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Abstract 
The much-debated topic of the pension system together with the currently elevated levels of inflation give 
rise to the question of how well the pension system is equipped to deal with a prolonged period of 
inflation. The current system was introduced in the 1990s and since then it has been operating in a period 
of low and stable inflation. The purpose of this project is therefore to study the inflation sensitivity of the 
Swedish pension system and the purchasing power of Swedish pensioners. Since the Swedish pension 
system consists of different parts and each part has a different inflation sensitivity, this allows me to study 
the inflation sensitivity of some typical cases of pensioners who has their own unique mix of pension 
income. I measure inflation sensitivity through the concept of equality of consumption, where utility from 
consumption is derived primarily from the discretionary spending that exceeds necessary expenses for 
survival such as food and shelter. Through this, I analyse economic inequality as measured by the amount 
of discretionary spending and evaluate how inflation affects these amounts for different typical cases of 
pensioners. The data in this study is gathered from official sources such as Pensionsmyndigheten and 
Statistiska Centralbyrån. I find that the nominal inflation protection provided by the Swedish pension 
system is high for most theoretical cases. However, inflation erodes real purchasing power for Swedish 
pensioners, especially for those not eligible for the housing supplement and for those who lack an 
occupational pension. The basic protection adds inflation protection for pensioners with a relatively low 
income, while occupational pensions add inflation protection for pensioners with a relatively high income. 
The findings suggest that the median pensioner is more adversely affected by inflation when compared to 
other income levels, as measured through discretionary spending. 

Introduction 
This section presents the background for this project together with the identified research problem. It 
also presents the research question and purpose of this project together with the outline of this paper. 

Background 
Coming out of the COVID-19 pandemic that lasted during the years 2020-2022, two of the hottest political 
topics in Sweden are the elevated levels of inflation and the deteriorating living standards of the elderly 
population. The global pandemic triggered multiple crises in Sweden of which the elderly population 
received a disproportionate amount of negative effects. Not only has the elderly population suffered a 
higher death-rate than the population in general, but they have also been disproportionately affected by 
lockdowns. The lockdowns and restrictions also shattered global supply chains and triggered an intense 
global supply shock. As the restrictions were lifted after the pandemic and the economy was re-opened, 
demand for goods increased rapidly. The increased demand for goods, together with increased prices for 
gas, electricity and fuel, has pushed up inflation. The supply shock in turn triggered an increase in global 
inflation to levels not seen for over 40 years. (Riksbanken, 2021) 
 
The generally held view from the Swedish Riksbank has been that the higher levels of inflation would be 
a temporary increase as a result of the pandemic as that it would be transitory. (Riksbanken, 2021) 
However, after the invasion of Ukraine in February, inflation levels have been rising to even higher levels 
than before. In April, Sweden reached an inflation level of 6,4 percent, which is the highest inflation level 
for Sweden in 30 years. (Ekonomifakta, 2022a) The elevated level of inflation was not matched by wage 
inflation and thus the Swedish population experienced negative real wage growth for the first time in 
decades. (Medlingsinstitutet, 2022) 
 
The rising inflation has primarily meant increased costs for basic goods such as food, housing, electricity 
and fuel prices. (Statistiska Centralbyrån, 2022a) Since many pensioners in Sweden live with small margins 



 
 

4 
 

and few opportunities to influence their economic situation, many claim that the current pensions are not 
enough to provide a decent living standard. At the same time, other voices argue that pensioners as a 
group have never been better off financially. In a recent report from Finanspolitiska rådet (2022), they 
conclude that the purchasing power of pensioners has increased continuously over the past 30 years and 
the group's disposable income has developed in line with or faster than the income of the working 
population. They also find that increased incomes have led to increased levels of inequality in the 
pensioners' collective, which according to Finanspolitiska rådet (2022) can be explained by increased 
earnings and occupational pensions among the highest income deciles. 

Research Problem          

Sweden faces a possible regime of elevated inflation over the medium term and the Swedish pension 
system may not be adequately equipped for this risk. Ever since the Swedish pension system was reformed 
in the 1990s, the system has been operating in an environment of low and falling inflation. There is no 
clear answer as to how inflation can be expected to impact the elderly population in Sweden. Higher 
inflation may erode real purchasing power since pensioners by definition are at the end of their career 
and their productive lifespan. Also, some pensioners may have little to no possibility to compensate for 
external shocks such as higher inflation. On the other hand, the Swedish pension system was reformed 
after a long period of high inflation and may therefore be well equipped. Thus, the new environment of 
elevated inflation begs the question of how inflation will impact the economic situation of pensioners in 
Sweden and how robust the Swedish pension system is. To investigate this research problem, I formulate 
the following research question:  
 

- How does inflation impact equality of consumption between Swedish pensioners? 
 
The purpose of this project is to study the inflation sensitivity of the Swedish pension system and the 
purchasing power of Swedish pensioners. Since the Swedish pension system consists of different parts 
and each part has different inflation sensitivity, this allows me to study the inflation sensitivity of some 
typical cases of pensioners who has their own unique mix of pension income. In order to map the inflation 
sensitivity of Swedish pensioners, I first model the economic situation of Swedish retirees with different 
sources of pension income using official data from the Pensionsmyndigheten. The objective of this study 
is to establish the economic situation of some relevant theoretical cases of retirees and deduce their 
respective sensitivity to inflation and model the impact on economic equality between these typical cases 
of pensioners. In this study, I use the levels supplied by the guarantee pension as well as the median level 
of pension income together with the first and third quartiles for male and female pensioners respectively.  
 
The model in this study builds on the concept of “Equality of consumption” where equality is measured 
in utility derived from consumption. My primary focus is on discretionary spending that is enabled after 
necessary expenditures for survival such as food and shelter have been paid. Necessary expenditures are 
assumed to be stable across cohorts, which means that the amount left for discretionary spending will be 
different between individuals according to their respective pension income. By assuming equal and fixed 
cost levels for housing and living, I can study the individual inflation sensitivity for pensioners depending 
on their own unique mix of pension income.  
 
Further, I model the inflationary impact on discretionary spending in order to deduce the impact on 
economic equality. Each component in the model of economic situation is inflated separately using a 
relevant inflation rate. Finally, I evaluate the inflation sensitivity by comparing discretionary spending 
across the typical cases of pensioners before and after inflation.  
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This report begins by presenting the background and the research problem. After presenting the research 
question, relevant literature and theory follows. The methodology section outlines the research approach 
together with all relevant data inputs for the study. The results of the study are presented on a case-by-
case basis in the results section followed by analysis of the findings. Before presenting the main 
conclusions and further studies, I present some general discussions and limitations of this project. 

Theoretical background & Literature 
The theoretical background consists of two main areas. Firstly, a general review of economic literature on 
the topic inflation, poverty and inequality as well as theories on consumption. Secondly, an overview of 
the institutional setting where the details of the Swedish pension system are described. This section 
includes a description of the mandatory income pension system and the voluntary (in theory) occupational 
pension system. 

Inflation and equality 
There are many ways to determine inequality, but for the purpose of this study, I use equality of 
consumption. According to McGregor and Barooah (1992), consumption is used as a better measure of 
the standard of living, while income is viewed as a better measure of the level of resources. Slesnick (1994) 
also argues that consumption is a more appropriate indicator of well-being because the utility is derived 
from the consumption of goods and services. (Slesnick, 1994) As households attempt to protect their 
standard of living from short-term income swings, the year-to-year variation in consumption should be 
more stable than the level of income, which makes it a better measurement of economic well-being as it 
is less prone to noise that might imply poverty but in reality is a transitory condition. (Powers, 1995)  
 
Fundamentally, equality is defined, in the context of this study, through the ability to obtain utility derived 
from consumption. The context for this evaluation is not whether all retirees can afford a roof over their 
head and food on their table, but rather the fact that the pension system exists to provide a decent living 
after having worked a full work-life in the workforce and contributing to the pension system and the other 
welfare systems. A decent living standard exceeds the bare necessities for survival in modern society and 
thus the equality of consumption is a better way to gauge economic equality than the more traditional 
income- or wealth inequality.  
 
The relationship between inflation and income inequality remains unsettled in the literature. According 
to Easterly and Fisher (2000), the most common view is that inflation generally worsens inequality as the 
rich are more likely to know how to, and have access to, the financial instruments that hedge against 
inflation. The poor have in general smaller portfolios and a larger portion of their wealth invested in cash 
which makes them more vulnerable to inflation. The poor are also, according to Easterly and Fisher 
(2000), more likely to depend on state-determined income that is not fully indexed to inflation. With 
regards to the elderly poor, pensions are not fully indexed to inflation so higher inflation will lower their 
real income. (Easterly and Fischer, 2000) Further, the poor have less ability to both borrow and invest in 
inflation-protected bonds, and are less likely to own their home and are thus at risk of increasing rent 
rather than owning an appreciating real asset. A large part of their income is spent on food and housing 
which are perishable goods that prevent them from buying forward consumption in the face of rising 
inflation expectations. (Walsh and Yu, 2012) Upon dividing inflation into the categories of “food” and 
“Non-food”, Walsh and Yu (2012) found that non-food inflation exacerbates income inequality while the 
effects of food inflation are mixed. Higher inflation can, in the short run, support the income of the poor 
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but in the long run, when adding economic uncertainty, it can depress both average wages and the income 
of the poor. (Romer and Romer, 1998) 

Theories on consumption 
During the middle of the 20th century, two well-known economic theories for analysing households' 
consumption behaviour were developed: Milton Friedman's permanent income hypothesis and Franco 
Modigliani's life cycle hypothesis. The theories explain how benefit-maximising, rational, individuals 
choose their consumption under uncertainty about future income. The basic idea of  these theories is 
“consumption smoothing” which is the concept that an individual may (and should) balance expenditures 
over time to match their expected long-term income rather than their current income. When income 
exceeds spending needs, the individual may save money for periods (such as retirement) when income is 
lower and may not be enough to cover the spending needs. If there are no savings present, but future 
expected income to be had, the individual may borrow money for consumption and aim to pay back their 
debt later during times of higher income. (Deaton, 2005)  
      
Since the individual is assumed to be rational, the individual is expected to make rational decisions in the 
choice between consuming today or in the future. The individual maximizes his or her benefit based on 
the resources and information available in the current period. The resources are the sum of the total 
income; current and future income as well as wealth. The individual is not expected to leave a legacy. 
Consumption is proportional to the life resources, which can be compared to the "average income" an 
individual has over an entire life cycle - an increase in life resources leads to a proportional increase in 
consumption during the life cycle. (Ando and Modigliani, 1963) (Deaton, 2005) According to the life 
cycle hypothesis, consumption gradually rises over the life cycle: income increases sharply at the beginning 
of the working years and then "peaks" and stops at retirement. (Alimi, 2013) The relationship can be 
described as hump-shaped where the individual is expected to have a lower income at the beginning and 
end of his or her professional career. This means that the individual is in higher debt at a relatively young 
age. The individual is then assumed, through optimising behaviour, to have positive savings and pay off 
their loans during the "middle period" of the life cycle, i.e. when the individual has the highest income. 
Furthermore, the theory assumes that individuals will have paid off their debts by the time they retire and 
therefore be debt-free. (Deaton, 2005) 
 
A lot of criticism has been levelled at the the permanent income hypothesis and life cycle hypothesis, 
including the assumption of rational individuals. According to critics, an individual's behavior is far too 
complex to be explained so simply and individuals do not always act rationally. Also, not all individuals 
think long-term, and not all individuals can borrow money for consumption smoothing as many 
individuals, especially young and old people, face credit restrictions. (Assarsson, 1993) The theories also 
do not take into account various social security services or social insurance. (Deaton, 2005)  
 
Without access to credit, for example, pensioners who own their primary residence cannot tap into this 
source of wealth in order to balance expenditures. This has important implications for the consumption-
smoothing of the individual. Assuming that assets in terms of primary residencies cannot be utilised 
(borrowed against) to smooth consumption, renders the primary residence useless as an asset since it is 
not liquid. Non-liquid assets provide no benefit in terms of their perceived market value. It can only offer 
the benefit of being home, but not the benefit of being an asset or a savings vehicle. 
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Institutional setting 
This section describes the main parts of the current Swedish pension system. It includes descriptions on 
the various types of pension incomes that are available as well as the current situation. 

