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FOREWORD
Foreword

At t he b eginning o f t his new m illennium, regional ec onomies a re c onfronting

momentous changes. The globalisation of trade and economic activity is increasingly

testing their ability to adapt and maintain their competitive edge. There is a tendency

for income and performance gaps to widen between and within regions, and the cost of

maintaining social cohesion is increasing. Rapid technological change and greater use

of knowledge are o ffering new opportunities for local and regional development but

demand further investment from enterprises, reorganisation of labour and production,

more advanced skills and environmental improvements.

Amid this change and turbulence, regions continue to follow very different paths.

Some regions are doing well in the current phase of the growth cycle and are driving

growth. Others a re less suc cessful a t capturing trade a nd a dditional economic

activities. Many territories with poor l inks to the sources o f prosperity, afflicted by

migration, and lagging behind with respect to infrastructure and private investment,

are finding it difficult to keep up with the general trend.

At the sa me time, central governments a re no  lo nger the sole p rovider of

territorial policy. The vertical distribution o f power between the d ifferent tiers o f

government needs to be reassessed, as well as the decentralisation of fiscal resources

in order to better respond to the expectations of citizens and improve policy efficiency.

Public authorities need to weigh up current challenges, evaluate the strategies pursued

in recent years, and define new options.

Responding to a need to s tudy and spread innovative territorial development

strategies and governance in a more systematic way, in 1999 the O ECD created the

Territorial Development Policy Committee (TDPC) as a unique forum for international

exchange and debate. The TDPC has developed a number of act ivities, including a

series of National Territorial Reviews. These studies follow a standard methodology

and a common conceptual framework, allowing countries to  share their experiences

and disseminate information on good practices. This series is intended to  produce a

synthesis that will formulate and diffuse horizontal policy recommendations.
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Country Profile of Sweden

● Area (square kilometres): 410 313

● Population: 9.22 million people (2008 official estimate)

● Form of state: Unitary state w ith a c onstitutional monarchy and par liamentary

democracy

● Political system: Executive branch headed by the Chief of State (the King) and the

Prime minister elected by the Parliament; judicial branch with the Supreme Court

as the highest tribunal; and legislative b ranch with a un icameral Parliament

directly elected for a four-year term. 

Monetary unit: Swedish krona
Economic trends (2008)

● GDP (at current prices and current PPPs; USD billion): 343.951

● GDP growth (yearly % changes based on 2000 prices): –0.4% (forecast for 2009: –4.7%

and 2010: 2%)

● GDP per capita (USD at PPP): 37 309

● Unemployment rate (% labour force): 6.29% (forecast for 2010: 10.3%)

● Trade in goods and services (as % of GDP): 42.2%

Public finances (2006)
● Share of sub-central government spending in total spending: 44.8%

● Share of sub-central government revenues in total revenues: 34.7%

● Share of taxes in sub-central government revenues: 75% 

Living standards (2008)
● Life expectancy at birth: 81.7 years

● Income inequality (Gini coefficient): 0.23

● Poverty rate (share of population under poverty line): 0.053%

Territorial and institutional framework (2008)
Sweden has a two-tier system of sub-national government:

● 20 county councils (landsting) at Territorial Level 3: they are run by directly elected

assemblies and are mostly responsible for health services (80% of their budget). They

may also engage in promoting culture, education and tourism. The responsibility for

regional and local public transport is shared between the municipalities and the

county councils (but accounts for less than 6% of county councils’ budgets). 

● 290 municipalities (kommuner) at Territorial Level 4: they are responsible for basic

and s econdary ed ucation, kindergarten, e lderly c are, s ocial se rvices,

communications, environmental protection, f ire department, public libraries,

water and sewage, waste management, civil defence, public housing and physical

infrastructure.
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Assessment and recommendations

The territorial dimension has long been at the core 
of Sweden’s success in combining growth 
and equity objectives

The combination of growth and equity objectives in Sweden has always had a
strong territorial dimen sion. Based o n an  export-oriented, R&D-intensive
industrial policy, Sweden has achieved one of  the highest levels of GDP per
capita and the strongest GDP growth rates over the past decade in the OECD
area w ith a s triking level o f spa tial c oncentration (51 % o f t he nati onal

population an d 57% of th e national ou tput are in  th e th ree regions of
Stockholm, Västra Götaland, and Skåne in 2005). At the same time, Sweden
has ad hered to  its  historically deep r ooted c ommitment t o equ ity by
maintaining one of the lowest Gini indices of regional disparities in G DP per
capita and the second flattest distribution of disposable income disparities
among individuals in the OECD. With the OECD’s highest level of public social

expenditure (29.4% of GDP in 2005), Sweden operates a comprehensive welfare
system almost entirely decentralised to the 20 county coun cils (directly
elected a ssemblies) a nd 2 90 municipalities. I n p arallel, a n ambitious
equalisation system eliminates most of the disparities among counties and
municipalities in t erms o f r evenue and  pu blic servic e d elivery. The
government’s recent initiatives confirm this lo ng standing commitment to

growth and equity. Following its accession to the EU in 1995, Sweden aligned
its regional policy with th e EU Cohesion Policy, and by renaming it  as  the
“Regional Growth Policy” in the 2008 Budget Bill, the government has shown
a r enewed  f ocus  o n  pr omoting  b us iness  de ve lop ment  thr ough
entrepreneurship and innovation in all  parts of the country, including both

urban and sparsely populated regions. Ongoing regional reforms recognise the
regional heterogeneity of Sweden and are looking at ways to promote growth
in different types of regions.
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ASSESSMENT AND RECOMMENDATIONS
However, challenges to combine growth and equity 
objectives in the long term are increasing

While the Swedish policy mix has successfully delivered growth and equity

objectives so far, it is confronted with increasing challenges on two fronts. On

the endogenous front, demographic ageing and ris ing expenditure for lo ng-

term e lderly care will reinforce fiscal pressure o n the sparsely populated

regions with the h ighest dependency ratio (such as Norrbotten, Jämtland,

Västerbotten, and Dalarna). Care for the elderly and the disa bled already

accounts for almost 30% of local government budgets, and 23.7% of Sweden’s

population is expected to be aged over 65  in 2 050. This adds a  significant

burden to the “Swedish paradox” of strong R&D investment (especially in the

business sector with around 3% of GDP) that translates into relatively low

levels of new firm creation and entrepreneurship. National growth is mainly

driven by densely populated urban regions but some regions adjacent to them

struggle to  fu lly a bsorb la bour fo rce, pa rticularly in term s o f y outh

unemployment (although the unemployment rate for 20-24 and 25-29 year-

olds in S tockholm r emains a round 3% in 2007, it is a bove 5%  in the

surrounding counties of Västmanland and Södermanland) and integration of

immigrants (over two-thirds of international migrants arriving in Sweden flow

into the three largest regions in 2007).

On the exogenous front, the glo bal crisis has also raised new challenges.

Although Sweden entered the crisis with a fisca l surplus and greater room

for ma noeuvre than many OE CD countries, it s relatively sm all and  o pen

economy is projected to experience a  st rong contraction of ou tput in 2009

before gradually recovering in 2010,  with a n unemployment rate exceeding

11%. While in absolute terms the worst affected regions are the largest urban

regions most exposed to international markets (Stockholm, Västra Götaland,

and S kåne), in relative te rms t he imp act has  been mo re s evere on some

regions c lose to  large u rban regions o r some s parsely p opulated regions

(such as  G ävleborg, V ästmanland, Sö dermanland, Värmland, Jönköping,

Kronoberg and Blekinge) which have less diversified economies and thinner

markets. Public spending capacity is eroding rapidly at the national but also

the lo cal level, owing to  a c ombination o f decreased tax revenues a nd

increased soc ial b enefit ex penditures. Loc al governments in  S weden a re

particularly vulnerable to such economic downturns because they have only

one local ta x (o n inc ome) a nd a re required by law to  m aintain b alanced

budgets. This makes it all the more important for municipalities and county

councils to  intensify th eir efforts n ot o nly to i mprove cost-effective

approaches to local public service delivery, but also to better exploit regional

assets for growth.
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Solutions to enhance cost-effectiveness in local 
public service delivery are necessary…

A ty pical w ay to  address su ch fiscal c hallenges is t o enha nce co st-

effectiveness in local public service delivery. Following the economic crisis of

the early 1990s, Sweden sought to reap economies of s cale by conducting

wide-ranging structural reforms at the national level (e.g. pensions, health

care, education and public administration) and strengthening inter-municipal

collaboration. Swedish municipalities are relatively large by OECD standards

(as a result of mergers from 2 498 municipalities in 1952 t o 278 i n 1974;

currently 290 municipalities) and ha ve developed inter-municipal co -

operation tools for public service provision (e.g. local federations and common

committees).

However, the scope of current challenges calls for further efforts to make the

territorial equity objective sustainable in the long term, especially in sparsely

populated northern regions, and to rationalise local public service delivery.

Considering that the margin for further mergers is  limited, diversifying

sources of local revenues could be an effective option (by increasing the use of

certain market tools, such as public-private partnerships or local user charges

in certain sectors such as transport). Reintroducing a local property tax could

also sm ooth o ut lo cal revenues and  ma ke t hem less d ependent o n the

economic cycle. The system of financing, and particularly cost equalisation,

should r emain neutral on hor izontal c o-operation a nd not  a ct a s a

disincentive to exploit economies of scale. Although the equalisation system

was reformed in 2005 (from a horizontal to a mainly vertical system), further

adjustments may b e needed to l imit its  potential disincentive ef fect. In

particular, the Stockholm region, the main contributor to the system and the

main driver of Swedish growth, could benefit from a slight reduction in the

rate o f e qualisation and a redu ction o f th e im plicit ta x rate (t hrough a n

increase in the c ost loading f or h igher wag e costs). A parliamentary

committee is currently examining whether the equalisation system has a

disincentive effect, and if so, it will offer proposals on such pitfalls by the end

of 2012.

Increasing efforts are also required in terms of performance monitoring of local

public services and the development of innovative services in remote areas. The

system of performance monitoring (e.g. the “Open Comparison project”, which

promotes access to comparable information on quality, results and costs of

public services) could be extended to all Swedish municipalities (one-third of

municipalities do not participate at present) and all public services (not only

health and ed ucation, b ut also su pport to  economic d evelopment,

entrepreneurship, and regulatory performance), in  better co-ordination with
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other existing indicator systems at the national, regional and municipal levels.

Finally, although Sweden is the world’s leading country in providing web-based

services and applications for citizens, the picture is mor e mixed at the loc al

level and the use of e-services in smaller municipalities could be further

exploited.

… but not sufficient to support a virtuous circle 
of growth and equity reinforcing each other
in the longer term, which requires a paradigm shift 
in regional policy

Considering that Sweden’s key goal is to sustain growth and equity objectives

in the long term, enhancing the cost effectiveness of local public service

delivery is  nec essary b ut not sufficient to address t he m agnitude of th e

structural challenges ahead. Whether Sweden can sti ll achieve growth and

equity objectives in the fu ture will lar gely depend o n its c apacity to  set in

motion a v irtuous circle b ased o n synergies am ong sectoral po licies in

heterogeneous regional economies. Th is requires a  sh ift from a  top-down

distribution of se ctoral su bsidies fo r lagg ing regions towards bottom-up

integrated development strategies based on local assets. This forward looking

policy mix could help build an overall environment conducive to innovation

(in a broad sense) to maximise the competitive advantages of all regions, and

calls for a collaborative process of policy design and implementation involving

all levels of government as well as the private sector and the civil society.

Sweden has made progress towards the paradigm 
shift during the past decade by promoting sources 
of growth in all types of regions…

Recent policy attention has focused not only on strengthening regional niches

of excellence, but also on promoting sources of growth more broadly in all

types of re gions. Within a  robust national innovation system of  production

and use of knowledge, Sweden has developed specific national programmes

for regional innovation such as the Visanu programme (2002-04), the Regional

Cluster Programme (2005-10) and the VINNVÄXT programme (since 2001).

Compared with clu ster pr ogrammes in o ther OE CD c ountries, these

programmes have successfully focused on strengthening regional competitive

advantages, providing pr ocess sup port mec hanisms, an d en couraging

collaboration between firms, academia and the public sector. The new Bill on

research and innovation (presented in October 2008) also proposed to double

public funding for R&D and to introduce a competitive allocation process for
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universities; long-term funding for strategic research areas (primarily in

medicine, climate, and technology); the creation of innovation offices adjacent

to selec ted u niversities; and  the st rengthening of indu strial r esearch

institutes. The government also pointed out the need  for f urther dialogue

between national a uthorities and regional a ctors on s trategic work on

research and innovation issues at the regional level. 

In parallel to building regional excellence, Regional Growth Policy aims at

fostering development opportunities in all parts of the country. All counties

have been required to prepare Regional Development Programmes (RUPs),

which aim at defining a holistic, long-term regional development strategy. In

contrast w ith 20 00-06, all  regions of S weden a re e ligible for E U R egional

Competitiveness an d Employment fu nding in  the 2007-13 programming

period. The ERDF Regional Operational Programmes are giving utmost priority

to “innovation and renewal” (90% of indicative budgets for ERDF funds), while

the remaining funds will b e distributed among “skills supply and improved

labour supply” (6%), “accessibility” (3%) and “strategic cross border co-operation”

(1%). At the same time , the Rural Development Programme for Sweden 2007-13

promotes not only the competitiveness of agriculture and forestry (17% of funds),

but also the environment and landscapes (66%), and economic diversification

and quality of life in rural regions (14%).

… and enhancing the role of regional actors

This shift in p olicy focus has been accompanied since the late 1990s by the

gradual empowerment of regional actors, both through institutional changes

in counties’ competencies and new policy instruments (Regional Development

Programmes and R egional Growth Programmes). The S wedish model h as

often been characterised as an “hourglass” in which the national government

and the municipal level hold the majority of powers while the regional level is

relatively weak. Sweden used to combine a high degree of decentralisation for

welfare services (equity) with a relative centralised framework for regional

development and strategic planning, considering that directly elected regional

actors (county c ouncils) a re m ainly involved in  he alth i ssues, and the

competency for regional development was attributed to national agencies at

the regional scale (county administrative boards). 

However, the Swedish “hourglass” started to change following the EU focus on

the regional scale for  the  management of  Structural Funds. S ince the late

1990s, Sweden has developed a r ather unusual regionalisation process by

proposing different options to different regions and pursuing an asymmetric

decentralisation. In contrast with reforms driven by the central government in

some other OECD countries, Sweden’s regionalisation reforms have adopted a
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bottom-up a pproach based on  a  co nscious choice to  tak e th e time to

experiment, to achieve consensus through in-depth consultation, and to learn
from results. T he res ult is a  ve ry heterogeneous m ap in w hich regional
development resp onsibilities (notably t he t ask o f d esigning R egional
Development Programmes and Regional Growth Programmes) have been
assigned to: county councils (directly elected regional authorities) in two “pilot
regions” since the late 1990s (Västra Götaland and Skåne, both urban regions

in So uthern Sw eden); regional co-ordination bodies (i ndirectly elec ted
associations o f  al l  mu nicipalities i n a  c ounty,  ca lled kommunala

samverkansorgan) in two thirds of coun ties through the 2000s; and still to
county admi nistrative boar ds  in o ne fo urth o f c ounties ( Norrbotten,
Västernorrland, Jämtland, Västmanland and Stockholm).

But current adjustments in policy instruments 
and institutional arrangements remain an ongoing 
process to be pursued further

Recent adjustments reflect an ongoing process of transition and co-existence
between the “old” and “new” paradigms rather than a s ubstitution of t he
former by the latter in terms of budget and governance arrangements. Despite
the al l-region approach of  Regional Growth Policy, the sparsely populated

northern counties still receive the bulk of the formal funding for regional
growth ( although th e latter only represents a small sh are of the total
government budget). A lthough regional a ctors a re m ore involved t han
previously in setting regional and national growth agendas, public investment
remains relatively centralised in Sweden compared to OECD average. For

example, the share of capital spending by municipalities and regions is among
the lowest in the EU. A centralised framework for public investment may allow
for more efficient decision making, but it may also limit the degree to which
local governments are ab le to match investment priorities with local needs.
Regional de velopment r epresents only 3%  of  c ounties’ expenditures
(compared to more than 80% for health care), and in most cases the directly

elected regional actors (county councils) are not in charge of regional growth
strategies.

Regional D evelopment P rogrammes (R UPs) provide a  u seful s trategic
background for regional and local actors to co-ordinate their actions, but they
remain broad in scope, are not attached to any budget, are not well connected
with EU Structural Fund programmes, and  lack enforcement mechanisms.

Regional innovation policy is currently mainly shaped by national agencies,
municipalities, firms and universities/research centres, with few examples of
active involvement of counties in the V INNVÄXT programme for ex ample.
With th e exception of th e two pilot r egions, co unties h ave limited
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enforcement capacity in terms of regional development and spatial planning.

Regional co-ordination bodies could be an eff ective way to tackle common

regional development challenges as they enjoy broad representation and

involve all municipalities with in th e co unty. However, th e lack of a clear

mandate, enforcement tools, accountability mechanisms, and sufficient

resources reduces their arbitration capacity and their ability to make regional

strategies fully operational. From a democratic point of view, the creation of a

second county-level body also makes the system less transparent for citizens.

The enlargement of some regional labour markets 
raises additional questions about the critical mass 
needed to address regional development 
challenges...

The enlargement of labour markets in some parts of the country (mainly in

the centre and the south) is raising additional questions. While the number of

municipalities h as been drastically red uced in  S weden, t he nu mber of

counties (21) is almost the same as in 1634. Their geographic size varies greatly

from the north to the south but their average population is smaller than OECD

average for TL3 regions. It has long been argued that many of today’s counties

are too small to cope with the complexity of health care provision. However,

challenges go fa r beyond hea lth c are, a s t erritorial fragmentation m ay

jeopardise the design and implementation of major investment projects that

require a broader focus to support regional development effectively (ranging

from transport and housing to human capital and innovation). These projects

call for more effective mechanisms of  strategic planning and co-operation

among munic ipalities and c ounties, p articularly t o e nhance urba n-rural

linkages in high unemployment areas close to densely populated regions.

… while potential for cross-sectoral co-ordination is 
not fully exploited at the regional level

The potential for cross-sectoral co-ordination at th e regional scale could be

further exploited. Given the Swedish tradition of separating policy making

from poli cy ex ecution, t he na tional government c oncentrates st rategic

functions while around 400 state agencies focus on policy execution and

monitoring; t hey have a high degree o f a utonomy a nd t heir o wn

representatives at the local level. In 1989, county administrative boards were

assigned the task of co-ordinating the activities of sectoral state agencies at

the county scale. However, this mandate has not been easy to implement, as

the formal s tatus o f sectoral s tate agencies remains unchanged and the
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representatives at th e r egional l evel still report dir ectly to th e national

government rather than to the county administrative boards. Besides, the role

of s tate agencies a t the lo cal level i s often a mbiguous a nd overlapping,

especially in the field of infrastructure policies. This limits possibilities for

exploiting the multiplier effect to be obtained from synergies across sectoral

policies with strong local externalities, such as transport, higher education

and innovation.

Exploiting cross-sectoral synergies at the regional 
scale could enhance the impact of infrastructure 
investment on regional development

Closer co-ordination of policies and actors at t he functional regional scale

could help expand the benefits of economies of agglomeration and improving

urban-rural l inkages in  Sw eden, n otably with  r egard to th e impac t of

infrastructure investment on regional development. The tr aditional struggle

of S wedish t ransport p olicy t o c ompensate f or lo ng di stances fr om

international markets and a harsh climate contrasts with relatively low levels

of infrastructure stock, although the government’s action to support recovery

from the crisis may create new momentum for i nfrastructure investment.

Public investment in transport infrastructure needs to be better articulated

with housing and  spatial planning, areas wh ich at pr esent are la rgely

addressed at the municipal level through municipal housing companies and

municipal planning, in a ccordance w ith national g uidelines but  w ithout

systematic co-ordination at the regional scale.

With the change of the planning method in 2008, Sweden is moving towards

more strategic oversight o f national infrastructure investment frameworks

and larger influence of regional stakeholders. Regions were asked to establish

their own pr iorities in ter ms of objectives and modes of transport, an d

consultations we re ca rried out to  p romote open d ialogue a mong traffic

agencies, counties and municipalities. In autumn 2009, proposals for 2010-21

were presented to the government, which will decide on the measures to be

included i n th e n ational i nfrastructure pl an an d approve the f inancial

frameworks for the regional infrastructure plans in the f irst quarter of 2010.

The government’s plans to i ntroduce a  new joint traffic agency in c harge of

developing and managing infrastructure from a h olistic perspective in 2010

could be a further step towards more effective integration of infrastructure

policies with other sectoral policies.

A co-ordinated infrastructure development strategy at t he functional regional

scale can have a particularly strong impact on cross border development.

Among m any ot hers, t wo exa mples have s uggested t hat cross sectoral
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co-ordination can be a k ey factor in successful cross border integration. First,

the two cities of Haparanda (Sweden) and Tornio (Finland) have developed an

extensive set of c o-operation projects ranging from culture and education to

numerous agreements for joint public services. Second, the construction of the

Öresund bridge between Malm ö (Sweden) and Co penhagen (Denmark) in

year 2000 served to achieve a  more integrated labour market with a  greater

critical mass and to develop stronger clusters in knowledge-intensive industries

(pharmaceuticals, fo od p rocessing, software, design and environment

technologies, ICT, biotechnology). Following the enlargement of the EU in 2004,

further potential could be exploited with the implementation of the EU strategy

for the B altic S ea Region (based o n fo ur t hematic pillars: environment,

economic development, accessibility, and security).

In order to promote innovation opportunities in all 
regions, joint policy action at the regional scale is 
needed to reduce youth unemployment and better 
integrate immigrants in the labour market…

Econometric evidence on factors of  growth in OECD regions suggests that

infrastructure alone has little impact on regional growth unless it is associated

with human capital and innovation. Well intentioned infrastructure projects

to enlarge regional labour markets may eventually generate “leakages rather

than linkages” if  they are conducted in isolation from other policies at th e

functional scale and fail  to  enhance the o verall business an d living

environment conducive to innovation and growth. In particular, Sweden has

scope for more effective collaboration between national, regional and local

actors in addressing challenges of high youth unemployment and integration

of immigrants in the labour market, which tend to raise particularly strong

issues in large metropolitan regions.

Part of the solution to help reduce youth unemployment could be to enhance

the r ole of u niversities in st imulating competitive regional innovation

systems. D espite a relatively hig h level o f lo cal b usiness i nvolvement in

schooling co mpared wit h other OECD c ountries, imp roving school-to-job

transition remains a concern in Sweden. Universities could play a crucial role

by moving towards more needs-driven research and support to innovation in

knowledge-intensive SMEs and start-ups. Giving universities more freedom

and resources to develop their own strengths could help speed up students’

entry into the labour market with jobs that best match their qualifications and

promote the regional economy.

As in many OECD countries, the concentration of immigrants in the largest

metropolitan regions of Sweden has raised challenges in terms of co-ordinating
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national, regional and municipal actions for labour market integration, social

assistance and housing among others. While special vocational counselling is
currently being tested on a provisional basis in three cities and recent national
measures (such as the “Step-in jobs” initiative for newly arrived immigrants
and the introduction of a language bonus) seek to reduce labour market
exclusion, continuous collaboration among national, regional and municipal
actors will be necessary to increase the chances of using the potential of the

immigrant labour force in the r egional economy. Fiscal equalisation policy
could also play a role through a review of cost loading for the foreign born to
determine whether municipalities with higher concentrations of foreign born
are adequately compensated for the extra costs this represents.

Closer c o-ordination be tween c entral go vernment a gencies, c ounty
authorities and municipalities a dministering act ive labour mark et po licy

instruments an d di fferent so rts o f benefits could als o help a void
fragmentation of service delivery. The recent proposal to establish a “one-stop
shop” fo r lo cal labour services and  the c reation of “New S tart Offices ”
(Nystartskontor) to provide tailored guidance to entrepreneurs are going in the
right di rection to en hance th e e fficiency of local labour services, which i s
particularly critical at a time of rising unemployment.

… as well as build an entrepreneurial culture

Stimulating w hat is som etimes assessed as an “ innovative b ut not
entrepreneurial” labour force in Sweden can have a substantial impact on
regional development. Sweden’s overall rates of entrepreneurship (in terms of
business bir ths, deaths a nd g rowth rates) remain low by int ernational
standards. The ann ual number o f sta rt-ups tend s to  be higher  in large
metropolitan regions, but the annual growth rate of start-ups is higher in rural

regions and this potential should be exploited. Besides the extensive set of
national measures to promote entrepreneurship and business support, almost
all Regional Development Programmes (RUPs) inc lude initiatives d irected
towards entrepreneurship and small business development. Some regions
have developed successful private sector led bottom-up initiatives (such as the
winter automotive cluster in t he n orth). F urther efforts, b ased o n close

collaboration between national, regional and municipal actors, should not
only support business development and facilitate access to finance (especially
to regional venture capital funds for early stage high-growth firms), but also
focus on improving entrepreneurial awareness and entrepreneurial culture
starting from early school years.
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Strengthening the rural economy requires 
an integrated development strategy building 
on local assets

Developing a  di versified an d susta inable r ural ec onomy i s a  cr ucial

component of effect ive regional development in S weden. Although almost

all of  Sweden is c lassified as p redominantly rural or i ntermediate in the

OECD Regional Typology, rural Sweden is far from a homogeneous reality. A

significant number of rural regions have actually outperformed the national

average over a ten year period, and only five rural regions are growing more

slowly than the average a mong O ECD r ural r egions. I nterdependencies

between urban and r ural regions are inc reasing and n eed to  b e further

strengthened in order to raise the c ompetitiveness of b oth urban and rural

regions. Opportunities for rural development vary widely across regions. In

addition to resource-based industries, s ome regions h ave si gnificant

potential fo r d eveloping various for ms of  rural t ourism, in cluding agro-

tourism, eco-tourism, hunting a nd fishing leisure a ctivities, cycling, and

cultural tourism, sometimes linked with indigenous populations such as the

Sami community. Others actively promote the development of forestry and

wind-based energy. In the long term, efforts need to focus on spreading and

embedding the b enefits of growing industries into the r egional economy

while avoiding the risk of lock-in. In particular, it will be increasingly crucial

for rural regions to combine proactive actions to adapt the content of higher

education to their spec ific needs (rather th an f ollowing c onventional

attempts of knowledge transfer) and to  exploit existing nat ional measures

for S ME development an d en trepreneurship, a s well as p rogrammes to

improve access to public services.

Sweden has been moving in the direction of “rural proofing” at the national

level; this helps consider the impact of a national policy on rural areas before

it is implemented a nd requires wider c ross-sectoral co-ordination. The

approach to rural development so far has remained rather top-down and local

governments (including county councils) have played a  very limited role,

although the government has stated its support for greater involvement of the

regional level in a  second step. This raises co-ordination challenges between

regional policy and rural policy, challenges that Sweden shares with other

European countries due to  the separation between EU Co hesion Policy and

Common Agric ultural Policy (a nd their related fina ncial instrum ents,

Structural Funds and EAFRD). Enhanced co-ordination of regional and rural

development policies would require better integration of rural development in

the regional development work carried out at the regional level, as well as

greater devolution of regional development competency to regional actors.
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Improving regional strategies requires greater 
devolution of regional development competencies 
to county councils…

Designing and implementing regional strategies based on local competitive

advantages require greater devolution of regional development competencies

to county councils. According to various external assessments since the late

1990s, t he t wo pilot regions created in  19 97-98 have shown t hat greater

empowerment of regional actors has po sitive results in terms of building a

common vision for the region, better involving private actors in the design of

strategies, and strengthening relations across levels of government with both

municipalities and the  natio nal government. I n its 2007 R eport, the

Parliamentary Committ ee on  Public Sec tor Responsibilities relied on t he

examples of Vä stra Göta land an d S kåne to a rgue in  favour of stro nger

regionalisation (it suggested replacing county councils by six to nine larger

regions to be created by 2010, with d irectly elected regional assemblies in

charge of health care and regional development).

Although regional reforms have gained broad support in Sweden (especially

among local governments), the reform promoted by the 2007 Committee has

not been implemented as such. However, given the strong bottom-up demand

for enha nced r egionalisation, t he go vernment ha s announced in

the 2010 Budget Bill that it would make pilot regions permanent and it has

validated the request of two additional county councils to receive the same

competencies for regional development (Halland and Gotland). In addition,

the government supports a bottom-up approach for county councils in al l

Swedish counties to receive competencies for regional growth. The request

has to come from the counties themselves and no institutional change will be

imposed by the government. A distinction is ma de between competencies (for

regional development) and size (mergers among c ounties), as a specific

process has been put in place to deal with the latter (requested by seven

counties so fa r). A remaining c hallenge is  how to be tter co-ordinate

programmes linked to EU funds and rural development at the regional level

(by county councils).

The issue of merging counties and size of region is p olitically difficult and

should be a ddressed with caution. Some large urban areas can offer a clear

economic rationale for merging counties. For example, in the Stockholm-

Mälar region, the functional region covers five counties which are all closely

interrelated and interconnected. However, the economic rationale is less clear

in sparsely populated northern areas, in which local labour markets have not

widened appreciably and distances are significant. Considering that larger

administrative regions do not necessarily lead to stronger regional growth,
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in-depth cost-benefit analysis is needed and a br oad set of criteria must be

taken into account before deciding on a merger. 

… and more effective co-ordination of sectoral 
policies by county administrative boards…

Enhanced devolution of regional development competencies needs t o be

accompanied b y better state co -ordination at the r egional level

(i.e. deconcentration) in order to reduce overlaps across agencies and better
exploit policy synergies. The role of governors as the main co-ordinators of

national p olicies at the c ounty (regional) level need s to be c larified. The

Parliamentary Committee suggested i n 2007 t hat n ational government
supervisory activities should be consolidated in the county administrative

boards and that  the lat ter should be reorganised into a sm aller number of

authorities t o ex ploit economies of s cale. The government has rec ently

commissioned an inquiry to review the national administration at the regional
level and to ma ke concrete proposals for improving the co-ordination of

central ag encies at the regional level a nd possibly for changing county

boundaries. Conclusions are expected by December 2012, a  rather distant

horizon considering the already long timeframe of regional reforms.

Although the next steps in regional reforms have been recently clarified, the

overarching challenge for Sweden is to find a b alance between a bottom-up

process, which has st rong advantages in  terms o f consensus bui lding, and

central leadership, to avoid constantly delaying the reform process. Maintaining

incremental reforms over an extended period requires consistent leadership

to clarify medium-term objectives and set priorities. Central leadership will
have a key role to play in the coming months, with the examination of the

merger of counties and reforms of central administration at the regional scale. 

... as well as more effective co-ordination tools 
across levels of government with a greater role 
devolved to regional development programmes

With county councils gaining new competencies for regional development,

means of co-ordination across levels of government could be reconsidered in

order to r emedy gaps in regional policy co-ordination between national and

regional actors. Given that Regional Development Programmes (RUPs) are the

main strategic t ools for  regions ( Regional Growth P rogrammes a re no t

mandatory), they would benefit from stronger enforcement tools and a clearer

financial framework. E xamples of  s tate-region co ntracts in ot her OE CD

countries could offer some inspiration (bilateral agreements between national
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and su b-national governments on their mutual o bligations, inc luding

financial commitments and enforcement mechanisms). Giving a stronger
“contractual” dimension to RUPs would al low for greater inter-ministerial
collaboration in the design of the contracts and greater accountability of
regions/counties for p rogramme implementation. It  would help  clarify the
amount and al location o f resources for regional development, which a re
currently very complex to assess, and ensure that the focus on health care

does not completely absorb the attention and capacity of county councils. The
timeline and functioning of RUPs could be standardised across Swedish
counties and al igned with EU programmes over the next financial period
(2014-20) t o fac ilitate co-ordination wit h E U Cohesion P olicy and  t he
evaluation process. Enhancing the contractual dimension of RUPs could be an
option.

Better co-ordination of regional development issues 
at both regional and national levels could help 
address the crisis

Better co-ordination on regional development issues both at r egional and
national levels is particularly important in these times of crisis. At the regional

level, a  system of “regional co-ordinators” was introduced in two regions in

early 2008 and was extended to all counties when the crisis hit Sweden in fall
2008. The regional co-ordinators are the county governors and the political
leaders of the county councils or regional co-ordination bodies. Their mission
is to report regularly to the government on their county’s situation, identify
the need for government intervention (primarily in the areas of education and

labour market policies) and co-ordinate policies at the county scale. The aim
is to facilitate and strengthen the co-ordination of local, regional and national
actors, po licies and resources, at the sca le which national policy-makers
considered essential for dealing with the crisis. To some extent, the crisis has
helped reveal the need for appropriate co-ordination mechanisms to address
growth challenges at the regional scale, building on already established

regional partnerships and long-term strategies. Already have helped start
co-ordination.

At the  national level, a  co-ordinating group of sta te secretaries ha s been
created to receive the regional co-ordinators’ proposals for government action
and to facilitate co-ordination at the national level. Although it is too early to
assess the functioning of these new bodies, many positive results have been

reported and the short-term institutional responses to the crisis are likely to
be made permanent. In particular, the national group of state secretaries can
facilitate synergies among regional development policies at the national level.
Given the marked need for cross-sectoral co-ordination in Sweden due to the
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large number of  sectoral agencies, such ini tiatives should be  strongly

encouraged.

Finally, strengthening regional partnerships 
and capacity building is critical to design adequate 
regional development strategies

Designing development strategies that draw on untapped regional resources

requires regional partnerships and capacity building to involve a broad variety
of stakeholders (private actors, SM Es, un iversities, NGOs, ci tizens). Th is i s

particularly critical at present in order to maximise the impact of the fiscal

stimulus package, which plans to p rovide SEK 41 billion in 2009 to restore
confidence in fina ncial ma rkets, p rovide incentives for job s a nd firms,

introduce labour market measures and help local authorities protect welfare.

Although Sweden has developed better public-private co-operation than some
other OECD countries, there is room for improvement in certain areas. While

private actors are clearly involved in the financing of regional policy, their role

in designing regional strategies seems more limited. With the current regional
reforms, regional actors have a key role in ensuring enhanced public-private

co-operation on t he design of a  regional development s trategy based on

regional comparative advantages.

Designing and enforcing regional strategies also requires regions to have the

skills nec essary to manage c omplex d evelopment programmes at the

municipal or r egional level. Sub-national governments have advantages in
terms of local knowledge, but a lack of human and institutional capacities can

affect their performance. In municipalities and regions in n orthern Sweden,

the ma in challenge is to  at tract experts a nd experienced managers. The
problem of staff shortage will only worsen in the coming years as a result of

demographic ageing. I ncentives are ne eded t o enhance m obility a mong

regions, reward work in remote reg ions, and facilitate exchanges of staff for
certain periods of time.

The way forward

Strong commitment to growth and equity objectives is an essential characteristic

of the Swedish development model. Sweden has nurtured a distinctive strength

in terms of tr ansparency and quality of its public institutions (second out of

133 countries in the 2009-10 Global Competitiveness Report). Sweden’s inclusive

policy-making p rocess, its capacity to  introduce innovative governance

approaches, and the high level of trust among public and private actors and

citizens constitute major competitive advantages in a knowledge economy
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increasingly shaped by networks of open innovation and social innovation. In

order to better exploit the strong growth potential both in urban and in rural
areas of Sweden and to fa cilitate urban-rural linkages, measures to enhance
the diffusion of innovation, to  foster a n en trepreneurial c ulture, and to
integrate infrastructure with o ther sectoral policies should be taken at the
regional scale. This requires further empowerment o f regional actors and
more ef fective co-ordination am ong th e di fferent typ es of r egional

programmes, by giving a gr eater role to Regional Development Programmes
for example. Such in itiatives should be  accompanied by further e fforts to
strengthen regional partnerships and to build capacities at all levels. Reforms
to capture complementarities between growth and equity at the regional scale
will reinforce Sweden’s capacity to remain among the OECD’s best performers
in the longer term.
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Chapter 1 

Regional Development in Sweden: 
Trends, Achievements and Challenges

Sweden i s a small open economy exporting a  large share o f its
domestic production. The cold cl imate and particular geography
creates an uneven distribution of the population with pockets of
concentration, and surprisingly low lev els of  int er r egional
inequalities. Chapter 1 is comprised of three main sections. The first
section identifies Sweden’s main macroeconomic strengths and
challenges. The second section illustrates the high levels of economic
and demographic concentration present in Sweden, their impact on
national output and the low l evels of in ter regional inequalities.
This sect ion also ev aluates the asymmetric impact of t he global
financial crisis on Swedish regions. The third section assesses the
main factors o f g rowth at  t he r egional level and identifies
opportunities for growth in  the areas of promoting innovation,
enlarging labour markets, improving inter regional linkages and
examining future sources of growth in rural regions in renewable
energies.
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
Introduction

Following the banking crisis of the 1990s, Sweden’s recovery was fuelled

by strong macroeconomic performance owing to r eforms undertaken in the

banking sector and in labour markets, a tec hnology-intensive economy and

the pursuit o f export-oriented growth po licies. At the su b-national level,

Sweden’s economy is concentrated in three main agglomerations, Stockholm,

Skåne and Västra Götaland, which are home of 51% of the Swedish population

and produce 57% of the national output annually. 

The three city-regions’ buoyant growth rates exceed the national average.

As a result they have contributed to 70% of national GDP growth over the past

decade. Driven by t he b enefits of economies o f ag glomeration, GDP h as

continued to concentrate in  these agglomerations and the population has

increased over the past years. However, regional inequalities remain relatively

small by OECD standards. Because agglomeration is working well, it should be

pursued since there are n o signs of congestion or d iseconomies of scale and

the national economy benefits significantly.

The b enefits stem ming from a gglomeration c ould b e e xpanded,

especially to neighbou ring and adjacent regions, by improving urban-rural

linkages and strengthening commercial t ies and networks with them. As

Sweden’s most underperforming regions are close to agglomeration regions,

labour markets should encompass these areas. 

Innovation can play a key role. In Sweden innovation is driven by the high

levels of i nvestment of a few large firms with international t ies. As a result

innovation is v ery concentrated in  a gglomeration regions. Encouraging

entrepreneurial activity and SMEs could help to diffuse knowledge to other

firms, other economic sectors and other regions and could encourage non-

technological forms of innovation.

Possibilities for growth in Sweden are not limited to urban regions. Rural

regions defined by the OECD typology (Annex 1.A1) – are not synonymous with

decline. A significant number of rural regions have outperformed the national

average over a ten-year period, and only five rural regions are growing more

slowly than the average among OECD rural regions. Rural regions that depend

heavily on primary goods can be vulnerable to shocks. They can benefit from

diversifying their economic base into higher value added goods and services.

A number of rural regions have a comparative advantage in renewable sources
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of energy, mainly biofuels. This is an area that might represent an important

source of growth for  the medium and long term. Swedish rural regions can
become global competitors in this area and should take stock of this source of
green growth. Enlargement of local labour markets can bring the benefits of
larger markets but this is not a solution for all regions, especially sparsely
populated ones. 

Recent c hallenges brought by the g lobal f inancial c risis have a n
asymmetric impact on Swedish regions. In ab solute terms the effects of the
crisis are larger in Sweden’s main metro-regions, the proportionate impact
however is la rger in more vulnerable regions with thinner markets and less
diversified economic basis, such as in a number of regions adjacent to metro-

regions and in several sparsely populated southern and coastal regions.

1.1. Sweden’s macroeconomic performance

Main macroeconomic indicators

Sweden enjoys excellent macroeconomic performance with high rates of
output and p roductivity g rowth, l ow an d s table inflation, a  st rong f iscal
position and a surplus in its current account. It has a small and open economy

and exports high-technology products. However, tensions are visible in several
areas. J oblessness is widespread am ong the y oung and im migrants,
educational outcomes, in particular in mathematics and science, offer room
for improvement, the h igh share of  elderly population to total population
creates challenges for public budgets and the pension systems, and finally the
effects of the financial crisis are particularly severe in Sweden due to its small

open economy.

At the macro level Sweden recovered fully from the crisis of the 1990s and
outperformed most O ECD c ountries over the past decade. Around 1970,
Swedish gross domestic product (GDP) per capita was less than 10% below that

of the United States, but following the crisis in the early 1990s the gap widened
to nearly 25%. Since 1998, GDP growth in Sweden has outpaced growth in the
euro area every year and growth in th e United States since 2004 (Figure 1.1).
Sweden’s unemployment rates up to 2008,  previous to the  global financial
crisis, were low by European standards. Inflation remains low and stable and
the current a ccount ha s enjoyed a su rplus sinc e 1994 . In s um, t he key

macroeconomic indicators paint the picture of a solid economy.

Sweden’s recovery has been fuelled by a technology-intensive economy
and strong labour productivity. Labour productivity growth has been strong in

recent years, with cyclical movements and an upward trend since the 1980s
(Figure 1.2). With manufacturing output volume per hour worked growing
almost 6% annually during the f ive years from 1999 to 2003, manufacturing
productivity is  growing faster in Sweden than in other countries (Table 1.1).
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Production of ICT equipment in general, and that of the telecommunications
giant Ericsson in particular, account for a significant part of the increase, but

productivity gains have also been noteworthy in the pharmaceutical industry
and in vehicle and machinery manufacturing, although recent reports suggest
productivity gains in the latter sector1 are decelerating. Gains in value added
per worker in the service sectors and effo rts to dee pen investments in
research and development (R&D) have also boosted productivity. At 3% of GDP,

business sector R&D is higher than in any other OECD country, to which is
added public R&D spending at 1% of GDP. 

