfactory argument for applying similar accounting measures again.

In the debate on the increased expenditure resulting from asylum
immigration, there have been calls to increase the expenditure ceiling.
The Council does not share this view. Calculations from the
Government, NIER and ESV indicate that the expenditure ceilings
will be adhered to despite increased spending in several areas.
Increasing the expenditure ceilings should only be considered as a
last resort when all other reasonable measures to contain the growth
in expenditure have been exhausted. The Council believes that it is
important to stick to the expenditure ceilings, not least in the
prevailing strong economic climate, which in itself justifies a
relatively tight fiscal policy.

2.2.1 Technical adjustments to the expenditure
ceiling

When the Government proposes expenditure ceilings, so-called
technical adjustments are often made to ceilings adopted earlier. This
is a system that has existed since the expenditure ceiling was
introduced and which is meant to ensure that the expenditure ceiling
retains its original tightness even if the reporting changes or there are
other technical changes.” In BP16 (p. 171-172) the Government
writes:

Every decision on the level of the expenditure ceiling for a new yes
defining the expenditure ceiling in aydertaiatwoa to theped
expenditure. This concerns both the items of expenditure covere

9 An illustration of a technical adjustment might be whete the State implements a saving which has the
indirect effect of reducing the municipalities’ tax base and hence their tax revenues. The municipalities
will then normally be compensated by way of an increased State contribution, i.e. incteased government
expenditure. This increased expenditure will not weaken the public finances; it will only affect the
breakdown between central and local government. It is therefore justifiable to raise the ceiling with a
technical adjustment.
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ceiling and how this expenditure is accounted for in the budget. From 1
point when the level is fixed for a future year, normally three years i
advanct the time when that year has passed, the limited effect of thi
expenditure ceiling on governmen!i
order for the expenditure ceiling to retain the original financial restrictio
approved ceiling levels are @dngtbddget changes of this kind are

neutralised. This is donecaitedtechnical adjustments.

In 2009 the Government conducted a study of ways to strengthen
the fiscal policy framework."” The committee considered that
technical adjustments were necessary both to ensure that the ceiling
retained its original tightness and to preserve confidence in the
expenditure ceiling. Technical adjustments should therefore be
implemented transparently and clearly justified, whether they raised
or lowered the ceiling. But there were problems in that technical
adjustments were not applied symmetrically. According to the study,
the problem was not that the technical adjustments made were
unclear but that the Government sometimes failed to make technical
adjustments even where they were called for. When there are
grounds for adjusting the ceiling upwards, the ceiling is raised, but
when there are corresponding grounds for adjusting the ceiling
downwards, the Government sometimes declines to lower it. The
National Audit Office has levelled similar criticisms at the way in
which technical adjustments are applied."" The Government shared
the committee’s view and presented this to the Riksdag in a bill
proposing a mandatory expenditure ceiling,'”

The Council considers that accounting measures of the kind that
the Government implemented in December 2015 should have
prompted a technical adjustment downwards of the expenditure
ceiling for 2016 and a corresponding increase for 2015.

The Council believes that accounting measures designed to
circumvent the expenditure ceiling damage the credibility of the
ceiling and of the policy. The Government’s view seems to be that
the fiscal policy framework suffered less harm from measures to
circumvent the ceiling than to increase it — the same view taken by
previous Governments also.

10 Ministry of Finance (2009), p. 41-47.
11 National Audit Office (2009), Chapter 3.
12 Bill 2009/10:5, Mandatory expenditure ceiling, p. 20-23.



48

2.3 Handling of expenditure risks and
increases

Table 2.2 Expenditure within specific areas, SEK billions

2012 2013 2014 2015 2016 2017 2018 2019

Eal0 Sickness benefit and rehabilitation

BP 14 250 279 311 326 341 349
BP 15 279 321 349 369 380 391
BP 16 323 370 435 46.9 494 50.9

Ea9 State assistance compensation

BP 14 214 223 232 244 256 270
BP 15 225 234 244 257 271 286
BP 16 238 254 263 272 281 2838

Ea8 Migration
BP16 157 173 138 11.0 104
MV 22/10 16.7 47.0 540 399 255

Eal3 Integration
BP 16 9.3 126 17.8 213 220
MV 22/10 9.1 113 169 279 401

Note: Ea8 relates only to the Migration Agency’s appropriations, i.e. 1:1 and 1:2. Eal3 only relates to
appropriation 1:1.

2.3.1 Asylum immigration

The number of asylum-seekers in Sweden increased sharply in the
autumn of 2015 and the Migration Agency’s forecast on 22 October
showed a need for heavily increased expenditure from 2016 onwards.
In February 2016, the Migration Agency presented a new forecast in
which the number of asylum seekers had been revised downwards
for 2016 but then levelled off at a higher level than in the October
forecast, at 75 000 asylum-seekers per year from 2017. The projected
costs were of the same order in both forecasts."

In VP16 the calculations were based on the Migration Agency’s
February forecast and the Government projected expenditure for
migration and integration which was just over SEK 30 billion higher

13 The Migration Agency presented a further forecast on 27 April 2016 which put the number of asy-
lum-seekers at 60 000 per year from 2016, and the expenditure was also judged to be significantly lower
than in the February forecast.
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than in BP16. The Government believes that, in so far as these costs
are temporary, they should not be funded but should rather be an
acceptable reason to deviate from the surplus target. In principle, we
share this view, but we would emphasise that it is very important to
distinguish what are temporary and what are permanent increases in
expenditure. The temporary part can be allowed to weaken the public
finances, but if the increased expenditure is permanent it must be
funded. It is hard to determine, however, what is a temporary
increase and what is permanent; this depends very much on what is
judged to be the long-term level of asylum immigration. There is also
a risk that full loan-financing of temporary expenditure increases
could conflict with stabilisation policy considerations. We address
these issues in more depth in chapter 3, and in chapter 4 we discuss
how the increased expenditure for asylum immigration should be
handled in relation to stabilisation policy and the fiscal policy
framework.

2.3.2 Sickness benefit

In its 2014 report, the Council expressed concern that expenditure
on sickness benefit would continue to rise sharply and ultimately
squeeze out other public spending and reduce the chances to
attaining the budgetary policy targets. We noted that the number of
sick days had increased considerably since 2010, but that it was still
relatively low in a long-term perspective. We also carried out a
sensitivity analysis which showed how expenditure on sickness
benefit would develop if the increase in the number of sick days was
the same as it was during the last rapid rise in the early 2000s.
According to BP14, the expenditure for 2016 is estimated at just over
SEK 34 billion, whereas our alternative calculations indicated that
expenditure would be closer to SEK 42 billion in 2016 given the
same rate of increase as in 2000—2002. According to the calculations
for 2016 in BP16, expenditure is projected to amount to SEK 43.5
billion, ie. SEK 1.6 billion more than in the Council’s most
pessimistic scenario.

The increase in expenditure is very large. Two years ago, it was
calculated that expenditure on sickness benefit between 2014 and
2016 would increase by almost 10 per cent, or approx. SEK 3 billion,
but in BP16 it is projected to rise by 35 per cent, or around SEK 11
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billion. The rate of increase in expenditure is therefore high and has
been rising steadily. In its 2014 report, the Council suggested that
Forsakringskassan’s  (the Swedish Social Insurance Agency’s)
forecasting methods for sickness benefit could be considerably
improved, and felt that the Government should instruct the authority
to address this.

Figure 2.2 Expenditure for sickness benefit

SEK billions SEK billions
60 - - 60
50 - - 50
40 - 40
30 A - 30
20 | BP16 L 20
——————— FpR2014
10 - - 10
BP14
0 T T T T T T T T T T T T 0
2006 2008 2010 2012 2014 2016 2018

Note: The figure shows the outcome and forecast for expenditure on sickness benefit in the Budget
Bills for 2014 and 2016 and the Fiscal Policy Council’s pessimistic assessment from the spring of 2014,
Source: BP14, BP16, Fiscal Policy Council (2014b) and own calculations.

The figure for sickness benefit in June 2015 was 10 days, but it has
varied widely since 2000. It peaked in 2002 at 18.6 days, and was at
its lowest in 2010, when it averaged 6 days. Forsikringskassan (the
Swedish Social Insurance Agency) suggests that there is no single
explanation for these variations.* Rather, they arise from a
combination of factors acting together, such as changes in the rules,
interplay between different insurance systems, and attitudes among
the people involved. The breakdown of the diagnoses also has a
bearing on sickness absence. Diagnoses of mental health problems
are increasing, and these generally lead to more prolonged absence.

14 Forsikringskassan (2015).



Swedish Fiscal Policy 2016

However, the wide variations cannot be explained by changes in
public health."”

The Government writes in BP16 that there are concerns about the
increase in sick days and that one of its highest priorities is to break
this trend. In September 2015 the Government decided on a
programme to halt the rise in sickness absence.' A target was
established for the sickness benefit figure'” to be no more than 9 days
by the end of 2020, and a seven-point program was presented to
achieve this goal. The programme includes measures relating to the
working environment, ways of taking account of people’s capacity
for work, rehabilitation and the sick leave process. The Government
also announced in the spring of 2016 that it intended to increase
employers’ liability to oblige them to finance 25 per cent of the costs
of sickness benefit for sick leave over 90 days. The target of not
more than 9.0 sick days at the end of 2020 means that the present
rise has to be halted and the level of sickness benefit reduced.

The parliamentary social security committee, which presented its
final report in February 2015, felt that the target should still be for
sickness absence to remain stable, low and on a par with comparable
countries in the longer term." The committee advocated a broad
political consensus to define how the target should be developed and
specified, and suggested that the number of sick days should be used
as a reference for the time being. According to the committee,
sickness benefit should not exceed the 2013 level.

We are pleased that the Government is setting a target for
sickness benefit and that this will drive efforts to reduce the amount
of sick leave. It is important, however, to monitor the action plan
constantly and assess how different measures are helping to attain the
target. It is still too early to form an idea of how the Government’s
action plan may be expected to stop sickness absence increasing and
bring about a fall instead. There is reason to believe, however, that
abolishing the upper time limit for sickness insurance from
01/01/2016 will make it harder to achieve the target for sickness
benefit. At the same time, stronger economic incentives for

15 ESO (2016).

16 Government decision (2015).

'7 Number of days’ sickness, occupational injury or rehabilitation benefit paid per insured person aged
16-64.

18 SOU 2015:21.
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employers to keep sickness absence down could help to reduce the
number of sick days."”

Figure 2.3 Sick days and sickness benefits

Number of sick days Number of sick days
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Sick days paid = o------- Sickness benefit figure

Note: The figure for sickness benefits is a measure of the number of net days paid (partially paid days
are converted into whole days) for all forms of sickness and rehabilitation benefit in a 12-month period
for persons aged between 16 and 64. Sick days are the number of gross days paid (partially paid days
count as one day) per year for sickness benefit to persons aged between 16 and 64.

Source: Forsikringskassan (2016b).

The Council is concerned that expenditure on sickness benefit is
continuing to rise and that the increase is consistently faster than
projected by the Government. It is admittedly hard to estimate
expenditure on sickness benefit, but the Council found two years ago
that there was room for improvement in the forecasting methods.
There is development work ongoing within Foérsdkringskassan to
improve the forecasting methods, and the Council considers that this
work should continue to take a high priority.

2.3.3 Assistance compensation

The costs of State assistance compensation have been increasing for
a long time. The Government states in BP16 that the costs rose from

19 See ESO (20106) for an analysis of the drivers within the sickness insurance system and possible
measures to reduce sick leave.
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SEK 13 billion in 2004 to SEK 29 billion in 2014, and that they are
expected to go on increasing by around SEK 1 billion per year for
the rest of the calculation period, i.e. until 2019.” However, the
figure has been going up ever since the system was introduced in
1994. The costs that year were not quite SEK 2 billion. The increased
costs arise from the fact that the payment per assistance hour is
increasing, the number of persons granted assistance is rising and, in
particular, the number of assistance hours per person is increasing. In
1994 just over 6 000 people received assistance, while in 2014 the
figure was over 16 000. The average person receiving assistance had
67 assistance hours per week in 1994, but by 2014 the average had
almost doubled to 124 hours, i.e. almost 18 hours a day. This means
that the total number of assistance hours has increased by a factor of
five over these 20 years.

Figure 2.4 Number of assistance hours granted per person, and
total payment of assistance compensation

Hours per week SEK billions
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Note: Assistance compensation granted, December. Number of assistance hours granted per week.
Source: Forsikringskassan (2016a).

20 BP16, Fa9, p. 163 and 187.
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The increase in the costs of assistance compensation is therefore
different from the sudden increase in expenditure for migration.
Assistance compensation is not affected by external events or sudden
changes; rather, the increase in expenditure is steady and systematic
over a long period. To a small extent, the increased costs can be
explained by altered rules designed to make the system more
generous, particularly when the right to personal assistance was
opened up to people over 65, but the bulk of the increase appears to
arise out of intrinsic features of the system.

Assistance compensation has been examined on a number of
occasions, and several serious shortcomings in the system are well
known and documented. For example, the report ‘Atgérder mot fusk
och felaktigheter med assistansersittningen’ (Measures to combat
fraud and error in assistance compensation) (SOU 2012:6) was
presented at the beginning of 2012. This stated that a not
insignificant proportion of assistance compensation was being used
for other than its intended purpose and that this was largely due to
the design and characteristics of the system. The regulatory system is
vague and there are strong economic incentives to increase the
number of assistance hours and the number of users. However, the
control mechanisms are weak and the chances of detection in the
case of errors are small. The shared responsibility for the costs
between the State and local authorities also provides a strong
incentive for municipalities to pass on the costs of assistance
compensation.

ISF (the social insurance inspectorate), in a report on assistance
compensation (ISF 2015:9), highlights a number of deficiencies in the
system that contribute to the big increase in costs: unclear rules,
demarcation problems with health care and other municipal services,
shared accountability, strong economic incentives to increase the
number of assistance hours, unclear reporting requirements and
limited means of control.

At the beginning of 2015, the Government tasked
Forsakringskassan with analysing the causes of the increase in the
number of assistance hours, and Forsikringskassan submitted its
report in December 2015.% According to the report, the fact that

2 Férsikringskassan (2015).
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more people are being granted assistance compensation is roughly
half-explained by two amendments that made the system more
generous: a new criterion for granting assistance introduced in 1996,
and a change to remove the upper age limit in 2001. The number of
assistance hours has increased steadily and has practically doubled in
the 20 years or so since the system was brought in. According to
Forsakringskassan, this is mainly due to an increase in ‘active
supervision’. Double assistance such as assistance during the night
has also increased. Moreover, an increasing proportion of assistance
is now provided by private companies which have a financial
incentive to maximise the number of assistance hours. A survey of
administrators at Forsikringskassan shows that it is usual for private
assistance providers to participate in the needs analyses, and they
often try to ensure that the applicant gets as many assistance hours as
possible.

Vaguely worded rules leave great scope for interpretation, and
several studies suggest that there is probably a connection between
this lack of clarity in the rules and in legal practice and the growth in
costs. It is not clear either what needs are to be satisfied or what is a
reasonable estimate of the time spent on different sorts of help.
Furthermore, Forsidkringskassan writes, there is a disconnect between
decision and implementation which means that Forsikringskassan
and other authorities have no mandate to check what the payments
are being used for.

In BP16, the Government proposed that the growth in costs
within assistance compensation should be contained by limiting the
rise in hourly payments to 1.4 per cent per year. This contributes to a
much-needed reduction in the rate of increase in expenditure on
assistance payments, but it is hardly sufficient to change the trend in
costs in any decisive way. The costs of assistance payments have
been rising sharply for a long time, and there are several weaknesses
and deficiencies in the design of the system that contribute to this
development. The deficiencies are well analysed, known and
documented. The Council believes that a thoroughgoing reform of
the assistance system is needed, to create the right incentives, enable
effective control and arrest the cost increases within the system.
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2.4 Budgetary effects of income tax changes

In order to finance the reforms presented in BP16, the Government
proposed a series of tax increases, including scaling down the earned
income tax credit for higher incomes, not raising the threshold for
national income tax and a special payroll tax for the elderly. The
Government felt that the increased income taxes were justified on
distributional policy grounds.

The income tax increases are projected to raise around SEK 10
billion in all. However, the calculations are static and do not take
account of changes in behaviour, such as the fact that the labour
supply is affected by higher marginal taxes. The Government justifies
the static calculations on the basis that there is great uncertainty as to
scale of the behaviour effects, and the fact that any such effects will
not generally manifest themselves after just one year.

We believe that uncertainty as to behavioural effects is not an
acceptable reason not to take account of them as best we can. If
statically calculated rises in income from tax increases are used for
permanent increases in expenditure, the budget risks being under-
funded in the longer term. The Government also argues that this is
the same approach taken in calculating the effects of wvarious
expenditure reforms. However, we believe that a prudent approach
should be taken to calculating the public finance implications of
reforms both for income and for expenditure. If the tax changes can
be expected to yield increased income in the longer term through
positive changes in behaviour, it is prudent not to factor in these
effects. On the other hand, if the measures can be expected to
produce a smaller increase in income in the longer term from
negative changes in behaviour, the principle of prudence means that
such effects should be taken into account.

In our 2015 report, we criticised the Government for not
presenting the behavioural effects of individual proposals and
welcomed the fact that the Government intended to review the
methods behind these calculations. In VP16 the Government sets
out its thinking and considers that it is not appropriate to present
quantitative effects of individual reforms on the behaviour of
households and businesses. The Government believes that this could



Swedish Fiscal Policy 2016

give a misleading picture of such calculations. Instead, the effects
should be described in qualitative terms.”” The Government also
points out that the macro-economic forecasts take account of the
behavioural effects of the overall policy in both the short and the
long term, to make the forecasts as accurate as possible.

It is true, as the Government writes, that the calculations of
behavioural effects are very uncertain and that the methods are not
equally well developed in different areas. The fact that the
calculations are uncertain is not unique to these calculations,
however, but something that has to be addressed in all forecasts. We
find it most unsatisfactory that the Government does not present the
behavioural effects of individual proposals and does not intend to do
so in the future either. We do not find it sufficient that overall
behavioural effects are included in the Government’s macro-
economic forecasts. The effects of individual reforms should be
presented separately in order to serve as the best possible basis for
decision-making. As we pointed out in last year’s report, in order to
have a constructive discussion of economic policy and the trade-offs
made, the Government needs to present the effects of different
reforms, including changes in behaviour.”

In order to assess the expected scale of the long-term budgetary
consolidation resulting from the income tax changes that took effect
at the beginning of the year, we have requested calculations that
include behavioural effects. We asked Professor Lennart Flood to
evaluate the reforms with the aid of a structural model which takes
account of dynamic effects on the labour supply.” This is a micro-
simulation model which has great similarities to the FASIT model
which the Ministry of Finance used to use to analyse the effects of
tax reforms.”

2VP16, p. 102.

23 Fiscal Policy Council (2015), section 3.6.

2 See Flood (2016).

25 Apart from the reforms presented here, Flood’s report also contains a discussion of the effects of the
special payroll tax for the elderly. This reform, which entails higher social security charges for the
elderly, affects employers’ payroll costs and hence the demand for labour. This reform cannot be ana-
lysed with the structural models that estimate supply effects. In this case, therefore, Flood makes an
assessment based on eatlier empirical data. Earlier studies point to employment effects at the extensive
margin, i.e. older people opt to quit the labour market, which can have a significant effect on public
sector financing. See e.g. Pirttild and Selin (2011), Ministry of Finance (2012), Laun (2012) and Flood
2016).
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The calculations show the expected effects of the marginal tax

increase brought about by the reduction in earned income tax credit
taking account of individuals’ adjustments to working hours and
earnings. Expressed in full-time equivalents, the effect on working
hours of the higher marginal tax means a reduction of just over 3 000
FTEs.”® This may be considered a small change, but it still has a big
impact on tax revenues. The reason for this is that those affected by
the reform are in the upper income quintile (decile groups 9 and 10),
and together account for roughly half of the tax revenues from
earned income.
The reduction in time worked means that the statically calculated
increase in tax revenue of SEK 2.8 billion becomes SEK 1.5 billion.
When we factor in the fact that a reduced labour supply means lower
consumption taxes and social security payments, the expected
revenues decrease further. The total budgetary consolidation is then
just SEK 0.4 billion, compared to SEK 2.4 billion in the static
calculation. The statically calculated budgetary consolidation thus
drops by 83 per cent when we take account of that fact the
individuals reduce their labour supply.”’

Table 2.3 Budgetary effects of a reduction in earned income tax
credit

Changed
Including labour supply

Static changed and

effect  labour supply performance
Income tax (SEK bn) 2.8 15 1.0
Consumption tax (SEK bn) -0.3 -0.5 -0.5
Social security charges (SEK bn) 0.0 -0.7 -1.0
Budgetary effect (SEK bn) 2.4 0.4 -0.5
Reduction in static income consolidation 83 122
(per cent)
Working time (full-time equivalent employees) -3,063

Source: Flood (2016).

26 This should not be taken to mean that the number of people employed is reduced by 3 000, but rather
that the decrease in working time for those in work is equivalent to the time worked in just over 3 000
full-time jobs.

27 (1-(0.4/2.42))¥100).
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With regard to the unchanged threshold for national income tax, the
calculations show that the static budgetary effect of SEK 1.3 billion is
reduced to SEK 0.7 billion if we take account of the decrease in the
labour supply. The static income thus drops by 51 per cent.

The behavioural effects included in these calculations relate only
to changes in working time. If we also consider a ‘performance
effect’, the tax revenues decrease further.”® The total budgetary effect
then shows a negative impact of just over SEK 0.5 billion from the
reduced earned income tax credit, or revenue of SEK 0.4 billion
from the unchanged threshold.

Table 2.5 also shows the results of this total effect from both a
reduced earned income tax credit and an unchanged threshold. When
the labour supply and consumption taxes fall, the tax revenues
decrease from SEK 3.7 billion to SEK 1.0 billion. If we also include
the performance effect, the whole of the budgetary consolidation
disappears.

Table 2.4 Budgetary effects of the absence of upward adjustment of
the first threshold for national income tax

Changed
Including labour supply
Static changed and
effect  labour supply performance
Income tax (SEK bn) 1.5 1.2 1.1
Consumption tax (SEK bn) -0.2 -0.3 -0.3
Social security charges (SEK bn) 0.0 -0.3 -0.4
Budgetary effect (SEK bn) 1.3 0.7 0.4
Reduction in static income consolidation
51 67
(per cent)
Working time (full-time equivalent employees) -2,115

Soutce: Flood (2016).

28 Performance effects are wider effects than just hours worked that the taxation system may give rise
to, such as the desire to take paid employment, to work inconvenient hours, undertake training etc.; see
Ericson, Flood and Islam (2015).
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Table 2.5 Budgetary effects of reduced earned income tax credit
and absence of upward adjustment of the first threshold for
national income tax

Changed
Including labour supply

Static changed and

effect  labour supply performance
Income tax (SEK bn) 4.3 2.7 2.1
Consumption tax (SEK bn) -0.5 -0.7 -0.8
Social security charges (SEK bn) 0.0 -1.0 -1.4
Budgetary effect (SEK bn) 3.7 1.0 -0.1
Reduction in static income consolidation 72 102
(per cent)
Working time (full-time equivalent employees) -5,167

Source: Flood (2016).

The model thus predicts that, when we take account of the dynamic
effects on the labour supply and performance, the reforms do not
produce any consolidation of the public finances at all.

With regard to the effect of the reduction in earned income tax
credit, there are a number of studies based on data from the USA to
compare with.”’ These analyses generally show small behavioural
effects from a phasing out of the order suggested above. Major
reasons for this could be that the American earned income tax credit,
unlike the Swedish equivalent, is limited to low-income households
and marginal taxes are much lower in the USA.

Several Swedish studies have produced a similar result from a
reduced earned income tax credit to that reported here.” It should be
noted, however, that all of these studies apply similar methods to the
above. But studies that use other methods, such as Birch Serensen
(whose models are based on representative agents and a general
equilibrium model) also show that a reduction in earned income tax
credit can result in reduced revenues for the public sector.”!

One conclusion that can be drawn, even if the findings are
uncertain, is that it takes relatively small changes in working time and

2 See Flood (2016).

3 Lundgten, Behrenz, Edquist and Flood (2008), Flood (2010), Ericson and Flood (2014) and Ericson,
Flood and Islam (2015).

31 Birch Serensen (2010).
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performance to affect tax revenues significantly. Our calculations
suggest that the static income consolidation described in the Bill
probably constitutes a considerable overestimate of the scope for
reform created by the tax increases.

2.5 Assessments and recommendations

In BP15 the Government considered that the expenditure ceiling
should be a constant percentage of potential GDP, but it is unclear
whether this principle still applies. It would be good to have a clearer
idea of what is driving the proposed level of the expenditure ceiling.

Accounting measures have been used before as a way of
conforming to the expenditure ceiling, but such measures undermine
the function of the expenditure ceiling as a budgetary restriction. We
believe that the Government should not have used accounting
measures at the end of 2015 to increase the likelihood of adhering to
the expenditure ceiling for 2016.

