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Is it time to review the division of roles 
in macroeconomic policy?* 

Sometimes, developments can make you start pondering somewhat larger and 
more fundamental issues than you might usually do. This is how it has been for 
me recently. The question I would like to address today is whether it might be 
time for us to modify our view of the appropriate division of roles in macroeco-
nomic policy, by which I mean our overall fiscal and monetary policy. I am not en-
tirely sure of the answer myself, although I am inclined to believe that it is some-
thing we should probably do. In this talk, I will try to explain my preliminary and 
probably rather unfinished thoughts. 

What I am quite sure of, however, is that we have reached a point where it is time 
for us to start discussing what an appropriate division of macroeconomic roles 
would be. I am glad to say that the number of articles touching upon the subject 
has increased recently, and I hope that this speech will contribute further to this 
discussion. 

But let me take a step back and start from scratch. 

The devaluation policy reached the end of the road in 
the early 1990s 
Thirty years ago, the Swedish economy was in a dire situation. The problems were 
the result of a development that had been going on for a long time, and even 
though it had been a cause for concern for almost as long, we had not been able 
to get to grips with it. Perhaps the main concern was the strong domestic inflation 
trend with price and wage spirals that collided with attempts to maintain a fixed 

                                                           

*I would like to thank Mikael Apel for his work on this speech, Eric Leeper for fruitful discussions, Johan Almen-
berg, Roberto Billi, Charlotta Edler, Bul Ekici, Mattias Erlandsson, Jesper Hansson, Åsa Olli Segendorf, Marianne 
Sterner and Anders Vredin for valuable comments and Calum McDonald for translation. The views expressed in 
this speech are my own and are not necessarily shared by the other members of the Executive Board. 



 

 
 

    2 [17] 
 

exchange rate, and therefore led to recurring cost crises and devaluations. An-
other reason, which was partly connected to this, was that fiscal policy was often 
too expansionary, with rapidly rising public spending and tendencies towards 
structural deficits as a result. In addition, there was a deregulation of the credit 
market in the mid-1980s, which would turn out to lead to greater problems than 
were anticipated when the reform was implemented.1 

In the early 1990s, these and other ingredients contributed to another domestic 
cost crisis, which also coincided with a financial crisis largely caused by excessive 
lending to households and companies. Unemployment rose sharply and public fi-
nances deteriorated dramatically. The krona was put under strong pressure by in-
vestors who expected Sweden to devalue again soon and, in November 1992, the 
Riksbank was forced to give up its defence of the fixed exchange rate. 

New policy with emphasis on long-term anchors  
The consequences of the crisis emphasised, with all desired clarity, that the type 
of policy Sweden had pursued for a number of decades had reached the end of 
the road and needed to be fundamentally reshaped. Instead of defending a fixed 
exchange rate, the task of monetary policy from now on would be to keep infla-
tion low and stable. For its part, fiscal policy would focus considerably more than 
previously on keeping public finances in good condition so as to maintain market 
confidence. 

Gradually, the new order was confirmed through changes in the fiscal and mone-
tary policy frameworks. The price stability target, which, in practice, had been in-
troduced in 1993 in the form of an inflation target, was written into law in 1999, 
at the same time as monetary policy decisions were delegated to an independent 
Executive Board. In fiscal policy, the budget process was changed so that it would 
be easier to gain control over expenditure developments, while public net lending 
would, on average, show a surplus. The purpose of the latter was, of course, 
largely to bring the rampant government debt under control and to restore confi-
dence in public finances. But other reasons were also given when the surplus tar-
get was introduced, namely that good public finances create room for stabilisation 
policy and that an ageing population entails challenges that need to be ad-
dressed.2 The surplus target was thus seen not only as an end in itself, but also as 
a means of increasing the fiscal room for manoeuvre over time. 

This was, of course, a wise way of dealing with the problems that the Swedish 
economy had been struggling with for so long. In order for monetary policy and 
fiscal policy – and thus macroeconomic policy in general – to be conducted in an 
efficient manner, some basic conditions must be met. One of these is that they 
are anchored over the long term, and this, above all, was what Sweden wanted to 
achieve. 