The Swedish pension system 
During the late 90s, the Swedish pension system was reformed. The system went from being a benefit-
based system, where the pension accounted for 60 percent of the final salary from the top 15 of 30 working 
years, to a fee-based system. The purpose of the reform was to make the system more robust, sustainable, 
and fair with strengthened driving forces for work. (Socialdepartementet, 2009) The current Swedish 
pension system is based on the “life income principle” which means that the size of the pension depends 
on the individual’s income during the working years where an individual who has worked a lot and for a 
long time receives a higher pension. This “line of work” has however been criticized for rewarding healthy 
and strong workers. (Kruse and Ståhlberg, 2020) Since the 90s, the Swedish pension system has consisted 
of three parts: General pension, Occupational pension, and Private pension. 

General pension (Allmänpension) 
The general pension is the state pension and includes income pension, premium pension, guarantee 
pension, housing supplement, and old-age support. Approximately 2,3 million retirees had a general 
pension in 2021. (Pensionsmyndigheten, 2022a) 

Income pension (Inkomstpension) 

The majority of the general pension consists of an income pension and is equivalent to a pension 
contribution of 16 percent of the pension base each year. The income pension is based on the individual’s 
lifetime income and is financed through pension provisions. For each individual, the income contribution 
is registered as a “Pension right” which is a deposit of a fictitious amount. Pension rights are a (future) 
claim on the pension system and the value of these pension rights is calculated with an interest rate 
determined by the income index. The income index is a measure of the development of the average 
income in Sweden and is calculated as the income index minus 1.6 percentage points. The deduction of 
1.6 percentage points is called the growth norm and is made to compensate for the fact that the pensioner 
received a higher pension in his or her first pension calculation. (Pensionsmyndigheten, 2019) For each 
year as a pensioner, the difference between the workers' and their own income pension will be increased 
by 1.6 percent. The longer you have been retired, the bigger the difference becomes. After 20 years as a 
pensioner, this means that earned income will have grown by more than 37 percent compared with the 
income pension. (SOU, 2012) This relationship is described in Figure 1 below. 
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Figure 1: The payment profile for income pension  
 

 
Source: SOU (2012) 
 
The pension contributions that currently employed people pay in via the employer contributions must, 
together with the AP funds (the system’s assets), finance the pension system’s payments (the system’s 
liabilities) to the pensioners and the future pensioner’s debt. If the liabilities are greater than the assets in 
the pension system as the annual recalculation, the so-called bromsen lowers the income pension, i.e. the 
system now only pays as much pensions as the system can handle. Bromsen is an automatic balancing 
mechanism in the pension system and is supposed to strike only under exceptional circumstances. This 
balancing mechanism is used instead of the income index to recalculate pensions and to calculate the 
change in the value of the pension account. Since the balancing index is lower than the income index it 
means that the pension liability, i.e the value of the total pension rights, is calculated at a lower rate or 
even decreases. When the economy has recovered, bromsen is switched off and the system returns to 
using the income index in the annual recalculations. (Pensionsmyndigheten, 2020a) Since the pension 
system was reformed in the late ’90s, bromsen has been activated and reduced pensions during the years 
2010, 2011 and 2014. (SPF seniorerna, 2022) 

Premium pension 

There is a small part of the general pension called the premium pension which corresponds to 2,5 percent 
of the pension base that is invested in funds chosen by every individual. The pension base is the sum of 
pensionable income and pensionable amounts up to a threshold of 7,5 income base amounts. 
(Pensionsmyndigheten, 2022b) 

Basic protection (Grundskydd) 

The basic protection consists of guarantee pension, housing supplement for pensioners, and old-age 
support. The guarantee pension is part of the welfare system and supplements income pensions for those 
who have not worked enough to earn their own income pension and is financed through the state budget. 
The guarantee pension is calculated using the price base amount (prisbasbelopp) that follows the price 
development in society (CPI). (Finanspolitiska rådet, 2022)(Statistiska Centralbyrån, 2021) As such, the 
guarantee pension offers protection against inflation as measured through the CPI. To receive a full 
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guarantee pension, 40 years of residence in Sweden between 16 and 64 years are required. For people 
who have lived in Sweden for less than 40 years, the amount of the guarantee pension is reduced by the 
corresponding number of years that are missing. In 2022, the total number of individuals who received 
some kind of guarantee pension was 662 800 and about 292 700 of the total amount of pensioners 
received housing supplements. (Pensionsmyndigheten, 2022a) The benefits from the basic protection 
(guarantee pension and maximum housing supplement) exceed the limit for low financial standard. 
(Finanspolitiska rådet, 2022)   
 
In absence of political decisions, the guarantee pension and the housing supplement for pensioners have 
lagged behind the general wage development. This is because the guarantee pension is calculated with the 
price base amount and the housing supplement is not calculated at all. Despite repeated political decisions 
to increase the basic support, the result has been that the basic protection has lagged behind the general 
wage development during the last decade. (Finanspolitiska rådet, 2022) 

Occupational pension (Tjänstepension) 
The occupational pension is a separate system from the general pension system and covers approximately 
9 out of 10 employees as it is included in most collective bargains. The occupational pension is a defined 
contribution pension scheme paid by the employer and the size of the contribution is generally 
determined in agreement between the employer and the employee. The contributions are collectively 
bargained between employers and trade unions. (Pensionsmyndigheten, 2022c)  

Private pension (Privat pension) 
Pensions that come from private savings are called private pensions. For the average pensioner, private 
savings makes up just 5 percent of the entire pension. (Pensionsmyndigheten, 2022d) 

The current state of the Swedish pension system 
The basic purpose of the Swedish pension system is to follow the life income principle; to provide a 
pension that is proportional to the income that the individual has had during working life (and by proxy, 
how much income taxes that they have paid). When the current income-based pension system was 
introduced, the intention was that the income and premium pensions together would provide a 
compensation rate of 60 percent. The compensation rate is a measure of the general pension income in 
comparison with the salary of the retiring worker when nearing retirement. The goal was set with the idea 
that the retirement age should be adjusted for any improvement in life expectancy in relation to those 
born in 1930, the cohort turning 65 and thus retiring during the year of the reform. The aim was to 
provide a similar compensation rate to the previous system as long as the person had worked a full career. 
Since the reform, the degree of compensation has been adversely affected by both political decisions and 
an increased life expectancy. Today, the compensation rate is approximately 45 percent for a typical 
worker retiring at the age of 65. It would have been 54 percent if the retirement age was adjusted to the 
increased life expectancy (which would imply retiring at the age of 67). Thus, the goal of a 60 percent 
compensation rate is not fulfilled. (Pensionsmyndigheten, 2021a)  
 
However, when taking the occupational pension into account, the total pension for the standard case 
amounts to a compensation rate of 70 percent. The measure of the compensation rate when taking the 
occupational pension into account is somewhat misleading as not everyone has an occupational pension 
and because the size of the occupational pension depends both on the salary, the number of years worked, 
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and how the chosen investments within the occupational pension scheme have developed during the 
work-life (Pensionsmyndigheten, 2021a). This means that in practice, the compensation rate and whether 
the compensation rate is “adequate” is heavily dependent on the development of the financial markets. 

Despite the average level of pension income being “adequate” as per Pensionsmyndigheten, there are 
many retirees that live with a low economic standard (LES). The level of LES is an international measure 
defined as 60 percent of the median disposable income of the population. This measure, the “R60”, is a 
relative measure dependent on the income levels of the relevant society as a whole. In 2019, the maximum 
basic protection (consisting of a full guarantee pension and housing supplement) was in line with the limit 
for LES. In 2020, the basic protection was increased and the maximum basic protection was clearly above 
the limit for low economic standards. The full basic protection amounted to 13,950 SEK and the limit 
for LES was 13,100 SEK per month. The number of retirees below the limit for LES is roughly 300,000 
which corresponds to about 15 percent of the retired population. (Pensionsmyndigheten, 2021a)  

However, the measure of LES has several flaws. For example, the measure does not take wealth into 
account which means that pensioners with low economic standards might in fact have a better economy 
than the measure shows. Also, wealth reduces housing supplement, which is counted as income when the 
financial standard is calculated. Another problem with the measure of LES is that a low housing cost can 
result in a lower housing supplement which means that pensioners with a low housing cost have a greater 
risk of falling below the poverty line than pensioners with a higher housing cost. This is important as these 
households will in fact have a higher income, but correspondingly higher costs, which may obfuscate the 
effects of living standards. The rules for housing supplements thus contribute to the proportion of 
pensioners with a relatively low financial standard. (Pensionsmyndigheten, 2022d) 

The design of the Swedish pension system has a built-in goal conflict: on the one hand, there should be 
strong incentives to work over the life cycle and those who have worked a full working life should receive 
higher pensions than those who have not. On the other hand, the pension system should also strive to 
protect the elderly from poverty. This goal conflict creates a dilemma for the decision-makers where 
higher benefits to pensioners with a weak income history lower the incentives to work during the working 
years. The so called respektavståndet usually refers to the difference in pension between those who 
worked a full working life compared to those who worked part-time or nothing at all. 
(Pensionsmyndigheten, 2021b)This measure may or may not include the housing supplement, that is in 
theory available for every pensioner. However, it does further escalate the conflict between goals as private 
savings would crowd out the Housing supplement for pensioners who saved extra during their working 
years, thus eroding the life income principle to a certain extent. 

Methodology 
This section provides an overview of the method used in this study. It provides details on the research 
process, the delimitations and descriptions of the cases I study and how they were studied. All variables 
and inputs are presented in detail together with the case-studies that was studied. 