Figure 1.1. National GDP growth output gap, 1992-2008

Source: OECD (2008), OECD Economic Outlook, No. 84, OECD Publishing.
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Figure 1.2. Unemployment rates and current account balance, 1992-2008

Source: OECD (2008), OECD Economic Outlook, No. 84, OECD Publishing.
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Sweden is am ong the m ost innovative OECD economies. It has the
highest R&D intensity (3.73%) among OECD countries, a relatively high share
of business R&D expenditure (2.79% compared to the OECD average of 1.56%),
a high share of higher education R&D spending with respect to GDP (0.76%),
the second highest share of researchers per thousand employment, one of the

highest graduation rates in advanced research programme (PhD or equivalent)
and fourth place in citations of scientific literature (Figure 1.4).

Recent fiscal reforms have resulted in a strong fiscal position. A series of
reforms ba sed on a  p olicy framework and involving n et le nding ta rgets,

expenditure ceilings and balanced budget requirements for local governments
has help ed contain sp ending a nd reduce d ebt. A s a  result, the g eneral
government net financial position improved from net debt of over 25% of GDP
in the mid-1990s to net assets of 20% of GDP by 2007.

Table 1.1. Productivity growth by sector, value-added per hour worked, 
average annual change 1999-2003

1. 1999-2002.
2. Sub-sectors accounting for less than 1% of value-added in Sweden ar e not listed separately, but ar e

included in the totals.

Source: STAN Database, OECD calculations.

CAN DNK FIN JPN NLD NOR1 SWE
Share 

of total Swedish 
value-added, %

Total2 1.9 1.8 2 1.7 0.7 2.7 2.4 100

Agricultural, hunting, forestry and fishing 3.4 2 5.6 –2.1 –0.3 4.3 4.8 1.9

Electricity, gas and water supply –0.4 –1.4 6.6 3.5 3.8 9.5 2.9 2.6

Construction 1.1 1.1 –1.9 –0.5 0 –2.6 –0.3 4.3

Total of manufacturing 2.6 3.4 4.4 4.5 1.6 3 5.9 20.9

Food products, beverages and tobacco 2.1 3.3 3.3 0.1 1 5.5 1.3 1.4

Pulp, paper, printing and publishing 3.2 0.1 2.5 . . –0.1 2.1 3.5 2.6

Chemical, rubber, plastics and fuel products 3.5 2.9 1.4 . . 4.5 1 7.8 2.5

Basic metals and fabricated metal products 2.1 3.2 1.5 –0.3 0.8 4 2.6 2.2

Machinery and equipment, including ICT –0.4 4.1 8.4 8.3 0.9 1.2 9.3 3.9

Transport equipment 2.7 2.4 0.2 5.5 0.6 0 7.3 2.3

Total of services 2 1.4 1 0.9 0.6 2.8 1.5 70.0

Producer services

Business and professional services 2.6 –0.7 –0.5 . . 1.5 0.4 1 7.8

Financial intermediation 1 3.9 5 6.6 1.6 2.8 4.3 3.6

Real estate 2.7 –0.4 –0.1 3.8 –1.0 –0.6 0.4 8.6

Distributive services

Wholesale and retail trade; repairs 3.3 2.1 2.6 . . 0.8 5 3.1 10.5

Transportation 2.7 6 1.1 . . –0.8 1.6 2 4.5

Communication 4.3 4.6 10.1 . . 9.1 11.5 6.4 2

Hotels and restaurants 0.4 –2.9 –1.0 . . –1.2 0.9 0.4 1.5

Community and personal services 1.1 0.2 –0.3 . . –0.4 1.4 0.6 25.1
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Figure 1.3. Productivity growth in Sweden

Source: OECD Analytical Database and OECD calculations.
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Figure 1.4. Science and innovation profile of Sweden

Source: OECD (2008), Science, Technology and Industry Outlook, OECD Publishing.
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Recent labour market reforms have enhanced the attractiveness of work

and addressed labour market exclusion. Key elements reforms introduced
from 20 06 onwards, inc lude th e es tablishment of an in-work tax c redit;
tapering of the unemployment benefit replacement rate as the period of
unemployment l engthens; r eductions in e mployer social se curity
contributions for older workers, younger workers and people who have been
out o f work fo r an ex tended period; and  tightening o f adm inistrative

arrangements for access to sickness and disability benefits. As a r esult, the
share of working age adults living from income benefits has fallen in recent
years, from around 20-21% in 1997-2005, to 18% in 2007. Sickness absence has
also declined significantly. These improvements have lasting positive effects:
increased participation and lower structural unemployment. 

As in many OECD countries the services sector dominates the Swedish

economy, representing 71% of total value added and employing about three-
quarters of the total workforce in 2005. The services sector is more prominent
in Sweden than in Finland (65.7%), Norway (55.6%) and Canada (65.4%) and in
OECD countries in general (68%). In contrast, the United States services sector
represents a larger share of value, and in Norway and Canada it employs more
people than in Sweden (Table 1.2).

Table 1.2. Sectoral distribution of value added and employment, 1980 and 2005

Source: Authors’ calculations using OECD STAN Database for Structural Analysis (2008).

Value added Sweden Norway Finland Canada United States OECD

Industry sectors 2005 1980 2005 1980 2005 1980 2005 1980 2005 1980 200

Agriculture, hunting. forestry and fishing 1.1 4.5 1.5 4.1 3.0 9.9 1.9 4.3 1.1 2.2 2

Mining and quarrying 0.5 0.4 26.1 15.4 0.3 0.6 8.7 8.3 1.8 3.3 2

Construction 4.6 6.7 4.4 5.3 5.9 7.3 5.9 7.3 4.9 4.7 6

Manufacturing 19.7 21.9 9.8 15.6 23.0 27.5 15.6 18.5 13.1 20.7 18

Electricity gas and water supply 2.9 3.0 2.6 2.8 2.1 2.8 2.6 2.7 1.9 2.2 2

Services 71.2 63.5 55.6 56.8 65.7 51.9 65.4 58.9 77.3 67.0 68

Total 100 100 100 100 100 100 100 100 100 100 10

Employment Sweden Norway Finland Canada United States OEC

Industry sectors 2005 1980 2005 1980 2005 1980 2005 1980 2005 1980 200

Agriculture, hunting, forestry and fishing 2.3 5.3 3.3 8.4 5.1 13.1 2.6 4.8 1.6 3.1 4

Mining and quarrying 0.2 0.4 1.6 1.0 0.2 0.4 1.1 1.5 0.4 0.9 0

Construction 5.5 6.6 6.6 7.0 6.9 7.5 6.6 6.8 6.2 5.5 7

Manufacturing 16.5 23.7 11.2 19.1 18.0 24.7 13.0 19.1 10.3 18.9 16

Electricity gas and water supply 0.7 0.8 0.6 0.9 0.7 1.1 0.8 0.8 0.4 0.6 0

Total services 74.8 63.3 76.7 63.6 69.1 53.1 76.0 67.1 81.1 71.0 70

Total 100 100 100 100 100 100 100 100 100 100 10
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Although Sweden’s service sector displays an overall lower value added

per employee tha n in O ECD countries, t wo subsectors in se rvices record
higher values. F inancial intermediation and w holesale and retail trade,
restaurants and hotels, add more value per employee on average than in OECD
countries (Table 1.3). Sweden’s service sector is qu ite ef ficient, adding more
value p er employee i n a ll s ervice s ubsectors th an observed in C anadian
subsectors and  F innish su bsectors ex cept in tr ansport, s torage and

communications. Only the United States adds more value in all service
subsectors than Sweden and Norway adds more value in transport, storage
and communications, financial intermediation and community, social and
personal services.

Despite the declining trend in the manufacturing sector, it still represents
an important source of c ompetitiveness. With a lmost 20% of valu e added,

Sweden’s manufacturing sector has more weight than in Canada, the United
States or other Nordic countries except Fin land (with 23%). Over the past
25 years the declining share in manufacturing value added in most OECD
countries has been less severe in Sweden, and manufacturing currently
represents an important source of competitiveness on both domestic and
export markets.

All o f Sweden’s manufacturing sub-sectors d isplay h igher levels o f
productivity than those of o ther OECD countries with one exception. In
Sweden machinery and equipment (26%) is the largest contributor to value
added in the manufacturing sector, followed by chemicals, rubber, plastic and

Table 1.3. Value added per employee in the service sectors Sweden 
and five OECD countries, 1995 and 2005

Source: Authors’ calculations using OECD STAN Database for Structural Analysis (2008).

Service sectors
Sweden Norway Finland Canada United States OEC

2005 1993 2005 1993 2005 1993 2005 1993 2005 1993 200

Wholesale and retail 
trade, restaurants 
and hotels

48 414 29 845 42 239 25 176 41 168 28 599 30 483 23 466 53 091 35 916 41

Transport, storage 
and communications

66 860 44 743 68 213 44 618 84 136 50 255 64 962 48 908 107 779 72 120 77

Financial 
Intermediation

119 132 90 128 133 344 65 662 110 630 80 983 75 901 56 743 138 718 95 263 115

Real estate, renting 
and business 
activities

92 290 105 613 88 316 106 692 81 862 98 497 88 414 99 321 120 554 108 443 99

Community, social 
and personal 
services

32 684 30 891 34 736 33 285 30 085 32 611 38 841 37 683 45 247 46 114 40

Total services 50 999 42 150 50 011 39 859 47 854 42 466 48 307 41 693 69 277 57 358 57
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fuel products (16%), b asic m etals an d fab ricated m etal products ( 15%),

transport equipment (13%) and f inally pulp, paper products, printing and

publishing (12%). In ad dition to  their large contribution, machinery and

equipment and chemical, rubber, plastic and fuel products display levels of

efficiency in  manufacturing that are significantly above OECD averages.

Although lower, o ther manufacturing se ctors, with th e e xception of

manufacturing n.e.c and recycling, also display higher levels of  productivity

than the OECD average (Table 1.4). 

The public sector accounts for a large share of Sweden’s services sector and

financial intermediation has the highest level of efficiency among services.

Within the services sector, community, social and personal services (Table 1.4)

accounted for the highest share of services value added (36%) in 2005 owing to

the prominence of the public sector in Sweden. This sector has been declining

in recent years and has the lowest levels of productivity among services. As

regards market services, real estate, renting and business services have grown

strongly during the past 25 years with relatively high efficiency levels. Finally,

Table 1.4. Value added and employment in manufacturing and services, 1980 and 2

Source: Authors’ calculations using OECD STAN Database for Structural Analysis (2008).

Industries

Value added Value added per employee
Value adde

per hour

Sweden OECD24
2005

Sweden OECD22
2005

Sweden
2005

OEC
202005 1980 2005 % ∆ 93-05

Manufacturing 

Food products, beverages and tobacco 7% 7% 13% 61 481 48% 60 515 34.7 28

Textiles, textile products, leather and footwear 1% 3% 4% 43 790 44% 34 532 24.8 20

Wood and products of wood and cork 5% 6% 3% 51 633 83% 45 658 28.9 25

Pulp, paper, paper products, printing and publishing 12% 15% 9% 86 244 38% 78 318 49.8 37

Chemical, rubber, plastics and fuel products 16% 11% 18% 146 330 114% 110 060 83.0 53

Other non-metallic mineral products 2% 3% 5% 60 426 52% 67 962 33.3 35

Basic metals and fabricated metal products 15% 17% 14% 60 043 41% 59 374 32.1 31

Machinery and equipment 26% 23% 22% 107 565 462% 91 143 61.9 38

Transport equipment 13% 12% 9% 87 492 153% 83 172 48.7 45

Manufacturing n.e.c. and recycling 3% 3% 4% 28 107 104% 49 369 18.9 21

Total manufacturing 100% 100% 100% 82 623 140% 73 763 46.9 35

Services

Wholesale and retail trade, restaurants and hotels 18% 19% 21% 48 414 62% 41 197 29.4 21

Transport, storage and communications 11% 13% 11% 66 860 49% 77 423 40.5 35

Finance, insurance, real estate and business services 6% 7% 10% 119 132 32% 115 573 78.5 54

Real estate, renting and business activities 30% 18% 27% 92 290 -13% 99 641 61.4 55

Community, social and personal services 36% 43% 31% 32 684 6% 40 694 22.2 25

Total services 100% 100% 100% 50 999 21% 57 247 33.3 31
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financial intermediation, mainly concentrated in the Stockholm region, has the

highest levels of efficiency in services and the second highest in all sub-sectors. 

Sweden’s economic model has been successful in combining efficiency

and equity goals. Sweden’s economic model, developed during the late 1940s
and ea rly 1 950s, p ursued both e quity a nd efficiency g oals. Recent OECD
analysis of labour market policies suggests that high employment can indeed

co-exist with low income disparities, but at a high budgetary cost. Sections 2
and 3 e xpand o n these po ints with mo re i n de pth di scussions on the

efficiency-equity tradeoffs in the case of Sweden.

Areas of concern

Despite so lid m acroeconomic i ndicators a nd r ecent po sitive
developments in Swedish labour markets for core workers, Sweden still faces
challenges in key areas, such as  high youth unemployment rates, a large

elderly population, low educational outcomes, and o f course the recent
challenges raised by the financial crisis. 

Youth un employment remains a problem in  Sw eden wit h rates
significantly higher than the OECD average. Despite a high overall employment-
to-population r atio, and r elatively low unemployment r ates, y outh

unemployment remains a serious concern. The rate of unemployment among
Swedish youth stood at 19% in 2007, almost three times more than in Denmark,

Iceland, the Netherlands and Norway. Moreover, among OECD countries, the
ratio of the unemployment rates of youth to prime-age adults is less favourable
to youth only in Lu xembourg and Iceland. Even excluding full-time students,

the unemployment rate for 15 to 24 year-olds stood at 14.3% in 2007. Reasons for
the high rates are high wage floors and stringent employment protection rules.
As a result strong skills are needed to obtain a regular job. This in turn depends

on learning outcomes, an area that can also be improved.

Sweden’s high ratio of elderly to total population creates challenges for

public budgets and the pension systems. I ts ratio of elderly population to
total population is the third (18%) highest among OECD countries in 2009

approximately 3.4 percentage points hi gher than the O ECD average. A high
ratio of elderly population to total population implies a relatively low share
of the population paying taxes and social contributions in relation to those

receiving pensions and costly health services. Projections over time reveal
the share of elderly to total population in Sweden will increase at a slower
pace than on average in OECD countries. In 2050 projections est imate the

ratio to be 23.7%, approximately two percentage points higher than the OECD
value. 

There is room to improve learning outcomes in Sweden, especially in
mathematics and science. I n compulsory schooling, learning outcomes,
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according to in ternational standardised test r esults, are above average in

reading, but not in mathematics a nd sc ience (Figure 1.6). I n secondary

school, the programme st ructure is fragmented, a nd youth completing a

vocational p rogramme appear t o lack important skills: they a re not  “ job

ready”. This is problematic in the context of a labour market characterised

by high m inimum wa ges, set in c ollective agr eements, a nd stringent

employment protection ru les: those with lo w pr oductivity have little

chance to find a job, and employers are cautious about hiring youth whose

skills a re oft en ha rd to a ssess, in p articular youth fr om a n immigr ant

background.

Sweden’s economy has been particularly exposed to t he financial crisis

owing to i ts export-oriented economy. Sweden is a small open economy and

exports a l arge share of its domestic production. The drop in international

trade and overall demand resulting from the overall global downturn during

2008 and 2009 has affected the performance of the Swedish economy. In 2009,

real GDP suffered the eighth largest drop (–5.5%) from the previous year among

OECD countries, more tha n the tota l d ecline ( –4.1%) in O ECD countries

(Figure 1.7). 

Although the labour market has deteriorated as a result of the overall

downturn in production, the decline will likely be less severe than during the

domestic banking crisis of the early 1990s. The unemployment rate rose by ten

percentage point s during the c risis of the ea rly 19 90s. U nemployment is

unlikely to r ise during the present crisis as much due to mainly reforms in

Figure 1.5. Ratio of population aged 65 and over to total population, 2009

Source: OECD (2009), Factbook, OECD Publishing.
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Figure 1.6. Pisa scores in science, reading and mathematics, 2006

Source: OECD Database – PISA (2006).
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
labour markets c arried by the p resent g overnment. As a  result, sickness

absence levels are very low owing to tighter administration in recent years,

and so are unlikely to fa ll further and force additional layoffs. The effects of

the c risis so f ar ha ve inc reased S weden’s unemployment rate b y

2.2 percentage points, from 6.27% in the second quarter of 2007 to 8.60% in the

second quarter of 2009 (Figure 1.8). Sweden’s percentage point increase (2.33)

during this period was less severe than the overall increase in OECD countries

(2.6). Furthermore Sweden’s fiscal position facing the current crisis is stronger

than during the earl y 1990s,  although many municipalities and c ounties

strongly hit by the financial problems due to the crisis are likely to experience

declines in overall employment levels in the coming years. 

1.2. Sub-national trends in Sweden 

There are strong territorial asymmetries in Sweden. Demographic patterns

and economic output are very concentrated in three city-regions – Stockholm,
Skåne and Västra Götaland, home of more than half of the national population
and producing 57% of national output. The three c ity-regions specialise in
technology-intensive economic activities and knowledge intensive services and
are profiting from positive dynamics from agglomerations. 

Concentration in Sweden has increased over the last 25 years driven
mainly by S tockholm’s d ynamic ec onomy. St ockholm ha s n ot on ly
outperformed peer Swedish regions, but also OECD metro-regions. All three

Figure 1.7. Percentage change in real GDP, 2008-09

Source: OECD (2009), OECD Economic Outlook 85, OECD Publishing.
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
metro regions are performing above national standards and as a result have

contributed to 70% of national output over the last decade. Further benefits of
agglomerations yield a more diversified economic base, ability to generate
higher per capita income levels and capacity to absorb a larger share of labour
into the workforce in comparison to other Swedish regions. Concentrations do
not come without a cost to sparsely populated regions where a b rain-drain
effect of high-skilled labour occurs in addition to a higher share of elderly

populations. The benefits of c oncentration are neither infinite nor lin ear. In
Sweden however there are no v isible si gns of d eceleration and ine quality
levels be tween r egions rema in r elatively low in  c omparison to O ECD
standards. 

The effects of the crisis will be more severe in Sweden’s most vulnerable
regions with thinner markets and less diversified economic bases and which

are sparsely populated. Although in absolute terms the largest increases in
inequality occurred in metro-regions, the proportional impact has been larger
in non-agglomerations. 

Geography and concentration 

Sweden’s cold cl imate and particular geography create a v ery uneven

regional distribution of cities and population. Comparing Sweden’s population
(9.1 million) to its land surface (410 313 kilometres) reveals very low population
density (22 inhabitants per square kilometre) in c omparison to other  OECD
countries (Figure 1.9). Only Australia, Canada, Finland, Iceland, New Zealand

Figure 1.8. Unemployment rate, second quarter of 2007 
and second quarter of 2009

Source: OECD Reference Series.
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
and Norway have lower population density. Population is very unevenly spread:

two-thirds of the country contains only 15% of the population. Sparsely

populated areas represent a c hallenge for the provision of goods and services

and market accessibility and lead to costly infrastructure solutions. 

Sweden’s demographic and economic patterns are very concentrated in

comparison to other OECD c ountries. Ac cording to the g eographic

concentration in dex a pplied t o a ll O ECD Territorial Level 3 (TL3; see

Annex 1.A1) regions, Sweden records one of t he highest concentrations of

population and GDP output. Only Korea displays a  higher concentration of

population and Portugal a higher concentration of GDP. 

Although sparsely populated regions fac e the c hallenge of ac cess to

national and international markets recent initiatives have improved their

access. Sweden’s Stockholm, Västra Götaland and Skåne agglomerations are

better connected than sparsely populated regions to European (Figure 1.11)

and international markets as well as internal markets. For centuries, maritime

shipping dominated, with St ockholm the main Baltic port. Today Västra

Götaland and Skåne also benefit from international harbours which give them

access to  European, Asian and Russian markets. A ll three cities a lso have

access to  international ai rports a nd good road and train c ommunication

networks. In contrast it is difficult for sparsely populated regions, especially

those in c entral and northern Sweden, to a ccess national and international

markets. Notwithstanding this difficulty air  transports outside of the three

biggest cities i mprove accessibility in  m any par ts o f remote regions

(Figure 1.12) and northern counties are benefiting from harbours in the North,

for example as it comes to bulk transports. In addition cross-border linkages

Figure 1.9. Inhabitants per square kilometre in OECD countries, 2005

Source: Calculations based on OECD Regional Database (2009).

Aus
tra

lia

Ice
lan

d

Can
ad

a

Norw
ay

New
 Ze

ala
nd

Fin
lan

d

Swed
en

Unit
ed

 Stat
es

Mex
ico

Ire
lan

d

Gree
ce
Spa

in
Tu

rke
y

Aus
tria

Hun
ga

ry

Slov
ak

 Rep
ub

lic
Fra

nc
e

Port
ug

al

Pola
nd

Den
mark

Czec
h R

ep
ub

lic

OEC
D av

era
ge

Lu
xe

mbo
urg

Switz
erl

an
d
Ita

ly

Germ
an

y

Unit
ed

 King
do

m

Belg
iumJa

pa
n

Neth
erl

an
ds

Kore
a

0
50

100

150

200

250

300

350

400

450
500
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2010 45



1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES

L3)

70
among regions and municipalities along the western border with Norway and

the northern border with Finland can offer an important means of market

access for these sparsely populated areas. Recent initiatives (e.g. improving

train transportations) aim at f urther improving the accessibility to northern

markets. 

The bulk of Sweden’s economic output and population is concentrated in

the sout hern met ro-regions of St ockholm, Skå ne a nd Vä stra Göt aland.

Population and output in  Sweden are mainly concentrated in three TL3

regions: Stockholm, Skåne and Västra Götaland, home of 51% of the national

population and producing 57% of t he national output in 2005. In addition to

these southern regions, population is also concentrated along the northern

coastline. In the remaining sparsely populated regions, the population tends

to concentrate in small and medium-sized cities (Figure 1.13).

Economic c oncentration c an brin g benefits associated with

agglomeration, but th ere are costs associated with concentration and the

benefits are not unlimited. Agglomeration economies emerge in the presence

of a pooled labour market, backward and forward linkages among firms, and

Figure 1.10. Geographic concentration index of population and GDP (TL3), 2005

Source: OECD (2009), Regions at a Glance, OECD Publishing.
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Figure 1.11. Accessibility to markets (GDP), 2004

Source: RRG 2007, Eurostat (2008). The report to the EU parliament where these maps were included was
made by Nordregio.
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Figure 1.12. Accessibility to airports

Source: RRG 2007, Eurostat (2008). The report to the EU parliament where these maps were included was
made by Nordregio.
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Figure 1.13. Distribution of population in Sweden, Denmark, Finland, 
Norway and Sweden, 2002

Source: ©EFGS (2009).
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
knowledge spillovers. Workers and firms are able to meet and match skills

with jobs, thereby lowering costs and increasing the ef ficiency of fi rms’

operations. Proximity between buyers and suppliers increases the efficiency of

the value chain and reduces the risks of defaults on contracts. Proximity also

facilitates the  flow o f workers’ k nowledge among o rganisations. S uch

agglomeration economies are present in urban areas and improve efficiency

and income, and even health outcomes ( i.e. recent studies in  Sweden show

people living in the bigger city regions are healthier, measured by sick leaves,2

than p eople in rural regions). The benefits however a re not boundless.

Associated cost s include higher transport c osts ( i.e. congested streets), a

potential loss of productivity3 due to longer commuting times, higher housing

costs, higher health costs, and an impact on global warming due to a poor

environment.

Sweden’s three metro-regions specialise in knowledge-intensive services

and in high and medium-high technology industries. The three city-regions

attract a considerable share of b usiness activity and population m ainly

because of benefits associated with agglomeration economies. People want to

live where firms – and therefore job opportunities – are concentrated. For their

part, firms want to locate where demand – and therefore population – is large.

Learning mechanisms associated with agg lomerations (Box 1.1) encourage

knowledge-intensive economic activities. Stockholm, the largest metro-

region, specialises in knowledge-intensive financial, insurance and business

activities and i n tw o h igh-technology industries, ai r transport an d

pharmaceuticals (Table 1.5). Västra Götaland, the sec ond largest, is m ost

specialised in medium-high-technology manufacturing: automotive, trucking

and shipbuilding. Finally, Skåne is mainly specialised in chemicals and high-

technology medical devices and products. 

Forces o f co ncentration are cumulative and create an  urban-rural

regional divide. The mechanisms associated wi th agglomerations at tract

further knowledge-intensive and high-technology activities to Sweden’s three

main metro-regions. Other regions specialise in different economic activities:

forestry, agriculture and tourism are prominent in southern (Gotland, Kalmar,

Halland, Kronoberg) and middle regions ( Jämtland, G ävleborg, Dal arna,

Värmland),  a nd mini ng in  t he nort hern re gions (Norrbotten a nd

Västerbotten). Low and medium-low technology industries and public sector

activities are scattered across all regions. This marked degree of specialisation

creates an urban-rural divide among Sweden’s regions. According to the OECD

regional typology (see Annex 1.A2), Stockholm is the only TL3 region classified

as predominantly urban, Skåne and Västra Götaland are the only intermediate

regions, and the remaining 18 Swedish TL3 regions are all  c lassified as

predominantly rural. 
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
Forces of attraction are stronger for economic output than for population,

although concentration has been increasing in both over the past 25 years. In

1980 G DP and population displayed a similar degree o f c oncentration

according to the index of geographic concentration (Figure 1.14). Over the past

Box 1.1. Mechanisms that produce agglomeration economies

There are three main mechanisms that w ork to produce agglomeration

economies. 

Mechanisms that deal with sharing of: 

● Indivisible facilities such as local public goods or facilities that serve several

individuals or firms. Some examples, other than public goods, are facilities

such as laboratories, universities and other large goods that do not belong to

a particular agent but where some exclusion is implicit in providing them. 

● The gains from the wider variety of input suppliers that can be sustained

by a lar ger fina l goods industry. In other words, the presence increasing

returns to scale along with forward and backward linkages allows firms to

purchase intermediate inputs at lower costs. 

● The gain s f rom the n arrower spec ialisation that c an b e sustained wit h

higher p roduction le vels. S everal firms s pecialise i n pr oducing

complementary products, reducing overall production costs. 

● Risks. This refers to Marshall’s idea th at an industry gains from having a

constant market for skills; in Krugman’s words, a pooled labour market. If

there are ma rket shocks, f irms can adjust to c hanges in d emand if  they

have access to a deep and broad labour market that allows them to expand

or contract their demand for labour. 

Matching mechanisms by which: 

● Agglomeration improves the expected quality o f matches between firms

and workers, so both are better able to find a good match for their needs. 

● An increase in the number of agents trying to match in the labour market

also improves the probability of matching. 

● Delays are alleviated. There is a possibility that contractual problems arising

from renegotiation among buyers and suppliers result in one of the parties

losing out by being held up by the o ther party in a renegotiation. This

discourages investment. However, if the agglomeration is extensive enough,

agents can find an alternative partner. 

Learning mechanisms based on: 

● The generation, diffusion and accumulation of knowledge. This refers not

only to the learning of technologies, but also the acquisition of skills. 

Source: Duranton, G. and D. Puga (2004).
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25 years the forces of concentration were greater with respect to economic
output (GDP) than to population. The population increase was more gradual,
with sett lement and c ommuting pa tterns fo llowing to  the p ockets o f

economic c oncentration. In c ontrast t he in crease in  GDP was  somewhat
volatile, ref lecting changing economic conditions, and was greater owing to
the benefits associated with economies of agglomeration such as increasing
returns to scale and positive spillovers.

Table 1.5. Main sectors of specialisation in Stockholm, 
Skåne and Västra Götaland, 2007

Note: See Annex 1.A2 for computing the index o f specialisation. A  value above 1 shows specialisation in an ind
and a value below 1 shows lack of specialisation. Specialisation reveals a larger proportion of sectoral activity rel
to the national average it does not measure the overall size sectors.

Source: Authors’ calculations based on data from Statistics Sweden.

Industry (specialisation index)

Stockholm Skåne Västra Götaland

Air transport (2.94) Chemicals excluding pharmaceuticals (1.98) Motor vehicles, trailers and semi-trailers (2.93

Pharmaceuticals (2.30) Other non-metallic mineral products (1.87) Coke, refined petroleum products and nuclear 
(2.90)

Finance and insurance (2.23) Food products, beverages and tobacco (1.77) Water transport (2.32)

Radio, TV and comm. 
equipment (1.98)

Agriculture, hunting and forestry (1.54) Textiles, textile products, leather and footwear (

Busin. activities excluding real 
est. (1.58)

Medical, precision and optical instruments (1.45) Building and repairing of ships and boats (2.08

Figure 1.14. Concentration index of GDP and population 
in Swedish regions (TL3)

Source: Authors’ calculations based on Cambridge Database (2009).
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Demographic concentration brings challenges associated with an ageing

population to sparsely populated regions and high youth dependency ratios to
densely populated regions. Swedish regions wi th the lowest population
density such as Norrbotten (2.6), Jämtland (2.6), Västerbotten (4.7) and Dalarna
display higher elderly dependency ratios (28%, 29%, 25% and 29% respectively)
than the national average (24%), while regions with the highest population
density, s uch a s Stockholm (2 99) or S kåne ( 39), d isplay hi gher youth

dependency ratios (F igure 1.15). I n g eneral Sw edish re gions w ith low
population densities face the challenge of having to  generate sufficient
resources to provide for t he needs of t he elderly (e.g. health care, assistance,
home care, transport). This capacity depends on the balance between those
who are economically active and continue to generate wealth and those who
are no longer active because of age. The high proportions of youth in densely

populated areas represent a po tential asset for the region provided that they
can easily transition to the workforce, are able to contribute to the region’s
productive activities, have adequate levels of schooling, and can raise the
proportion of highly skilled workers in the region.

Densely populated regions, despite higher youth dependency ratios, have
a greater capacity to absorb the youth into their workforce. Pre-financial crisis
data reveals lower rates of y outh unemployment in d ensely p opulated

Swedish regions, especially in S tockholm, Västra Götaland, Skåne, Halland
and Uppsala, where youth unemployment rates – between 20-24 years and
between 25 -29 years –  remains b elow 5% (F igure 1.16). Am ong sp arsely
populated r egions, y outh unemployment i s par ticularly h igh. Youth
unemployment i s als o r elatively high in Blekinge, Väs tmanland,
Södermanland, Ös tergötland a nd Ör ebro; re gions w ith a bove average

population density level.

Stockholm’s buoyant and dynamic economy is  the ma in source of

increasing economic concentration in Sweden. In 1980, the three metro-regions
produced 49% of Sweden’s GDP. In 1990 they produced 53% of GDP and in 2005
the share increased to 57% (Figure 1.17). The increase was mainly driven by
Stockholm increasing its share of national GDP over a 25-year period by eight
percentage points, from 21% in 1980 to 29% in 2005. In contrast the shares of
Västra Götaland (16%) and Skåne (12%) remained fairly stable over the period. 

Is concentration sustainable?

OECD research finds that the benefits associated with ec onomies of
agglomeration are not unlimited. Data  from 78 metro-regions reveal that

only 45% of m etro-regions grow faster t han their r espective countries in
terms of GDP per capita. Cities, and agglomerations in general, can indeed
reach a point where they no longer provide increasing returns and become
less c ompetitive. Th is situation us ually a rises w hen the ext ernal
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economies o f sc ale ar e o vertaken b y th e ex ternal di seconomies o f
congestion. Ci ties exc eeding 7. 3 million inha bitants a re mor e likely t o
suffer fr om c ongestion c osts and dis economies of s cale (O ECD, 2 006,
Competitive Cit ies in the Global Economy). Encouraging more concentration

under these conditions will not yield higher growth rates in per capita GDP.

Figure 1.15. Elderly and youth dependency ratio 
and population density in Sweden (TL3), 2007)

Source: Authors’ calculations based on OECD Regional Database (2009) 
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
Increasing le vels o f ineq uality a re a lso a  ne gative c onsequence o f

concentration.

Sweden’s three main agglomerations have recorded buoyant growth rates

over the pa st years, and signs of  d iseconomies of scale are not y et visible.

Based on their population size there appears to be room for further growth

Figure 1.16. Youth unemployment rates and population density, 2007 Q3

Source: Authors’ calculations based Statistics Sweden.
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Figure 1.17. Share of national GDP
by three city-regions (TL3), 1980, 1990, 2005

Source: Authors’ calculations based on Cambridge Database (2009).
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based on the positive dynamics of agglomerations. Despite the inc rease in

economic c oncentration, regional inequalities in GDP per capita among

Sweden TL3 regions remain relatively low by OECD standards.

Sweden’s agglomerations perform above international and national

averages. Signs of deceleration or diseconomies of scale are not yet visible.

Stockholm (1.8 million inhabitants), Skåne (1.1 million)4 and Västra Götaland

(1.5 million) are far below the population threshold level of 7.3 million where

metro-regions are more likely to su ffer from congestions costs. I t is t hus no

surprise that there are no visible signs of deceleration in their respective growth

patterns. Over the past decade Stockholm has outperformed most OECD metro-

regions in GDP per capita growth (Figure 1.18), and growth in Skåne and Västra

Götaland has been buoyant, above the national rate (Figure 1.21). 

Sweden’s regional inequalities remain relatively low despite the r ise in

economic concentration o ver the las t y ears. The rise  in e conomic

concentration over the past years has not b rought excessive inequality.

Sweden’s levels of  regional inequality in terms of GD P per capita among

TL3 regions a re relatively low in c omparison with other OECD countries.

According to the Gini index (Figure 1.19) Sweden displays the lowest levels of

inequality in GDP per capita and in productivity (i.e. GDP per worker). Over the

last ten years, however, inequality in GDP per capita among Swedish regions

has been increasing. 

Figure 1.18. Level and growth of GDP per capita 
in 78 metro-regions, 1995-2005

Note: Annex 1.A3 describes the methodology for measuring metro-regions.

Source: Authors’ calculations based on OECD Regional Database (2009).
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for TL2
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Figure 1.19. Gini index of inequality of GDP per capita 
and GDP per worker in OECD regions, 1995-2005

* Data at TL3 are missing in Australia, Canada, Mexico and the United States, therefore we use GDP per capita 
regions from these four countries.

Source: Authors’ calculations based on OECD Regions at a Glance (2007)
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Regional performances and their impact to national output

In comparison to OECD regions, Sweden’s TL3 regions all display higher

levels of GDP per capita. In 2005, GDP per capita in Swedish regions ranged from

USD 43 358 in Stockholm to USD 24 232 in Gotland. This is above the OECD

average (USD 23 483). Following Stockholm, the region with the second highest

GDP per capita is the metro-region Västra Götaland (USD 30 382), and the city-

region of Skåne (USD 27 934) had the sixth highest GDP per capita. The region

with the lowest level of GDP per capita is the island Gotland, an island followed

by Södermanland (USD 24 529) and Västmanland (USD 25 036). 

Although buoyant growth in Sweden’s agglomerations has a str ong impact

on national output, p ockets of st rong growth are a lso vi sible el sewhere.

Stockholm experienced the fastest annual average growth rate in GDP per capita

(3.6%) from 1995 to 2005. The other two city-regions, Västra Götaland (2.89%) and

Skåne (2.29%), grew faster than the national average (2.20%). Owing to their large

size and fast er growth rate, their contribution to national output over the past

decade was quite remarkable: the three city-regions contributed to 70%5 of

national output. Nonetheless there are also h igh growth rates in non-

agglomerations. For instance 61% (or 11 out of 18) of Sweden’s rural regions grew

faster than the average of all OECD regions annually (Figure 1.21).

Agglomerations have a better capacity to absorb shocks owing to their

large size and diversified economies. The benefits of agglomeration (i.e. higher

innovative activity and pr oductivity) occur both when firms from the same

Figure 1.20. Level and growth of GDP per capita 
in OECD regions (TL3), 1995-2005

Source: Authors’ calculations based on OECD Regional Database (2009). 
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industry locate c lose to each other (specialisation) and when firms f rom

different industries (diversification) locate in a common space. Specialisation

favours intra-industry transmission of knowledge and inter-firm competition

leads to efficiency g ains. D iversification fa cilitates th e t ransfer of id eas

between sectors, lower transport costs ( i.e. by sharing infrastructure) and a

greater capacity to offer more kinds of goods and ser vices to the economy.

Such benefits attract further economic activity which eventually yields levels

of critical mass sufficient for absorbing economic shocks. As a result Sweden’s

main agglomerations are less  vulnerable to ec onomic shocks a nd record

smaller fluctuations in economic output. Among the three, Västra Götaland

has had greater variability owing to its volatile history of structural change. 

Although the benefits of concentration have a strong impact on national

output, national growth becomes vulnerable to the b usiness cycle of the

largest metro-regions, esp ecially Stockholm. The p attern of  t he business

cycles of S tockholm, Skåne and  Västra Göta land du ring 1980- 2005 (s ee

Table 1.2 for Swedish structural changes over a longer time period) reflect the

strong links and interdependence of the three economies – a drop during the

banking crisis of the early 1990s, a recovery up to the early 2000s, a drop during

the ICT bubble and a  subsequent recovery (Figure 1.23). Of the three, Västra

Götaland is the most volatile; Skåne experienced the largest drop during the

banking crisis and the smallest during the ICT bubble. Stockholm’s business

cycle has a strong influence on t he national business cycle and led the drop

during both the banking and the ICT crisis.

Figure 1.21. Level and growth of GDP per capita 
in TL3 Swedish regions, 1995-2005

Source: Authors’ calculations based on OECD Regional Database (2009). 
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Agglomerations have a greater c apacity to ab sorb workers into  the
workforce than sparsely populated rural regions which face labour market
pressures. Pre-financial crisis data reveal lower unemployment rates than the

Figure 1.22. GDP per capita growth and variation, 1980-2005

Source: Authors’ calculations based on OECD Regional Database (2009).

%

-10
-8

-6

-4

-2

0

2

4

6

8

10

12
14

Stoc
kh

olm
Skå

ne

Dala
rna

Värm
lan

d

Öreb
ro

Väs
tra

 Göta
lan

d

Väs
ter

bo
tte

n

Upp
sa

la

Väs
tm

an
lan

d

Öste
rgö

tla
nd

Norr
bo

tte
n

Jä
mtla

nd

Söd
erm

an
lan

d

Väs
ter

no
rrl

an
d

Gäv
leb

org

Jö
nk

öp
ing

Kron
ob

erg

Gotl
an

d

Hall
an

d

Kalm
ar

Blek
ing

e

Growth rate GDP pc in each yr 1981-2005 Annual average growth GDP pc 1995-2005
Standard deviation
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Source: Authors’ calculations based on OECD Regional Database (2009).
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
national average in Stockholm and Västra Götaland6 (Figure 1.24). At the same
time th eir economies em ploy a larger sh are o f th e workforce. L ower
employment rates in Skåne may be sl ightly biased because of cross-border
commuting to D enmark’s Ö resund R egion7 especially for young workers

searching for labour market opportunities in Denmark where Danish labour
market regulations (e.g. flexicurity) make it easier for young people to obtain
employment as opposed to the situation in Sweden. In addition there are a
surplus of young workers in Malm ö and a shorta ge in D enmark’s Öresund
Region. Unemployment rates are highest in the sparsely populated regions of
Gävleborg (5.53%), Norrbotten (5.34%) and Västernorrland (5.25%), the home of

only 8% of Sweden’s workforce. 

Although Sweden’s agglomerations have the highest per capita output

levels, there is room to spread the benefits to adjacent and neighbouring
regions. Stockholm and Västra Götaland, the two Swedish regions with the
highest GDP per capita in 2005, have neighbouring regions with among the
lowest levels. Södermanland (USD 24 530), a djacent to  Stockholm, a nd
Västmanland (USD 25 037), very close to Stockholm, have Sweden’s second
and third lowest levels of GDP per capita,8 respectively. The regions adjacent to

Västra Götaland, Värmland (USD 25 247) and Halland (USD 25 878), recorded
the fourth and f ifth lowest GDP per capita in 2005. However, the benefits of
Stockholm seem to have spread to Uppsala (USD 27 833) and vice verse since
both economies are highly interlinked and the benefits of Skåne  to Blekinge

Figure 1.24. Unemployment and employment rates 
in Swedish regions (TL3), 2006 and 2007

Note: data are fro m the pre-crisis period for examining the impact of t he crisis on  regional labour
market indicators see Section 1.2.

Source: Authors’ calculations based on OECD Regional Database (2009). 
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Box 1.2. Structural change in the Swedish economy

Sweden’s economy has undergone periods of marked structural change

during the past 200 years with profound effects on its economy performance

during the different periods. 

During the first half of the nineteenth century the agricultural sector and

the rural society dominated the S wedish economy. In the late nineteenth

century, particularly in th e 1880s,  international competition became fiercer

for agriculture and e arly industrial branches. The  i ntegration of w orld

markets led to falling prices and stagnation in the demand for Swedish staple

goods such as iron, sawn wood and oats.

The decades around the t urn of the twentieth century meant a pr ofound

structural change in the composition of Swedish industrial expansion that was

crucial for long term growth. New and more sophisticated enterprises were

founded with more emphasis on sc ientific knowledge and more complex

engineering skills. The electrical motor became especially important in Sweden.

A new development block was created around this innovation that combined

engineering skills in companies such as ASEA (later ABB) with a large demand in

energy-intensive processes and with the large supply of hydropower in Sweden.

A number of innovative industries were founded – a ll related to  increased

demand for mechanization and engineering skills. Companies such as AGA,

ASEA, Ericsson, Separator (AlfaLaval) and SKF, labeled as “enterprises of genius”

and all represented with renowned inventors and innovators.