                                                           

1 The Economic Commission (1993), otherwise known as the Lindbeck Commission’s report, remains perhaps the 
best account of the crisis of the 1990s and the developments that preceded it. 
2 Swedish Government (1997). 
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Long-term sustainable finances are the anchor for fiscal 
policy… 
For fiscal policy, it is crucial that economic actors have confidence in public fi-
nances and see them as sustainable in the long term, or, in other words, that pub-
lic debt is stable in the long term, expressed as a share of GDP. If confidence in 
public finances begins to loosen, many who would normally be willing to lend to 
the government, that is, buy government securities, will be reluctant to do so due 
to concerns about not getting their money back. When fewer people are willing to 
lend and those who do demand a higher return for the risk they take, interest 
rates rise. In turn, this means that government expenditure increases, the situa-
tion worsens and there is a risk of entering a negative spiral with increasing ex-
penditure and rising deficits and interest rates. In a worst case scenario, fiscal 
tightening may be required in an already poor economic situation in order to re-
store confidence. To succeed with this is, of course, very difficult, as the austerity 
measures mean that the economy will shrink further in the short term. This, in 
turn, reduces the tax base and simultaneously increases the need for support for 
vulnerable groups. 

Given that there is confidence in the sustainability of public finances, there is also 
room to use fiscal policy to counter recessions and address structural problems in 
the economy. To a large extent, fiscal policy stabilisation of economic activity 
takes place via so-called automatic stabilisers, without any political decisions hav-
ing to be made.3 However, if there is confidence in public finances, it is also possi-
ble to make decisions about expenditure increases or tax cuts, so-called discre-
tionary fiscal policy, without this giving rise to doubts about the sustainability of 
the finances. Good long-term anchoring is thus a prerequisite for fiscal policy to 
be used for economic stabilisation or to address structural problems in the econ-
omy.  

The fact that anchoring creates such room actually seems to have been a bit over-
shadowed in recent decades. As I have just noted, the fiscal framework launched 
after the crisis of the 1990s was motivated not only by lower public debt creating 
confidence that public finances are under control, but also by creating greater op-
portunities to use fiscal policy for other purposes. I will come back to that. 

...and the inflation target is the anchor for monetary 
policy 
The mechanisms for monetary policy are similar. What anchors monetary policy in 
the long term is confidence that the central bank can keep inflation low and sta-
ble. For most central banks, this means inflation of 2 per cent. These now also in-
clude the European Central Bank (ECB), which, in July this year, moved to a sym-
metrical target of 2 per cent, instead of the previous wording, where inflation 
should be below, but close to, 2 per cent.  

In the same way that confidence in public finances provides flexibility for fiscal 
policy, monetary policy will have room for manoeuvre to counteract economic 

                                                           

3 Examples of automatic stabilisers are income taxes and unemployment benefits that level out households' dis-
posable incomes over the economic cycle. 
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downturns if there is confidence in the central bank’s ability to keep inflation low 
and stable. If monetary policy can be made expansionary without this causing eco-
nomic actors to fear that inflation will rise sharply, their expectations of what in-
flation will be in the longer term will not be affected either. However, if fears of 
sharply rising inflation arise as a result of the expansionary policy, long-term infla-
tion expectations may also begin to creep upwards. If the anchor comes loose 
completely, the long-term consequence may be that inflation continues to rise in 
a price and wage spiral. And, just as it may take a great deal of effort to restore 
confidence in public finances that have begun to erode, it may be difficult and 
costly to bring inflation back under control. As I mentioned at the start, in Sweden 
we have some experience of price and wage spirals of this type, even though this 
was some decades ago. 

Too low inflation is also a problem… 
However, it is not only an anchor that is drifting ‘upwards’ that is a cause for con-
cern. Monetary policy can also have major problems if it drifts ‘downwards’ and 
inflation becomes persistently very low. In this case, monetary policy becomes 
less effective because the main instrument, the policy rate, becomes more diffi-
cult to use. I have talked about why this is the case many times in recent years 
and I therefore do not intend to go into it in more detail here today.4 Briefly, how-
ever, what is at issue is this: since nominal interest rates include compensation for 
inflation, these interest rates will be lower, on average, in a low-inflation econ-
omy. Moreover, there is an effective lower bound for the policy rate, where the 
positive effects of further reductions cease and the negative ones begin to domi-
nate.5  

This means that there is less scope for lowering the interest rate to stimulate de-
mand in economic downturns. In addition, since expected inflation is lower, it is 
also more difficult to achieve as low a short-term real interest rate as would be 
needed to have a sufficient effect.  

One consequence of this that is worth noting is that, with inflation more persis-
tently below 2 per cent, negative policy rates would become more common. 
Those who are critical of a policy rate below zero should therefore be strong ad-
vocates for maintaining confidence in the inflation target and thus also for a mon-
etary policy that strives to achieve the target. 