Research Process 

This project was conducted in two main parts. First, I gathered relevant data from official sources and 
mapped the economic situation of Swedish pensioners. After mapping the current situation I introduced 
relevant inflation rates for all parameters in the equation mapping the economic situation. 
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Data Gathering & Processing 
The data used in this project is gathered from Swedish public sources such as Pensionsmyndigheten, 
Statistiska Centralbyrån, and Konsumentverket. 
 
The main source of data is a series of recent articles published by Pensionsmyndigheten. In their report 
series “Hur står det till med pensionerna?”, published during 2021 and 2022, they provide a current 
overview of the Swedish pensioners and their economic situation and necessary expenses (cost of living 
and housing costs). (Pensionsmyndigheten, 2021c) 
 
Pensionsmyndigheten compiles and aggregates individual data which I will use to inform my study. They 
also provide the input data for costs of living that they have gathered from Konsumentverket 
(Pensionsmyndigheten, 2022e). Individual data would have been useful to more accurately assess the 
living standard of actual pensioners but is not necessary within the scope of this project. The aggregated 
data allows me to construct theoretical cases to evaluate and since the focus of this study is how inflation 
impacts Swedish pensioners in general it is not dependent on individual data. An actual assessment on an 
individual level would require individual data for expenditures, wealth, living, and housing situations which 
is not feasible for this project. 
 
As such, this project is liable for any faults in the data as presented by Pensionsmyndigheten. They are an 
official government body and they base their analysis on their own data together with other official data 
provided by government bodies such as Statistiska Centralbyrån and Konsumentverket. The purpose of 
this project is not to focus on individual data and does not intend to offer any policy guidance or 
alternatives to the current system The goal is to provide a better understanding of the current pension 
system so that policymakers, companies, and individuals, in general, can have a better understanding and 
make better-informed decisions with regards to how pensions may be affected by inflation. 

Generating Theoretical Cases 
For this study, I construct a model capturing the economic situation of Swedish pensioners. I model the 
economic situation as a function of income and expenditures. The objective is to first model the economic 
situation of some relevant theoretical examples of Swedish pensioners. I will then analyse the economic 
inequality of these examples as well as deduce their respective sensitivity to inflation. Lastly, I will study 
the impact of inflation on economic equality between these examples.  

Delimitations 
This study does not include old-age support or private pensions. There is no valid source of data for 
wealth and only a few individuals receive old-age support. Wealth and assets are important contributors 
to living standards and the economic situation of an individual but are not within the scope of the Swedish 
pension system. Private pensions, or other savings, are not a relevant input when analysing the system and 
its robustness. Even though they contribute to the economic situation, they are in fact simply more 
postponed consumption of an individual. Whether an individual has consumed their income during their 
working years or saved them is of no importance when evaluating the pension system. It is not relevant to 
compare the living standard of someone who deliberately saved extra money for their pension with 
someone who did not as these are de facto consumption decisions of each individual. The pension system 
must be evaluated in the context of its purpose, which is to provide pensions for individuals regardless of 
whether they choose to forego extra consumption during their careers. 
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For this study, the old-age support is not a relevant factor as the subsistence minimum is not a reasonable 
evaluation point for whether the pension system fulfils its purpose and objective. The purpose of this 
study is to examine how well the Swedish pension system withstands inflation and how it impacts 
economic equality as measured through consumption and pension income. It is not a study on the living 
standards or whether the pension system provides enough to survive. Thus, the subsistence level is not a 
reasonable level of living standard to evaluate. Neither is the level defining “absolute poverty” as these are 
both far below the target of the pension system. Nor is it relevant to incorporate prospective partner wealth 
as a parameter by which to evaluate the pension system. 
 
An important delimitation of this study is the assumption that the primary residence cannot be borrowed 
against to smooth consumptions. For individuals who own their home, the apartment is not only a shelter 
but also an asset. However, without access to credit, the asset provides no liquidity and cannot be used 
for consumption smoothing. The perceived market value thus provide no benefits for the individual. 
 
Also, I have chosen to delimit this study to pensioners living alone. According to Pensionsmyndigheten 
(2022e), pensioners living alone are more likely to face strenuous economic circumstances. Pensioners 
living with a cohabitant enjoy economies of scale such as sharing costs of housing, inventories, and energy. 
For pensioners, living alone may not be a choice as they may have lost their partner or spouse, rather than 
choosing to live alone. They are likely to be older and have lower wealth than pensioners living together 
with someone else. (Pensionsmyndigheten, 2022e). Data on household composition is not available which 
makes it impossible to map the age, income, and wealth of each household or individual's partner/spouse. 
It is also outside the scope of this study as the pension system is designed to provide a pension to 
pensioners without requiring them to live together with someone else. 
 
With regards to necessary expenditures, I assume that all pensioners have the same necessary costs of 
living and a similar cost of housing depending on their housing type. This is not a realistic assumption but 
necessary in order to compare for different income levels. I assume average costs of living and that they 
are fixed costs of running a household regardless of where the pensioner lives or how large their apartment 
is. The study is focused on the ability to cover necessary expenses and the amount of income left over for 
discretionary spending (and the associated utility derived), which means I have to assess income levels 
with regards to the average household costs. Further, “Discretionary spending” is in this study defined as 
the amount of income left for the individual to spend (or save) after their own preferences. This is an 
important delimitation as I will study the residual income after having paid for necessary expenditures. 
Whether a pensioner considers saving for either their grandchildren or a rainy day to provide them with 
more utility than consuming their income is of no importance to this study. 

Modelling the economic situation 
As outlined above, I model the economic situation as a function of (pension) income and expenditures. 
Income is divided into different types of pension income while expenditures are split between necessary 
expenditures and discretionary spending.  
 
The economic situation is thus modelled as: 
 

𝐷𝑖𝑠𝑐𝑟𝑒𝑡𝑖𝑜𝑛𝑎𝑟𝑦 𝑆𝑝𝑒𝑛𝑑𝑖𝑛𝑔 =  𝐼𝑛𝑐𝑜𝑚𝑒 −  𝑁𝑒𝑐𝑒𝑠𝑠𝑎𝑟𝑦 𝐸𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑠 
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Constructing relevant typical cases 
To assess the economic situation of Swedish pensioners, I study different levels of pension income that 
correspond to realistic examples. I will use pension income levels supplied by Pensionsmyndigheten that 
represent the guarantee pension amount, the median level of pension income together with the first and 
third quartiles of pension income. I will mainly use income levels matching the female quartile data. The 
female income levels map well against male pensioner income with a downward displacement of one 
quartile. Thus, the median male pension income corresponds well to the third quartile (75th percentile) 
of female pension income whilst the median female pension income in turn corresponds well to the lower 
quartile (25th percentile). Thus, using only the data representing the relevant quartiles of female income 
levels, one can map the situation for men as well. A comparative analysis of the gender gap is conducted 
separately in model 5 and in the discussion later in this study. 
 
The guarantee pension example is assumed to have his/her full pension income from the guarantee 
pension. The lower quartile is assumed to have the majority of his/hers pension stemming from the 
income pension and a smaller part from the guarantee pension. (Pensionsmyndigheten, 2022g) The 
contribution of guarantee pension is calculated using the relevant methodology as presented by 
Pensionsmyndigheten using the price base amount of 2022. (Statistiska Centralbyrån, 2021) The median 
and third quartile are assumed to have all his or her pension income stemming from income pension.  

Description of variables  
This section provides an overview of the variables that I will use to model economic sensitivity and to 
study inflation sensitivity. The variables cover sources of income, sources of expenditures, as well as the 
relevant inflation rates used in the analysis. 

Income 

Sources of income are limited to general pension, occupational pension, and housing supplement. 
General pension includes income pension, premium pension, and guarantee pension. The levels of 
income used in this study are gathered from Pensionsmyndigheten and presented in the tables below. 
The data represents pension levels from march 2022 for the age group of 65 to 69 year-old pensioners 
that live in Sweden. (Pensionsmyndigheten, 2022h) The income data is used to give a relevant context to 
the comparisons.  
 
The general pension used in this study includes the recently added inkomstpensionstillägg, which is an 
additional monthly cheque given by the state each month to increase pensions. The goal of this reform 
was to increase pensions for the low and middle-income pensioners (Pensionsmyndigheten, 2022i). The 
general pension is assumed to be made up of either a guarantee pension or income pension (with 
inkomstpensionstillägg) with one exception. The female first quartile example has a general pension 
income of 11 391 SEK which lies between 8779 SEK and 12 794 SEK. This amount is between the lower 
and upper bound of the supplementary guarantee pension. Thus, this amount is likely to be a mix of 
income pension and supplementary guarantee pension. Using the formulas outlined above, the income 
pension amount adds up to 10 095 SEK with a supplementary guarantee pension amount of 1296 SEK. 
(Pensionsmyndigheten, 2022h) 
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Table 1: General pension income for male and females  

 
 

Each component in the model of the economic situation is inflated separately using a relevant inflation 
rate. Since each individual has their own unique sensitivity to inflation inherent to their unique mix of 
pension income, I model each source of income with its own rate of inflation. This enables analysis of 
different cohorts who differ in sources of pension income.  
 
Pension income is also subject to income tax. Taxes have been calculated using data from Skatteverket. 
The income tax is governed by the amount of income that is tax-deductible. The tax deduction is based 
on the price base amount and is adjusted annually. (Skatteverket, 2022a) The price base amount is 
calculated on the basis of the changes in the general price situation in accordance with the provisions of 
the Social Insurance Code. The calculations are made on the basis of the change in the consumer price 
index and are determined for the entire calendar year. (Statistiska Centralbyrån, 2021) There have been 
several other adjustments by politicians, including at the start of this year 2022. I model a tax-deduction 
level that is increased by the cost of living that represents the inflation as measured by CPI. The tax rate 
is set at 32,28 percent in accordance with the studies performed by Pensionsmyndigheten (2021d). The 
tax deduction is based on tables provided by Skatteverket (2022b). The tax deduction is based on inflation 
as it is a function of the CPI-driven price base amount. 
 
For incomes, I will assume that the pensioners are taking out their full general pension and that, with the 
exemption of occupational pension, they do not have any other sources of income. I will assume that the 
pensioners are free from debt and that they are not able to further smooth consumption through being 
granted loans from the bank. Some pensioners may supplement their income with part-time work or 
running a business but those are not relevant cases when studying the resilience of the pension system as 
it was constructed with the purpose of providing for pensioners in full retirement. I am including 
occupational pension as it currently covers roughly 90 percent of the workforce, which means that it is 
now an ingrained part of the Swedish pension system. Whether or not an individually (collectively) 
bargained work-perk between employer and employee should be an integral part of the social welfare 
system is outside the scope of this study.  
 