Technical adjustments to the expenditure ceiling are there to
ensure that the rigidity of the ceiling is not affected, despite reporting
changes. In practice, moving expenditure from one year in the
accounts without reducing the expenditure ceiling means by-passing
the ceiling. If the ceiling is to be an effective restriction, technical
adjustments need to be used in the same way whether the ceiling
needs to be raised or lowered.

There are worrying developments in several expenditure areas.
This is not just about the cost of asylum immigration. Health
insurance expenditure is rising rapidly. We welcome the fact that the
Government has set a target for reducing the number of sick days
and consider it important to monitor how expenditure develops and
take the necessary steps to attain the target. Expenditure on
assistance compensation has been increasing steadily ever since the
reform was introduced. There are a number of deficiencies in the
structure of the system that have been thoroughly investigated and
are well known. We believe that a comprehensive reform of the
system is needed in order to slow down this expenditure trend.

The Council considers that the Government should report the
effects of individual measures in relation to changes in behaviour.
Such calculations are admittedly uncertain, but that is also true of
other economic forecasts and estimates. The Council does not
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believe, as the Government does, that the uncertainty in the
calculations is an acceptable reason not to report dynamic effects of
individual measures. When taxes are raised to finance permanent
increases in expenditure, a prudent approach should be applied to the
calculations of the public finance implications. The Government
should therefore report public-finance estimates of the tax changes
taking account of behavioural changes that have reduced the labour
supply. If permanent expenditure increases are financed with tax rises
which are ultimately undermined by behavioural changes, the policy
risks being under-funded.

Calculations requested by the Council suggest that the reduction
in earned income tax credit and the changed adjustment to the
threshold for national income tax produce little or no tax revenue in
the longer term.
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3 Asylum immigration and the
public finances

In this chapter, we discuss how increased asylum immigration affects
the public finances. We divide the time between a refugee arriving in
Sweden and that person being established into three phases: the
asylum phase, the establishment phase and the employment phase,
which we describe in section 3.2. In section 3.3, we discuss the
Government’s employment agenda and the need to improve the
chances of those granted asylum gaining a foothold in the Swedish
labour market. Section 3.4 summatises the Council's assessments and
recommendations.

3.1 Introduction

The asylum and establishment processes are complex. Asylum-
seekers are a very diverse group and many players in Sweden are
involved: the Migration Agency, the Swedish Public Employment
Service (AF), the municipalities and county councils, the courts, the
Swedish Police, the county administrative boards and private
individuals. The practical responsibility does not always coincide with
the responsibility for financing.

The refugee situation is also changing substantially and quickly,
and any attempt to produce forecasts of asylum-seekers or the effects
on the public finances is fraught with uncertainty. The number of
asylum-seckers increased considerably after the summer of 2015. On
22 October 2015, the Migration Agency presented a forecast in
which the number of asylum-seekers in both 2015 and 2016 was
roughly double the forecast from the summer, which had formed the
basis for the Budget Bill. In its main alternative, the Migration
Agency estimated that 160 000 persons would apply for asylum in
2015 and 135 000 in 2016. After that the number of asylum-seekers
was expected to fall gradually to 57 000 in 2019, partly because it was
thought that policy decisions would reduce the number of asylum-
seekers.

On 23 October, the Government presented an agreement with
the four Alliance parties on measures both to restrict the number of
asylum-seekers and to improve the reception process and increase
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the rate of establishment of the new arrivals. Temporary rather than
permanent residence permits were to be the norm under legislation
intended to apply for three years." The agreement also included
tighter rules in other areas, including the rules for immigration by
family members and ID checks, in order to limit the number of
asylum-seckers.

The number of asylum-seekers slowed towards the end of 2015
and in February the Migration Agency presented a new forecast in
which the number of asylum-seekers had decreased to 100 000 in
2016, to settle at 75 000 per year until the last year of the forecast,
2020. However, it is very hard to judge whether the reduced number
of asylum-seekers at the beginning of 2016 is a temporary or a
permanent change.”

To form an opinion of the effects on the public finances from this
large-scale refugee immigration, it is necessary to break down the
costs incurred in different parts of the multi-year process which starts
when a refugee arrives in Sweden and ends when that person is
established and living on the same terms as other inhabitants. We
have made high-level assessments based on the Migration Agency’s
forecasts of the costs of the asylum and establishment process, and
we have also commissioned calculations of the way in which the
public finances are affected after the 24-month establishment plan is
completed.” (These calculations can be found in section 3.2.3).

There are many sources of error in this sort of assessment and the
calculations are of course very unreliable. The development of
international security policy, like the asylum policy being pursued
elsewhere in Europe as well as in Sweden, has a major bearing on the
scale and composition of the flows of refugees, which in turn
determine what measures are effective and appropriate for
establishment in Sweden. Despite the uncertainties, we believe that it
is important to try to form as good an impression as possible of the
effects on the public finances, in both the short and the long term.

Finally, we also discuss the need for action to improve the
integration of new arrivals into the labour market. Questions as to

! 'This proposal is under review, and the temporary Act is expected to enter into force on 20 July 2016.

2 The Migration Agency presented a new forecast on 27 April in which the number of asylum-seckers
was 60 000 per year from 2016 onwards, and the expenditure was also considerably lower. We use this
forecast in the calculations in the appendix.

3 Aldén and Hammarstedt (2016).
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how the costs of refugee immigration should be handled in relation
to the surplus target and from a stabilisation policy perspective are
addressed in chapter 4.

3.2 Asylum-Establishment-Employment

In simple terms, the process can be said to pass through three
phases: the asylum phase, the establishment phase and the
employment phase. The asylum phase lasts from when a person
arrives in the country to the decision on their residence permit; the
establishment phase starts when the person has been granted a
residence permit and normally lasts 24 months, i.e. for as long as the
person is engaged in activities under the ‘establishment plan’. This is
followed by the third phase when targeted efforts for new arrivals
have been completed and the person should hopefully have gained a
foothold in society and in the labour market.

Figure 3.1 gives a schematic view of the three phases from the
asylum application to establishment in the labour market for people
who applied for asylum in Sweden in 2015. The chart is based on
160 000 asylum applications. It also reflects the following
assumptions:

1 56 per cent of asylum-seekers are of working age (based on the
age distribution of asylum-seekers in the first three quarters of
2015), 43 per cent are minors, including 22 per cent who are
unaccompanied, and 1 per cent are over 64. Of the minors, 52
per cent will reach working age in the next seven years."

1 60 per cent of those who apply for asylum are granted a
residence permit (estimate from the Migration Agency).’

1 Those who applied for asylum in 2015 will be granted residence
in 2017. The Migration Agency estimates that the processing
time is currently between 15 and 24 months.® We assume that all
those who are of working age when they receive a residence

4 See notes on Figure 3.1.

> Migration Agency (20162)

© Migtration Agency (2016a) Later estimates suggest that the processing times will not be as long as 15—
24 months.
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permit will then transfer to the establishment programme for
new arrivals run by the Swedish Public Employment Service.

1 Five years after residence permits have been issued, it is assumed
that the level of employment for this group will be the same as

applied after five years for those granted residence permits in
2000.

These simplified assumptions mean that around 65 000 people can
be assumed to be newly registered in the establishment programme
for 2017 (the second column in Figure 3.1). This may be compared
with the 50 000 or so who were registered in the intake at the end of
2015. After a further five years, i.e. 2022, just under 45 per cent of
those who entered the establishment programme in 2017 may be
assumed to be employed, while the rest will still be unemployed or
outside the workforce.

Figure 3.1 From asylum to entry into the labour market for asylum-
seekers

Persons

180000 -

160000 { QOver 64 [m———
140000 -
120000 -
OChildren
100000 -
80000 -
m Other
60000 1 wworking ]
age 60 per cent of OStudying BUnemployed or
40000 - adults seeking outside the
asylum are BAMP or openly workforce
granted residence unemploved
20000 - permits ploy OEmployed
In work
0
Migration Agency's Swedish Public Employment Five years after residence permit
reception programme Service establishment plan Yr7)
(Yro) (Yr2)

Note: The figure relates to those who were of working age (18-64) when they applied for asylum. 28 per
cent of the minors will turn 18 during phase 2 and a further 24 per cent during phase 3.

Sources: Migration Agency (2015), Swedish Public Employment Service (2015), Statistics Sweden
(2016a) and own calculations.
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3.2.1 The asylum phase

The Migration Agency is responsible for all asylum-seekers while
they are waiting for notice of their residence permits. While the
asylum-seckers are waiting for a decision, they live either in an
accommodation centre or their own accommodation. The Migration
Agency is responsible for providing activities for the asylum-seekers.
These may include community information, classes in Swedish for
immigrants or continued professional training and practice. The
surveys carried out previously show that very few people took part in
these activities.’

The Migration Agency also used to be responsible for
documenting the asylum-seekers’ education and work experience.
Studies showed, however, that the analyses varied in scope and
quality.®

Asylum-seekers are covered by the Migration Agency’s reception
system until they receive a decision on their application. After that,
persons who have been granted a residence permit move from
asylum accommodation to accommodation in a municipality and are
entered in the population register. The shortage of homes means that
the time from receiving a residence permit to being allocated a home
may be prolonged. Many of those granted residence permits
therefore remain in the Migration Agency’s reception system. Of
those registered with the Migration Agency in the autumn of 2015,
roughly 10 per cent had been granted residence permits but had not
yet been discharged from the reception system. In 2014 the average
waiting time for a home was five months.

The large number of asylum-seekers causes greatly extended
waiting times in the asylum process. Reviews of the individual cases
have taken an average of around four months.” Because the influx of
new asylum-seekers in the autumn of 2015 far exceeded the
Migration Agency’s capacity to deal with the cases, the waiting times
for an asylum application to be reviewed increased dramatically. In
the main scenario in its February 2016 forecast, the Migration
Agency estimated that 182 000 people were registered in the asylum

7 Eriksson (2011).
8 Eriksson (2011) and MIKLO Refugee Review.
? The Migration Agency’s statistics on completed asylum cases.
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process in 2015, rising to 203 000 at the end of 2016. This may be
compared to 80 000 at the end of 2014. Between 2010 and 2014, the
waiting time from an asylum-seeker entering the country to a
decision on a residence permit was approx. four months. By last
autumn this was estimated to have risen to around two years."

The expenditure in the time while the asylum-seekers are waiting
for notice of their residence permits is affected mainly by the number
of asylum-seckers and the length of the process. The costs of
accommodation account for the vast bulk of this. The composition
of the asylum-seeckers also has a bearing. Because of the greater
demands for accommodation and staff, unaccompanied minors
involve significantly higher costs than adults, and the number of
unaccompanied minors reached a record high in 2015, at over
35000. In the main alternative in its February 2016 forecast, the
Migration Agency reckons on 100 000 asylum-seekers in 2016,
including 18 000 unaccompanied minors. The number of
unaccompanied minors is thus expected to be large if we compare
over a longer period, but only about half as many as in 2015.

The expenses during the asylum phase come mainly out of the
Migration Agency’s appropriations and are reported under
expenditure area 8. Whether accommodation is arranged through the
municipality, privately or under the auspices of Agency itself, it is
paid for by the Migration Agency, which also finances a daily
allowance for asylum-seekers of SEK 24.

According to the Migration Agency’s October forecast, the
number of asylum-seckers is expected to peak in 2015 and then
gradually decrease. The Migration Agency’s costs within expenditure
area 8 follow a similar pattern, but with a slight time lag. The costs
rise very sharply between 2015 and 2016, and further still until 2017.
After that they tail off, but even in 2019 they are projected to be
approx. 50 per cent higher than in 2015.

10 The Migration Agency is working to shorten processing times and it is possible that these may no
longer be as long as two years.
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Table 3.1 Expenditure for Migration, Ea8

2015 2016 2017 2018 2019 2020
BP16 15.7 17.3 13.8 11.0 10.4
MA October 2015 16.7 47.0 54.0 39.9 25.5
MA February 2016 16.7 47.6 49.0 345 25.0 225
MA April 2016 41.0 31.0 18.1 145 131

Note: The amounts relate to appropriations 1:1 and 1:2.

3.2.2 The establishment phase

When an asylum-seeker has been granted a residence permit, he/she
should move from asylum accommodation to accommodation in a
municipality and be entered in the population register. Until then,
that person is not included in the population statistics. Most new
arrivals arrange their own accommodation. For those who need help,
the Swedish Public Employment Service or the Migration Agency are
supposed to organise accommodation in a municipality." This should
theoretically take account of how well the new arrivals’ skills match
the labour market in the different municipalities. Until now, the
municipalities have decided how many refugees secking
accommodation they could accept, but since 1 March 2016 the
municipalities have been obliged to accept new arrivals.

The establishment reform introduced in December 2010 means that,
once the person has been granted a residence permit and been
received in a municipality, the Swedish Public Employment Service
should draw up an establishment plan for refugees and family
members of working age. This plan should normally be produced
within two months of the date on which the residence permit was
issued. The Migration Agency is tasked with assisting unaccompanied
minors, quota refugees, pensioners and those with a work capacity
below 25 per cent. Before the establishment reform, the
municipalities were responsible for the new arrivals after they were
discharged from the Migration Agency’s reception system. The
purpose of the reform was to speed the establishment of the new
arrivals in work and social life. Payment and support to the new
arrivals were also meant to be the same whatever municipality they

! From 2017 onwards, the Migration Agency will be solely responsible for arranging accommodation.
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lived in. The establishment reform covers those aged 20-64 and
young people aged 18-19 without parents in Sweden who have
received residence permits as refugees or persons in need of
protection. The law also covers family members applying for
residence permits within two years of their relative being accepted in
a municipality. The establishment reform does not cover family
members of refugees who are not in need of protection.

The establishment plan should generally be full-time, equivalent to
40 hours a week, and should run for 24 months. Persons following
an establishment plan are entitled to establishment payments. The
establishment plan is individual, but should always include SFI
(Swedish for Immigrants), measures to prepare for employment (e.g.
placements and validation of qualifications and work experience) and
information on Swedish society. The plan may also include various
labour market policy programmes. For new arrivals, there are
basically two types of subsidised jobs: start-up jobs'? and entry
recruitment”.

At the end of September 2015, 50 717 persons were registered in
the establishment programme. Just over half of these came from
Syria. Other major groups came from Eritrea, Somalia and
Afghanistan. Of those registered, 48 per cent had no more than pre-
upper secondary schooling and 25 per cent had two or more years of
tertiary education.

Analyses have identified many deficiencies in the establishment
system:'*

1 Alarge percentage of the new arrivals do not progress very fat in
their Swedish studies during the establishment period.

1  Although many lack upper secondary qualifications, only 5 per
cent had any adult education in their establishment plan in 2014.

12 Start-up jobs support employment by paying a subsidy based on the employet’s contribution. For a
start-up job to be approved, the pay must be at least on a par with the prevailing collective agreements
in the industty. Start-up jobs may be offered to those who have been granted a residence permit within
the last three years.

13 Entry recruitment provides financial support to employers who take on people from an immigrant
background. For the support to be paid, the employment must be combined with studies in Swedish.

14 National Audit Office (2014), Swedish Agency for Public Management (2012) and Andersson et al.
(2015).
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1 Many new arrivals find it hard to follow their establishment plan
and take part in activities because of physical or mental ill-health.

1 It is difficult for the Swedish Public Employment Service to
offer personalised courses for new arrivals who have little or no
educational background.

1 The activities in the establishment plan have not been
sufficiently adapted to the participants’ abilities, and there is no
consistent record of establishment in the labour market.

Most of these who completed their establishment plan in 2014 were
on job and development guarantees six months later. After the
establishment period, a new arrival can register for the job and
development guarantee for young people for up to 450 days. After
that they are referred to the municipalities for welfare benefits if they
are unable to support themselves in other ways. The proportion
working (with or without support) or studying after six months was
30 per cent. The most usual form of employment for those in work
was a start-up job. Only 6 per cent had a job without any support
and 9 per cent had gone on to study.
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Table 3.2 Status after the establishment plan

2013 2014
Status after completion of Wom
establishment plan, per cent Women Men Total en Men Total
Work/studies 22 33 28 22 36 30
of which: work with support 3 5 4 2 4 3
of which: work without support 3 7 6 4 7 6
of which: start-up jobs 6 12 10 6 17 12
of which: transferred to studies 9 8 9 11 8 9
Labour market policy programmes 50 47 49 48 45 46
of which: job and development 45 40 42 43 40 a2
guarantees
of which: job guarantee for young 4 5 5 4 4 4
people
Openly unemployed 6 9 7 5 8 7
Prevented from taking work directly 6 3 4 9 4 6
Others transferred from AF 17 8 12 16 7 11
Number of persons 2,393 3,412 5,805 2,854 3,679 6,533

Note: Status 180 days after completion of establishment plan, broken down by year establishment plan
completed and gender.

Source: Swedish Public Employment Service (2015)

The expenditure reported under ‘Integration’ in the budget (Eal3)
only arises when the asylum process is completed, which can be
expected to take around 2 years with the current very large numbers
registered. The sharp increase in asylum-seckers in the autumn of
2015 therefore shows up in the forecast from 2018 onwards (Table
3.3).

Table 3.3 Expenditure on integration, Eal3

2015 2016 2017 2018 2019 2020
BP16 9.3 12.6 17.8 21.3 22.0
MA October 2015 9.1 11.3 16.9 27.9 40.1
MA February 2016 9.1 11.6 17.8 31.6 39.0 38.9
MA April 2016 11.6 19.4 26.1 24.8 23.7

Note: The amounts only relate to appropriation 1:2.

The total expenditure for Migration (Ea8) and Integration (Eal3) is
shown in Table 3.4 below. Along with the appropriations in these
expenditure areas, municipalities and county councils also receive
funding via Ea25 (State contribution to municipalities and county
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councils). In December 2015, the Government presented a
supplementary amendment budget proposing an increase in the
appropriations for 2015 of almost SEK 11 billion."” This increase was
split SEK 1 billion to the Migration Agency and just under SEK 10
billion direct to the municipalities and county councils via a new
appropriation. According to the Bill, the subsidy is temporary and
relates to expenditure in 2016. The appropriation is intended to cover
costs arising from the refugee situation, and the money will be
distributed according to the number of asylum-seekers going to each
municipality and the breakdown between adults and children. '

Table 3.4 Forecasts of asylum-seekers and expenditure

Number of asylum-seekers 2015 2016 2017 2018 2019 2020

MA July 2015 74000 73000 63000 58000 54000
MA October 2015 160000 135000 95000 72,500 57000
MA February 2016 160000 100000 75000 75000 75000 75000
MA April 2016 60000 60000 60000 60000 60000

Expenditure Ea8 and Eal3, SEK bn

BP16 25.0 29.9 31.6 32.2 324
MA October 2015 259 58.3 70.9 67.8 65.6
MA February 2016 259 59.2 66.8 66.0 64.0 61.3
MA April 2016 52.7 50.4 44.2 39.3 36.7

Note: The number of asylum seckers is the Migration Agency’s main alternative and the amount relates
to Ea8, appropriations 1:1 and 1:2, and Eal3, appropriation 1:2.

3.2.3 The employment phase

After the establishment phase, the new arrivals are supposed to
engage with the labour market and get into work as quickly as
possible. However, this takes time as these groups have a low level of
education on average and a very weak connection to the labour

15 Bill 2015/16:47.
16 In April 2016, the Government announced that the subsidy of SEK 10 billion to the local govern-
ment sector would be made permanent.
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market. To form an opinion on how the public finances are affected
during the employment phase, the Council asked Lina Aldén and
Mats Hammarstedt to calculate public income and expenditure
associated with refugee immigration in the years 2005-2007."" These
groups have been in Sweden for a number of years, so it is possible
how track how the level of employment among them has developed.
The calculations were done for the period 2006—2012 and so cover
seven years.” The calculations do not cover all refugees but only
those from Aftrica, the Middle East and the rest of Asia who are over
18 and were entered in the population register in 2005-2007.

The revenues in the calculations are made up of income taxes and
social security contributions paid by those who have jobs or are
receiving taxable transfers. They also include revenue from VAT
where it is assumed that all of the disposable income is consumed
and 15 per cent goes back to the public sector in the form of indirect
taxes. Costs to the public sector include various types of transfer, e.g.
welfare benefits, housing benefit and child benefit, along with
unemployment benefits and old-age pensions. Some types of public
consumption have been factored in as lump sums on the basis of
other studies,” which means that e.g. public expenditure on
healthcare, schools and childcare is broken down according to the
geographical composition of the different groups. Apart from these
costs, there are other types of public expenditure that cannot be
attributed to individuals and are not in clear proportion to the size or
composition of the population, such as public administration and
defence. The findings from the study are therefore presented in two
variants, with and without this latter type of public consumption.

The level of employment for all refugees who came to Sweden in
2005-2007, broken down by year-groups, is shown in Figure 3.2.
Seven years after the granting of a residence permit, which is the
longest period covered by the study, the level of employment is just
under 50 per cent, i.e. considerably lower than that for persons born
in Sweden, which is over 80 per cent.

The overall conclusion from the calculations for the employment
phase is summarised in Figure 3.3. This shows that expenditure for

17 Aldén and Hammarstedt (2016).
18 For longer-term calculations, see Flood and Ruist (2015).
19 Ruist (2015).
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the public sector exceeds income for the whole of the period studied
(up to 2012), i.e. up to seven years after the person was granted a
residence permit, but that the costs to the public finances gradually
decrease. This is not due primarily to the fact that public expenditure
changes over time, but rather that the level of employment gradually
rises and tax payments increase with it. As can be seen from the
figure, integration into the labour market is crucial to the effects on
the public finances.

Figure 3.2 Rate of employment for all refugees migrating to Sweden

Percentage of population Percentage of population
60 - - 60
50 - - 50
40 - 40
30 - - 30
2005
2007
20 - - 20
- - -~ 2006
10 - - 10
0 . . . . . r 0
1 2 3 4 5 6 7

Years since residence permit
Note: The figure shows three year-groups in which each cohort represents the year in which the asylum-
seeker obtained a residence permit. Each cohort was tracked until 2012.
Soutce: Aldén and Hammarstedt (2016).
In the appendix, we have calculated the short and long-term effects
on the public finances of increased asylum immigration, and taken
account both of the costs of the asylum process itself and of the slow
establishment of new arrivals in the labour market. All in all, our
calculations suggest that a permanent increase from 30 000 to 75 000
asylum-seekers per year, ie. in line with the Migration Agency’s
forecast from February 2016, implies a lasting burden on the public
finances equal to over one per cent of GDP. If we base the
calculation on the Migration Agency’s forecast from April, i.e. 60 000
asylum-seekers per year, the burden on the public finances is just
under one per cent of GDP.
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Figure 3.3 Net cost per person
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Note: Net cost including public consumption (top) and net cost including public consumption (excl.
‘Other’) for all refugees entering Sweden in 2005-2007 including public consumption, broken down by
cohort. Each cohort was tracked until 2012.

Source: Aldén and Hammarstedt (2016).

An appendix to the Lingtidsutredningen 2015” (the Government’s
long-term survey) presents the calculations of the public finances up
to 2060 and an analysis of income and expenditure for the public
sector from immigrants who arrived in 2014. The calculations are
based on Statistics Sweden’s population forecast from May 2015, and
cover all new arrivals, whatever their country of origin. As with the
Aldén-Hammarstedt calculations, the revenues are made up of taxes
and social security contributions, and the costs are made up of
various transfers and public consumption apportioned across the
population. The results indicate a very wide dispersion between
different groups of immigrants. Immigrants from within Europe
generate a surplus for the public finances while those from outside
Europe generate a debit. This in turn arises out of differences in
employment between the different groups. The calculations are also
very sensitive to changes in retirement age and employment among
persons born outside Sweden with the lowest level of employment. If
the retirement age increases by 2 years over a 40-year period and
employment among less educated immigrants increases by 10

20 Flood and Ruist (2015).
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percentage points, the contribution to the public finances is distinctly
positive.”

In its sustainability report,”” NIER also calculates what improved
employment among immigrants would mean for the long-term
sustainability of the public finances. The calculation shows that, if the
difference in employment between persons born in Sweden and
abroad were to be halved between 2021 and 2040, net lending in
2040 would improve by 1.8 per cent of GDP. The main reason for
this great improvement lies in the increased tax revenues generated
by higher employment.

Figure 3.4 Level of employment among persons born in Sweden
and abroad with only pre-upper secondary education

Percentage of Percentage of

population aged population aged

15174 15174
45 - 45
42 - - 42
39 -39
36 - 36
33 - 33
30 . . . . . . . . T T 30

2005 2007 2009 2011 2013 2015

Bornin Sweden = --------- Born abroad

Source: Statistics Sweden (2016a).