…which is reflected in the strategy reviews of the Fed-
eral Reserve and the ECB  
The problems of persistently too low inflation play a central role in both the ECB’s 
strategy review from July this year and the US Federal Reserve’s review from Au-
gust last year. The changes that were made clearly show a wish to avoid these 
problems. In the justification for its new strategy, the Federal Reserve notes that 
the level of the policy rate that is compatible with maximum employment and 

                                                           

4 For a more detailed account, see for example, Jansson (2020). 
5 It is difficult to know exactly where this bound lies, but my guess is that, in Sweden, it is slightly lower than –0.5 
per cent, as the Riksbank’s repo rate was for a period, and it probably also depends on how long the repo rate 
remains at negative levels. 
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long-term price stability has fallen relative to its historical average. The policy rate 
will therefore be limited by its lower bound more often than has been the case in 
previous periods. In order to anchor long-term inflation expectations at 2 per cent 
and prevent them from falling below this level – which would make the lower 
limit binding even more often – it has chosen to specify the target as an average 
of 2 per cent. This makes it clear that ‘bygones’ are not ‘bygones’: if inflation has 
been below the target for a period, this must be compensated for by inflation 
then being above target for a period.6 

In turn, as I have just mentioned, the ECB has moved on to a symmetrical target of 
2 per cent in the medium term. In practice, this means that the target has been 
raised slightly, as previously inflation should have been “below, but close to, 2 per 
cent”. This symmetry means that both negative and positive deviations from the 
target are equally undesirable. The ECB too points out that the marked decline in 
the equilibrium real interest rate has meant that the effective lower bound for 
nominal interest rates is likely to limit monetary policy more often. It also empha-
sises that one consequence of this is that strong or sustained monetary policy 
measures are needed when the interest rate is close to the lower bound to avoid 
negative deviations from the inflation target becoming permanent. It also notes 
that the new strategy may mean that inflation periodically will be above the tar-
get, but, unlike the Federal Reserve, it has chosen not to introduce an average tar-
get.7 

Mutual dependence 
We have thus seen that a prerequisite for fiscal policy and monetary policy to be 
effective is that they have a stable long-term foundation. For fiscal policy, there 
must be confidence that public debt is stable over the long term and, for mone-
tary policy, there must be confidence that the central bank can keep inflation low 
and stable. In order for monetary policy to be able to use the policy rate to coun-
teract economic downturns and increased unemployment, it is also necessary for 
average inflation not to be too low. It is therefore natural for fiscal policy frame-
works to focus on maintaining long-term stable public finances and for monetary 
policy frameworks to keep inflation at 2 per cent.8 

Although it is practical, and probably necessary, to have separate frameworks for 
fiscal and monetary policy, it is important to recognise that there is an interde-
pendence between the two policies. Confidence in one depends on there simulta-
neously being confidence in the other. For example, if public finances are per-
ceived as unsustainable, the expectation may easily arise that monetary policy will 
eventually allow inflation to rise in order to reduce the real value of public debt, 
that is, inflate it away. This may also cause the anchor of monetary policy to 
loosen. Similarly, if inflation rises because confidence in the inflation target has 
been eroded, it may lead to significantly higher interest rates, which, in turn, will 

                                                           

6 For a description of the Fed’s changes to its strategy and the background to these, see, for example, Powell 
(2020). 
7 See ECB (2021). 
8 Of course, it is not self-evident that this number should be exactly 2. According to the previous reasoning, a 
higher target would give more room to lower the interest rate in bad times and I myself have raised the question 
of whether a target of 3 per cent should not be considered instead; see Jansson (2020). 



 

 
 

    6 [17] 
 

lead to an increase in the government’s interest expenditure and will challenge 
the sustainability of public finances. 

A common view is that monetary policy is in the 
driver’s seat 
The practical application of macroeconomic policy under this policy regime is of-
ten described as a situation in which monetary policy is sitting in the driver’s seat 
and is expected to play the active part in stabilisation policy. It is monetary policy 
that is expected to keep the economy in balance and inflation stable. Fiscal policy 
is perceived to have a more passive role, which in principle is restricted to adjust-
ing taxes and expenditure when this is necessary to keep public debt stable over 
the long term.9 It is not considered to have any explicit stabilisation policy task, 
other than that which follows from the automatic stabilisers, except possibly in 
the event of deep recessions or crises.  