The formula for pension income is: 
 

𝐼𝑛𝑐𝑜𝑚𝑒 =  𝐺𝑒𝑛𝑒𝑟𝑎𝑙 𝑝𝑒𝑛𝑠𝑖𝑜𝑛 +  𝑂𝑐𝑐𝑢𝑝𝑎𝑡𝑖𝑜𝑛𝑎𝑙 𝑝𝑒𝑛𝑠𝑖𝑜𝑛 +  𝐻𝑜𝑢𝑠𝑖𝑛𝑔 𝑆𝑢𝑝𝑝𝑙𝑒𝑚𝑒𝑛𝑡 
 
Where 

𝐺𝑒𝑛𝑒𝑟𝑎𝑙 𝑃𝑒𝑛𝑠𝑖𝑜𝑛 = 𝐼𝑛𝑐𝑜𝑚𝑒 𝑃𝑒𝑛𝑠𝑖𝑜𝑛 + 𝑃𝑟𝑒𝑚𝑖𝑢𝑚 𝑃𝑒𝑛𝑠𝑖𝑜𝑛 +  𝐺𝑢𝑎𝑟𝑎𝑛𝑡𝑒𝑒 𝑃𝑒𝑛𝑠𝑖𝑜𝑛 

 

 

  

General Pension Male Female
Guarantee Pensioner 8 779 kr 8 779 kr

First Quartile 13 088 kr 11 391 kr
Median 16 371 kr 13 794 kr

Third Quartile 19 089 kr 16 273 kr
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Income Pension 

Table 2: Income pension for males and females  

 
 
The income pension is inflated via the wage inflation, adjusted through the “följsamhetsindexering” which 
deducts 1,6 percent from the annual wage increase and is used to increase the pension payments. 
(Pensionsmyndigheten, 2019a) The wage inflation is set at 2,6 percent, representing the average wage 
inflation between December 2009 and December 2019. Wages during this period were rather stable and 
the period was preceded by the financial crisis and succeeded by the COVID-19 pandemic, both of which 
represented large shocks to the system. (Ekonomifakta, 2021) Due to the “följsamhetsindexering”, 
income pensions will not preserve real purchasing power if wage inflation does not outpace cost inflation 
by at least 1,6 percent. (Pensionsmyndigheten, 2020b) 

Guarantee Pension 

Table 3: Guarantee pension Income for males and females  

 
 
The Guarantee pension is based on calculations provided by Pensionsmyndigheten. The maximum 
guarantee pension is set at 2,181 price base amount per year. (Pensionsmyndigheten, 2022g) For 2022, 
the price base amount is 48,300 SEK. (Statistiska Centralbyrån, 2021) Thus, the guarantee pension is 
105,342 SEK per year or 8779 SEK per month. This is the amount received by everyone who has an 
income pension below 1,26 price base amount (5072 SEK). For anyone who has an income pension 
below 1,26 price base amounts, the guarantee pension is set at 2,181 price base amount (8779) less the 
total income pension. This means that for anyone who has an income pension below 5072 SEK, the total 
pension income will be 8779 SEK. 2,181 price base amount is the lowest feasible pension level as long as 
the pensioner has lived the required 40 years in Sweden. 
 
For income levels exceeding 1,26 price base amounts, the supplementary guarantee pension is added to 
the income pension every month and calculated based on the maximum available guarantee pension. The 
maximum available guarantee pension for someone who has an income pension exceeding 1,26 price 
base amounts is calculated as 0,921 price base amount (2,181 - 1,26) less 48 percent of the pension income 
exceeding 1,26 price base amount. For 2022, the maximum supplementary guarantee pension is 3707 
SEK per month (0,921 price base amounts). For a pensioner with 10,000 SEK in income pension, this 
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would result in a supplementary guarantee pension of 1341,56 SEK, amounting to a total general pension 
of 11 341,56 SEK. By design, no pensioner with an income pension exceeding 12 794 SEK per month 
will receive any guarantee pension. These calculations all assume that the pensioner is unmarried. 
(Pensionsmyndigheten, 2022g) 
 

𝑆𝑢𝑝𝑝𝑙𝑒𝑚𝑒𝑛𝑡𝑎𝑟𝑦 𝐺𝑢𝑎𝑟𝑎𝑛𝑡𝑒𝑒 𝑝𝑒𝑛𝑠𝑖𝑜𝑛 = 3707 −  (𝐼𝑛𝑐𝑜𝑚𝑒 𝑝𝑒𝑛𝑠𝑖𝑜𝑛 − 5072) 𝑥 0,48 
 
The guarantee pension is set based on the CPI level through the price base amount and is thus inflated 
by the general price inflation.  

Occupational Pension 

Table 4: Occupational pension income for males and females  

 
 

The average return for the occupational pension comes from Svensk Försäkring for the period 2007–
2021 and refers to the total return for traditional insurance per year and per company. In the study, I have 
used the average percentage nominal return per year (6.81%) for AMF, Alecta, Folksam. KPA Pension, 
Skandia and SEB. (AMF, 2022) 
 
The occupational pension levels are also provided by Pensionsmyndigheten and represent 65 to 69 year 
old pensioners for the year 2020, as data for 2021 is not yet available. (Pensionsmyndigheten, 2020c) The 
data is presented on a monthly basis and adjusted for a 32,28 percent tax rate. These numbers do not 
adjust for the fact that one can choose to take out the occupational pension during a shorter time frame. 
There are options to take it out in as short as 5 years which may inflate these numbers. According to the 
pension scheme provider Alecta (2022), 7 out of 10 choose a life-long payment. 
 
The guarantee pensioner is assumed not to have an occupational pension. Since the full guarantee 
pension is paid to those who have no or very little income pension, this cohort is unlikely to have an 
occupational pension income. If one has not worked enough to earn an income pension, it is assumed 
that one has neither worked enough to have an occupational pension income. 

Housing Supplement 

Housing supplement is calculated for individual pensioners using income from all sources, cost of 
housing, and net wealth. The cost of housing is calculated differently for different types of housing. For 
rental apartments, the monthly rent is used. For apartments owned by the pensioner the fee to the housing 
cooperative and interest rate payments to the bank in the case where the pensioner has not yet paid off 
their mortgage. For houses, the housing supplement is calculated based on interest rate payments to the 
bank, the government fee (fastighetsavgift), and estimates of the costs of energy and maintenance. It is 
assumed that the pensioner is above 65 years old and thus eligible for a housing supplement. 
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Using the relevant input for housing costs, the housing supplement is calculated using the below formula, 
gathered from Pensionsmyndigheten (2022f) 
 
First, the maximum housing supplement is calculated as: 
100% of housing costs up to 3000 SEK + 
90% of further housing costs up to 5000 SEK + 
70% of further housing costs up to 7000 SEK +  
50% of further housing costs up to 7500 SEK +  
540 SEK. 
 
For example, using 4000 SEK as the cost of housing, the amount would add up to 3000 SEK plus 90 
percent of the 1000 SEK exceeding 3000 SEK which is another 900 which is added to the baseline grant 
of 540 SEK so that the total housing supplement becomes 3000 + 900 + 540 = 4440 SEK. The baseline 
grant makes it so that the housing supplement exceed housing costs up to 6134 SEK. For pensioners 
living with a partner, the maximum amount is reduced by half. Thus, they receive half of their respectively 
individually calculated amounts. 
 
The maximum available housing supplement is then reduced for any excess income over the level of 
guarantee pension and any net wealth of the pensioners. The value of the primary residence is excluded 
from the calculation. Since Pensionsmyndigheten concludes that the median wealth (in excess of their 
primary residence) of retirees living alone is zero, no reductions due to wealth have been included in this 
study. (Pensionsmyndigheten, 2022e) Otherwise, 15 percent of the net wealth exceeding 100,000 SEK 
would be deducted from the available annual housing supplement along with the adjustment for excess 
income. 
 
The excess income is calculated as 93 percent of the annual pension income exceeding the level of the 
guarantee pension. 62 percent of the excess income is then deducted from the maximum annual available 
housing supplement. Thus, the monthly housing supplement will be adjusted automatically every year 
based on the CPI, along with the guarantee pension. The maximum possible housing supplement is 
however not automatically adjusted with inflation. Over time this has been increased through political 
decisions but technically it is not impacted by inflation in and of itself.  
 
The maximum payout of housing supplement is currently 6990 SEK for housing costs exceeding 7500 
SEK. Pensionsmyndigheten (2022f) Not many pensioners exceed this limit with regards to housing costs 
and thus would have inflationary protection due to higher housing costs leading to higher housing 
supplement that offsets the price increase to a large extent. (Pensionsmyndigheten, 2018) This means that 
in practice, most pensioners have protection against housing inflation from the fact that they would be 
eligible for higher housing supplements if their housing costs increased, and even more so if inflation 
increases the threshold for income reductions from their individually maximum housing supplement. 
 
To illustrate, the calculation of housing supplement for the median female pensioner without 
occupational pension is presented below: These calculations are based on a housing cost of -6000 SEK 
and a pension income of 13238 SEK. 
 

𝑀𝑎𝑥 𝐻𝑜𝑢𝑠𝑖𝑛𝑔 𝑆𝑢𝑝𝑝𝑙𝑒𝑚𝑒𝑛𝑡 =  3000 𝑥 100% +  (5000 − 3000) 𝑥 90% + 
(6000 − 5000) 𝑥 70% +  540  =  6040 𝑆𝐸𝐾 

𝐼𝑛𝑐𝑜𝑚𝑒 𝑅𝑒𝑑𝑢𝑐𝑡𝑖𝑜𝑛 =  (13238 𝑥 0,93 −  8779)𝑥 0,62 = 2190 𝑆𝐸𝐾 
𝐻𝑜𝑢𝑠𝑖𝑛𝑔 𝑆𝑢𝑝𝑝𝑙𝑒𝑚𝑒𝑛𝑡 =  6040 − 2190 = 3850 𝑆𝐸𝐾 
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I will study the impact of housing supplement carefully since only 15 percent of the total number of 
pensioners are in fact granted the benefit. (Pensionsmyndigheten, 2022a) This could for example be 
because they own a secondary home such as a cottage or a vacation home which disqualifies them for the 
grant. (Pensionsmyndigheten, 2018) Whether or not savings or assets should disqualify a pensioner with 
a low income is not within the scope of this study. To analyse the impact, I will study the economic 
situation without taking the Housing supplement into account in order to compare the inflationary 
sensitivity of this, in practice, more common case. 

Expenditures 

There are many ways to divide household spending. For the purpose of this study, I make a distinction 
between “Necessary expenditures” and “Discretionary Spending”. I will also split necessary expenditures 
into the cost of living and cost of housing. Costs are expected to rise with the general level of inflation, as 
measured through the CPI. The CPI drives increases in necessary expenditures, which all else equal, will 
leave less amount of income left for discretionary consumption. In addition, CPI increases will erode the 
real purchasing power of the amount left over for discretionary spending as well. 
 