In the long term, the population of a country has to finance its public
sector. Like other permanent public expenditure, the long-term level
of asylum immigration has to be financed from regular tax revenues.
Over the next few years, however, the large number of asylum-
seekers will place an increased strain on the public finances. To the
extent that this is a temporary increase in asylum immigration, the

2! 'The authors consider these changes to be realistic. The increase in the retirement age is in line with
the assumptions made by the Government Commission for Longer Working Life and Retirement Age.
2 NIER (2016a).
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Council does not believe that this expenditure needs to be fully-
funded, but that it can be allowed to filter through in the form of
weaker public-sector net lending (see chapter 4). In the long term,
however, it is very important for the public finances that employment
should increase, particularly among persons born outside Sweden.
There is great potential for a long-term consolidation of the public
finances if a larger proportion of immigrants find employment, even
if these groups do not reach the same level of employment as those
born in Sweden.

3.3 Measures to get new arrivals into work

The Government writes in BP16 that the jobs agenda falls into three
parts: future investment in housing, climate change and
infrastructure, an active economic policy for more, growing
companies, and skills and matching to equip everyone to take the
jobs that emerge.

Under the heading of improved skills, the Government has
invested mainly in expanding the places in adult education and
vocational training (12 700 places in BP16, plus just over 10 000 in
VP15). The Government has also made a number of changes within
its labour market policy to make it easier for those out of work to
gain a foothold in the labour market, e.g. by introducing trainee
positions, extra services and training contracts for young people.
Integration of new arrivals should be improved by faster validation
of the new arrivals’ qualifications. The Government has also initiated
reforms to make it easier for persons with foreign educational
qualifications to take a Swedish exam to speed their entry into the
Swedish labour market. Within the establishment programme, the
Swedish Public Employment Service has also been enabled to offer
shorter supplementary courses so new arrivals with academic
qualifications can be more quickly matched to jobs in the Swedish
labour market.

As part of the migration settlement with the Alliance parties in the
autumn of 2015, further measures were decided in the integration
area, such as extending the YA’ scheme (for vocational preparation
jobs) to companies without collective agreements, and extending the
ROT allowance into new areas.
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We agree with the Government that it is very important that
existing programmes for training, validation and preparation etc.
should be further improved. It is essential that refugees coming to
Sweden with good qualifications should be able to quickly acquire
what they need to compete for work commensurate with their level
of qualifications in the Swedish labour market.

However, the refugee population is diverse. There are no precise
details of the educational breakdown among the new arrivals now
waiting for asylum decisions because the asylum-seekers’
qualifications are not recorded. However, we can form an impression
if we assume that those now waiting for asylum decisions have the
same average levels of education as those arriving earlier from the
same countries.” For about a fifth of these, there is no information
on education. But among those whose level of education is known,
around half have no more than nine year’s general schooling.” It is
hardly realistic to expect these people to obtain an approved upper
secondary education and other relevant qualifications to make them
employable under the conditions that prevail in the Swedish labour
market within a reasonable time. The Swedish Public Employment
Service’s statistics show that very few of those registered within the
establishment programme receive basic schooling in this time. In
December 2014, four per cent of those covered by establishment
plans were attending municipal adult education courses,” and of
those leaving the establishment programme in 2014 with less than
nine years’ pre-upper secondary education, only five per cent were
still studying three months later.

Experience of the outcomes for poorly-educated refugee
immigrants, even in the longer term, is depressing, particularly for
those with no more than lower secondary schooling. Of this group, a
majority are still outside the labour market after seven years (see
Figure 3.5).

This large-scale refugee immigration into Sweden is a major
challenge, and better integration into the labour market is crucial to
the way in which we overcome this challenge. The Council sees a

23 We have assumed here that these countries are Afghanistan, Iraq, Somalia and Syria.

24 This relates to people who came to Sweden between 2010 and 2014. Source: Statistics Sweden.

% Swedish Public Employment Service (2015). The group attending basic schooling during their time in
the establishment programme includes many who have university-level education from their home
country; National Audit Office (2014).
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danger of the present integration problem worsening in the coming
years, when the scope of the integration efforts needs to multiply.
Many different sorts of action will be needed, and we believe that
these will include measures to provide opportunities for simpler jobs
for those with poor qualifications. In December, we suggested that
the Government should set up an expert committee to draw up quick
and unbiased proposals for actions to improve the integration of
newly-arrived refugees into the labour market. We still believe that
the Government should establish such a committee as a matter of
urgency.

Figure 3.5 Level of employment by length of stay and level of
education

Percentage of population Percentage of population
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40 - - 40
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20 - - 20
10 - - 10
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0-3 4-6 7 years or more

OPre-upper secondary education B Upper secondary H Tertiary
Note: The figure relates to statistics for 2014.
Source: Statistics Sweden (2016).
Along with educational initiatives, labour market policy measures and
subsidised jobs, we believe that it is also necessary to stimulate the
creation of more jobs with low qualification requirements in both
private and public sectors. We believe that new forms of employment
with wages below today’s agreed minimum wages could be one
element of a policy for improved integration into the labour market.
Such positions should be aimed only at persons with very low
qualifications who lack experience of the Swedish labour market. A
major objection to this proposal is that it could lead to lower wages
for other groups too. On theoretical grounds, we cannot rule out the
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possibility of reduced wages for one group of job-seckers spilling
over into reduced wages for others. The findings from Swedish and
international research are not unanimous in this area, but we believe
that, overall, such spill-over effects are small.

We do not advocate lower wages in the Swedish labour market as
a whole, nor do we believe that the State should intervene in wage-
setting through legislation. Wages are set by employers and unions,
but the Government should be able to support the parties in their
efforts to find appropriate solutions to improving integration.

A major question concerns wage subsidies aimed at new arrivals
and persons far removed from the labour market. Such subsidies
have significant effects on employment, but this support is used less
than one might think. One reason for this is probably that the
support is relatively complicated and may be perceived as so
temporary and specific that it cannot act as an incentive for
employers to create special categories of staff in order to employ
people at low wage costs.

An important complement to reduced labour costs for these
groups are training efforts, validation and other skills-enhancing
measures, but there is probably also a need for easier access to jobs,
particulatly in the public sector. This could mean re-introducing staff
categories with low skills requirements to enable a more focussed
deployment of those with higher formal skills. Examples put forward
in the debate are teaching assistants and care staff, but they could
also include staff in the pre-school sector and other areas where there
is also expected to be a great need for recruitment in the future.

It should also be noted that there is a growing polarisation of the
labour market with parallel developments involving increased
demand for qualified workers and for staff with limited formal
qualifications. In Sweden, this trend has so far been contained by
high minimum wages and a relatively high level of education
compared to other countries. However, we believe that the large
number of refugees with low qualifications now coming to Sweden is
increasing the current need to allow this type of simple job to
emerge. Our view of the state of research is that changes to
minimum wages have relatively small effects on employment as a
whole. However, the research suggests that the effects are greater for
vulnerable groups, particularly if the minimum wages are
comparatively high in the first place, as in Sweden.
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Box 3.1 What does the research say about the relationship between
employment and minimum wages?

There is extensive empirical research on the relationship between
minimum wages and employment. The research has focussed mainly
on statutory minimum wages, which exist in most countries and are
often low. In the early 1990s, a number of studies made use of
natural experiments where the employment effect of changes in the
minimum wage was measured by comparing employment in a US
state where the minimum wage was increased with another state
where the minimum wage was unchanged. Some of these studies,
such as Card and Krueger (1994), showed that employment was higher
a short time after the increase. However, the findings from these
studies have since been questioned, including their choice of control
group.

Abowd et al. (2000) studied how youth employment was affected
by low minimum wages. The study compared France, where
minimum wages were increased, with the USA, where they were
reduced. There was found to be a negative correlation between
minimum wages and employment among young people. Translated
to the whole of the labour market, however, employment was not
much affected.

Neumark and Wascher (2007) compiled a literature review of the
hundred or so studies since the start of the 1990s on the relationship
between minimum wages and employment. They found that two-
thirds of the studies found a negative, but not always significant,
effect on employment from increased minimum wages. The effect
was greatest in the studies that analysed how weak groups were
affected. The negative employment effects hit pootly-educated
workers hardest. The findings indicated that employers replaced
employees with low productivity with workers with higher
productivity when the minimum wage was raised.

Bachmann et al. (2012) studied the German construction sector in
the late 1990s, which then had contractual minimum wages. Their
study showed that a higher minimum wage led to more people being
hired and more leaving their jobs. Askildsen et al. (2000) showed
insignificant employment effects from increased minimum wages in
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Norway, while Alback and Strejer Madsen (1987) found large
negative effects from increased minimum wages in Denmark.

Most of the studies were conducted in countries with very low
minimum wages. These studies are less relevant to Sweden because
Swedish minimum wages are comparatively high. On theoretical
grounds, we may expect smaller negative effects on employment
from increased minimum wages if the increase is from a low level.
Higher minimum wages may then increase the urge to look for work
and so increase employment.

The support for negative employment effects is stronger in studies
of the Swedish labour market. According to the studies, however, the
effect on total employment is not particularly large. On the other
hand, there is good empirical support for distribution effects, i.e.
higher minimum wages redistribute employment from weak to
stronger groups.

Edin and Holmlund (1994) found that increased minimum wages
in Sweden in the 1970s led to a lower demand for young people
within the workshop sector. Skedinger (2000) analysed the effect of
changes to minimum wages in the hotel and restaurant sector, and
found that higher minimum wages caused more people to be
dismissed while new hires decreased to some extent.

Forslund et al. (2014) studied the effects of increased minimum
wages on five different collective agreement areas and found that
higher minimum wages did not lead to more people being hired. On
the other hand, the breakdown of those employed did seem to be
affected. Those with worse employment prospects, measured in
terms of paper qualifications, tended to leave their jobs while those
with better prospects tended to stay.

Eliasson and Nordstrém Skans (2014) studied efforts to increase
the wages of low-paid women in the local government sector in 2007.
The study showed that the number of people hired increased for
those with lower school-leaving grades and decreased for those with
higher grades. The number of new hires fell generally.

Skedinger (2015) studied the effects of higher real minimum
wages in the retail sector in the early 2000s. He found that more
people were dismissed or left their jobs for other reasons. The study
pointed to minor effects on the number of hours worked, but the
proportion of low-paid people decreased. This study also points to
distribution effects.
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Lundborg and Skedinger (2014) studied the relationship between
Swedish minimum wages and unemployment among refugee
immigrants. According to the study, higher minimum wages
increased the likelihood of being unemployed and the number or
days out of work for men, but the effect on women was largely non-
existent. For refugee men from Iran, Iraq and the Horn of Africa
who had been living in Sweden for less than ten years, Lundborg and
Skedinger found a more significant effect on unemployment than for
other groups. For women from these regions too, the likelihood of
being unemployed increased when minimum wages were raised.

Aaronson, French and Sorkin (2016) show that the long-term
effects of an increase in minimum wages may have been
underestimated in eatlier studies. They base this on data from the
restaurant sector in the USA, where it is noted that the great effects
are felt a year after the increases are made, as it is only then that one
sees which companies have entered the sector and which have left it.

3.4 Assessments and recommendations

The effects of asylum immigration on the public finances are greatly
affected by the degree to which these persons find employment. It
now takes a long time for new arrivals to gain a foothold in the
labour market, and their long-term level of employment is also much
lower than for those born in Sweden. The Council therefore sees an
urgent need to improve the chances for immigrants to make
themselves employable and to find jobs. As a matter of urgency, the
Government should appoint a commission of experts charged with
supporting the social partners in their work to improve labour
market integration and to draw up other proposals for measures to
facilitate the transition of new immigrants into the labour market.

We agree with the Government that the high level of refugee
immigration into Sweden must be addressed by educational
initiatives, increased labour market measures and more subsidised
employment. However, we also feel that employers and unions need
to open the way to new forms of employment with simpler jobs for
persons with limited qualifications and to wages that are lower than
the lowest agreed wages today. However, we do not advocate
generally lower wages as a way of increasing employment, and we do
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not believe that the State should legislate on wages. This is a matter
for the social partners.

Research indicates that lower starting wages will have little effect
on overall employment, but the effects may be greater for weak
groups. The empirical support for this correlation is no weaker than
for many other economic policy measures being implemented. We
also believe that there is little risk that a deviation from current
minimum wage levels will spill over into lower wages for other

groups.
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4 The surplus target and long-term
sustainability

The surplus target is currently under review, but it still applies.’ Part
of our remit is to evaluate fiscal policy against the current fiscal
policy objectives. In section 4.1, we assess the surplus target and the
direction of fiscal policy from a stabilisation policy perspective. In
section 4.2, we discuss the role played by the surplus target in the
development of public sector wealth. The Council’s remit also
includes assessing whether fiscal policy is consistent with sustainable
long-term public finances. We discuss this, particularly in connection
with the retirement age and the integration of new arrivals, in section
4.3. Section 4.4 summarises the Council's assessments and
recommendations.

4.1 The surplus target will not be achieved

According to the framework document, the surplus target should be
evaluated mainly in a forward-looking perspective, as a yardstick for
assessing the need for budgetary consolidation measures or the scope
for reform. This forward-looking evaluation mainly uses structural
net lending, i.e. net lending adjusted for macro-economic effects, as
an indicator of whether the surplus target will be attained on average
over the economic cycle.

A retrospective evaluation should also be carried out to determine
whether there are systematic deviations from the target. The
retrospective evaluation uses the ‘ten-year indicator’, which shows
average net lending for the last ten years. In interpreting this average,
we need to take account of the average economic situation during the
ten-year period.”

1A year ago, a patliamentary committee was set up to examine a possible change to the target level:
‘Committee to review the public sector net lending target’, Dir 2015:63. The committee is due to submit
its final report on 1 October 2016.

2 Ministry of Finance (2011), p. 21, and BP16, p. 168.
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4.1.1 The retrospective view

Over the last ten years, net lending within the public sector has
averaged 0.2 per cent of GDP (Table 4.1). In light of this, the
Government stated in BP16 that the surplus target had not been
attained.

Table 4.1 Financial and structural net lending, average over the
period, per cent of GDP

2000 — 2015 2006 — 2015
Financial net lending 0.4 0.2
Structural net lending 0.5 0.8

Source: NIER (2016b).

We agree with this conclusion. As things stand, the ten-year average
serves as a good indicator over an economic cycle. In 2015, the
economic cycle that started with the boom in 2006-2008, followed
by a deep recession, can be said to have finished. We make use here
of NIER’s assessment of the economic trend as set out in its
calculations of the GDP gap (Figure 4.1). On a retrospective view,
the target of average 1 per cent financial net lending over an
economic cycle has therefore not been attained.

However, it is clear from Figure 4.1 that the economic cycle that
has just finished was characterised by a slump which was much
deeper and more lasting than the initial boom. On average, the
economy has been in recession for the last ten years. If we adjust the
financial net lending figure to take account of the economic situation,
the picture changes. Structural net lending has averaged 0.8 per cent
of GDP over the last ten years. The target has still not been attained,
but the variance is much smaller.’

3 According to the NIER, we should normally expect the GDP gap to be negative over a longer time
horizon. This is why the NIER felt that the Government should aim at a level above the official target.
With a surplus target of 1 per cent, the NIER considered that the Government should aim at 1.2 per
cent in order to attain the target of 1.0 per cent on average over an economic cycle.
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Figure 4.1 Financial net lending and economic development as
assessed by NIER
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Nor has the target been attained in a longer-term perspective. Since
the target was introduced in 2000, financial net lending has run at 0.4
per cent and structural net lending at 0.5 per cent of GDP (Table
4.1).

In BP16, the Government argues that one reason why the target
has not been attained is that fiscal policy was too expansive towards
the end of the previous government’s term in office. We share the
view that fiscal policy was too expansive in 2014. We have argued
previously that a guideline for assessing what constitutes a reasonably
balanced fiscal policy in any given year is that financial net lending
should not change by more than the GDP gap when the economy
fluctuates.” Figure 4.1 shows that 2014, ie. the last year of the
previous government’s term in office, stands out in terms of the
trend in net lending relative to economic developments. In that year,
financial net lending decreased just as the economy started to pick
up. That year therefore stands out as a year of excessively expansive
fiscal policy, as we pointed out in our 2014 report.5 However, it
should be noted that a less expensive fiscal policy that year would not

* For a mote detailed discussion of this, see Fiscal Policy Council (2014), Chapter 2.
5 Fiscal Policy Council (2014).
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have sufficed for the target to be attained over the last ten years.
Even if net lending had been in balance in 2014, the target would not
have been attained.

4.1.2 Definition of fiscal policy in BP16 and VP16

In BP16 the Government stated that all reforms would be fully
financed through savings or revenue increases. This was the same
approach to the policy implemented in the Government’s first
budget, BP15. The Government also declared that, for the rest of its
term in office, it intended to pursue a policy of gradually increasing
the net lending ﬁgure.6 At the same time, the Government
acknowledged that this would not be enough to achieve a 1 per cent
surplus in the current term. The Government considered, however,
that a policy aimed at achieving 1 per cent net lending in its term in
office would be too austere and hence not feasible. To safeguard
economic recovery, the Government judged it important that fiscal
policy should not be tightened too quickly.”

The forecast in BP16 meant that financial net lending would be
unchanged in 2016 but would then gradually increase. In 2018,
financial net lending was projected to be in balance, with a small
surplus predicted for 2019 (Table 4.2). However, the target of 1 per
cent net lending would not be attained by the end of the forecast

period.

Table 4.2 Financial net lending in BP16 and VP16

Percentage of GDP 2015 2016 2017 2018 2019 2020
BP16 -0.9 -0.9 -0.5 0.0 0.3
VP16 0 -0.4 -0.7 -0.4 0.1 0.7

Source: BP16 and VP16.

It can be seen from Figure 4.2 that the tightening was expected to
occur mainly at the central government level. Within the local
government sector and the old-age pension system, financial net
lending is expected to decrease slightly.

6 BP16, p. 34.
7 BP16, p. 34.
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In the months after the Government presented BP16 it became
clear that expenditure within the areas of migration and integration
would be considerably greater than in the Bill (see chapter 2). As a
means of handling the urgent refugee situation, the Government
decided to grant approx. SEK 10 billion to municipalities and county
councils at the end of 2015. When new assessments of the economic
situation were presented at the end of 2015, the Government
announced that it could no longer insist that all reforms would be
tully financed. This was a statement of fact in so far as the extra grant
to municipalities and county councils was meant to be loan-financed,
but there was no commitment on the principle to be applied in the
future either. Instead, the restraining role of the expenditure ceiling
for government expenditure was emphasised.”

In VP16 the Government repeats that net lending should
continue to increase. The earlier statement that it is important to
proceed slowly with constraints in order to safeguard economic
recovery is no longer included, nor is there any other undertaking on
the fiscal policy considerations the Government was now applying.
The Government merely states in general terms, as in the earlier Bills,
that the low level of public sector debt and the high level of
confidence in Sweden’s public finances make it possible to allow net
lending to increase at a rate that maintains an economic equilibrium
without jeopardising sustainability or faith in the public finances.’

8 Press conference, 21 December 2015.
2 VP16, p. 30. Similar considerations have been set out before, e.g. in BP16.
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Figure 4.2 The Gover nmeia heblendihginthe a st
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Despite the disbursement of extra funding to the municipalities,
financial net lending has been revised upwards for 2015 in VP16
(Table 4.2). For 2016 too, net lending has been revised upwards.
Among other things, the adjustments are justified on the basis of
unexpectedly high tax revenues. For subsequent years, financial net
lending has been revised downwards. The forecast now extends to
2020. At the end of the forecast period, the public finances are
expected to show a surplus, as in BP16, but not enough to reach the
target level. The date by which the surplus target should be achieved
has therefore been pushed back.

4.1.3 Trend in structural net lending

One reason why the Government expects financial net lending to
increase in the future is the ongoing economic recovery. The
Government’s calculations in BP16 show that the economic upturn
will strengthen the public finances to the tune of 0.3—-0.4 per cent of
GDP per year over the next few years."

10 VP16, p. 154, Table 7.6.
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In structural terms, the public finances are expected to weaken in
the next few years, from 0.2 per cent of GDP in 2015 to -0.7 per cent
in 2017 (Table 4.3). There should then be a gradual increase, and for
2020 the forecast shows a structural surplus of 0.8 per cent of GDP.

Table 4.3 Structural net lending in BP16 and VP16

Percentage of GDP 2015 2016 2017 2018 2019 2020
Structural net lending in BP16 -0.4 -0.4 -0.3 0.0 0.3
Structural net lending in VP16 0.2 -0.2 -0.7 -0.5 0 0.8

Migration-adjusted structural

net lending in VP16 0.2 0.1 0.0 0.0 0.5 11

Structural net lending normally increases gradually under an
unchanged policy and with fully financed reforms. The increase is
connected to the fact that tax revenues generally increase along with
nominal GDP, while expenditure, under the rules that govern
government expenditure, increases more slowly. A significant
expense that is nominally determined is the State contribution to the
municipalities.

However, structural net lending is also affected by volume
increases within some expenditure areas. During the present forecast
period, the balance is affected mainly by expenditure increases
resulting from the large number of asylum-seckers. In the short term,
the expenditure increases in the areas of migration and integration
outweigh the effect of automatic consolidation, and cause structural
net lending to weaken under an unchanged fiscal policy.

In VP16 the Government argued that it should be possible to
handle this type of increased expenditure resulting from exceptional
events without the need for short-term budgetary consolidation
measures.  According to the Government, however, this
presupposed that the expenditure increases could be considered to be
of a temporary nature, which was not true of a significant part of the
expenditure on migration and integration.” The European
Commission was also open to adjustments to structural net lending

VP16, p. 30.

12 'The Government based its forecasts in VP16 on the Migration Agency’s scenarios drawn up in
February 2016, and these assume significantly fewer asylum-seckers per year from 20162019 than in
2015.
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for temporary high costs related to the high level of refugee
immigration, in its assessment of structural net lending for the
Member States in relation to those countries’ medium-term targets
(see Box 4.1).

Figure43The Governmentés forecast of
migration-adjusted structural net lending
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Source: VP16.

Based on this view, the Government presented calculations of
structural net lending in which the temporary high costs of migration
and integration had been removed. The result was that structural net
lending was then close to or slightly above zero in 2016-2018.
Towards the end of the forecast period, it is expected to reach the
target level for financial net lending (Figure 4.3). The temporary
element of the expenditure increases is estimated as the part of the
direct expenditure in the migration and integration area exceeding
double the average level for 1991-2014."

4.1.4 Handling of temporary expenditure

We share the Government’s view that temporary changes in
expenditure should not automatically trigger budgetary consolidation

13VP16, p. 12.
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measures. A major benefit of a low level of public debt and a surplus
target that covers a long period is that they allow us to avoid a short-
sighted approach to fiscal policy. However, this approach has to be
applied symmetrically, i.e. both for temporary expenditure increases
and for reductions in expenditure. There is a political temptation to
regard unexpected expenditure increases as temporary and hence not
such as to call for budgetary consolidation measures, but to treat
expenditure decreases as permanent changes that create scope for
reform. For example, the previous government seems to have
attributed the decreasing costs of health insurance in previous years
mainly to structural factors.” It has since turned out that this
reduction in expenditure was temporary (see chapter 2).

Similarly, it is important to apply a principle of prudence when
determining which expenditure increases are temporary and which
are permanent. If the assessment of what is temporary is over-
generous, this will cause a permanent financing need to pushed back
into the future.

As explained in chapter 3, in order to assess the plausibility of the
Government’s calculations, the Council made its own transparent
calculations of the expenditure increases in the migration and
integration area (see appendix ‘Calculations of asylum costs’). The
calculations are uncertain and heavily dependent on the assumptions
made. However, we believe that it is still important that this type of
calculation should be carried out to ensure that the shaping of fiscal
policy is based on the best possible information on the state of the
public finances, and in order to evaluate the effect of different
measures on the public finances.

In the calculations presented here, we have assumed the long-term
number of asylum-seekers to be 75 000 per year. This is in line with
the Migration Agency’s forecast from February this year, and is also
the figure used by the Government in VP16. Our calculations were
based on estimates of the costs per asylum-seeker over the time from

4See e.g. VP09, p. 76: “The decrease in the number of full-time equivalents [receiving payments from
the social security systems] between 2006 and 2008 is due mainly to the fact that the number of people
receiving sickness benefits and activity payments decreased. In previous boom periods, increased em-
ployment was accompanied by increased ill-health. In recent years, however, employment has increased
while sickness benefits and activity payments have decreased. This suggests that structural factors have
reduced the number of full-time equivalents suffering ill-health. The reasons for this could include
attitude changes and a more efficient sick-leave process.”
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the asylum application process onwards. Apart from the volumes in
the asylum reception system, the calculations are sensitive to the
length of time the asylum-seekers spend in the reception system
while waiting for asylum. The most important factor, however, is
how quickly the new arrivals enter the labour market. We have based
our calculations here on the historical correlation between the length
of time in Sweden and the proportion of new arrivals in employment
(see chapter 3).

Figure 4.4 shows how our calculations relate to the Government’s
with respect to the temporary expenditure increases. On the whole,
we can say that the results are broadly similar, despite the differences
in method. However, our calculations show that a slightly smaller
part of the expenditure next year is temporary compared to the
Government’s calculations. When we take account of the temporary
high level of expenditure for migration and integration, we arrive at a
structural net lending figure which is weaker than the Government’s
and, unlike the Government’s, is negative next year. Towards the end
of the forecast period, on the other hand, our calculations produce
broadly the same estimate of permanent versus temporary
expenditure as the Government’s. In the long term, the calculations
suggest that an increase in the number of asylum-seckers from an
earlier level of 30 000 per year to a long-term level of 75 000 per year
creates a charge on the public finances of around 1 per cent of
GDP."”