This view has had a major impact throughout the world, both in academic re-
search and in policy departments at finance ministries and central banks. Con-
ducting macroeconomic policy with this division of roles has also worked relatively 
well in most places, not least in Sweden. It has thus been an arrangement with 
which most people have been pretty content. 

The division of roles may no longer be so obvious  
But perhaps it is time for us to begin to ask ourselves whether this division into an 
active monetary policy and a more passive fiscal policy really is the best way to 
achieve a favourable macroeconomic development in all situations. Perhaps the 
division has been taken a step too far after all, given that certain circumstances 
have changed.  

I think this is something we may now need to reconsider for at least a couple of 
reasons. Monetary policy and fiscal policy are probably more dependent on each 
other than we usually think, and this dependence has become even clearer as the 
macroeconomic environment has changed quite a lot in recent decades. 

For quite long periods, it may indeed work well if monetary policy is focused on 
maintaining the inflation target and fiscal policy on keeping track of public fi-
nances – that they manage their own business, so to speak. Indirectly, the two 
policy areas nevertheless provide valuable support to each other.  

Assume, for example, that inflation begins to rise rapidly and risks becoming per-
sistently too high, and that the central bank therefore raises interest rates in or-
der to dampen demand in the economy. The higher interest rate increases gov-
ernment interest expenditure and weakens public finances. Of course, how much 
depends, among other things, on how large the debt is from the start and by how 
much the central bank raises the interest rate. If the economic agents trust that 
fiscal policy will stabilise public debt, they will expect taxes to be raised or ex-
penditure to be reduced, or both. They will adjust their behaviour accordingly and 

                                                           

9 A policy regime with active monetary policy and more passive fiscal policy is sometimes called a regime with 
‘monetary dominance’; see, for example, Leeper (2018, 2021). 
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hold back on their consumption and investments in preparation for the expected 
tightening. In this way, fiscal policy’s stabilisation of public debt supports the 
tightening of monetary policy – fiscal policy and monetary policy are pulling in the 
same direction. 

Greater dependence than we usually think... 
But if the budget process works poorly and higher public expenditure is routinely 
financed by the government raising even more loans, then the economic agents 
will not expect a tighter fiscal policy, at least not until the government, at some 
point in the future, will perhaps find itself absolutely forced to pursue such a pol-
icy. This, in turn, helps to keep demand up and it becomes more difficult for the 
central bank to use rate increases to counteract the rise in inflation, as fiscal pol-
icy and monetary policy are pulling in different directions.10 

Framed in this way, the relationship between monetary policy and fiscal policy is 
straightforward and intuitive. However, the mechanisms actually also work in 
about the same way when policies move in the opposite direction, and that is 
something that I believe we may need to pay more attention to and discuss more. 

If inflation is low for a period, the central bank’s policy rate will also be low. In the 
same way as before, therefore, government interest expenditure will be affected. 
But in this case, it will decrease, which means that public finances will improve. If 
the task of fiscal policy is to keep public debt stable, there is thus room to pursue 
a more expansionary fiscal policy than would otherwise be the case.  

As in the previous example, it will be more difficult for monetary policy to fulfil its 
task – in this case to raise inflation to the target – without the support of a more 
expansionary fiscal policy. If the task of fiscal policy is to stabilise public debt, 
monetary policy will receive such support. When government interest costs de-
crease, taxes will be reduced or expenditures increased, and this is also something 
that economic agents expect. Fiscal policy and monetary policy will then again be 
pulling in the same direction by interacting to raise demand and inflation.11  

However, as the regime of an active monetary policy and a more passive fiscal 
policy has been applied in practice in recent decades, it is not clear that this will 
be the case. “Keeping public finances in good order” has often been equated with 
“making sure that debt does not increase”. A shrinking government debt, on the 
other hand, is generally perceived as something that is always positive and not as 
something that creates room for a more expansionary fiscal policy. However, from 
a macroeconomic perspective, such an asymmetry in the view of the task of fiscal 
policy is not entirely unproblematic.12 

                                                           

10 In an extreme case, it may not only be difficult but impossible. Interest rate increases become counterproduc-
tive and contribute to inflation rising instead. One example that is usually mentioned is Brazil in the 1980s, when 
inflation rose for a couple of years in parallel with the central bank raising interest rates, because there were no 
signs that fiscal policy would be tightened; see for example Sims (2016). 
11 Leeper (2018) argues that support from fiscal policy in the long term is absolutely crucial for the central bank 
to achieve the inflation target. 
12 Sweden's gross public debt is certainly relatively low. However, as an amount in Swedish kronor, it is still about 
2,000 billion. This means that interest rate changes are definitely not unimportant for government finances, es-
pecially not if the interest rate varies as much as it has in recent years. 



