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PUBLIC BUDGETS IN SWEDEN

A brief account of budget structure and budgeting procedure

Introduction

There are in Sweden three kinds of institutions that are mainly fi-
nanced directly by taxes or social security contributions. These
are the state government, the supplementary pension funds - also
centrally organized - and finally the local government units. In
the following the term "central government" will be used as to
include both state and supplementary pension funds. When special
mention is made of the social insurance sector we follow national
accounting conventions and define this as the sum of pension,

sickness and unemployment insurances.

Local government in Sweden is organized in 277 municipalities
with responsibility for i.a. all primary and secondary education,
and 24 counties mainly responsible for the health services. The
local governments have independent financing by a locally levied
proportionate income tax, but they also receive state grants

which cover about a fourth of total expenditures.

Size and composition of budgets

The Government Sector

The growth of the public budgets during the sixties and seventies
is briefly summarized in figure 1, which shows the development
of local and total expenditure and total revenue as percentage of
GDP. We see from the figure that the share of total expenditure
has doubled in 20 years, and that by now almost 2/3 of all in-
comes are channelled through public budgets. Local expenditures
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Figure 1. The growth of public budgets 1961-1980
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still answers for a little less than half of total government expen-
diture. As we shall see later local governments, however, are ma-
inly responsible for the increase in public consumption, while a
dominant part of the increase in central government expenditure

has been transfers.

We also see from the figure that only in the last few years has
the surplus of consolidated government transactions been replaced
by a mounting deficit which in the current year is expected to
become more than 8 % of GDP. The supplementary pension
funds, however, still run large surpluses, while the local govern-
ments - which normally manage rather well to balance their bud-
gets - show only a very slight deficit, which means that almost
all the deficit spending is currently made by the state. A retarda-
tion of growth in the economy, as the one we are now experien-

cing in Sweden, will normally first show up as a deficit in the
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state budget, due to the fact that most of the transfer obliga-
tions will continue to grow, while the same will not be true of
the state§ three main sources of income: the VAT, the wage tax,

and the income tax.

Figure 2 shows the distribution of total government expenditure
on consumption, capital formation and transfers, respectively. We
see that the relative importance of capital formation has been di-

minishing rapidly over the last two decades. It now accounts for

Figure 2. Government Consumption, Capital Formation and

Transfers as Percentage of Total Government Expen-
diture 1961-80
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less than 9 % of total expenditures. The share of transfers has
increased and is now about the same as that of consumption. The
composition of the government budgets is thus changing in the
same direction in Sweden as in most other industrial countries in
the west. Relative to other countries, however, the share of pub-
lic consumption in public budgets is still remarkably high in Swe-
den.

Figure 3 demonstrates an alternative way of analyzing the struc-
tural change of Swedish government expenditure. All public expen-
diture of a non-business, non-contractual nature has here been

grouped in two main categories: collective security and social se-

Figure 3. The Use of Taxes and Social Security Contributions

and Percentage of Private Income, 1950-80
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curity. Under the general heading of collective security, all cur-
rent and investment expenditure for defence and foreign policy,
general administration, judiciary system and fire service have
been counted. All other expenditures are subsumed under the head-
ing of social security, i.e. are assumed to be mainly concerned
with guaranteeing or preserving individual standards. Social securi-
ty expenditure has been further broken down into two categories:
one is "income subsidies" or direct transfers to households and
the remainder is described as "price subsidies". The major part of
the price subsidies - called public consumption and related invest-
ment in the national accounts - goes to government agencies pro-
ducing various types of social services in education, health, social
welfare, roads, etc. The rest are subsidies for current or invest-
ment expenditure within the private sector, e.g. for housing and
food, for public utilities and for ailing industries. The thick line
at the top shows the development of income from taxes and social
insurance contributions. All budget incomes have in the figure

been .measured as shares of private income.