15 Long-term here means up to 2030. See appendix for detailed calculations. The appendix also shows
that the expenditure increases are slightly smaller, just under 1 per cent of GDP, if the calculations are
based instead on a long-term level for the number of asylum-seckers of 60 000 per year, i.c. in line with
the Migration Agency’s latest forecast (2016c).
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Figure 4.4 Structural net lending according to VP16 and own
calculations of migration-adjusted structural net lending

Percentage of GDP Percentage of GDP
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——————— Adjusted structural net lending assuming 75,000 asylum-seekers per year long-

term )
Structural net lending

------------ Government's migration adjustment

Note: See appendix ‘Calculation of asylum costs’ for a discussion of how the adjustment to structural
net lending has been done and what assumptions undetlie these calculations.
Source: Own calculations and VP16.

4.1.5 Deviation from the surplus target

Financial net lending is currently short of the target level of 1 per
cent net lending. This is despite the fact that the recession is now
over and the Government expects the GDP gap to be slightly
positive this year. We believe that a necessary condition for financial
net lending to reach the target on average across the economic cycle
is that the policy should be based on the idea that the target level will
normally be achieved when the economy is in balance.

The present deviation can be partly explained by temporary high
levels of expenditure in the areas of migration and integration. Even
when these temporary expenditure increases are factored out,
however, structural net lending is significantly lower than the target
level of 1 per cent. This is true whether we base the assessment on
the Government’s or the Council’s calculations of the temporary
portion of the expenditure increases on which the estimate is based.
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Figure 4.5 The Governmentoés forecast

the GDP gap
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Source: BP16 and VP16.

Nor do we believe that the deviation can be justified on stabilisation
policy grounds. In last year’s report, we felt that there were such
grounds. We found then that there was good reason in the short
term to proceed with caution with fiscal policy constraints. The
economy was still in recession and we referred to the limited chances
of monetary policy supporting further recovery as a reason to hold
off on austerity measures. Since last year, however, the upturn has
continued and towards the end of 2015 the economy was growing
strongly. Now the general perception is that the recession is over and
the economy is on the road to recovery. Both the Government and
NIER expect resource utilisation to be higher than normal from this
year onwards. The previous reasons to hold off on budgetary
consolidation measures are therefore no longer valid. On the
contrary: fiscal policy now needs to be tightened up so as not to add
a further short-term stimulus to an already strong economy.

We have previously argued that an increase in structural net
lending of 0.5 per cent per year should be seen as a normal rate in an
economic recovery.!¢ This is also the rate that applies in normal times

16 For a theoretical discussion of this, see Box “What is 2 normal economic situation, and what is normal
net lending improvement?” in Fiscal Policy Council (2015).
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to countries within the EU that deviate from the medium-term
budget rules (see Box 4.1). This sort of increase in structural net
lending will not be achieved in the current forecast period even if we
ignore the weakening of the balance resulting from the temporary
high expenditure for migration and integration (Figure 4.5).

4.1.6 No plan for achieving the target

When there is a departure from the target level for financial net
lending, it is crucial that there should be a plan for rectifying the
deviation. If not, there is a risk of undermining confidence in the
fiscal policy framework (see chapter 6). There is currently no such
plan.

The Government’s forecast of financial net lending shows a
gradual improvement from 2018 onwards. However, this is not a
commitment on the part of the Government, but merely a forecast
based on the assumption of an unchanged policy.

The Government was previously clear that a there is a principle of
financing all reforms on a ‘krona for krona’ basis, which could be
viewed as a commitment to reinforce structural net lending at a rate
consistent with fully financed reforms. Our interpretation of the
Government’s current policy is that financial net lending may be
weaker in the future than the forecasts suggest, not just because of
extra expenditure on refugees but also because of unfunded reforms.
The fact that the surplus target is now under review cannot be taken
as a pretext to run fiscal policy without any long-term direction.
Having a clear direction for the policy is if anything more important
right now because the high level of refugee immigration may be
expected to create continued pressure for increased expenditure in
some areas of the public sector. That is why the Government
urgently needs to come back in BP17 with a clear and credible plan
containing a commitment as to how and when the variance in
financial net lending is to be rectified.

We believe that this plan for financial net lending should lead to a
higher level of net lending in the economically good years that are
now expected than is shown in the current forecasts if the surplus
target is to be a credible one. In other words, the Government needs
to plan for active budgetary consolidation measures.
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We believe that there are grounds for tightening fiscal policy from
a stabilisation policy perspective also. Despite the strong cyclical
position, fiscal policy remains expansive. Stabilisation policy
considerations indicate instead that the fiscal policy should be
considerably more restrictive in the years 2016—2018 than the policy
that the Government is presenting in VP16.

If the starting point is a balanced target for financial net lending,
target attainment will be improved. However, structural net lending is
still lower than required with this sort of target level, both this year
and next. But if we factor out temporary high expenditure for
migration and integration, the balance moves close to zero,
depending on our estimates of the temporary portion of the
expenditure increases. We find, however, that a balanced target does
not allow any scope for unfunded reforms during the Government’s
term in office either, and that the stabilisation policy arguments for
tightening the policy remain valid.

Pursuing an active austerity policy is a difficult challenge for
politicians. The ability to strengthen the public finances in
economically good times is also a key condition for being able to
pursue an active stabilisation policy in a downturn. As noted in
chapter 1, the risks of an international economic downturn are
substantial. In the coming years, the large groups of refugees who
sought asylum in Sweden in 2015 will be entering the labour market.
It would be very unhelpful if the economic situation should
deteriorate once more, and the scope for pursuing an expensive fiscal
policy were limited by a weak starting position.

We can observe a clear distortion in the way the stabilisation
policy argument has been used over time, both by the Government
and in the public debate. It is easy to identify a need for a more
expansive fiscal policy in periods of recession and argue for not
tightening up when the economy has turned the corner. The need to
tighten up the policy in good years is invoked less often. This
asymmetry of argument on the part of the Government is not
surprising. In fact, it is precisely the bias in the policy that one would
expect, and the very reason why it is important to have a fiscal policy
framework that restricts the elbow room for the policy in the short
term. It is also the fact that the present framework offers too much
flexibility for the policy in this regard that convinces us that the
current framework needs to be tightened up (see chapter 06).
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Box 4.1 EU rules for adjustments to the MTO

The European Commission assesses whether a Member State is
making the required adjustment towards its medium-term objective
(MTO) for structural net lending. A country whose net lending is
found to fall short of its MTO is expected to follow a given
adjustment path to return to the target.

The Stability Pact contains rules on the rate at which adjustment
back to the MTO should take place. The speed of return that is
considered appropriate depends on the GDP gap and the level of
public-sector debt; see matrix below. The matrix shows that a
country with public-sector debt below 60 per cent of GDP in
‘normal’ times, defined as a GDP gap between +1.5 and -1.5 per cent
of GDP, should have a rate of adjustment of 0.5 per cent of GDP
per year. This rate of improvement therefore applies to structural net
lending.

There are exception clauses which allow countries to deviate from
the MTO or the adjustment path towards it. Exception clauses may
be applied if a country implements structural reforms which impact
the budget in the short term but are expected to produce positive
effects in the longer term, and where a country increases public-
sector investment in a way that is expected to improve the potential
productivity of the economy in the long term.

There is also a general exception clause which defines exceptional
circumstances in which it is permitted to deviate temporarily from
the adjustment path towards the MTO (provided that the deviation is
not considered to jeopardise the sustainability of the finances in the
medium to long term.) Two situations in which the general exception
clause can be invoked have been defined:

i) a serious economic downturn in the Eurozone or the EU,

ii) an unusual event which is outside the Government’s control
and

has a clear impact on the public finances.
In its annual evaluation of the public finances in the Eurozone
countries, published in December 2015, the Commission stated that
it was willing to use provision ii) to ‘accommodate the incremental
spending resulting from the exceptional influx of refugees in certain
Member States, as this is consideted an unusual event outside the
control of government’. The Commission went on to say that the
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exception would only apply to net extra costs resulting from the
refugee crisis and would be used for 2015 and 2016."

Table 4.4 Rates of adjustment towards the MTO

Suitable annual fiscal adjustment, MTO
Economic situation Government debt below 60%]|Government debt above 60%
and no sustainability risks or sustainability risks
Bxceptionall Real growth <0 .
y or GDP gap <-4 No need for adjustment
bad times
Very bad N
. Y -4 OGDPgap < -3 0 0.25
times
0if growth is lower 0.25 if growth is low er
Bad times -30GDPgap <-1.5 Fhan poterjtlal_ _than pote.ntla_l
0.25 if growth is higher 0.5 if grow th is higher
than potential than potential
Normal times -1.5 OGDPgap < 1.5 0.5 >05
> 0.5 if growth is lower O 0 if grdvthis lower
. . than potential than potential
Good times GDP O 1.5 . .
' Jsb O 0 if grdwthis higher O ifigrowth is higher
than potential than potential

Note: Government debt below 60 per cent (refers to Maastricht debt, which is consolidated government
debt).

4.2 The myth of the surplus target and net
wealth

Since the surplus target was first applied in 2000, the financial
position of the public sector has improved dramatically. The net
position has changed from a net debt to financial net wealth
equivalent to 20 per cent of GDP. Gross public sector debt
(government debt) has fallen in the same period from around 50 per
cent of GDP in 2000 to just over 40 per cent today (Figure 4.0).

It is usual to attribute this favourable development in the public
finances to the surplus target, which is supposed to have allowed for
government debt to be paid down. However, this is a misconception.

17 European Commission (2015).
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Figure 4.6 Financial net wealth in the public sector and government
debt

Percentage of GDP Percentage of GDP
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Source: NIER (2016b).
Public-sector net lending, which has averaged 0.4 per cent of GDP
since the target was introduced, only explains a small part of the
growth in public sector wealth. The principal reason is rather that
public-sector assets have increased in value. Value changes (which are
not included in net lending) account for around 6/7 of the
improvement in net wealth." This in turn is mainly due to the fact
that government shareholdings have increased in value, partly as a
result of profits made on sales of State-owned companies.

Nor is the fact that government debt has fallen as a percentage of
GDP due to the Government paying off its debt. Although financial
net lending within the State has shown an average surplus since the
target was introduced, this is attributable to the transfers from the
old-age pension system that were made in the early 2000s. If these
transfers are excluded, net lending within the State has been negative;
national taxes and expenditure have not matched each other on
average since the surplus target was introduced. The decrease in
government debt as a proportion of GDP is mainly due to the simple
fact that the economy has grown; in nominal terms, government debt
has been almost unchanged since the end of the 1990s.

18 NTER (2015b).
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The fact that there was a surplus target, along with an expenditure
ceiling, has probably had an indirect restraining effect on government
expenditure and on the balance. However, this general effect of the
fiscal policy framework should not be confused with the direct effect
of the surplus target, via financial net lending, on the level of
government debt.

4.3 The long-term sustainability of the public
finances

The Council’s remit also includes assessing whether the policy is
being run in a manner which is consistent with sustainable long-term
public finances. Projections of the public finances are however very
uncertain and heavily dependent on the assumptions made, which
makes them hard to evaluate.

In the Government’s view in VP16, the public finances are
sustainable in the long term. The sustainability indicator S2 is
calculated at 1.1 per cent of GDP, which means, strictly speaking,
that financial net lending may be permanently weakened by 1.1 per
cent of GDP in 2017, while net debt stabilises in the very long term.
In the medium to long term, however, out to 2040, net lending is
expected to weaken, but without reaching any dramatically low levels
(Figure 4.7).

On the other hand, NIER judges in the main scenario in its
sustainability report that the public finances are sustainable in the
long term."” The S2 indicator is 0.7, which means that the public
finances need to be improved by 0.7 per cent of GDP if long-term
sustainability is to be achieved.

There are several differences in the Government’s and NIER’s
calculations which explain their differing conclusions regarding long-
term sustainability. One difference relates to the population forecasts.
The Government’s calculations are based on Statistics Sweden’s
population forecast from February 2016, while NIER’s projection is
based in the forecast produced in the autumn of 2015. Among other
things, the forecast from the autumn of 2015 suggests a much higher
rate of immigration into Sweden in the coming years than the

19 NIER (2016a).
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forecast from February this year. In other respects, NIER makes
more favourable assumptions than the Government when it comes
to sustainability. NIER assumes that the retirement age will rise in
line with average life expectancy, while the Government assumes an
unchanged retirement age. NIER also assumes that the need for
welfare services among older people will decrease over time, unlike
the Government which assumes that the need will be unchanged. In
an alternative scenario, in which NIER makes the same assumptions
as the Government with regard to retirement age and the need for
welfare services, NIER concludes that the public finances need to be
strengthened by just over 4 per cent of GDP to be sustainable in the
long term.

Figure 4.7 Financial net lending with unchanged behaviour

Percentage of GDP Percentage of GDP
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Note: Primary financial net lending is net lending excluding capital items.

Source: VP16.

Another important difference between the Government and NIER
concerns projections of public consumption. Both the Government
and NIER assume unchanged staff numbers in the welfare services
and similar levels of payment in the benefits systems. But while
NIER assumes a progressive raising of standards in public-sector
operations with a supposed productivity increase being maintained,
the Government assumes that the standard per users is unchanged.
With NIER’s assumption, public consumption remains unchanged as

105



106

a proportion of GDP, whereas it decreases under the Government’s
method.20

4.3.1 The importance of faster establishment of
new arrivals

A major benefit of long-term calculations of the public finances is
that they enable us to see how sensitive the long-term development
of the public finances is to various regulatory changes and what
measures are needed to enhance the long-term sustainability of the
finances.

A key question today is how the public finances are affected by
migration. Improved integration significantly improves the public
finance calculations. The effects of improved integration are
simulated in an appendix to the Langtidsutredningen 2015.* The
scenario assumes that the level of employment among immigrants
from countries with low levels of education and skills (low HDI)*
will be raised by around 8 percentage points from the current level of
a little over 65 per cent to just under 75 per cent. This increase,
which is assumed to be immediate, means that primary financial net
lending is approx. 0.5 of a percentage point higher in the years 2020—
2040 than in the main scenario.

In VP16 the Government also carries out its own sensitivity
calculations of the effect of improved integration. The calculations
assume that the difference in the level of employment between
immigrants and persons born in Sweden will decrease by a third from
2020-2030. This will make primary financial net lending so much
higher that the deterioration in primary net lending over the next 15-
20 years that occurs in the main scenario is then eliminated (Figure
4.8). NIER also covers the effects on the public finances of
improved integration in its sustainability report. NIER’s scenario
assumes that the employment gap between people born in Sweden
and immigrants will halve between 2021 and 2040, improving
financial net lending by as much as 1.8 per cent of GDP by 2040.

20 For more on this, see section 6.3 of NIER (2016a) and Chapter 10 of VP16.

2! Flood and Ruist (2015).

22 The Human Development Index (HDI) is an index used to compate the level of prosperity in differ-
ent countries.
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Figure 4.8 Primary financial net lending with faster establishment

Percentage of GDP Percentage of GDP
3 4 -3
2 - -2
1 - -l
0 0
-1 -1
Reference scenario ~  -=----- Faster establishment
-2 A -2
-3 - - -3

2010 2020 2030 2040 2050 2060 2070 2080 2090 2100

Soutrce: VP16.

4.3.2 Importance of increasing the retirement
age

In last year’s report, we presented various calculations that
highlighted the importance of an increase in the retirement age to the
long-term sustainability of the public finances. Our view from last
year is worth repeating: an increase in retirement age is entirely
necessary in order to maintain acceptable pension levels and create
conditions for public finances which are sustainable in the long term.

In the calculations of the long-term public finances from the
Government and NIER, it is assumed that the old-age pension
system will retain its present design. However, as average life
expectancy rises, so does the number of pensioners to be supported
by every person of working age. Pensions will then be lower in
relation to wages. The pensions system is stable in the sense that
such a reduction in the relative value of pensions takes place
automatically. In practice, however there is a risk of the pension
system being found to be so miserly that grants from the public
purse are required.

If the old-age pension system is to be politically sustainable and
generate reasonable pensions as average life expectancy increases, the
retirement age has to increase in line with life expectancy. There is
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currently a strong attachment to a normal retirement age of 65, which
is linked to general and agreed pension rules. We consider it very
important to gradually raise the threshold for what is regarded as a
normal retirement age. In last year’s report, we suggested that a first
step in this direction should be taken by an increase in the retirement
age of one month per year being built into agreements and pension
rules. Such an increase may seem ambitious, but it will still not be
enough to maintain today’s payment levels. It is therefore a major
challenge that we face. We believe that the issue of a higher
retirement age should be given greater political attention. If the
retirement age does not increase at a relatively fast pace, there is a
risk of deferring major central government finance problems until a
future time.

4.4 Assessments and recommendations

Like the Government, we note that the surplus target has not been
achieved on a retrospective view. This is true whether the time
horizon covers the last ten years or whether we go back to 2000
when the target was introduced.

There is currently a discrepancy between financial net lending and
the target level of 1 per cent net lending. If financial net lending is to
achieve the target on average across the economic cycle, the target
level should normally be achieved when the economy is in balance.
This condition is not satisfied today because financial net lending
falls short of the target level while the economy is judged to be in
balance.

The deviation can be partly explained by temporary high levels of
expenditure in the areas of migration and integration. Even when
these temporary expenditure increases are factored out, however,
structural net lending is significantly lower than the target level of 1
per cent. This is true whether we base the assessment on the
Government’s or the Council’s calculations of the temporary portion
of the expenditure increases on which the estimate is based.

We do not believe that the deviation can be justified on
stabilisation policy grounds. On the contrary: fiscal policy now needs
to be tightened up so as not to add a further short-term stimulus to
an already strong economy. The stabilisation policy arguments are
often used in a way that is biased towards an expansive policy. This is
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not surprising in itself, but it does highlight the need for a fiscal
policy framework which places restrictions on the design of
stabilisation policy. It is important that the ongoing review of the
surplus target should bring about closer monitoring of the target.

If the starting point is a balanced target for financial net lending,
rather than a surplus target, target attainment will be improved. But a
balanced target does not allow any scope for unfunded reforms
during the Government’s term in office either. On the contrary, the
stabilisation policy arguments for tightening the policy remain.

When there is a departure from the target level, it is crucial that
there should be a plan for rectifying the deviation. If not, there is a
risk of undermining confidence in the fiscal policy framework. The
Government was previously clear that there was a principle of
financing all reforms on a ‘krona for krona’ basis, which could be
viewed as a commitment to reinforce structural net lending at a rate
consistent with fully financed reforms.

There is currently no such plan. The Government has not
presented any reasons why it is not planning any active budgetary
consolidation measures to achieve the surplus target. Nor is there any
commitment to finance unforeseen increases in expenditure or
reforms. All in all, this is a breach of the fiscal framework.

The retitement age needs to be raised gradually in order for the
public finances to be sustainable in the long term and to generate
acceptable pensions. The custom of retiring at the age of 65 needs to
be changed. When it comes to the long-term development of the
public finances, it is also very important to see how well the
integration of the new arrivals is working. Unless the integration of
newly arrived immigrants into the labour market is improved, asylum
immigration will be an additional burden on public finances.
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5 Infrastructure and socio-
economic profitability

Chapter 5 discusses investment in transport infrastructure, i.e.
investments in and maintenance of roads and railways. In section 5.1
we reiterate what we wrote about investments in transport
infrastructure in our 2015 report. In section 5.2 we take a view on
whether the planned investments in high-speed railways should be
implemented or not. Section 5.3 discusses whether it makes any
difference to the public finances whether an investment is financed
by appropriations in the national budget or by direct borrowing
within the Swedish National Debt Office. Section 5.4 summarises the
Council’s assessments and recommendations.

5.1 What we wrote in last year’s report

In our 2015 report we concluded that we could not use the available
statistics to draw the conclusion that investments in roads and
railways were neglected in terms of investment volume. From a
European  perspective, Swedish investments in  transport
infrastructure are neither high nor low. Statistics relating to the
distribution of investments between roads and railways indicate that a
relatively large amount of money has been invested in railways.
Railway capital stock per capita has more than doubled over the past
two decades.

Maintenance and repair are crucial to ensure the efficient
functioning of the road and rail networks. However, it is not possible
to state whether resources for the maintenance and repair of roads
and railways are sufficient on the basis of statistics and analysis
reported by the Government to date. Existing problems may be due
to budgets which are too small, but they may also be due to the
allocated resources being used inefficiently. The level of knowledge
in this respect is alarmingly poor. A coherent analysis of the
maintenance requirement for the Swedish road and rail network in
relation to resources allocated is needed in order to make a fair
assessment. Without an analysis of this kind, there is a serious risk
that attempts to resolve problems by increasing the maintenance
appropriations will lead to a waste of resources, and will not result in
desirable improvements to the transport infrastructure network
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anyway. In the Budget Bill for 2016, the Government concurred with
the Council’s assessment of the state of knowledge, and announced
that the Swedish Transport Administration was now working on an
analysis of the state of the infrastructure. The Council looks forward
to reading this analysis and the conclusions the Government draws
from it.

In the 2015 report, we also noted that, in practice, Swedish
governments attach far too little importance to socio-economic
profitability when making decisions on investment plans. An analysis
of the roads investment plan decided upon for 2010-2021 indicates
that the priorities of the then Government were socio-economically
inefficient. Better prioritisation within the plan, covering SEK 95
billion', could have increased the estimated net receipts for society
from SEK 7 billion to SEK 42 billion. This is a major waste of
resources and probably explains why the infrastructure is perceived
as insufficient despite a reasonable investment budget. A larger
budget is not a solution to the problems.

In our 2015 report, we proposed that a framework for
infrastructure decisions should be introduced. The objective of such
a framework should be to clarify the socio-economic deliberations,
but without restricting the political power of decision. A framework
should include requirements for all decisions on infrastructure
investments to be preceded by a socio-economic estimate. Such
estimates should be drawn up for more infrastructure projects than
can be expected to be accommodated within the investment budget.
A follow-up estimate must be carried out following decisions and
implementation. A framework should be created which describes
how both decision data and the follow-up are to be formulated.
These rules should take into account both the type and the size of
projects. However, in the Budget Bill for 2016, the Government does
not address the Council’s proposal.

! 'The sum of SEK 95 billion does not include operating and maintenance costs or any special pots and
packages; the figure has been adjusted using discount and taxation factors. Source: Botjesson, Eliasson,
Odek and Welde (2014).
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5.2 High-speed railways; yes or no?

Planning is currently under way for high-speed railways, intended
mainly for passenger traffic, between Stockholm and Gothenburg
and/or Stockholm and Malmo. If these investments are carried
through, they will be the largest government investment of modern
times. On 7 December 2015, the Swedish Transport Administration
presented a report to Sverigeférhandlingen (the National Negotiation
on Housing and Infrastructure) with costs for the construction of a
Swedish high-speed line between Stockholm and
Gothenburg/Malmé estimated at between SEK 190 and 320 billion.”
The Swedish Transport Administration states that the socio-
economic calculations show that the project would be unprofitable.
The Council wishes to emphasise that investments in infrastructure
should be consistent with the goal of transport policy approved by
the Riksdag, which is to: ... assure efficient and sustainable transport
provision for citizens and businesses throughaut the eotnthyie
the Government stated in the Budget Bill for 2016 that greater
emphasis needed to be placed in socio-economic profitability when
infrastructure decisions were taken." The requirement for socio-
economic viability means that the socio-economic returns on an
investment must exceed the socio-economic costs. According to the
Swedish Transport Administration’s socio-economic projections for
high-speed railways, the net present value ratio is minug).4-0.5. In
other words, every krona invested is expected to result in a l0S®f 40-
50 6re. These investments in high-speed railways should therefore
not be implemented. The estimated loss is even greater if we factor in
the costs for necessary additional investments in new stations,
connections to existing lines and expanded capacity between Jirna
and Stockholm, Mélndal and Gothenburg Central Station and Lund-
Malmé.” The cost estimate is also fraught with very great uncertainty.

2 Swedish Transport Administration (2015).

3 Bill 2008/09:93.

4 Bill 2015/16:1, p. 483.

5 It is sometimes asserted that investments in railways are good climate policy. However, these invest-
ments are not a cost-effective mechanism for climate policy. The reason for this is that, despite large
investment costs, one can only influence a very small part of the carbon dioxide emissions from the
transport sector. If investments in high-speed railways are to be profitable from a socio-economic
standpoint, the value of reducing carbon dioxide emissions must be at least SEK 8 per kilo of CO2. In
terms of taxation, this is equivalent to almost SEK 19 per litre of petrol, or a petrol price of over
SEK 30 per litre; see Nilsson and Pyddoke (2009).
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The Swedish Transport Administration states that the costs will be in
the range SEK 190-320 billion, with 70 per cent probability.