 

 
 

    8 [17] 
 

...particularly in the prevailing macroeconomic environ-
ment 
The problems have also been exacerbated by the fact that the macroeconomic 
environment has changed quite a lot in recent decades. The most important 
change is that the global real equilibrium interest rate has fallen and today is his-
torically low. As a result, many central banks’ policy rates are now at or near their 
lower bound (Figure 1). There is thus not much room to lower them further. In 
most countries, they are also expected to remain at low levels for a long time be-
fore gradually rising quite modestly.  

While the low interest rate situation has made it more difficult to pursue an ex-
pansionary monetary policy, it has made it easier to pursue an expansionary fiscal 
policy. This is partly because the interest costs for government loans are very low. 
I mentioned earlier that an expansionary monetary policy lowers government in-
terest costs. However, the biggest effect on interest costs comes from this trend 
decline in real interest rates. Importantly, it is also this factor that has driven cen-
tral banks’ policy rates downwards. Another key effect of the low interest rate, 
which also speaks in favour of fiscal policy, is that more public investments will 
become profitable. 

A renewed discussion of the possibilities of fiscal policy 
In recent years, the low interest rate has given rise to a renewed discussion of fis-
cal policy in the research community. The reason for this is the observation that 
the interest rate is lower than growth in the economy.13 When the government 
can borrow at a very low interest rate, the debt burden as a share of GDP does 
not need to increase, provided the economy grows at a sufficient pace. In other 
words, public finances can show a deficit for a period without it being necessary 
to raise taxes to address this. Growth is enough to ensure that the debt ratio im-
proves without any tightening. 

It is not only the relationship between the interest rate and economic growth that 
is important in this context, but also the level of interest rates as such. In several 
developed economies, long-term interest rates are now close to zero or are even 
negative, or have recently been so. This means that private actors are willing to 
lend long-term to the state without any significant compensation, or are even will-
ing to pay to lend. This can, without exaggerating, be described as a pretty gener-
ous offer. It is not very difficult to imagine that it is possible to find areas in which 
public investment may be needed and where the funds borrowed to implement 
that investment may well have a positive return because the cost is very low or 
negative.  

Why this has not happened to a greater extent than has been the case is not en-
tirely easy to understand. One probable explanation is that many countries have 
put in place rules to prevent or counteract increased borrowing. The reasons for 

                                                           

13 See, for example, Blanchard (2019), who also notes – possibly somewhat surprisingly – that the tendency for 
growth to exceed the risk-free interest rate is not a new phenomenon. A summary of the changed view of the 
role of fiscal policy is available in Lagerwall (2019).  
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this are good if we look at past negative experiences. However, if this is the expla-
nation, it is natural to start to consider whether these rules are actually adapted 
to the changes that have taken place in the macroeconomic environment since 
they were introduced, particularly the fact that the level of interest rates has been 
historically low. If public investments, which, sooner or later, may still need to be 
made, can be financed at a historically low cost, this would seem like a good op-
portunity to implement them. 

Ultimately, fiscal policy aims to increase the well-being of citizens. The develop-
ment of deficits and public debt may be the means to achieve this, but it is not ob-
vious from an economic point of view that it should be seen as an end in itself. A 
comparison with monetary policy can be made here: the target is formulated in 
terms of the outcome, that is, mainly how well the inflation target has been 
achieved, rather than the means, that is, the monetary policy tools. I think it 
would be useful if we were to start thinking more along these lines in fiscal policy 
as well.14 

The conclusion of this reasoning is not that public borrowing is never problematic. 
For example, if the policy becomes too extensive or if it is not sufficiently ex-
plained and followed up, investors may nevertheless begin to fear that the gov-
ernment will not be able to manage its debt and may therefore demand a higher 
risk compensation for lending. This, in turn, may make the commitments even 
more difficult to meet – there is a risk that we will find ourselves in a bad equilib-
rium, expressed in economic terms. However, the discussion that has arisen at 
least indicates that there may be reason not automatically to regard public defi-
cits as a negative thing, as we have perhaps become too accustomed to doing.15 

Trend towards lower policy rate and public debt 
For Sweden, the changed conditions for monetary policy and fiscal policy are 
clearly illustrated by the development of the repo rate and public finances over 
the last twenty-five years or so (Figure 2).  