During 1910-50, Sweden’s economy experienced high growth rates mainly due a

considerable financial injection to the Swedish market brought by the First World

War, favorable demographic developments and a very viable structure created at

the end of the nineteenth century consisting of new industries and new infra-

structures that involved industrialists and financial capitalists, as w ell as public

sector support. It also  involved industries meeting a relatively strong demand in

war times, as well as in the interwar period, both domestically and abroad. 

From the 1950s to the 1970s, the Swedish economy was part of the European

Golden Age of growth, although Sweden’s acceleration was l ess pronounced

than in the rest of Western Europe, which to a much larger extent had been

plagued by wars and crises. The Swedish post-war period was characterised

primarily by the f ull fruition of development blocks based upon the great

innovations of  the late nineteenth century (e.g. the e lectrical motor and the

combustion engine) and the cementation of the " Swedish Model" for the

welfare state. It was labeled “solidaristic wage policy” with two elements. The

first was  to achieve e qual wages f or e qual work, regardless o f individual

companies’ ability to pay. The second was to raise the wage level in low paid

areas and thus to  compress the wage distribution. The pr ogram aimed to

increase the speed in the structural rationalisation of industries and eliminate

less productive companies and branches.
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(USD 27 935). There appears  to  b e r oom to  s pread th e b enefits of

agglomeration more broadly.

Regions w ith high l evels o f GDP p er c apita have b etter labour m arket

outcomes. Swedish regions with em ployment rates 1% higher  than the

national average enjoy approximately a 1. 5 point higher p er capita income

than the national level (Figure 1.25). Similarly, regions with unemployment

rates 1% below the national average enjoy approximately a o ne-fifth of a

percentage point higher GDP per capita than the national level. This implies

that the level of GDP per capita is directly proportional to the share of those

in employment. Stated differently, lagging regions are operating below their

growth potential, and underutilisation has a  direct impact on p roductivity

and income. The line of causality can run either way, just as Swedish regions

with higher GDP per  capita h ave a gr eater capac ity to  employ workers,

improving la bour ma rket conditions i n regions c an a lso lea d t o higher

income levels. 

Box 1.2. Structural change in the Swedish economy (cont.)

In the 1970s and early 1980s, a number of industries – such as steel works,

pulp and paper, shipbuilding, and mechanical engineering – ran into crisis.

New gl obal c ompetition, changing c onsumer behavior and pr ofound

innovative renewal, especially in m icroelectronics, m ade s ome of t he

industrial pillars of the Swedish Model crumble. 

During the  1980s, so me of the  constituent components of the S wedish

model w ere w eakened o r el iminated. C entralised ne gotiations and

solidaristic wage policy disappeared. Regulations in the capital market were

dismantled under the pressure of  increasing international capital f lows

simultaneously with a forceful revival of the stock market. The expansion of

public sector services came to an end and the taxation system was reformed

with a r eduction of marginal tax rates. Thus, Swedish economic policy and

welfare system be came m ore a dapted to  the m ain Eu ropean level th at

facilitated the Swedish application of membership and final entrance into

the European Union in 1995. 

During the 1970s and 1980s,  growth in Sweden was very slow and marked

by the great structural problems that the Swedish economy had to cope with.

From the 1990s up to  2005, Swedish growth accelerated quite forcefully in

comparison with mo st Western economies. Thus, th e 1980s m ay b e

considered as a Swedish case of the “productivity paradox”, with innovative

renewal but with a delayed acceleration of productivity and growth from the

1990s. 

Source: Schön, L. (2008).
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Figure 1.25. Employment, unemployment and participation rates 
and GDP per capita, 2005

Source: Authors’ calculations based on OECD Regional Database (2009). 
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Regional disparities in per capita output reflect differences in economic

performance and persist over several decades. Regional disparities in GDP per

capita reflect regional variations in ec onomic performance due to a complex

combination of inter connected factors such as geography, demographics,

specialisation, productivity, physical and human capital, infrastructure, and

innovation cap acity, to me ntion a  f ew. The great amount o f regional

heterogeneity also creates differences in job opportunities and income levels.

Although disparities in GDP per capita among Swedish TL3 regions are relatively

small by OECD standards, th ey fluctuate but pe rsist fo r de cades or even

generations (Figure 1.26). Income convergence is slow or non-existent. New

theories of place-based economic growth imply that the growing populations and

wealth of major urban areas is an unavoidable result of the economies of scale

that they enjoy, and not something that necessarily requires corrective action.

Labour mobility c ould r educe r egional im balances bu t is lim ited.
Although consideration should be g iven to obstacles hindering geographic
labour mobility arising for example from housing polices, migration will not
be the ultimate cure for regional imbalances. The fact that income
differentials in Sweden have persisted for many generations despite the lack
of legal barriers to internal migration suggests that workers’ response to wage

differentials and job opportunities can be very sluggish. 

In addition to encouraging labour mobility, regions can mobilise their
labour force through various in itiatives: i) aiding commuters to access local
labour markets by reducing the cost of commuting through better accessibility

Figure 1.26. Gini index of inequality of GDP per capita 
across Swedish regions (TL3), 1980-2005

Source: Authors’ calculations based on Cambridge Econometrics.
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and flexi-time arrangements; ii) aiding the tr ansition of youth into  the

workforce through training programmes and adequate l inks between the
private sector and educational institutions; iii) reducing secondary school
dropout r ates a s these res ult in  unf avourable fut ure emp loyment
opportunities; and iv) promoting adult training programmes and entry into
the workforce. These init iatives can improve the participation of potential
employees in the workforce and should be complemented by other initiatives

aimed at improving the competitiveness of Swedish regions. 

The impact of the crisis on Swedish regions

Sweden’s small export-oriented economy is v ery dependent on glob al

markets and foreign direct investment (FDI). As a result, Sweden has suffered
from the effects of the financial and economic crisis, in particular the drop in
global demand. In absolute numbers, the worst affected regions in Sweden
are tho se ex posed to  international m arkets, with a large e lement of
manufacturing industry and services, mainly Västra Götaland, Stockholm and
Skåne. Nonetheless, the economic base in these regions is more diversified

and they are more likely to bounce back quicker once the overall level of
demand recovers. In proportional terms, the impact of the crisis is larger in
undiversified regions with thin markets and high dependence on few sectors.

Although in absolute terms the effects of the crisis are larger Sweden’s main
metro-regions, the p roportionate impact is larger in more vulnerable regions
adjacent to metro-regions and in sparsely populated coastal regions in the south
with thinner markets. In absolute terms, the largest increases in unemployment
– from the third quarter of 2008 to the third quarter of 2009 – o ccurred in the

metro-regions of Västra Götaland (33 034 unemployed), Stockholm (23 662) and
Skåne (20 602). The proportional impact however was larger in Stockholm’s,
Skåne’s and Västra Götaland’s adjacent regions Södermanland, Blekinge and
Värmland with per centage point increases in u nemployment rates of 3.83, 3.64
and 3.44 respectively (Figure 1.27). In addition the coastal/middle regions of

Västmanland (3.64) and Gävleborg (3.58) and the southern region Jönköpings
(3.56) with th inner a nd le ss diversified ec onomies s uffered the largest
proportional increases among Sweden’s regions. Amongst the thr ee metro-
regions, Stockholm (1.77) suffered the smallest proportion increase and Västra
Götaland (3.21) the largest.

The crisis brings an equ alisation effect in labour market outcomes among
Swedish regions with the exception of Stockholm and Uppsala. Regions with pre-
crisis unemployment rates below the na tional average are now (i.e. 3rd quarter

2009) at the national average, especially Jönköping and Kronoberg increasing their
pre-crisis (i.e. 3rd quarter 2008) unemployment rates from 35% and 23% below the
national average to only 10% and 6% below the na tional average in t he third
quarter of 2009 (Figures 1.28 and 1.29). In c ontrast regions with the highest pre-
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crisis unemployment rates exp erienced a  lower p roportionally in crease:
Gävleborg, No rbottern and V ästernorrland with  r espective pr e-crisis
unemployment rates of 30%, 28% and 26%  above the national average, reduced

their above average rates to 27%, 18% and 16% respectively.

Figure 1.27. Change in unemployment and unemployment 
rate, Q3 2008-Q3 2009 (TL3)

Source: Authors’ calculations based on data from Swedish Public Employment Service.
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Figure 1.28. Movements in rates of unemployment, Q3 2008-Q3 2009 (TL3)

Source: Authors’ calculations based on data from Swedish Public Employment Service.
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1.3. Opportunities for growth in Swedish regions

The benefits of agglomeration only spread to adjacent and neighbouring

regions when urban-rural linkages are e ffective. Traditional measures of

innovation are very concentrated in Sweden as a result of high expenditures

by a few very large firms. Signs of non-technological innovation, measured by

a pr oxy o f e ntrepreneurship, ar e more evenly spr ead. Encouraging

entrepreneurial activity and SMEs could help to diffuse knowledge to other

firms, other economic sectors and other regions and could encourage non-

technological forms of innovation.

While a number of rural regions are among the fastest-growing, seven, the

home of almost 20% of the workforce, are still underperforming with ann ual

average growth rates below the OECD average. Opportunities for growth are

present in  ru ral regions espec ially in the fi eld of  r enewable e nergies.

Enlargement of local labour markets can bring the benefits of larger markets but

this is not a solution for all regions, especially sparsely populated ones. 

The patterns of growth of OECD regions are quite diverse. There is no single

growth path even for similar types of regions. OECD analysis reveals that over

the past decade a significant number of OECD urban regions have grown faster

than rural regions, but also that a significant number of rural regions have

outperformed urban ones in growth of GDP per c apita. The wide v ariation in

economic performance reflects regions’ heterogeneity in terms of le vels of

income, rates of employment, mixes of activities with high and low productivity,

Figure 1.29. Percentage change of unemployment rate, 
Q3 2008-Q3 2009 (TL3)

Source: Authors’ calculations based on data from Swedish Public Employment Service.
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endogenous and exogenous assets, c omparative advantages, stages o f

development, and public policies. Di fferences in growth rates result from

differences in regions’ assets but also in their capacity to mobilise these assets.

Assessing the key determinants of growth

Regions v ary i n t heir mi x o f asse ts an d co mparative a dvantages.

Nonetheless OECD studies find evidence that sustainable growth rates only

occur when regions mobilise their endogenous assets instead of depending on

transfers and su bsidies. The path to  high sustainable growth rates varies

among OECD  regions: j ust as a si gnificant n umber o f ur ban r egions

outperform the OECD average, higher than average growth rates also exist in

intermediate and rural regions. At the same time, regions of all types (urban,

intermediate and rural) can be found among the underperforming regions.

Using the econometric technique summarised in Box 1.3, OECD analysis has

identified six key factors of growth in OECD TL2 regions: a region’s initial level of

GDP per capita, human capital, motorway infrastructure, innovation activity,

economies of a gglomeration including industrial mix, and market accessibility.

Comparative benchmarking of the performance of key determinants of growth in

Swedish regions (Table 1.6) with respect to the OECD average makes it possible to

identify potential areas for improvement in the following areas: 

● Human c apital: Huma n c apital is  p erhaps t he mos t imp ortant fa ctor for

regional growth and takes on average about three years to have an effect on

growth (Box 1.2). All Swedish TL2 regions have higher proportions of the

labour force with tertiary attainment than average OECD regions (25%), with

Table 1.6. Regional determinants of growth (Swedish TL2 regions), 2005

Note: Motorway density is expressed by motorway kilometres by population; see Annex 1.A2 on measuring accessibil
markets. HED RD measures research and development expenditures in the higher education sector to GDP.

Source: Authors’ calculations based on OECD Regional Database (2009); patent applications derived from OECD 
REGPAT Microdatabase.

Regions
Patent 

applications
Motorway 

density

Prim 
and lower-sec.
attmt. over LF

Tertiary attmt.
attmt. over LF

Bus RD 
% GDP

Public RD
% GDP

HED RD
% GDP

Accesi
to mar

Stockholm 717 0.15 14% 37% 3.14 0.27 0.79 1.9

Östra Mellansverige 392 0.31 18% 28% 2.48 0.26 1.25 0.7

Sydsverige 466 0.22 19% 30% 3.35 0.08 0.98 5.0

Norra Mellansverige 109 0.10 19% 23% 1.07 0.08 0.18 1.1

Mellersta Norrland 37 0.04 17% 25% 0.56 0.09 0.24 0.6

Övre Norrland 67 0.01 13% 29% 0.74 0.18 1.63 0.6

Småland med öarna 87 0.21 20% 23% 0.85 0.01 0.20 1.0

Västsverige 556 0.22 18% 28% 4.50 0.12 0.70 1.1

Av. OECD TL2 regions 371 0.22 29% 25% 0.93 0.21 0.37 2.2
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the exceptions of Norra Mellansverige (23%), and Småland med öarna (23%).

In contrast, no Sw edish regions have significantly higher p roportions of
low-skilled workers in their labour force. 

❖ Analysis of enrolment rates at a lower level (e.g. TL3) reveals: 

● Innovation: Innovation has a positive impact on growth of GDP per capita in TL2

regions in the m edium and long term (OECD, 2009). Comparing innovation
indicators of Swedish TL2 regions to OECD average values reveals:

❖ Patenting activity is only higher than the OECD average in agglomeration
regions (Västra Götaland, Stockholm and Skåne); other Swedish regions
lag well behind. 

❖ Business R&D intensity is above the OECD average (0.93%) in all Swedish
TL2 regions with the exception of Övre Norrland (0.74%), Mellersta
Norrland (0.56%) and Småland med öarna (0.85%). 

❖ Public R &D intensity is l ower t han the O ECD average ( 0.21%) i n a ll
Swedish regions except Stockholm (0.27%) and its adjacent region, Östra
Mellansverige (0.26%).

❖ R&D intensity in higher education (the ratio of R&D in higher education
to GDP) is  high er t han t he OECD average (0. 37%) in  a ll Swedish TL 2
regions, except Mellersta Norrland (0.24%), Småland med öarna (0.20%)

and Norra Mellansverige (0.18%). 

● Infrastructure: Mo torway infr astructure has a p ositive impact o n r egional

growth provided that other factors such as human capital and innovation are
also present in the r egion (OECD, 2009). Motorway density is poor in most
Swedish regions. In fact only Östra Mellansverige (0.31) has a higher value than

Box 1.3. Measuring growth in OECD TL2 regions 

Recent studies (OECD, 2009) have tested the effects of key drivers of growth

among OECD TL2 regions through a series of econometric techniques, including

a cross-sectional specification, a d ynamic panel specification and a spati al-

econometric technique. The analysis covers 1995-2005 and inc ludes 337 OECD

TL2 regions when full data are available. The results are summarised below:

● Human c apital and inno vation po sitively influenc e r egional gr owth as

endogenous growth theories suggest. 

● Elements o f ne w e conomic g eography theo ries, such as a gglomeration

economies, are also relevant and reveal that ther e is a strong spatial

dimension to growth. 

● Infrastructure becomes a necessary but not a sufficient condition for growth

and is only relevant if human capital and innovation are present. 
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OECD TL2 regions (0.22). In relation to its population even Stockholm has lower
than average levels of motorway infrastructure. The particularly low value
observed in Övre Norrland (0.01) creates an important challenge in terms of
connectivity and accessibility to other regions and markets. 

● Accessibility: All Swedish TL2 regions have poor accessibility to markets in
comparison to ot her OECD TL 2 regions with t he exception of  t he t wo

regions closest to European markets, Sydsverige and Stockholm.

Box 1.3. Measuring growth in OECD TL2 regions (cont.)

These results sugg est that to promote regional growth policy mak ers

should have a c omprehensive regional policy which not only links regions

through in frastructure in vestments, but a lso fo sters human capital

formation and facilitates the innovation process. The risk of partial regional

policies lies – as the models seem to suggest – in leakage (brain drain) instead

of linkage if only infrastructure or human capital is promoted. 

Analysis based on dynamic econometric modelling reveals that:

● Infrastructure and human capital require three years to positively influence

growth.

● Innovation is a longer-term process which has a positive effect on regional

growth only after five years. 

A third type of analysis is based on a knowledge production function that

relates innovation input  v ariables such as human c apital and R&D t o

innovation outcomes such as patenting activity. The results show that:

● Human capital has a strong impact on regional growth both directly (from

previous analysis) and indirectly through patenting.

● R&D is an indirect determinant of growth through its impact on patenting

activity. 

● Geographic space plays a role in de termining innovation in these models

as agglomeration economies emerge as a determinant. 

The analysis based on spatial econometrics shows that neighbo uring

regions strongly determine the performance of any given OECD region. This

spatial correlation with growth also confirms that infrastructure and human

capital drive economic expansion, but it does not confirm previous results for

innovation. These results suggest that as capital and talent agglomerate they

tend to positively influence growth in neighbouring regions – and vice versa –

but in novation rem ains a very lo cal element th at does n ot ne cessarily

influence growth in their neighbours. 

Source: OECD (2009).
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Agglomerations and industry mix

Although more than 50% of  Sweden’s overall employment works in
Stockholm, Skåne and Västra Götaland, the internal industrial composition of
regions is qu ite heterogeneous. Jönköping, Kronoberg and Västmanland

display the largest share of employment in manufacturing representing 28%,
26% and  25% of the tota l employees. Stockholm, Uppsala, G otland a nd
Jämtland emp loy more tha n 70 % of t heir workforce in serv ices related
industries, among which Stockholm (5%), Gotland (3%) and Västernorrland
(2%) display the highest share in financial intermediation, Stockholm (20%),
Uppsala (16%), Skåne, Västra Götaland (13) and Östergötland (13%), the highest

share in  real estate rent ing and business and Gotland (47%), Västerbotten
(44%) and Jämtland (43%) display the highest share in community and social
and personal services. In  mining act ivities Norrbotten (3%) employs the
highest share, and Gotland, Jämtland and Kalmar employ 6%, 4%, and 4% of
the workforce in agriculture, hunting, forestry and fishing.

The bulk of knowledge-intensive and high-technology activities are in

Stockholm, Västra Götaland and S kåne. These agglom erations concentrate
66% of k nowledge-intensive em ployees and  68% of em ployees in high-
technology industries. In contrast, other regions have the bulk of medium-low
(70%) and low-technology (55%) workers (Figure 1.30). 

Figure 1.30. Regional employment by industry type, 2007
Knowledge intensive (KIS), high technology (HT), medium-high technology (MHT), 

medium-low technology (MLT) and low technology (LT)

Source: Authors’ calculations based on data from Statistics Sweden.
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Table 1.7. Share of employment across industries in Swedish regions (TL3), 2007
Percentage

Services

Swedent, 
 

m.

Financial 
intermediation

Real 
estate, 

renting and 
business 
activities

Community, 
social and 
personal 
services

4.7 19.9 34.7 100 23.6
1.3 16.2 42.8 100 3.1
1.2 9.2 40.3 100 2.5
1.2 12.8 38.1 100 4.3
0.9 10.8 39.9 100 2.9
1.0 10.6 36.0 100 2.6
0.8 7.6 34.5 100 3.9
1.4 10.2 33.6 100 2.1
1.0 7.7 38.3 100 2.4
2.6 6.4 47.0 100 0.6
0.9 9.9 42.1 100 1.6
1.5 13.4 37.2 100 12.2
1.3 8.3 37.7 100 2.9
1.4 13.0 35.6 100 17.3
1.1 9.2 39.8 100 2.8
0.9 7.9 40.4 100 2.9
0.9 10.1 38.4 100 2.9
2.4 9.4 40.8 100 2.6
1.5 11.3 43.2 100 1.4
1.3 9.8 43.7 100 2.8
1.2 9.9 42.8 100 2.7

2.1 13.3 37.4 100 100.0
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Source: Authors’ calculations based on data from Statistics Sweden.

Agriculture, 
hunting, 

forestry and 
fishing

Mining and 
quarrying

Manuf.
Electricity gas 

and water 
supply

Constr. Sum 
Services

Wholesale and 
retail trade, 
restaurants 
and hotels

Transpor
storage

and com

Stockholm 0.4 0.0 9.0 0.5 5.8 84.2 17.8 7.2
Uppsala 2.0 0.1 10.9 1.1 7.5 78.3 13.2 4.8
Södermanland 2.3 0.0 20.4 0.5 7.5 69.2 13.7 4.9
Östergötland 2.3 0.1 19.2 0.8 6.4 71.2 14.0 5.0
Örebro 1.9 0.4 18.9 0.5 6.6 71.7 14.7 5.4
Västmanland 1.5 0.1 25.2 0.7 6.8 65.7 13.7 4.4
Jönköping 2.1 0.1 28.4 0.5 5.5 63.4 14.3 6.3
Kronoberg 2.8 0.1 25.7 0.4 5.8 65.2 14.4 5.6
Kalmar 3.7 0.1 23.4 1.3 6.4 65.1 13.1 5.1
Gotland 5.8 0.6 9.3 0.3 8.2 75.7 14.2 5.4
Blekinge 2.2 0.1 22.6 0.7 6.0 68.4 10.5 5.0
Skåne 2.1 0.1 15.4 0.6 7.0 74.8 16.7 6.1
Halland 3.0 0.1 17.2 1.8 7.4 70.5 18.2 4.9
Västra Götaland 1.4 0.1 19.5 0.5 6.3 72.2 16.0 6.3
Värmland 2.6 0.1 20.3 0.6 6.6 69.8 14.6 5.1
Dalarna 2.6 0.3 20.9 0.7 7.5 68.0 14.0 4.8
Gävleborg 2.6 0.1 21.7 0.8 7.4 67.5 12.7 5.3
Västernorrland 2.6 0.1 16.1 1.0 7.7 72.6 13.0 7.1
Jämtland 4.1 0.3 11.9 1.0 7.0 75.6 14.3 5.3
Västerbotten 2.6 0.7 16.1 1.1 6.6 72.9 12.5 5.6
Norrbotten 2.4 3.3 12.7 0.9 8.2 72.5 12.4 6.2

Sweden 1.8 0.2 16.6 0.7 6.5 74.3 15.5 6.0
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Sweden’s thr ee m ain a gglomerations spec ialise in differ ent b ut

complementary sectors. While S tockholm exploits knowledge-intensive
services, Västra Götaland focuses on high-technology automotive, trucking
and ship building m anufacturing a nd Sk åne on c hemicals and hi gh-
technology medical devices and products. This polycentric setting, composed
of three dif ferentiated agglomerations, allows Sweden to take account of
complementary synergies but also al lows each agglomeration to exploit i ts

areas of specialisation. 

Specialisation in hi gh value added activities brings efficiency gains to t he
region. When firms locate close to each other benefits of knowledge spillovers,
forward and backward linkages and proximity of suppliers and clients enhance

innovative activity and productivity in the region. These benefits may occur when
firms from the same industry locate close to each other (e.g. specialisation) and
also when firms from d ifferent ind ustries (e.g. diversification) locate in a
common space. The former favours intra-industry transmission of kn owledge
and inter-firm competition leading to efficiency gains, and the latter facilitates
the transfer of ideas between sectors, the sharing of infrastructure and informal

interactions of  more goods and services to the economy. Specialisation and
diversification are not mutually exclusive and in many cases specialisation in
high value added sectors can attract economic activity to the area creating a
more diversified economic base over time.

Regional sp ecialisation in high-technology and knowledge-intensive

activities is conducive to hig her GDP growth rates, while sp ecialisation in
low and medium-low t echnology i ndustries y ields lower g rowth rates.
Increasing global competition requires OECD regions to move up the v alue
chain in order to stay competitive. Competitive regions tend to move towards
more knowledge-intensive an d h igher v alue-added ac tivities, b oosting
productivity levels and consequently growth, while labour and material-

intensive industries decrease in importance. Sweden is no exception to this
trend. Labour and m aterial-intensive industries such as foo d processing,
textiles and metals have stagnated or even decreased in importance, while
high-technology sec tors su ch a s chemicals, b iotechnology, information
technology, electronics and engineering have brought dynamism to regions
specialised in t hese i ndustries (F igure 1.31). I n contrast Swedish regions

specialised in medium-to-low-technology industries have stagnated during
the past decade.

Comparing specia lisation pa tterns over time r eveals that altho ugh
agglomeration regions are becoming more specialised in activities with high

value added, a number of regions adjacent to  agglomerations and rural
regions also specialise in such activities. Comparing specialisation patterns in
knowledge-intensive and high-technology industries over time am ong
Swedish TL3 regions reveals that:
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s

70
● Sweden’s agglomerations are among the most specialised regions in terms

of activities with high value add ed. S kåne an d Västra G ötaland are

becoming more specialised in high-technology industries while Stockholm

is becoming less so, and instead is specialising in knowledge-intensive

services, especially business activities and finance and insurance. 

● A number of regions adjacent to agglomerations specialise in activities with

high value added and are becoming more specialised over time. 

❖ Blekinge, adjacent to Skåne, is the third most specialised region in high-

technology ind ustries. Over t he p ast d ecade it ha s bec ome mor e

specialised in this area and in knowledge-intensive activities. 

❖ Uppsala, adjacent to Stockholm, is the second most specialised region in

knowledge-intensive activities. Although it has lost ground in this sector,

it has gained specialisation in high-technology industries. 

Figure 1.31. Specialisation in employment by sectors 
and GDP per capita growth (TL3), 1993-2005

Source: Authors’ calculations based on Statistics Sweden data.
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e 

3.0
❖ Finally Värmland, north of Västra Götaland, has gained some specialisation

in high-technology industries over the past decade. Nonetheless, it remains
highly specialised in low-technology industries. 

● A number of predominantly rural Swedish regions, according to the OECD
typology, are moving towards more value-added activities. Östergötland is
most s pecialised in  hig h t echnology, a nd a lthough it  ha s become less

specialised in this sector over the past decade it is increasingly specialised9

in knowledge-intensive activities. Västerbotten and Örebro. have become
more specialised in high-technology industries over the past years.

In contrast a number of Swedish predominantly rural regions specialised

in medium-low and low-technology industries have become even more
specialised over the past 14 years. Swedish TL3 regions that were among the
most specialised in medium-low-technology act ivities in 1993 and have

Figure 1.32. Regional specialisation in high technology, and knowledge intensiv
industries (TL3), 1993 and 2007

Source: Authors’ calculations based Statistics Sweden data.
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3.0
become more specialised include Jönköping, Gävleborg, Västmanland, Kalmar

and Värmland. Similarly, regions that were specialised in low-technology

industries in 1993 and have become more specialised inc lude Jönköping,

Kalmar, Halland, Kronoberg, Värmland and Dalarna. Specialisation does not

imply increases or declines in overall employment levels in these sectors

rather i t compares the proportion of workers that ar e employed in these

sectors relative to all  economic ac tivities in comparing to  the proportion

observed in all other Swedish regions. 

Innovation

Innovation is a key factor of growth in OECD countries. Globalisation and

rapid advances in new technologies, notably ICTs, reinforce the importance of

innovation by creating new sources of competition and opening new markets for

Figure 1.33. Regional specialisation in medium-low 
and low-technology industries (TL3), 1993 and 2007

Source: Authors’ calculations based on Statistics Sweden data.
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innovative products and services. There is  mounting pressure for OECD

countries to move up the value chain and to engage in a continuous process of

adjustment and innovation. Recent empirical evidence across OECD countries

confirms the link between innovation – the introduction of a new or significantly

improved product (good or service), process, or method – and growth.

At the regional level the link between innovation and growth is also

apparent (OECD, 2009). Indeed if the  regional business environment is  not

dynamic and innovative, economic benefits from human capital investments

and infrastructure are unlikely to accrue in the target region. In recent years

the notion of innovation has broadened. In particular interest has grown in

non-technological form s of in novation ( e.g. organisational c hanges,

marketing, des ign, etc .) and their c ontribution to productivity growth. The

main focus of non-technological innovation is the services sector. 

Although Sweden ranks among the most innovative-intensive economies

in OECD countries at t he national level (s ee Section 1.1), it  has room for

improvement. In particular it n eeds t o transform it s h igh levels of R&D

expenditures more efficiently into productivity growth at both regional and

national levels. Innovation is dominated by the small number of la rge firms

that account for the b ulk of  R &D investments. Th ese large f irms have

international ties and are mostly located in Sweden’s main agglomerations.

Encouraging en trepreneurial activity an d S MEs ca n h elp to  di ffuse th is

knowledge to other firms, economic sect ors and regions. Adequate levels of

human capital, more efficient interaction and sharing of knowledge, a healthy

business environment and effective networks of relevant stakeholders (triple

helix model) are key means of improving the commercialisation of innovation

and the efficiency of the system as a whole.

Sweden’s regional innovation systems

Large firms are less prominent in Sweden than in other OECD countries but

they employ a lar ger share of the  workforce. Large enterprises (more than

250 employees) absorb a higher proportion of the total workforce in Sweden (38%)

that the average in 21 OECD countries (35%). However, they are less numerous

(0.19%) than in 20 other OECD countries (0.22%). This means that on a verage

Sweden’s few large firms absorb a larger share of workforce. Small firms are more

abundant in Sweden (99%) than on average in OECD countries, but they employ a

smaller share of the workforce, 44% as opposed to the OECD average of 48%.

A few large Swedish f irms are the source of  most R&D expenditures.

According t o the i ndex o f g eographic concentration a mong T L2 regions,

Sweden has the strongest concentration of R&D expenditures among OECD

countries (Figure 1.35). This high degree of concentration is driven by the

presence of a few firms that account for the bulk of national R&D expenditures
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and a re mostly l ocated in Sweden’s m ain ag glomerations. Strong

concentration of R&D expenditures can l imit the diffusion of knowledge to

other sec tors and f irms a nd t o oth er regions, unless th ere are a dequate

transmission mechanisms and sufficient capacity to absorb and adapt these

technologies in other sectors and regions. 

Most patenting activity in Sweden is carried out in agglomeration regions

or regions adjacent to them. Like R&D, patenting activity is very concentrated.

According to the index of geographic concentration, Sweden displays the third

highest concentration of patents among TL2 regions and above OECD average

levels a mong T L3 r egions (F igure 1.36). The bulk of Sw edish p atent

applications (68%) are from TL3 regions with economies of agglomeration (29%

in Stockholm, 20.5% in Västra Götaland and 19.4% in Skå ne). More than half

Figure 1.34. Employment and number of firms in the manufacturing 
and market services industries, by firm size, 2005

Note: small enterprises are defined  as those  employing fewer than 50 w orkers, medium-sized enterprises bet
50 and 250 workers, and large enterprises mor e than 250 workers. Market services e xclude financial intermedi
(ISIC 65-67) and community, social and personal services (ISIC 75-99).

Source: OECD (2008), Structural and Demographic Business Statistics (SDBS).
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(54%) of the remaining 32% of patent applications are from regions adjacent to
agglomerations: 7.7%  adj acent to S tockholm i n Uppsala (5.6%) and

Södermanland (2 .1%); 5.8% adjacent to Västra Götaland in Vä rmland (1 .3%),
Jönköping (2.1%) and Halland (2.4%); and 3.7% adjacent to Skåne in Blekinge
(0.8%), Kronoberg (0.5%) and Halland (2.4%).

There is room to spread the creation of new knowledge to more Swedish
regions and to en courage more non-technological forms of innovation. The
high concentration of R&D intensity and patenting activity in Sweden shows
that the creation of knowledge occurs mainly in agglomeration regions and is
a main driver of Swedish innovation. Innovation in Sweden has been the
result of the R&D  investments of large firms with links w ith international

businesses. Innovation of thi s type is car ried o ut main ly within the
boundaries of these l arge multinational fi rms. There is r oom however to
spread this n ew kn owledge i nto other s ectors and other regions and to
encourage non-technological forms of innovation by other actors.

Figure 1.35. Geographic concentration index for research 
and development (TL2), 2005

Source: Authors’ calculations based on OECD Regional Database (2009).
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Small an d medi um-sized en terprises ( SMEs) can improve th e

commercialisation of innovation, technology tr ansfer and tec hnology

absorption. A lthough the  capacity to  inn ovate ha s tr aditionally b een

understood as the ability to create new knowledge, OECD research suggests that

non-technological forms of innovation and the capacity to anchor, diffuse and

absorb innovation play an equally important role. Encouraging SME activities in

Sweden can assist in the latter process by fostering the creation of knowledge

beyond the la rge multinational firms, enhancing their capacity to  absorb

innovation and therefore improving the diffusion of innovation. 

In Sweden, although most entrepreneurial activity occurs in the three

main a gglomerations, new s tart-ups also  arise i n ru ral r egions. Since

entrepreneurs create SMEs, business start-ups are often used as a proxy for

entrepreneurial ac tivity. Th e e ntry an d e xit o f co mpanies i s a k ey

component of t he industrial dynamics of regions. In a  process of creative

destruction, new innovative firms replace older firms. In Sweden, although

Figure 1.36. Inequality in patent applications 
among TL2 and TL3 regions, 2005

Source: Authors’ calculations based on OECD Regional Database (2009).
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61.2% of  entr epreneurial  act iv ity  i s  located in  the thr ee main

agglomerations – St ockholm (31 .5%), Vä stra Götaland (16 .3%) a nd Skåne

(14%) – rur al regions can also be suc cessful loc ations of entrepreneurial

activity. In fact, from 1998 to 2007, rural regions recorded faster growth of

new start-ups (Figure 1.37). 

Chapter 2 di scusses policies aimed at pr omoting th e di ffusion o f

knowledge b y better link ing the u niversity-industry-government

relationships. In addition it also discusses policy actions geared to improve

the commercialisation of i nnovation a nd en trepreneurial a ctivity. T hese

efforts will assist in spreading innovation to m ore economic activities and

geographic areas as well as to better absorb innovation. 

Administrative and functional regions and linkages between regions

Regions are defined by their administrative borders, and institutions and

administrative bodies have responsibility for p roviding p ublic goods and

services within their boundaries. However, administrative borders do not

necessarily correspond to the economic (e.g. functional) nature of the region.

This creates tensions for co-ordinating policies to deliver services adequately

to different areas. For example, an area with a l ow employment rate that is

located in an administrative region with a high employment rate may receive

Figure 1.37. Swedish start-up firms and annual average 
growth rates (TL3), 1998-2007

Source: Authors’ calculations based on OECD Regional Database (2009).

% share of new start-ups, 2007 Annual average growth of new start-ups, 1998-2007% %

0

5

10

15

20

25

30

35

Stoc
kh

olm

Väs
tra

 Göta
lan

d
Skå

ne

Upp
sa

la

Öste
rgö

tla
nd

Hall
an

d

Jö
nk

öp
ing

Söd
erm

an
lan

d

Dala
rna

Öreb
ro

Värm
lan

d

Norr
bo

tte
n

Väs
tm

an
lan

d

Gäv
leb

org

Väs
ter

bo
tte

n

Kalm
ar 

Väs
ter

no
rrl

an
d

Kron
ob

erg

Jä
mtla

nd

Blek
ing

e

Gotl
an

d
0

2

4

6

8

10

12
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 201082



1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
no assistance from the national government to boost employment through

active labour market policies. 

Yet a functional economic region is the logical basis for regional economic

development since it maximises activities that are important to such a region’s

development. Medium and long-term planning should therefore take account of
such functional boundaries. Administrative regions will necessarily differ from

functional regions given changing commuting patterns in the latter and the costs
and difficulties associated with modifying administrative borders by reorganising

local government structures. Moreover, changes in administrative borders can
work against long-term development plans. 

When linkages among administrative regions are strong, it is possible to
exploit the advantages of functional regions, especially when there are dense

networks, such as good transport connections, high levels of social capital,
strong social cohesion, and good communication infrastructure. These can

help provide a better match between employers and workers, help spread the

benefits of agglomerations, thicken networks and consequently markets, and
help spread knowledge and innovation over a larger area. 

Certainly, where possible, merging administrative units to c over larger
areas can bring benefits by reducing the cost of providing expensive public

goods and services (e.g. health care) through economies of s cale. This would
mainly concern denser metropolitan areas. In regions with low density, such

benefits should be weighed against the costs o f expanding administrative
borders since a la rger te rritory may reduce the capacity of sub-national

governments to take adequate account o f citizens’ needs and to  design
regional development p lans that exploit local comparative advantages.

Furthermore, in  large, sparsely populated areas with low network density
account should be taken of the adverse effects of fragmented markets. This

issue is further discussed in Chapter 3.

Sweden’s functional regions have increased in size and declined in numbers
by almost half since the 1970s. There are two main definitions of Sweden’s

functional regions. One, by the former state agency Nutek, defines 72 functional
labour market regions for 2005 that are used for economic analysis and

forecasting. The second, by Statistics Sweden, defines 82 local labour market
regions in 2006. The latter illustrates how labour market regions changes year by

year. The number of local labour market regions has declined from 187 in the
1970s to the current 82 (Figure 1.38). The enlargement of labour markets reflects

the increasing trend towards economic concentration in Sweden during the past
decades, technological advances allowing for longer commuting times, and a

more integrated economy which facilitates migration. 

Functional regions and municipalities with thicker markets have a greater
capacity to mobilise the workforce. Local labour market regions with higher
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density of population display lower rates of unemployment both prior to the
crisis and after the  crisis (Figure 1.39). This r elationship is  also observable
among municipalities (Figure 1.40). More densely populated municipalities
display lower rates of unemployment as opposed to lesser densely populated
municipalities, especially after the crisis (i.e. 2009). This reveals the vulnerability
of sparsely populated municipalities to the adverse effects of the crisis. 

Figure 1.38. Swedish local labour market regions, 1970 and 2005

Source: Statistics Sweden. 

Local Labour market regions 2005

Local labour market regions 1970
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International mi gration primarily concerns ur ban and i ntermediate
regions. Over two-thirds of international migrants arriving in Sweden flow
into the three main agglomeration regions: 32% to Stockholm, 19% to Skåne
and 15% to Västra Götaland in 2007. In relation to population, the incoming
flow of migrants to agglomeration regions, especially Stockholm and Skåne, is

higher than in other regions (Figure 1.41). This can represent a challenge for
these r egions gi ven the pr opensity o f international migrants to  be

Figure 1.39. Unemployment rates and population density 
in Swedish local labour market regions, 2007 and 2009

Source: Authors’ calculations based on data from Statistics Sweden.
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unemployed. Agglomeration regions will need to make an effort to facilitate
the transition of international migrants into the labour force (e.g. through
training programmes) and to integrate them into Swedish society in order for
them to participate in the regions’ productive activities.

Domestic migration f lows reveal that densely populated regions are

attracting highly skilled workers from less densely populated regions. For low-
density regions, migration might come at a cost, as the propensity to migrate
is much higher among the highly skilled, leaving the region with a majority of
less skilled workers. To become more competitive low-density regions should

Figure 1.40. Unemployment rates and population density 
in Swedish municipalities, 2007 and 2009 

Source: Authors’ calculations based on data from Statistics Sweden.
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seek to bec ome more a ttractive to high skilled  workers, by incentivising

inflows of forei gn and national private capital, improving their accessibility

and connectivity to other regions, and by identifying untapped resources that

are potential sources of dynamic advantages and endogenous growth.

Regression analysis (see Annex 1.A4) reveals a ne gative relation between

densely populated regions and the ratio of l ess sk illed to  h ighly skilled

migrants, thus indicating a brain drain, or departure of the highly skilled, from

less dense to very dense regions. This brain drain can represent a significant

loss in terms of human and fiscal resources. 

Although urban-rural linkages are good in s everal Swedish regions

adjacent t o agg lomerations, there is room for improvement in  ot hers in

order to  spread the benefits o f agglomeration to a  l arger area. Analysis

carried o ut pr eviously i n thi s c hapter su ggests that b enefits o f

agglomeration ar e s preading t o so me adj acent r egions an d vi ce v ersa

through st rong linkages as the c ase of St ockholm a nd Up psala, w hich

almost represent a c ommon f unctional region, o r Bl ekinge, a djacent to

Skåne. In c ontrast t he lin kages are significantly lower in Söd ermanland

adjacent to Stockholm and Halland adjacent to Västra Götaland and Skåne.

There a ppears to b e r oom t o improve link ages b etween S tockholm-

Södermanland, Västra Götaland-Halland and Skåne-Halland and thus spread

the benefits of agglomerations to a larger area.

Figure 1.41. Number of international migrants as a share 
of population (TL3), 2007

Source: Authors’ calculations based on data from Statistics Sweden. 
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The number of functional regions contained in administrative regions varies

significantly in Sweden from one in Stockholm to ten in Norrbotten among TL3
regions, and from one in Stockholm to 18 in Övre Norrland among TL2 regions.
On average there are four functional regions in Swedish TL3 regions and ten in
TL2. The n umber of fu nctional regions contained in a gglomeration TL3 r egions
also varies significantly – one in Stockholm, three in Skåne and nine in Västra
Götaland (Table 1.8). The mism atch between administrative and functional

regions is not a specifically Swedish issue and is a challenge in most OECD
countries, and in general it also varies considerably from one region to another.
The fragmentation of labour market regions calls for enhanced horizontal cross-
sectoral co-operation by local governments and improved spatial planning at the
functional scale of regions. Concerning mergers of regions, as currently discussed
in Sweden, in-depth cost-benefit analysis is needed before conducting them;

especially in sparsely populated regions. This is further discussed in Chapter 3
(Section 3.2).

Table 1.8. Number of functional regions in Swedish 
administrative regions (TL2 and TL3), 2007

Source: Authors’ calculations based on data from Statistics Sweden.