5.3 Loans or appropriation-financing

In the general debate, it is sometimes argued that we have neither the
ability nor the resources to invest in infrastructure because there is
no room for this within the fiscal policy framework, particularly
under the expenditure ceiling. It may be appropriate, therefore, to
examine certain concepts. The surplus target is defined in terms of
financial net lending, calculated according to an international set of
rules defined at the EU level, the ESA 2010. Under this system,
financial net lending is affected by the rate at which an investment is
implemented regardlesShow it is shown in the budget. A railway
project costing SEK 20 billion per year over 10 years, for example,
will mean that financial net lending is SEK 20 billion lower for 10
years than if the investment had not been made. Whether or not it is
appropriate to reduce net lending in order to carry through the
investment, and the degree to which other expenditure should be
reduced or taxes increased, are an economic and political matter. The
level of the balance target is not carved in stone but rests on a
decision by Parliament. The Riksdag is free to adjust the level of the
balance target to allow for greater expenditure provided that it
complies with our undertakings under EU budgetary rules.

In terms of its handling within the Swedish budget, the
investment can be paid for either out of appropriations within the
expenditure ceiling or by the Swedish National Debt Office
borrowing money outside the budget. However, the Budget Act
makes it clear that investments in infrastructure should be financed
through appropriations. There is an option under the Budget Act for
the Swedish National Debt Office to borrow directly to finance
investments, but this option is intended mainly to enable authorities
to conduct their operations efficiently and spread the costs of
investments in their own activities over several years. The
preparatory work for the Budget Act stresses that investments in
infrastructure should be financed through appropriations.

In terms of the real economy, it makes no difference whether an
infrastructure investment is paid for by an appropriation or outside
the budget through loans via the Swedish National Debt Office. In
both cases, government borrowing needs and the national debt
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increase, and in both cases, interest rates on government debt go up.
The difference between the two alternatives is rather that, if
investment costs are paid for out of appropriations, they have to
undergo a budgetary review, but if they are paid for outside the
budget, they are excluded from such a review.

In its budget decision, the Riksdag set an upper limit for total
government expenditure and a framework for expenditure on
infrastructure investments. If the State later wishes to increase the
investments by SEK 200 billion, as in the example above, this is
unlikely to be possible within the limits set. The normal budgetary
review then involves the Government submitting proposals to the
Riksdag for increased spending on investments and adjusting limits
and ceilings as necessary. Of course the process also examines
whether, given the surplus target, the increased expenditure should
be financed through reductions in other expenditure or increased
revenues. Financing investments in infrastructure from loans through
the Swedish National Debt Office means that the investment costs
do not need to undergo a normal budgetary review. However, neither
financial net lending, nor the surplus target, nor the level of
government debt and interest rates are affected by the method of
financing.

One of the main points of the expenditure ceiling is that all
expenditure items should be weighed against each other, and that the
budget process should involve clear choices and priorities. That is
why all government expenditure, including regulatory transfers, is
included in the expenditure ceiling (interest rates on government debt
are the only exception). It is always open to the Riksdag to raise the
agreed expenditure ceiling, or adjust the ceiling upwards three years
ahead in the normal process, to make room for increased investment.
Financing investments from loans through the Swedish National
Debt Office, however, allows the investments to be made without
the review and prioritisation entailed in the budgetary process.

Whether Sweden can afford large-scale investments in
infrastructure, or whether these are appropriate, are issues to be
resolved on the basis of socio-economic and political judgements.
These are not affected by whether the investment is paid for out of
appropriations or loans through the Swedish National Debt Office
outside the expenditure ceiling. The Council believes that there are
compelling reasons to maintain the principle that investments in
infrastructure should be financed through the budget, ie. by
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appropriations. It is a matter of clarity with regard to budgetary
priorities and the completeness and transparency of the budget in the
eyes of Parliament and the public.

5.4 Assessments and recommendations

A framework for decisions on infrastructure should be introduced.
The objective of such a framework should be to clarify the socio-
economic deliberations, but without restricting the political power of
decision. A framework should include requirements for all decisions
on infrastructure investments to be preceded by a socio-economic
projection.

From a European perspective, Swedish investments in transport

infrastructure are neither high nor low. Statistics relating to the
distribution of investments between roads and railways indicate that a
relatively large amount of money has been invested in railways.
Railway capital stock per capita has more than doubled over the past
two decades.
It has been suggested that investments in high-speed railways
between Stockholm and Gothenburg/Malmé be financed by loans
from the National Debt Office instead of normal public funding.
The choice between these forms of financing does not affect net
lending, so it does not affect the surplus target either. By contrast, the
suggested form of financing would mean that the investment is
exempted from the review of expenses and operations involved in a
normal budgetary process. The fact that the costs are so high is an
argument for more thorough review, not less.

The planned investments in high-speed railways are considered to
be very unprofitable in economic terms. This is true regardless of
how the investments are financed. These investments should
therefore not be implemented.
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6 Increased monitoring of the
surplus target

Since 1 September 2014, the Budget Act has contained a requirement
that, if the Government believes that there is a variance from the
surplus target, it must explain how it proposes to return to the
target." However, for this to work, it must be possible to determine
whether there actually is a deviation from the target and, if so, how
great the variance is. The Council has argued on several occasions
that monitoring of the surplus target is too unclear and should be
improved. In its 2009 report, the Council considered that the number
of indicators used to assess target attainment (five) was too large. The
different indicators could contradict each other and left wide scope
for interpretation — too wide in the Council’s view.

We raised similar criticisms in our 2014 report and felt that the
uncertainty as to whether the target had been met was damaging its
credibility, and that more transparent follow-up and a stronger link
between the surplus target and fiscal policy was needed. In our 2015
report, we noted that the assessment of whether the surplus target
had been met in full had changed with the change of government.
The outgoing government considered that the target had been met
while the incoming government judged that there was a large and
clear deviation from the surplus target. This was not the result of
altered calculations but of a very vague definition of the term
‘deviation’.

In principle, the Government believes that follow-up must be
clear. The Government writes, for example, that ‘clear targets are a
prerequisite for both internal and external evaluation and follow-up’
and ‘a vaguely defined target, which is not followed up in a
transparent manner, will not be binding on fiscal policy.”” The
Budgetary Process Committee also notes that a transparent follow-up
is required for the system with the surplus target to function
propetly.” Follow-up of the surplus target has not become clearer,
however, and it does not appear that the amendment to the Budget

! Budget Act (2011:203), Chapter 2, Section 1a.
2 Ministry of Finance (2010), p. 185.
3 SOU 2013:73, p. 109.
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Act requiring the Government to state how the surplus target is to be
restored has had any real impact. The previous government did not
consider that there had been any deviation from the surplus target,
while the present government believes that there is a clear deviation,
but presents no explicit plan for rectifying this. In practice, the plan
for returning to the surplus target consists of relatively generalised
words about a responsible fiscal policy which will bring financial net
lending back into surplus at a rate that does not jeopardise economic
development.

The Council has felt since 2013 that financial net lending is too
low for the surplus target to be judged to be met, a view that is
shared by NIER, RiR and ESV. In its report on the impact of
introducing a balance target for the public sector,’ NIER wrote that
financial net lending in the period 2000-2014 averaged 0.4 per cent
of GDP, while the economic situation was generally normal in the
same period. The follow-up and the mechanisms for complying with
the surplus target have thus been insufficient to ensure that the target
really was met.

A parliamentary committee is currently looking into the surplus
target, and its remit includes a review of the target, a possible change
in its level and possible changes to monitoring of the surplus target.
The Council wishes to emphasise, as we have done in previous
reports, that it is important for any reduction in the level of the target
to be combined with measures to ensure that the target is met. The
lower the target, the more essential it is to prevent negative
deviations because excessively low net lending could lead to an
undesirable increase in debt and insufficient margins to the limits in
the EU budgetary framework.

We outlined in our 2014 report how improved follow-up of the
surplus target could be realised, and essentially stand by the view that
we presented there.” There needs to be a stronger link between the
target and current fiscal policy. To bring about such a link,
information on target deviations needs to be linked in real time to the
decision-making process. A target deviation should be deemed to

4 NIER (2015b).
5 Fiscal Policy Council (2014), section 5.6.
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exist where current financial net lending differs significantly from the
target level and this is not due to macro-economic effects.’

One basis for such an assessment is the level of structural net
lending calculated by accepted methods. Despite the measurement
and calculation problems that exist, we believe that structural net
lending is the most suitable means of assessing in real time whether
the direction of fiscal policy is leading to the balance target being
achieved on average over an economic cycle.

However, this should not be interpreted to mean that structural
net lending should always reach the target level. Both the actual and
the structural balance will vary over time with normal economic
fluctuations, and should be allowed to do so. The fact that structural
net lending differs from the target level therefore does not in itself
mean that the policy is out of balance, nor does it imply a breach of
the fiscal policy framework. But it is essential that the deviation
should be justified and that the Government should present a
credible plan to return to the target. So a more stringent
identification of deviations from the surplus target does not mean
that fiscal policy has to be defined mechanically. The plan to return
to the target does of course need to take account of other matters
than the size of the deviation.

We could discuss how detailed a plan to return to the target
should be. The formal budget decision covers one year while the
budget itself includes estimates for the next 3—4 years. We cannot
expect a plan to return to the target for financial net lending to be
specified in detail, but we believe that the degree of specificity needs
to be increased. The wording of the Budget Bill imposes practically
no obligation, so is not sufficient to ensure a return to the target. A
plan to meet the surplus target should not simply indicate the
direction but should also contain concrete measures and be detailed
enough to follow up. The plan cannot be limited to a mechanical
projection of budgetary income and expenditure under unchanged
rules. It should be clear, as it is not today, how the planned
development to meet the target differs from such a mechanical
projection. It is also important for the Government to commit to
take the measures required to comply with the plan. If the target is to

A reasonable limit might be a deviation in excess of 0.5 per cent of GDP. A similar quantification is
suggested in Ministry of Finance (2010).

119



120

be met on average over an economic cycle, we consider it essential
that the target level should normally be attained when the economy is
in balance. The plan to return to the target should therefore meet this
requirement. If the economy is expected to enter an upturn, it is also
necessary to plan for a level of structural net lending in excess of the
target level, to the same degree that it falls below the target level in a
slump.

We believe that historical deviations from the target should not be
offset by contrary deviations. Large and systematic deviations from
the target could however lead to an unwanted growth in government
debt and/or public-sector wealth. As before, we consider that the
target level should be reviewed and changed where needed,
infrequently but regularly and in an orderly and predictable manner,
possibly every ten years.” The historical development should be
followed up and prolonged deviations should form a major part of
the discussions about the future target level. As long as financial net
ending in the old-age pension system is included in the surplus target,
changes in this net lending figure should also be taken into account.

There may also be grounds for reviewing whether the process for
handling target deviations should be formalised. For example, the
Riksdag should be able to determine whether or not there is a target
deviation and also approve the plan for remedying this.
Improvements in the follow-up should also be reflected in changes in
the ‘framework document’. It would give greater legitimacy to the
process if the framework document were more definite than it is now
with regard to the speed of return considered appropriate for normal
deviations from the surplus target.”

Viewed over the whole time that the surplus target has been in
existence, financial net lending has not been sufficiently high on
average to meet the target. Now that the level of the target is under
review, we believe that it is crucial to the effectiveness and credibility
of the target that follow-up should be improved and support the

7 This is also proposed by the NIER in NIER (2015b).

8 Such specific rules exist within the EU. A communication from the Commission on the application of
the Stability and Growth Pact (COM(2015) 12, 13/01/2015) contains a mattix specifying the speed of
return to the target required according to the GDP gap and the level of government debt. The matrix
shows that a country with public-sector debt below 60 per cent of GDP in ‘normal’ times, defined as a
GDP gap between +1.5 and -1.5 per cent of GDP, should have a rate of adjustment of 0.5 per cent of
GDP per year; see Box 4.1.
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political system to ensure that the target is met in the future. We
believe that changes to the follow-up process such as we have
identified here would contribute to such an improvement.
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7 Distribution effects of limited
interest deductions

Concerns that the level of household debt could threaten macro-
economic stability have led to suggestions for various measures to
reduce household debt. One suggestion being discussed is to limit
interest deductions, i.e. tax relief on debt interest, to make it more
expensive for households to borrow. A common argument against
changing interest deductions is that it would hit households hard that
already had large loans and had based their financial situation on the
tax deduction brought about by the interest deduction. To form an
impression of how sensitive households are to changes in interest
deductions, we asked Peter Englund and Elin Ryner to analyse this
matter.' Their analysis also covers the effect of removing the ceiling
on property tax, the ‘property charge’. As the discussion of interest
deductions is closely linked to the asymmetry in the tax on
properties, it is natural to include the property charge in the
comparison.

In section 7.1, we describe in brief how current capital taxation is
structured and explain the possible reforms that we are studying. In
section 7.2, we present the analysis of the distribution policy effects
of the different reforms. The distribution analysis assumes that
household income, along with assets and liabilities, is not affected by
the reforms in the short term. In sections 7.3 and 7.4, we discuss
how the reforms might be expected to affect household debt and
housing prices in the longer term. Section 7.5 summarises the
Council's assessments and recommendations.

Reduced interest deductions are also under discussion today as
part of various measures to improve mobility in the housing market.
Reduced interest deductions combined with lower capital gains tax
on sales of property have been put forward as a way of increasing
mobility in the housing market while limiting the impact on the
public finances. We will not examine any such combination of altered
interest deductions and other housing policy measures here. Nor will

! Background reports ‘En mer neutral kapitalbeskattning: Férdelningseffekter av begrinsade rinteav-
drag’ by Peter Englund and ‘Férdelningseffekter av begrinsade rinteavdrag och forindrad fastighetsav-
gift: Metod och Data’ by Elin Ryner.
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we analyse the effect that the changes may be expected to have on
macro-economic stability.

7.1 Today’s capital taxation and hypothetical
reforms

A change in interest deductions should lead to more consistent
taxation of household income. The right to deductions for debt
interest has traditionally been justified as part of a neutral system for
taxing household income. In a neutral system, a fully-funded
investment in an asset should mean that the tax is equal to the tax
deduction. Similarly, the capital cost after tax should be the same
whether the investment is financed with a person’s own or borrowed
capital. Debt interest should thus be deductible at basically the same
tax rate that applies to the taxation of income from capital, and
different forms of income from capital should be taxed equally.

The present system of capital taxation means that the household’s
income from capital is taxed in different ways in several different
parts of the tax system. Within the income category of ‘capital’, the
net result of interest income and expenses, dividends and realised
capital gains is taxed at 30 per cent. If the balance is negative, a
deduction of 30 per cent of the shortfall is allowed against tax on
income from employment, up to a deficit of SEK 100 000, and 21
per cent of the deficit in excess of this.

The yield on individual houses is taxed by way of a property
charge of 0.75 per cent of the rateable value, up to a breakpoint. The
breakpoint is indexed and, for the 2016 income year, it is set at
SEK 7 412, equivalent to a rateable value of SEK 988 000. The
corresponding property charge for apartment buildings is 0.3 per
cent of the rateable value, or a maximum amount per flat (SEK 1 268
for the 2016 income vyear). The ceiling for the property charge
decouples the tax from the return for around half of the housing
stock.

Based on today’s system, two changes could be considered. One
possibility is to restrict the proportion of the interest costs that can
be deducted from capital income when calculating the profit/loss on
capital, whether the balance is negative or positive. Another
possibility is simply to limit the amount of the deduction where there
is a deficit. This could be done, for example, by moving the
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breakpoint below which the marginal effect is lower. We will examine
the following two hypothetical changes to the deductions below:

A. The current tax rates are retained but the value of all interest

deductiasseduced. To calculate taxable income from capital,
debt interest is assumed to be 70 per cent of the actual
amount.

B. The value of the deficileductidnreduced. The marginal tax
on losses on capital is reduced from 30 to 21 per cent from
the first krona.

A natural way of tightening up the property charge is to remove the
ceiling for property tax.

C. The property chargeat 0.75 per cent of the rateable value
for all single-family houses and 0.3 per cent of the rateable
value for leasehold dwellings.

These changes produce greater neutrality between the tax on homes
and the right to deduct interest given normal interest rates.” But, as
shown below, the reforms have varying distribution profiles, as the
deduction reforms only affect taxpayers while the increased property
charge hits all property owners whether or not they are liable for
taxes.

The calculations have been produced by NIER with the aid of
Statistics Sweden’s microsimulation model, FASIT, and are based on
a sample of 890 000 households, representing 1.9 million individuals.
All effects are expressed at the household level, not per person

One effect of reduced interest deductions is that public sector tax
revenues increase. The extent of the effect on the public finances will
depend mainly on general interest rates when the measure is
implemented. The model simulations carried out by NIER show that
a change in interest deductions (A or B) produces an increase in
revenue to the public sector of approx. SEK 5-6.5 billion at current
interest rates. This amount refers to the static increase in revenue that
may be expected to arise, and takes no account of any behavioural
changes or secondary effects. If the calculations assume the interest
rates that are expected to prevail in 2019, however, the static

2 See Englund (2016) for a discussion of the reforms with regard to fiscal neutrality.
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improvement in the public finances amounts to SEK 10-13.5 billion.
An increased property charge in line with reform C is estimated to
increase tax revenues in the short term by SEK 10-12 billion.

Box 7.1: What the Council has said about property tax

At the beginning of 2008, the earlier property tax was abolished and
replaced with a ‘property charge’ of 0.75 per cent of the rateable
value, up to a breakpoint. The Council has criticised the reduced tax
on homes on several occasions in its earlier reports.

In the Council’s first report in 2008, it noted that the abolition of
property tax was inconsistent with general considerations which
suggested that tax relief for less mobile tax bases, such as properties,
should increase in the light of increased internationalisation. We also
found that a major disadvantage of the decrease was that it
contributed to an increased dispersion in income and wealth without
producing any gains in employment. As the differences in income
widened, there was less scope for lowering other taxes that cause
greater economic distortions, such as income tax. The Council also
pointed out that the reform represented a clear departure from the
principle of uniformity in the taxation of different investments,
which was a key idea behind the tax reform in 1990/1991. The new
structure provided an incentive to channel more of the investments
into the residential sector instead of investing in limited companies,
thus reducing the socio-economic effectiveness.

In the 2011 report, the Council repeated its criticism of the
reduction and the departure from the principle of uniformity that it
implied. We were also critical of the shift towards increased tax at the
time of sale (a higher capital gains tax and an interest levy on the
deferred capital gain). This would lead to locking-in effects in the
housing market, which implied an inefficient use of housing assets
and worsened geographical mobility in the labour market. The
Council also pointed out that the reason given for the abolition of
property tax was that the tax had not been perceived as legitimate.
The legitimacy problem should, however, be solvable within the
framework of the fundamental principles that investment in and
consumption of housing should not be subsidised by the tax system,
and that supply and sale in the housing market should not be
obstructed. We proposed a thorough review of the taxation system.
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In an analysis of the housing market and household debt, the Council
noted in its 2013 report that the reduced property tax increased the
incentive for debt-financed investment in property. The Council
urged the Government to pursue an integrated approach to housing
policy to address issues relating to new construction, taxes, interest
deductibility and the utility value system. This call to include property
tax in a broad-based review of the housing market was repeated in
the 2014 report.

7.2 Static effects on household disposable
income

How much is household income affected by the tax reforms? The
effects depend on the economic environment in which they are
enacted. Most of all, they depend on interest rates and property
prices, but also on general income growth and demographic changes.
The calculations are based on two assumptions. The first calculation
is based on current conditions and the other uses NIER’s forecast
values for 2019.> The most significant difference is that household
debts are assumed to be 13.5 per cent greater in 2019 than in 2016,
and that the average interest on loans is 3.4 per cent in 2019 as
against 2 per cent in 2016. For changes in property prices, we have to
make our own assumption as NIER does not publish any forecasts
for these. We assume that the prices of single-family houses and
leasehold dwellings will increase in line with the income base amount,
and will be 15 per cent higher in 2019. This assumption has a bearing
on the scale of the effect of changing the property charge.

Table 7.1 presents average effects on household income. An initial
observation is that the three reforms are of more or less the same
order in terms of their average effect on household disposable
income. Reform A, in which the wvalue of interest deductions is
reduced for everybody, reduces average disposable income per
household by SEK 2 805 in 2019 (SEK 1 424 at 2016 prices). This is
equivalent to 0.58 (0.34) per cent of average disposable income. For
the reform in which only the deficit allowance is limited, average
income decreases by SEK 2 095 in 2019 (SEK 1,109 at 2016 prices,
te. 0.44 (0.27) per cent of income. The increase in the property

3 The calculations are based mainly on the NIER’s forecast from December 2015.
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charge reduces income by SEK 2 496 (2,228), or 0.54 (0.52) per cent.
It is worth noting that the difference in the effects between 2016 and
2019 of changes in interest deductions is broadly proportional to the
difference in interest rates between the two years. The effect of the
increased property charge, on the other hand, is roughly the same,
because housing prices are not assumed to go up in real terms.

These figures include all households, i.e. including those that are
not affected at all by the reforms because they do not make any
interest deduction (27 per cent of all households in 2016), do not
have any deficit deduction (40 per cent) or do not own any properties
either directly or indirectly through a housing association (41 per
cent). If we only look at the households that are affected, the effects
are naturally greater.

Table 7.1 Effects of three tax reforms, average per household in
SEK and as a percentage of disposable income

A. All interest deductions B. Deficit deductions C. Property charge

2016 2019 2016 2019 2016 2019
All households
SEK 1424 2 805 1109 2 095 2228 2 496
per cent 0.34 0.58 0.27 0.44 0.54 0.52
Affected
SEK 1951 3779 1847 3568 3626 4033
per cent 0.41 0.69 0.41 0.69 0.74 0.70
Prapartion 73.0 74.2 60.1 58.7 58.7 50.1

Note: The amounts in SEK show the change in tax, i.e. how much average household disposable
income decreases. The percentages are calculated as the sum of the tax change for all households
divided by the total disposable income for all households.

Table 7.1 shows only average figures. Of course there is a dispersion
in the effects between different households. This can be seen from
Figure 7.1, in which households are ranked according to the
percentage reduction in disposable income." The calculations in

4 The figure excludes the 10 per cent of households with the lowest disposable income. The reason for
this is that a large proportion of the households in this category have temporarily low incomes because
of e.g. studies or large losses on capital. This means that the ratio between the tax change in disposable
income can assume extremely high values. However, the figutes in Table 1, like most of the other tables
and figures, are based on all households.
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subsequent tables and figures in this section relate to the economic
environment in 2019.

We can see that the effect is quite modest for the vast majority of
households, but that it may be considerable for households with very
large debts or property holdings relative to their income. The
households that are affected the most lose on average 3.2 or 3.1 per
cent of their income from the two deduction reforms, and 6.2 per
cent from the change in the property charge. Income decreases by
more than 1 per cent for 21 and 16 per cent of households for the
deduction reforms and for 13 per cent as a consequence of the
increased property charge. The number who lose more than 5 per
cent is negligible for the deduction reforms and also small for the
change in the property charge (0.5 per cent).

The question is whether there is any systematic pattern that
explains the dispersion in the effects, apart from the obvious point
that it is tied to the size of debts and property holdings. An analysis
of effects for different types of household shows that couple with
children are affected slightly more than other groups whichever
reform we look at. The effect is between 0.6 and 0.8 per cent of
disposable income. Single people without children are affected
slightly less than others across the board, between 0.3 and 0.4 per
cent.

Much of the difference between groups of households is due to a
co-variance with the type of housing. The differences between type
of housing are shown in Figure 7.2. As expected, tenants are affected
very little, by 0.2 and 0.3 per cent for the deduction reforms and by
0.1 per cent for the property charge (summer cottages). For those
who own their home the effect is greater. Both deduction reforms hit
owner-occupiers slightly harder (0.7 and 0.5 per cent) than tenants
(0.6 and 0.4 per cent). The property charge, on the other hand, hits
owner-occupiers much harder (0.8 per cent) than tenants (0.4 per
cent).

5 See Ryner (2016) for an account of the results for the economic environment in 2016.
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Figure 7.1 Percentiles of households ranked by percentage
decrease in disposable income in 2019
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Source: Englund (2016).
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Figure 7.2 Reform effects broken down by type of housing,
percentage of disposable income, 2019
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Note: The bars show the scale of the percentage decrease in disposable income. The percentages are
calculated as the sum of the tax change for households within each housing category divided by the total
disposable income for all households within the category.

Source: Englund (2016).

7.2.1 Income distribution patterns

To obtain a more complete picture of the distribution profile, we
have to take account of differences in size and maintenance costs
between different households. An initial picture is given in Figure 7.3
a—d, in which households have been divided, as in Figure 7.2,
between single people and couples and between households with and
without children. Within each category, households have then been
sorted into decile groups according to their disposable income.® The
bars show, for each decile group, the average reduction in income
expressed as a percentage of average disposable income for each of
the three reforms. As many households in decile group 1 have very
low incomes, often because of studies, losses on capital and other
temporary factors, the figures for this decile are hard to interpret and
should be taken with a pinch of salt.