As the real global interest rate has fallen, the repo rate has had to be lowered to 
ever-lower levels for each business cycle. Despite this, it has been difficult to keep 
inflation around 2 per cent on a more lasting basis. During the same period, the 
consolidated gross government debt, the so-called Maastricht debt, has fallen 
from just under 70 per cent of GDP to about 40 per cent. The downward trend has 
certainly slowed down from time to time, most recently in connection with the 
coronavirus pandemic, but is still very clear. 

At a more general level and seen over the period as a whole, one may argue that 
this development also reflects the fact that macroeconomic policy has not been 
conducted in such a way as to keep public debt as a share of GDP stable. This has, 
of course, been a deliberate strategy as Sweden has wanted to reduce its debt. At 

                                                           

14 It is worth noting, however, that, from time to time, this problem also arises when monetary policy is dis-
cussed. For example, voices are raised saying that the interest rate has been too low for too long or that the Riks-
bank should conclude its asset purchase programme, without reference to whether monetary policy tightening is 
justified from an inflation point of view. This underlines the importance of the Riksbank’s communication con-
stantly being careful to explain monetary policy in light of the inflation assessment and not ‘taking its eye off the 
ball’; see Jansson (2019). 
15 For interesting views on this aspect and thoughts on fiscal policy in general, see Regling (2021). 
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the same time, however, it means that it has become more difficult to achieve the 
inflation target.16 

It has thus become more difficult for monetary policy to counteract economic 
downturns. One condition that would change this would be a rise in the global 
real equilibrium interest rate. Central banks’ average policy rates would then also 
be higher – in the same way as they have now fallen in line with the equilibrium 
interest rate. However, no noticeable increase in the global real equilibrium inter-
est rate is on the cards in the near future, according to most analysts.17 In any 
case, it will not happen so soon as to make my talk here today unnecessary. 

Another condition that would at least improve the situation would be if the recent 
rise in inflation were, for various reasons, to lead us closer to the inflation target 
in a slightly more persistent way in the future. However, the forecast made by the 
Riksbank and almost all other Swedish forecasters is that the rise in inflation is 
temporary and is mainly due to various pandemic-related imbalances between 
demand and supply.18 The same assessment is being made in many other parts of 
the world where similar developments are being seen, even though the persis-
tence of inflation in the United States in particular is being discussed more and 
more. 

However, even if the rise in inflation were to bring us closer to the target after the 
pandemic, a continued low global real equilibrium interest rate would mean that 
central banks’ policy rates would still reach the lower bound from time to time. 
The problem of it being difficult to make monetary policy as expansionary as it 
would sometimes have to be would thus remain. 

A new policy regime with fiscal policy in the driver’s 
seat? 
According to some economists, the fact that the scope of monetary policy has 
been restricted has meant that, for some time, we have been in a different regime 
in which it is fiscal policy instead that has ended up in the driver’s seat of macroe-
conomic policy.19 If that is the case – and I think there is much that suggests that it 
is – then this will put higher demands on fiscal policy to be more active in the pe-
riod ahead than it has been in recent decades. And we could probably have had a 
better development until now if fiscal policy had taken this more active role even 
earlier. 

I would like to emphasise that I am talking about much more than fiscal policy 
“helping monetary policy to reach the inflation target”, even if this by no means is 
an unimportant aspect. I often point out that the inflation target is not just the 
Riksbank’s target but is a target for the economy as a whole. Of course, it is the 

                                                           

16 Leeper (2018) goes even further and questions whether the Swedish monetary and fiscal frameworks really are 
mutually consistent. 
17 For a review of research into the global real interest rate and its future development, see the article “Are low 
global real interest rates set to continue?” in Monetary Policy Report, November 2021. One key paper is that of 
Auclert et al. (2021), which suggests that the real equilibrium interest rate may fall further.  
18 Higher energy prices have been an important explanation for the rising inflation rate. These have also been 
pushed up by a number of factors that are not related to the pandemic, such as weather effects. 
19 This regime is sometimes referred to as ‘fiscal dominance’; see, for example, Leeper (2018, 2021). 
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Riksbank that is appointed to try to fulfil it, but whether this succeeds or not is of 
great importance from a much broader economic perspective. There is strong po-
litical support for the inflation target, which, in turn, is based on the conviction 
that the economy simply works better with a specific, low and stable inflation 
rate. As I have just noted, this is also a feature of the recent strategy changes of 
the Federal Reserve and ECB. 