TL3 TL2

Administrative regions # labour market regions Administrative regions # labour market regions

Stockholm 1 Stockholm 1

Uppsala 2 Östra Mellansverige 12

Södermanland 3 Sydsverige 4

Östergötland 2 Norra Mellansverige 17

Örebro 4 Mellersta Norrland 6

Västmanland 3 Övre Norrland 18

Jönköping 4 Småland med öarna 12

Kronoberg 3 Västsverige 10

Kalmar 4

Gotland 1

Blekinge 2

Skåne 3

Halland 2

Västra Götaland 9

Värmland 7

Dalarna 6

Gävleborg 4

Västernorrland 4

Jämtland 2

Västerbotten 8

Norrbotten 10

Average 4 10
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In terms of the density and the geographic size of Swedish TL3 regions, six
display a larger surface area and lower population density than the OECD average.
All Swedish TL3 regions are less densely populated than the average of OECD TL3
regions. Västernorrland, Västra Götaland, Dalarna, Jämtland, Västerbotten and

Norrbotten are larger, in terms of land area, than on average OECD TL3 regions.
Large, sparsely populated regions typically have network flows of low density and
thus fragmented markets. Although the proposal to enlarge administrative
regions could reduce the cost of providing goods and services to the supplier this
would greatly increase transport costs for users. Consideration must be given to

the different need s of r egions, whic h m ay vary s ignificantly between
metropolitan areas and low density areas in the north. Enlarging administrative
regions in low density regions will not necessarily enlarge markets. In fact, when
network density is very low, markets may become further fragmented and the
capacity of sub-national governments to adequately take into account the needs
of citizens may be reduced. Debate on this issue has been lively in Sweden over

the past decade. The subject is addressed further in Chapter 3.

Growth in rural regions

Both urban and rural regions can exhibit high growth rates. The path to
high growth is quite diverse in OECD TL3 regions. In fact 44% of predominantly

rural OECD regions grew faster than the average of  all OECD TL3 regions
during 1 995-2005. Swedish rural regions should see k sustainable growth
strategies by mobilising their assets and resources instead of depending on
subsidies and transfers. Not only can they achieve sustainable growth rates in

Figure 1.42. Local labour market areas in Västra Götaland and Skåne, 2006

Source: Authors’ calculations based on data from Statistics Sweden. 

Västra Götaland – 9 f.r. Skåne – 3 functional reg. (f.r.)
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the medium and long term in this way, they will also be able to attract skilled

labour and investments. In S weden there are already signs of fast-growing

rural regions where a number of regions are finding successful ways to exploit

their assets and amenities. An important source of potential growth for the

medium and long t erm will come from renewable energy sources where a

number of Swedish regions can exploit comparative advantage in this area

and become global competitors. 

Although some Swedish regions are sparsely populated wi th remote

access to in ternational markets, the presence of amenities and abundant

natural resources can represent an important source of growth. Rural Swedish

regions are endowed with rich natural resources ranging f rom a  vast areal

land of forests in large parts of the country covering 23 of Sweden’s 41 million

hectares of total land area, mines and hydro power in the northern regions

and agriculture in southern regions. The combination of a vast geography and

cold climate in northern regions creates unique assets to these regions that

can be branded for to urism or to exploit niche mar kets ( see Boxes 2.16

and 2.17 in Chapter 2) in innovative ways.

A number of Swedish rural regions have high growth rates and only five have

grown more slowly than OECD rural regions on average. According to the OECD

regional taxonomy (see Annex 1.A1) among the six fastest-growing Swedish

regions in terms of GDP per capita over the past decade four are predominantly

Figure 1.43. Surface kilometres and density in Sweden 
and OECD TL3 regions, 2006

Source: Authors’ calculations based on OECD Regional Database (2009) and Statistics Sweden.
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rural regions: Uppsala (3.11%), Blekinge (3.07%), Norrbotten (2.40%) and Dalarna

(2.32%). Uppsala and Blekinge are adjacent to a gglomerations and benefit from

well functioning urban-rural linkages. Compared to all OECD rural regions only

Gävleborg, Halland, Gotland, Västernorrland and Värmland recorded lower GDP

per capita growth rates (Figure 1.44). 

One-third of Swedish regions, home of 17% of the workforce, grew more

slowly than the OECD average during the past decade. Seven regions recorded

slower annual average growth in GDP per c apita than the O ECD average:

Gävleborg (1.32%), Halland (1.36%), Västmanland (1.50%), Gotland (1.68%),

Västernorrland (1.73%), Värmland (1.87%), and K ronoberg (1.93%). All are

classified as rural regions according to the OECD typ ology. Among these,

Gävleborg recorded the highest unemployment rate in Sweden, Halland the

third lowest employment rate, and Kronoberg the sixth lowest. 

Sweden’s rural regions must particularly face the challenges of large
geographic distances, low density of population and cold climate. Common

challenges to  O ECD r ural r egions ar e the pr esence of low density o f

population, prevalence of distance and lack of critical mass; in Sweden these

challenges are particularly attenuated. Markets work best in h igh densely

connected networks yielding low co nnection and transaction co sts and

allowing for d ense interactions a mong market p articipants. I n order to

overcome these c hallenges Swedish rural r egions c an use tec hnology

(e.g. internet in particular) in  innovative ways, st rengthen coalitions among

different localities, and build upon existing connections and skills.

Figure 1.44. Level and growth of GDP per capita in predominantly 
rural OECD regions (TL3), 1995-2005

Source: Authors’ calculations based on OECD (2009) regional data.
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Sweden’s cold climate can bring  advantages to rur al regions as world

temperatures will likely rise in the coming decades. OECD research estimates
greenhouse gas (GHG) emission w ill rise w orld te mperature by four, and
possibly six degrees Celsius by 2100 without policy action (OECD, 2009). Policy
efforts aim to reduce the ri se to two degrees by 2100. The effects of higher
temperatures will produce a higher share of rainfall increasing Sweden’s
potential energy output in renewable hydroelectric energy sources. In addition

there will be more arable agricultural land, br inging new assets to Swedish
rural regions.

Sweden’s renewable energies represent an important share of  the total
primary energy supply where almost one third of total primary energy supply
is derived from r enewable e nergies (Figure 1.45). Th is ratio is  th e fourt h
highest among OECD countries. Greenhouse gas emissions orig inating from

energy pr oduction are exceptionally low g iven that the production of
electricity in Sweden is dominated by hydro and nuclear plant power and the
production of heat is by bio energy and waste incineration. Indeed Sweden is
ahead of many OECD  countries in  shifting towards a cleaner, low-carbon
economy. This secto r can  represent an  i mportant ar ea of co mpetitive
advantage for Sweden’s economy.

Renewable energies can represent an im portant source of su stainable
growth for rural regions given the location or o f natural resources and raw

Figure 1.45. Contribution of renewable to energy supply 
as a percentage of total primary energy supply, 2006

Source: OECD (2009), Factbook, OECD Publishing.
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
materials needed to generate renewable energies in these types of r egions.

About half of electricity production comes from hydro power which is located
mainly in northern rural regions. One fifth of the energy consumed in Sweden
is in bio energy. The forest industries represent a major user and producer of
energy based on biomass and forest industries are mainly located along the
coast. Wind energy is r apidly growing in Sweden, currently producing about

1.4 TWh of electricity (in 2007) from about 1 000 wind mills located in southern
rural regions and in rural coastal regions.

Rural regions need to ensure the benefits steaming from renewable energies
spillover to local economies and to other sectors. Converting primary materials

into renewable energy requires innovative intensive activities such as the
extraction of biomass from forest residuals or the production of electricity from
wind parks. Efforts and policies favouring renewable energies are already in place
such as the law on renewable electricity certificates, energy and waste taxations
as well as large R&D programmes with a focus on renewable energy. Policies

aimed to strengthen the l inks between universities and private firms and to
facilitate education programs tailored for these sectors will help increase the
supply of high skilled workers needed for these sectors. 

Notes

1. Sweden’s au to-industry se ctor has be come le ss com petitive wi th lo wer
productivity gains compared with other industries and declining shares of world
export and increasing large share of employment (Source: Fordonsindustrin i nationell
och regional belysning, WSP Group, 2009-03-10).

2. Source: The Swedish Social Insurance Agency.

3. The effects of commuting on productivity can be positive or negative. On the one
hand longer commuting time can reduce time sp end at the o ffice reducing
productivity. In addition an equality or gender aspect can decrease productivity
indirectly if  one person in  a household com mutes longer distances, the other
person m ight have to  work part-time, which no t would have been the case
otherwise, especially for families with younger children. O n the other hand
commuting might increase productivity if  it  can improve matching of labour
supply and demand in the labour market. 

4. The 1.1 m illion i nhabitants c orresponded t o the adm inistrative TL 2 r egion o f
Skåne. The metro-region of Malmö is also part of a larger metro-region of Öresund
encompassing Copenhagen.

5. The contribution to natio nal growth depends on the growth rate of e ach region
and their overall size (i.e. share of GDP). 

6. Västra Götaland has been severely hit by the crisis recording the largest job losses
(33 034) in absolute numbers from the 3r d quarter of 2008 to the 3r d quarter of
2009. Section 1.2.3 examines the impact of the crisis on Swedish regions.

7. Cross-border c ommuting (14 500 in 200 7) i nvolves ap proximately 1 % o f the
workforce.
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8. GDP p er c apita fi gures in Sö dermanland, V ästmanland and Halland ar e bi ased
downward due to the effects of commuting.

9. Becoming s pecialisation does not measures absolute i ncreases in employment,
rather it measures an increase in the ratio – of employment in a given sector in
relation to the sectors in the regions – relative to the ratio of the country. For more
information see Annex 1.A2.
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ANNEX 1.A1 

OECD Regional Classification 
and Regional Typology

Regional grids

In an y an alytical s tudy co nducted a t s ub-national level, d efining t he

territorial unit is  of p rime imp ortance, a s th e w ord region can  me an v ery

different things both within and among countries. In order to have a measure

that is comparable, the OECD has developed a regional typology for classifying

regions within each member country.

The cla ssification is ba sed on two t erritorial le vels. The hig her level

(Territorial Level 2 –  TL2) consists of 3 35 large regions, while the lower level

(Territorial Level 3 – T L3) is composed of 1 679 small regions. All the regions

are defined within n ational b orders an d in m ost cases c orrespond t o

administrative regions. Each TL3 region is contained within a TL2 region.

This classification – w hich, for European countries, is largely consistent

with t he Eur ostat cl assification – h elps t o compare r egions at  the s ame

territorial level. Indeed these two levels, which are officially established and

relatively st able in a ll membe r c ountries, a re use d a s a  framework for

implementing regional p olicies i n m ost countries. I n Sweden TL 2 re gions

corresponds to eight riksområden (NUTS 3 in EU) and TL3 to 21 län. 

OECD regional typology

The OECD typology cl assifies TL3 r egions as p redominantly ur ban, pr e-

dominantly rural and intermediate. This typology, based on the percentage of

regional population living in rural or urban communities, allows for meaningful

comparisons am ong r egions of the sam e type and le vel. The O ECD regional

typology is based on three criteria. The first identifies rural communities (kom-

mun in S weden) according to  population density. A co mmunity is defined as

rural i f i ts p opulation d ensity is  be low 15 0 inhabitants p er sq uare kilometre
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(500 inhabitants for Japan to account for the fact that i ts national population

exceeds 300 inhabitants per square kilometre). The second criterion classifies
regions according to the percentage of population living in rural communities.
Thus, a TL3 region is classified as: 

● predominantly rural (rural), if more than 50% of its population lives in rural
communities.

● predominantly urba n ( urban), if l ess t han 15 % of t he p opulation liv es in

rural communities.

● intermediate, if th e sh are of p opulation liv ing in rur al c ommunities is
between 15% and 50%. 

The third criterion is based on the size of the urban centres. Accordingly:

● A region that would be classified as rural on the basis of the general rule is
classified as intermediate if it has an urban centre of more than

200 000 inhabitants (500 000 for Japan) representing no less than 25% of the
regional population. 

● A region that would be classified as intermediate on the basis of the general
rule is c lassified as predominantly urban if i t has a urban centre of  more
than 500 000 inhabitants (1 000 000 for Japan) representing no less than 25%
of the regional population. 
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ANNEX 1.A2 

Specialisation Index

We defined the specialisation index as 

Where:

●  Yü is total employment of industry i in region j, 

●  Yj is total employment in region j of all industries, 

●  Yi is the national employment in industry i, and 

● Y is the total national employment of all industries.

A value of the index above 1 sho ws specialisation in a n industry and a

value below 1 shows non-specialisation.

Sp
Y Y
Y Yi
ij j

i
=

/
/
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ANNEX 1.A3 

Defining OECD Metro-regions

The me thodology t o d efine M etropolitan Re gions (M Rs) i s a  funct ional
definition t hat u ses t hree c riteria to d elineate M Rs: 1) population de nsity,

2) self-contained labour markets and 3) population size (see Table 1.A3.1 and
Figure 1.A3.1). The definition uses TL3 region as units of analysis. Since GDP
data are missing a t th e le vel of TL3  it m akes t he ex ceptions a nd/or
estimations, therefore comparisons a cross t he MR’s s hould b e t aken w ith
caution.

● In Canada MRs are defined according to: Census Metropolitan Areas (CMA).

● In the United States MRs are defined according to: Metropolitan Statistical
Areas (MSA).

● In A ustralia a nd S witzerland w e ap ply the O ECD metro-definition an d
estimate GDP at TL3 from remuneration data.

● For M exico w e ap ply t he OEC D me tro-definition us ing municipalities as

building blocks and estimate GDP with remuneration data.
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Table 1.A3.1. Criteria to classify OECD metro regions

a) Population density: It selects Predominantly Urban regions according to the OECD Regional Typology. 
According to this definition, OECD (2005, pp. 205-206) classifies TL3 regions on the basis of the percentage 
of population living in rural communities. Then a TL3 region is classified as Predominantly rural if more than 50% 
of its population lives in rural communities (a community will be a TL3 rural community if its population density is 
below 150 inhabitants per square kilometer (500 inhabitants for Japan)). As Predominantly urban if less than 50%
of the population lives in rural communities. And Intermediate, if the shape of the population living in rural 
communities is between 15% and 50%.
Later on, a region classified as rural is reclassified as intermediate if it has an urban centre of more than 200 000 inhabitants 
(500 000 for Japan). And a region classified as intermediate is reclassified as urban if it has a urban centre of more than 
500 000 inhabitants (1 000 000 for Japan) representing no less than 25% of the regional population.

INTERMEDIATE STEP: This consists in checking if the Predominately urban region selected in the first step is bigger 
than 1 000 000 inhabitants. If the amount of population of the TL3 is lower than this measure, the region is rejected.

b) Self-contained labour market: The second step consist in calculating a net commuting rate (NCR) using workers’ 
commuting flows for each of the regions. If the NCR is higher than 1.10, then the region has significant exchanges 
with other regions, and the proposal is to aggregate neighbouring regions with a negative commuting rate – either PU 
or Intermediate (IN) but not Predominantly rural (PR) – and recompute the NCR for the combination of PU areas. But 
if the commuters’ account is lower than 10% of the resident labour force, the region is considered to be self-contained 
and to delimit an integrated economic space (functional region).

Three criteria have been taken into consideration when deciding the sequence for adding neighbouring regions 
to the pivot region:
● Geographical proximity: select the neighbouring regions first.

● Commuting rate: begin with the region with the lowest commuting rate.

● Transport infrastructure: if appropriate, consider non-neighbouring regions connected to the pivot region by
highways, railway, etc.

c) Population size: It is considered a metro region if its population is above 1.5 million people.

a) Population density: It selects Predominantly Urban regions according to the OECD Regional Typology. 

According to this definition, OECD (2005, pp. 205-206) classifies TL3 regions on the basis of the percentage of population 
living in rural communities. Then a TL3 region is classified as Predominantly rural if more than 50% of its population lives 
in rural communities (a community will be a TL3 rural community if its population density is below 150 inhabitants per 
square kilometre (500 inhabitants for Japan)). As Predominantly urban if less than 50% of the population lives in rural 
communities. And Intermediate, if the shape of the population living in rural communities is between 15% and 50%.
Later on, a region classified as rural is reclassified as intermediate if it has an urban centre of more than 200 000 inhabitants 
(500 000 for Japan). And a region classified as intermediate is reclassified as urban if it has a urban centre of more than 
500 000 inhabitants (1 000 000 for Japan) representing no less than 25% of the regional population.

INTERMEDIATE STEP: This consists in checking if the Predominently urban region selected in the first step is bigger 
than 1 000 000 inhabitants. If the amount of population of the TL3 is lower than this measure, the region is rejected.

b) Self-contained labour market: The second step consist in calculating a net commuting rate (NCR) using workers’ 
commuting flows for each of the regions. If the NCR is higher than 1.10, then the region has significant exchanges 
with other regions, and the proposal is to aggregate neighbouring regions with a negative commuting rate – either PU 
or Intermediate (IN) but not Predominantly rural (PR) – and recompute the NCR for the combination of PU areas. But 
if the commuters’ account is lower than 10% of the resident labour force, the region is considered to be self-contained 
and to delimit an integrated economic space (functional region).
Three criteria have been taken into consideration when deciding the sequence for adding neighbouring regions to the 
pivot region:
● Geographical proximity: select the neighbouring regions first.

● Commuting rate: begin with the region with the lowest commuting rate.

● Transport infrastructure: if appropriate, consider non-neighbouring regions connected to the pivot region by
highways, railway, etc.

c) Population size: It is considered a metro region if its population is above 1.5 million people.
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Figure 1.A3.1. Criteria to classify OECD metro regions

Source: OECD (2005), Comparing Global Cities Proposal for an OECD Definition of Metropolitan Regions, OECD
Publishing, Paris.

TL3 Regions

Yes No

Predominant urban region

Yes No

Yes No

Yes

No

A 

C 

B 

Does not meet criteria of population

Yes

OECD metro-region

Is the population higher than 1.5 million inhabitants?

Adding urban or intermediate regions next to the urban region
taken into account is the commuting rate lower than 1.1?

Is the commuting rate lower than 1.1? Does not meet criteria of population

Has the predominantly urban region more than 1 000 000 inhabitants?

Does not meet criteria of population density

Less than 15% of the population lives in communities
with a population density below 150 inhabitants per km2 Urban density

Self-contain LM

Population size
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2010100



1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
ANNEX 1.A4 

Migration Flows

Analysis st udying determinants o f migration f lows th rough OL S
(Ordinary Lea se Squares) r egressions in Swedish Regions is p resented in

Table 1.A4.1. As can be seen foreign migration inflows (models 1 a nd 2) and
total m igration inf lows ( models 3 a nd 4)  a re strongly c orrelated w ith
population density of the destination region. This is not surprising given that
density captures also the size of the regional labour market. 

More interestingly, the size of the coefficient for density is larger in the
regressions for skilled migration inflows (models 1 a nd 3) t han for u nskilled

migration in flows (mod els 2 a nd 4) a nd t his is p articularly tr ue for w hat
concerns i nternational m igration ( e.g. a Ch ow te st yi elds a c hi sq uared
statistics of 45.86, strongly rejecting the null hypothesis that the coefficient for
density is the same for skilled and unskilled foreign migrants). 

This r esult c an be in terpreted a s e vidence th at mor e dense or

agglomerated regions manage to attract higher inflows of educated migrants,
with possible positive e ffects o f their human capital endowments. Model 5
provides s ome d escriptive e vidence th at l ow p opulated regions can
experience o utflows o f educated people ( brain drain) t o the ad vantage o f
highly populated, more densely populated regions. In fact, the ratio between
the outflows of skilled and unskilled individuals is decreasing with population

density, ba sically m eaning that lo w p opulated r egions a re los ing a higher
fraction of their skilled through the internal migration process. 

For what concerns the other variables, the unexpected positive sign on
the unemployment probably reflects an issue of reverse causality, the higher
unemployment rates of migrants exp laining the p ositive c orrelation. This
interpretation is  s upported b y th e f act th at th e u nemployment r ate is

statistically significant only for the international migrants, those experiencing
more problems in labour market participation. The tertiary enrollment rate is
positively correlated with migration inflows, and it is  not significant only for
the total unskilled migration inflows.
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Table 1.A4.1. Foreign and national migration in Swedish regions

Note: Robust standard errors are in italic and *** r epresents statistically significance at 99%, ** at 95%
and* at 90%
In model 1 and 2 the dependent variables are count of skilled and unskilled foreign migrants’ inflows
to the region (in logs). In model 3 and 4 the dependent variables are count of  ski lled and unskilled
internal migrants, foreign and national, from all Swedish regions (in logs). Model 5 is the ratio between
outflows of skilled and unskilled individuals from the ration (both in log)
1. The tertiary schooling rate is the ratio between the number of male and female individuals enrolled

in tertiary education and the population in working age (15-64)

Source: Authors’ calculations based on data from Statistics Sweden.

A s econd re gression analysis presented in  T able 1.A4.2 replicates the

exercise but excludes from the sample the regions with the largest cities, i.e.

Stockholm, Skåne, and Västra Götaland. These three regions are the only ones

that h ave seen rema rkable v ariations in both foreign a nd total migr ation

inflows and outflows in the decade 1998 and 2007 (Figure 1.A4.1), all the others

having s teady net migration rates. It  is in teresting to s ee t hat th e

OLS OLS OLS OLS OLS
(model 1) (model 2) (model 3) (model 4) (model 5)

Skilled 
foreign

Unskilled 
foreign

Skilled 
internal

Unskilled 
internal

Outflow ratio 
skilled/unskilled

Lag log density 0.723*** 0.591*** 0.494*** 0.412*** –0.0118***

(–0.069) (–0.062) (–0.049) (–0.039) (–0.003)

Lag unemployment rate 0.105*** 0.0610* 0.0333 0.00928 0.00363**

(–0.033) (–0.035) (–0.025) (–0.023) (–0.002)

Lag log GDP per capita 0.337 0.292 0.227 0.113 0.0126

(–0.568) (–0.482) (–0.384) (–0.273) (–0.010)

Lag tertiary school rate1 23.03*** 10.93*** 18.42*** 0.13 2.686***

(–2.768) (–2.363) (–1.902) (–1.725) (–0.138)

Year 2001 0.386 0.291 –0.0185 0.273* –0.0506***

(–0.257) (–0.241) (–0.184) (–0.156) (–0.008)

Year 2002 0.613** 0.536** 0.167 0.129 0.0102

(–0.270) (–0.260) (–0.193) (–0.171) (–0.010)

Year 2003 0.552** 0.548** 0.316 0.0842 0.0430***

(–0.273) (–0.261) (–0.193) (–0.174) (–0.011)

Year 2004 0.451* 0.41 0.321* 0.0154 0.0540***

(–0.272) (–0.255) (–0.188) (–0.170) (–0.011)

Year 2000 0.238 0.118 0.0737 0.000985 0.0111

(–0.292) (–0.315) (–0.199) (–0.175) (–0.009)

Year 2006 0.3 0.664** 0.251 –0.0902 0.0883***

(–0.295) (–0.294) (–0.198) (–0.18) (–0.011)

Year 2007 0.702** 0.784*** 0.367* –0.0927) 0.102***

(–0.304) (–0.294) (–0.206) (–0.186) (–0.011)

Constant –2.053 –1.512 2.919 4.11 0.962***

(–6.873) (–5.834) (–4.642) (–3.316) (–0.122)

Observations 148 148 148 148 148

R-squared 0.538 0.466 0.563 0.535 0.813
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unemployment rate has now the expected negative sign, significant for the

total migration rates. This suggests that the foreign migrants’ unemployment
problem, driving the r everse c ausation in Table 1.A4.1, is l ess imp ortant
outside the largest agglomerates. I t is e ven more interesting to observe that
when excluding the more dynamic regions in the model the tertiary education
rate is  hig hly c orrelated w ith ski lled migration inf lows, i nsignificantly
correlated with foreign unskilled inflows, and negatively correlated with total

inflows. While re verse c ausality is a n i ssue he re, t he fi nding gives s ome
suggestive e vidence of  a  c omplementarities bet ween ef forts to  r aise
participation in t ertiary ed ucation a nd c apacity to a ttract s killed fo reigners
and return of the skilled.

Failing to at tract educated migrants and to  retain the locally educated
labour force can imply substantial costs for regional competitiveness. Raising

the quality and attractiveness of the regional educational infrastructure at the
upper-secondary and tertiary level can be t he only way to r aise the regional
human capital endowments in the medium-long term, as there might be little
hope to wait for mig rants to f ill the skil l gap: ski lled international migrants
tend to converge to those regions where skilled natives are. The brain drain, or
departure o f t he h ighly s killed, can  b e co untered t hrough strengthened

connections between educational institutions and the local job market, and
regional p olicies c an c ontribute to a  bet ter net working of busi nesses a nd
universities ( for example coordinating “ Career S ervices” within t he
universities, w here local b usinesses c an p ost d emands for “ stages” and
training). In less dense and less urbanised regions, where labour markets are

less diversified, a  s tronger foc us on t echnical ed ucation m ight be  nee ded.
Vocationally-oriented p rogrammes a t up per-secondary le vel, p rofessional
degrees a t univ ersity le vel, in- company a nd labour ma rket tr aining
(continuing v ocational tr aining), m unicipal a dult ed ucation a re a ll op tions
that m ight r educe th e inc entives o f ed ucated to  le ave, th us r educing th e
competitiveness and fiscal cost of the regional brain drain.
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Table 1.A4.2. Foreign and national migration in Swedish Regions, excluding 
large agglomerations

Note: Robust standard errors are in italic and *** r epresents statistically significance at 99%, ** at 95%
and* at 90%
In column 1 and 2 the dependent variables are count of skilled and unskilled foreign migrants’inflows
to the region (in logs). In column 3 and 4 th e dependent variables are count o f skilled and unskilled
internal migrants, foreign and national, from all Swedish regions (in logs).

Source: Authors’ calculations based on data from Statistics Sweden.

OLS OLS OLS OLS
(model 1) (model 2) (model 3) (model 4)

Skilled foreign Unskilled foreign Skilled internal Unskilled internal

Lag log density 0.140*** 0.104 0.0883** 0.0933*

(–0.048) (–0.072) (–0.036) (–0.055)

Lag unemployment rate –0.0429 –0.0723* –0.0649*** –0.0718***

(–0.028) (–0.038) (–0.020) (–0.027)

Lag log GDP per capita 1.714 2.373* 0.726 0.443

(–1.06) (–1.28) (–0.69) (–0.75)

Lag tertiary schooling rate 13.36*** 2.496 11.69*** –5.582***

(–2.308) (–2.805) (–1.773) (–2.085)

year 2001 –0.0441 –0.101 –0.281*** 0.261**

(–0.124) (–0.156) (–0.097) (–0.113)

Year 2002 0.0895 0.0332 –0.149* 0.0599

(–0.115) (–0.148) (–0.081) (–0.106)

Year 2003 0 0 0 0

0 0 0 0

Year 2004 –0.0487 –0.106 0.053 –0.0305

(–0.105) (–0.131) (–0.079) (–0.108)

Year 2000 –0.199 –0.387* –0.153 –0.00347

(–0.160) (–0.232) (–0.118) (–0.137)

Year 2006 –0.0318 0.254 0.116 –0.0345

(–0.187) (–0.25) (–0.124) (–0.153)

Year 2007 0.188 0.166 0.118 –0.119

(–0.216) (–0.246) (–0.14) (–0.161)

Constant –16.09 –24.58 –1.271 1.446

(–12.960) (–15.760) (–8.508) (–9.216)

Observations 124 124 124 124

R-squared 0.298 0.264 0.448 0.332
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1. REGIONAL DEVELOPMENT IN SWEDEN: TRENDS, ACHIEVEMENTS AND CHALLENGES
Figure 1.A4.1. Net foreign immigration in Skåne, 
Stockholm and Västra Götaland

Source: Authors’ calculations based on data from Statistics Sweden.
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Chapter 2 

Exploiting Cross-sectoral Synergies 
through Regional Policy in Sweden

Reinforcing Sweden’s capacity to sustain growth and equi ty in the
long term requires synergies among sectoral policies at the national
and r egional scale i n or der t o en hance innovation a nd
entrepreneurship in all regions. Building on the government’s renewed
commitment to regional growth policy, recent initiatives have focused
on promoting business development in  all p arts of the country
including sparsely populated regions. Further efforts to facilitate the
diffusion of knowledge and to improve the funct ioning of r egional
labour markets through more effective urban-rural linkages could
help maximise regional growth potential. This chapter starts with an
overview of recent regional policy in Sweden. It then discusses policy
options to strengthen regional innovation systems, to fully exploit
regional skills, and to explore regional opportunities for green growth.
Finally, it considers ways to better link infrastructure investment with
regional development priorities.
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2. EXPLOITING CROSS-SECTORAL SYNERGIES THROUGH REGIONAL POLICY IN SWEDEN
Introduction

Sweden’s u ncommon econ omic and so cial su ccess stor y o ften

commands international attention. A world leading exporter in both resource-

based industries ( timber, hydropower, i ron ore) and knowledge-intensive

industries (ICT, automotive industry, pharmaceuticals), Sweden has achieved

a seemingly ideal c ombination o f prosperity and welfare with a visible

regional dimension. More than half of Sw eden’s population of 9 million has

concentrated in the three major urban regions (Stockholm, Västra Götaland

and Skåne) which have consistently accounted for the bulk of national growth,
while an ambitious fiscal equalisation system balances public service delivery

levels throughout the country.

Whether Sweden can sustain economic growth and fulfil its deep-rooted

societal choice of equity in th e long term will largely depend on its ability to

continue to generate jobs and revenues in a heterogeneous economy. This

means a forward-looking policy mix that helps translate structural adjustment
into employment growth a nd promotes endogenous innovation. In this

respect, synergies among sectoral policies at the national and regional scale

are essential to  ensure a business and living environment conducive to

exchanges of  knowledge a nd ent repreneurship. M oreover, p olicies w ill

increasingly need to fa ctor in th e asymmetric impact that global challenges

are having on Sw edish regions. The financial crisis has severely hit regional

economies; demographic ageing and rising expenditure for long-term elderly

care will reinforce fiscal pressures on the regions with the highest dependency

ratio; and growing awareness of policy needs in terms of  c limate change

mitigation and adap tation is opening new economic prospects in several
regions. Building on the government’s renewed commitment to  promote a ll

regions’ competitive advantages, the collective capacity of Swedish actors to

exploit regional assets in serving national strategic goals in the long term will

largely determine the success of  the ongoing regionalisation reforms in

Sweden.

This chapter starts with an overview of recent regional policy in Sweden.
It then discusses policy options to strengthen regional innovation systems by

building on the regional dimension of innovation policy, better exploiting

regional skills, and exploring regional opportunities for green growth. Finally,

it considers ways to  better link infrastructure investment with regional

development priorities.
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2. EXPLOITING CROSS-SECTORAL SYNERGIES THROUGH REGIONAL POLICY IN SWEDEN
2.1. The transition towards “regional growth policy” in Sweden

Reinventing welfare with a regional perspective

Regional policy in Sweden is int imately bound up with a broader set of
long-term reforms. Following the r ecession in the earl y 1990s, a sense of

national crisis stimulated a re-examination of the Swedish state and business

organisation. A  number of p ressures, inc luding E uropean Community
membership, retrenchment by leading Swedish multinationals, and concerns

related to sluggish national productivity and growth came together to
demonstrate the need for profound changes. The post-war c orporatist

consensual model, which brought together government, business organisations

and universities, was abandoned in favour of privatisation. At the same time,
the government wished to respect the national desire for the continuation of an

active welfare policy, to be delivered close to citizens. New kinds of regional

policy instruments for more effective policy co-ordination and delivery were a
central element of the wider effort to reform the Swedish state.

The first driver of change was the vulnerability of an unreformed Swedish

welfare model which became apparent during the crisis of the 1990s. Banking
sector reforms of the mid-1980s had sought to accelerate the sluggish growth

in living standards, but in parallel with very low real interest rates, this led to

an uncontrolled lending bubble, which later burst in a way reminiscent of the
contemporary credit crunch. Currency reforms, i ncluding accession to

membership in the European Exchange Rate Mechanism (ERM), increased the
Swedish economy’s exposure to the global economy. The t ightening of fiscal

conditions created a series of knock-on effects, which were exacerbated by the

1990 o il shock and a set o f parallel s lowdowns across advanced trading
nations. ERM membership forced Sweden to defend its currency by raising

interest rates to unsustainably high levels, which pushed a large part of th e

overexposed b anking sec tor into  b ankruptcy. The government’s bailout
reduced the availability of p ublic funding for Sw eden’s social welfare model

and led to generalised public spending cuts.

The second driver was the realisation of the fragility of Sweden’s industrial
base in the face of the in creasing globalisation of its leading businesses. The

post-war welfare model was based on strong government support for key

industries. This created stable employment across the country, thanks to
sustained purchasing from the Swedish supply chain. However, as the leading

pharmaceutical, aerospace and engineering firms grew and diversified into
overseas markets, they created fewer jobs in Sweden. When t hey began to

rationalise employment, and in particular employment in Sweden’s periphery,

the resulting job losses highlighted the vulnerability of some regions that were
dependent on a very limited number of employers. This may be an embryonic

version of what would later become known as the “Swedish paradox”, namely
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2. EXPLOITING CROSS-SECTORAL SYNERGIES THROUGH REGIONAL POLICY IN SWEDEN
the fact that despite a very high level of R&D expenditure, entrepreneurship and

new firm creation levels remained relatively low. The realisation of the negative
impact of the crisis on all regions also provided momentum for a renewed policy
aiming at strengthening all regions.

The third driver – which was intimately linked to the two previous ones –
was Sweden’s accession to the EU in 1995. The depth of the crisis helped
persuade Sweden of the importance of much tighter integration into a wider
economic space to  mitigate the problems o f i ts f iscal cyclic variation. EU
membership al so gr eatly r educed th e attractiveness o f th e pr evious

corporatist model as a s olution to emerging problems, so that the Swedish
government no longer supported its outlying regions by subsidising firms to
remain in specific regions or with larger agricultural subsidies. A need to
adhere to the acquis c ommunautaire –  t he l egislation applicable t o all EU
members –  reinforced the need for a  set o f administrative reforms to bring
Swedish structures in line with European governance norms, and hence to

maximise the direct benefits which Sweden derived from EU membership.

These drivers came together to stimulate a comprehensive reform of the
Swedish welfare model to replace the corporatist structures which had been
dismantled in the late 1980s. Two key benefits were sought: f irst, to provide
the Swedish government with the capacity to steer its economy; and second,
to maintain welfare services without stifling the benefits of deregulation and
privatisation. The c reation of regional co-ordination capacity for economic

development offered to deliver both, by allowing the central government to
support industrial development based on regional competitive advantages to
maximise citizen welfare, while bringing that support closer and more flexibly
to citizens. The negative impact of the economic crisis on Swedish regions in
the 1990s underlined the need to strengthen all regions. Chapter 3 explores
the regionalisation process in more detail, but it  can be noted here that the

origins of what is currently described in Sweden as regional growth policy lie
in the regional reforms which began in the mid-1990s, notably with the 1996
White Paper Society’s Regional Structures.

Sweden’s regional policy agenda over time

As in many OECD countries, the emergence of regional policy in Sweden
has been c losely t ied to concerns about spatial balance, which have been
remarkably consistent over t ime. As productivity gains in resource-based
industries in northern regions and faster industrialisation in southern regions
were generating disequilibria on regional labour markets, Sweden combined

an active labour market policy and an R&D-intensive industrial policy with a
series of compensatory measures, including transport and housing subsidies,
and fiscal measures to sup port municipalities in o ffering equal service for
education, health care and care for the elderly (Table 2.1). What has remained
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2009110
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constant throughout the p ost-war period has been c oncern to ensure that

public investment provides balanced access to welfare services. However, the

main recipients of those investments have varied over time. In the 1950s, the

emphasis was on d eveloping infrastructure in the northern regions. In  the

1960s, subsidies were provided to old industrial regions to support large firms

and sustain employment. In the 1970s, the public sector became an increasingly

important means of p roviding serv ices a nd c reating employment. In t he

1980s, the government turned to the  decentralisation and expansion of

universities to support regions undergoing industrial and population decline.

The emergence of the  regionalisation agenda in the  mid-1990s represents

an important break with the p ast. Traditional Swedish governance was

characterised by relatively small national ministries in charge of defining

strategic orientations, and public policy was mostly enacted by arm’s length

national agencies. Increasing emphasis on the regional scale for p olicy

implementation revealed new tensions within the system, which subsequent

Table 2.1. Key components of Swedish regional policy over time

Period Economic context Policy focus Policy instruments

1950s Shortage of labour in industrial districts 
in southern regions vs. surplus of labour 
in northern regions

Localisation policy for “balanced 
expansion”

Information and guidance to promote 
migration and infrastructure in low 
productivity regions

1960s Dominance of industrial migration 
pattern, strong geographical mobility 
of labour

Rapid urbanisation, construction 
boom

Active labour market policy to transfer 
labour from low-productivity to high-
productivity firms

Industrial policy inspired by economic 
dualism theories, aiming at addressing 
the time lag in the development 
of different regions

Aid for localisation in northern regions
R&D investment

Large subsidies to industries (e.g. text
shipyard)

Creation of the Swedish National Board
Technical Development (STU)

1970s Increase in female labour force 
participation

Economic recession, structural change 
(e.g. agriculture and forestry, steel, 
textile, shipyard)

Regional balance policy to redistribute 
population

Expansion of public sector

Rise of county planning

Delocalisation of public authorities from
Stockholm to other parts of the countr

Introduction of a new transport subsid
(1971)

Employment-creating measures (1976

1980s Housing shortage in large cities 
vs. high vacancy rates in northern 
regions

Decentralisation and expansion
of universities

Investment in human capital developm
(e.g. creation of technical centres)

Reduction of payroll taxes in some north
regions to stimulate labour-intensive indu
and create employment

Rent controls by municipal housing 
companies and large subsidies for 
residential housing construction, main
municipalities outside the capital
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reforms have attempted to resolve. Prior to 1995, regional policy was primarily a

national concern (exogenous approach). From 1995 onwards, more power was

granted to local and regional actors to shape th e implementation of national
policies in their territory. This encouraged regions to rely on their strengths and

build new types of partnerships (neo-endogenous approach). This complex and

still unfinished shift from one paradigm to another is under way in many OECD

countries (Table 2.2). “Regional Growth Policy” (2008 Bu dget Bill)  aims at
promoting opportunities for all areas of the country to develop their own

strengths and is pursuing objectives such as: exploiting the unique strengths of

different types of regions, such as sparsely populated and rural areas, small and

medium-sized towns and metropolitan areas; strategic measures for sustainable

growth in in terplay with actors at local, regional, European and global levels; a
cross-sectoral and multi-level working method; good access to commercial and

public services for citizens and businesses in all areas of the country; increased

labour supply by increasing mobility within and between regions; and a stronger

focus on business development through entrepreneurship and innovation.

Reforms to the EU Structural Funds have been profoundly influential in

shaping the c urrent ap proach to regional pol icy in Sweden. The r egional

Table 2.1. Key components of Swedish regional policy over time (cont.)

Source: Information from various sources including NIBR Report 2004 (section 4.2.2 « Regional policies in Sweden

Period Economic context Policy focus Policy instruments

1990s Banking crisis (early 1990s)

Tax reform (1990-1991)

EU accession (1995)

Pension reform (late 1990s) to reduce 
pension entitlements and introduce 
self-balancing income pension system

EU Cohesion Policy EU Structural Funds (Objective 2, 5b and

Regional aid programmes within the 
framework of EU guidelines (e.g. regio
investment aid, transport grant, employ
grant, regional grant for business 
development, social security concessio

Deregulation of housing sector, simplifica
of housing financing procedures

Creation of NUTEK (Swedish Agency for 
Economic and Regional Growth) in 1991
merging the Agency for Industrial 
Development, the Energy Agency, and ST

2000s Burst of ICT bubble (2001)

Global financial and economic crisis 
(since 2008)

Regional Development Policy (2001 
Government Bill)

“Regional Growth Policy” (2008 
Budget Bill)

Introduction of Regional Growth Agreem
(2000), later replaced by Regional Grow
Programmes (RTPs) and Regional 
Development Programmes (RUPs)

Creation of VINNOVA (2001)

Creation of Tillväxtverket (Swedish Age
for Economic and Regional Growth) an
Tillväxtanalys (Swedish Agency for Gro
Policy Analysis)
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2. EXPLOITING CROSS-SECTORAL SYNERGIES THROUGH REGIONAL POLICY IN SWEDEN
category created by the EC in 1995 (the so called “Objective 6” for regions with
extremely low population density) applied specifically to regions in Sweden
and Finland. Sweden’s old industrial areas were also eligible for Objective 2
funding, and rural a reas o utside the O bjective 6 area w ere e ligible f or

Objective 5b funding. Following the 1989 reform of  the Structural Funds
according to fi ve key principles (subsidiarity, transparency, additionality,
programming and concentration), Sweden had to establish regionally oriented
structures that were suitable for working with the Structural Funds. The 1996

White Paper introduced the idea of developing Regional Growth Agreements –
which later became Regional Growth Programmes and Regional Development
Programmes (Box 2.1) – and set in train a process of experimental devolution
(further examined in Chapter 3).

The European impact on Swedish regional policy was not restricted to
process b ut also a ffected c ontent, p articularly t he increasing f ocus on
innovation a s a  ma jor d river of  regional p olicy. I t has been increasingly

recognised that the competitiveness of places is shaped by their capacity to
foster innovation, an interactive process that takes place within knowledge
networks and depends on the ability of regional partners to work together on
region-specific s trategies. E uropean inn ovation p olicy ha s developed a

standardised methodology, including mapping regional innovation potential,
identifying regional in novation n etworks a nd s tructural gaps i n those
networks, and developing concrete collaborative projects.

Recent Swedish efforts to reform regional policy have been influenced by
the European Union’s reform of Cohesion Policy as a tool to serve the renewed
Lisbon Agenda. Following the election of a centre-right government in 2006,
which replaced the succession of social democrat cabinets in power since

1994, the renaming of regional policy as “Regional Growth Policy” in the 2008
Budget Bill illustrated a renewed focus on promoting “dynamic development
in all areas of the country with greater local and regional competitiveness”

Table 2.2. Old and new paradigms of regional policy: 
Where does Sweden stand?