¢ Note that the decile breakdown has been derived for each household category separately. The decile
boundaries therefore vary between the different groups. The decile boundaries are given in a note to
each figure.
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Figure 7.3a Reform effects broken down by income decile, percentage
of disposable income, single people without children, 2019

0,7 A
06 - Olinterest deductions
m Deficit deductions
0,5 m Property charge
0,4 -
0,3 -
0,2 -
0,1
0 4
1 2 3 4 5 6 7 8 9 10

Note: Decile boundaries, disposable income (SEK thousands): 1-2: 115; 2-3: 138; 3-4: 152; 4-5: 169;
5-6: 198; 6-7: 234; 7-8: 270; 8-9: 311; 9-1Q 376.
Source: Englund (2016).

Figure 7.3b Reform effects broken down by income decile,
percentage of disposable income, single people with children, 2019
1 -
0,9 -

Olnterest deductions

0.8 1 m Deficit deductions

0.7 1 m Property charge

0,4 -
0,3 -
0,2 -
0,1 -

1 2 3 4 5 6 7 8 9 10

Note: Decile boundaries, disposable income (SEK thousands): 1-2: 167; 2-3: 206; 3—4: 238; 4-5: 266; 5—
6: 292; 6-7: 319; 7-8: 350; 8-9: 393; 9-1Q 474.
Source: Englund (2016).
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Figure 7.3c Reform effects broken down by income decile,
percentage of disposable income, couples without children, 2019

0,8 -
0,7 1

O Interest deductions

0.6 1 m Deficit deductions

0,5 m Property charge
0,4 -
0,3 A
0,2

0,1 -

O-
1 2 3 4 5 6 7 8 9 10

Note: Decile boundaries, disposable income (SEK thousands): 1-2: 262; 2-3: 307; 3—4: 355; 4-5: 412;
5-6: 470; 6=7: 527; 7-8: 586; 8-9: 664; 9—10: 807.
Source: Englund (2016).

Figure 7.3d Reform effects broken down by income decile,
percentage of disposable income, couples with children, 2019

1,2 A
O Interest deductions
1 B Deficit deductions
m Property charge
0,8 -
0,6 -
0,4
0,2
0 p

1 2 3 4 5 6 7 8 9 10
Decile boundaries, disposable income (SEK thousatil®):348;2i 3: 438;3i 4: 496;4i 5: 542;5i
6: 586,61 7: 632;7i 8: 687;8i 9: 766;9i 10: 915.
SourceEnglund (2016).
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If we disregard decile group 1, the broad pattern is the same for the
different groups of households. The effect of the property charge
grows more or less constantly with household income, so it is
roughly twice as much for the highest income decile as for the
median household. For both deduction reforms, the effect increases
with increasing income from decile group 2 upwards. Here, however,
the increase levels off later and reaches a maximum for decile groups
5-9, with some variation according to household category. For the
restriction to the deficit deduction, the decrease between decile
groups 9 and 10 is considerable for all household groups.

In broad terms, therefore, we can say that the property charge has
a clear progressive profile and hits high earners proportionally
harder. Both of the deduction reforms have a similar progressive
profile, although the effect levels off somewhat in the higher decile
groups and, in particular, hits decile group 10 less. This pattern is not
so surprising. Residential equity, and also mortgage borrowing,
generally rises with income, but the need to finance the home with a
loan is less in the highest income bands.

7.3 Effects on household debt

The distribution analysis above assumed that the tax reforms would
not have any behavioural effects and would not affect the tax bases
or household income and wealth in any other way. But one purpose
of the proposed reforms was precisely to influence the behaviour of
households in terms of demand for loans, and hence household
indebtedness. A key question is therefore how great these effects may
be expected to be.

In the short term, it is reasonable to assume that household net
wealth will be largely unchanged, because any increase in saving only
affects wealth after a few years. So debts can only be reduced by
selling assets. The total financial assets of households are
substantially greater than their debts, and the value of the financial
assets — mainly shares, funds and bank deposits — is roughly three
times the disposable income, compared to a debt ratio of 175 per
cent.” But for obvious reasons, debts and assets are not so well

7 Riksbank, Financial stability report 2015:2, Figure R3:1.
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matched at the household level; those who have large debts usually
have limited assets apart from their own home, and vice versa.”
Moreover, the incentive to pay off loans and sell financial assets is
relatively small — at least with the quite modest reforms that we are
studying. The closest comparison is with shares and units invested in
savings accounts. Here, the expected returns will continue to be
significantly higher than loan interest.” From this perspective, we are
unlikely to see any drastic change in mortgage debt in the short term.

7.4 Effects on housing prices

Fears have been expressed that a deduction reform could have
dramatic effects on housing prices. If borrowing costs after tax
increase, and loans are the marginal source of financing for most
people, it is obvious that the market price of homes may be expected
to fall. The question is, by how much? A simple way of forming an
idea of this is to assume that the price is determined in such a way
that housing costs are unchanged. If the supply of homes is
completely inelastic in both the short and the long term, this is a
reasonable assumption. If not, the effect will be smaller. Housing
costs (also called user cQsige made up of the sum of capital costs
and the costs of operation and maintenance. Limiting interest
deductibility to 70 per cent may be expected to cause an increase of
around 10 per cent in user costs per SEK of property value. That
means that housing prices would need to fall by 10 per cent for user
costs to remain unchanged.m Table 7.2 shows how such a capital loss
would affect different groups of house-owners.

8 There are unfortunately no up-to-date figures for the debts and assets of Swedish households at the
household level. A certain indication that financial assets and debts are not generally well matched is
given by a study of American data by Poterba and Sinai (2011). They calculate that, if all American
households with mortgages sold all of their financial assets, the total mortgage stock would not decrease
by more than 30 per cent, despite the fact that the total assets in the USA are six times greater than the
total housing loans.

9 This can be illustrated with a simple example calculation. Assume that mortgage interest is equal to the
taxable return on an investment savings account (1.4 per cent). If the value of interest deductions is
reduced from 30 to 21 per cent, loan interest after tax will then rise from 0.98 to 1.11 per cent. This
should be set against the expected return on shares and units invested in share savings accounts. With a
risk premium of e.g. 3 per cent over the base rate (currently 0.65 per cent), the expected return on
shares after tax would be 3.23 per cent (3.65 — 0.3%1.4).

10 See appendix 2 to the background report by Englund (2016) for a presentation of these calculations.
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Table 7.2 Effect of a 10 per cent fall in prices for one-family houses,
proportion of disposable income, house-owners

Number of
Capital loss/income, per cent households, thousands
Single people without
children
0-39 3.524" 303
41-60 31.31 160
61+ 43.08 294
Single people with children
0-39 25.23 18
41-60 38.27 42
61+ 44.08 1
Couples without children
0-39 16.81 41
41-60 28.27 283
61+ 36.48 446
Couples with children
0-39 30.43 215
41-60 32.00 332
61+ 32.00 5

Source: Englund (2016).

The one-off capital losses amount to around 30 per cent of
disposable income. With real interest rates of 2-3 per cent, this
would equate to a lasting income reduction of around 0.5 per cent of
disposable income, i.e. roughly the same order of magnitude as the
direct tax effects. This follows directly from the assumption that user
costs will be unchanged after the tax changes.

However, this sort of capital loss is unusual because the home is
not just a capital asset but also a consumer item. The real impact on
the individual household therefore depends on how its property
holding today (the value of which will decrease) compares with its
planned future property ownership. Let us look at three cases in
isolation."

T A large proportion of the households in this group are young people living at home with their parents
and so classified as owner-occupiers without owning their own home.
12 We will assume in these stylised examples that all prices fall by 10 per cent, whatever the amount.
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1 Household 1 have just bought their first home and expect
to live there all their lives. The capital loss then has little
real impact. It does not affect the household’s potential
consumption in any way except by reducing the expected
value of the estate in some distant future.

1 Houschold 2 are approaching the later stages of their lives
and plan to move to rented old people’s accommodation
or to a cheaper home. In this case, the capital loss is a real
one, and directly reduces the household’s scope for
consumption.

1 Household 3 have bought a small starter home but plan to
purchase something bigger in the near future. This
household will make a certain capital loss on its present
home, but the loss will be more than balanced by the fact
that the next, larger and more expensive, home has fallen
even more in value. There will be a net gain from the fact
that the general price levels have gone down.

Overall, therefore, the effect of a general change in housing prices
will depend on whether the household plans to increase or decrease
its property holding. All we can say about that is that it is correlated
with age. Young households will tend to be on the winning side,
while older people will be losers. The biggest winners will be those
who are about to buy their first home."

Lower house prices may also affect the ability of the household to
finance an investment in property or to mortgage the home for
consumption purposes. Once again, the effect will depend on the
stage in its property-owning career. Lower prices will mean that the
need for cash payments will decrease, and future interest costs and
repayments will be lower. Lower prices are therefore clearly good
news for a household that does not own a home today but plans to
buy in the future. Conversely, a fall in prices is obviously a
disadvantage for those who are already home-owners. For heavily
indebted home-owners, a fall in prices could lead to increased
restrictions on liquidity. According to the Financial Supervisory
Authority’s mortgage survey in 2015 (relating to the position in

13 Note that we are only discussing the effects of the actual price change here. Of course everyone will
also be affected by the tax change that caused the fall in prices.
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2014), the mortgage ratio (loan/market value) averaged 70 per cent
for new mortgages and 63 per cent for the whole population.
Overall, 25 per cent of borrowers had mortgage ratios above 75
per cent. For these households, a 10 per cent fall in prices would
cause their mortgage ratio to rise to 83 per cent or more.

7.5 Assessments and recommendations

We find that, on average, reduced interest deductions have little
effect on household disposable income. The distribution analysis
shows that the effects generally increase with increasing income. The
income and distribution policy arguments against reducing interest
deductions are therefore weak. An increase in the property charge
has a far clearer progressive distribution profile.

Reduced allowances for debt interest are not a quick fix to reduce
the financial vulnerability of households, but should reduce the level
of household debt in the longer term. Compared to other measures
now being taken to reduce household debt, reduced allowances have
the advantage that they affect prices without introducing any
restrictions on credit. Both reduced interest deductions and increased
property charges also increase the symmetry of taxation.

It is very important that the deduction reforms should be
implemented in today’s low interest environment or in a situation
with slightly more normal interest rates. The value of the deduction is
less today where the rates are low. That is why now is a good time to
reform interest deductions.

We also note that all three measures cause national tax revenues to
increase, by around SEK 5 billion from the deduction reforms and
SEK 10-12 billion from the increased property charge. This may be
compared with the recent increases in income tax which are expected
to bring in SEK 4 billion in the short term, and even less in the
longer term when the labour supply has reacted. Strengthening the
national budget is not in itself a reason to implement the reforms.
But in a situation where national tax revenues need to be increased, it
is important that this should be done in the most socio-economically
effective way possible.
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8 The Government’s analysis of
economic equality

The Government’s instruction to the Fiscal Policy Council asks the
Council to ‘analyse the effects of fiscal policy on the distribution of
welfare in the short and the long term.” In this year’s report, we have
opted to use this chapter' to discuss one instrument — the annex on
economic equality — used by the Government in its efforts to change
the distribution of resources between women and men.

Section 8.1 provides a brief description of the reasons why the
Government presents an annex on economic equality between
women and men with each year’s Budget Bill. In section 8.2, we
discuss how the annex could be improved to provide better support
to efforts to develop a policy that will help to realise the
Government’s objectives in the area of equality policy. Section 8.3
summarises the Council's assessments and recommendations.

8.1 A brief history

Every year since 1989, the Government’s Budget Bill has included an
annex on the distribution of economic resources between women
and men. The purpose of the annex is to clarify the actual differences
between women and men when it comes to opportunities and
conditions for education and paid employment to provide life-long
financial independence.2 The annex is based on Bill 1987/88:105,
which states that women and men should have the same rights,
obligations and opportunities in all key areas of life. In 20006, the
goals’ of equality policy were broken down into the following four
intermediate objectives:4

! Chapter 8 is based on Anne Boschini’s background report ‘Regeringen och den ekonomiska jim-
stilldheten: En granskning av budgetens bilagor om férdelningen av ekonomiska resurser mellan kvin-
nor och min 1989-2016” [The Government and economic equality: a review of the annexes to the
budget on the distribution of economic resources between women and men, 1989-2016].

2 Bill 2014/15:1, annex 3, p. 8.

3 Bill 2005/06:155 and report 2005/06:AU11.

+ SOU 2015:86 proposed a change to the intermediate objectives, including a specific intermediate
objective of equal education.
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1. An equal distribution of power and Witlgefncend men should
have the same rights and opportunities to be active citizens and
shape the terms for decision-making.

2. EconomiequalityWomen and men should have the same
opportunities and conditions for education and paid employment
to provide life-long financial independence.

3. Equal division of unpaid domestic and ®&senanoikd men
should have the same responsibility for work in the home and
should be able to give and receive care on the same terms.

4. Male violence against women nWistnegasel men, and gitls
and boys, should have the same rights to physical integrity.

The Government’s proposal in the 2009 Budget Bill® that previous
uniform corporate structures should be dropped, meant that these
four intermediate objectives formally ceased to apply, to be replaced
by one objective which is identical to the overall goal that women
and men should have the same power to shape society and their own
lives.” In practice, the four intermediate objectives live on and set the
main direction which de factives Government policy. The statistics
and analyses presented by the Government in the annex on
economic equality mainly concern intermediate objective 2, but
intermediate objectives 1 and 3 are also discussed.

The annex on economic equality has developed over time. To
begin with, with some exceptions, it was basically made up of several
pages of tables. For the last few years, the annex has been more
analytically advanced and tied to recent research. It now comprises
some 35 pages of statistics and analyses of economic equality.

Based on Anne Boschini’s review of all annexes on economic
equality since 1989, we will now discuss how the annex could be
improved.

> BP09, Expenditure area 13, section 5.3.
¢ The decision was adopted by the Riksdag in the autumn of 2008, report 2008/09: FiU2.
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8.2 The Government’s annexes on economic
equality

Economic equality is a complex and confusing area which has a
bearing on all the intermediate objectives of equality policy. It is
therefore a challenge to produce a statistical summary of the situation
for the population. If the ambition is also to evaluate how far we are
from economic equality, based on unquantified and loosely defined
goals, the task becomes very complicated. In spite of these
difficulties, the annex is very informative. But there is still scope to
develop and improve the analysis in the annex.

8.2.1 Statistics in the annex

The annex came into being at the end of the 1980s to report on the
distribution of economic resources between the sexes. At that time,
access to statistics broken down by gender was limited. Since then,
however, the availability of gender-based statistics has improved
considerably, not least because various authorities have been tasked
with providing such statistics on a regular basis.

The statistics presented in the annex on economic equality have
been displayed on Statistics Sweden’s website at least since 2013, as
part of the Government instruction to Statistics Sweden in 2010 to
draw up indicators to monitor equality policy.’

However, more extensive evaluations of the effects of equality
policy require more sophisticated statistics than are currently
available. For example, we need a measure of the distribution of
financial assets and property between women and men in order to
analyse the real distribution of economic power.*

It is important that the annex should retain its present function,
which is describe the economic distribution of resources between
women and men. As there are many different producers of statistics,
the annex on economic equality is unique in that it provides an
aggregated, up-to-date picture of the economic distribution of
resources between women and men. The annex provides Members
of Parliament and interested persons with both the latest statistics

7 Ministry of Health and Social Affairs (2013).
8 See Boschini (2016) for a discussion.
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and new research. We therefore feel that the annex merits great
attention and recommend that the Government should arrange an
annual press conference to present it.

8.2.2 Problems with indicators of equality

Since 2013 there has been a list of statistical indicators’ for each
intermediate objective within equality policy. In all, there are 88 of
these. From them, the Government has selected some key
indicators for each intermediate objective of equality policy. For
intermediate objective 2 for economic equality, the key indicators are
as follows:

1. Market income compared to individual disposable income'' for
persons aged 20—64;

2. Individual disposable income by type of household and number

of children;

Women’s pay as a proportion of men’s, by sector 1994—present;

Segregation index'” by age;

5. Employed persons aged 20—64 by age and involvement in the
labour market;

6. Employed persons aged 20—64 by age and usual working hours
(full-time and part-time);

7. Upper secondary school leavers by programme or affiliation to
programme;

8. Sickness benefit cases in December from 1974—present;

9. Paid days off to care for children;

10. Persons receiving sickness benefits and activity compensation by

age.

Al

9 An indicator is a measurable phenomenon which shows (indicates) the state of a complex system. By
tracking the development of the indicator, we can form an impression of the direction in which the
system is developing.

10 See http:/ /www.scb.se/sv_/Hitta-statistik/Temaomraden/Jamstalldhet/Indikatorer/.

1 Market income is the sum of income from employment (pay and business income) and income from
capital (interest, dividends and net profits), and is also called factor income. Disposable income is all
income and benefits minus the taxes paid by the individual.

12 The value of the index may be between zero and one hundred. Zero means that women and men are
equally represented in every profession; one hundred means that women and men practise completely
different professions. A high index value therefore indicates a high level of gender segregation in the
labour market.
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Indicators 1 and 2 provide details of average disposable income for
men and women and how this is based on income from employment
or the taxation and transfer system. Indicators 4—6, 8, 9 and 10
provide details of gender-specific labour market patterns. Indicator 7
may hint at future horizontal segregation'” in the labour market.

Since the Budget Bill for 2015, these ten indicators have been
reported in the annex on economic equality. However, it is not
sufficient simply to construct an indicator to decide whether the
trend over time is desirable or not. We also need to define measures
of success in relation to the goals set. If it is not possible to decide by
tracking an indicator whether the development is desirable or not,
the indicator does not perform any practical function. A monitoring
system also requires a date by which the (intermediate) goal should
be achieved.

The question now is when we may consider economic equality to
have been achieved according to the ten indicators listed above. This
is a political question which the Riksdag has to answer. Without clear
targets for the indicators and dates by which the targets should be
achieved, it may be hard to interpret the changes in the indicators
reported in the annex.

8.2.3 Analyses in the annex

While it is of great interest to present the overall distribution of
economic resources between the sexes by way of descriptive
statistics, it is even more vital to analyse the resource distribution
against the goals of the policy.

We think it would be good for the annex to have a fixed structure.
This is not the case today. Both the content and the layout of the
annex have changed over time, which makes it hard to form an
impression of developments in the area of equality. To improve
comparability over time, it would be good to have a fixed structure
for the main sections of the annex and the key indicators. The annex
should include a permanent section with descriptive statistics and a
section which is either a more detailed analysis or an evaluation of

13 Horizontal segregaiiefs that women and men have different occupations and employers and work
in different industries and sectors of the labour market.
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the Government’s reforms in the area of equality. We suggest that
the policy should be evaluated every five years.
The permanent section should cover the situation regarding
economic equality based on the ten key indicators. The most
important outcomes should ideally be documented with the aid of
the key indicators. This permanent section should also contain an
analysis of how the gap to the target has changed in the last year.
Including an analytical section in the annex would provide scope
for new perspectives. We offer some suggestions for areas to be
examined below:

1 Norms Examine how gender-specific norms in society
influence individuals to make gender-stereotyped economic
choices.

1 New arrivals and immigfantsine the establishment, level
of employment, labour force participation and pay of new
arrivals and immigrants from a gender perspective.

1 Young peopMalyse the development of young people’s
gender-specific choices, and particularly their choice of
subjects at secondary school, college and university. Examine
why academic results for boys have worsened.

9 Return on educatior does the return on education differ
between women and men? The socio-economic effects of
educational choices by men and women should also be
analysed.

1 The glass ceili¥igruss the change in the gender pay gap at
the top of the salary distribution, and the gender pay gap in
specific management positions and the reasons for these.

I Wealth and capiialce the abolition of wealth tax in 2007,
this has not been discussed in the annex. As there is still data
(albeit in a less accessible form than before), it would be
interesting to have a more detailed account of the gender
breakdown of financial assets and property ownership.

Although the analysis should be guided by the goals of equality
policy, an analytical framework should be set up in which both
demand and supply factors in the labour market can be studied.
Otherwise, there is a risk of the analysis placing too much stress on
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the supply side (which many of the key indicators focus on). To fully
understand the outcomes in the labour market, we also need an
analysis of the demand side. Examples of demand factors that have a
bearing on equality are whether there is statistical discrimination'*
against women in the labour market or whether there are norms
which attribute different stereotypical management qualities to men
and women. These questions are complicated, but once the level of
ambition for the annex has been raised from simply reporting
gender-specific economic outcomes to commenting on and analysing
the drivers behind these outcomes, it is essential to examine both
demand and supply factors.

If the purpose of the annex is to act as a basis for defining future
policy, it is essential that there should be an evaluation of earlier
policy in order to focus the limited analytical resources on clarifying
what might constitute appropriate and relevant reforms. Here, we
would note that if the purpose of the annex is to determine how far
we are from an equal society, it is reasonable to extend the annex to
cover all four intermediate objectives. In practice, the analysis already
touches on intermediate objective 1 (an equal distribution of power
and influence) and intermediate objective 3 (an equal distribution of
unpaid domestic and care work). This expansion should therefore be
mainly concerned with widening the perspective to include
intermediate objective 4 (that male violence against women should
cease).

In summary, we think it is time to review the purpose and
function of the annex. As the four intermediate equality policy
objectives are inter-related, it is natural to expand the annex to
include all four intermediate objectives in order to provide a
complete picture of the equality situation. This would also make it
easier to use the annex to define new policies."”

14 With statistical discriminatiagmaployee is ascribed his/her group’s average behaviour or characteris-
tics, in the absence of any information on the individual concerned. This will be the case, for example, if
an employer attributes to a female job-applicant an amount of (future) absence for patental leave on a
level with what women statistically tend to take.

15 In April 2014, the Equality Committee was tasked with monitoring and analysing the development
towards equality and the implementation of equality policy over the last ten years. The committee
presented its report (SOU 2015:86) in September 2015. Among other things, the committee proposed
that an authority should be established to analyse developments regarding equality in society and to
follow up efforts aimed at achieving the goals of equality policy. The committee’s proposals are current-
ly under discussion within the Government Offices.

145



146

8.3 Assessments and recommendations

In its present form, the Government’s annex to the Budget Bill on
economic equality provides a good description of the general
distribution of economic resources between women and men. The
annex is unique, and should continue to report on gender-specific
economic developments. The Government should hold a press
conference when the annex is published to raise awareness and
disseminate the contents of the annex on the distribution of
economic resources between women and men in Sweden. The
Council does, however, believe that the analysis in the annexes can
be developed. If the Government publishes a regular assessment of
what is needed to achieve economic equality, the purpose of the
annex will be clearer and the analysis more fit for purpose. Where
possible, the Government should therefore specify targets and dates
by which the goals of the policy should be achieved. The
Government should also publish a regular assessment of the policy
for economic equality that is being pursued. The Council also
believes that the Government should consider whether the analysis in
the annex should be extended to cover all of the intermediate goals
of equality policy.
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9 Swedish climate policy

Climate policy has significant socio-economic implications, and its
essential tools are to be found in economic policy. Work is currently
in hand to define the climate policy framework for the coming
decades. The Committee on Environmental Objectives has been
tasked in 2016 with presenting a climate policy framework covering
the goals and monitoring of the policy, and with developing a
strategy with instruments and measures for a coordinated long-term
climate policy. In this chapter,’ we will therefore discuss Swedish
climate policy, in order to contribute to more transparency and clarity
about the aims and effectiveness of economic policy.

Section 9.1 provides a brief description of how Swedish climate
policy has developed up to the present. Section 9.2. gives an account
of today’s climate policy. Section 9.3 discusses the Government’s
ambitions for climate policy in the period after 2020. Section 9.4
discusses the need for climate policy to be cost-effective. Section 9.5
then discusses economic arguments for and against a pioneering
climate policy. Section 9.6 summarises the Council's assessments and
recommendations.

9.1 A brief history

Sweden has been pursuing an ambitious climate policy for several
decades. In line with this tradition, an all-party Committee on
Environmental Objectives recently declared that Sweden should
continue to be an international leader in the area of climate policy
and demonstrate that good economic development is compatible
with an ambitious climate policy. The Committee on Environmental
Objectives suggests that Swedish net emissions of greenhouse gases
should be zero in 2045.

! Sections 9.1 and 9.2 are based on a background document by Bengt Kristrom.