Expenditures are modelled as: 

𝐸𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑠 =  𝑁𝑒𝑐𝑒𝑠𝑠𝑎𝑟𝑦 𝐸𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑠 (𝑁𝐸) +  𝐷𝑖𝑠𝑐𝑟𝑒𝑡𝑖𝑜𝑛𝑎𝑟𝑦 𝑆𝑝𝑒𝑛𝑑𝑖𝑛𝑔 (𝐷𝑆) 
 
Where: 

𝑁𝑒𝑐𝑒𝑠𝑠𝑎𝑟𝑦 𝐸𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑠 (𝑁𝐸)  =  𝐶𝑜𝑠𝑡 𝑜𝑓 𝐿𝑖𝑣𝑖𝑛𝑔 (𝐿)  + 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐻𝑜𝑢𝑠𝑖𝑛𝑔 (𝐻) 

Necessary Expenditures  

The cost of living and cost of housing are driven by the cost inflation. In the first comparison, these are 
assumed to be the same as the general price increase as measured by CPI. This assumption has several 
implications for the model as there are various CPI-linked effects on the income side of the equation. 
The CPI affects the effective tax rate through the tax deduction as well as the guarantee pension and the 
amount of income not deducted from the available housing supplement. The CPI is assumed to remain 
at 6,4 percent which is the latest available number as of April 2022 (gathered in may). (Statistiska 
Centralbyrån, 2022b) This number represents the inflation rate with fixed interest rates, KPIF, which is 
the preferred measure of the Swedish Riksbank. (Statistiska Centralbyrån, 2022c) 

Cost of Living 

Cost of living is based on data on household costs provided by Konsumentverket. Konsumentverket 
calculates that an elderly (65 years or older) who live alone have 6140 SEK of monthly expenses, which 
corresponds to approximately a third of total expenses for an elderly household in general. Costs of living 
are set at standard values and include individual expenses such as food and clothes together with expenses 
related to the household such as home equipment, media, energy, water, and home insurance. Since 
pensioners are not a homogenous group, the cost of living will differ from individual to individual. In this 
data, Konsumentverket does not take into account disabilities or illnesses, which can lead to extra costs 
for some pensioners. Also, the data on the cost of living does not take into account differences between 
regions or whether pensioners live in cities or in the countryside. For example, living in the countryside 
usually means higher costs for transportation than living in a city. Transportation costs are not included 
in this study but this factor is likely to offset some of the variations in net disposable income caused by 
living in an expensive city versus living more cheaply outside of a city or in the countryside. The data on 
the cost of living should therefore be seen as a rough estimate of what expenses may look like for an 
average pensioner. (Pensionsmyndigheten, 2022e)  
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Cost of Housing  

To calculate housing costs, I use data provided by Pensionsmyndigheten and SCB. The average cost of 
housing for a Swedish pensioner in 2019 was, according to Pensionsmyndigheten (2022e), 4919 SEK. 
Since the housing cost is not calculated at the individual level, there is a risk that the data do not fully 
represent reality as the costs vary from individual to individual in the calculations. Furthermore, the 
estimated housing cost is an average of the housing costs for elderly over 65 years, which means that there 
can also be large variations between different municipalities, if you live in a big city or in the countryside 
and if you live in a tenancy or owned housing, etc. Pensioners who live in an owned apartment or house 
and have paid off their loans can, for example, have lower housing costs than a pensioner who lives in a 
rental apartment. These differences in housing costs mean that the results can be both overestimated or 
underestimated, which threatens the validity of the study.  
 
Also, according to Statistiska Centralbyrån (2021c), about 75 percent of men and women aged 65-69 in 
Sweden own their housing. To take into account differences in housing costs, I will include the average 
housing costs for rental- and owned apartments. Data from SCB show that Swedish pensioners live in 
apartments (owned or rented) of roughly 60 square metres or in houses of roughly 110 square meters. 
(Hyresgästföreningen, 2022) The costs of housing are estimated using data on average rental cost and 
average fee to the housing cooperative. The average annual rent is 1200 SEK per square metre which 
amounts to a monthly rental cost of 6000 SEK. The average fee to the housing cooperative is 3500 SEK. 
(Ekonomifokus, 2021) The rental fee is based on the size of the average rental apartment of 60 metres 
adjusted for the average rent per square meter for apartments of either 2 or 3 rooms according to SCB 
(2021b). 
 
These numbers are assumed to include the cost of electricity. 
 
Table 5: Data on housing costs for elderly (in SEK): 

 

Discretionary Spending 

Discretionary spending is defined as income after necessary expenditures for housing and living. This is 
the amount of income left for the individual to spend (or save) voluntarily as they see fit. Assuming that 
excess income after necessary expenditures can be spent or saved at the individual's discretion, these funds 
can be used to derive utility from consumption. One should note that these could also include the cost of 
transportation, health care, dental care, and other items that fall in between “need to have” and “nice to 
have”.  
 
Discretionary Spending is modelled as: 
𝐷𝑖𝑠𝑐𝑟𝑒𝑡𝑖𝑜𝑛𝑎𝑟𝑦 𝑆𝑝𝑒𝑛𝑑𝑖𝑛𝑔 (𝐷𝑆)  =  𝐼𝑛𝑐𝑜𝑚𝑒 (𝐼)  − 𝑇𝑎𝑥𝑒𝑠 (𝑇)  −  𝑁𝑒𝑐𝑒𝑠𝑠𝑎𝑟𝑦 𝐸𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑠 (𝑁𝐸) 

Input data for the model  
This section outlines the inputs used in my model. It presents the pension income data gathered from 
Pensionsmyndigheten, the tax base deduction and tax rate used to calculate taxes for each case together 
with the cost assumptions and the inflation rates used to test the inflation sensitivity. 
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Table 6: Income pension input for the various case studies 

 
 

Guarantee pension is calculated using the price base amount and the formula presented by 
Pensionsmyndigheten. The supplementary portion of the female first quartile pension income is 
calculated backwards using the total amount of 11391 SEK provided by Pensionsmyndigheten (2022h). 
Using the relevant formula, the portion of guarantee pension has been estimated. 
 
Table 7: Guarantee pension input for the various case studies 

 
 

The occupational pension income data is presented adjusted for taxes using the same tax rate as the other 
calculations. (Pensionsmyndigheten, 2020c) 
 
Table 8: Occupational pension input for the various case studies 

 
 
The tax base deduction is based on Skatteverket’s (2022b) table for elevated tax base deduction, which is 
applicable for individuals above 65 years of age. The tax base deduction is gathered using the pension 
income data as presented in the table above. 
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Table 9: Tax base deduction for the typical cases  

 
 
The necessary expenses used in the models are as follows: 
 
Cost of Living is fixed at -6140 SEK per individual, as per the data from Konsumentverket, presented by 
Pensionsmyndigheten (2022e). This number is calculated for a single household where no economies of 
scale are reached. 
 
Cost of Housing is for the main study set at -4919 SEK in accordance with the data provided by 
Pensionsmyndigheten (2022e). For the secondary study on housing types, cost of housing is calculated 
using the data outlined above. The cost of a rental apartment is set to -6000 SEK and the cost of an owned 
apartment is set at -3500 SEK.  
 
Inflation sensitivity is assumed to vary across cases depending on their level and mix of income. The 
inflation rates used in this study are presented in the table below. 
 
Table 10: Inflation rate for each component in the model 

 

The case studies 
The general cases in this study will comprise theoretical cases corresponding to the pension income levels 
of the basic protection (guarantee pension) and the median level of general pension income along with 
the first and third quartile respectively. Since Pensionsmyndigheten provides these data for men and 
women separately, I will provide a breakdown for each gender separately in order to also showcase any 
potential gender-gap with regards to the pensions. 
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Case 1: The theoretical base case 
The first sub-study is a study of the disposable income of pensioners based on their general pension. Here 
I compare the disposable income available for voluntary/optional consumption for four different typical 
cases: pensioner with full guarantee pension, a pensioner in the 25th income percentile, and the median 
pensioner based on the 50th percentile for general pension (median pensioner) together with an income 
representing the 75th percentile. The input data used for this model is presented in the table below. 
Together with the relevant inflation rates presented above, I will evaluate the effects of inflation. 
 
Table 11: Data input for females Case 1 

 

Case 2: Removing housing supplement 
In the second sub-study, I compare the same examples but assume that they are not eligible for housing 
supplement in order to study the impact on discretionary spending and inflation sensitivity. This 
comparison makes it easier to evaluate the pension system for the 85 percent of pensioners who are not 
eligible for the housing supplement. 
 
Table 12: Data input for females Case 2 

 

Case 3: Adding occupational pension 
For this sub-study, I add relevant levels of occupational pension income in order to study the impact on 
discretionary spending and inflation sensitivity. This comparison is added since 9/10 current workers 
(future pensioners) have an occupational pension. Since the guarantee pensioner is assumed to have 
worked very little or not at all, they are assumed to not have an occupational pension. The input data for 
this model is presented below. 
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Table 13: Data input for females Case 3 

 

Case 4: Introducing other living arrangements 
To account for differences in housing arrangements and housing costs, I will in this sub-study compare 
two cases that represent an average rental apartment and an average owned apartment that is part of a 
housing cooperative. Since the housing supplement is calculated without taking the value of the primary 
residence into account, the potential value of the owned apartment has no impact on the calculations. 
 
Table 14: Data input for females living in rental apartment   

 
 
Table 15: Data input for females living in owned apartment   
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Case 5: The gender gap 
The fifth sub-study compares income data that represents male and female income levels accordingly. 
There are large differences in pension benefits between men and women due to the fact that women's 
wages have been (and still are) lower, that women's labor force participation historically has been lower 
and that women who have participated in the labor market have worked part-time for larger to a greater 
extent than men. (Finanspolitiska rådet, 2022) The comparison between men and women is made to 
show if differences in income levels between male and females lead to different inflationary sensitivity and 
discretionary spending. Here, the comparison will focus on the discretionary spending and inflationary 
sensitivity for male and female cases respectively. I will also compare their situations when taking 
occupational pension into account as this  data is also provided on a gendered basis. 
 
Table 16: Data input for males and females for the base case 

 
 
Table 17: Data input for for males and females with housing supplement and occupational pension 

 

Expected results 
Since the guarantee pension has income derived from CPI, the guarantee pensioner is expected to have 
full protection against inflation inherited from the design of the basic protection. Low-income pensioners 
that receive supplemental payments from the guarantee pension (up to a total pension income of 12 794 
SEK) will have small protection against cost inflation as a part of their pension will increase with the CPI. 
The majority of their general pension will thus be subject to the wage inflation rate. 
 
For the median pensioner, together with all pensioners that have an income pension larger than the level 
of 12 794 SEK, the pension income increase is derived from wage inflation and följsamhetsindexering. 
Their housing supplement will be subject to increases in housing costs (as long as they do not exceed 
7500 SEK) and the actual housing supplement will be subject to increases in CPI as it reduces their 
reductionary income. Thus, less housing supplement will be deducted due to their income exceeding the 
level of the guarantee pension. The median pensioner is therefore expected to have a sensitivity to 
inflation hinging mostly on the relationship between wage inflation and cost inflation, meaning they are 
exposed to real wage decreases. They have some protection from the housing supplement and the tax 
base deduction that are both increased to an extent by CPI. 
 