The figure shows a very striking development pattern. The share
of income used for collective security has remained more or less
constant over the whole period, around 10 %. The dramatic ex-
pansion of the public budget share has entirely been due to the
increase in social security expenditure. This has more than
trebled its share during the 30 years. The proportion in social se-
curity expenditure of public consumption and related investment
as well as of income subsidies has remained fairly unchanged dur-
ing the period. The share of price subsidies to private producers
has expanded at a slower rate than other social security expendi-
tures, in spite of the considerable increase of industrial support

measures in late years.

The State Budget

Table 1 shows a breakdown of state expenditure for the fiscal
year 1981/82. The state fiscal year starts at July Ist and ends at
June 30th. On the right hand side of the table is a breakdown of



Table 1. State Budget Expenditure in Fiscal 1981/82 by Purposes and with a Breakdown into Consumption,

Investments and Transfers

Billion kronor

Draft budget
Purpose for 1981/82

% change
from previous Category of
budget year expenditure

Draft budget
for 1981/82

% change
from previous
budget year

Basic pensions
health insurance etc.

Education and research
Interest on national debt
Total defense

Labor market and
regional policy

Housing policy
Family policy

General grants to
municipalities

Communications

Public health service,
social welfare

JudlClary police and
penal administrations

International development
co-operation etc

Industrial policy
Energy policy
Miscellaneous

40.4
31.0
26.3
19.2

14.2
14.1
13.9

11.1
10.9

7.4

7.7

5.9
5.8
4.8

13.1

Total expenditure 225.7

Consumption

+ 9.2

+ 4.0 Investment

+29.6 Transfers etc.

+ 4.9 of which to:
households

+ 6.8 local government sector
business sector (incl.

+10.2 all financial
transactions)

+10.3 international
National Debt interest
other

+ 4.7

+ 4.8 Total Expenditure

+ 0.0 expenditure

+ 6.9

+18.0

-35.6

-11.1

- 3.0

+ 6.2

49.2

10.0
166.5

63.2
44.9

25.
5.
26.
0

.
DLW

225.7

225.7

+5.6

+ 6.4
+ 6.4

+ +
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expenditure into consumption, investment and transfers. We see
that more than 2/3 of all state expenditure goes into transfers
dominated by grants to local governments and by basic pensions
and sickness benefit payments to housholds. Investment only
counts for slightly more than 4 % of total expenditure. Interest
on national debt is by far the fastest rising expenditure item, in-
creasing almost 30 % compared to the previous budget year. Alto-
gether total expenditure is expected to rise 6.2 %, which should
be compared to an expected slight decrease of real GDP.

The left side of the table is a breakdown of expenditure by pur-
poses. Again we see that the transfer payments within the social
security system tops the ranking list followed by expenditure for
higher education and research and interest on national debt,
while defense expenditure only comes in the fourth place. Next
to the interest of national debt, the expenditure for international
development and co-operation etc is the fastest rising cost item.

Local government budgets

A better perspective of the dramatic acceleration of local govern-
ment expenditure during the postwar period is given by figure 4,
which shows the development of local government expenditures as
percentage of GNP for the period 1913-80. The corresponding
changes in the composition of expenditure by purposes is shown
by figure 5, where the distribution of local government expenditure
on types of activity is given for the three years 1913, 1953 and
1979. We see that the structural changes during the postwar pe-
riod have been considerably more rapid than during preceding pe-
riods. While earlier education and industrial activities tended to
increase the share of total local government expenditure, their
part of the budgets is now diminishing. Provision for housing, how-
ever, shows a development in the opposite direction, while medical
and health care has increased its share of total expenditure dur-

ing the entire period.
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Figure &4, Local government
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GNP, 1913-1980
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The growing dominance of the local government sector is undoub-
tedly one of the most striking features of the Swedish economy
today. Out of the national income almost 1/3 is channeled
through the budgets of local governments, who employ 1/4 of the
labor force. Local government spending has been outrunning the
GNP with the growing margin, doubling its share over the last 20

years.