Source: OECD (2009), Ministerial Report.

Old paradigm New paradigm

Objectives Compensating temporarily for locational 
disadvantages

Tapping under-utilised potential for enhancing 
regional competitiveness

Targeted areas Lagging regions All regions

Unit of intervention Administrative units Functional areas

Strategies Sectoral approach Integrated development projects

Tools Subsidies and state aids Mix of soft and hard capital investment

Actors Central government Different levels of government; private sector 
and civil society
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(Budgetpropositionen för 20 08). S ince it s ap proval by th e Eu ropean
Commission in J uly 20 07, t he S wedish National Strategic Reference
Framework (NSRF)  –  ent i t led “ A National  S trategy f or R egional
Competitiveness, E ntrepreneurship a nd Employment 200 7-13” – i s being

Box 2.1. Regional Development Programmes 
and Regional Growth Programmes

Regional Development Programmes (RUPs)

Regional Development Programmes (RUPs) are intended to  provide an

overarching instrument for defining a ho listic, long-term sustainable regional

growth and development strategy for the region. Every region is r equired to

prepare a RUP. The RUP is pr epared by the respective regional authority (regional

co-ordination body/kommunalt samverkansorgan, County Administrative Board or

regional autonomous body). Municipalities, County Councils, businesses, relevant

state authorities an d o ther organisations co-operate i n developing a nd

implementing the pr ogramme. The RUP sets out the r egion’s long-term strategy

for sustainable regional growth. I t constitutes the basis for activities and

programmes c oncerning regional grow th, su ch as  th e Reg ional G rowth

Programmes (see below), Structural Funds Programmes, County Plans for

Infrastructure, Environmental Programmes and other relevant programmes.

However, some co-ordination challenges remain. For instance, according to

NUTEK’s annual evaluation report of 2007, co-operation within the RUP has been

successful at the regional and local level but co-operation with the national level is

often limited, and the cross-sectoral dimension could be improved (see Chapter 3).

Regional Growth Programmes (RTPs)

Regional Growth Programmes (RTPs) were introduced in 2004 as the successor

to the Regional Growth Agreements (RDAs), which were first implemented

in 2000. The RTP can be seen as an operational sub-programme of the Regional

Development Programme (RUP) mentioned above: it lays out the region’s

priorities and measures in more detail, including funding and implementation

modalities. The policy issues covered by the R TP are in general focused on

business development and range from labour supply, entrepreneurship, self-

employment, entrepreneurial climate, and inn ovation systems, to sustainable

development. Since 2007, the RTP is a voluntary document and is not regulated

by the government. Most, but not all, counties still have RTPs even if they are

labelled differently in some cases. NUTEK’s annual evaluation report of 2007

recommended a clearer definition of the roles and objectives of the different

actors involved, mo re effec tive adj ustment of public action to  regional

characteristics, better co-operation between the different levels of government

(including better involvement and co-ordination of sectoral state agencies), and

more systematic evaluation of the programmes (see Chapter 3).
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implemented via  21 R egional D evelopment P rogrammes (R UPs), eig ht

European Regional De velopment F und ( ERDF) Re gional Oper ational
Programmes, and one European Social Fund (ESF) programme (Figure 2.1).

Several aspects of the Swedish NRSF underline the new approach to

regional policy:

● Area of intervention: in contrast with the 2000-06 programming period, all of

Sweden is el igible for the EU Regional Competitiveness and Employment
objective ( Figure 2.2). T he N SRF outli nes geographical p riorities in t he
northernmost sparsely populated areas as well as in cities. 

● Thematic pr iorities: according to  the indicative budgets available, the eight
ERDF programmes give utmost priority to “innovation and renewal” (90% of
ERDF funds); the remaining funds are shared across “skills supply and
improved labour supply” (6%), “accessibility” (3%), and “s trategic cross-

border co-operation” (1%) (Figure 2.3). 

● Bottom-up approach: the NSRF underlines the role of Regional Development

Programmes (RUPs) as a co llaborative platform to  def ine comprehensive
regional development strategies (Box 2.1 above).

While the recent adjustment in official rhetoric contrasts with Sweden’s
long established tradition of  spatial redistribution, the evolution of policy
instruments is  more nuanced. In particular, an ongoing  transition process

Figure 2.1. Regional policy architecture in Sweden 
under the 2007-13 EU Cohesion Policy

NSRF National Strategy  for regional competitiveness,
entrepreneurship and employment 2007-2013

8 ERDF
Regional

Operational
Programmes

1 ESF programme

8 regional plans

21 Regional Development Programmes (RUPs)

Regional Growth Programmes (RTPs) or other programmes

NATIONAL
LEVEL

TL2
(8 groups

of counties)

TL3
(21 counties)

EU
Lisbon Agenda
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Figure 2.2. All of Sweden is eligible for the EU Regional Competitiveness 
and Employment objective under the 2007-13 EU Cohesion Policy

Source: European Commission, DG Regio.
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Figure 2.3. Indicative budget of the Swedish ERDF 
Operational Programmes, 2007-13

Unit: EUR

Source: Authors’ cal culations base d on data fr om the Mini stry of En terprise, Energy and
Communications.
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appears to have been taking place over the last 15 years, with some co-

existence of “old” and “new” paradigms, rather than a radical substitution of
the former by the latter. For example:

● Despite the all-region approach of the NSRF, the bulk of funding in absolute
terms still flows to the sparsely populated northern counties.

● In a ddition t o th e E U C ohesion Policy a nd the S wedish go vernment’s
Regional Growth Policy per se, many Swedish regions sti ll benefit from

regional aid instruments (Box 2.2 and Figure 2.4).

● Sweden receives relatively modest funding from the EU  Co hesion Policy,
which accounts for only 0.09% of GDP in the current programming period. In
comparison, Poland receives the equivalent of around 4% of its GDP. 

Box 2.2. Regional aid instruments in Sweden

In Sweden, Areas A and B eligible for regional aid in 2007-13 are broadly unchanged from

2000-06, although population c overage fell from 15.9% to 15.3%. M ost regions in th

sparsely populated north which have fewer than 12.5 inhabitants per square kilometre ar

eligible, as well as several regions in central Sweden and in the south-east. In Areas A, th

maximum aid level is 15% f or large f irms and 25-35% fo r SMEs, while in Ar eas B, th

maximum aid level is  10% for large fi rms and 20-30% for SMEs. The main regional a

instruments inc lude: the r egional investment aid,  the regional grant fo r busines

development, the employment grant, the transport grant, and the reduction of soci

security contributions in  S MEs. O ther fo rms of s upport, which are not lim ited to  th

eligible aid areas, include the possibility for firms to receive seed financing.

Regional investment aid. Regional investment aid f inances a r ange of investment

including buildings, machinery, training and consultancy services. Within Aid Area A

certain areas can be eligible only for large strategic investments. Within Aid Area B, ai

can be granted for projects which are of strategic importance or otherwise assessed a

important fo r th e region’s development, a nd w hen a loan ca nnot cover th e n eed fo

capital. The aid varies according to f irm size, type of  investment, investment cost

eligible area, and i mpact o n the ar ea (i.e. estimated inc rease in em ployment an

growth). Maximum aid levels range between 10% and 35% of the approved investmen

costs.

Regional grant for business development. The regional grant for business developmen

is targeted at SMEs in rural and sparsely populated areas. The grant is available for a rang

of investments, in cluding m achinery, b uildings, e quipment, pr oduct developmen

training and information campaigns. The grant can also be awarded to encourage a firm

participation in the Regional Growth Programme or in the Structural Funds Programme

The grant levels vary between 25% and 50% of the appr oved investment costs, with 

maximum of SEK 1.2 million over a three-year period.
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Box 2.2. Regional aid instruments in Sweden (cont.)

Employment grant. The employment grant can be available for firms that c reate new

and lasting employment opportunities in most parts of Aid Areas A and B. Within Ai

Area A, the grant can be awarded to newly established f irms unless the vacancy is o

strategic importance or otherwise assessed as  important for the region’s developmen

Within Aid Area B, the grant is o nly available for newly established firms. Maximum ai

awards a re S EK 198 000 fo r every n ew m an-year ( 1 650 hours) w ithin Ai d A rea A  a n

SEK 120 000 within Aid Area B.

Transport grant. The transport grant aims at compensating for the extra costs incurred du

to long distances from markets in the four most northern regions of Sw eden (Norrbotten

Västerbotten, Jämtland, and Västernorrland) and the processing of raw materials. It cover

transport costs of goods delivered by rail, road or sea for a distance of at least 401 km. In 200

a number of changes were introduced: a r eduction of award levels for most municipalitie

(rates varying between 10% and 45% versus between 15% and 45% in 2000-06); removal o

previous weight restrictions on consignments (100 kg for coastal areas and 20 kg fo

mainland); availability of a transport grant for firms with costs below SEK 25 000 per calenda

year; volume restriction for sawn wood products (28 000 m3 per production place an

calendar year); maximum award of SEK 15 million per production place and calendar year.

Reduction o f s ocial security contributions. In addition to the regional incentive

discussed above, another im portant fo rm of support with in Aid A rea A co ncerns th

reduction of employers’ social security contributions. This is set to  continue until 2010

although with specific restrictions. Following approval by the European Commission o

11 December 2007, the reduction will apply to SMEs within certain service sectors locate

in Aid Area A.  The Commission concluded that the po sitive effects of the measur e i

tackling problems related to tax evasion and undeclared work outweighed the potentia

distortion of competition. The scheme cuts labour costs by reducing employer socia

security contributions by 10 percentage points (the social security contributions normall

amount to approximately 31% of total salaries and benefits). The maximum reduction i

SEK 7 100 per month, and SEK 85 200 per year  for the self-employed with employee

Municipalities, s tate authorities, or the farming, fisheries and transport sectors are no

eligible fo r this  f orm o f support. The total budget o f th e scheme is  estimated a

SEK 600 million a year. 

Seed financing. Seed financing is another form of support which is not restricted to th

eligible aid areas. Seed financing can be awarded for the development of products wit

growth and commercial potential. Funding is available for SMEs during the start-up phas

but also for independent entrepreneurs, innovators or researchers. Regional seed fundin

can be given in the form of a guaranteed or conditional loan, up to a maximum of 50% o

the total project costs. County Administrative Boards can transform some regional ai

funding into seed financing.

Source: Adapted from EoRPA Paper 08/2, p. 55-59.
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Figure 2.4. Map of regional aid areas in Sweden, 2007-13

Source: EoRPA Paper 08/2, p. 57.
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2.2. Strengthening regional innovation systems

An increasing regional dimension in research and innovation policy

Sweden’s ex cellent i nnovation pe rformance ha s so far relied on a
generally robust system of production and use of knowledge. The system’s
main strengths have been well documented. They include: a high level of R&D
investment; a highly skilled population; an attractive market for qualified R&D

investment; a  well-developed university system; s trong sc ientific outp ut
measured in terms of  sc ientific publications and in ternational patenting;
widespread use o f modern ICT; and a qual ified public sector demand for
innovation (OECD, 2005).

Sweden is one of the OECD countries in which the “regionalisation” of
industrial p olicy and economic development po licy has already yielded
promising results. Af ter bolstering a technology-based, R&D-intensive
industrial policy, which has resulted in the creation of competitive science

parks, technology incubators and specialised research institutes usually close
to strong regional industries and key to the development of regional clusters
(Figures 2.5 and 2.6), Sweden has progressively adopted a  set of measures
geared towards promoting innovation in a broader sense at the regional level.  

With the evolution of European regional policy, Sweden was very active in
the late 1990s in a number o f EU  programmes whic h su pported the
development of regional innovation systems. The former state agency NUTEK

Figure 2.5. Science parks and technology incubators in Sweden

Source: Swedish Incubators & Science Parks (www.sisp.se) and Invest in Sweden Agency.
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(which became Tillväxtverket in Ap ril 2009)  encouraged regions t o come
together and apply for funding under the Regional Innovation and Technology

Transfer Strategy (RITTS) programme. Northern Sweden obtained funding to
develop a series of pi lot projects under the Regional Innovation Strategies+

(RIS+) programme. Norrbotten also piloted the first ever cross-border regional
innovation strategy, the “Northern Europe RIS+” project, in which Norrbotten

and t hree nei ghbouring Finnish counties developed a  common v ision to
enhance cross-border regional innovation capacity.

A few regional innovation systems in Sweden are currently the source of
some of the best practices in OECD countries. Västra Götaland is particularly

noteworthy. The second largest region in Sweden after Stockholm, and one of two

pilot regions with a directly elected regional government since 1999, Västra
Götaland has become a closely integrated functional region based on a tightly

Figure 2.6. Examples of specialised research centres 
and institutes in Sweden: materials sciences

Source: Advantage Sweden, 2009/2010 edition, Invest in Sweden Agency (www.isa.se/materialsscience).
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knit social fabric which has facilitated the development of knowledge networks

and platforms among local universities, research bodies, businesses, and regional
authorities (e.g. Open Arena Lindholmen). Some other regions that do not have

the same level of decision-making powers and resources, such as Värmland, have
also achieved significant results in terms of innovation capacity and developed

dynamic regional clusters based on regional partnerships. While the model of the
pilot regions is not necessarily replicable as such in all Swedish regions, it has

underlined th e si gnificant positive outcomes to  b e obtained f rom th e
combination of knowledge networks and regional empowerment to build strong
regional innovation systems (see Chapter 3 for detailed analysis).

Among OECD countries, Sweden has b een a leader in im plementing
national programmes to promote regional innovation. In line with the Visanu

programme (2002-04) and NUTEK’s (Tillväxtverket from 2009) Regional Cluster
Programme1 (2005-10, Table 2.3), the VINNVÄXT programme stands out as a

particularly sharply t argeted in itiative2 (Table 2.4). I ts aim is  to develop
internationally competitive research and innovation environments based on

specific regional st rengths by funding needs-driven R&D and strengthening

Table 2.3. National programmes to promote regional innovation in Sweden

Source: Adapted from O ECD (2007), OECD Reviews o f Reg ional Innovation: Competitive Reg ional Clusters,
Chapter 18, Sweden, pp. 295-311.

Visanu Regional Cluster programme VINNVÄXT

Time frame 2002-05 2005-10 Since 2001 (three calls carried 
out in 2003, 2004, and 2008)

Authorities in charge Jointly managed by NUTEK, 
VINNOVA, and Invest in 
Sweden Agency (ISA)

Tillväxtverket VINNOVA

Budget EUR 7.5 million for three years EUR 7.5 million for six years

Projects selected 30 clusters 12 clusters (by May 2009) Total of 12 projects (3 selected 
in 2003, 5 selected in 2004, 
4 selected in 2008)

Focus To encourage linkages across 
sectors and clusters

To enhance international 
competitiveness of mature 
clusters

To promote already established 
or promising regional 
strengths

Selection process Selection by dialogue Selection by dialogue Open competitive process

Triple helix participation 
required (firms, R&D, 
government)

Policy instruments Process management, joint 
business development 
activities (commercial
co-operation, education 
and competence development, 
development of new products 
and processes, networking, 
analysis and lobbying)

Market-related support, 
development of business plans 
or competitive analysis, 
participation in EU 
programmes and development 
of methods and knowledge

Selected projects receive up to 
EUR 1 million a year

Process support
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Table 2.4. Projects selected by the VINNVÄXT programme

Source: Adapted from VINNOVA (www.vinnova.se/vinnvaxt).

Topic Region Description

ProcessIT Innovations 
(www.processitinnovations.se)

Luleå/Umeå Developing new services and products in mining, steel, 
paper and pulp and manufacturing industries based on ICT. 
Involves processing and manufacturing industries, 
the universities of Umeå and Luleå, and ICT companies 
in Västerbotten and Norrbotten.

Biomedical Development 
(www.goteborgbio.se)

Western Sweden Converting cutting-edge innovation into practical 
applications in biomaterials, cellular therapy, 
and cardiovascular and metabolic diseases.

Triple Steelix 
(www.triplesteelix.se)

Bergslagen Increasing expertise in steel materials, steel processing, 
nanotechnology, industrial IT, the environment and energy 
efficiency. Involves major companies such as Sandvik, 
Outokumpu and SSAB.

Fiber Optic Valley 
(www.fiberopticvalley.com)

Hudiksvall Developing and testing products and services based on fiber 
optics. Offering a test bed with contracted test pilots, 
qualified evaluators, research, training, business models, 
behavioural analysis, statistical models and an advanced 
fiber laboratory.

Hälsans Nya Verktyg 
(New Tools for Health) 
(www.halsansnyaverktyg.se)

Östergötland Developing individually adapted solutions in distributed 
care, personal care and sports. Involves some 
60 companies, the municipalities in the county, the county 
council, the regional association Östsam, NGOs, Linköping 
University and research companies.

Uppsala BIO 
(www.uppsalabio.com)

Uppsala Promoting the growth of diagnostics, tools 
for biotechnological research and pharmaceuticals. 
Involves the local biotechnology industry, the university 
and the public sector.

Robotdalen (Robot Valley) 
(www.robotdalen.se)

Mälardalen Fostering research, development and manufacture 
of industrial, field, and medical robotics. Mobilising major 
companies such as ABB, Atlas Copco and Volvo.

Food Innovation at Interfaces 
(www.innovationigransland.se)

Skåne Increasing the return on investments and value generation 
in the foodstuffs industry (e.g. food for schools 
and hospitals), based on interdisciplinary and cross-border 
research.

Biorefinery of the Future 
(www.processum.se)

Örnsköldsvik-Umeå Developing new bio-based green products, chemicals 
and fuels as well as new energy solutions from industrial 
process streams based on forest raw materials and energy 
crops.

Peak of Tech Adventure 
(www.peakoftechadventure.se)

Åre-Östersund Promoting R&D in winter sports, tourism and outdoor 
pursuits. Involves two international competence centres 
for the tourism industry (ETOUR) and winter sports 
(Swedish Winter Sports Research Centre).

Smart Textiles (www.smarttextiles.se) Sjuhärad Designing, developing and producing next-generation textile 
products (e.g. greenhouse fabrics, wound care products 
and sound-insulating textiles) by joining different 
competences (e.g. textile materials, electronics 
and medicine).

Printed Electronics Arena 
(www.printedelectronicsarena.com)

Norrköping/Linköping Commercialising and exploiting printed electronics 
(e.g. displays and sensors for packaging and security 
industries).
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cutting-edge competence3 (Figure 2.7). In a number of regions, the VINNVÄXT

programme contributed to further developing t he regions’ own work on
cluster an d in novation syste m development. Co mpared wi th cluster
programmes i n other O ECD co untries, t he V INNVÄXT programme h as
successfully combined the following modalities:

● An explicit foc us on exploiting specific r egional co mparative a dvantages, b y
going beyond high-technology industries to encompass a variety of regional

assets. In 2001, substantial preliminary work included: the implementation
of five p ilot projects with different orient ations and different regional
preconditions (biotechnology in Uppsala; IT/service consulting in Karlstad;
collaboration among subcontractors in J önköping; I nnovation C ity i n
Halmstad; SISU – collaboration between i ndustry, so ciety and the
university –  in Luleå/northern Finland); studies of similar programmes in

other countries (e.g. REGINN programme in Norway, Innoregio, Bioregio and
EXIST in Germa ny; c luster p olicies a dopted in F rance a nd t he U K);
preparatory seminars; and the identification of key factors for regional
growth, based on experience in Sweden and abroad.

Figure 2.7. Map of projects selected by the VINNVÄXT programme

Source: VINNOVA.
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● A cross-sectoral pe rspective, w hich e ncourages cross-fertilisation a mong

activities. First, the su pport addresses the d evelopment o f the identified

innovation system. This inc ludes: the funding of  process management
development support; future-oriented processes ( looking f orward 10-
20 years) and technological scenarios (5-10 years); analyses and the drawing
up of strategies to lif t the innovation system to an international level; the
commissioning of research and expertise in the fields of learning, network

organisation and leadership; the development of preconditions for learning
and innovation. Second, i t addresses the funding o f needs-driven research

within th e id entified gr owth field. The r esearch tak es plac e through
collaboration between colleges/universities (possibly institutes) a nd
companies. Once the system has been developed and the funding needs
established, it is e xpected that the regions will assume responsibility for

most funding of the development of the system, so that the major part of
VINNOVA’s funds can be devoted to needs-driven R&D.

● A triple helix collaboration model, which fosters soft capital and building trust
among partners, and an open and transparent competition process. Applications

are reviewed by a group of experts inside and outside VINNOVA. Interviews
are conducted by the VINNVÄXT programme management. Final selection
is made  b y a s teering gr oup representing research, i ndustry and
government.

● A long-term ho rizon, w hich is  c onducive to  a  m ore s table a nd p rogressive

vision, a nd a  co-f unding requirement. S elected projects receive u p to
SEK 10 million a year for a period of ten years. All the funding provided by
VINNVÄXT requires at least 50% regional co-funding, for a t otal budget of
SEK 20 million or more a  year. The f unding is a llocated for periods of
3.5 years at a time but is intended to continue for ten years. Winners must
submit a s tatus report every third year to demonstrate that the funds are

being used for the intended purpose and that the work is progressing.

● A f ocus on process s upport rather th an si ngle c ash injections. Sinc e th e
autumn of 200 3, VINNVÄXT training courses help to develop cross-border,
interdisciplinary learning on regional development processes, innovation

systems in regions and knowledge-driven clusters. A process manager
network a lso off ers a  forum fo r kno wledge development a nd t he
dissemination of  information and research. The members of t he network
are process managers, consultants, researchers and others. The aim is to
identify questions that are important to people who work in processes of
this type, find answers and provide feedback. Examples of areas that have

already been identified include the development of networks, indicators of
success, and how to commun icate ideas within a r egional innovation
system. In connection with network meetings, VINNVÄXT’s programme
management o ffers th ose wh o in tend to  su bmit applications t he
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opportunity to discuss their projects separately, and the possibility to take

part in seminars/workshops that relate directly to the drawing up of an
application. On behalf o f VINNVÄXT, the Dahmén Institute has a lso
produced a pr ocess management handbook that provides support for the
development of regional innovation systems. 

Evaluations indicate that the VINNVÄXT programme was very successful

in terms of stimulating the long-term accrual of strong regional innovation
systems by providing partners with a common task and a tangible outcome.
Although it w as also suggested that the bottom-up process restricted the
strategic steering VINNOVA would be able to provide at the national level, the
VINNVÄXT programme remains a highly successful model for using strategic

science and innovation investments to strengthen regional partnerships and
improve the commercial and application focus of universities. The experience
from such programmes also provides inputs for further development of cross-
border innovation strategies such as th e Baltic Sea Region flagship project for
research and innovation, transnational clusters and innovative SME networks,
which is scheduled to be launched in early 2010 under the leadership of Sweden

with six key components (world class research and innovation, transnational
cluster collaboration, innovative SME networks, capacity building, FDI and
branding, programme management and knowledge development).

Further progress in Swedish innovation policy is likely to be determined
by the implementation of the new Bill on research and innovation, which the

Swedish government presented in October 2008. Along with an increase of
public funding of R&D by SEK 5 billion over 2009-12 (twice as much as in the
previous period), key reforms inc lude: the in troduction of a  competitive
process to allocate resources for  research to  universities; long-term funding
for strategic research areas (primarily in medicine, climate, and technology);
the creation of innovation offices; and the strengthening of industrial research

institutes (Box 2.3). The new Bill seeks to consolidate the piecemeal reforms of
the last 20 years by encouraging universities to explore research fields that
present more obvious strategic benefits and by providing more direct funding
to su pport s taff an d s tudents wh o wish to exploit their i nventions as
entrepreneurs. The Bill also pointed out that the dialogue should be developed
further between national authorities and regional actors concerning strategic

work on research and innovation issues at the regional level. 

While it will take some time to measure the regional consequences of the
new Bill, proposals for greater concentration and more strategic allocation of
research resources underline the need to find synergies between national

efficiency and regional equity objectives. European innovation policy has long
recognised the risk of “picking the winners”, namely that strategic technology
policies tend to  co ncentrate resources o n al ready successful r esearch
facilities. In the most recent EU Seventh Framework programme, which has
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Box 2.3. Key changes introduced by the new Bill 
on research and innovation (2008)

Competitive allocation of resources to universities

A system of competitive grants to spur the de velopment of research of

international excellence will be introduced in parallel to the previous system of

direct government grants. As in previous years, part of the funding of

university research will be allocated as direct government grants according to

the number of students. From 2009, quality-based funding will be introduced

to supplement the direct grants. The universities will have to  compete for

these resources. The government will use indicators of the universities’ ability

to attract external funding and quality criteria, such as the rate of publications

and citations. The indicators will be based on data from the three most recent

years and given equal weight in the calculation process. In order to minimise

the risk that certain areas of science have a disadvantage or an ad vantage in

the process, the various disciplines will be weighted (Humanities and Social

Science: 2; Natural Science: 1.5; Medicine and Technology: 1; other factors: 1.1).

Support to strategic research areas

From 2009 to 2012, additional resources will be invested in a n umber of

strategic research areas of  special importance to society and the business

sector (primarily medicine, climate and technology). Specifically, this means

an in crease o f SEK 1.8 billion for Sweden’s h igher e ducation in stitutions

(HEIs). The  additional resources w ill be d istributed among  24 strategic

research areas. Three criteria were used in  pr ioritising the st rategic areas:

research with the prerequisites to be of the highest international quality in

the long term; research able to  contribute to fulfilling m ajor needs and

solving im portant pr oblems in  so ciety; r esearch in a reas that ha ve a

connection to the Swedish business sector.

During the spring of 2009, the Swedish Research Council (Vetenskapsrådet),

the Swedish Council for Working Life and Social Research (FAS), the Swedish

Research Cou ncil f or Environment, Ag ricultural S ciences an d Sp atial

Planning (Formas), the S wedish Energy Agency (Energimyndigheten), and the

Swedish Agency for Innovation Systems (VINNOVA) managed the call for, and

review o f, grant applic ations f rom S weden’s H EIs in all of the strategic

research areas announced by the government. A first call for grants covering

20 of the strategic areas was launched in mid-January 2009.

Applications for these grants should involve one or more Swedish HEIs.

Each HEI can be the main applicant for only one grant application per strategic

area. The main applicant bears overall responsibility for constructing the

initiative. The HEI may also be involved with specified parts of one or more

other applications in the same area. Collaborating research institutes can
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mostly benefited the largest Swedish regions with a strong higher education
base (Table 2.5), there is a r isk that national and European research funds
might combine to  funnel the  flows o f these fu nds to  a  relatively limited

number of institutions. The government is now seeking new ways to improve

Box 2.3. Key changes introduced by the new Bill 
on research and innovation (2008) (cont.)

also be financed from the gr ants. Researchers may be involved in se veral

applications. The HEIs chosen to receive such grants will receive this funding

as an increase in their b asic budget appropriation. The increase in  funds

received by an  HEI is coupled with th e ins titution’s mission to  develop

research that is of the highest international standard. The mission should be

clearly profiled and able to  be developed from work al ready in  progress. It

should be possible for the strategic research area to become one of the most

important ele ments o f the HEI’s profile. S triving for sc ientific ex cellence

should be the foundation of all proposed initiatives.

Every y ear,  th e r esponsible fun ding ag ency wil l  fo llow up  the

implementation of the proposal and its conformity with the intention of the

application. The work will be evaluated after five years. This can lead to  a

redistribution o f the funding among the grant holders in the respective

strategic research area. The evaluation will be based on the f undamental

goals of the strategic research areas.

Creation of innovation offices

To support the c ommercialisation of research, a number of in novation

offices will be established adjacent to  seven of Sweden’s large universities:

Uppsala U niversity; Lund U niversity; U meå U niversity; Link öpings

University; Karolinska institutet (Stockholm); Royal Institute of Technology –

KTH (S tockholm); Chalmers U niversity o f Technology (Göteborg). These

offices will provide advice in areas such as patenting, licensing and contract

research. A prerequisite for support should be that the r eceiving university

will also use results from other education institutions.

Support to industrial research institutes

From 2009 to 2012, the strategic core funding of industrial research institutes

will be increased. The funding will be used both to strengthen the institutes’

co-operation with industry and HEIs and to  promote their participation in

international R&D programmes, for example within the EU. IRECO, the holding

company that currently manages the state’s shares in several institutes (see

Figure 2.8 b elow), will b ecome a n ew holding company with a s tronger

mandate. Other institutes, including the SP Technical Research Institute of

Sweden, will be transferred to the new holding company.
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the interplay between the Seventh Framework programme and the Structural
Funds programmes. If “scientific competition” is to have a meaningful impact
other than to reward past success, the government may wish to consider ways
to ensure that the less successful actors in the first round are well-positioned

to compete for investments in subsequent rounds. 

Experience with innovation policy in other OECD countries suggests that
managing change so a s to a void d isruption can help  focus on long- term
strategic goals. Focus on consolidating policies despite directional shifts was a
key factor in Flanders, Belgium, where regional innovation policy has assumed
a variety of forms but has remained stable enough to support a coherent

learning culture (Box 2.4). Another e xample from the no rth of E ngland
(Box 2.5 and Figure 2.9) underlines the importance of making regional actors
more explicitly aware of the influence that needs to be exerted nationally, and
ensuring that broad regional policy helps link national strategic investments
with regional strategies. 

Figure 2.8. Organisation of Swedish research institutes 
and holding companies

Source: RISE Holding.
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By capitalising on its achievements in identifying and supporting specific

regional comparative advantages, Sweden has an opportunity to create further

employment opportunities by fostering regional spillovers. As  the current

economic crisis tends to accelerate industrial restructuring (similar to w hat

Sweden experienced with the textile, shipyard, and automotive industries in

the 1970s and 1990s), social tensions and swelling redundancy numbers could

provide a temptation for the government to cushion regional pockets of mass

unemployment with se ctoral s ubsidies. I f Sweden is  to  joi n ot her OECD

countries in using the crisis as an opportunity to build a stronger, cleaner and

fairer economy, rather than as an excuse to delay structural reforms (OECD

Strategic Response to the Financial and Economic Crisis, 2009), it needs to

maintain a consistent focus on long-term strategic priorities. Sweden needs to

maintain specialised niches of excellence in knowledge-intensive activities to

counterbalance relatively high labour costs on the global market.

At the  same time, increasing fiscal pressures are calling for e fforts to

reform the equalisation system and to tu rn geographic constraints into

comparative advantages rather than passively compensate for them i n the

Table 2.5. Swedish regions in the EU Seventh Framework Programme (FP7)

Note: Data as of February 25th, 2009.

Source: VINNOVA.

County
Participants 

(in different projects)
Co-ordinators EUR

Stockholm 326 58 123 800 256

Västra Götaland 165 20 63 089 721

Skåne 85 15 36 703 566

Uppsala 75 14 26 389 333

Östergötland 30 4 9 436 223

Norrbotten 22 1 5 034 844

Västerbotten 16 2 3 561 737

Västmanland 9 3 2 809 446

Örebro 9 2 029 907

Dalarna 5 978 598

Västernorrland 5 1 290 634

Värmland 4 1 204 414

Blekinge 4 981 233

Jönköping 5 356 427

Gävleborg 3 1 441 706

Halland 1 Confidential

Jämtland 1 Confidential

Kronoberg 2 258 059

Södermanland 3 140 296

Kalmar 5 833 374

TOTAL 775 117 280 435 594
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Box 2.4. Creating a coherent learning culture around 
innovation policy: The example of Flanders, Belgium

As a small, open economy with relatively few governmental competencies,

the region of Flanders has been seeking to reinvigorate its industr ial base and

stimulate high-technology development despite scarce resources. Cluster policy

has thus been used to try to encourage actors to collaborate effectively. There

was a r isk of politicisation if policy changes were associated with particular

parties, politicians or cabinets. Moreover, substantial forward progress might

have been undermined if previous ideas were systematically rejected in favour

of new ones. Flanders has ma naged to avoid this, and one of t he earliest

innovation agencies, the Inter-University Micro-Electronics Centre (IMEC), is

now one of the flagship institutions for the Flemish innovation system.

There have been three main waves in Flemish innovation policy; in each, the

balance of power between public and private sector actors has shifted slightly.

The first generation (1984-89) was a classic science push policy, with investment

in IMEC as well as a  micro-electronics manufacturing facility (MITEC) and a

biotechnology inst itute. MITEC was later so ld off and the  b iotechnology

institute was rolled into th e V IB ( Flanders Interuniversity I nstitute f or

Biotechnology) institute, created in 1995. The second generation (1989-99)

emphasised networking by universities, research centres and business; the

Flemish Agency for the Promotion of Innovation (IWT) was created to channel

funding to self-organising clusters. The third generation of policy (2000-present)

brings these bottom-up networks and national innovation institutions (IMEC,

VIB) under more centralised control, channelling funding through priority areas

(e.g. environmental innovation), into co-operative innovation networks and

ensuring the provision of sufficient resources to aspirant entrepreneurs.

At each stage, agency reconfiguration has been based on consolidation rather

than reinvention. Failures have been quickly eliminated (MITEC) or radical

changes of direction introduced (VIB). However, the starting point has been a

recognition of the social and knowledge capital embodied in institutions and

the fact that capital provides a s tarting point for further interventions. The

bottom-up second generation micro-clusters lacked critical mass and strategic

focus, and therefore they were realigned around strategic missions compatible

with the overall goals of the government of the day. The Institute for Innovation

by Science and Technology (IWT) has been a k ey focus for ensur ing the

satisfactory alignment of national (regional) governmental goals with the

capacities o f smaller-scale innovation networks, and has fac ilitated the

constructive evolution (and where necessary removal) o f elements of the

Flemish regional innovation system. The IWT has been able to pioneer new

approaches to evaluating networks and to apply these more generally to build

an innovative culture both in the business sector and the Flemish public sector.
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Box 2.5. Integrating regional funding: 
the case of the North West of England, UK

The United Kingdom has been experimenting with devolution since 1998, although it

only outside England – in Scotland, Wales and Northern Ireland – that established politic

institutions are able to take responsibility for regional funding decisions. In England, outsi

of London (which has an elected Mayor), there are eight regional development agenci

which take a strategic lead in  stimulating regional development. Their role is  to crea

strategies that best implement national policy decisions in their particular region and 

influence European funds and those of other governmental departments. The Northwe

has attempted to better understand the wider strategic scope of its activities by mapping th

wider f lows of public resources that sh ape its en vironment for stimulating econom

development. In 2006, the Northwest Development Agency (NWDA) had a direct three-ye

expenditure of GBP 1.3 billion with a further GBP 0.25 billion of European funds. This form

a tiny share of the GBP 45 billion of public expenditure on economic regeneration. Th

mapping exercise made clear the challenge for the regional development agency: to exerci

strategic influence over a la rge number of public bodies making d irect investments wi

relatively limited public legitimacy (Figure 2.9 below).

Figure 2.9. Example of integrating regional funding flows 
in the North West of England, UK

Estimates for three fiscal years 2006/7 to 2008/9

Source: OECD (2008c).

Total public sector resources: GBP 167 billion

Resources for economic development
and regeneration
GBP 72 billion

Other public sector resources

GBP 95 billion

Core resources for economic
development and regeneration

GBP 45 billion

Related resources partially influenced
by regional strategies

(housing, environmental protection,
arts & sports, school and pre-school education)

GBP 27 billion

Partially influenced
(rural, transport,
economy-related

social protection, HE)

GBP 28 billion

Significantly
influenced:
LSC, FE,

neighbourhood
renewal

GBP 15.5 billion

Fully influenced
NWDA grant

GBP 1.3 billion

Fully influenced
EU funding

GBP 1.25 billion
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long term. In this context, two main avenues for policy intervention can be

considered: i) better exploiting regional sk ills; and ii) exploring regional

opportunities for green growth.

Better exploiting regional skills

Against the backdrop of further potential flows of l abour-intensive jobs

towards low-cost c ountries, t he thr eat o f unemployment shift ing from

temporary to permanent status in many Swedish regions has prompted a

recent policy debate about policy mechanisms to “enlarge regional labour

markets” as a way to accelerate the matching of labour supply and demand.

Considering this proposal in the light of a long-term strategy to increase the

income-earning capacity of all individual workers in Sweden (as opposed to

propping up a  few uncompetitive firms for an indefinite period of time) ,

policymakers could focus on two complementary approaches: making the

regional labour force more employable and more entrepreneurial.

Making the regional labour force more employable

The varying intensity of labour market challenges affecting Swedish regions

argues for a  closely tailored policy response. In particular, there is a  regional

divide – mostly between large metropolitan regions and the rest of the country –

on the following issues: i) high youth unemployment; ii) strong dependency on

benefits; and iii) the integration of immigrants in the labour market. While all

three issues result from the complex interaction of factors within the overall

national policy framework, possible policy responses include significant scope

for more effective collaboration among national and regional actors.

i) Improving the role of regional universities in tackling youth unemploy-
ment. Addressing youth unemployment challenges in Sweden calls for a

broad approach touching upon the education system as well as labour market

institutions, ta xes a nd benefits ( OECD Economi c Survey of Sweden, 2008) .

Concerning the education system, and more particularly the higher education

system, wage premia for workers with higher education in Sweden are among

the lowest in the OECD area, and private internal rates of return to tertiary

education are also the lowest, while the cost of education relative to available

individual funding is also among the lowest (Figure 2.10). This reflects a policy

that gives Swedish students strong incentives to start and complete higher

education lat e, owing to  a combination of free tu ition and gen erous

government grants for students’ living costs. Despite a relatively high level of

local business involvement in schooling compared with other OECD countries

(Figures 2.11 and 2.12), improving school-to-job transition remains a concern

in Sweden.  
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Figure 2.10. Wage premia, internal rates of return and living costs 
in Sweden and other OECD countries

1. The figure shows how much the gross earnings of persons with tertiary education exceed the gross
earnings of persons with upper secondary education.

Source: OECD (2008), Economic Survey of Sweden, Figure 4.8, p.104, OECD Publishing, Paris.
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Part of the solution to help reduce youth unemployment lies in clarifying

the role of universities in stimulating competitive regional innovation systems.

The university decentralisation policy of the 1980s saw universities as key actors

in efforts to retain and attract students and highly skilled employees in remote

regions. Now that the policy agenda focuses on building endogenous growth

capacity in all regions, universities can play a crucial role by moving beyond

curiosity-driven scientific research in collaboration with large R&D-intensive

industrial groups towards more needs-driven research and support to innovation

in knowledge-intensive SMEs and start-ups. In this respect, increasing priority

needs to be given to speeding up students’ entry into the labour market with jobs

that best match their qualifications and promote the regional economy, by giving

universities more freedom and resources to develop their own strengths.

ii) Enhancing incentives for workers to join the labour market. Reforms of

the education system cannot be isolated from labour market measures and

benefits at the national and regional levels. Labour market policies in Sweden

were r eshuffled in 2007, not ably w ith t he int roduction o f a J ob a nd

Development Guarantee and a specific Job Guarantee for Youth, and a decrease

in part-time unemployment benefits to 75 days. Measures were taken to limit

the duration of sickness benefits and ensure earlier rehabilitation, as well as to

Figure 2.10. Wage premia, internal rates of return and living costs 
in Sweden and other OECD countries (cont.)

Source: OECD (2008), Economic Survey of Sweden, Figure 4.8, p. 104, OECD Publishing, Paris.
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Figure 2.11. Local business involvement in schools: 
job fairs, lectures and visits

Percentage of 15-year-old students in schools in which the principal reported 
students had the opportunity to participate in job fairs, lectures (at school) 

by business or industry representatives and visits to local businesses 
and industries as part of their normal schooling, 2006

Source: OECD (2008), Review of V ocational Educat ion and T raining in Swed en, with data from OECD PISA
2007 Database, Figure B.2.
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better monitor the use of d isability benefits. Many OECD countries, including
Norway and Denmark, are trying to better integrate active labour market policy
instruments and benefits, as well as other sorts of benefits. Given the pivotal
role of Swedish county authorities in sic kness and disability policy (Box 2.6),

Figure 2.12. Local business involvement in schools: training
Percentage of 15-year-old students in schools in which the principal reported 

that more than half of students from the school received some training in local 
businesses as part of school activities during the school year, 2006

Source: OECD (2008), Review of V ocational Education and T raining in Swe den, with dat a from OECD PISA
2007 Database, Figure B.3.
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better co-ordination between central government agencies, county authorities

and municipalities administering active labour market policy instruments and
different sorts of benefits c ould help avoid fragmentation of service delivery

Box 2.6. The regional dimension of Swedish sickness 
and disability policy

Occupational health services were funded and administered collectively by the
unions and employers’ confederations until 1993, until the latter terminated the

arrangement. Since then, it has been the responsibility of individual employers to

fund the purchase of occupational health services. Large numbers of small firms
were left unable to  a fford suitable coverage. To a ddress th e pr oblem o f

underfunding, around SEK 1.6 billion has been provisioned in the government’s

budget and discussions are presently under way between government authorities
and occupational health service providers.

County authorities in Sweden employ the vast majority of general practitioners (GPs)

and are responsible for medical rehabilitation. The government is looking to enhance
capacity for me dical rehabilitation by increasing resources to county councils over

2008-10. Around SEK 1.8 billion have been budgeted for counties to provide evidence-

based medical rehabilitation. County councils can provide rehabilitation either through
the health services they administer directly or by purchasing services from private

providers. It is envisaged that the purchase of services will stimulate the growth of a

private provider market so that, over time, counties will have sufficient service capacity
to offer a medical rehabilitation guarantee.