For high-income earners that are not eligible for housing supplement, wage inflation will be the sole driver 
of income whilst cost inflation will drive their expenditures. The occupational pension adds inflation 
protection in nominal terms as they are assumed to generate a positive nominal return over time. The 
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return assumption is based on historical returns for some major Swedish occupational pension scheme 
providers. (AMF, 2022)  

Results  
This section presents the qualitative analysis of the data inputs and their implications together with the 
quantitative output of testing each model with regards to the inflation sensitivity. 

Case 1: The theoretical base case 
The theoretical base case consists of four typical cases presented in table 18 below. The table presents 
general pension income together with necessary expenses and applicable housing supplement for each 
example. The examples are constructed using income levels corresponding to the guarantee pension level, 
the median female pension income level together with the first and third income quartiles respectively. 
At the bottom of the table, the amount left over for discretionary spending after necessary expenditures 
is presented.  
 
Table 18: Incomes, expenditures, and discretionary spending before inflation 

 
 
The table, and figure 2 (below), shows that the amount available for discretionary spending increases with 
increased general pension income. The increase in discretionary spending is lower than the corresponding 
differences in general pension. 
 
Figure 2: Income and discretionary spending before inflation 

 
 
Figure 2 shows that the difference between the lowest income example (The guarantee pensioner) and 
the highest income example (The third quartile) is 7494 SEK. The difference in discretionary income is 
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1794 SEK. Between the guarantee pensioner and the median income example, the corresponding 
differences are 5015 SEK and 1429 SEK respectively. Due to the base tax deduction, the income tax is 
progressive which impacts discretionary spending. In addition, the housing supplement acts as a buffer 
for low-income households and supplements the general pension to a large degree. The amount of 
housing supplement is lower for higher-income households as it is reduced by income. 
 
Tables 19 and 20 show the impact after taking relevant inflation rates into account. The housing 
supplement offsets both the increase in cost of housing and part of the increase in costs of living as the 
threshold for excess income is lifted via the CPI, which also cause the larger increase in pension income 
for the lower-income examples who benefit from guarantee pension. The increased CPI increases the 
available amount of housing supplement and reduces the income tax through the higher base tax 
deduction. 
 
Table 19: Incomes, expenditures and discretionary spending after inflation 

 
 
Table 20: Total difference in incomes, expenditures and discretionary spending due to inflation 

 
 
Further, the general pension is increased on a percentage basis which means that the high-income 
pensioners receive a larger increase as measured in absolute amounts. The net difference in discretionary 
spending is very low for all cases as the increase in general pension, the reduction in taxes, and the increase 
in housing supplement offsets the increase in necessary expenditures. Thus, all four cases retain roughly 
the same amount available for discretionary spending after introducing inflation into the equation.  
 
Unchanged nominal purchasing power means a loss of real purchasing power as the general price level 
has increased. Figures 3 and 4 show the impact of inflation on nominal and real purchasing power. The 
loss of real purchasing power is comparable for all cases as the combined effects of wage inflation and 
housing supplement increases offset increased costs of housing and living. 
 
Figure 3 and 4: Change in nominal respective loss in real purchasing power for females 
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In summary, the base case studied in case 1 shows that pensioners who share the same level of necessary 
expenditures, regardless of income, have a similar sensitivity to inflation if wage inflation continues in line 
with its historical average. The inherent inflation protection of the basic protection reduces sensitivity to 
rising costs and in this example matches the increases due to rising wages for the higher income examples 
representing the median level and the upper quartile. 

Case 2: Removing Housing Supplement 
Without housing supplement, all examples start with a lower amount of discretionary spending. This is 
because, in theory, all female income examples are eligible for housing supplement. Both the guarantee 
pensioner and the lower quartile example have negative amounts of discretionary spending, which implies 
that their pension incomes do not cover their necessary expenditures. The median female pension 
income cover all necessary expenditures and allows for 671 SEK of discretionary spending and the upper 
quartile example has 2465 SEK left after necessary expenditures. Thus, according to the data, 95,1 percent 
of the median female general pension income is needed to cover necessary expenditures of housing and 
living. The guarantee pensioner is left with -3269 SEK of discretionary spending as necessary expenditures 
amount to 137,2 percent of pension income. 
 
Table 21: Incomes, expenditures, and discretionary spending before inflation when removing housing supplement 

 
 
Inflation has a negative impact on all cases as cost increases outpace income increases. Without the 
inflationary protection of the housing supplement, all cases lose nominal purchasing power. The median 
income example has the largest reduction as there is no protection from the guarantee pension, and a 
lower protection from wage inflation than for the upper quartile example. The median case has her 
discretionary spending reduced from 671 SEK to 208 SEK, a reduction of -463 SEK which is shown in 
tables 22 and 23. As in the base case, the guarantee pensioner has a relatively better protection against 
inflation due to the protection offered by the guarantee pension. 
Table 22: Incomes, expenditures, and discretionary spending for females after inflation when removing housing 
supplement 
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Table 23: Inflationary impact on incomes, expenditures, and discretionary spending for females when removing 
housing supplement 

 
 
Figure 5: Income and discretionary spending after inflation without housing supplement  

 
 
Figure 6: Inflationary impact on discretionary spending without housing supplement  

 
 
Equality of consumption is increased as the lower-income examples have smaller reductions in 
discretionary spending than the higher income examples. However, their nominal amount of 
discretionary spending is negative both before and after inflation. 

Case 3: Including Occupational Pension 
With the addition of occupational pensions, three out of four examples have their income increased. The 
third quartile example has the highest increase by 5111 SEK. The added income disqualifies them from 
the housing supplement as their total income is now too high. As shown in table 24, the additional 5111 
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SEK thus translates into 2134 SEK of increased discretionary spending. The increased income is offset 
by the fact that they are no longer entitled to the 1327 SEK of housing supplement they were previously 
eligible for. 
 
Table 24:  Incomes, expenditures, and discretionary spending before inflation when adding occupational pension 

 
 
With regards to inflation sensitivity, one important difference from the theoretical base case stands out. 
The high-income example who is no longer eligible for housing supplement has a much higher sensitivity 
to inflation as cost increases outpace income increases. The reduction represents 3 percent of the total 
amount available for discretionary spending and is the only example that has a negative nominal 
development. In real terms, all cases lose purchasing power as shown in figure 7. 
 
Table 25:  Incomes, expenditures and discretionary spending after inflation when adding Occupational pension 

 
 
Table 26: Total difference in incomes, expenditures and discretionary spending due to inflation 

 
 
 
Figure 7: Loss in real purchasing power for females with occupational pension 
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Case 4: Introducing other living arrangements 

The two cases compared in this study correspond to relevant rent levels and fee levels for housing 
cooperatives. Figure 8 shows how the lower housing cost of the apartment owner translates into a higher 
amount of discretionary spending. The 2500 SEK lower housing costs equates to 450 SEK of more 
discretionary spending. Thus, the difference in housing costs is largely offset by differences in housing 
supplements, as shown in tables 27 and 28. 
 
Figure 8: Discretionary spending before inflation for renting and owning female 

 
 

The lower housing costs offer better protection against inflation. Since the lower cost base is inflated by 
the same percentage amount, the absolute increase is smaller. In addition, the diminishing coverage of 
the housing supplement exacerbates the effect. The results indicate that home-owners have a better 
protection against inflation as they have further room for cost increases until they hit the (current) ceiling 
of 7500 SEK within the Housing supplement. 
 
Figure 9: Inflationary impact on discretionary spending for renting and owning women 

 
 
It is worth noting that the housing supplement actually exceeds housing costs, especially when the housing 
costs are low. As per the formula outlined in the theory section, a housing cost of -3500 SEK enables a 
housing supplement of 3990 SEK. The additional +540 SEK overcompensates for the diminishing return 
of the coverage. Thus, the housing supplement exceeded the cost of housing by 490 SEK. By the same 
logic, the housing supplement exceeds the higher housing cost by 40 SEK, accounting for the difference 
between the two examples. 
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Table 27: Income, expenditures, and discretionary spending for males and females living in rented apartments  

 
 
Table 28: Income, expenditures and discretionary spending for males and females living in owned apartment  

 

Case 5: The gender gap 

Comparing “men” and “women” in this case study means introducing pension income levels based on 
male pension income data together with the data representing female income level data. As shown in 
figure 10 and 11, the third quartile male example has a markedly higher inflationary sensitivity when 
compared to all other cases. This is because their pension income, at 19 089 SEK, is high enough to 
disqualify them from the housing supplement to a large extent. After taking inflation into account, excess 
income for this example drops below the threshold and as seen in table 29, they do qualify for a small 
amount of housing supplement. 
 
Figure 10 and 11: Change in nominal purchasing power for males and females respectively (n.b. Scales differ) 
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Table 29: Inflationary impact on discretionary spending for males 

 
 
Table 30: Inflationary impact on discretionary spending for females  

 
 
The uneven sensitivity to inflation is further exacerbated when accounting for losses in real purchasing 
power. The lowered nominal protection equates to a materially higher loss of real purchasing power. 
 
Figure 12 and 13: Loss of real purchasing power for males and females respectively 

 
 
When introducing Occupational pension, both the median male income example and the third quartile 
female example level rise above the limit to qualify for housing supplement. The added inflation 
protection via the occupational pension somewhat offsets the reduced protection from no longer being 
eligible for housing supplement. 
 
Table 31: Income, expenditures and discretionary spending for males and females with both housing supplement 
and occupational pension before inflation 
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Table 32: Income, expenditures and discretionary spending for males and females with both housing supplement 
and occupational pension after inflation 

 
 
Figures 14 and 15 present the nominal changes in purchasing power for male and female pensioners 
respectively when including occupational pensions. The median male pensioner and the upper quartile 
female pensioner both have a negative sensitivity to inflation in nominal terms. The upper quartile male 
example has a high protection against inflation due to his much higher occupational pension. 
 
Figure 14 and 15: Change in nominal purchasing power for males and females with both housing supplement and 
occupational pension after inflation 
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Analysis of results 
This section presents the findings and analysis for each of the cases studied above. 

Case 1: The base case  
The base case shows that despite relatively large differences in pension income, the four cases have quite 
similar amounts of income available for discretionary spending. This is both due to the progressive 
income tax and the regressive housing supplement. Both income tax and housing supplement increases 
economic equality (of consumption) among pensioners. This shows that equality of consumption is 
greater than equality of income for Swedish pensioners. 
 
These results have several interesting implications for the pension system and the current debate. The 
respektavstånd and life-time income principle both focus on the level of income. However, under the 
assumption that utility is in fact derived from consumption, then equality of consumption becomes a more 
valid target within the context of the respektavstånd and lifetime income principle as foregone income 
(and thus consumption and utility) during the working years should be made up in retirement. The 
respektavstånd is much lower when studied in the context of discretionary spending. Thus, equality is 
actually much higher than the measurement of respektavstånd would indicate when studied in the context 
of equality of consumption rather than equality of income. 
 