As a slight digression, it may be interesting to note that the tendency to see the 
inflation target as merely the Riksbank’s concern is not a new phenomenon. Ur-
ban Bäckström, Governor of the Riksbank 1994–2002, already pointed out this 
problem during the National Economic Association’s negotiations in February 
1995:  

“I object to the title of today’s discussion, which is ‘The Riksbank’s inflation tar-
get’. Although it is natural for a central bank to strive for price stability, this en-
deavour must … permeate the entire economic policy.”20  

At the time, the problem was the other way around, that is, more policy areas had 
to help keep inflation down. However, since the purpose of an inflation target is 
to anchor inflation at a certain level, rather than for it to be as low as possible, the 
argument is certainly valid even when inflation risks becoming persistently too 
low. 

Several good reasons for a more active fiscal policy 
In recent years, maintaining confidence in the inflation target has primarily been a 
matter of ensuring that monetary policy can continue to be used in the future to 
counteract recessions and increased unemployment – and thus provide support 
to fiscal policy in bad times. Put somewhat pointedly, the statement that mone-
tary policy cannot be ‘the only game in town’ that has been heard quite often re-
cently, perhaps particularly from central bank representatives, is basically about 
us not ending up in a situation where instead fiscal policy will be the only game in 
town for the foreseeable future. Both will certainly be needed. 

However, there are also good reasons other than the development of inflation 
that suggest that fiscal policy may have to play a more active role in the future. 
One is that we have major structural challenges ahead of us: the population is 
ageing and this means that healthcare will need more resources, the integration 
of different groups into Swedish society and the economy needs to be improved, 
and climate change will require major adjustments – to name but a few. Here, it 
may be worth recalling what I mentioned earlier about the original motives for us-
ing a surplus target to reduce public debt. This was not just a matter of restoring 
confidence in public finances, but also of creating room for both stabilisation pol-
icy and managing structural challenges. 

Measures in these and other areas aim to make the Swedish economy and Swe-
dish society function better in various respects. Many of them also aim to increase 
growth and production capacity in the long term – what are usually called supply-
side policies. When aggregate supply and production capacity increase, conven-
tional economic theory suggests this puts downward pressure on prices for a 

                                                           

20 Ekonomisk Debatt (1995) No. 3, p. 268. 
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given level of demand. However, these growth effects take quite a long time to 
occur. In the shorter term, the effect is very likely to be that demand and inflation 
increase. But as I have noted, this may also be positive in the situation we are in 
today.  

Beneficial to formalise policy? 
It is possible that a system in which fiscal policy plays a more active role in macro-
economic policy could benefit from being formalised and the rules clearly laid 
down. One possibility is for the policy to be conditional on a particular measurable 
target – that it becomes what economists call state contingent. Until this target is 
achieved, the budget is run with a deficit.21  

Another possibility is to make the policy time contingent. For example, fiscal pol-
icy makers could announce their intention to allow the budget to run with a defi-
cit, let us say over a ten-year period, according to a predetermined path – simi-
larly to how monetary policy signals its ambitions with the policy rate. They could 
also specify what they wish to achieve with this more expansionary fiscal policy. 
The plan should, of course, be gradually updated and made more detailed. And 
while the deficits are running, the policy is continuously evaluated with regard to 
how it relates to the target path and how effective it appears to be.22  

Although a time contingent strategy may be somewhat less attractive to econo-
mists than a state contingent one, it could have some advantages: it would proba-
bly be easier to implement and manage politically, as it has a predefined clear 
sunset clause. 

As long-term sustainable public finances are, of course, still a basic precondition, 
once the period is over, or once the set goal has been achieved, a switch is made 
to keeping the debt stable in relation to GDP again.  