In addition to providing clearer responsibilities and incentives for GPs, it may be

prudent to  consider better in centives for county a uthorities a s well. D elays in
signing agreements with county authorities to provide pre-employment services

to support the new system mean that urgently needed services are inadequately

developed. Medical rehabilitation agreements with the counties should be signed
quickly and the idea of a medical rehabilitation guarantee pursued. A similar

national h ealthcare guarantee commits counties to o ffering t reatment within

90 days of a treatment decision. It was also suggested that introducing a sickness
benefit c o-payment by c ounty councils could encourage county authorities to

reduce s ick lea ve in  their  ar ea. Re duced sic kness ab sence levels w ould

automatically translate into savings for the county. Financial incentives might
also encourage county-level compliance with the sick leave guidelines. The recent

Danish benchmarking tool, Jobsindsats.dk, a continuously updated Internet portal

which al lows local, regional and national aut horities to compare practices on a
local level on a wide range of  indicators, could be taken as a good practice and

adapted to the specific circumstances and needs of Swedish counties.

Source: Adapted from OECD (2009), Sickness, Disability and Work: Breaking the Barriers – The Case of Sweden,
OECD Publishing, Paris.
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and ensure a more transparent grasp of how many citizens receive which

package of active services and benefits.

iii) Improving the integration of immigrants in the labour market. A thi rd

area in which more effective collaboration between national and regional

actors could help better exploit the skills of t he regional labour force is the

integration of immigrants in the labour market. As in many OECD countries,

the co ncentration o f imm igrants in the lar gest metropolitan regions o f

Sweden ha s r aised challenges in term s of c o-ordinating na tional a nd

municipal a ctions for labour market int egration, social a ssistance and

housing among others (B ox 2.7). Special vocational counselling is c urrently

being tested on a provisional basis in Göteborg, Skellefteå and Karlskrona to

facilitate the settlement or resettlement of immigrants in areas where their

professional e xperience i s m ost r equired. Th e pi lot pr ogramme w as

launched in April 2009 and does not have a large number of participants yet,

Box 2.7. The regional dimension of the integration 
of immigrants in the labour market

To avoid a large concentration of immigrants in the three metropolitan regions

(Stockholm, Göteborg, Skåne), public authorities implemented a placement policy in
1985 which assigned  newly ar rived r efugees and asylum seek ers to  specific

municipalities throughout the country. As the number of newcomers increased and

housing became a limiting factor, immigrants tended to be placed in municipalities
with available housing, with less attention paid to the characteristics of the local

labour market. The migrants were free to move if they found housing elsewhere but

were r equired t o participate in  a n 1 8-month in troduction p rogramme i n t he
municipality in which they were originally placed and received social assistance.

The d ispersal policy was  la ter ab andoned in  th e fac e o f l arge i ncreases in  t he

number of asylum seekers. From 1994,  municipalities have been enc ouraged to
grant ind ividuals pa rticipating in  an introduction programme an  “ introduction

allowance” rather than soc ial assis tance. Th e o bjective i s to emphasise the

exceptional nature of the allowance granted during the early stage of the migrants’

stay in S weden. The amount of the introduction allowance varies widely across
municipalities (b etween EU R 350 and EU R 800 per person per  m onth). S ome

municipalities grant the same amount as regular social assistance whereas others

use the le vel of th e minimum wage. Currently, about 60 municipalities use the
introduction a llowance and two-thirds of refugees reside in  such municipalities.

Most metropolitan municipalities have chosen to  introduce an a llowance that is

higher than normal social assistance and is  means-tested. The municipality also
decides whether the allowance can be combined with in come from work without

being reduced.
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but the Institu te for  Lab our Mark et Policy Ev aluation (IFAU) has b een

assigned the task to  evaluate t he outcome a t a  later  st age. While recent

national measures4 such as the subsid ised “Step-in jobs” for newly arrived
immigrants and the introduction of a language bonus seek to reduce labour

market exclusion, continuous collaboration among national, regional and

municipal authorities will be necessary to increase the chances of using the

potential o f th e i mmigrant la bour fo rce in  the regional economy. In

particular, the role of  county authorities may need to be strengthened, as

was d one for the transfer of handling a sylum a pplications to c ounty
administrative boards in 2007.

Making the regional labour force more entrepreneurial

The policy challenge of stimulating what is sometimes assessed as an
“innovative but  not  ent repreneurial” l abour force in Sweden can h ave a

substantial impact on r egional development. Sweden is the birthplace of a

number of high profile multinational groups such as Ericsson, Volvo and H&M.

Swedish-born entrepreneurs have recently founded phenomenally successful

businesses, such as th e free commuter newspaper Metro (started with one

free newspaper in S tockholm in 1995, Metro International now publishes
some 70 editions in around 100 major cities in the world for a n audience of

more than 20 million daily readers) and the free peer-to-peer Internet phone

company Skype (founded in 2003 and acquired by eBay in 2005, i t is now

Box 2.7. The regional dimension of the integration 
of immigrants in the labour market (cont.)

In 19 98, the  Swedish I ntegration Bo ard w as es tablished and t ook o ver

responsibility for the integration of  newly arrived immigrants. The Integration

Board was responsible for disbursing the introduction allowance to mun icipalities
and issuin g general guidel ines on in tegration, wh ile implementation an d

responsibility for newly arrived immigrants was in the hands of the municipalities.

However, the Swedish Integration Board was abolished in 2007.

Since 2000, a n umber of programmes were introduced at t he national level to

improve immigrants’ integration into  the labour m arket. Currently, the Public

Employment Service works on st rengthening personnel at  job centres in  regions

where the number of jobseekers of foreign origin is large or where local or regional

labour market conditions are difficult. While no specific labour market measures

are targeted at immigrants per se, labour board staff can address the problems of

unemployed immigrants.

Source: Adapted from OECD (2007), Jobs for I mmigrants: Labour Market Integration in  Australia, Denmark,
Germany and Sweden, OECD Publishing, Paris.
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available in 28 languages and had more than 309 million registered users as of

early 2008). Despite such high profile examples, Sweden’s overall rates of
entrepreneurship (in terms o f bus iness births, deaths a nd growth rates)
remain low by international standards (OECD, 2005). Although entrepreneurial
force (measured by the annual number of start-ups) tends to be stronger in
large metropolitan regions, other regions also present an important potential
in this respect (the annual growth rate of start-ups is higher in rural regions;

see Figure 1.36 in Chapter 1). Besides the set of national measures to promote
entrepreneurship a nd b usiness sup port (B ox 2.8), a lmost a ll Regional
Development P rogrammes (R UPs) inc lude initia tives d irected towards
entrepreneurship and small business development. Many municipalities have
also developed m easures su ch as J obs &  S ociety ( Nyföretagarcentrum),
projects targeting young people such as Snilleblixtarna, Finn-upp, Ungt

Företagande, and Transfer among others. 

Box 2.8. National measures for entrepreneurship 
and business support in Sweden

● Entrepreneurship

❖ ALMI Företagspartner AB (51% owned by the state and 49% owned by county council

regions), with i ts 19 regional subsidiaries, provides f inance, g ives advice, a rrange

contacts an d works with  consultants to  support en trepreneurship. In o rder t

increase the number of female entrepreneurs, ALMI is running or collaborating on

number of  targeted programmes including networking, management skills, an

coaching. To encourage entrepreneurship among ethnic minorities, ALMI has also co

operated with the Swedish Association of Ethnic Entrepreneurs (IFS) to integrate the

financing and business development services.

❖ Together with  the S wedish C ompanies Re gistration O ffice an d the S wedish T a

Agency, Tillväxtverket (Swedish Agency for Economic and Regional Growth) run

“verksamt.se”, a website offering information and practical tools for starting 

business, and th e “Start-Up Line”, a free phone service which gives information o

how to start a business. There are also special awards, such as the annual “Glob

Award fo r E ntrepreneurship Res earch” (E UR 100 000) an d th e “FSF-Tillväxtverke

Award for Young Entrepreneurship Researchers” (SEK 50 000). The “Venture Cup” 

co-financed by VINNOVA, Tillväxtverket, the S wedish Energy Agency, the Industri

Development Fund, the In novation Br idge (Innovationsbron) and representative

from the industrial sec tor, and an import ant part  of promotion ac tivities ar

conducted by agencies not financed by the state, such as the Federation of Priva

Enterprises (Företagarna) and the Confederation of  Swedish Enterprise (Svensk

Näringsliv). The latter also elects the “Entrepreneur of the Year”, who then represen

Sweden in an international competition.
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Enhancing communication on re gional success stories could help build
an entrepreneurial culture and confidence in regional strengths. Some regions
have tried to turn regional structural handicaps into comparative advantages.

Box 2.8. National measures for entrepreneurship 
and business support in Sweden (cont.)

❖ Tillväxtverket runs three programmes for women entrepreneurship: since 2008, mo

than 800 Government ambassadors for women entrepreneurship (with a y ear

budget o f ab out S EK 3.5 million) ar e se rving a s r ole m odels a nd s hare th e

experiences in  schools an d various netw orks or  ass ociations; th e nation

programme promoting women entrepreneurship has been running since 2007 with

budget of SEK 100 million per year; the national programme for developing resour

centres for women (running since 2005) distributes half o f its budget in the  form 

operating aid to 16 regional and 90 local resource centres and uses the o ther half 

finance projects with the common objective of improving opportunities for women 

take part in activities leading to regional growth.

● Business support

❖ In 2005, VINNOVA launched Research & Grow (Forska & Väx), which focuses on R&D 

SMEs in a ll s ectors.  Th e programme c urrently h as an annual budget 

SEK 100 million. A pilot initiative was recently launched to financially support SME

to engage in new markets and to establish R&D co-operation outside Sweden.

❖ Tillväxtverket r uns a  s eries o f pr ogrammes th at o ffer fun ding o pportunities fo

businesses, particularly in the fields of sustainable development and internation

collaboration. DemoMiljö programme (since 2007) provides grants for the developme

of environmental solutions in the areas of  sustainable urb an development an

renewable energy outside Sweden (grants between SEK 500 000 and SEK 3 million f

authorities, municipalities or businesses for the implementation of demonstratio

projects; grants up to SEK 300 000 to cover the cost of pilot studies during the proje

development stage, only available to SMEs). In 2007, SEK 32.5 million were awarded 

25 Co-operative Development Centres in the form of operating aid. Environmental

Driven Markets (2008-13) provides financial support to  SMEs which are part of

network or cluster, or for projects which aim to increase the knowledge of bu sine

actors regarding the development of environmentally oriented businesses (maximu

funding of SEK 2 million per project). The Product Development in Small Business

programme (since 2005) has pr ovided grants (between SEK 100 000 and S EK 500 00

under the condition that businesses cover at least half of the in vestment cos

themselves. StartSyd och StartÖst (since 2007) offers loans (between SEK 100 000 an

SEK 750 000) to  stimulate long-term sustainable b usiness c o-operation betwee

Swedish SMEs and private companies in specific partner countries in Af rica, Sou

America, Asia and the Western Balkans. The Sweden-Norway Business Co-operatio

programme is expected to award approximately SEK 50 million between 2005 and 201
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For example, the north of Sweden has experienced the boom of an automotive

winter testing cluster, which was later supported by the national government
(Box 2.9). Similar initiatives could be encouraged in other regions a nd
municipalities through targeted action not only to facilitate access to finance

Box 2.9. Automotive winter testing cluster 
in the north of Sweden

Rationale. The performance of cars is increasingly dependent on the complex electron

systems used not only for safety but also for comfort, performance and informatic

Automotive winter testing allows for real time sim ulations of cars in motion. Swede

presents the advantage of being closer to the big European manufacturers than Canada o

Russia. It also offers a larger infrastructure system (e.g. road system) and social life in th

nearby towns for the workers.

Initial idea. The idea of testing car facilities in the north of Sweden emerged in early 197

when three local aviation pilots (David Sundström, Per-Axel Andersson and Per Dahlber

made a winter runway by clearing the snow from part of Lake Hornavan. Representatives 

Opel in Germany who were staying at the local hotel had the idea to use the ice runway t

test brakes. Word of the unusually grim winter, good service and suitable test condition

spread fast. In the 1980s, more companies moved their test facilities to Arjeplog, and it wa

soon recognised as the world’s leading winter test centre.

Development of the activity. In the northern area around four municipalities – Arjeplo

Arvidsjaur, Älvsbyn and Jokkmokk, just south of the Arctic Circle where the temperatu

can plunge to –40 C°, the latest in cutting-edge automotive technology is tested on remo

roads and frozen lakes marked out by c ircular ice tracks or 500 km endurance drive

Automotive giants such as BMW, Bosch, Rolls Royce, Mercedes, Opel, Fiat, Porsch

Hyundai, Ferrari, Haldex, M ando a nd GKN t est new m odels a nd new eq uipment an

components in the area.

Impact on the regional economy. The p opulation of  some t owns almost doubles eac

testing season with the arrival of engineers and technicians from around the world. Th

industry has created local jobs and trade for local shops, restaurants and hotels. Many loca

have also found jobs as test drivers and maintenance crew for all the tracks that are bui

throughout the co mmunity. For example, more than 1 000 people from the c ar testin

industry work at Arjeplog today, and the industry’s investment amounts to EUR 54 million.

Governance. T he government now provides promotion, support an d th e necessar

infrastructure. Local universities such as Lule å University of Technology (LTU) play a

important role. For example, the Center for Automotive System Technologies and Testin

(CASTT) at Luleå University of Technology supports projects on remote vehicle dynamic

(exploring remote technologies such as fleet management solutions and steering robot

and friction under winter road conditions (equipment and methods for testing the frictio

coefficient o f ti res o n ice, snow and slush;  c asting techniques to  measure the ic

topography of winter road surfaces with high resolution).
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and to  support business development, but also to  improve entrepreneurial

awareness and entrepreneurial culture right from early school years and to
facilitate transfers of knowledge from regional universities. This calls for
closer collaboration between national, regional and municipal actors. Current
national measures for entrepreneurship and business support in Sweden
could be further integrated into a comprehensive development strategy
encompassing var ious policy f ields, as was  done in Denmark for example

(Box 2.10). Partnerships with local economic development organisations can

Box 2.10. Entrepreneurship policy in Denmark

Entrepreneurship has traditionally been high on the policy agenda in Denmark. Durin

the last six years, the Ministry of Economic and Business Affairs launched five action plan

to strengthen the busi ness environment f or e ntrepreneurship. This a ttention t

entrepreneurship was recently re inforced by the Globalisation Strategy, which sets ou

different po licies f or s afeguarding D enmark’s p osition in  t he g lobal ec onomy. T h

350 initiatives of this strategy envisage major reforms, among others in educ ation, R&

and entrepreneurship, as well as substantial improvements in the (framework) condition

for growth an d productivity. As a result, entrepreneurship policy h as become mo r

integrated with other policy domains that have a major impact on the determinants o

entrepreneurship and performance. In this context, the integration of entrepreneurshi

and innovation policies merits particular attention.

In order to achieve its ambitious goals, the government foresees that the budget for th

Globalisation Strategy will rise from EUR 46.6 million in 2007 to EUR 66.6 million in 2010. 

is difficult to calculate exactly the total budget for entrepreneurship policies since thes

are typically spread over different ministries. The p ost “Business development” in t h

government budget, which covers most of the entrepreneurship policies, grew almost b

75% between 2006 and 2008 because of new funds attributed to the Globalisation Strateg

While not all of these initiatives and resources are exclusively reserved for entrepreneurshi

policies, the budget for entrepreneurship has certainly increased significantly.

In addition to increasing the budget for entrepreneurship, the Globalisation Strateg

introduces a  c lear sp ecialisation i n e ntrepreneurship po licies by focusing o n growt
entrepreneurs a nd especially h igh-growth s tart-ups. I nternational c omparisons h av

shown that  D enmark has a smaller number of fast growing start-ups and  that  the

contribute strongly to aggregate growth. Implementation of the strategy depends directl

on the identification of these growth entrepreneurs. This is not easy to do in advance. Th

yearly contracts between the national government and the five Regional Centres of Growt

explicitly stipulate deli verables in terms of growth entrepreneurs, on the b asis of ex pos

criteria, however. Hence in additio n to a sufficiently large supply of start-ups, there is 

clear n eed for adequate expertise and experience in screening firms for access to th

specialised advice and counselling of the Centres of Growth; in  addition, arrangement

have been made to refer entrepreneurs with growth potential by other organisations.
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also play a key role in increasing local capacity to reach economic potential, as

shown by t he example o f Ca nada (Box 2.11). A key challenge i n Sweden

remains the availability of ve nture capital, in particular for early stage high-

growth firms. Special emphasis needs to be placed on the development of
regional venture capital funds.  

Box 2.10. Entrepreneurship policy in Denmark (cont.)

While it is too early to evaluate the economic impacts of the Globalisation

Strategy, it is  clear th at its  comprehensiveness a nd explicit in clusion o f

different policy domains and their mutual interdependencies are major

assets f or t he e ffectiveness of g overnment p olicy. Another important

advantage of the Globalisation Strategy is its open, international orientation.

A small country like Denmark ha s a lo t to  gain in an inc reasingly global

economy, but it needs to formulate and implement appropriate measures to

benefit fully from globalisation.

Source: Adapted from OECD (2008), OECD Entrepreneurship Review of Denmark, OECD Publishing, Paris.

Box 2.11. Supporting SME development 
in rural communities in Canada

The federal government of Canada has recognised that in  order to build

communities, one must be present in  those communities and work at  the

grassroots level. Atlantic Canada Opportunities Agency (ACOA, the federal regional

development agency in the four easternmost provinces in Canada) has 36 points of

contact, including regional offices and district offices located throughout Atlantic

Canada, which is considered the most rural part in the country. ACOA aims to help

businesses to be more successful in order to help create a strong economic climate

at the community level across the area. The collaborative effort with community-

based economic development organisations, combined with ACOA investments in

rural SMEs, has demonstrated positive results.

ACOA supports community-based economic development organisations,

including 41 Community Business Development Corporations (CBDCs) and

52 Regional Economic Development Organisations (REDOs). CBDCs enhance

business and economic opportunities in Atlantic Canada’s rural communities,

through the direct provision of investment capital and business counseling to

small and medium sized businesses. REDOs, often funded in partnership with

provincial and local governments, play a leadership role in strategic community

development planning project development. These two organisations provide

outreach capacity for the federal government and its partners for e conomic

planning (REDOs) and specific support to SMEs (CBDCs).
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Exploring regional opportunities for green growth

Optimising the potential of renewable energy

The exploitation of  renewable energy in Sweden could be a fu rther
stimulus to regional innovation. In Europe, Sweden already stands out in
terms of the reductions of greenhouse gas emissions required by the Kyoto
Protocol. It cut emissions by 9% between 1990 and 2006 and intr oduced a
carbon tax as early as 1991. Increasing energy ef ficiency and the use o f

Box 2.11. Supporting SME development 
in rural communities in Canada (cont.)

Regional Economic Development Organisations (REDOs) are focused on

such areas a s s trategic c ommunity p lanning, p artnership and cluster

development, but also assist local entrepreneurs in the development of their

business plan. REDOs are incorporated, non-profit entities with representation

from municipalities, the private sector on volunteer Boards of Directors. The

intent is for the REDO to play a leadership role at the local level where buy-in

and “ownership” are important factors to mobilising assets. The model used

in the province of Nova Scotia where each level of government provides one-

third of funding is c onsidered a best practice. The federal, provincial and

municipal sharing of funding for REDOs’ operating costs varies from province

to province. RED Os ac cess additio nal so urces o f funding thro ugh various

other government and non-government sources for specific projects that are

identified in their strategic plans.

Community Business De velopment Cor porations (CB DCs)  ar e

independent o rganisations, c overing all the r ural communities in  the

Atlantic provinces, an d m anaged by vo lunteer b oards of directors. T he

national Community Futures program (CF) is administered by ACOA in Atlantic

Canada to support the operating costs of the CBDCs, and to  augm ent the

investment c apital a vailable to thes e organisations f or b usiness

financing. Funding l evels v ary, d epending on t he siz e of t he CB DC. In

addition to  t heir o perating f unds, CBDCs al so h ave i nvestment/capital

funds. CBDCs use investment capital to provide financing to businesses in

their region through lo ans, equity investments or l oan guarantees. The

Atlantic Ca nada Com munity B usiness I nvestment F und ( ACCBIF) was

created in S eptember 2000 t o pr ovide fo r investment fund a llocations.

When CBDCs have surplus investment funds on hand, they invest these

resources in the fund, making them available for use in other communities.

CBDCs with a shortage of investments can borrow capital from ACCBIF. The

ACCBIF is managed by the Atlantic Association of CBDCs, and is valued at

over CAD 25 million.
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renewable energy are currently highlighted in regional development projects.

Swedish regions are being assisted by both Swedish and European initiatives
to exploit their renewable energy potential in b iofuels (Box 2.12) and w ind
power (Figure 2.13 and Box 2.13). Participation in cross-border projects such as
the Bioenergy Technology Transfer Network could be further encouraged
(Figure 2.14 and Box 2.13).     

While support for forestry and wind-based energy can open up promising
business opportunities for Swedish regions, the long-term impact will depend
on how policymakers hel p spread and embed the benefits of th e growing
industries into the regional economy while avoiding the risk of  lock-in that
hinders future technology options. Managing a transition to new technologies
entails u ncertainty and cal ls for a new balance between consumer and

producer benefits, as well as consensus about how these will be distributed
territorially. In order to maintain Sweden’s current leadership in promoting a
low-carbon, high-growth economy based on r egional potential, it will be
important to avoid the crowding out of private investment and to ensure that

Box 2.12. Transport fuel from forest biomass: The BioDME 
project in Piteå (Norrbotten County)

Rationale. Already used  today a s an a erosol propellant, di-m ethyl eth er

(DME) has the  potential to become a c ompetitive renewable alternative to

fossil fuels. DME is a multi-source and multi-purpose fuel; it is considered a

highly efficient so urce o f ener gy, it is non-toxic an d environmentally

friendly, and has lo w exhaust emissions, reduced noise externalities, and

minimal climate impact. DME can be  obtained from d irect gasification of

biomass.

Scope of project. The BioDME project is a consortium involving Chemrec

(Stockholm-headquartered group specialised in black liquor gasification), the

Volvo Group, and other partners (Delphi Diesel Systems; Energy Technology

Centre (ETC); Haldor Topsøe; PREEM Petroleum; Total). I t aims at producing

environmentally optimised synthetic biofuel from lignocellulosic biomass at

industrial scale. The project started in 2008 and aims to build the world’s first

BioDME plant by 2010. A field test to demonstrate and verify DME technology

in real applications will run from 2010 to 2012 with a fleet of 14 Volvo trucks

in ordinary customer op eration, in order to check technical standards,

commercial p ossibilities a nd en gine c ompatibilities. The p roject is  c o-

financed by the consortium partners, the EU’s Seventh Framework Programme

(FP7), a nd th e Swedish E nergy Ag ency, a nd has a to tal es timated cost o f

EUR 28 million.

Source: Mission materials from Solanders Science Park.
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Figure 2.13. Wind power potential in Sweden

Source: Swedish Wind Energy, materials from Invest in Sweden Agency 2009.

  1. Uljabuouda 10 turbines, 30 MW
  2. Dragaliden 12 turbines, 24 MW
  4. Gabrielsberget 40 turbines, 80 MW
  6. Hörnefors Vindpark 2, 5 turbines, 10 MW
  7. Storrun 12 turbines, 30 MW
  8. Havsnäs 48 turbines, 95.6 MW
12. Gässlingegrund 10 turbines, 30 MW
13. Brattön 1, 6 turbines, 15 MW
17. Stentjärnåsen, 5 turbines, 10 MW
18. Rätan-Digerberget 5 turbines, 10 MW
25. Råbelöf, 5 turbines, 10MW
26. Brunsmo, 5 turbines, 12,5 MW
30. Stor-Rotliden 40 turbines, 80 MW

  3. Bondön 14 turbines, 35 MW
  5. Bliekevare 18 turbines, 32 MW
  9. Hedbodberget 1, 5 turbines, 10 MW
10. Säliträdberget 8 turbines, 16 MW
11. Fjällberget/Saxberget 17 turbines, 34 MW
14. Laholm 12 turbines, 24 MW
15. Lillgrund 48 turbines, 110.4 MW
16. Hud 6 turbines, 15 MW
19. Röbergsfjället 8 turbines, 16 MW
20. Håcksta 5 turbines, 10 MW
21. Hornberget 5 turbines, 10 MW
22. Silkomhöjden 6 turbines, 12 MW
23. Sotared 5 turbines, 10 MW
24. Högberget, 5 turbines, 10 MW
27. Utgrunden 1, 7 turbines, 10 MW
28. Yttre Stengrund, 5 turbines 10 MW
29. Klinte vindpark, 5 turbines, 10 MW
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Box 2.13. Wind power project in the Norrbotten County

Project. The Swedish government has set a planning frame for wind power

of 30 TWh by 2020 (which corresponds to energy to 1.5 million homes with a

consumption of 20 000 kWh); in 2008, Swedish wind po wer production was

2 TWh. The 30 TWh is to be broken down into 20 TWh land based wind power

and 10 TWh offshore. T he M arkbygden wind po wer pr oject comprises

1 101 wind turbines, with a total height of approximately 200 metres and a

windmill diameter of approximately 82-126 metres. I t represents a t otal

investment of EUR 6 billion and is owned by Svevind and Enercon.

Potential impact on regional economy. The expected impact of the project on

the regional economy includes the creation of around 1 000 jobs during the

intensive part o f the construction, about 220 jobs for th e Tower factory

(concrete) and electricity installation in Piteå harbour, and about 250 jobs for

operation and ma intenance. It is also hoped tha t m anufacturing o f rotor

blades, generators and steel towers will be located in Piteå. Further spillover

effects are expected in terms of enhancing co-operation with SMEs in the

region and stimulating the service and tourism activities.

Source: Solanders Science Park and the municipality of Piteå.
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strong national commitment works ha nd in hand w ith regional actors.

Current efforts to overcome the crisis are offering a momentous opportunity
to rethink how national and r egional actors can w ork jo intly on regionally
based projects that serve national st rategic objectives, as  Canada’s federal
government has done with the introduction of new support for green recovery
(Box 2.15).

Figure 2.14. Regions participating to the Bioenergy Technology 
Transfer Network (BTN)

Source: European Commission, DG Regio.
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2009 149



2. EXPLOITING CROSS-SECTORAL SYNERGIES THROUGH REGIONAL POLICY IN SWEDEN
Box 2.14. Bioenergy Technology Transfer Network (BTN)

Context. Biofuel production and use support both the mitigation of climate

change and the creation of new businesses for rural areas. The EU has set a

goal of doubling the share of renewable energy sources by 2010 from the 1998

level. Europe’s bioenergy sector has traditionally operated mostly on the local

or r egional level. Today, t he challenging target set f or the i ncrease o f

bioenergy use makes th e pr omotion a nd mobilisation o f b est available

practices and technologies nec essary at European level. T his requires

international networking and close co-operation between private companies

and public authorities. Current research and de velopment in bioenergy has

resulted in  reliable technologies. However, these new technologies are not

implemented widely enough and efficient end-user services are missing. Few

strategic measures have been developed to  promote sustainable use of the

bioenergy potential through spatial planning.

Project. The Bioenergy Technology Transfer Network (BTN) project was

established in 2002 to create an exemplary model for meeting this challenge. Led

by the Jyväskylä University of Applied Sciences, Bioenergy Development Centre

in Finland, the BTN assembled six other partners from five countries: the

Jyväskylä Science Park (Finland), ZAB (Zukunfts Agentur Brandenburg GmbH,

Germany), CEBra (Centre for Energy Technology Brandenburg GmbH, Germany),

Luua Metsanduskool (the Luua C ollege of  Forestry, Estonia), Energidalen i

Sollefteå AB (Energy Valley in Sollefteå Ltd., Sweden) and Energigården (Energy

Farm, Norway). The BTN project worked on applied R&D in the fields of biofuel

production, refining and combustion. Another important part of the project was

the training of op erators, including entrepreneurs, new biofuel users, decision

makers and advisers. The project’s main outputs include regional bioenergy

strategies and development plans, international bioenergy training programme

packages, and a ne twork of regional Bioenergy Development Centres (BDC-

Network). International seminars have b een organised. The r esources,

production and use of bioenergy in partner regions have been analysed and

bottlenecks in the chain of bioenergy use have been identified. As a result of

close collaboration between Jyväskylä Polytechnic (Finland) and Energy Farm

(Norway), a  one-year training programme on wood energy (WFE) started in

September 2004 with students f rom three European countries. Learning

materials created by the BTN partners have been exchanged in order to improve

local and national bioenergy training. A t raining and information package,

“Bioenergy Route – Leading Know-How in Central Finland”, has been published.

Results. Bioenergy markets have grown and the preparation of regional bio-

energy strategies has increased understanding of spatial planning procedures

in partner regions. P ilot an d development actions h ave resulted in  more
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Box 2.14. Bioenergy Technology Transfer Network (BTN) (cont.)

efficient fuel and heat production methods and technology (for example,

technology transfer of the forest chip boiler from Germany to Norway and the

transfer o f chipping technology f rom Finland to Norway). An i nnovative

multiple-use mobile dryer for wood and agro fuels has been developed. The

Finnish Regional Bioenergy Development Centre was opened in May 2003.

Since then, it has integrated R&D components. CEBra GmbH established the

BDC Brandenburg (“Wood Energy Centre Eberswalde”) in August 2005. The

BDC is located on the premises of the Brandenburg Forestry Authority at the

wood campus of the University of Applied Sciences Eberswalde. In Norway, a

national B ioenergy D emonstration Centre, t he En ergy Farm, has b een

improved with more demonstration activities and further theoretical training

programmes. The Bioenergy Technology Transfer Network has led to the

three-year BioReg Hadeland project, which aims at developing the Hadeland

region into an outstanding (national) bioenergy region focused on bioenergy

in practice.

Source: European Commission, DG Regio.

Box 2.15. National support for recovery from the crisis 
and green growth at the regional scale in Canada

Designed t o c omplement ex isting feder al f unding pr ogrammes, the

Government of Canada’s Community Adjustment Fund (CAF), one of two

stimulus fu nding envelopes announced in e arly 2 009 a nd de livered by

RDAs, s upports c ommunities with fewer than 2 50 000 inhabitants with

projects s uch as:  f orestry (ec onomic di versification initiati ves, trail

infrastructure, silviculture activities, etc.); mining (demonstration of new

mining te chnologies, remediation an d rehabilitation of ab andoned mi ne

sites, etc.); f isheries ( support for mar keting a nd promotion of f ish

products,  initi atives to improve market ac cess,  etc. );  agri culture

(infrastructure development aimed at enhancing agricultural production,

development of value-added opportunities in  agr i-food production, etc.);

manufacturing (investments in machinery or eq uipment, remediation or

repurposing of c losed facilities, assistance related to  the launch of new

products lines or the d evelopment and  i mplementation of  p rocess

improvements, etc.). Activities that support “green” strategies and technologies

are eligible, including ecological restoration, protection of habitat, use of new

environmental processes and alternative energy sources.
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Strengthening the rural economy

Developing a di versified an d su stainable rural ec onomy is a c rucial
component of effective regional development in Sweden. Although almost all

of Sweden is classified as predominantly rural or intermediate in the OECD
Regional Typology, rural Sweden is fa r from a  homogeneous reality. Whi le
rural and urban areas are sometimes economically closely linked as in Skåne,
other parts of Sweden are very sparsely populated and have much weaker
links w ith urba n ec onomies (see t he d etailed a nalysis of r egional
specialisation in  Chapter 1). An  effective rural development policy needs to

build on local and regional conditions in a bottom-up approach within the
overall strategy for regional development.

Initiatives to  develop rural tourism need to valorise region-specific

assets. While Sweden devotes a larger share o f funds un der the Rural
Development Programme 2007-13 to Axis 2 programmes for the environment
and landscapes compared with other EU countries (Table 2.6), programmes
geared towards the diversification of the rural economy also offer increasing
opportunities. In particular, some rural regions have further opportunities for
development in terms of  agro-tourism, eco-tourism, hunting a nd fishing

leisure activities, cycling and cul tural tourism, for example linked with
indigenous populations s uch a s the Sami community.5 S everal pr ivate
initiatives have d emonstrated t he a mple p otential to le verage a typical
regional assets such as m oose (Box 2.16) and the c ombination of hydraulic

Box 2.15. National support for recovery from the crisis 
and green growth at the regional scale in Canada (cont.)

Another measure is the creation of the Green Infrastructure Fund, a new

national government f ive-year investment of CAD 1 billion in s ustainable

infrastructure that will contribute to improving the quality of the environment.

The programme is managed and administered by Infrastructure Canada, a

federal depar tment w ith n ational r esponsibility. Federal fun ding will

typically be shared as follows: 50% for provincial/territorial assets; 33% for

local government a nd non-p rofit private sector asse ts; 2 5% f or p rofit/

private-sector a ssets. T he f ocus is  o n n ew in frastructure o r m aterial

rehabilitation of existing infrastructure. Elig ible categories inc lude: green

energy generation infrastructure; green energy transmission infrastructure;

carbon transmission and storage; w astewater i nfrastructure; an d sol id

waste management infrastructure. Eligible r ecipients ar e pr ovinces,

territories, local or regional governments, public sector bodies, and private

sector entities, either alone or in partnership with a province, territory or local

or regional government.
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Table 2.6. Indicative budget for the rural development 
programme by axis, 2007-13

Unit: thousand EUR

Source: Ministry of Agriculture.

EU funds National funds Total %

Axis 1 – Competitiveness of agriculture and forestry 334 486 306 931 641 417 17

Axis 2 – Environment and landscape 1 264 112 1 366 648 2 630 760 66

Axis 3 – Economic diversification and quality of life 189 470 197 103 386 573 14

Axis 4 – LEADER approach 105 548 158 324 263 872

Technical assistance 59 444 59 445 118 889 3

Total 1 953 060 2 088 451 4 041 511 100

Box 2.16. Example of rural tourism in the north of Sweden: 
The Moose Garden (Östersund, Jämtland County)

Moose hunting is widespread in Sweden, with almost 100 000 captures every year

between September and December. The moose population totals just over half a

million and reproduces rapidly. Moose meat is renowned as being particularly tasty

with little fat, and is highly appreciated fresh or smoked, grilled, cured, in meatballs

and in stews.

The Moose Garden was established in 1995 by Sune Häggmark, a top level civil

servant in the municipality of Östersund, who fi rst rescued two young moose

abandoned during a shooting expedition and later developed a successful moose

business. Today, the Moose Garden attracts 45 000 visitors a y ear who come to

see the h erd o f 15 moose ac commodated in  appr oximately 15 hectares o f

meadow.

The Moose Garden offers two kinds of products. First, it is one of the very rare

places in the world where moose milk  is  produced. Th icker than cow milk and

slightly less whit e in c olour, moose milk is low in c alories and rich in pr oteins.

Visitors can taste it r aw or in the form of homemade delicacies such as moose

cheese, moose milkshake (mixed with forest berries and ice), and moose waffles.

Second, the M oose Ga rden produces 100% n atural pap er m ade fr om m oose

droppings. Because moose are browsers (eating leaves from bush tops) instead of

grazers, the droppings contain no bacteria and are pur e cellulose, a completely

recyclable and biodegradable raw material. Once mixed and sundried, the paper is

printed into replica bank notes, business cards, postcards, diplomas or menus.

The Moose Garden has attracted substantial international media attention, and

has b een approached by the go vernments o f Tanzania an d Russia to work on

developing similar projects in these countries.

Source: Adapted with information from the Moose Garden’s website www.moosegarden.com.
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resources and polar climate (the globally renowned Ice Hotel, entirely made of

ice and rebuilt every year, Box 2.17). A factor of success in designing adequate
support will be to effec tively d ifferentiate the tour ism offer from that of
countries with similar geographical endowment such as Norway, Finland and
Russia (although capitalising on the common brand value of Lapland), and
this will require c lose strategic collaboration w ith the loc al and regional

Box 2.17. A globally successful tourism initiative 
in a peripheral Swedish region: the Ice Hotel 

(Jukkasjärvi, Norrbotten County)

Initial idea. The company Jukkas (currently ICEHOTEL) has been operating

since the 1970s in the Swedish Lapland, 200 km north of the Arctic Circle. For

many years, the co mpany focused on the summer season and the outd oor

experiences offered by midnight sun. During the dark winter, the river was

frozen a nd th e peo ple o f th e s mall vi llage o f J ukkasjärvi w ent into

hibernation. By the end o f the 1980s , it was decided to turn things around.

Instead of viewing the dar k and cold winter as  a disadvantage, the un ique

arctic elements were regarded an asset. Inspired by the work of visiting

Japanese ice artists, the village invited the French artist Jannot Derid to have

the opening of his exhibition in 1990 in a  specially built igloo on the frozen

Torne River. The 60 m2 building, named Arctic Hall, attracted many visitors to

the area. One night, a group of foreign guests, equipped with reindeer hides

and sl eeping bag s, d ecided t o us e t he cylindrical s haped igl oo as  an

accommodation. The unique sensation of sleeping in  an igloo gave birth to

the concept of ICEHOTEL.

Project. Today, ICEHOTEL is world famous for its unique concept and works

of art. I t i s situated o n the shores o f the Torne River in the village o f

Jukkasjärvi. Covered with  a meter thick ice layer at winter time, the Torne

River is the source of all the art, architecture and design of the Ice Hotel. The

Ice Hotel is built anew every year, with a new design, new suites and a new

reception. About 10 000 tons of ice and 30 000 tons of snow are needed every

year. The ho tel c an ho st over 100 guests, and e very bedroom is unique .

Covering more than 30 000 square feet, the Ice Hotel includes the hotel itself,

an ice sauna, an ice chapel, an ice art exhibition hall, a cinema, and the

“Absolut Ice Bar”.

Economic impact. The Ice Hotel employs about 175 people, and receives a

total of around 45 000 daytime visitors and 30 000 night guests a year. It has a

turnover of SEK 120 million. Each year, hundreds of tons of ice are exported to

every corner o f th e world fo r a ttractions s uch as th e Absolut Ice Bars in

Stockholm, Milan, London and Tokyo.

Source: More information available on the Ice Hotel’s website www.icehotel.com.
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tourism sector to  combine effectively different functions within a joint

regional tourism offer. 

The diversification of  the Swedish rural economy needs to  be better
integrated with the search for creative solutions in public service delivery and
business development. The vicious cycle pressures faced by rural regions are
not new, but will certainly be exacerbated by the twin impacts of the financial
crisis and falling local tax bases. I n v iew of d emographic ageing, some

Swedish regions have taken useful initiatives in the f ield of tele-education
(e.g. regional association of  Laponian municipalities in Pajala, Kiruna,
Gällivare a nd Jokkmokk) a nd tele- medicine ( e.g. the e-health project in
Norrbotten, presented in  Chapter 3). The presence of  a s ubstantial elderly
population could  be  further exploited as a local “silver economy” market,
generating empl oyment o pportunities related to  h ousing an d f urniture

solutions d esigned sp ecifically f or el derly residents, s pecialised medical
services and pharmacies, as well as life long learning facilities and le isure
activities, for example. However, the potentially high cost of e-service facilities
and educational investment in ru ral r egions underscores the need  to
implement a mix of mutually reinforcing investment choices for the long term
rather than isolated sectoral decisions for t he short  t erm, which further

underlines the need to integrate policies for rural development and regional
development.

Key factors of success for the preservation and renewal of sparsely
populated regions are clearly l inked with the  quality of loc al and regional
leadership and partnerships, which varies across the country but can achieve

remarkable results as shown in the example of Kiruna (Box 2.18). In view of

Box 2.18. The transformation of a mining city: 
Kiruna (Norrbotten County)

After an iron ore deposit was discovered on the Kiirunavaara Mountain during the

mid-1880s, the town of Kiruna grew with the establishment of the mining company

LKAB (Luossavaara-Kirunavaara AB) in 1 890, and t he inauguration of the Ofoten

railway (also  called the Ore Line, which link s Luleå  via Gällivare and Kir una to

Narvik in N orway) in 1 903. In the early years, mining took place in open pits.

Nowadays, the ore is mined nearly one kilometre below surface level. The ore body

in Kiruna is about 4 km long and extends to an estimated depth of 2 km. Nearly

1 billion tons of i ron has been mined so far . At current production volumes, ore

reserves accessible via the present main haulage level will ensure production until

about 2015. A  higher production rate would require a  more rapid rate of vertical

mining. The extent of the ore body is such that future mining will affect part of the

city of Kiruna due to the fissuring of the ground.
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building a resilient rural economy, the capacity of rural regions to proactively
adapt the content of higher education to their own specific needs rather than
conventional attempts of knowledge transfer is fundamental (e.g. the regional
association of the municipalities of Haparanda, Kalix, Överkalix and Övertorneå

has pursued research projects in close collaboration with local entrepreneurs,
the Technical University of Luleå and the Swedish Agricultural University in
Umeå in fields such as food processing, tourism, IT and t imber industry). I t

Box 2.18. The transformation of a mining city: 
Kiruna (Norrbotten County) (cont.)

It was therefore decided to move the city 4 km away. Some buildings will be torn

down and replaced. Others will be dismantled stone by stone and reassembled in a

new landscape. And some, like the c hurch, once voted Sweden’s most beautiful

building, will be lifted whole and transported slowly down roads as yet unbuilt. To

move Kiruna will tak e years, but plans for the new railway are well advanced and

the electricity grid to power the new city is already in place. This huge project will

entail the relocation of roads, railways, electricity, sewage pipes, housing, churches,

hospitals, city halls, schools, kindergartens and city centres. The state-owned

mining company will pay most of the costs, which are still unknown but expected

to be high. However, there is resistance from some of the first inhabitants, such as

the indigenous Sami People. For more than 2 000 years, they have herded reindeer

and they say the transformation of Kiruna will cut deep into their grazing lands and

the migration paths of their animals.

