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 Why is inflation low? 

Inflation has been low in Sweden in recent years and fell further in the 

latter part of 2013, mainly because the rate of price increase for services 

slowed down. This article points to the existence of several different 

factors that have contributed to this low inflation at different points in 

time. Demand has been weak for many years, which has contributed to 

cost increases being moderate and price mark-ups low. Energy prices 

have also developed weakly over the past few years. A stronger 

exchange rate contributed to lower inflation in 2011–2012, but probably 

to a lesser degree since 2013. Food prices have increased more slowly 

since the end of last year.  

Inflation has been low for a long time 

Inflation has been low for a long time and fell to even lower levels in 2013 

(see Figure A1 and Table A1). Over the last 15 years, prices for services in the 

CPI have increased by an average of about 2 per cent per year, but they have 

increased more slowly since 2013. Energy prices, which were previously 

increasing at a rapid rate, have developed weakly since 2011 and have fallen 

since 2013. The rate of price increases for food has also fallen recently, due to 

lower prices on the world market. On the other hand, the rate of price 

increase for goods has not been abnormally low recently. 

Table A1. Average development of various measures 
Annual percentage change 

 
1995 

–2010 

2011 

–2014 

2013 

–2014 

2014 

 Jan–May 

CPI 1.2 1.1 −0.1 −0.2 

CPIF 1.7 1.0 0.7 0.4 

CPIF excluding energy 1.5 1.0 1.0 0.6 

Import prices, consumer goods −0.1 −1.2 −0.9 −0.6 

– goods excluding food and energy 2.2 1.5 1.1 0.7 

– services 1.5 1.6 1.6 0.4 

– travel and transport 4.6 0.8 −2.0 −2.4 

Food 1.3 0.2 −0.5 1.8 

Note. Import prices, consumer goods refer to the producer prices. 

Sources: Statistics Sweden and Riksbanken 

 

The Riksbank has previously pointed out that part of the explanation for the 

low rate of inflation in recent years is that weak demand has meant that the 

companies have been unable to raise their prices in line with cost increases.9 

Another explanation is that import prices have developed weakly as a result 

of subdued international economic activity and the appreciation of the 

Swedish krona that took place after it had depreciated during the financial 

crisis. The aim of this article is to shed further light on the question of why 

inflation has been so low in recent years. This is carried out by conducting a 

review of a series of factors influencing the development of inflation through 

                                                               
9 See the article "Perspectives on the low rate of inflation" in Monetary Policy Report, February 2014, Sveriges 
Riksbank. 

Figure A1. CPI, CPIF and CPIF excluding energy 
Annual percentage change 

 
Note. The CPIF is the CPI with a fixed mortgage rate. 

Source: Statistics Sweden 
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companies' costs and margins.10 Several of these factors have contributed to 

the low inflation, but during different periods (see Figure A2). Weak demand 

in Sweden and abroad has contributed to a fall in companies' margins and to 

a lower rate of increase in their costs. A lower rate of increase in global 

energy prices, like lower Swedish electricity prices, has also affected inflation. 

A stronger exchange rate contributed to low inflation during 2011–2012, but 

not in 2013, and a low rate of increase in food prices could partly explain the 

low inflation since 2013.  

Which factors affect inflation? 

The price a company sets for a product or service is divided up into marginal 

costs and mark-ups. These costs are determined by the prices of companies' 

production factors and are therefore affected by wages, capital costs, prices 

for imported intermediate goods and other factors. The normal level of mark-

ups depends on the level of competition in the sector in which the company 

is active. Companies' costs and mark-ups, and thereby inflation, vary 

according to demand in the economy. For example, the development of 

prices for internationally-traded goods is closely linked to the global 

economic situation.  

The development of inflation is also affected by the exchange rate and 

inflation expectations. The stronger the krona is, the less Swedish companies 

and consumers need to pay in Swedish krona for imported goods. Inflation 

expectations among companies and households can also affect companies' 

prices in the present. 