Of course, even if a time contingent rather than state contingent strategy is cho-
sen, the risk exists that politicians will start to consider, over time, that the flood-
gates have been opened or that it will be too difficult to end the expansionary pol-
icy. However, if the rules are set out in advance in a formal and clear framework, 
these risks should be manageable. After all, in Sweden, we have shown for many 
years now that we are quite good at continuously evaluating and debating our 
economic policy and sticking to frameworks that we have set up to fulfil long-term 
economic objectives.23 

                                                           

21 Such a policy would have some similarities with automatic stabilisers. These are also state contingent in the 
sense that they start to work when something special occurs, for example when unemployment starts to rise. 
22 Of course, it is crucial to evaluate policy and require it to be effective, whether the policy is state contingent or 
time contingent. 
23 My impression is that the issue of whether fiscal policy should play a more active role and whether the fiscal 
frameworks should be reviewed is starting to be raised more and more in the economic policy debate: see, for 
example, Calmfors (2021) for Sweden and Ubide (2021) and Lane (2021) for the euro area. This is also underlined 
by the fact that the ESO, the Expert Group for Public Economics, is planning a study in this field; see 
https://eso.expertgrupp.se/pagaende-projekt/. However, it should be pointed out that this study will only refer 
to the interaction between monetary policy and fiscal policy in times of crisis, which I do not think is sufficient. A 
month ago, representatives of the government parties also argued, in a newspaper article, that the review of the 
fiscal policy framework planned for 2025 should be brought forward (Svenska Dagbladet, 2021). In the Statement 
of Government Policy on 30 November, Prime Minister Magdalena Andersson argued that Swedish public fi-
nances are so strong that shifting from a surplus target to a balance target is justified. There are also, of course, 

https://eso.expertgrupp.se/pagaende-projekt/


 

 
 

    13 [17] 
 

To be even more concrete, one idea could be to give the Swedish Fiscal Policy 
Council, or some other body, the task of continuously evaluating whether fiscal 
policy is keeping to the announced plan and delivering the expected results. Con-
sideration could also be given to broadening the mandate to include analyses of 
how overall macroeconomic policy is being conducted. Monetary policy would 
thus also be analysed in parallel with fiscal policy in an overall economic policy 
context. As I have tried to convey, fiscal policy and monetary policy have become 
more interdependent than before and it would be valuable if a body were to con-
tinuously shed light on and keep us aware of this fact. 

Sweden has good prerequisites 
The prerequisites for allowing fiscal policy to play this kind of more active role dif-
fer from country to country. As I see it, however, they are particularly good in 
Sweden’s case. 

One important aspect is that the public debt is currently low from an international 
perspective (Figure 3). It is about 40 percent of GDP, and is projected to fall over 
the coming years. In Germany and Finland, for example, countries that are known 
for not jeopardising their public finances, it is about 70 per cent – about SEK 1,500 
billion higher than in Sweden, in terms of the Swedish debt ratio. The fact that 
debt has decreased over time shows that we are able to generate surpluses when 
needed. The framework we have built up with strong institutions, a controlled 
budget process and careful reviews and evaluations has played a major role in this 
and is, of course, a great advantage. I therefore believe that there are good pro-
spects for fiscal policy to play the more active role needed as long as the scope for 
monetary policy is limited – without jeopardising the sustainability of public fi-
nances. 

The importance of an open discussion  
Let me wind up. The aim of my speech today is to stimulate discussion of issues 
that I believe are important. I do not claim to deliver proposals that are ready to 
be taken ‘off the shelf’, and I am aware that much additional work is required be-
fore these thoughts and ideas can be put into practice. There are most likely also 
several aspects and complications that I have not thought of. 

Nevertheless, no problem can be solved by turning a blind eye to it instead of 
dealing with it, even though the solution may involve changes that may seem un-
comfortable and require us to start thinking in a slightly new way. This process 
will be easier if we can have a free and open discussion with the overall goal of 
making the Swedish economy work as well as possible. Of course, I am also fully 
aware that these are issues for the political system to address and resolve. Never-
theless, a debate with many participants and views is always a good start. 

  

                                                           

those who are sceptical about strategy changes and about fiscal policy playing a more active role; see, for exam-
ple, Svensson (2021). 
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Figure 1. Low policy rates as a result of low real interest rates 

Policy rates and inflation-linked bond yields in per cent 

  

Sources: Macrobond, national central banks and the Riksbank 

 

Figure 2. Falling trend in the repo rate and the debt ratio 

The repo rate in per cent and the Maastricht debt as percentage of GDP 

  

Note. Broken lines refer to forecasts of the Maastricht debt by the Swedish Na-
tional Debt Office (SNDO) and Swedish National Financial Management Authority 
(ESV). 

Sources: Swedish National Financial Management Authority, Swedish National 
Debt Office, Statistics Sweden and the Riksbank 
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Figure 3. Swedish public debt ratio low from an international perspective 

Public debt as percentage of GDP, 2020 

 

Note. Maastricht debt for countries within the EU. 

Sources: Eurostat, IMF and the Riksbank 
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