Organizational power has grown with the money. In the postwar
period there has been a gradual concentration of the decision ma-
king process. While the number of local government units has de-
creased to about 1/4 in the last 15 years, some of the most ex-
pensive areas of service production, like mental health care and
secondary schools, have been taken over from the state by local
govvernments. The sphere of responsibility of local governments
has therefore widened significantly both in form and content. Indi-
vidual counties and municipalities today have much greater possi-
bilities of independent long-term planning and procurement and of
negotiating with central government and with large corporations.
Along with a successive diversification of the services supplied
there has also been a widening of the area of responsibility through

an increased participation in distribution and stabilization policies.

Throughout this expansion the local governments have retained a
degree of financial independence of central government, which is
rather high by west-european standards. Of total gross expenditure
only about 1/4 is paid by state grants, while local taxes make up
45 %, fees and user charges 20 %, with loans and capital income
making up the remaining 10 %. Another way of presenting the fi-
nancial picture - subtracting taxes and fees paid by local govern-
ment to central government and including only net profits and
losses of public utilities - is to say that of the total local govern-
ment spending directed towards the private sector about 90 %
was paid by taxes of which only l/6 was channeled through the
state budget.
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The Financing of Government

Figure 6 shows the development of government income during the
postwar period. Although the public income share of GNP has in-
creased much faster than in most other industrial countries, we
see that the changes in financial structure have tended to follow
the same pattern. Indirect taxation in the form of social security
contributions, wage taxes and VAT have increased much more ra-
pidly than income taxes. Capital income and user charges have
also grown in relative importance. While the income tax still pro-
vides the main source of finance for local governments, it now

yields only about 1/5 of total income for central government.

The direct impact of public budgets on household incomes is
shown by figure 7. We see that almost 1/4 of the gross income
of households now come from income subsidies mostly derived
from social insurance payments from central government. 1/5 of

gross income is paid back as income tax.

Figure 6. The growth and structure of government income,
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Figure 7. Household Taxes and Subsidies as share of private in-
come, 1950-830
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Government and the Credit Market

Table 2. Credit Market Matrix for 1980. Net new Lending
Rillion S.Cr.

Source: Kompletteringspropositionen (1981)

Debitors
Local Qther Home~

State govern- Housing firms holds Total
Creditors ment
State 5.9 4.8 2.2 12.9
Central bank -0.6 -0.6
Other banks 18.0 0.5 9.7 5.9 5.2 39.3
Insurance
institutions 10.2 0.6 7.8 8.8 27.4
Other
Private 4.8 0.2 2.5 7.5
Foreign ‘ 22.1 -0.1 6.7 28.7
Total 54.4 0.9 23.7 28.8 7.4 115.2

The role of government in credit market operations during 1980
is shown by table 2. We see that local governments do not enga-
ge in any new net lending and that their net new borrowing is

also rather insignificant - partly due to a temporarily high liquidi-
ty.

The state, on the other hand, plays a dominant role, being respons-
ible for almost half of all borrowing - forty percent of which
comes from foreign lenders - and more than a tenth of all total
lending. If we include also the supplementary pension funds, Cen-
tral government does in fact answer for about a quarter of all

net lending.

The state also guarantees loan, particularly credits extended to
foreign customers, but also i.a. reconstruction and rationalization

loans to industry and agriculture. At the end of budget year
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1979/80, the total amount of such outstanding guarantees corre-
sponded roughly to a third of total state income. Parliamentary
decisions make it possible for the Central government to more
than double that amount. The losses incurred so far on these gua-
rantees - e.g. 140 millions last budget year on a ship-yard guarén—

tee -~ have so far been limited.