Weak demand has led to low inflation 

In conjunction with the crisis of 2008–2009, GDP in Sweden and many other 

countries fell substantially and resource utilisation remains lower than normal 

to this day (see Figure A3). The low level of resource utilisation can be seen as 

an overall explanation for the low level of inflation, even if the connection 

between inflation and resource utilisation is often weak. With this as a 

starting point, it is possible to study how the underlying factors that 

determine companies' costs and mark-ups have developed.  

The development of inflation in recent years can partly be explained by 
a slower development of costs  

A lower than normal level of resource utilisation usually means that the 

development of costs will be slower than normal. Studying how costs have 

developed requires a measure of companies' marginal costs. Unit labour 

costs are one such measure of costs. In both the goods and services sectors, 

the rate of increase in these costs has slowed down over the last 12 months 

(see Figure A4). Estimated relationships between inflation and unit labour 

costs say that the rate of price increase in the economy as a whole and in the 

services sector should have been lower than normal during the period 2013–

2014. But inflation has been even lower than these relationships predict.11 

                                                               
10 A supplementary description of the factors affecting companies' costs and margins, and thus prices, can be 
found in the article "The development of costs and inflation", Monetary Policy Report, July 2013, Sveriges 
Riksbank. 
11 See also the article "Perspectives on the low rate of inflation" in Monetary Policy Report, February 2014, 
Sveriges Riksbank. The models explain the annual change in the CPIF excluding energy and services prices in 
the CPI respectively. The explanatory variables are unemployment and the 12 quarter moving averages of the 
annual change in unit labour costs in the business sector and the services sector respectively, and also the 
exchange rate.  

Figure A2. The CPIF and the most important 
explanatory factors behind low inflation 
Annual percentage change 

 
Note. The CPIF is the CPI with a fixed mortgage rate. 

Sources: Statistics Sweden and the Riksbank 

Figure A3. Different measures of resource 
utilisation 
Standard deviation and per cent respectively 

 
Note. The GDP gap refers to the GDP deviation from trend, 
calculated using a production function. The hours gap and the 
employment gap refer to the deviation of the number of hours 
worked and the number of those employed from the Riksbank's 
assessed trends. The RU indicator is a measure of resource 
utilisation. It is normalised so that the mean value is 0 and the 
standard deviation is 1. 

Sources: Statistics Sweden and the Riksbank 

Figure A4. Unit labour cost in the business sector 
Annual percentage change 

 
Note. The broken lines represent the average for the period  
2000 Q1–2014 Q1. 

Sources: Statistics Sweden and the Riksbank 
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One interpretation of this is that the weak demand situation and the low level 

of resource utilisation have also affected companies' mark-ups, and that 

companies have passed on their cost increases to consumers to a lesser 

extent than previously. This is also supported by the fact that the growth 

trend in unit labour costs has been higher than the inflation rate (see Figure 

A5). 

The development of companies' capital costs was weaker in 2013 

Companies' marginal costs are also affected by the costs for capital. Weak 

resource utilisation means that companies do not need capital to the same 

extent as they would otherwise. This means that companies' demand for 

loans to fund various investments declines. Financing costs thus show weaker 

development.  

Companies' capital costs are difficult to measure. However, one can use 

a model to estimate the capital costs and the total marginal costs. According 

to one such measure, companies' capital costs have fallen since 2012, as 

general interest rates have fallen (see Figure A6).12 Companies' total marginal 

costs have therefore shown a weaker development than unit labour costs, but 

the difference is relatively small (see Figure A7). 

Companies' margins have declined 

To a certain extent - but not completely - the low level of inflation can thus 

be explained by a weaker development of costs for companies. This indicates 

that companies' margins have also shrunk in recent years. Another indication 

of this is that what is known as the profit share is presently low in both the 

goods and services sectors (see Figure A8). 

Various surveys also support the view that the companies' profitability is 

weak. Companies in both the retail sector and the private services sector have 

reported that profitability has been low (see Figure A9 for several examples). 