2 Wijkman, A. et al. (2016), and SOU 2016:21. How this goal, or this vision, should be interpreted is not
obvious. The Swedish Environmental Protection Agency took the earlier vision of ‘no net emissions of
greenhouse gases into the atmosphere’ by 2050 to mean that ‘emissions from energy production and
energy consumption, including transpott, must be close to zero’, with the possible exception of emis-
sions from (international) flights and shipping, which are not mentioned. Emissions will remain within
the agricultural sector. There may also be minor emissions from industry/.../the remaining emissions
in the country will be offset by Sweden taking further policy decisions and additional measures to
increase stocks of coal or simply continue to safeguard coal stocks in line with decisions already taken’;
Swedish Environmental Protection Agency (2012).
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Back in 1988, the Riksdag adopted a climate policy goal that
carbon dioxide emissions should stabilise at 1988 levels. That
decision was later extended and tightened. In 1991, for example, we
were one of the first countries in the wotld to introduce a carbon
dioxide tax. In the spring of 1993, the Riksdag adopted a climate
policy strategy based on the United Nations Framework Convention
on Climate Change, (the ‘Climate Convention).’ The Swedish strategy
meant that carbon dioxide emissions from fossil fuels should stabilise
at 1990 levels by 2000, and then decrease. The Riksdag decision
emphasised that the strategy should take an international perspective
and avoid a situation where Sweden took on a much larger economic
burden than our competitor countries.*

The Riksdag approved the Kyoto Protocol in 2002.” At the same
time, the Riksdag decided that Swedish emissions of greenhouse
gases, averaged over the period 2008-2012, should be at least four
times lower than in 1990.° Given that Sweden was entitled by
international agreement to a 4 per cent INCrease emissions in the
period 20082012, the national target was relatively ambitious. The
Kyoto Protocol also allowed for the use of ‘flexible mechanisms’ to
bring about reductions in emissions, which meant that measures
taken in other countries were recognised as part of the Swedish
climate work. However, the Government chose not to use such
mechanisms to achieve its emissions targets.7

In December 2008, EU heads of state and of government agreed
on a unified climate and energy policy strategy. This agreement is the
basis on which Swedish climate policy for the period 2013—2020 has
been defined.

3 The Climate Convention is an international agreement on work to reduce emissions of greenhouse
gases. The Convention provides a framework for the international negotiations that have been going on
under the auspices of the UN since 1992. Sweden ratified the Convention in 1993. The 21st meeting of
the parties to the Convention (COP21) was held in Patis in December 2015; see
http://www.naturvardsverket.se/Miljoarbete-i-samhallet/ EU-och-internationellt/ Internationellt-
iljoatbete/miljokonventioner/Klimatkonventionen/.

4 Bill 1992/93: 179.

5 Report 2001/02: MJU10. The Kyoto Protocol sets an overall goal for the industrialised countries to
reduce their annual emissions by 5.2 per cent from 20082012 based on 1990 levels.

¢ Bill 2001/02:55.

7 Bill 2001/02:55.


http://www.naturvardsverket.se/Miljoarbete-i-samhallet/EU-och-internationellt/Internationellt-iljoarbete/miljokonventioner/Klimatkonventionen/
http://www.naturvardsverket.se/Miljoarbete-i-samhallet/EU-och-internationellt/Internationellt-iljoarbete/miljokonventioner/Klimatkonventionen/
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9.2 Current climate policy goals

The present Swedish climate policy goal is an integral part of an
overall climate and energy policy.” The targets for this policy are as
follows:

- Emissions of greenhouse gases for Sweden should be 40 per
cent lower in 2020 than in 1990. The target applies to those
enterprises that are not covered by the EU system of
emissions trading.

- The proportion of renewable energy should be at least 50 per
cent of the total energy consumption in 2020.

- The proportion of renewable energy in the transport sector
should be at least 10 per cent by 2020.

- Energy use should be 20 per cent more efficient in 2020
compared to 2008. The goal is expressed as a cross-sectoral
target to reduce energy intensity by 20 per cent between 2008
and 2020.

A key idea behind the EU’s climate and energy policy strategy is that
investment in renewable energy, such as wind and solar power,
should reduce the use of fossil-based energy. However, Sweden’s
electricity system is completely dominated by non-fossil-based
power, which is why our target for renewable energy across the
whole energy system is set to at least 50 per cent compared to the
common European target of 20 per cent.

The EU’s climate target means that Member States share a total
emissions allowance for the period 2013-2020. This allowance is
divided, via two separate sets of rules, into a part relating to the trade
in emission quotas and a part covering the sectors that do not take
part in this emissions trading. The part concerning the trade in
emission quotas is called EU-ETS (the EU Emission Trading
System), and we will continue to refer to the sectors covered by this
trade as the ETS. The system covers just over 11 000 factories and
power stations in 31 countries.” Flights within and between these
countries are also covered by the system. In Sweden, over 80 per cent

8 Bill 2008/09:162.
“Iceland, Liechtenstein and Norway are also part of the ETS; see
http://ec.europa.cu/clima/policies/ets/index_en.htm


http://ec.europa.eu/clima/policies/ets/index_en.htm
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of emissions from industry and over 90 per cent of emissions from
electricity generation and district heating are included in the ETS."
The purpose of the ETS is to drastically reduce EU greenhouse gas
emissions in a cost-effective way, without distorting competition
between the Member States.

The other part is called NETS (the Non Emission Trading
System). The FEuropean Council and the European Parliament
specify how the emission reductions in NETS should be distributed
among the Member States. The decision is based on the Member
States” GDP per capita. Countries with low GDP per capita are
allowed to increase their emissions, while countries with high GDP
per capita have to reduce theirs. No Member State is set a more far-
reaching reduction target than 20 per cent, and no Member State is
allowed to increase its emissions by more than 20 per cent compared
to 2005." Swedish emissions within NETS are covered by Sweden’s
national climate target, except for international transport and
forestry, which are outside both the ETS and NETS.

In 2014, the EU’s total emissions were divided such that around
43 per cent came from the parts of the economy covered by the ETS
and 57 per cent from those falling under the NETS. In the period
2013-2020, a large part of the emission rights within the ETS was
sold by auction to companies in the ETS. In the NETS, governments
are able to handle their annual allocation of emission quotas in four
different ways: they can use them to cover emissions from sectors
covered by NETS, save them between 2013 and 2020 to cover
emissions in a later year, transfer or sell them to other EU countries,
or cancel them. This last option has opened up a debate on what
Sweden should do with its expected over-fulfilment in 2013-2020."

In Sweden’s case, the climate target given to us by the EU means
that we have to reduce our greenhouse gas emissions within NETS
by 17 per cent from 2005 levels. That means that emissions within
NETS have to decrease to approx. 38 million tonnes of greenhouse
gases by 2020.” We have already achieved this target level."* The

10 Ministry of the Envitonment and Energy (2016).

11 See http://ec.curopa.cu/clima/policies/ effort/index_en.htm for a detailed description of the system.
12 Sweden chose to cancel the surplus created in the first commitment period under the Kyoto Protocol
(2008-2012), equating to about a year’s emissions of greenhouse gases; report 2014/15: MJU1. In the
autumn of 2015, the Riksdag authorised the Government to cancel left-over emission quotas for 2013 if
necessary; BP16, Expenditure areas 20, p. 104-105.

13 See http://ec.europa.cu/clima/policies/ effort/ framework/docs/draft_decision_acas_esd_en.pdf.

14 See http:/ /www.smed.se/luft/rapporter/rapportserie-smed/3621.


http://ec.europa.eu/clima/policies/effort/index_en.htm
http://ec.europa.eu/clima/policies/effort/framework/docs/draft_decision_aeas_esd_en.pdf
http://www.smed.se/luft/rapporter/rapportserie-smed/3621
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national targelopted by the Riksdag means that emissions of
greenhouse gases within NETS must be below 28.7 million tonnes of
CO2 equivalents in 2020. These emissions totalled 35.1 million
tonnes in 2013. According to the Swedish Environmental Protection
Agency’s forecasts, emissions within NETS are projected at 32.1
million tonnes of CO2 equivalents in 2020.” However, the
Government believes that the national target will be achieved in
2020."

Box 9.1: Emissions of greenhouse gases in the world and in
Sweden

Global emissions of greenhouse gases increased by 81 per cent in the
period 1970-2010 and by 29 per cent from 1990-2010. In 2010,
emissions totalled approx. 49 billion tonnes of CO2 equivalents.
According to the IPCC the rate of increase has risen since 2000:
emissions grew by an average of 1 billion tonnes of CO2 equivalents
per year from 2000-2010, which should be compared with average
increases of 400 million tonnes per year from 1970-2000. Emissions
of carbon dioxide have risen the most, mainly because of increased
use of fossil fuels for electricity production and transport. Electricity
production accounts for the most emissions worldwide. Emissions
from industry, transport and forestry also account for large parts. In
recent years, most of the increase has been in developing countries
with growing economies such as China and India, but emissions also
increased in industrialised countries like the USA, Australia, Spain
and Canada up to the financial crisis in 2008/2009. New calculations
from the IEA suggest, however, that carbon dioxide emissions have
levelled off since 2010."" The main reason for this is that the use of
coal in China has decreased in the last few years. A recently published
study in the journal Nature Climate Changests that emissions of
carbon dioxide may even have decreased in 2015. It is still too eatly
to say whether this is a temporary variation, a break in the trend, or
incorrect statistics.

15 BP16.

16 Ministty of the Environment and Energy (2016).

17 The IEA reports emissions statistics which only cover the burning of fossil fuels in electricity produc-
tion, transport, manufacturing and heating for buildings. Other types of emissions are not included in
the IEA’s statistics.
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Emissions are unevenly spread across the countries of the world,
and emissions per capita are higher in the industrialised world than in
the developing countries. Although emissions are expected to
increase faster in developing countries, the unequal distribution of
emissions per capita is expected to persist for a long time yet.

Billions of tonnes of CO2 equivalents
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Source: IPCC (2014).

Emissions of greenhouse gases in Sweden have decreased since 1970.
Between 1970 and 1990, carbon dioxide emissions decreased by
about 30 per cent as a result of energy policy measures to reduce our
dependence on oil. The principal factor behind the decrease was the
switch from oil to electricity, along with the development of nuclear
and hydro-electric power. In the 1990s, emissions varied widely,
partly because of variations in access to hydro-electric power. Since
1999, emissions have been below 1990 levels. Total emissions of
greenhouse gases in Sweden in 2014 amounted to 53.9 million tonnes
of CO2 equivalents, 25 per cent less than in 1990. Swedish emissions
now make up around 0.1 percent of global greenhouse gas
emissions. Emissions from the various sectors in Sweden developed
in different ways in the period 1990-2014. The biggest emissions of
greenhouse gases came from transport and industry. Emissions from
electricity and heat production and heating of homes and business
premises are small compared to the corresponding emissions in other
industrialised countries. On the other hand, the average fuel
consumption for private cars is high in Sweden, compared to other
EU counttries.
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Source: Swedish Environmental Protection Agency (2016).
Note: The group headed ‘Other’ includes miscellaneous emissions, product use, waste, households and
business premises (excl. machinery). The energy industry includes electricity and heat production.

Source: IPCC (2014), IEA (2016), Andrew et al. (2016), and Swedish Environmental Protection Agency
(2016).

For the period 2020-2030, the European Council has decided that
emissions of greenhouse gases within the EU should be at least 40
per cent lower in 2030 compared to 1990. This target is to be
attained collectively at the EU level in the way that is most cost-
effective. Compared to 2005 emission levels, the target means that
emissions within the ETS have to fall by 43 per cent and emissions
within the NETS by 30 per cent. The European Commission is
expected to present a proposal later this year on how the 30 per cent
should be distributed among the Member States. In accordance with
the European Council’s decision, a review of the ETS is now under
way. According to the Council decisions, the free allocation will not
stop for those sectors that run a significant risk of carbon dioxide
leakage as long as similar measures are not taken in other economies.
On the other hand, the review is looking into ways of simplifying the
system and of redefining the criteria for free allocation of emission
quotas.
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9.3 Climate policy for the time after 2020

The Government’s ambition is that Sweden should ‘take the lead in
climate work’."® This should be achieved by ‘taking responsibility in
Sweden for our impact on the climate’."” The work of the Committee
on Environmental Objectives is also guided by this ambition. The
Committee’s recently published proposal suggested that emissions in
Sweden up to 2045 should decrease by at least 85 per cent compared
to 1990." This represents a socio-economically significant change to
the policy compared to the period 2012—2020. During this period,
the target was formulated such that emissions of greenhouse gases for
Sweden in 2020 should be 40 per cent lower than in 1990. At least
two-thirds of the decrease should occur in Sweden and at most one
third in the form of investments in other EU countries or by way of
flexible mechanisms.”’ But in the Budget Bill for 2016, the
Government announced that it intended to scale down initiatives
outside the country and increase the initiatives within Sweden.” We
will show below that there are very strong grounds for believing that
this shift in policy will entail increased costs for reducing emissions
of greenhouse gases.

The proposals from the Committee on Environmental Objectives
do not completely rule out activities outside the country. Such
measures must be carried out to offset the remaining emissions on
Swedish soil in 2045 if Sweden is to achieve its target of zero net
emissions. Measures in other countries also have to be allowed if we
are to reduce emissions outside Sweden arising from Swedish
consumption.” These emission reductions are not included in the
national target, however. Otherwise, climate investments must be
concentrated on measures in Sweden.

We do not yet know what the final proposals for a package of
actions from the Committee on Environmental Objectives will look
like. Its final report will be presented in June 2016. But the analytical
material presented by the committee so far is unsatisfactory. We lack
e.g. an in-depth socio-economic impact analysis of the policy for

18 Government statement, 15 September 2015, p.2.
19 Government statement, 15 September 2015, p.11.
20 Wijkman et al. (2016) and SOU 2016:21.

21 Bill 2008/09:162.

2 BP16, p. 56; BP16, Expenditure area 20, p. 27.

23 Wijkman et al. (2016) and SOU 2016:21.
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Sweden that the committee proposes in its interim report.” We
therefore consider it appropriate to examine some socio-economic
aspects of climate policy to supplement what the Committee on
Environmental Objectives has presented so far.

9.4 Cost-effective climate policy

The principles underlying international climate work are formulated
in the UN Climate Convention. The Convention stresses the need
for climate policy to provide global benefits at the least possible
cost.” The Convention emphasises that cooperation between
countries in implementing climate measures is one way of achieving
cost-effectiveness.

Given the targets set for climate policy, it is essential that the
policy should be defined so as to minimise the socio-economic costs
of achieving the targets. A cost-effective climate policy is in
everybody’s interest because it saves resources and so enables further
investment within climate policy or other policy areas. High costs
could also result in a less ambitious climate policy. This is true for
Sweden, but probably even more so for poorer countries. The value
of Sweden taking the lead and showing the way could be entirely lost
if Swedish climate policy is implemented in an unnecessarily
expensive way. Such a policy could easily have a deterrent effect.

A natural guideline for a cost-effective climate policy is that, if a
specific measure is under consideration, it should not be
implemented if there are other measures that could achieve the same
reduction in emissions at less cost. In that case, the alternative
measures should be implemented instead. This rule means that the
marginal cost of emission reductions will ultimately be the same in all
sectors of society. One way of achieving this is to have all operators
in the economy incur the same price for emissions, e.g. by paying the
same carbon dioxide tax.

There is convincing evidence that the costs of emission reductions
vary widely, both between countries and within countries.” If we do

24 'This is an omission which the NIER also highlighted in its comments in the interim report; NIER
(2016¢).

% Article 3.3, United Nations Framework Convention on Climate Change (1992). See also IPCC (2015),
section 13.2.2.2 and the articles quoted there for a discussion of a cost-effective climate policy.

20 OECD (2013).
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not take account of this in the choice of climate measures, the policy
could be several times more costly than is necessary to bring about a
given reduction in emissions. There is a clear risk of such cost
increases delaying or preventing necessary climate measures. It is
therefore vital for Sweden to show the way to an appropriate climate
policy by choosing cost-effective solutions. We feel that there is great
potential for improvement here.”” An extreme example is where
Sweden sold left-over emission quotas equivalent to 1.3 million
tonnes of carbon dioxide to the investment bank Merrill Lynch at 3
ore per kg of CO2 in 2014, while Swedish consumers were taxed at
108 6re per kg of CO2 emitted.” In this case, a better climate
measure would have been to cancel the emission quotas as the
Government did in 2015 (see footnote 12). In that case, the
Government would have helped to reduce global emissions by 1.3
million tonnes of carbon dioxide, and at 1/36 of the cost of
achieving the same reduction in emissions in Sweden via the carbon
dioxide tax.”

Cost-effectiveness calls for flexibility in several aspects of the
policy. This applies to the issue of WhiCRmissions ate to be reduced,
howthis should be approached, where should be done, and wherit
should be done. The international agreements that Sweden has
entered into govern how flexible the policy can be in all these
dimensions. When Sweden adopts a more ambitious national target
for climate policy than the international agreements stipulate, this
also means that we ourselves can decide how flexible the policy
should be to achieve the national target. It is therefore surprising that
the Government has directed the Committee on Environmental
Objectives to reduce the flexibility in Swedish climate policy, such as
by tasking the Committee with considering how sectoral phased
targets can be defined.” Sectoral targets make climate policy less
flexible and hence more expensive than it needs to be.”’ Setting
sectoral targets thus contributes nothing to resolving the climate
problem in a cost-effective manner. We therefore urge the

27 NIER (2014), NIER (2008), Carlén (2007) and Carlén (2004).

2 Hahn (2014).

2 If Sweden sells emission rights/quotas and the buyer uses them to cover its own emissions, they do
not reduce the totalemissions within the EU. On the other hand, if Sweden cancels emission
rights/quotas, the total emissions within the EU decrease by the amount that the emission
rights/quotas allow to be emitted.

30 Committee directive 2014:165.

31 Brannlund (2007).
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Committee on Environmental Objectives to advise the Government
against setting sectoral targets for reducing greenhouse gas emissions.

Box 9.2 Interim report from the Committee on Environmental
Objectives

The Committee on Environmental Objectives suggests that a climate
policy framework should be established to cover targets, planning
and follow-up, to strengthen efforts to meet the environmental
quality target of Limited climate impEe@t committee suggests that
the framework should be subject to review by the Riksdag and that
parts of it should be made into statutory requirements. The
framework comprises:

— along-term goal for 2045;

— a target roadmap with stages for emission reductions along the
way;

— methods for Government planning and follow-up of the policy to
attain the targets set;

— periodic reporting to the Riksdag; and

— a climate policy council to review the policy being pursued.

The Committee on Environmental Objectives also proposes the
following:

— By 2045, Sweden should have no net emissions of greenhouse
gases into the atmosphere, and should produce negative
emissions thereafter.

— Emissions from operations on Swedish territory should be at
least 85 per cent lower than 1990 levels by 2045.

— Sequestration and storage of carbon dioxide of fossil origin,
where there is no reasonable alternative, should count as a
measure towards the national target.

— Additional measures may be recognised in accordance with

internationally agreed rules for achieving net-zero emissions.
Soutce: SOU 2016:21.

The measures in the Budget Bill for 2016, and the proposals in the
interim report from the Committee on Environmental Objectives to
limit the options for reducing emissions of greenhouse gases to
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measures taken on Swedish territory, also conflict with the principle
of a cost-effective climate policy and will lead to higher socio-
economic costs to achieve both Swedish national and EU-wide
reduction targets. Calculations suggest, for example, that a policy that
tully exploits the possibilities for States to trade emission quotas
within the NETS could achieve national targets at a cost of just a few
billion kronor per year. Achieving the same targets through measures
on Swedish territory alone will be considerably more expensive.” If
Sweden’s cost-effective climate policy is followed by others, there is a
risk of the policy to prevent climate change becoming so expensive
that it will be politically impossible.

9.5 Arguments for and against a pioneering
policy

The Government has declared that Sweden should take the lead and
play a pioneering role in climate work.” For a long time now, there
has been a debate among economists on whether such a policy can
be justified from a socio-economic perspective.” The critics believe
that a pioneering policy is ineffective because the direct effect of a
small country reducing its greenhouse gas emissions is negligible,
while its advocates have advanced a number of economic arguments
to support the pioneering strategy. These include the following two
lines of argument:”

1. By acting as a role model, Sweden could drive things forward
by setting an example to be aimed at.

2. A Swedish climate policy which is more ambitious than
elsewhere will stimulate the emergence of new technology.
This technology could:

a. help other countries to reduce their impact on the
climate; and

b. be commercially profitable when the rest of the world
follows after Swedish climate policy.

2 NIER (2014).

33 Government statement, 15 September 2015, p. 11-12 and BP16, p. 25.

¥Arguments forand againstpioneering role are discussed by Hoel (2012).

35 Bohm (2004) who analyses e.g. the value of Sweden taking the lead in climate policy.
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The main problem with the climate issue is that greenhouse gas
emissions cause what economists call negative external effects.
Carbon dioxide emissions are quickly absorbed into the atmosphere
and affect the global climate wherever the emissions took place. The
value of consuming a litre of petrol accrues to the person using the
petrol, while the climate damage is spread over the whole world.
Without a climate policy, e.g. in the form of a carbon dioxide tax, the
private economic incentive will be to produce excessive emissions.
This problem still exists where the climate issue is to be addressed by
a large number of countries. The costs of an individual country’s
actions to reduce its emissions will be borne by that country, while
the value of the measures, i.e. a smaller impact on the climate, is
spread across all the countries of the world. The climate problem is
thus reminiscent of the problem of over-fishing the world’s oceans.
The global stock of fish is a shared resource, or a cOmmon p&dkry
country has an interest in preventing over-fishing, but also has an
interest in ensuring that limits on fishing are imposed on someone
other than themselves where possible. The solution to the climate
issue therefore demands a climate policy and its global commopool
character calls for international collaboration in the design of this
policy.

Swedish climate policy should be analysed as an element of
international efforts to handle climate change. These efforts are
governed by the international agreements that Sweden has signed up
to, i.e. the UN Climate Convention and the Paris Agreement and EU
climate policy. None of these agreements prevents Sweden from
implementing climate measures, in Sweden or anywhere else in the
world, that go beyond what is stipulated in the agreements. One
strength of the Paris Agreement — which is to enter into force in
2020 — is that practically all the countries of the world seem to be
behind it, unlike the Kyoto Protocol which did not include the USA,
for example. This means that the importance of a ‘demonstration
effect’ from a pioneering policy could be less today than it used to
be. On the other hand, the focus of the Paris Agreement on
voluntary measures could increase the value of influencing the
actions of other countries. If a pioneering policy is to have any value,
it must do this. Whether and how this might happen needs to be
analysed before the policy is adopted.

Another important aspect is that the EU’s quota-based policy
means that, for purely technical reasons, we cannot influence global

159



160

emissions, regardless of the scale of our de factefforts in NETS,
unless we cancel any surplus emissions quota units allocated to us.

The Government and the Riksdag should give very careful
thought to the design of an ambitious climate policy aimed at
bringing down the concentration of greenhouse gases in the
atmosphere. We believe that climate policy should be defined in such
a way that the negative consequences of the policy for a given level
of ambition are minimised. If we are to succeed in this, the
Government and the Riksdag should aim to implement cost-effective
measures to reach the specified climate targets.

9.5.1 Pressure for change

The Committee on Environmental Objectives endorses argument 2b
above that, by generating pressure for change in the Swedish
economy, climate policy can bring us greater competitiveness in the
global marketplace.”® This is an oft-cited argument for a pioneering
policy based on ideas outlined by the Harvard economist Michael
Porter in a short essay in 1991.” In this, Porter argued that the USA
would benefit from introducing a stricter environmental policy,
because this would drive productivity improvements and innovation.
For example, new technologies could emerge that would lead to
export gains via the advantage of being first.

A few years later, Porter elaborated on his hypothesis and argued
that environmental regulations defined in the rightvayould stimulate
innovations to create an ‘extra profit’ — over and above the
environmental benefit to society — and so neutralise all or part of the
cost of regulation to the enterprise. Porter is clear that the
innovations that could be stimulated by tighter regulation will not
always completely neutralise the costs caused by the regulation itself,
particularly not in a short-term perspective.”

Not all types of regulation result in innovations, says Porter: only
properly desigredation maylead to innovations that enhance
competitiveness. According to Porter, a policy that is based on
normal market regulatory instruments, such as taxes on trading in

3 Wijkman et al. (2016). The Government appeats to be thinking in a similar way; see Government
statement, p. 2, and BP16, p. 24.

37 Porter (1991).

38 Porter and van der Linde (1995b).
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emission rights, is properly designed. A policy based on
administrative regulatory instruments, on the other hand, is not.”

Box 9.3 Empirical test of the Porter hypothesis

A large number of empirical studies have been made of the Porter
hypothesis. These studies can be divided into three categories: tests
of a ‘weak’ and a ‘strong’ version of the Porter hypothesis at the
enterprise and industry level, and a test of the ‘strong’ version at the
country level.

The ‘weak’ version of the hypothesis says that environmental
regulation produces innovation. Empirical studies of this version of
the Porter hypothesis show that, at the enterprise level, there is a
positive  correlation between environmental regulation and
innovation, but the strength of the correlation varies considerably.

According to the ‘strong’ version of the Porter hypothesis,
properly designed environmental regulation should result in an ‘extra
profit’ in the long term which at least neutralises the cost that the
regulation itself gives rise to. There is no empirical support for this.
On the contrary; the studies point to a negative correlation between
environmental regulation and commercial gains. Environmental
regulation thus cannot be assumed to strengthen the competitiveness
of an enterprise or an industry. The same is true of studies of the
‘strong’ version of the Porter hypothesis at the country level. Here
too, studies have found a negative correlation between environmental
regulation and competitiveness.

Soutce: Ambec et al. (2013).