At the same time, Kiruna has developed a variety of new identities, including the

Winter City (with the Snow Festival and an annual film festival called the Arctic

Light Film Festival), and most importantly the Space City. Kiruna hosts Spaceport

Sweden (www.ssc.se) which will o ffer space flights for tourists from Kiruna in a

couple of years. Spaceport Sweden is a co-operative venture between Esrange Space

Center (which launches sounding rockets and high-altitude research bal loons,

works as the test facility for new aerospace systems, and is the world’s busiest civil

ground station fo r s atellites). It is owned by t he Swedish S pace C orporation,

Icehotel, Kiruna A irport (o wned by the LFV Group) a nd Kir una’s business

development company, Progressum. The aim of  Spaceport S weden is to m ake

Kiruna Europe’s first and most obvious place for personal suborbital spaceflight. It

is also expected to boost the regional economy. For example, tourists will be able to

spend nights in the nearby Ice Hotel and enjoy the unique experience of commercial

space flights (for a round USD 200 000). However, a few iss ues still n eed to  b e

resolved. For example, the Swedish Civil Aviation Authority requires a ll a ircrafts

with wings to be certified, and a US arms trafficking law, the International Traffic in

Arms Regulation (ITAR), may prevent Space Ship Two’s US-designed rocket engines

from being serviced at a facility outside the United States.
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will be increasingly crucial for rural regions to  exploit existing national

measures for SME development and entrepreneurship, as well as programmes

to improve access to commercial and public services (including a budget of

SEK 30 million targeted to  the preservation and expansion of commercial

services in rural areas, focusing primarily on fuel supply).

2.3. Linking infrastructure investment with regional development 
priorities

Integrating transport investment into coherent regional strategic planning

Capturing cross-sectoral synergies at the r egional sca le is pa rticularly

relevant for infrastructure investment in Sweden. The traditional struggle of

Swedish transport policy to compensate for long distances from international
markets and a harsh climate contrasts with relatively low levels of infrastructure

stock. Compared with OECD TL2 regions, a ll Swedish regions except two
(Sydsverige and Stockholm) have poorer accessibility to international markets,

and all Swedish TL2 regions except one ( Östra Mellansverige) have lower

motorway density (see Chapter 1). International air accessibility has improved
over the past years and relatively fast connections link the capital to many

regional centres and support commuting f lows in the south thanks to a

number of key projects in recent years (Figure 2.15). However, intra-regional
connections remain weak in  parts of  the no rth. T his may reinforce t hese

regions’ dependence on private vehicles and increase the vulnerability of their

economic base to oil price shocks. 

The government’s action to support recovery from the crisis may create

new momentum for more effective infrastructure investment. As in many OECD
countries, the fiscal stimulus plan announced by Sweden devotes a significant

share of funds to infrastructure, albeit less than to science, R&D and innovation

(Table 2.7). Expenditure on infrastructure is often expected to promote regional
development by enhancing accessibility and may appear as a major element of

the government’s strategy to en large regional lab our markets. B ecause

infrastructure investment tends to i nvolve large-scale, usually i rreversible
projects, it is c rucial to ens ure that existing stocks are used most efficiently

before investing in new capacity, and that new investment is  cost-effective,

conducive to quality services for consumers, and socially appropriate (OECD,
2008). This is particularly true in a country like Sweden where concerns about

long distances and strong regional disparities in population density have

consistently maintained accessibility issues at the top of the policy agenda. 

In Sweden as elsewhere, infrastructure policy needs to be closely integrated

with ot her sectoral p olicies a s part of  a co herent regional d evelopment
strategy. E conometric e vidence fr om OE CD regions sugg ests t hat

infrastructure alone has little impact on regional growth unless it is associated
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Figure 2.15. Railway network in Sweden and the Baltic Sea Region

Source: Schmitt, P., Dubois, A. (ed. (2008), Exploring the Baltic Sea Region – On Territorial Capital and Spatial
Integration, Nordregio Report 2008:3.
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with human capital and innovation (see the regional growth model explained
in Chapter 1). In practice, several OECD countries have seen the risk of well-

intentioned infrastructure projects eventually generate “leakages rather than
linkages” as new transport connections facilitated more brain drain than they

attracted new workers because mono-sectoral policies failed to enhance the
overall business and living environment. The lack of anticipation and monitoring

of cross-sectoral interaction is likely to result in conflicts among policies at the
regional scale, which convey contradictory signals to economic agents, waste

scarce resources and dilute the overall impact of the policy mix. For example,
expanding the motorway network in the hopes of enlarging regional labour

Figure 2.16. Major transport investment projects (over 300 million SEK) 
in Sweden

Source: National Road Administration and National Rail Administration.
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markets requires taking precautions to avoid increasing private vehicle use
and po llution at th e e xpense o f sus tainable development o bjectives.
Systematic use of cost-benefit analysis, taking dynamic regional effects into
account, and strategic environmental analysis could help better inform and
prioritise investment decisions.

Table 2.7. Financial weight of long-term investment in selected 
OECD countries’ stimulus packages

1. Finland has high public R&D support outside of its stimulus package and has pledged to maintain
it.

2. The R&D figures for France, Norway and P ortugal do not include their R&D tax cr edit payments
carried forward.

3. In Germany, some expenditures remain to be determined at the sub-federal level.
4. This figure contains EUR 0.3 billion additional funding for a programme for modernising insulation

of buildings and roughly EUR 0.8 billion for energy-use modernisation of federal buildings.
5. This figure contains EUR 8.6 billion of investments in energy-efficient school and other education-

related buildings.
6.  In Portugal EUR 500 million for the modernisation of schools is only included in “Education”.
7. The US federal government does not have separate R&D budgets as federal funds are distributed to

several different agencies and departments. This makes it difficult to estimate R&D in vestments
under the Ameri can Recovery and Reinvestment Act. The Ameri can Assoc iation for the
Advancement of Science (AAA S) provides an estimate  of USD 21.5 billion of federal R&D funding,
i.e. around 2.7% of total public spending in the Act (for details, see www.aaas.org/spp/rd/
stim09c.htm).

Source: OECD (2009), Policy Responses to the Economic Crisis: Stim ulus Packages, Innovation and Long-term
Growth, DSTI/IND/STP/ICCP(2009)1/ADD/FINAL, 11 May 2009.

Infrastructure
Science, R&D 
and innovation

Education Green technology

Australia AUD 9.7 billion AUD 2.9 billion AUD 15.7-17 billion AUD 5.7 billion

% of 2008 GDP 0.82% 0.25% Up to 1.4% 0.48%

Canada CAD 20.3 billion CAD 800 million 1.9 billion CAD 2.8 billion

% of 2008 GDP 1.27% 0.05% 0.12% 0.18%

Finland EUR 910 million EUR 25 million1 EUR 30 million EUR 38 million

% of 2008 GDP 0.48% 0.01% 0.02% 0.02%

France EUR 4.7 billion EUR 46 million2 EUR 731 million EUR 30 million

% of 2008 GDP 0.24% 0.00% 0.04% 0.00%

Germany3 EUR 11.5 billion4 EUR 1.4 billion EUR 14.5 billion5 EUR 5.7 billion

% of 2008 GDP 0.5% 0.1% 0.6% 0.2%

Korea
KRW 50 trillion (USD 36 billion) of green investments (5.14% of GDP) 
distributed over these categories; detailed breakdown not yet available

Norway NOK 3.8 billion NOK 170 million2 NOK 270 million NOK 1.6 billion

% of 2008 GDP 0.16% 0.01% 0.01% 0.06%

Sweden SEK 11 billion SEK 9 billion SEK 500 million SEK 2 billion

% of 2008 GDP 0.27% 0.29% 0.016% 0.06%

Poland PLN 91,3 billion PLN 16,8 billion n.a. PLN 2.5 billion

% of 2008 GDP 0.072% 0.013% n.a. 0.002%

Portugal EUR 50 million EUR 224 million EUR 682 million6 EUR 260 million

% of 2008 GDP 0.03% 0.13% 0.41% 0.16%

USA USD 100 billion USD 16 billion7 USD 83 billion USD 59 billion

% of 2008 GDP 0.70% 0.11% 0.58% 0.41%
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In particular, closer collaboration among relevant authorities at all levels

would help better understand potential interactions between transport,
housing and spatial planning policy (Table 2.8). Currently, transport policy

seems to be moving towards more strategic oversight of national infrastructure
investment frameworks and more autonomy for regional stakeholders, while
housing (traditionally considered a social right in the Swedish welfare model)

remains a national policy concern and largely relies on m unicipal housing
companies with little evidence of co-ordination at the regional scale, potentially a

sign of lack of regional strategic planning:

● Transport: The Ministry of Enterprise, Energy and Communications has

only around 50 employees working directly on transport and infrastructure
issues, and traffic agencies (e.g. the National Road Administration and the
National Ra il Ad ministration) p lay a n a ctive role in tr anslating the

government’s policies into practical action. The government intends to
reform the planning process as of 2010 in order to design national and

regional infrastructure plans and to  give a l arger role to  regional actors.
Within a ne w planning method introduced in 2008, nine regional system
analyses were carried out and regions were asked to establish their own

priorities in terms of objectives and modes of transport. Based on these
analyses, a n ational system analysis was carried out to define national

priorities. Consultations were carried out to promote open dialogue among
traffic agencies, counties and m unicipalities. Proposals for 2010- 21 were
presented to the government in autumn 2009. The government will then

decide on the measures to be included in the national plan and will approve
the financial frameworks for the regional infrastructure plans in the first

quarter of 2010. In spring 2009, a go vernment report – whic h reviewed
working methods in the Swedish transport sector as well as climate and
environmental issues, demands for  the g rowth of  transport systems,

congestion in met ropolitan areas and regional development, co-operation
between different modes of transport – proposed the creation of a new joint

traffic agency to  develop and man age i nfrastructure f rom a holistic
perspective. The government’s plans to introduce a new agency in 20106 could
be an i nteresting step towards more effective integration of infrastructure

policies in Sweden.

● Housing: The National Board of Housing, Building and Planning (Boverket)

collaborates with municipalities, which through municipal housing companies
rent housing to the general public in their municipality. Rents are set b y
agreement with local tenants’ unions based on historic cost (taking into

account the age composition of the housing stock). In light of the regional
imbalances between the largest metropolitan areas with housing shortages

and regions with decreasing population and housing surpluses, a number of
proposals are being discussed. Since 2006, the central government has been
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Table 2.8. Overview of transport policy, housing policy, 
and spatial planning in Sweden

Transport Housing Spatial planning/land use

Authority 
in charge 
at national 
level

Ministry of Energy, 
Enterprise 
and Communications.

Traffic agencies 
(e.g. National Road 
Administration 
and the National Rail 
Administration).

National Board of Housing, Building and Planning 
(Boverket).

No single authority in cha
at national level:
Ministry of Environment;
National Board of Housin
Building and Planning 
(Boverket); National Land
Survey; National Environ
Protection Board; Centra
Office on National Antiqu
Swedish National Road 
Administration; Swedish 
National Board for Indust
and Technical Developme

Authority 
in charge 
at regional 
or municipal 
level

Regional governments 
in the two pilot regions.

In other counties: 
municipalities and county 
councils (with varying degrees 
of involvement for the latter: 
e.g. the Stockholm County 
Council has more 
responsibilities than others 
in public transport).

Municipalities (through municipal housing 
companies) and County Administrative Boards.

Municipalities within a co
council may choose to de
regional spatial plans, wh
are not binding. Through
special legislation, the reg
planning office within the
Stockholm County Counc
been assigned the task to
ordinate the preparation o
new regional developmen
for Stockholm (RUFS 201

Main objective 
of policy 
and territorial 
dimension

“An economically efficient 
and sustainable provision 
of transport services for people 
and businesses throughout 
the country” 
(Transport Bill, March 2009).

“The objective of housing policy is long term 
well-funtioning housing markets where the demand 
of consumers meet a supply of housing 
that corresponds to the needs of housing consumers” 
(source: Riksdagen).

“Ensuring that ecological
economic, cultural and so
aspects are taken into ac
in planning.”
“The focus of planning 
is increasingly turning 
to regional development 
and to sustainable urban
development by introduc
new planning methods”
(source: Boverket websit
www.boverket.se/Om-
Boverket/About-Boverket

Recent reforms 
and projects

(See Figure 2.16.) Legislation to allow owner-occupied apartments 
via new construction, starting from May 2009 
(and proposal to allow conversion of existing properties).

Rents for newly constructed dwellings are exempted 
from the review process (which tied private-sector 
rents to those set in the public municipal housing 
companies).

Replacement of national real estate tax by municipal 
government charge (fixed amount) in 2008.

The ongoing regional refo
would give regional bodie
county councils stronger
responsibilities for region
planning, following the m
of the two pilot regions.
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se

gies 
nal 
-rural 
gradually phasing out earlier subsidies to construction and rent regulations

and this process is expected to be concluded in 2010. The regional impact of

recent reforms in the housing market remains to be seen, especially with the

introduction of the municipal government charge in lieu of the real estate tax

(resulting in a net reduction of taxation on housing) and the 2005 reform of

the municipal tax equalisation scheme to take structural cost di fferences

into account (see Chapter 3 for a more detailed discussion).

● Regional strategic planning: In principle, municipalities have a “municipal

planning monopoly”, i.e. they have primary responsibility for the use of land

and water within their jurisdiction. However, they must comply with the

legal framework and policy objectives set by the national government in a

series of comprehensive plans. Municipalities within county councils may

together de sign regional sp atial pl ans, but th ese a re not  b inding. Th e

regional planning office of the Stockholm County Council (RTK) represents

a special case since it has been assigned the task to co-ordinate the preparation

of a new regional development plan for Stockholm (RUFS 2010), a specific

variation of the RUP in the metropolitan region of Stockholm.

Tapping the potential of cross-border collaboration

Sweden would benefit from further cross-border connections in regions

with opportunities for stronger interaction and building of critical mass. The

long tradition of Nordic regional co-operation reflected institutionally in the

Table 2.8. Overview of transport policy, housing policy,
and spatial planning in Sweden (cont.)

Transport Housing Spatial planning/land u

Main challenges Develop a long-term 
sustainable transport 
system that is efficient 
and climate-friendly.

Make cost-effective 
investments to improve 
accessibility and regional 
development.

Limited use of public-private 
partnerships (the Arlanda line 
is the only project financed 
by a PPP), instead a move 
towards co-financing with local 
and regional municipalities, 
industry, etc.

Support effective cross-border 
collaboration.

Lack of competition in construction sector: 
Sweden has the highest level of construction costs 
among European countries.

New construction is distributed fairly equally across 
regions rather than taking regionally diverging 
demand into account.

Long planning process.

Lack of incentives for municipalities to issue new land 
for construction.

Co-ordination of subsidies for student housing 
with broader policy to solve youth unemployment 
and promote regional innovation.

In most counties: 
lack of regional strategic 
planning to exploit syner
within and among functio
areas, in particular urban
linkages.
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Box 2.19. Spatial planning and networks 
as a co-ordination mechanism in Austria

In the federal structure of Austria, responsibilities for regional policy and

spatial planning are distributed between the federal government, the Länder

and mun icipalities. S ince the Austrian C onstitution hardly provides for

formal co-ordination procedures, th e Federal Chancellery h as developed

informal mechanisms with the notion that co-operation does not happen by

itself, at least not to a sufficient degree, and that it needs “people and bodies

to man age it,  to  specifically address potential participants, to bring co-

operation partners together, to introduce innovative ideas and to accompany

co-operation projects on an advisory basis”.

Upon the initiative of the Federal Chancellery and the Länder, the Austrian

Conference on Spatial Pla nning (ÖROK) was set up in 1971 as  a c ommon

platform of spatial planning co-ordination involving a ll federal ministries,

the Länder and  the um brella assoc iations of  municipalities and social

partners. Today, the ÖROK operates as a central network interface for regional

policies and the EU’s Structural Funds programmes in Austria. Both the

elaboration and the follow-up process of Austria’s National Strategic Reference

Framework take place within the ÖROK.

The executive body at the political level, under the chairmanship of the

Federal Chancellor, includes a ll the federal ministers and state governors,

together with the presidents of the Austrian Union of Towns and the Austrian

Union of Communities and with the presidents of the social and economic

partners participating as advisors. All decisions are made on a co nsensus

basis. A Commission of Deputies as well as several thematic committees and

working groups have been set up a t the administrative level to accomplish

ÖROK’s tasks and projects, which are in  general focused on issues of jo int

interest of the ÖROK partners. They are formed by the Senior Officials of the

territorial authorities, and the social and economic partners. One of ÖROK’s

principal task s is to  publish the “ Austrian Spatial Development Concept”

which is revised generally every ten years.

As one result of ÖROK’s work, the “ÖROK Scenario 2030” was presented

in 2009 as the result of extensive research conducted by an external team of

experts under the direction of the ÖROK working group. It identified trends,

challenges a nd s trategic opportunities a nd developed a s eries o f s patial

development scenarios for Austria up to 2030. This work provides a to ol to

raise awareness of future regional challenges and present needs for action,

and is inte nded to serve as a basis for further work by ÖROK on a new

Austrian Spatial Development Concept, as well as for the sectoral and spatial

development schemes of the Länder, cities and municipalities.
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creation of the Nordic Council of Ministers in 1971 for example, was reinforced

by the accession of Sweden and Finland to the EU i n 1995 and important

funding from INTERREG programmes. Border committees were set up to

further support functional and s trategic integration (e.g. Nordkalottrådet,

Mittnordenkomiteen, and Tornedalsrådet between Norway, Sweden and Finland;

Bothnian Arc, Skärgårdssamarbejdet, and Kvarkenrådet between Sweden and

Finland; ARKO, Hedmark-Dalarna, and Øst fold-Bohuslän/Dalsland between

Sweden and Norw ay). Two examples among others have offered particular

evidence of cross-border integration benefits to be further pursued:

● Haparanda-Tornio. T he two c ities o f Haparanda ( Sweden) an d T ornio

(Finland) have an economic profile based on the steel industry and trade.

They have developed an extensive set of co-operation projects ranging from

culture and education (e.g. a common bilingual language school and a Euro

upper secondary school) to numerous agreements for joint public services

(e.g. fire and rescue services, common sewage treatment plant). A new city

centre “On the Border” was jointly planned and constructed between 1995

and 2005, with extensive collaboration between the road administrations

and land survey offices of both countries. 

● Öresund. The construction of the Öresund bridge between Malmö (Sweden)

and Copenhagen (Denmark) was one of the first priority projects funded under

the Trans-European Network (TEN-T) programme, and was completed in

Box 2.19. Spatial planning and networks 
as a co-ordination mechanism in Austria (cont.)

At the s ame tim e, th e Federal Chancellery and the Länder h ave been

experimenting with various approaches to project development, consulting

and networking at the regional and local levels. In particular since Austria’s

accession to the EU in 1995, “Regional M anagement” procedures were

established in most regions eligible for EU Structural Funds. The objective is

to improve co-operation on the development and implementation of regional

strategies. Regional Management is organised in the framework of regional

development associations with municipalities as main members, but most of

financial resources com e f rom t he Länder an d are  c o-financed b y E U

Structural Funds in some case s. Regional Management units operate on a

cross-sectoral basis, and  co-op erate w ith LE ADER ac tion groups and

Territorial Employment Pacts for example. A joi nt umbrella association,

“Regional Management Austria” (RM-Austria) was established in 2001 as a

network to  h elp ex changes o f e xperiences b etween th e 25 Regional

Management units, improve the qualifications of regional managers and

further develop the cross-sectoral consulting approach.
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2000. The objective was to achieve a more integrated labour market with a

greater c ritical mass and to develop s tronger c ross-border clusters in
knowledge-intensive industries (pharmaceuticals, food processing, software,
design and environment technologies, ICT, biotechnology). Although it was
hoped that the considerable reduction in  journey t imes would generate
significant interaction, such change in the b eginning was at first slo wer
than anticipated in terms of car traffic, although commuting (especially by

train) has increased significantly during recent years. The latest spur to the
development of the Öresund science region is the successful proposal for the
European Spal lation So urce (ESS). This high-energy laboratory will b e
located in Lund and will provide the most advanced research infrastructure
of its kind in the world to European scientists. The ESS project could be used
as a means to stimulate deeper research collaboration across the Öresund

strait.

At the same tim e, there are specific limitations to cross-border interaction
and the pr esence of infrastructure does not automatically change the w ay
people regard a border. Obstacles to cross-border integration are, among other

factors, linked with labour market regulations, immigrant regulations, tax
regulations as well currency fluctuations. It is therefore important to temper
expectations that transport investments will generate immediate and high-
profile regional economic development benefits.

Further potential to enl arge functional regions can arise from co-operative

structures in the EU Baltic Sea Region. Since the enlargement of the EU in 2004,
the Baltic Sea region encompasses most of the countries bordering the Baltic
Sea. Th e E U st rategy for t he Baltic Se a region is  ba sed on  four pillars:
environment, economic development, accessibility, and security. The strategy
is supported by the European Commission and the European Council and is to
a large extent dependent on  substantial funding through EU programmes

already in place7 (Table 2.9). In particular, the Nordic Triangle project, a TEN-T
priority project, wi ll seek to  st rengthen links between the Nordic capitals,
including Oslo, with Norway financing its own investment programme. The
project is also expected to help in crease the connectivity o f the EU  with
Russia, as well as links to Denmark, the Netherlands and Germany through
the Öresund connection.

A very innovative Swedish initiative called the “Green Corridors” could
play a key role in integrating transport policy and environmental policy with a
more coherent sustainable regional development strategy in the long term. At
the European level, greener transport policy is now under development in the

Freight Action Plan, the ITS Action Plan and the Commission’s Green Paper on
TEN-T. Green Corridors are multi-modal trans-national transport corridors to
facilitate connectivity between regions and reduce the environmental impact
of those interactions. The corridors are characterised by: sustainable logistics
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solutions; integrated logistics concepts with utilisation of c o-modality; a

harmonised system of ru les; national/international goods t raffic on long
transport stretches; effective and strategically placed transshipment points and

infrastructure; a pl atform for development and demonstration of innovative
logistics solutions. During the Swedish EU Presidency, Sweden has promoted
the demonstration of efficient transport solutions by joining forces to upgrade

ongoing transport efforts; to promote the development of Green  Corridors in
EU transport policy; and to establish international partnerships that can lead
to Green Corridors to and from the Nordic region. An example is a G reen

Corridor linking Göteborg to Zeebrugge through Denmark, Germany and the
Netherlands, allowing the transport of containers between the ports without

Figure 2.17. Number of cross-border commuters between 
Norway, Sweden and Finland, 2006

Source: Statistics Sweden.
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Figure 2.18. Freight transport in northern Europe

Source: ÅF INFRAPLAN, Transport Policy Platform for the Region of Norrbotten 2007.

Table 2.9. Example of EU funding for the Baltic Sea Region
Programmed expenditures for 2007-13 under the European Regional Development 

Fund (ERDF) and the Cohesion Fund for the Convergence and Competitiveness 
and Employment programmes in the Baltic Sea Region in fields linked 

to accessibility and attractiveness

Source: Baltic Sea Str ategy Action Plan, http://ec.europa.eu/regional_policy/sources/docoffic/official/
communic/baltic/action2009.pdf.

Information society EUR 1.4 billion

Transport, including:
– Motorways (TEN-T)
– Railways (TEN-T)
– National roads
– Motorways (non TEN-T)
– Other (including regional and local roads, airports, urban transport and ports)

EUR 23.1 billion
EUR 8.4 billion
EUR 4.7 billion
EUR 2.8 billion
EUR 2.1 billion
EUR 5.1 billion

Energy EUR 2.6 billion

TOTAL EUR 27.1 billion
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using road networks. Such projects, and their local and regional nodes, can

become significant drivers of regional technological and societal innovation
processes and help to create place-specific innovation capacity and contribute
to raising the competitiveness of all Swedish regions over the long term.

Conclusion

Sweden is well-positioned to remain one of the highest income and best
performing countries in the OECD area. At the same time, its economy is
facing a deeper contraction than during the domestic banking crisis of the
early 1990s and unemployment is projected to exceed 11% in 2010 (OECD

Economic O utlook No. 85, June 2009). I t is t herefore important t o recognise

that s hrinking fis cal sp ace a nd scarce p ublic reso urces w ill increasingly
require the  S wedish government to adopt co st-effective policies and to
leverage p rivate i nvestment. I n a country h istorically b oth a ttached to
homogeneity (social consensus regarding equal access to public services) and
characterised by a heterogeneous regional reality (one of the highe st levels of
regional concentration in th e OEC D ar ea an d a wi de r ange of r egional

specialisation patterns as described in Chapter 1), the overarching policy issue
will be how inputs in physical and human capital reinforce each other over the
long term in order to achieve maximum levels of ou tputs in a variety of
regional labour markets.

More relevant than assessing whether regional policy is shifting towards
growth objectives or w hether various sectoral policies are becoming more

regionalised, two c lear priorities are to maintain a competitive edge in high-
end niche industries and to enc ourage sustainable development. Sweden’s
pioneering experience and its further progress over the next few years are
expected to make a significant contribution to the collective knowledge base
for two cross-cutting priorities within the OECD: innovation and green growth.
Further ef forts to fa cilitate the commercialisation o f research in  c loser

collaboration with regional universities, to fo ster rural entrepreneurship and
to use infrastructure efficiently in building critical mass will be crucial.
Ongoing governance reforms co uld help better exploit the accumulated
knowledge of p ublic and private a ctors a t a ll levels in p olicy d esign and
implementation (see Chapter 3).

Notes

1. Evaluations ha ve s uggested that the Re gional Cl uster Pr ogramme has  b een
successful in helping f irms taking part in the cluster initiatives to widen their
markets, develop new products and processes, and build closer relationships with
other firms, public bodies and the academia. A majority of firms, especially SMEs,
have stressed the importance of network co-operation, seminars and workshops,
while la rger f irms emphasised the importance of  joint R&D activities. Cluster
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initiatives are heavily dependent on public funding that often has a temp orary,
short-term and uncertain character. Evaluations have recommended that the
Regional Cluster Programme should consider the fo llowing issues in the futur e:
increased efforts directed towards regional decision makers and organisations;
process support and method development supporting sustainable development;
starting general disc ussions a bout long-term com mitment and fu nding;
prolonging the Regional Cluster Programme to ap proximately 10 years; and
increased mar keting of the R egional Cluster Programme to p romote c luster
initiatives as a tool for regional development.

2. In 2009, the Regional Cluster Programme and the VINNVÄXT programme initiated
a pilot initiative for collaboration. The work began with a  SWOT analysis to
understand their international competitiveness and how they complemented
each other. Learning points so far have pointed to the importance of a bottom-up
perspective, complementary resources, an engaged leadership in  both  cl uster
processes, trust, and the importance of education for renewal.

3. There is a strategic and operational co-operation between the Regional Cluster
Programme and t he VIN NVÄXT programme. For ex ample, weekly common
meetings are scheduled. The programme manager of the VINNVÄXT programme
is a member of the steering committee of the Regional Cluster Programme. Some
common analysis has also been carried out in order to broaden the empirical
data.

4. The government has also proposed to r egulate responsibilities for immigrants
integration within a  new s ingle law, which could be c onsidered to  come into
force on 1 st D ecember 2010. Key el ements in t he proposed refo rm a re the
following: the Public Employment Service would take over the responsibility for
co-ordinating the i ntroduction of new im migrants on the l abour market to
ensure the work-first principle; the PES together with the new immigrant shall
draw up a customised introduction plan up to 24 months, based on an
assessment of the individual’s education, work experience and other relevant
credentials; a  uniform individual public grant would be introduced in order to
entitle new immigrants who participate actively in the customised introduction
plan to  the same amo unt o f f inancial assistance regardless of  whe re in the
country the individual chooses to settle; new service providers will help and
guide the new immigrants.

5. It is estimated that there are between 15 000 and 20 000 Sami l iving in Sweden.
Reindeer herding has become their main source of trade. Reindeer herding in
Sweden is now divided into 51 Sami communities, from Karesuando in the north
to Idre in the south. Each Sami community has an east-west geographical grazing
area (50 to 200 km in length) divided into summer, spring, autumn and winter
grazing lands. There are about 900 active reindeer herders, and approximately
3 000 people who can exercise special Sami resource rights. It is estimated that
there are approximately 300 000 reindeer in Swedish territory.

6. Based on “Planning Infrastructure in Sweden”, Ministry of Enterprise, Energy and
Communications, www.ud.se/sb/d/11941/a/125741.

7. Several important p rojects ar e f inanced b y the T rans-European T ransport
Network (TEN-T) Programme and other Community programmes, such as: the
7th Res earch F ramework Programme; the LIFE  programme; th e European
Territorial  C o-operation programmes ( under t he Eu ropean R egional
Development Fund); the European Neighbourhood and Partnership Instrument
Cross-border C o-operation p rogrammes (ENPI CBC); the European Agricultural
Fund for Rural Development (EAFRD); the European Fisheries Fund ( EFF); and
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the Competitiveness and Innovation Programme, as well as national, regional
and local policies. The European Investment Bank (EIB) also provides lending or
co-financing.
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Chapter 3 

Reconsidering Multi-level Governance 
Arrangements for more Effective 

Regional Development

Whether Sweden can still achieve growth and equity objectives in
the future will largely depend on its capacity to set in  motion a
virtuous circle based on  synergies among sectoral pol icies at  the
regional scale. This calls for a collaborative process of policy design
and implementation involving all levels of  government. Sweden’s
multi level governance system has sometimes been compared to an
“hourglass”, as it combines a highly decentralised system for the
provision of welfare services with a r elatively centralised system
for strategic planning and regional development. In addition to
external and s tructural constraints, institutional challenges can
hamper the effect ive implementation of regional development
policy objectives. This chapter is divided in two sections. The first
section assesses the key s trengths and challenges of  Swedish
governance ar rangements for achieving its twin objectives of
sustained territorial equity and enhanced regional growth. The
second se ction se eks responses t o challenges for br idging co
ordination g aps across pol icies at the regional l evel, further
empowering r egional actors f or r egional growth p olicy and
enhancing cost effective local public services.
173



3. RECONSIDERING MULTI-LEVEL GOVERNANCE ARRANGEMENTS FOR MORE EFFECTIVE REGIONAL 
Introduction

The focus of regional policy in Sweden like in many OECD countries has
moved from income redistribution, a iding the poorest regions, to regional

development, enhancing economic performance and growth prospects in a ll

regions, including the most  a dvanced. T his “ paradigm s hift” in p olicy
objectives remains to be fully translated in policy instruments. However, this

does not mean that Sweden has chosen the competitiveness objective to the
detriment of  equity objectives, which are at the heart of the Swedish social

contract. The key challenge for regional development in Sweden is to make

the territorial equity objective sustainable in the  long term, while enhancing
the room of manoeuvre for regional actors to develop growth strategies that

build on local competitive advantages, focusing for example on innovation

and green growth opportunities. External and structural constraints such as
the global c risis and an ageing p opulation make thi s twin-fold objective

challenging.

In addition to  e xternal and st ructural c onstraints, institutional

challenges can hamper the effective implementation of regional development

policy ob jectives. Multi-level governance can be broadly defined as vertical
and horizontal governance arrangements across levels of government which

encompass private actors and civil society. Sweden’s multi-level governance is

sometimes compared to an “hourglass” (McCallion, 2007), as it combines a
highly decentralised system fo r t he p rovision of welfare services w ith a

relatively centralised system for strategic planning and regional development.

However, the Swedish “hourglass” system has changed since the late 1990s, in
particular with the innovative experience of pilot regions, the introduction of

regional co-ordination bodies (Kommunala samverkansorgan) and improved co-
ordination of regional development at the central government level.

Although gradual changes have taken place over the pa st decade, the

current governance framework for regional development leaves policy co-
ordination g aps at the r egional (county) level, a s well a s across levels of

government. Improved regional growth strategies require greater devolution

of regional development competencies to county councils, enhanced co-
ordination among the different types of regional programmes and improved

co-ordination of stru ctural p olicies a t the c ounty level (b y county
administrative boards). Relying on the positive experience from pilot regions;

a recent clarification from the national government calls for making the pilot
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region model permanent and for allowing a bottom-up approach for county

councils in a ll Swedish counties to receive competencies for regional growth

policy. Such reforms need  to be accompanied by improved tools of c o-

ordination across levels of g overnment and renewed approaches to enhance

cost-effective approaches to local public service delivery particularly in rural

areas. The impact of the crisis and the ageing population make it more critical

to d evelop innovative local p ublic serv ices and diversify sources of loc al

revenues.

This c hapter h as tw o se ctions. Th e f irst sectio n assesses th e k ey

strengths and challenges of Swedish governance arrangements for achieving

its t win objec tives of sustained ter ritorial equity and e nhanced regional

growth. The se cond section seeks responses to c hallenges for bridging co-

ordination gaps at t he regional level, pursuing the regional reforms and

enhancing cost-effective local public services.

3.1. Swedish governance arrangements for regional development: 
strengths and challenges

This s ection id entifies the  key streng ths and  challenges of S wedish

governance arrangements for regional development. It starts with an analysis
of the high degree of decentralisation for wel fare services combined with

ambitious equalisation (equity d imension). I t then discusses the relatively
centralised system of policy making for regional development and recent

changes to im plement the ne w regional growth policy and to enhance the

involvement of local governments in regional development. Finally, it explores
remaining ga ps in c o-ordination a t t he county level a nd a cross levels of

government which could have a detrimental effect on the implementation of
regional policy.

High degree of decentralisation for welfare services combined 
with ambitious equalisation 

Ambitious welfare state, with constant adjustments

Sweden has experienced sustained growth levels since the crisis of th e
1990s up to the  recent ec onomic downturn (Chapter 1); an d maintained a

strong focus on equity objectives through a v ery ambitious welfare system,

largely delivered by local governments. Sweden has the highest level of public
social expenditures (as a share of GDP) in the OECD area (Figure 3.1). Territorial

solidarity is a cornerstone of the Swedish social contract, which enjoys a broad
national consensus. Sweden shares many characteristics of  its social model

with its Nordic neighbours. The model is based on comprehensive social
benefits and publicly provided social services, as well as large investments in

education and research and development (R&D) which are financed by taxes.
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Sweden has one of the highest tax  levels among OECD countries. Labour
market po licies provide relatively low em ployment protection and h igh

unemployment protection, co upled wi th h igh income-support b enefits.
Equity objectives complement efficiency and growth objectives in a virtuous
circle (B ox 3.1). F inancing the  ambitious w elfare sta te is inc reasingly
challenging, however, in a context of ageing population and rising health and
elderly care costs, to which is added the impact of the crisis.

The percentage of people over 65 year old in Sweden is among the highest
in OECD countries (18% as opposed to 14.6% for the OECD as a whole in 2009),
although prospects for the next decades are relatively better than in some
other OECD countries: 23.7% of Sweden’s population will be over 65 in 2050

(compared to an OECD average of 25.7%). Thanks to the pension reform of the
late 1990s, Sweden is b etter prepared for ag eing than most OECD countries.
However, the challenges of ageing are also linked to the rising costs of health
care and, most importantly, e lderly care ( the largest single component of
municipal expenditures). Over 70% of the services provided by municipalities
depend on the size and age structure of the population. Elderly care and care

of the disabled are important tasks of municipalities and account for almost
30% of local governments’ budgets (SALAR, 2009).1 In 20 years, the work of 50%
of the lo cal labour f orce may b e the c are o f the elderly in  nor thern
municipalities.

Figure 3.1. Public social expenditures in Sweden (2005)
As a percentage of GDP

Source: OECD, Factbook 2009.
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The global crisis also raises new challenges, as local governments are
faced with reduced tax revenues and increased social expenditures. Although
Sweden entered the crisis with a fiscal surplus and strong financial results
and with greater room to manoeuvre than many OECD countries, the budget

situation has deteriorated as a result of the  crisis. Output is projected to fall
sharply in  2009 before recovering gradually in 2 010, with an unemployment

Box 3.1. Complementary efficiency and equity objectives

Policies a imed at equity  may app ear to work against po licies a imed at

efficiency. I n practice, however, various elements indicate the need to

reconsider this trade-off:

Increasing returns of adoption (positive externalities associated with growing

number of u sers) are a  characteristic of kno wledge economies. Network

technologies are a case in point. It is also true for education since the larger

the number of diploma holders (wherever they study), the better the national

ability to adopt new knowledge and innovate. It may also be true for health:

the greater the number of people receiving treatment the better it may be for

the whole population. Thus public spending on equity can create efficiency.

Decreasing returns o f i nvestment means that excessive c oncentration of

public spending will enc ounter limits to the c apacity to produce additional

results. In the case of US health policy, 15% of GDP is concentrated on 60% of

people. An additional dollar spent o n the same people will no t improve the

policy results. Once the 60% are treated the impact on the other 40% is

limited, and average life e xpectancy is  relatively poor. In France’s h igher

education, a large amount of public spending go es to the gr andes ecoles,

which have very few students, and relatively little to universities, which have

very many; consequently, average results are bad. Again, more equity in

public spending can create ef ficiency, whereas eff iciency for o nly some

groups will not lead to the efficiency of the whole nation.

A dynamic perspective means that the effic iency/competitiveness of some

regional economies at time “t” might create wealth that could be redistributed

at time “t+n”. Thus, efficiency in public spending (either by limiting the cost of

public policy, for the same results, or by improving its outcomes) could create

an opportunity ( resources) fo r eq uity. G reater e fficiency (i n terms o f job

creation, etc.) can also affect demand for public services (education, health,

etc.) and t hus the implementation of equity programmes. Some may also

consider that the dynamic perspective supports the idea that certain equity

conditions must be met if  a place is  to  become competitive. In that sense

equity at time “t” conditions efficiency at time “t+n”.

Source: Various sources, including OECD (2009a).
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rate exceeding 11% (Chapters 1 and 2). In the short term, local governments

are the most directly affected, with a combined decrease in tax revenues (in
fixed prices) and an increase of recipients of social benefits (owing to the
increase in unemployment).

To address these long-term challenges, Sweden has strengths which are
linked to its na tional policy-making “culture”. In particular, Sweden ranks

among the h ighest i n t erms of t rust i n g overnment, t ransparency a nd
consensus building. The high level of citizens’ and private actors’ trust in their
government is  remarkable. Trust in go vernment, although a rather
“qualitative” category not easy to measure, is a key criterion when it comes to
effective policy implementation and capacity to undertake reforms. Trust is

highly correlated with the degree of transparency in poli cy making. Sweden
ranks second out of 133 countries on th e transparency index in t he 2009-10
Global Competitiveness Report. It is also in second place for the overall quality of
its public institutions. In many respects, culture and values in the public
administration matter as much as institutions and processes. The values of
transparency, dialogue, and consensus building, which are shared across the

Swedish public administration, are crucial for the ef fectiveness of public
policies and their acceptance by citizens.

Sweden has shown in pa st decades a st rong capacity to adjust its welfare
state system and it  has been at  the forefront of developments in  public
management and macroeconomic policy. Following the banking crisis of the

early 1990s, Sweden carried out a seri es of reforms (pensions, reforms in the
health and edu cation sectors, reorganisation of agencies) to improve the
sustainability of the welfare state model and the efficiency of p ublic services.
The crisis also led to a series o f major operations to streamline the national
government, especially the agencies. They were prompted by the need to make
deep cuts in public expenditures a nd p ublic employment. Sweden a lso

developed a strong focus on p erformance monitoring as well as multi-annual
budgeting. During this period, organisational policy, including for support
services, was in a state of permanent flux (OECD, 2009). Only in the last few years
does certain stability seem to ha ve been achieved, although changes are still
taking place, notably in the area of regional development, as will be seen below.

Sweden’s efforts to i ntroduce m ost c hanges g radually can be
characterised as “agile government”. It is widely accepted that reforms take
time and require in-depth consultation and study to  achieve consensus
(OECD, 20 09d). O ne explanation w hy reforms have been s ustained and
successful in spite of their incremental character may be that they are in

harmony with Swedish values and perceptions (Rexed, 2000). Once a step has
been taken and proven to be successful, it quickly becomes an established part
of the administrative culture and structure. However, reforms also run the risk
of disturbing established networks a nd thus require c lear roadmaps a nd
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objectives; these are sometimes lacking, as in the case of regional reforms.

This will be examined in greater depth in the following sections.

Box 3.2. The Swedish government system 

In Sweden, there is t he long tradition of separating policy making from

policy execution. The national government concentrates strategic functions

while agencies focus on policy execution and monitoring. The S wedish

administrative model is characterised by a high degree of  delegation of

responsibilities to the agencies. The government defines the agencies’ tasks,

sets their goals, appropriates funds and stipulates feedback requirements.

The national government is composed of twelve ministries. These offices and

ministries col lectively form the Chancery, which employs a  total of  about

4 500 staff . The ministries direct over 400 largely autonomous o r semi-

independent agencies, which in t urn employ about 250 000 civil servants.

There ar e a nnual a ppropriations wit h pe rformance dir ections fo r ea ch

agency. Government agencies have considerable autonomy: an OECD study in

1998 concluded that managers in Sweden enjoy probably the highest degree

of flexibility in managing their organisations among OECD countries.

* There are actually only 20 county councils even though Sweden have 21 counties. The reason
for this mismatch is that the island of Gotland is a county, but only consists of one municipality.
Therefore, The Gotland Municipality is also a county council.

Source: Based on information from Local Team (2008-09). 
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Decentralised welfare and extensive fiscal autonomy at the local level

Responsibilities for welfare are almost entirely decentralised to county

councils a nd municipalities. The responsibility for p ublic welfare services

means that Sweden has a large local public sector, relative to both the total

public sector and the total economy. In 2008 local government accounted for

23% of  GDP in  terms of  expenditure and 25% in  terms o f employment

(1 million people).2 The Swedish local public sector is similar in size to that of

Denmark, but larger than Norway’s. Sub-national expenditures in Sw eden

amount to close to 45% of total governmental expenditures (Figure 3.2); this is

one of the highest figures among OECD countries. Only Canada, Denmark,

Spain a nd the U nited S tates ha ve a higher de gree of sub-national

expenditures, three of which are federal countries.