The weak profitability of these consumer-related sectors can be linked to 

demand having been weak recently (see Figure A10). The Confederation of 

Swedish Enterprise's entrepreneurs' panel also supports the view that the 

companies' profit margins are under pressure. According to this, profit 

margins decreased in the second six months of 2013, mainly for small and 

medium-sized enterprises.13 

During the spring, the Riksbank commissioned the National Institute of 

Economic Research to carry out a questionnaire survey of the companies' 

pricing behaviour.14 In this survey, approximately 40 per cent of the 

companies state that the rate of price increase for their goods and services 

has been lower than normal over the last 12 months. At the same time, about 

15 per cent of the companies state that cost development has been weaker 

than normal, while about 40 per cent respond that margins have been smaller 

than usual. Among those companies stating that margins have been smaller 

than normal, two main reasons for this are given: that demand has been 

                                                               
12 The model-based measure of marginal costs for the production of domestic goods and services has been 
estimated using the Riksbank's macroeconomic model Ramses. See M. Adolfson, S. Laséen, L. Christiano, M. 
Trabandt and K. Walentin, ”Ramses II: Model description”, Occasional Paper no. 12, Sveriges Riksbank, 2013, 
for a description of the model.  
13 The Confederation of Swedish Enterprise's entrepreneurs' panel for the fourth quarter of 2013 consists of 
responses from 4,436 companies.  
14 The survey conducted by the National Institute of Economic Research covered 1,500 companies and was 
carried out in early May 2014. The results are still preliminary. Definitive results from the survey will be 
published in the early autumn. 

Figure A5. CPIF and trend in unit labour cost 
Annual percentage change 

 
Note. The trends for unit labour costs are calculated using a 
Hodrick-Prescott filter with a smoothing parameter of 6400. 

Sources: Statistics Sweden and the Riksbank 

Figure A6. Capital cost and bank lending rate 
Annual percentage change and annual change 
respectively 

 
Note. The capital cost has been estimated using the Riksbank's 
macroeconomic model, Ramses. 

Sources: Statistics Sweden and the Riksbank 

Figure A7. Unit labour cost and marginal cost 
Annual percentage change 

 
Note. The marginal cost has been estimated using the Riksbank's 
macroeconomic model, Ramses. 

Sources: Statistics Sweden and the Riksbank 
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lower than normal and that competition from Swedish companies has been 

stronger than normal. The survey responses thus support the perception that 

companies' margins have been under pressure due to weak demand. 

However, the Riksbank's most recent Business Survey paints a partly different 

picture. It indicates instead that low cost increases have been an important 

explanation behind the weak rate of price increase. This survey covers a small 

number of large companies, however, many of which do not produce 

consumer goods.15  

The significance of competition for inflation is unclear 

Lower mark-ups can also be seen as an expression of increased competition. 

For example, the turnover of e-commerce as a proportion of the retail 

sector's total turnover has increased from 1.2 per cent to 6.2 per cent since 

2003. Industry representatives have also emphasised increased international 

competition as an important explanation for the weak development of prices 

in the business sector's service industries in 2013.16  

However, it is difficult to make a direct connection between such 

changes, which are of a more long-term nature, and the recent development 

of inflation. For example, opportunities have increased for making price 

comparisons. Any effects on prices should thus mostly concern products that 

are relatively easy to compare, which is to say various goods (for example 

home electronics and domestic appliances). But recently the rate of price 

increase for such goods has not been lower than before. It is also worth 

noting that increased competition can lead to lower prices over a transitional 

period but that the rate of inflation should not be affected in the longer run. 

Prices for internationally-traded goods developed weakly in 2013 

The development of costs and prices in Sweden is also affected by 

international price developments. World market prices for the goods 

imported by Sweden match the international economic outlook quite well 

(see Figure A11). Since the economic situation started to deteriorate again in 

2011, the rate of price increase for internationally-traded goods has 

decreased and prices were largely unchanged in 2013. Above all, commodity 

prices have developed weakly in recent years. 