Government Production and Employment

Table 3. Government share of total employment and investments
(percent) ‘
Source: Eliasson-Ysander (1981)

Employment Investment
(persons) (gross)
1970 1979 1970 1979
1) Statsfdretag AB
(State Enterprise Ltd.) 0.9 I.1 1.3 2.0
2) Other state-owned joint
stock companies (incl. credit
institutions) 0.6 1.8 0.5 2.4
3) State Business Agencies 3.7 3.7 6.9 6.5
4) State Services 6.3 7.5 5.2 5.2
State total 11.5 14.1 13.9 le.1
5) Local Government joint
stock companies n.a. 0.9 10.6 7.8
6) Local Government Business
Agencies 1.0 1.2 6.4 4.4
7) Local Government Services 14.3 22.3 16.6 11.7
Local Government total — 15.3a 244 33,6 23.9
All Government total 26.9a | 38.5 47.5 40.0

2 These total figures exclude local government joint stock companies for which
data concerning 1970 are not available.
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Table 3 presents some figures measuring the relative importancé
of the government sector as producer and employer. Out of
every ten employees, four are nowadays employed by government,
who is also responsible for forty percent of the total capital for-
mation in the country. We see, however, that public enterprise,
although increasing rapidly in the latter part of the seventies, is
still relatively insignificant from the point of view of employ-
ment compared to the service production in local governments
(Eliasson-Ysander, 1981).

Form and Term of Budgets
Form of Appropriations

The form of public budgeting in Sweden is still a mixture of old
and new practices. Since the middle of the 60s - beginning with
defence expenditure (Ysander, 1967, 1971) - continuous efforts
have been made to move the budgets, both of state and local gov-
ernment, in the direction of '"prograrn budgeting" (Budgetutred-
ningen, 1973). Particularly this has meant substituting appropria-
tions by program and function for the earlier appropriations by
agency and cost category. This endeavour has so far resulted in a
relatively program=oriented budgeting within state agencies and
local governments. On the central state level, however, the deli-
mitation of expenditure decisions are still determined by the orga-
nization of ministries and agencies. State budgets are recalcula-
ted, though, in terms of programs, and efforts are made to ad-
just successively the administrative organization to make it fit

better into a program design. (Cf table 1 above.)

Multi-year Budgeting

Most appropriations are given on an annual basis, although appro-
priations for investment and for some current expenditure are
given on terms which make it possible to use the money during a

longer period. This is true both of state and local government
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(Billion kronor)

Source: Kompletteringspropositionen (1981)

Purpose 1981/82 1982/83 1983/84  1984/85 1985/86 Average
percentage
change
(1981/82-

1985/86)

Basic pension, health

insurance etc 41.2 + 2.5 + 3.2 + 4.0 + 4.6 + 7.8

Education and research 31.3 + 1.3 + 2.2 + 2.0 + 2.3 + 5.7

Total defence 19.5 + 1.8 + 2.2 + 2.4 + 2.7 +10.1

Housing policy 14.8 - 1.4 + 2.8 + 3.3 + 1.9 + 9.6

Labor market and

regional policy 14.8 - 0.6 + 0.9 + 0,9 + 0.5 + 2.9

Family policy 13.3 + 0.9 + 1.2 + 1.5 + 1.6 + 8.7

General grants to

municipalities 10.6 - 0.5 + 0.8 + 0.9 + 1.2 + 5.1

Communications 9.9 + 1.1 + 0.6 + 0.9 + 0.8 + 7.4

Public health service,

social welfare 7.8 - 0.2 + 0.7 + 0.9 + 1.0 + 7.1

Judiciary, police and

penal administration 7.3 + 05 + 0.7 + 0.8 + 0.9 + 8.9

Industrial policy 6.3 - 1.7 + 0.3 + 0.0 - 0.6 - 0.0

International development

and co-operation etc 5.7 + 0.5 + 0.6 + 0.8 + 0.9 +10.6

Energy policy 3.6 + 1.3 + 0.3 + 0.3 + 0.4 +13.4

Miscellaneous 18.7 + 3.2 + 1.5 - 0.1 + 1.0 + 6.8

All expenditure, exciept

Interest on nationa

debt 204.6 + 8.7 +18.0 +18.7 +19.3 + 7.1

(In fixed prices 204.6 - 2.3 + 3.4 + 2.1 + 0.6 + 0.4)