My results indicate that the Swedish pension system provides a rather equal inflation protection. As long 
as wage inflation remains in line with its historical average, the wage gains and income tax base deduction 
will offset part of the cost increases and the basic protection will offset the effects further. The nominal 
amount left over for discretionary spending will in theory be stable when faced with cost inflation, but the 
real purchasing power is eroded as these same amounts will cover fewer items under the new higher 
prices. 
 
In theory, Swedish pensioners have higher protection against housing cost inflation as the housing 
supplement is specifically designed to offset any rise in the cost of housing. Thus, even if wages do not 
keep up with inflation, housing cost increases would still be offset as long as the housing costs do not rise 
above the maximum level of housing supplement. Just as the expected results suggests, I find that the 
lower-income households have higher protection against outright cost inflation as their income is not 
driven by wage inflation but rather by the CPI. Should cost inflation outpace wage inflation for several 
years, the guarantee pension level would increase faster than the income pensions, and thus many more 
pensioners would be eligible for this benefit. Thus, I find that cost inflation erodes the value of income 
pension. 

Case 2: Removing housing supplement 
When excluding the housing supplement from the model, which is the case for 85 percent of all real 
pensioners, I find both lower-income examples used in this study have a negative discretionary spending. 
This implies that many pensioners, if not granted housing supplements, will have to drain their savings to 
break even on a monthly basis. This finding suggests that the current general pension system may not 
provide adequate pension income as the general pension for the median female income level just barely 
covers the necessary expenses for housing and living and leave little additional income for other expenses. 
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If the income pension does not cover necessary expenses, the individual will be dependent on the housing 
supplement in order to break even on a monthly basis. Since the housing supplement is subject to ongoing 
revision through political decisions, this poses a risk for current and future pensioners. There is a potential 
information/knowledge problem as individuals may operate under the assumption that the pension 
system will provide enough for them to retire, but this only holds under the assumption that the basic 
protection remains intact. The reliance is larger for those who live in more expensive accommodation 
and if the housing supplement (that is not part of the income pension system) is removed, then the 
pensioners stand to lose both a source of income and an important source of protection against inflation. 
 
The inflation sensitivity is markedly changed when the housing supplement is removed from the equation. 
My results indicate that the protection against inflation is severely reduced for all cases evaluated in this 
study. Since the only remaining protection is offered via the general pension, the results match my 
expectations. The increased inflation-protection offered by the guarantee pension reduces the sensitivity 
to inflation for the lower income examples whilst the median and high-income example have their 
spending power eroded despite their higher pension incomes offering some protection against rising costs 
through wage inflation.  
 
From this, I gather that inflation, in absence of the housing supplement, will erode the respektavstånd and 
thus counteract the life income principle as both nominal and real purchasing power will be better 
protected for the guarantee pensioner than for the median pensioner. In the absence of housing 
supplement, I find that inflation poses a threat against the purchasing power of Swedish pensioners. This 
is an important finding as the income pension is (through taxation) postponed consumption and is at risk 
of not providing the real purchasing power that was postponed unless the pension is protected against 
inflation. This exposes both current and future pensioners to inflationary risks as they are obligated to 
save for their pension in a non-inflation-protected way. They are exposed to negative real wage growth as 
the income pension is indexed against wages rather than inflation. This is much the same as the working 
population, but unlike them, the pensioners are not in a position to counteract this risk with other 
measures. However, I do find that from this, it follows that inflation will reduce income inequality as the 
relatively poorer pensioner has better inflation protection than the median pensioner. 

Case 3: Adding Occupational Pensions 
When including occupational pensions in the evaluation, I find that the occupational pensions increase 
the amount left for discretionary spending despite the fact that the increased income is offset by a 
reduction in housing supplement. The added, excess, income reduces available housing supplement and 
thus reduces the value of having an occupational pension. This is an important finding as the trade-off of 
foregoing salary through accepting an occupational pension as a work-perk may not be as strong a 
contributor to a solid pension income as it may seem.  
 
The trade-off between housing supplement and occupational pension becomes even more clear when 
comparing the two models. From the table below, it follows that the increased discretionary spending 
amount from adding an occupational pension is very low. The percentage increase for the median 
pensioner is just 8,7 percent, from 3427 SEK to 3726 SEK. The percentage of pension income available 
for discretionary spending drops from 24,8 percent  to 22,2 percent when adding an Occupational 
pension even though the actual amount increases by 299 SEK.  For the higher income examples, who 
enjoy a higher occupational pension, the positive effects on discretionary spending is larger. The third 
quartile case has her discretionary spending increased by 2134 SEK. 
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Table 33: The tradeoff between occupational pension and housing supplement  

 
 
When testing the addition of occupational pension instead of the housing supplement, one can see that 
the amount left over for discretionary spending rises from slightly above zero for the median pensioner. 
Thus, the median female pensioner who is not eligible for housing supplement is well served by having 
an occupational pension. 
 
It is worth pointing out that even though an occupational pension increases spending power for a 
pensioner, and adds inflation protection (given the return assumptions used in this study), this 
occupational pension is indeed postponed consumption on part of the pensioner and might well be 
treated much as private pensions in this regard. These findings suggest that within the context of the 
current Swedish pension system, pensioners are more or less forced into postponing additional 
consumption via the occupational pension if they are to break even on a monthly basis when in retirement. 
Unless, of course, they are granted housing supplement as they in theory are eligible for, but in practice 
often are denied. 
 
An important note on these results, that warrants repeating, is that the occupational pension data may be 
inflated as the data does not adjust for the fact that many occupational pensions are paid out during shorter 
timeframes than the assumed “life-long” pay-out structure used in this study. 
 
Table 34: Income, expenditures and discretionary spending for females with housing supplement before inflation 

 
 
Table 35: Income, expenditures and discretionary spending for females with housing supplement and occupational 
pension before inflation  

 
 

Case 4:  Introducing other living arrangements 
The comparison between housing arrangements equates to comparing two separate housing costs. 
Without debt, and the corresponding interest rate payments, the housing supplement is calculated based 
only on the fee to the housing cooperative. Thus, there is no difference between whether the -3500 SEK 
represents a lower rent, or a fee to a cooperative, but the levels correspond to the two types of housing 
arrangements. 
 

Comparison Guarantee Pensioner First Quartile Median Third Quartile
OP on top of HS 0 kr 145 kr 299 kr 2 134 kr
HS on top of OP 5 267 kr 3 313 kr 1 044 kr 0 kr
OP instead of HS -5 267 kr -3 168 kr -745 kr 2 134 kr

Women - Before Inflation Guarantee Pensioner First Quartile Median Third Quartile
General Pension 8 779 kr 11 391 kr 13 794 kr 16 273 kr
Cost of Living -6 140 kr -6 140 kr -6 140 kr -6 140 kr

Cost of Housing -4 919 kr -4 919 kr -4 919 kr -4 919 kr
Income Tax -989 kr -1 590 kr -2 064 kr -2 749 kr

Housing Supplement 5 267 kr 4 142 kr 2 756 kr 1 327 kr
Discretionary Spending 1 999 kr 2 884 kr 3 427 kr 3 793 kr

Women - Before Inflation Guarantee Pensioner First Quartile Median Third Quartile
General Pension 8 779 kr 12 830 kr 16 764 kr 21 384 kr
Cost of Living -6 140 kr -6 140 kr -6 140 kr -6 140 kr

Cost of Housing -4 919 kr -4 919 kr -4 919 kr -4 919 kr
Income Tax -989 kr -2 054 kr -3 023 kr -4 398 kr

Housing Supplement 5 267 kr 3 313 kr 1 044 kr 0 kr
Discretionary Spending 1 999 kr 3 029 kr 3 726 kr 5 927 kr
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The difference in housing supplement compensates for 2050 of the 2500 SEK difference in housing costs, 
meaning all examples have a difference in discretionary spending of 450 SEK. Thus, the housing 
supplement compensates for 84 percent of the increased housing costs when costs increased from -3500 
to -6000. The housing supplement is agnostic to the source of the cost increase, and thus the results also 
indicate that a 2500 SEK increase in monthly rent from -3500 to -6000 would cost the individual only 450 
SEK as the rest of the increase is covered by the supplement. 
 
This shows how inflation protection against pure housing cost inflation is very high. Up to the (current) 
ceiling of 7500 SEK, the housing supplement adds a very high protection against housing cost inflation. 
In fact, it is only for housing costs above 6134 SEK that the pensioner, in theory, pays anything at all out 
of their own pocket. For housing costs below 6134 SEK, the additional 540 SEK granted cover the 
stepwise diminishing return of the housing supplement coverage. 

Case 5: Gender gap 
From a gender equality perspective, it is interesting to note how the inflation sensitivity seems to be the 
highest for the median income male pensioner. Since occupational pensions now cover the large majority 
of workers, the median income level together with the median occupational pension becomes the most 
realistic example of a Swedish pensioner. The upper quartile example has increased inflation protection 
from their much higher occupational pension (8597 SEK vs 4329 SEK which is 2,0 times larger compared 
to the median.) and the lower-income examples have a better protection due to the design of the basic 
protection. 
 
Thus, I find that the median male pensioner has the largest sensitivity to inflation. Both wealth inequality 
and government transfer payments seem to disadvantage the median male pensioner in relative 
comparison to other cohorts. It is worth noting that despite similar levels of total income, the third quartile 
female example has a somewhat better protection owing to the more favourable income mix (more 
occupational pension, less income pension), although the difference is very small. 

Further considerations: On inflation reversion 
For the theoretical base case (Case 1), a reversion of inflation down to 2 percent (in line with the central 
bank target) would have a rather small impact on discretionary spending. Since, as outlined above, the 
inflation sensitivity, for all examples in the theoretical base case, is rather low, it follows that the effect of 
reversing the impact is also quite low. If inflation is not 6,4 percent as assumed in the cases outlined above, 
but rather comes in at 2 percent, then the costs of housing and living do not increase as much, but neither 
do the added housing supplement and tax deduction. Thus, the net effect on the nominal amount left for 
discretionary spending is roughly the same. However, there is an important difference in that the real 
purchasing power is not as eroded as the general price level of the economy does not rise as much. 
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Table 36: Inflationary impact Base case when inflation is 6,4 percent 

 
 
Table 37: Inflationary impact Base case when inflation is 2 percent  

 

Discussion 
In general, the findings of this study suggest that Swedish pensioners have a good nominal protection 
against inflation, but are at risk of having their real purchasing power eroded by inflation. Much like the 
working population, the main risk is negative real wage growth. In addition, the economic situation of 
Swedish pensioners is very dependent on the housing supplement to provide both income and 
inflationary protection. The economic equality between pensioners is high when measured as equality of 
consumption. The progressive tax rate and the regressive housing supplement both increase equality of 
consumption whilst the income pension and occupational pension adds inequality of income. These two 
effects offset each other and nets out to a rather similar sensitivity to inflation. 
 