The development of the krona is not an important explanation for the 
low inflation since 2013 

Import prices are also influenced by the exchange rate. The krona weakened 

substantially in 2009–2010 and contributed towards holding inflation up at 

this time. Since then, the krona has appreciated. Prices for imported 

consumer goods have developed weakly since 2011, which depends, to a 

certain extent, on the lower rate of growth in global prices and, to a certain 

extent (particularly in 2011–2012) on the stronger krona (see Figure A12). 

Another way of illuminating the role of the exchange rate is to compare the 

difference in inflation in Sweden and the euro area with fluctuations in the 

exchange rate (see Figure A13). The rate of price increase in most 

components has been lower in Sweden than in the euro area since 2011 (see 

Table A2). The view that the exchange rate was an important factor in the low 

                                                               
15 The Riksbank’s Business Survey in May 2014. This entailed interviewing representatives of 46 companies in 
the construction, retail, manufacturing and service sectors. 
16 Service indicator, Q1 2014, Almega.  

Figure A8. Profit share in the business sector 
Percentage of value added 

 
Note. The broken lines represent the average for the period  
1994 Q1–2014 Q1. 

Sources: Statistics Sweden and the Riksbank 

Figure A9. Profitability assessment 
Net figures 

 
Note. Net figures are defined as the difference between the 
proportion of firms that have reported an increase in profitability 
and the proportion that have reported a reduction. 

Source: National Institute of Economic Research 

Figure A10. Current sales 
Net figures 

 
Note. Net figures show the difference between the proportion of 
companies that have reported an improvement in sales and the 
proportion that have reported a deterioration. 

Source: National Institute of Economic Research 
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inflation in Sweden in 2011–2012 is verified by the fact that the difference in 

inflation between Sweden and the euro area was greatest for goods and 

food, product groups that are often imported. 

However, over the last year, the trade-weighted exchange rate has 

instead weakened, and the significance of the krona for the low inflation rate 

since 2013 has therefore been smaller. The Riksbank's forecast for the 

exchange rate means that the krona is expected to appreciate somewhat over 

the year ahead. However, the effects of this on inflation are expected to be 

significantly smaller than in 2011–2012, when the exchange rate had 

strengthened significantly. 

Table A2. Inflation in Sweden and the euro area  
HICP, annual percentage change. The euro area is shown in brackets. 

 1997–2010 2011–2014 2013–2014 2014 Jan–May 

HICP 1.7 (1.9) 0.8 (2.0) 0.3 (1.2) 0.1 (0.7) 

– of which energy 4.3 (4.0) 0.9 (5.9) −1.5 (0.1) −2.4 (−1.7) 

– of which electricity prices 5.5 (2.1) −1.7 (5.8) −1.6 (5.0) −4.6 (2.8) 

HICP excluding energy 1.4 (1.7) 0.8 (1.6) 0.6 (1.3) 0.4 (1.0) 

– goods  0.0 (0.7) −0.7 (0.8) −0.6 (0.5) −0.3 (0.2) 

– services 2.1 (2.2) 1.4 (1.6) 1.0 (1.4) 0.7 (1.3) 

– food 2.0 (2.2) 1.7 (2.7) 1.6 (2.2) 0.6 (1.2) 

Sources: Eurostat and Statistics Sweden  

Energy prices, particularly electricity prices, have contributed to low 
inflation 

During the period 1995–2010, the rate of increase for energy prices in the CPI 

averaged 4.6 per cent. Since 2011, energy prices have instead risen by only 

0.8 per cent on average (see Table A1) and, over the last year, both electricity 

and oil prices have fallen. The fall in oil prices is primarily due to the weak 

international economic situation (see Figure A11),17 while the weak 

development of electricity prices is also due to various weather factors. In 

addition, the development of electricity prices has been significantly weaker 

in Sweden than in the euro area (see Table A2). 