Interest on national

debt 29.0 + 6.5 + 8.2 + 9.8 +11.7 +22.4

Total expenditure 233.6 +15.2 +26.2 +28.5 +30.9 + 9.4

Total income 158.7 + 9.8 +24.8 +20.7 +21.4 +10.3

Deficit 74.9 + 5.6 + 1.4 + 7.8 + 9.5 + 7.5
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budgeting. As an aid for budget planning, a multi-year state bud-
get, presenting a five-year forward look, is annually produced. As
is usual by now in most countries, the multi-year budget sums up
the long-term expenditure commitments and the income that un-
changed tax rules can be expected to yield. The multi-year bud-
get is thus a way of stating what could be expected to happen
with the state budget if no new decisions were made. The multi-
year budget is published in connection with the final budget pro-
posals in april each year,

Table % sums up some major characteristics of the multi-year
budget published this year. By comparing the first column in
table 4 with table 1, which summarized the draft budget published
in January, we observe the kind of budget changes - due to e.g.
business cycle fluctuations, new wage settlements and political re-
visions - that have been made in the meantime. Most local go-
vernments by now also use some similar kind of multi-year budget-
ing as a planning device. All local governments are also requested
by the state to make an annual four-year forecast of expected
expenditure developments as well as to report several times dur-

ing the year on expected outcome of current budgets.

The Making and Changing of Budgets

Making Budgets

The making, executing and accounting of the state budget is an
unwieldy process that takes altogether about 3 years. The budget
year runs from July 1 to June 30. During spring, the year before
the budget will become effective, the agencies prepare the esti-
mates within their areas of responsibility. During the autumn
these estimates, and the corresponding income estimates from
the state accounting office, are pieced together into a consistent

budget proposal through negotiations between the treasury and
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the other ministries. In January a draft budget is presented to
parliament. Final estimates are given in the definite budget pro-
posals which, together with the multi-year budget, is presented
to parliament normally during april. Final decisions on the govern-
ment's budget proposals are taken by parliament during May and
June. On the basis of these decisions the government prepares
the final documents regulating the appropriations going to the va-
rious agencies. During the budget year, an agency can then draw
on these appropriations from a Central Bank account. Finally, the
state accounting office prepares the final accounts during the
autumn following the budget year. The budget cycle in local govern-
ments is of a similar nature, but shorter, taking up a little more
than two years. The budget year for the local governments is the

same as a calender year.

In preparing the state budget the treasury can base its estimates
on two kinds of general economic forecasts. One kind of forecast
is a five-year forward look, prepared within the treasury every
second or third year, but usually up-dated, at least partially, in
the intermediate years. This forward look concerns the whole econ-
omy and is not so much a forecast as an attempt to present
the main problems and possibilities that may be encountered in
the following years. It also gives a consistent scenario on which
to base the multi-year state budget. The other kind of forecast
is a business cycle forecast, prepared each autumn and spring by
the Business Cycle Institute, which is an economic research unit,
subordinated to the treasury. These latter forecasts are particular-
ly used in developing the general report on the economic situa-

tion, which traditionally introduces the state budget proposals.

As for the local governments they prepare the above-mentioned
estimates of multi-year developments for the state but do not
usually engage in any more sophisticated attempt of forecasting
local conditions for the budget year.
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Although formally the government proposes and parliament deci-
des, decisions on the state budget tend to follow very closely the
proposals made by government. This is natural as long as govern-
ments are chosen so as to reflect the views of a parliamentari-
an majority. Since the same parliamentarian principles are adhered
to in local government, the changes there made in budget propo-
sals are usually also limited. The existence of local parties and a
sometimes less strict party discipline combine, however, to make
the probability of budget changes slightly larger in local political

assemblies than in the national assembly.