The housing supplement provides additional protection against increases in cost of housing. The 
protection is currently capped at 6990 SEK (for a housing cost of –7500 SEK) but has been increased 
previously by politicians. Thus, the housing supplement provides a very good protection against increases 
in housing costs up to this level. 
 
Also, elevated inflation is likely to erode the “respektavstånd” as lower income pensioners have a better 
protection against inflation from the guarantee pension than the median pensioner. However, all 
pensioners share the risk of necessary living costs outpacing the general price increases as measured by 
the CPI. Since the guarantee pension, tax deduction, and housing supplement all depend on the CPI, the 
discretionary spending power of all pensioners will be lowered if necessary costs increase faster than the 
general price level. 
 
According to table 21, from her 13794 SEK general pension income, the median female pensioner has 
only 671 SEK left for discretionary spending after having paid necessary expenses for housing and living. 
Thus, the general pension (currently) covers necessary expenses but leaves only 4,9 percent of income 
for discretionary spending. The median female pensioner thus have to have either private savings (which 
would disqualify her from the housing supplement) or an occupational pension. These findings can be 
interpreted in many ways. One could argue that the income pension is well balanced as the income 
pension covers all necessary costs of housing and living for the median pensioner. However, one could 
also argue that the pension system is falling short of its goal as it should offer income that allows for non-

Women - Inflationary Impact Guarantee Pensioner First Quartile Median Third Quartile
General Pension 562 kr 445 kr 136 kr 160 kr
Cost of Living -393 kr -393 kr -393 kr -393 kr

Cost of Housing -315 kr -315 kr -315 kr -315 kr
Income Tax -63 kr -10 kr 109 kr 109 kr

Housing Supplement 237 kr 328 kr 507 kr 493 kr
Discretionary Spending 27 kr 55 kr 44 kr 54 kr

Women - Inflationary Impact Guarantee Pensioner First Quartile Median Third Quartile
General Pension 176 kr 175 kr 136 kr 160 kr
Cost of Living -123 kr -123 kr -123 kr -123 kr

Cost of Housing -98 kr -98 kr -98 kr -98 kr
Income Tax -20 kr -15 kr 4 kr -2 kr

Housing Supplement 85 kr 93 kr 116 kr 102 kr
Discretionary Spending 20 kr 32 kr 34 kr 39 kr
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essential spending on part of the pensioner. This discussion is beyond the scope of this study but warrants 
further research. 
 
Either way, it is clear that if the median pensioner expects to live in average accommodation with average 
costs of living with additional funds available for discretionary consumption, an occupational pension is 
needed. Thus, additional consumption is required to be postponed than what is automatically postponed 
through the income pension system. 
 
In the short term, Swedish pensioners are at risk of costs increasing continuously whilst their pension 
adjustments are conducted at an annual basis and thus has a lagged effect. In the interim, the economic 
situation may worsen temporarily. This may be especially problematic for pensioners lacking liquid assets 
which would allow them to smooth their consumption based on the upcoming increase in income. 

Limitations 
For this study, I had to make several delimitations to account for data and resource availability. Some 
limitations that follow these delimitations are presented below. 
 
However, as outlined in the introduction, whether or not wealth should be taken into account when 
evaluating the robustness of the income pension system is an open question. Adding wealth data would 
primarily give some context to the results. For instance, according to Pensionsmyndigheten only 15 
percent of pensioners receive housing supplement, as the majority either have private savings or own other 
assets that disqualify them for this benefit. As outlined by my results, many who do not receive this support 
will face a materially worse threat from inflation. 
 
Also, I assume that cost of living and the cost of housing are the same for all pensioners. This is not the 
case in reality but the study is still relevant when considering that the pension system should not require 
pensioners to live any differently as retirees than they did when working. Thus, considering the average 
cost of housing and a relevant housing situation in terms of size still enables a fair comparison. I have not 
included pensioners living in houses rather than apartments (rented or owned) as these face much 
different cost functions. Pensioners living in houses will have their housing costs determined more directly 
by energy prices and the housing supplement is calculated in a different way, making comparison more 
complex. Costs of housing are likely to vary across the country and whether the inhabitants live in a city 
or in the countryside. However, adjusting for this would require either adjusting for how income levels 
vary across the country, something which the data used in this study does not allow for, or alternatively 
analysing the economic situation under the assumption that pensioners could or should be moving to a 
cheaper area. Just as in the discussion above with regards to housing size, I analyse the pension system 
under the supposition that retired workers should not be required to change their living situation as they 
retire. Having to move to a different size of housing is not something that retirement should cause, this is 
rather something related to household formation and size in terms of the number of family members.  
 
The cost of living is a rather limited measure. As put forward by Pensionsmyndigheten (2022e), the 
amount is based on Konsumentverket’s data from 2019 and is made up of necessary expenses to live in 
Swedish society. Konsumentverket does not include costs of transportation and this study thus does not 
provide any insight into the inflation sensitivity with regard to energy inflation and its consequences on 
transportation costs. However, the choice to have a car and thus a need for gas and the associated 
sensitivity to energy prices is not something that this study can discuss. 
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In this study, I assume equal rates of inflation for costs of living, housing, and the CPI in general. Breaking 
down inflation into components of general cost inflation and cost of necessities would add more 
granularity to the results but was not within the scope of this project. Testing for variances between 
inflation rates does add some further context to the results, but it may also lead to many other limitations 
as each individual faces their own unique rate of inflation. This is a very interesting topic and adding more 
detailed data on inflation would provide further clarity about the inflation sensitivity of the elderly 
population in Sweden. 
 
Lastly, the data on Occupational pension payments are based on actual payments by the pension scheme 
providers and do not account for the fact that not all pension schemes are paid out in the presumed life-
long format. Thus, the occupational pension income levels used in this study are likely to overestimate 
the feasible contribution of the occupational pension. (Pensionsmyndigheten, 2020c)  

Internal and External Validity 
The results of this study are all based on easily accessible data provided by public sources. The pension 
income data is based on relevant income data from Pensionsmyndigheten and represents different 
income levels of typical cases of male and female pensioners between the ages of 65-69. Therefore, a 
replication of this study is very simple, which increases the reliability of the results. All results have also 
been compared to the findings of the contemporary studies from Pensionsmyndigheten I have used to 
guide my research. This was used to triangulate my results and compare my findings to those of other 
studies. Ensuring high reliability of the results was an important focus for this research as the topic is much 
debated by politicians and policy makers. The research is mainly descriptive and aims to provide clarity 
and understanding of the topic of inflation and the Swedish pension system. The causal links are very 
clear between inflation and the associated increases in both costs and income through their respective 
design. 
 
The external validity of this study is however rather low, as the study is based on how the Swedish pension 
system is built which makes the results very specific for Sweden. Thus, the findings are not applicable for 
countries with other pension systems.  

Conclusion 
The goal of this study has been to investigate how inflation would impact the Swedish pension system and 
the equality among Swedish pensioners. After adjusting pension income data for necessary expenditures, 
I evaluated the inflationary impact on discretionary spending for some typical cases based on income data. 
I find that the inflationary protection provided by the Swedish pension system is high when measured in 
nominal terms. However, the real purchasing power is eroded by cost inflation and especially so if costs 
of necessary household items such as housing costs and living costs increase faster than wages and the 
general price level as measured by CPI. I also find that the Swedish pension system reduces economic 
inequality via the basic protection. The amount left over for discretionary spending, which is voluntary 
consumption on part of the individual with the goal of gaining utility, is quite similar for different levels of 
pension income due to the design of the basic protection. 
  
The increased equality is driven by the housing supplement, the guarantee pension, and income taxes. 
The housing supplement compensates pensioners with low income (and no assets) for housing costs and 
the guarantee pension is calculated using the CPI. Housing supplement payments and income tax are 
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both positively affected by increases in the CPI and thus provide further protection against inflation. The 
voluntary, but collectively bargained, occupational pension provides protection against inflation, especially 
for those who disqualify for the housing supplement. Nearly all cases evaluated in this study had a similar 
sensitivity to inflation with one notable exception. The example representing the 75th percentile of male 
pension income (as ranked by general pension) do not qualify, even in theory, for the housing supplement 
and thus have a higher sensitivity to inflation. When including occupational pension data in the study, the 
median male pensioner disqualifies for housing supplement and thus have the least protection against 
inflation when compared to other income levels as well as female income data. 

Further Research 
Some interesting topics discovered, but not studied, during this project are: cost inflation for items 
considered as “need to have” versus “nice to have”. If inflation for items considered essential or necessary 
outpaces inflation for items considered voluntary to consume, then items reserved for discretionary 
consumption would act as an anchor on the broad CPI measures, leading to increased adversary effects 
of inflation on low-income pensioners. In the context of this study, costs of living would outpace CPI and 
thus also outpace the nominal growth of the basic protection and the tax base deduction. 
 
The occupational pension is not only becoming increasingly popular but also increasing in importance in 
order to protect real purchasing power. This raises the question of whether the occupational pension 
should be included in the pension system. If it is a necessary addition to the income pension to secure an 
adequate pension level, then it should not be considered as not being part of the pension system and 
should be treated as such. In practice, it has grown into a mandatory part of any pension scheme for a 
worker seeking an adequate retirement income. This undermines the purpose of the socialised income 
pension scheme and would be well served by further research into the legitimacy of the system. Further, 
an important assumption for this study is that the occupational pension schemes will continue to deliver 
returns in line with their historical averages. Should this not be the case, then the occupational pension 
will not provide any protection against inflation. Thus, the importance and relevance of traditional 
occupational pension insurance need to be further evaluated in the context of rising inflation. 
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Appendix 
 
Appendix A: Input Data - Before inflation 
 
Table 38: Data input males and females Case 1 before inflation 

 
 
Table 39: Data input males and females Case 2 before inflation 

 
 
Table 40: Data input males and females Case 3 before inflation 

 
 
Table 41: Data input males and females Case 4 before inflation 

 
 
Table 42: Data input males and females Case 4 before inflation 
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Appendix B: Output data - After inflation 
 
Table 43: Output data for males and females Case 1 after inflation 

 
 
Table 44: Output data for males and females Case 2 after inflation 

 
 
Table 45: Output data for males and females Case 3 after inflation 

 
 
Table 46: Output data for males and females Case 4 after inflation 

 
 
Table 47: Output data for males and females Case 4 after inflation 
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Appendix C: Inflationary Impact 
 
Table 48: Inflationary impact males and females Case 1 

 
 
Table 49: Inflationary impact males and females Case 2 

 
 
Table 50: Inflationary impact males and females Case 3 

 
 
Table 51: Inflationary impact males and females Case 4 
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Table 52: Inflationary impact males and females Case 4 

 
 
Appendix D: Comparing Housing Supplement with Occupational Pensions 
 
Table 53: Income, expenditures and discretionary spending with housing supplement before inflation 

 
Table 54: Income, expenditures and discretionary spending with occupational pension before inflation 

 
Table 55:  Income, expenditures and discretionary spending with both housing supplement and occupational 
pension before inflation 

 
 
 
 
 
 