Figure A14 illustrates how CPIF inflation would have developed if energy 

prices since 2011 had risen by an average of 2 per cent per year, instead of by 

0.8 per cent. This calculation has been divided up into the direct and delayed 

effects of higher energy prices. The direct effect is a consequence of energy 

prices forming a certain proportion of the CPI. Delayed effects arise when the 

higher energy prices affect other costs and prices, such as transportation 

prices.18 The rate of price increase for travel and transport has also been very 

weak in recent years, which indicates that the delayed effects could be 

significant. The calculations show that low energy prices seem to form an 

important part of the explanation for why inflation has been so low. 
  

                                                               
17 According to the ECB, about 80 per cent of the decline in inflation in the euro area since 2011 can be 
attributed to the weak development of commodity prices (energy and food). See M. Draghi ”Monetary policy 
in a prolonged period of low inflation”, speech at ECB forum, 26 May 2014. 
18 See M. Bjellerup and M. Löf, ”The effects of the oil price on inflation in Sweden”, Economic Commentary no. 
4, 2008, Sveriges Riksbank. 

Figure A11. Nominal exchange rate (KIX) and prices 
of imported consumer goods 
Annual percentage change 

 
Note. Import prices refer to prices of consumer goods in 
accordance with the producer price index (PPI). KIX is an 
aggregate of the countries that are important to Sweden's 
international transactions. 

Sources: Statistics Sweden and the Riksbank 

Figure A12. International prices and GDP abroad 
Annual percentage change 

 
Note. Global export prices are an aggregate of export deflators 
(in local currencies), where Sweden's import shares are used as a 
weight. KIX is an aggregate of the countries that are important to 
Sweden's international transactions. 

Sources: IMF, national sources and the Riksbank 

Figure A13. Nominal exchange rate against the euro 
and difference in inflation rate between Sweden 
and the euro area 
Annual percentage change and percentage points 
respectively 

 
Note. The difference in the rate of inflation calculated on basis of 
the HICP, a harmonized index of consumer prices for the EU.  

Sources: Statistics Sweden and Macrobond 
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Inflation expectations may have contributed towards the low level of 
inflation 

There is a clear relationship between short-term inflation expectations and 

recent inflation. At the same rate as inflation has fallen since 2011, so too 

have inflation expectations. However, long-term inflation expectations are 

still firmly anchored at the target of 2 per cent (see Figure A15). 

The fact that short-term inflation expectations have fallen may have 

contributed to lower inflation. For example, it can be difficult for companies 

to raise prices if their customers expect inflation to be low in the period 

ahead. However, it is difficult to quantify what effect lower short-term 

inflation expectations have had on inflation. 

Several factors have contributed to the low rate of inflation 

A series of different factors are thus responsible for inflation being low for a 

longer period and for it falling further since 2013. The lower than normal 

demand and resource utilisation in Sweden and abroad have affected 

inflation via the following factors: 

 companies' costs and margins have developed weakly since 2011 

 global energy prices have risen slowly since 2012 

 food prices have developed weakly, particularly since 2013 

In addition, the following factors have contributed to the low inflation: 

 electricity prices have developed weakly in Sweden since 2011 

 a strong exchange rate contributed towards lower inflation in 2011–

2012, but probably to a lesser extent since 2013 

Many of the factors that can explain the low inflation are affected by 

monetary policy. For example, monetary policy can affect demand in Sweden 

and the exchange rate, and thereby both domestic cost pressures and import 

prices. Although the effects of monetary policy are very uncertain and 

difficult to quantify, the low repo rate is expected to contribute to inflation 

rising during the coming years. 

 
 

Figure A14. CPIF if energy prices had increased by  
2 percent per year 
Annual percentage change 

 
Note. In the example, the energy component in the CPIF is 
assumed to increase by an average of 2 per cent over the period 
2011–14, instead of by the observed 0.8 per cent. The CPIF is the 
CPI with a fixed mortgage rate. 

Sources: Statistics Sweden and the Riksbank 

Figure A15. All respondents´ expectations of 
inflation 
Per cent 

 
Source: TNS SIFO Prospera 
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