The Porter hypothesis has generated a lot of research and there are
many examples from individual enterprises of how stricter regulation
has brought about vatrious improvements.”” One of the examples
cited by Porter himself is chlorine-free bleaching of wood pulp.”
Sweden introduced a regulation in 1987 covering various emissions
of chlorinated waste, when there was no equivalent regulation in the
USA, for example. According to Porter, export successes for Swedish
paper in the early 1990s are an example of how tougher

% Porter and van der Linde (1995b).
40 For an overview, see e.g. Brinnlund (2007).
# Porter and van der Linde (1995a).
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environmental regulation can provide competitive advantage.
However, there is nothing to suggest that Porter’s argument holds
generally (see Box 9.3). We therefore feel that the policy proposed
here by the Committee on Environmental Objectives is particularly
fragile. The idea that stricter climate regulation can also bring
increased competitiveness is a pious hope rather than a documented
empirical finding. The Government and the Riksdag should not
therefore assume that the international competitiveness of Swedish
companies will be strengthened if Swedish climate legislation is
tightened up. The Council’s view is that the academic debate on the
Porter hypothesis simply shows that climate policy should be based
on normal market mechanisms. A Swedish climate policy that moves
ahead by placing greater restrictions on Swedish companies and
consumers has direct costs that can and should be calculated.” If
these costs are to be justified, we must be able to show that the
policy produces balanced gains in the form of effects on other
countries’ climate policy.

9.5.2 What is to be demonstrated?

If Swedish climate policy is to succeed in showing the way for other
nations to follow, it must be based on an analysis of the obstacles
that stand in the way of a successful global climate policy. Many
obstacles, such as denial of the scientific factors driving climate
change, are well on the way to being eliminated, thanks in part to the
successes of Swedish researchers in this field.”

Other obstacles are more moral in nature. Climate change hits
people more or less hard in different countries, and most of the
impact affects future generations. Here too, Sweden has shown the
way by demonstrating a willingness to contribute even though
climate change will probably not hit Sweden particularly hard."

In other respects, it is unclear whether Swedish climate policy
really shows the way past major obstacles. This is also true of the
measures proposed by the Committee on Environmental Objectives
in its interim report. Apart from the question of how global

42 Carlén (2004).

4 There is a long Swedish tradition of ground-breaking figures such as Svante Atrhenius, who was the
first to describe and quantify the greenhouse effect (in 1896), and Bert Bohlin, who was a founder-
member of the UN’s International Panel on Climate Panel (IPCC) and its first Chairman.

# Burke et al. (2015), Fiscal Policy Council (2013) and SOU 2007:60.
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coordination of climate policy should be managed, there is plenty to
suggest that the major challenge is to find a cost-effective alternative
to coal-fired energy production and/or to develop methods of
collecting and storing the carbon dioxide emissions generated by
coal-fired power stations. Even with an ambitious global emissions
roadmap aimed at holding global warming below 2°C, optimum use
of global reserves of fossil fuel could mean a more or less constant
consumption of oil until at least 2050. In fact, there are strong
arguments that the whole of the reduction in fossil fuel use should be
achieved through decreased use of coal. The reason is that burning
coal produces significantly higher emissions of carbon dioxide
relative to the commercial value created than does burning gas and
oil. The researchers McGlade and Ekins at University College
London have calculated what would be the most socio-economically
effective use of various fossil fuels, given that we cannot burn more
than 300 billion tonnes of fossil fuel between now and 2050 if we are
to limit global warming to no more than 2°C.

Figure 9.3. Optimum use of fossil fuel for the 2-degree target
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Note: EJ is short for exajoule (10'® joules).
Soutce: McGlade and Ekins (2015).

The results were recently published in the journal Nature.” Figure 9.3
above shows the results of their calculations. These results ought to

4 McGlade and Ekins (2015).
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have a major bearing on Swedish climate policy. But this is not the
case. Firstly, it is reasonable to assume that, if Sweden stops using
fossil fuels before 2050, the oil that is saved will be used by
somebody else. The direct effect of the Swedish climate measures
will then be lost.

Secondly, the demonstration effect of Sweden being independent of
fossil fuels is small. Sweden does not consume much coal, so
independence from fossil fuels means stopping the use of oil and
gas."* The high Swedish carbon dioxide tax has probably been a
reason why coal has not been used for electricity and heat production
in Sweden, so Sweden has already shown that it can manage without
coal for power.”” But it is hard to see how Sweden can enhance this
demonstration effect by also cutting the use of oil and gas.

Concern for the climate also demands that global oil consumption
should decrease sharply, but the analysis reported above suggests that
this reduction should take place far into the future. If so, there is a
danger that technology to enable a rapid conversion of the Swedish
vehicle fleet will be obsolete before it comes into more global use.

All in all, this means that Swedish climate policy — if it aspires to
contribute to a global solution to the climate problem — should be
focussed on those measures that contribute directly or indirectly to
phasing out global coal usage. Succeeding is this ought to be much
more important than having a fossil-free vehicle fleet in Sweden by
2030, for example.

9.6 Assessments and recommendations

The Council believes that it is essential that Swedish climate policy
should be formulated so that it contributes to reducing global
greenhouse gas emissions at the lowest possible socio-economic cost.
This is not the case today. Nor does the proposal from the
Committee on Environmental Objectives seem likely to achieve this.
On the contrary: the Committee’s proposal means that the costs of

46 In 2013, the total energy supply to the Swedish economy amounted to 563 TWh. Coal accounted for
22 TWh, gas for 11 TWh and oil for 134 TWh. Nuclear and hydro-electric power together accounted
for 250 TWh.

Source: Swedish Energy Agency (2015).

47 The demonstration effect of this on other countries is however limited by Sweden’s generous access
to hydroelectric and nuclear power. The demonstration effect is also likely to be reduced by the risky
investments in coal-fired power by the State-owned Vattenfall.
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achieving the targets that the EU and Sweden have adopted will
increase. If the Committee also suggests in its final report that
sectoral targets for emission reductions should be introduced in
Sweden, the socio-economic costs will rise further without reducing
global emissions of greenhouse gases. The Council assumes that the
Government will carry out socio-economic impact analyses of the
policy proposed by the Committee on Environmental Objectives
before it takes any decision to change its climate policy. The Council
believes that climate policy should be defined in such a way that the
negative consequences of any given policy are minimised. If we are to
succeed in this, the Government and the Riksdag must aim to
implement cost-effective measures to reach the specified climate
targets. The Government should not therefore go through with its
decision to scale down climate efforts in the EU and developing
countries. These efforts help to reduce global emissions of
greenhouse gases at low cost while also increasing the likelithood of
cost-effective solutions gaining ground around the world. The
climate problem is a global one which demands a global solution. If
such a solution is to be politically feasible, cost-effective solutions
must be sought. The Council believes that the Government should
therefore prioritise the work of developing the EU’s common climate
policy and ensuring that Union measures are cost-effective.

It is not impossible that a stricter climate policy could help to
generate pressure for change in the Swedish economy, resulting in
innovations that could help to solve the climate problem in the
longer term. On the other hand, there is no empirical support for the
claim by the Committee on Environmental Objectives that this
would strengthen Sweden’s competitiveness. The Council believes
that the competitiveness of Swedish industry will not be strengthened
by Sweden introducing stricter climate laws than the rest of the
world.

The Council’s view is that the major global challenge is to reduce
carbon emissions from coal in a cost-effective way. The Council
therefore believes that Swedish climate policy — in addition to the
commitments Sweden has within the EU — over the decades ahead
should be focussed on those measures that contribute directly or
indirectly to phasing out global coal usage. It is not obvious that the
current focus of climate policy on a rapid reduction in the use of oil
in Sweden contributes to such a trend.
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Appendix: Calculations of asylum
costs

In the report, we discuss short and long-term effects on structural
net lending of increased asylum immigration. In VP16, the
Government makes a calculation of the proportion of the increased
costs that is temporary and so can justify a deviation from the surplus
target. In order to assess what is temporary, we must also have an
idea of the scale of the permanent costs. The Government assumes
that the long-term costs are made up of the average spending in
expenditure areas 8 and 13, Migration and Integration, in 1991-2014,
multiplied by two. The Council has done its own calculations by
another method which differs from the Government’s in that it also
includes income and expenditure after people have been granted
residence permits.’ The calculations are uncertain, particularly with
regard to the amount and composition of future asylum immigration.
They should be treated mainly as an example of how the temporary
and permanent costs of asylum immigration could be calculated. It is
also important to note that, by costs, we mean the direct charge to
the public finances. That means that we disregard any other income
and expenditure relevant to a comprehensive socio-economic
calculation.

Our calculations are based on an assessment of the long-term cost
of asylum immigration. Specifically, we calculate the costs that would
have arisen without the bulge in asylum immigration in 2014-2016.
However, we also allow for the fact that asylum immigration could
settle at a permanently high level. The part of the total asylum-related
expenditure that exceeds the cost that would have been incurred if
asylum immigration had increased to the estimated long-term level
without first reaching the levels that we saw in 2015 and expect for
2016 is assumed to be temporary. The permanent costs are in two
parts: from the asylum phase,” where the calculations are based on
the Migration Agency’s figures; and the costs after the asylum phase,
which are mainly due to the low level of employment in this group.

!'The costs post-residence permit per person are estimated in Aldén and Hammarstedt (2016).
2 By the ‘asylum phase’, we mean the period until a person has received a decision on a tesidence per-
mit.
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The latter part of the calculations is based on a background report to
the Council produced by Lina Aldén and Mats Hammarstedt. We
have used the volumes forecast by the Migration Agency for the
number of asylum-seekers, the estimated processing time, and the
proportion of residence permits granted, as summarised in Table
A1)

Table A1 The Migration Agencyds Februa

2015 2016 2017 2018 2019 2020

Number of new asylum-
seekers
of which:
unaccompanied 35369 18000 14000 14000 14000 14000
minors
New asylum cases
received
Total asylum cases
decided during the year

of which: granted 32631 46600 78900 103600 104400 103500

162877 100000 75000 75000 75000 75000

162915 100800 90200 110100 134700 116400

58842 93800 135300 154900 147 100 149 800

Source: Migration Agency (2016a)

The calculated costs should be interpreted in relation to the price
levels prevailing now. This also applies to long-term calculations,
which means that the future costs must be set against today’s GDP
to form an idea of the burden they will place on the public finances.
However, disregarding the increase in population produces a definite
but limited overestimate of the charge on the public finances from
the future costs of asylum immigration. A simple way of taking
account of the increase in population is to divide the long-term cost,
measured against current GDP, by the percentage increase in the
population between the future year for which we are observing the
cost and today’s level.

The difference between the long-term and short-term costs arises
mainly because the number of asylum-seekers was higher than the
projected permanent level, particularly in 2015. Apart from this, a
large part of the difference between temporary and permanent long-
term costs is explained by the fact that long-term costs include other
public spending, e.g. investments in infrastructure, military and
central administration, which may be assumed in the long term to be
proportional to the size of the population. These will not be affected

3 Migration Agency (2016a)
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in the short term, so they are not included in the temporary
expenditure.

The results are shown in Figure Al. The black solid line shows costs
based on the Migration Agency’s forecast plus the costs calculated by
Aldén-Hammarstedt, excluding other public expenditure. The red
and blue lines show the cost with 75 000 asylum-seekers per year (as
per the Migration Agency’s February 2016 forecast) and 30 000 per
year (roughly the average number seeking asylum in Sweden between
2000 and 2013, as shown in Figure A2).

Figure A1 Temporary costs and long-term costs incl. other public
expenditure, based on February forecast

SEK bnlyear SEK bnlyear

120 - - 120

100 100
80 80
60 60
40 40
20 - - 20
0+ T T T T L e e L T 0

2013 2015 2017 2019 2021 2023 2025 2027 2029

Actual costs excl. other public charges to 2020

——————— Long-term cost growth incl. other public charges assuming 75,000 asylum-
seekers
Long-term cost growth incl. other public charges assuming 30,000 asylum-
seekers

Note: Actual costs ate based on the Migration Agency's budget and its budget forecast from February
2016. For 2021 and beyond, there is no budget forecast, so we have assumed processing times of four
months and 75 000 asylum-seckers per year. For the long-term costs, it is assumed that there will be a
constant 75 000 asylum-seckers per year from 2014 onwards (red line) and 30 000 from 2013 onwards
(blue line), and processing times of four months for both. The temporaty costs do not include public
expenditure, which the long-term costs do.

Source: Migration Agency (2016a) and own calculations.

The costs are projected to be highest in 2020, when they will total
just under SEK 100 billion. This is compared with a cost for 75 000
asylum-seckers per year (red line) and for 30 000 asylum-seekers per
year (blue line). Table A2 shows the temporary costs, ie. the
difference between the total costs and the long-term costs. The
difference between the two long-term levels gives an idea of the

permanent cost increases if we move from 30 000 to 75 000 asylum-
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seekers. This increase is projected to run to around SEK 56 billion in
2030.* The rapid fall in costs after 2020 reflects the fact that the
Migration Agency has not produced any forecast beyond this date,
which means that the costs post-2020 are based on assumptions of
costs per person (at 2013 levels), processing time (four months) and
number of asylum-seekers (75 000).

Table A2 Temporary costs, SEK billions

2016 2017 2018 2019 2020

75 000 asylum-seekers long term 14 21 21 21 22
30 000 asylum-seekers long term 41 51 54 57 61

Source: Own calculations.

To provide a clearer picture of our calculations, there follows a brief
account of our assumptions and methods.

The costs for the asylum phase depend on how many people are
registered in the reception system and how long they stay there. The
inflow is one part of the this and the processing time is another. A
larger inflow and longer processing times will mean more people in
the system, increasing the costs. The processing time can therefore
be seen as a measure of the outflow from the asylum phase.

Together, the inflow and the outflow give a stock which is used to
calculate the cost of the asylum process. In our calculations of the
long-term costs, we assume that the processing time is four months,
which is in line with the Migration Agency’s average processing time
from 2010 to 2014. Increased costs arising from the fact that the
processing times are currently longer than normal (Figure A3) are
then treated as temporary. The Migration Agency also considers that
processing times could be shortened to 2-3 months,” which would
reduce our calculated equilibrium costs by SEK 4-9 billion with
75 000 asylum-seckers and by SEK 2—4 billion with 30 000 asylum-
seekers.

+ This is equivalent to 1.2 per cent of GDP at 2014 levels adjusted for population growth from 2014—
2030.
5 Migration Agency (2016c)
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A2 Number of asylum-seekers
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200 000 - - 200 000
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2000 2002 2004 2006 2008 2010 2012 2014
Note: The figure shows the number of asylum-seekers since 2000. The dotted line shows the average
number between 2000 and 2013 of approx. 30 000 applicants.
Source: Migration Agency.

Figure A3 Average processing time
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Note: The figure shows the average processing time reported by the Migration Agency. The broken line

shows the average between 2010 and 2015 of approx. 4 months.
Source: Migration Agency.
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The combination of inflow into the reception system and estimated
processing times gives a stock of people in the reception system, as
shown in Figure A4.

Figure A4 Number of people in the reception system at year-end

Persons Persons
180 000 ~ - 180 000
160 000 160 000
140 000 140 000
120 000 120 000
100 000 100 000
80 000 80 000
60 000 60 000
40 000 40 000
20 000 - F 20 000
o0
2013 2015 2017 2019 2021

Migration Agency's forecast to 2020, then 75,000 asylum-seekers
——————— 75,000 asylum-seekers from 2014 onwards

30,000 asylum-seekers from 2013 onwards

Source: Migration Agency (2016a) and own calculations.

The number of people in the reception system is then multiplied by a
cost per person. For the temporary costs, we use the Migration
Agency’s forecast cost per person from 2016—2020. For the long-
term costs, we have kept the costs per person unchanged at 2013
levels, which was the last year before the increase in asylum-seekers
in 2014 which also led to the first major rise in processing times. It is
also the first year where we can distinguish between unaccompanied
minors and adults in both expenditure areas.’ Finally, we also have
the more unspecified administration costs (with respect to
unaccompanied minors) to the Migration Agency set against the
whole stock of asylum-seekers. We then use these figures per person
to calculate the costs to the Migration Agency in different years,
which can be seen in Figure A5.” After 2020, where we no longer
have a forecast from the Migration Agency, we assume that the costs

¢ The Migration Agency teports costs for unaccompanied minors separately from 2013 onwards.

7 Aldén-Hammarstedt’s calculations relate only to adults and overlap somewhat with the Migration
Agency’s costs. To minimise double-counting, we have disregarded the parts of the Migration Agency’s
costs within Eal3 Integration which relate to adults.
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return to 2013 levels, that the processing times are four months, and
that 75 000 people apply for asylum each year. The equilibrium level
in this phase is SEK 18 billion for 75 000 asylum-seekers and SEK 7
billion for 30 000 asylum-seekers.

The proportion of unaccompanied minors in the long-term
calculations follows the Migration Agency’s February forecast of just
under 19 per cent. If this were to drop to 10 per cent, the cost would
decrease to SEK 5 billion for 75000 asylum-seekers and SEK 2
billion for 30 000 asylum-seekers.

Figure A5 The Migration Agencyos

SEK billions SEK billions
60 - - 60
50 - - 50
40 - - 40
30 + - 30
20 - - 20
10 A - 10
2013 2015 2017 2019 2021 2023 2025

Migration Agency's forecast to 2020, then 75,000 asylum-seekers from 2021
——————— Long-term equilibrium assuming 75,000 asylum-seekers

Long-term equilibrium assuming 30,000 asylum-seekers

Note: The figure shows the Migration Agency’s costs within Ea8 and Eal3, apart from costs related to
adults within Ea13. From 2020, we assume 2014 costs per person and 4 months’ processing time for the
black line. For the red and blue lines, we use 2014 costs per person and 4 months’ processing time from
2016 onwatds.

Source: Migration Agency (2016a) and own calculations.

The cost for the period until an asylum-seeker is granted a residence
permit is then added to the costs for the period after the residence
permit has been issued. Figure A6 shows the average net cost profile
per person over time in Aldén-Hammarstedt’s calculations and
relates to people granted residence permits. The calculations in Aldén
and Hammarstedt (2016) only show the trend for three year-groups.
For the first cohort, the calculations cover 7 years in Sweden, for the
second, 6 years in Sweden and for the third and last, 5 years in
Sweden. In order to obtain a longer series, we have assumed two
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different scenarios. One assumption is that the cost levels off as the
level of employment stops increasing, which gives a constant cost
after 16 years of approx. SEK 48 000 per person per year incl. other
public expenditure. This may be compared with e.g. Flood and
Ruist’s (2015) appendix to the Langtidsutredningen, which estimates
that the net cost for immigrants born in countries outside Europe
with a low to medium HDI is SEK 53 000. The second assumption
is that the cost decreases at the same rate as during the first seven
years, so we reach zero after 13 years, and that the cost then remains
at zero.

Figure A6 Net costs after granting of a residence permit
SEK

SEK
200 000 - - 200 000
160 000 - - 160 000
120 000 - - 120 000
80 000 - - 80 000
40 000 - - 40 000

0 — e T
1 2 3 45 6 7 8 9 1011 12 13 14 15 16 17 18 1

Levelled-off net costs after 16 years, incl. other public costs
------- Zero net cost after 13 years incl. other public costs
Levelled-off net costs after 16 years, excl. other public costs
——————— Zero net cost after 13 years excl. other public costs

Note: The X axis represents years after granting of a residence permit. The first 5—7 years are the
average from Aldén-Hammarstedt’s calculations. The remaining years are based on two different
assumptions. One (the solid line) follows a decreasing cost profile based on the decreasing level of
employment among asylum-seekers who have obtained residence permits. The net cost then stops
falling after 16 years and is constant thereafter. The other (broken) line is a linear trend based on the net
cost calculations produced by Aldén and Hammarstedt. A zero level of net costs is then reached after 13
years.

Source: Aldén and Hammarstedt (2016), Statistics Sweden and own calculations.

The key difference between these two different assumptions is that,
if we suppose that every person who obtains a residence permit
continues to cost money even in the longer term, the total cost to
society will increase given continued asylum immigration. When we
assume that the net cost is zero after 13 years, there is then an
equilibrium level given that the number of asylum immigrants is
constant.
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Figure A7 Costs after granting of residence permit incl. other public
costs

Constant net cost after year 16 No net cost after year 13

SEK billions SEK billions
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Migration Agency's forecast to 2020, then 75,000 asylum-seekers
——————— 75,000 asylum-seekers from 2014 onwards

30,000 asylum-seekers from 2013 onwards

Note: The figure shows the costs after the granting of a residence permit assuming a constant net cost
from year 16 (left figure) or net costs of zero from year 13 (right figure); see Figure AG.
Source: Own calculations.
We have assumed that 60 per cent of all asylum-seckers are granted a
residence permit, which is in line with the Migration Agency’s
forecasts for the coming years up to 2020. The total net costs for
those granted residence permits are shown in Figure A7, where we
distinguish between the two assumptions from Figure A6. The
highest cost is in 2020, viewed over the period for which the
Migration Agency has produced a forecast, as the large volume of
asylum-seekers in 2015-2016 will have received residence permits.
These calculations are sensitive to how quickly people find
employment. It is possible to make an estimate of the effects that
improved integration would have on the net cost by comparing the
two scenarios in Figure A6. In the scenario with a net cost of zero
after 13 years, the costs in 2030 are SEK 29 billion or SEK 19 billion
lower, for 75 000 and 30 000 asylum-seekers respectively, than if we
assume constant net costs after 16 years. Note that the choice of year
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for comparison is crucial, as the difference in cost between the two
assumptions increases with the number of people granted residence
permits. The difference between the two scenarios increases by just
over SEK 2 billion per year given 75000 asylum-seekers and by
almost SEK 1 billion per year given 30 000.

Figure A8 Adjusted structural net lending
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——————— Adjusted structural net lending assuming 75,000 asylum-seekers
Adjusted structural net lending assuming 30,000 asylum-seekers

Structural net lending
Source: VP16 and own calculations.

If we adjust structural net lending by removing the temporary part of
the costs, we obtain a net lending figure as shown in Figure A8. The
figure also illustrates that the fewer asylum-seckers are assumed to
arrive in the long term, the higher the proportion of the costs that
should be treated as temporary. The amount of the temporary
expenditure increase is thus heavily dependent on estimates of the
long-term number of asylum-seckers.

The Migration Agency’s April forecast

On 27 April, the Migration Agency published a fresh forecast of its
budget and the number of asylum-seekers between 2016 and 2020.
This forecast was not available to the Government in its work on
VP16. The Council’s calculations, like the Government’s, are based
on the Migration Agency’s forecast from February. The Migration
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Agency’s forecasts from February and April are shown in the table
below.

Table A3 The Migration Agencyds April

2016 2017 2018 2019 2020

April 2016, main Asylum-seekers,

alternative thousands 60 60 60 60 60
Expenditure, SEK bn
Ea 8 41 31 18 15 13
Ea 13 12 19 26 25 24
Feby 2016, o e w o
Expenditure, SEK bn
Ea 8 48 49 34 25 22
Ea 13 12 18 32 39 39
Difference Expenditure, total -7 -17 -22 -24 -24

Source: Migration Agency (2016a) and Migration Agency (2016b).

Apart from the fact that the number of asylum-seekers is projected
to be lower in the April forecast, the number of unaccompanied
minors has also dropped from almost 20 to just over 10 per cent. In
the Council’s calculations, the new forecasts cause a decrease in both
the temporary and the permanent costs. The temporary costs are
shown in Table A4, and it can be seen that the reduced number of
asylum-seckers produces lower costs particularly at the end of the
forecast period. The long-term cost increase if we go from 30 000 to
60 000 is SEK 36 billion in 2030, as can be seen from Figure A9,
which is the same type of chart as Al but based on the April
forecast. When we compare the two figures, we find that the long-
term costs of the new forecasts are approx. SEK 20 billion lower in
2030 relative to the forecasts produced in February.

Table A4 Temporary costs, April forecast, SEK bn

2016 2017 2018 2019 2020
60 000 asylum-seekers 20 17 9 4 2
30 000 asylum-seekers 37 36 30 27 27

Source: Own calculations.

and



178

Figure A9 Temporary costs and long-term costs incl. other public
expenditure, based on February forecast
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Actual costs excl. other public charges to 2020

——————— Long-term cost growth incl. other public charges assuming 60,000 asylum-

seekers ) ) )
Long-term cost growth incl. other public charges assuming 30,000 asylum-

seekers ) ) )
----------- Long-term cost growth incl. other public charges assuming 75,000 asylum-

seekers

Note: The black solid line shows the total costs from the Migration Agency’s April forecast and from
Aldén and Hammarstedt (2016) excl. other public expenditure, aggregated across the Migration
Agency’s new forecast. The red and blue lines show the long-term costs assuming 60 000 and 30 000
asylum-seekers respectively. The black dotted line is the long-term change in costs based on the
Migration Agency’s February forecast.

Source: Migration Agency (2016a), Migration Agency (2016b) and own calculations.

If we measure this long-term result in terms of GDP, an increase
from 30 000 to 60 000 asylum seekers would mean a permanent
charge on the public finances of just under 1 per cent of GDP.
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