The influence of labor market organisations and other interest
groups is not exerted during the shaping of budget proposals in
government, which is wusually a strictly in-house affair. Their
views are channelled and represented in other ways. They may
work by direct political lobbying in political organizations and as-
semblies. Pressure may be exerted directly on the agencies, on
the boards of which they are often represented. A third, and in
Sweden uniquely important,mode of action is finally by way of
the royal commissions, on whose investigating and negotiating
work most reforms in the Swedish society rest. Much of the poli-
tical log-rolling by pressure groups are done in these commissions

or in the public debate following the commission reports.

The role of state agencies and of local governments in shaping
the state budget is difficult to assess more precisely. In theory
the agencies simply execute commands of the central govern-
ment, In fact, however, state agencies in Sweden traditionally
have a rather strong position vis-a -is the government and may
in fact often be more active than parliament in initiating chang-

es and channelling claims of client groups (Tarschys, 1979).

By various means - from cash grants and credit policy to direct
regulation and political pressure - the central government has in

principle the possibility of controlling local governments to a
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large extent. The traditional independence of local governments
in Sweden, the growing size of the individual local government
unit and the access to a local government income tax, however,
often make it seem that the state is adjusting to the decisions
of local governments rather than the other way around (Murray,
1981; Ysander 1981b).

Changing Budgets

Even when the state budget has been approved there are of course
various ways in which the budget may be changed during the bud-
get year. To change tax rules or to get any new kind of income,
government has to approach parliament and ask for new deci-
sions. Such an approach may, however, be postponed in several
ways.

Some appropriations are sufficiently big and generally specified
to admit reallocation of uses within the appropriation. The use of
reserved appropriations from preceeding years - altogether amount-
ing to perhaps a tenth of total expenditure - may be accelera-
ted. Finally there are various kinds of buffers built into the state
budget. Each year a general authority to increase expenditure up
to a certain limit - normally about 1 percent of total expenditu-
re - when called for by changing labor market conditions or busi-
ness cycle developments, is given by parliament to government.
Corresponding special authorities for certain limited increases of
expenditure under specified conditions are given to various agenci-
es. As a general buffer against unexpected wage and price increa-
ses, something like 2 percent of total expenditure is usually also

set aside explicitly in the state budget.

In local governments, overdrafts due to unexpected price and
wage increases are even more common than in the state budget
and are usually regulated by temporary increases in short term
debt.
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Wage- and Price Adjustment

The budget proposals are stated in terms of expected price and
wage developments. In both state and local government budgets,
full or almost full compensation for actual wage and price devel-
opments is automatically given for a major part of expenditure.
Table 5 shows the coverage of wage- and price adjustment in the
state budget. We see that for half of total expenditure indexing
rules are already built into the parliamentary decisions. Appropria-
tions will thus automatically be calculated in such a way as to
assure full compensation, although the definition of "full' will of
course be a matter of choice of the wage and/or price index. In-
terest payments will follow the changes in interest rates and the
same is true of the interest subsidies, where the state has guaran-
teed a certain level of interest rate.

Table 5. Wage- and price adjustment in the state budget
Source: Kompletteringspropositionen (1981)

Percent of
total
expenditure

Wage- and price adjustment by parliamentary

decisions 50.0

Interest payments and interest subsidies 14.9

Full "automatic" compensation 64.9

Wage- and price adjustment by state

budgeting rules 15.4

"Automatic" compensation 80.3

Separate decisions and miscellaneous 19.7

-

100
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This means that altogether 2/3 of all state expenditure is in prin-
ciple fully insured for wage and price increase. Another 15 % is
recalculated in terms of current wage and prices by the budget-
ing rules followed in the treasury. In some cases, however, this
means less than full compensation, since a certain percentage is
subtracted as '"required productivity increase". Left to separate
decisions and a "cash limit" handling; is less than 1/5 of total
state expenditure. The role of inflation adjustment in local go-
vernments is roughly the same although the corresponding figures

are not available.
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