● Sweden’s 290  municipalities (kommuner) h ave m any fa r-reaching

responsibilities for basic and secondary education, kindergarten, elderly care,

social services, communications, environmental protection, fire department,

public libraries, water and sewage, waste management, civil defence, public

housing3 and physical infrastructure. On a voluntary basis municipalities

may also provide or subsidise leisure activities, sports and culture, technical

assistance, energy supply, and promote tourism. To a certain extent they may

promote and subsidise business development. Public transport is a  joint

responsibility of the municipalities and the counties.

● The 2 0 co unty cou ncils (landsting) are ru n by d irectly ele cted a ssemblies

and are mostly responsible for health services (80% of a county council’s

budget is spent on health care). They may also engage in promoting culture,

education and tourism. The responsibility for regional and local public

transport is shared by the m unicipalities and the co unty c ouncils (but

accounts for less than 6% of county councils’ budgets).

Swedish loc al go vernments ha ve ext ensive financial a utonomy

compared to most OECD countries. Taxation is the major source of financing

and accounts for close to 75% of revenues, one of the highest shares in OECD

countries (Figure 3.4). Both municipalities and counties have a constitutional

right to  levy taxes in order to  finance their activities. Local governments

cannot define their tax base on their own, but they have the right to set their

tax rates. The local tax is a flat tax on residents’ income. The tax is assessed

on al l earned income, including income from employment, pensions and

parental allowances. Sweden used to have the highest tax-to-GDP ratio in the

OECD, but it is now starting to edge down the list (OECD, 2008a). About 80% of

taxpayers only pay income tax at the local level, as the national government’s

income tax is  only applied to above middle-class income levels. In 2005 the

average tax rate was 31.6% for municipal and county governments combined,

among the hi ghest in the OECD area. Although Swedish local governments
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Figure 3.2. Share of sub-national government in general government 
revenues and expenditure 2006

Note: Or latest available year: 2005 for Korea, New Zealand and Poland.
The share of sub-na tional revenues is e xpressed as a per centage of to tal government ma inland
revenues.

Source: OECD, National Accounts Database (2008).
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have extensive financial autonomy to deliver welfare services, these are social

services which are delivered on the basis of  nationally set standards and

regulations; which limit the margin of manoeuvre of local governments.

Local taxes are supplemented by grants from the national government,

which make up about 25% of total revenues, a much lower figure than in most

OECD countries. In the past decade, the focus has been more on general grants

than on ea rmarked grants (Herm ansson, 2009; Box 3.3). Sub-national

authorities r eceive three type s o f g rants: an  equalisation gr ant f or

municipalities and county councils, a g rant for pharmaceutical benefits for

county councils, and several targeted grants to municipalities. The equalisation

policy is fur ther analysed in the following section. In addition to these three

types of grants, sub-national authorities also receive a VAT refund from the

national government (DEXIA, 2009). Other revenue comes mainly from fees

charged for services provided, such as child, elderly and health care. Charges are

set freely by the municipality/county council but should not exceed the actual

cost of the service provided (DEXIA, 2009).4 They are more important for

municipalities (10% of their revenue in 2005) than for counties (6%).

Territorial equity through equalisation

Swedish de centralisation sy stem c ombines a  hig h d egree of  fisc al

autonomy with an ambitious equalisation system that virtually eliminates all

Figure 3.4. Local government financial equalisation (since the 2005 reform)
Calculations for 2008, SEK billions

Source: SALAR and M inistry of Fina nce, Local government Financial equalisation; copyright: SALAR
and Ministry of Finance (2008).
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revenue disparities a mong municipalities an d co unties. It r edistributes
revenue from wealthier to poor municipalities. The goal o f the c urrent
equalisation system is to put al l county councils and municipalities on a
similar fi nancial footing in order to d eliver eq ual le vels of se rvices to

inhabitants regardless of the locality’s tax base or structural conditions. Equal
access to public services throughout the territory is at the heart of the Swedish
social contract and is expressed both in legislation – The  Government Act and

the Social Services Act – and in the establishment in 1998 of a national standard
for services such as public assistance. 

Sweden’s fiscal equalisation system changed in 2005 from a ho rizontal

transfer system to a pr edominantly vertical transfer system. Prior to the 2005
reform, the equalisation grant and the general grant were separate, but after the
reform, the two grants have been fused. The Swedish equalisation system can
be characterised as having full cost equalisation and almost full income
equalisation (Annex 3.A1). Income equalisation represents the largest part of
the equalisation system and is mainly financed by the national government

(vertical equalisation model; 90% of resources). Cost equ alisation has a
horizontal base: municipalities with a calculated structural per capita cost above
the national average receive a grant, while those with costs below the national
average pay a fe e to the national government. The central government is th e

Box 3.3. General grants vs. earmarked grants in Sweden

Following a reform of the intergovernmental grant system in the early 1990s,

conditional grants declined in financial significance.1 Between 2003 and 2007

grants increased by SEK 32 billion (+34%), mainly owing to an increase in general

grants following the new local government equalisation system set in place in

2005 (see below) which has heavily influenced the policy mix between specific

and general grants. Some grants for specific purposes were abolished and used

instead to finance the new equalisation grant (Hermansson, 2009). In 2003

general grants accounted for 7% of local government income. By 2007 the

proportion had grown to 10%, compared to 8% for conditional grants.2 However,

it should be noted that if minimum standards of certain types of public services

are mandated, as i s in the c ase of  heal th c are, education and w elfare

programmes, the dividing line between general grants and earmarked grants

becomes quite blurred (Kim, 2009) (see notes 1 and 2).

1. In monetary terms, 75 % of the specific grants were allocated within the areas of education,
social services and health care (in 2006). These areas form the nucleus of local governments.

2. In 2008 the general grant for m unicipalities w as r educed by SEK 12 billion i n order to
neutralise the financial impact of a real estate tax reform, which allowed municipalities to
raise fees on  real estate in pla ce of t he previous state tax on real es tate. This  induced a
decline in the total sum of transfers to local governments

Source: (2000-08) Swedish Ministry of Finance.
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2010 183



3. RECONSIDERING MULTI-LEVEL GOVERNANCE ARRANGEMENTS FOR MORE EFFECTIVE REGIONAL 
main responsible for setting and updating the set of criteria and the weights of

the different factors, going in the cost equalisation formula.5

The conversion of the Swedish grant regime from horizontal to mainly

vertical transfers in 2005 substantially decreased the number of municipalities

facing equalisation charges and slightly reduced the rate at which additional

local fiscal resources are taxed away. In 2009, only 11 municipalities (most of

them suburban municipalities in greater Stockholm) and one county council6

(Stockholm County) fa ced an equalisation charge und er the income

equalisation programme, compared to 54 municipalities before the reform. On

a per capita basis, sparsely populated municipalities receive the largest income

equalisation grants. As in  other OECD countries (except the Netherlands), the

smallest grants go to large cities and to suburban municipalities of Stockholm.

The national government funds distributed in the scheme are themselves taxed

out of local areas, so the system retains large regional redistribution effects.

The Swedish equalisation syst em is considered effic ient in terms of

reducing disparities. Structural conditions vary greatly among localities and

parts of  the  country. Sp arsely populated a nd rural l ocalities of no rthern

Sweden have much higher costs of service delivery than localities in southern

Sweden du e to  l ong di stances a nd ge ographical c onstraints. Without

equalisation, sparsely populated localities would have difficulty providing

Figure 3.5. Outcome of income equalisation for county councils in 2008
SEK/inhabitant per part of the country group, weighted average

Source: SALAR and M inistry of Fina nce, Local government Financial equalisation; copyright: SALAR
and Ministry of Finance (2008).
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basic services such as elderly care unless they imposed a very high municipal

tax (S ALAR, 2008).7 T he equalisation p olicy, combined with t he t ransfer
mechanisms in terms of social security and universal health care, has helped
Sweden contain income and territorial disparities, and plays a role in the fact
that Sweden h as l ower regional disparities than most OECD co untries
(Chapter 1). The relatively equal regional income distribution implies that the
cost of moving to a lmost complete equality in municipal fiscal conditions is

low. In 2004, equalisation expenditures in Sweden totalled 2.61% of GDP. This
was slightly above the OECD average of 2.26%, and below the expenditures for
other OECD countries such as Japan (4.04% of GDP), Finland (3.79%), Austria
(3.77%), and Denmark (2.81%) (Bloechliger and Charbit, 2008).

Challenges for local finances 

i) Strong impact of the crisis on pro-cyclical income source of local 
governments. A first challenge is linked to the fact that access to a single local
tax, n amely th e in come t ax, in creases l ocal governments’ exp osure t o
economic cycles, as is evident in the current global downturn. The income tax

is a pro-cyclical source of income. Sub-central personal income taxes are more
prone to the  downturn than  indirect taxes. Th is makes Swedish local
governments more exposed to a de crease of tax revenues than many OECD
countries. The municipalities use accrual accounting thereby the slow growth
in tax base is a lready affecting municipalities. The effect on sub-national
finances in 2010 and 2011 c ould be significant, especially for counties – as

municipalities with surpluses in recent years are better placed to meet the
challenges of the crisis.8 So far, SALAR estimates that there will be a decrease
of the tax base for sub-national governments (in constant prices) by 1% both
in 2009 and in 2010 (SALAR, 2009).

Swedish local governments have a limited margin of m anoeuvre to deal
with the crisis as the Local Government Act states that municipalities and county
councils are to have balanced budgets.9 Sub-national governments have limited

fiscal options for dealing with the crisis: either balance their budgets by reducing
expenses (cutting jobs and investments) or increasing revenues (raising taxes), or
they try to implement counter-cyclical policies, thereby exposing themselves to a
higher debt burden. The room for significant increases in tax rates seems limited,
given the already high rates of taxation in Sweden. This makes it all the more
important for municipalities and county councils to intensify their efforts to

improve efficiency, rationalise their services (SALAR, 2009),  but also to b etter
exploit local assets to enhance regional growth.

Sweden has adopted several measures to  at tenuate the impact of the
crisis for sub-national governments, like many other OECD countries (Box 3.4).
The government presented these proposals in the 2009 Spring Fiscal Policy Bill
and the 2010 Budget Bill. The support is expected to enable local authorities to
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secure the provision of fund amental welfare serv ices when their financial

situation is d eteriorating as well as prevent pro-cyclical local policy which
could deepen the general economic downturn.

● In t he 2009 S pring F iscal P olicy Bill, th e g overnment pr oposed t o gi ve a
temporary grant o f SEK 7 billion to  local authorities (municipalities and
county councils) in 2009. T hese fund s are intended to be d elivered in
December 2009 and used in 201 0. The go vernment expects the temporary

cyclical support of SEK 7 billion in 200 9 to prevent over 9 000 local public
employees from losing their jobs (SALAR, 2009).

● In the 2010 Budget Bill, the government proposed a temporary increase in
central government grants to local governments of SEK 10 billion for 2010 in
order to moderate the fall in local employment and mitigate the effects of
the economic crisis.

● For 2011 and 2012 the government proposes that local authorities receive an
additional government grant of SE K 5 billion each year compared to t he
level of central government grants in 2009.

Box 3.4. Examples of measures to support OECD sub-national 
governments in facing the crisis

Like Sweden, most OECD countries have introduced discretionary, transitory

measures to help sub-national governments. These include a wide variety of

instruments, ranging from general purpose and earmarked grants to incentive

mechanisms and regulatory measures, among others. In a cont ext of falling

tax revenues, an exceptional increase in general purpose grants can be used to

stabilise sub-national revenues. Yet, from the information available, th is

instrument is not yet widely used.

Increases in grants in OECD countries consist mainly of earmarked grants,

and these ar e distr ibuted quite e venly between c urrent and c apital

expenditures (OECD, 2009). Earmarked grant increases are mainly used to

finance capital expenditures, al though some cou ntries also use them to

finance current expenditures. Increasing earmarked grants to sub-national

governments for capital investment is the most direct and frequently used

way to support public investment.

Spain for instance created a “ State Fund for Local Governments”, which

will distribute EUR 8 billion (or 0.7% of GDP) to local councils (on the basis of

population) t o finance i nvestment f or u rban planning projects, to be

completed in the first quarter of 2010. Eligible projects must be within local

councils’ remit, and be completely new (i.e. not included in the council’s 2009

budget) and must have a budget of less than EUR 5 million.
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Sweden i s confronted t o the c hallenge of m aintaining a double
dividend effect of public expenditures measures adopted to respond to the
crisis, lik e other  OECD c ountries. Sweden has to focus on  short term
expenditures to sup port employment (which inc ludes local p ublic
employment in S weden which g athers 25% of t otal employment). A t the

same time, it needs to keep a long term focus on productive investments –
which can have positive effects on long-term growth. Sweden is the on ly
OECD country in which increases in general purpose grants to support sub-
national governments in the crisis are larger than increases in earmarked
grants. There is a r isk t hat the fo cus will b e m ainly o n s hort-term

Box 3.4. Examples of measures to support OECD sub-national 
governments in facing the crisis (cont.)

Finland is thin king about g iving g eneral pur pose grants to  help s ub-

national governments’ finances, on the condition that they commit to a long-

term strategy of moderation of general cost increases, and in particular,

restraint of wage increases.

Other actions mainly concern revenue measures such as accelerating the

roll-out of already agreed projects or facilitating borrowing. Accelerating the

implementation of already decided projects allows swift reaction to the crisis,

as the studies and procedures necessary to create new investment projects

have already been undertaken. Many countries (Canada, France, Spain, etc.)

have s implified procedures for approving and disbursing funds in order to

speed project start-up and have provided liquidity to the private sector. Some

national governments als o help sub -national governments by facilitating

their borrowing. This can be achieved either by providing loans (sometimes

subsidised) or by explicitly guaranteeing sub-national loans.

Another measure taken by some national governments is to reallocate

taxes, for instance by increasing the share of taxes that goes to sub-national

governments. T his is  the c ase in F inland, where t he c orporate ta x

apportionments to lo cal authorities will b e te mporarily in creased by ten

percentage points from 22% to 32% for 2009-11. Finally, national governments

can increase sub-national governments’ room for manoeuvre by temporarily

waiving budget balance rules and a llowing borrowing to  finance operating

expenses (in ex change fo r ac celerating payments to  b usinesses and

suppliers). In Sp ain, a ne w law allows municipalities to borrow to finance

their 2008 operating deficit, including payments due to suppliers. Local

authorities then have one m onth to  sett le their outstanding debts with

suppliers.

Source: OECD (2009), Sub-national dimension and policy responses to the Crisis.
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expenditures t o a llow m unicipalities a nd c ounty councils t o fina nce

operating ex penditures rather th an c apital ex penditures. Greater use of

earmarked grants, as in most OECD countries, could help focus on public

investment (Box 3.6). The c risis raises addit ional questions for Swedish

local finances, such as the need for sunset clauses for temporary grants or

the need  to r evise t he b alanced budget ru le. In t he 201 0 B udget B ill the

government a nnounced tha t the  issue of inc reased st ability for local

government revenue over the business cycle will be examined.

ii) Little d iversification of the ta x base and impact on b usiness development.

A se cond c hallenge for l ocal f inances is linked t o t he fact t hat lo cal

authorities can be  reluctant to develop regional in frastructure, as there is

neither a local business tax nor a local property tax in Sweden. Contrary to

many OECD countries, the real estate tax is levied by the national government

– and was recently reformed.10 Sweden’s lack of a municipal real estate tax is

unusual. Such a tax could strengthen incentives to parcel out land sites, even

if the tax base i s integrated to  some extent with the equalisation scheme

(OECD, 2002 ). In addition, the lack of a  balanced tax base risks weakening

incentives to attract businesses and to invest in infrastructure. The local tax

system may also have a detrimental effect on the equity-competitiveness

trade-off. For exa mple, in Sto ckholm some loc al lea ders asked for the

destruction of the Bromma airport in order to build an apartment complex of

6 000 units (OECD, 2006a).

iii) Equalisation versus active development policies. A th ird loc al f inance

challenge is li nked to  the impact of eq ualisation p olicy on r egional

development, which is twofold. On the one hand, equalisation contributes

to equity, through more balanced territorial distribution of public services,

in particular health a nd education, w hich a re c rucial c omponents of

regional g rowth. On th e o ther han d, th ey may cr eate di sincentives to

economic development (OECD, 2008; Wurzel, 2003). Because municipalities

are fiscally compensated for sl ow growth or for a  decline in t heir fis cal

capacity, poorer localities may have less incentive to increase the tax base

through economic development initiatives. The same may happen in rich

localities: as sub-national governments are fiscally “punished” for having a

high tax base, they may be disinclined to engage in activities that lead to an

increase in the tax base. The new view on regional development in Sweden,

like in all OECD countries which have adopted the same “paradigm shift”,

requires equalisation p olicy be complemented by a ctive regional policies

aimed at productivity increases in sectors such as research and education,

as equalisation policy will a lways remain a  passive fiscal policy, with no

explicit growth strategy behind it (OECD, 2008).
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Stockholm’s region (Sweden’s most dynamic economic area) is the main

contributor to equalisation. D ue t o t he potential d isincentive e ffect of
equalisation, the re is a risk that it will aff ect the a gglomeration’s
competitiveness in t he longer term (OECD, 2006a). So far, the e qualisation
system does not seem to have had a demonstrably negative aggregate effect
on the competitiveness of Stockholm region,11 which has remained a magnet
for youth migration and the fastest growing region in Sweden, and among the

fastest in the OECD (Chapter 1). Additionally, the introduction in 2008 of wage
levels as a cost factor of the equalisation system has mitigated the extent of
interregional transfers from St ockholm to the rest of  the country (Chernick,
2009). Overall, fiscal disincentives seem to have been overcome in the 2000s by
the general advantages of economic growth and agglomeration economies.12

Although the disincentive effect seems to have been l imited so far in the

Stockholm region, the inherent disincentives relating to economic growth will
be more strongly felt in an economic slowdown and as the cost of public
services rises.

In t he long er te rm, t he continuing commitment t o a  high d egree of

equalisation c ombined w ith a  tr end to wards c entralised fina ncing of
equalisation implies a strong claim on n ational fiscal resources, which may
become more difficult to sustain when facing challenges with a strong
territorial dimension, such as ageing and integration of immigrants:

● Because th e ageing o f th e po pulation i s un even across municipalities and

regions, this  will have consequences for the eq ualisation system.13 Rising
costs for elderly care will mostly affect sparsely populated areas in the north
of the country. There will be a negative effect on the tax  base because the
share of the population that is employed will be reduced. As y oung people
tend to migrate from northern Sweden towards the largest cities in the south,
direct ag e-related charges are l ikely to b e less severe in the counties o f

Stockholm and Uppsala (Chapter 1). Yet, to the extent that  demographic
developments put further pressure on the equalisation system, they will also
put pressure on finances in Stockholm because of a greater equalisation
contribution. The effects of income and cost equalisation imply that a larger
share of grants wi ll be c hannelled towards municipalities and county
councils in northern and central Sweden at the expense of municipalities and

counties in other parts of the country.

● Another ke y trend w ith a s patial d imension i s li nked t o th e ri se in
immigration since 2000, as immigrants mostly settle in metropolitan areas
such as Stockholm, Göteborg, and Malmö (Chapter 1). Challenges relating to

the integration of immigrants in the labour market are important, as rates
of unemployment are double those of native born Swedes (OECD, 2006a)
and have fiscal imp lications for  municipalities in term s of f inancing
unemployment protection. Given the importance o f immigration as a
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source of population growth and a counterbalance to the ageing of the

Swedish population, it  i s critically important that immigrants be better
integrated into the Swedish economy (Chapter 2) and that the equalisation
formula takes into account the need to better integrate immigrants in th e
Swedish labour market.

The national g overnment h as se t up a Committee t o review the
equalisation system in 2007 to  find out if  there are any growth deterring

factors in the system (Box 3.5). The Committee is to make concrete proposals
to deal with these challenges by the end of 2011.14

Box 3.5. Parliamentary committee to review the equalisation 
system (2007-11)

In the spring budget bill of 2007 the government announced that they were

going to set up a c ommittee in order to review the system. The government

established a  special parliamentary committee composed of 11 politicians

and 11 experts from the M inistry of Finance (4);  the M inistry of Enterprise,

Energy and Communications (1); the Ministry of Health and Social Affairs (1);

the Ministry of Education (1); SALAR (2);  Statistics Sweden (1); the Swedish

Agency for Public Management (1).

The com mittee  w il l  f ocus on a l ternative  me thods of  i ncome

equalisation. I t w ill a lso d etermine if a ny factors in t he current system

limit economic growth in municipalities, and will identify new incentives

for growth to be included in the system. In addition, the committee will

also focus on how to:

● simplify cost equalisation and increase stability;

● handle tax transfers between counties and municipalities;

● evaluate the changes made in 2008;

● determine if the structural grant should changed or be phased out

● how citizens living in Sweden and working abroad affect the system

● include some earmarked grants in the general grant

● investigate the impact of the local real estate tax

● handle mergers between municipalities/county councils,

● handle changes in the system due to other reforms within the sector

● handle transitional grants due to the changes made in the system.

The final report i s due to  be presented 30 A pril 2011. No reports will be

presented before that date.

Source: Local Team (2009).
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A relatively centralised system for regional development 

County councils little involved in regional development

Although Sweden is one of the m ost decentralised OECD countries in

terms of p ublic exp enditures for w elfare services, it remains relatively

centralised for s trategic planning and regional development. The Swedish

model has often been characterised as  an “h ourglass” (Popescu, 2006;

MacMillion, (2007), in which the national government and the municipal level

hold the majority of powers, while the intermediary/regional level is relatively

weak (Figure 3.6). The Swedish hourglass has been changing since the late 1990s

with the pilot regions and the regional co-ordination bodies (Chapter 2 and

below), as well as the new policy instruments (such as regional development

programmes). However, the key characteristics of the hourglass remain valid for

Sweden, as the overall budget for regional development in county councils (and

regional co-operation bodies) is limited; and regional development programmes

remain broad strategies and lack enforcement capacity.

The intermediate/regional level of county councils is weak in terms of

decision mak ing f or spati al planning/regional development an d mainly

focuses on health care issues. The Swedish Constitution only mentions two

levels of go vernments: local and national. However, since the 1862 reform

counties have had an elected council which is independent from the national

government. The 20 county councils are primarily responsible for a large part

of Sweden’s health care. Over 81% of a county’s budget is spent on health care

in order t o implement nat ionally se t st andards (2 007 d ata, F igure 3.4). If

pharmaceuticals are included, 90% of the budget is spent in the health-related

area. County c ouncils s hare r esponsibility f or p ublic tr ansport w ith

municipalities, but only 5% of the budget is spent on public transport. County

councils receive very little earmarked state transfers and can raise their own

taxes. Health standards are quite st rict, and county co uncils have l ittle

freedom to decide on the level and type of services they provide and on how

they spend their budget.

Overall, county councils are little in volved in r egional development,

economic development or spatial planning. Regional development represents

only 3% of counties’ expenditures and has traditionally been the responsibility

of the county administrative board ( länsstyrelse), which are state agencies at

the co unty level. However, in two-thirds of S wedish counties, v arious

solutions have been found for transferring this responsibility from national to

regional authorities. These in clude t wo “ pilot regions” and regional co-

ordination bodies (Kommunala samverkansorgan) in 14 counties. Sweden is thus

rather heterogeneous in terms o f regional development c ompetencies.

Regionalisation reforms are discussed in the following paragraphs.
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In addition to the county councils, the 21 county administrative boards

are state agencies u nder the natio nal government. The b oards have

responsibility for the co-ordination and implementation of national policies in

all counties. They play a central role in delivering cross-sectoral analysis and

public sector supervision to the government, as they have the responsibility of

safeguarding the rule of law in every instance (tillsynsuppgifter). They also have

some responsibilities for regional development. In five counties, they are still

in c harge of the design and implementation o f r egional development

programmes (RUPs).

The central government has the stronger say in terms of prioritisation of

public investment. It is responsible for the allocation of almost half of public

investment; in contrast, national governments in many other OECD countries

are r esponsible for less than 30%  of p ublic i nvestment (F igure 3.8). A

Figure 3.6. The Swedish changing hourglass system

Source: Authors’ sources, relying on SALAR, DEXIA, Popescu (2006) and MacMillion (2007).
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centralised framework f or p ublic investment ha s bot h a dvantages and

drawbacks. It may allow for more efficient decision making, but i t may also

limit the d egree to w hich local governments are able to m atch investment

priorities with local needs. Swedish sub-national expenditure is m ainly

consumption-related (85.5%); capital expenditure is only 7% of the total (2006).

The share of capital spending by local governments is among the lowest in the

EU (DEXIA, 2008). Capital expenditures are particularly low at the county level,

representing only 5.2% of total expenditure. Municipalities are the main sub-

national government investors: their capital expenditures represent 75% of

total sub-national investment.

However, the issue o f the centralisation of investment needs to  take

more qualitative elements into account. A critical cultural dimension that is

worth highlighting, as i t affects regional po licy, is the balance between

“partnership” and “le adership” in p olicy making. Sweden has a culture of

extensive formal an d informal co nsultation and i nvolvement o f

stakeholders i n p olicy design an d implementation, for example t hrough

systematic dia logue. It  has m ore of a net working log ic t han a purely

Figure 3.7. Breakdown of county councils’ costs for activities 
in 2007, ca. SEK 219 billion

Source: SALAR, The Economy Report, May 2009 (p. 19).
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hierarchical logic. This is true in all areas of policy making, and in relations
with social partners and private actors. Dialogue between public and private

actors, al though not always formalised, i s probably mo re systematic in

Figure 3.8. Share of sub-national governments in general government 
capital expenditure, 2007

Source: OECD Stats (2007).
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Sweden than in most OECD countries. This close public-private co-operation

helps to strengthen social capital, a key element for the implementation of
effective regional development policies. The policy-making process is a lso
inclusive when it  comes to relations across levels of government. Even in
fields of clearly national competence, little in the way of policy is completely
imposed “top-down”. In particular, in the field of regional growth policy (and
also in areas of innovation policy), ministries and national agencies behave

more as cat alysts, f acilitators, co -ordinators, et c. th an as h ierarchical
imposers of policy.

Strengths and challenges of gradual regionalisation

Although t he Swedish sy stem remains very much a n “hourglass”,
pressures to change the sy stem have inc reased s ince t he m id-1990s,
particularly with the entry of Sweden into the European Union in 1995 and the
new dir ection o f  S wedish regional polic y (Chapter 2) .  S weden’s
decentralisation ha s been a  la rgely bottom-up p rocess, a s t he national
government has not imposed a single model on the counties. The Swedish

strategy can be understood as a kind of laboratory federalism, the underlying
idea of which is that decentralised policy making leads to more innovation in
governance. A bottom-up strategy is uncommon in OECD countries, as most
local government reforms have been imposed by the national government.
Since the late 1990s, Sweden has developed different regionalisation options
in different regions, i.e. decentralisation has been pursued in a n asymmetric

manner. Ther e ha ve b een thr ee “ waves” of r egionalisation r eforms
(Figure 3.10):

● The first took place from 1997/98 to 2002, with the creation of “pilot regions”
in Västra Götaland ( three counties inc luding the City of Göteborg) and
Skåne (with Malmö as its main centre). In these regions, directly elected
regional councils have taken over responsibility for  regional development
from the county administrative boards.15 Directly elected regional bodies

also have responsibility for form er tasks of t he county councils (mainly
health care).16 This phase has been described as a trial of limited duration
and scope. However, because of st rong regional support, the regional pilot
project was prolonged for Skåne and Västra Götaland after 2002. Two other
regions experimented different institutional changes: one region – Kalmar –
experimented with an indirectly elected regional council and in another,

Gotland, the municipality assumes regional functions.

● The s econd wa ve (2002-07) was less a mbitious i n s cope. Th e na tional

government no longer pushed for the creation of pilot regions with a full set
of competencies for regional development. Instead, a Parliamentary Act of
2002 made it possible for counties, if all local municipalities agreed, to form
regional co-ordination bodies, in lin e with the Kalmar model, which is an
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association co mposed of  al l o f a cou nty’s municipalities. T he co unty

council may be a member. To date, 14 regional co-ordination bodies have
been form ed, a nd in 13  of the se the c ounty council ha s c hosen to

participate. The regional co-ordination bodies are indirectly elected and
funded by a  member fee. They are also p artially funded by the national

government for  t he t asks ta ken over from the c ounty a dministrative
boards. They are responsible for co-ordinating regional development work

and d eciding up on certain go vernment en velopes fo r regional
development an d i nfrastructure pl anning, such as r oads an d th e

broadband n etwork. The memb ers of  the regional co-ordination bodies
can al so d ecide that the cou ncil should focus on other  issues, such as

public transport, cultural institutions, tourism, business development and
international co-operation.

● The th ird wa ve, sin ce 200 7, wit h r ecent de velopments in 2 009, c an b e

described as a renewed bottom-up demand for regionalisation. It  started
with the publication of the recommendation for the future of the regional

level by the Committee on Public Sector Responsibilities in February 2007,
which was commissioned to analyse the system of public administration

and determine whether changes would be required to better address long-
term c hallenges su ch a s a geing (Box 3.6). R elying on the posit ive

assessments of  th e t wo p ilot regions, th e C ommittee argued fo r th e
extension of the pilot region model, the merger of current counties and the

creation of six to nine enlarged regions. The reform was not applied as such,
but bottom-up demand for regionalisation was stimulated. S ince 2008,

seven counties have applied for a merger of counties and a conversion to

Box 3.6. The Committee on Public Sector 
Responsibilities (2003-07)

The P arliamentary C ommittee o n Pu blic S ector Re sponsibilities

(Ansvarskommittén) was created in January 2003 to examine the structure and

division of  responsibilities in the sy stem of  public administration, and to

determine whether changes are needed in the division of responsibilities and

in governance arrangements in order to meet the challenges public-sector

services will face in the future. The Committee was composed of members of

parliament and other representatives of parliamentary political parties. In

addition, high-level experts f rom national government offices and from

SALAR participated in  the work of the committee. One of the committee’s

main a ims h as b een to  ex amine t he r elation b etween t he n ational

government and go vernment agencies and the  division of responsibilities

among the national government, the county councils and the municipalities.
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regional authorities,17 and the government i s currently examining their
requests. Besides, the government reached a consensus in 2009 on the need
to pursue the regional reforms: pilot regions will be made permanent and
the deman d from H alland an d G otland has b een v alidated. Most
importantly, the government supports the extension of  the pilot region

model to all Swedish regions wishing to d o so. This will be ex amined in
more detail in Section 3.2.

The result of the S wedish bottom-up process is a  very heterogeneous
administrative map of regional development responsibilities, with three types
of regions (Map 3.1). By 2011, there will probably18 be three county councils in
charge of regional development, twelve counties with regional co-ordination

bodies indirectly elected, one municipality (Gotland) and five counties in
which the co unty administrative boards (national administration at the
regional level) remain in  charge of re gional g rowth st rategy (Norrbot ten,
Västernorrland, Jämtland, Västmanland and Stockholm).

One c lear advantage of b ottom-up regionalisation is tha t it a llows a

smooth d ecentralisation p rocess o n a  l earning-by-doing ba sis, w ith t he
right t o experiment and to lear n fr om the r esults. Various e xternal
assessments have b een conducted s ince t he la te 199 0s on the t wo p ilot
regions, a nd th e outcome appears t o be positive.  H owever, t heir
achievements a re difficult to  measure quantitatively, and lesso ns from
Västra Götaland and Skåne, two metropolitan areas with almost a third of

the total Swedish municipalities,19 cannot necessarily b e extrapolated t o
all Swedish regions. The Congress of Local and Regional Authorities of the
Council of Europe also highlighted a few elements of assessment in its local
and regional report on Sweden of June 2005. It stresses notably the fact that

Figure 3.10. Three phases of regionalisation reform

Source: Authors’ sources, based on Background Report (2009).
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“the r egion has ex perienced an  ec onomic gro wth and c apacity to
administer a variety of development programmes, from transport to health

care, that would not have happened if the trial had not taken place”.20 In its

2007 Report, the Committ ee on Public Sector Responsibilities relies v ery

much on the ex ample of S kåne an d Vä stra Göta land to su pport its

arguments in favour of stronger regionalisation. According to Peterson, the

pilot r egions enta iled t hat the m unicipalities have intensif ied their
involvement in  regional political q uestions (Peterson, 20 05). A mong t he

various positive achievements that are frequently quoted, the following are

worth mentioning (Table 3.1):

Figure 3.11. Types of region after 2010

Source: Ministry of Enterprise, Energy and Communications (2009).

The colours represent the following organisations responsible for regional growth issues
in the various counties (after 2010):

County administrative board (5) County councils (or municipality in one case) (4)
Regional co-ordination bodies (12)
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Gradual regional reforms are a way to help build consensus across levels
of government. With the  trial  and e rror process, it ha s b een ea sier for
municipalities and county councils to  adopt new working methods and

objectives and to  try to  do  the most with their enhanced au tonomy. The
regional pilot project is considered to have strengthened relations between the
regional level and municipalities, according to SALAR, as municipalities are
deeply involved in  the elaboration of t he regional development programme
(infrastructure, planning, etc.). Ten years after the launch of  the so called
“experiment”, support to make the instit utional changes permanent (after

2010) has been strong in both regions. The fact that experiences in Skåne and
Västra Götaland are b roadly c onsidered successes can encourage other
counties to  follow in their wake. Seven counties have recently applied to
merge (see above), which is a clear sign of “ reform spillover” based on t hese
positive experiments. Interestingly, SALAR highlights the mutually supportive
role of pilot regions and regional co-ordination bodies, as the later have also

strongly supported the ambitions of pilot regions to become permanent.

Gradual reforms are also a wa y to build national government support
regarding the advantages o f reg ional re forms. They may point to d ifferent
options for different regions with potentially different needs and capacities.

Table 3.1. Elements of assessment of pilot regions

Source: Various sources, including SALAR, OECD (2006), Council of Europe (2005).

Positive achievements of pilot regions Challenges for pilot regions

• Regional strategies have been more proactive, Skåne 
and Västra Götaland have put more financial 
resources into the regional development system; 
and co-operation by municipalities and county council 
has been strong.

• Regional political leadership has enhanced the sense of 
responsibility for developing the region as a whole and 
has helped to enhance cross-sectoral co-operation 
across all types of policy areas (SALAR).

• Regional transport systems are considered to have 
improved, particularly in Skåne (reduced congestion 
costs).

• Long-term strategic planning has improved. The 
involvement of regional bodies in regional and national 
planning of the road and rail networks has increased.

• Cross-border relations have improved in Skåne: the 
proximity to Copenhagen and the new Öresund 
bridge linking Malmö to Copenhagen have given a new 
impetus to strengthening cross-border links with 
Denmark and the wider Baltic region. Skåne, together 
with neighbouring regions around the southern Baltic 
Rim, participates in several partly EU-financed 
transport projects. Among them are Baltic+ and Baltic 
Gateway.

• Although various assessments have been conducted, 
there is very little information on the opinion of citizens 
– both within the pilot regions and in other Swedish 
counties – or even if and how the public was consulted, 
polled, involved in the project or had clear knowledge 
of this administrative but also democratic experiment. 
A poll from the SOM-Institute in 2008 indicates that 
90% of interviewees in Västra Götaland have a good 
opinion on the way regional authorities handle its work, 
but the same survey indicates that 70% of interviewees 
do not have any opinion (as several answers were 
possible).

• Pilot regions are asking for an extension of their 
competencies in certain areas, such as labour market 
issues, rural development and higher education. They 
consider for instance that the dual governance 
framework for regional development (competency of 
the regional body) and rural development (competency 
of the county administrative boards) is sub-optimal 
(Skåne region).
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The ten-year experiment has been a way to reassure the national government

of the benefits of su ch reform. In 2009, the government finally decided to

proceed with the nec essary steps needed to make the go vernance

arrangements in Skåne and Västra Götaland permanent after 2010. It has also

validated the demand of two counties – Halland and Gotland – to take over

regional development responsibilities from the county administrative boards.

Finally, a  recent agreement in 2009 at the government level has clarified its

position on the longer-term objective by stating that the model of pilot regions

can be extended throughout Sweden in the medium term (Section 3.2), i.e.

county councils can be  responsible for regional development issues and

possibly cultural matters. Other proposals on transfers of power from central

government to the regions are not being considered.

Although innovative bottom-up approaches to d ecentralisation have

advantages, they also present risks. Indeed, without strong leadership from

the national government to try to maintain the coherence of territorial reform,

there is  a ris k of  creating a complex and he terogeneous system in  which

accountability mechanisms are unclear and the credibility of the regional level

limited. Besides, it  is  d ifficult for citizens to have a clear v iew of changes

occurring at the regional level. It is very likely that the general public has little

if any knowledge of these changes, possibly even of their very existence, and

regional actors may feel trapped in the middle of a reform process with no

clear understanding of the timeline of future changes. The current situation,

in which three different types of regions exist, is sometimes referred to by

external observers as a “regional mess” (McCallion and Tallberg, 2008). This

has encouraged the 2007 Committee on Public Sector Responsibilities to argue

for the c reation o f new regions in Sweden, a s ubject t o be ex amined i n

Section 3.2.

Improved co-ordination on territorial development 
at central government level 

The Swedish governance arrangements for regional development have

also evolved with some changes in the cross-sectoral co-ordination of regional

development policy at the national level. A key challenge is linked to th e co-

ordination across structural policies with a territorial dimension, both at the

national government level, and at the regional level. This is not specific to

Sweden, as in  all  O ECD c ountries, a large n umber of ministries an d

government agencies are involved in regional policy compared to other policy

areas, which is cross-sectoral by nature. However, this is amplified in Sweden

by the fact that around 400 agencies are in charge of policy execution and

monitoring, at all levels of government.21 The large number of actors involved

can be illustrated by the fact that since 2007, 20 national authorities with a role
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in st imulating re gional gro wth report on their c ontributions t o t he

implementation of priorities in the NSRF on a yearly basis (EoRPA, 2008).

Several Swedish studies highlight the fact that, in  relation to  other

European countries, Sweden has comparatively weak co-ordination among

policy areas and authorities (Swedish Agency for Public Management, 2008;

ITPS, 2 008), du e t o the h igh number of a gencies involved in t he poli cy

implementation. Co-ordinating problems are acknowledged both at central

government level (Inquiry on steering of agencies, Styrutredning, 2007)22 and

across  l evels o f  g overnment ( 2007 Committee on Public  Sector

Responsibilities, 2006).23 Co-ordination challenges have been highlighted also

in more sector-specific studies, such as that carried out by the Swedish

Institute for Transport and Communications Analysis (SIKA), which notes that

that there is a ne ed to i mprove co-ordination, not only within the sectors of

transport and communications, but also with other policy areas (EoRPA, 2008).

Besides, in the field of regional policy itself, the governance of the broad

variety of  r egional d evelopment p rogrammes ( regional operational

programmes co-funded with EU funds, regional structural funds programmes,

VINNVÄXT programmes, ru ral development pr ogrammes, spec ific a id

programmes: see Cha pter 2) is dispersed  and fragmented am ong many

national authorities, with little participation by county councils in their design

or implementation. Moreover, “his torical” administrative ar rangements

between t he m inistries a nd their ag encies ( annual qu asi-contractual

arrangements a nd reporting obligations) probably no long er reflect the

complexity of the reality of multi-level and cross-sectoral governance, and it is

widely acknowledged that there is room to increase synergies between the

work of the agencies and the ministries.24

Although challenges remain important, a si gnificant ef fort has been

made to  enhance co-ordination at the national level s ince the new regional

growth policy was established. The National Strategic Reference Framework

(NSRF) for the use of EU funds for 2007-13, has proven to be much more than

the basis for implementing the Structural Funds programme, like in many EU

countries. I t has been the basis for dialogue and co-ordination on regional

development issues at the national level and introduced ways to further co-

ordinate domestic regional policy, labour market policy, sectoral policies such

as transport and communication, and the European Cohesion Policy (EoRPA,

2008). In Sweden, the design and implementation of the NSRF has led to

improved co-ordination among levels of government, with private actors and

across sectors, in particular through the following initiatives:

● A national f orum on  regional competitiveness, en trepreneurship and

employment was set up to create a formal setting for the discussions that

took place in the preparation of the NSRF. The forum serves as a platform
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for ongoing political dialogue among national and regional representatives,

for which the NSRF and the Regional Development Programmes were the

starting po ints. This form of co-operation is also expected to  facili tate

Swedish discussions with the European Commission. The forum has met

nine times since 2007 and the debates have focused on the mes related to

the priorities of the NSRF, such as regional enlargement, regional innovation

systems, cross-border integration as well as the future cohesion policy, local

and regional ownership o f the L isbon st rategy, a nd rural d evelopment

issues. So far, the forum seems well appreciated by the national and

regional representatives.

● Thematic groups of agencies for regional competitiveness, entrepreneurship

and employment were set up between 2007-09 to facilitate sectoral co-

ordination among agencies. Three thematic groups have been set up on the

basis of the  priorities of the Swedish NSRF (Innovation and renewal, Skills

supply and improved labour supply, and Accessibility Strategic cross-border

co-operation h as bee n a  horizonta l p riority in  a ll t hree groups). T he

thematic gr oups have cont ributed t o t he work of c oordination a nd

cooperation between national agencies and between agencies and regional

actors. They have also been used as  a resource for discussions at t he

national forum (EoRPA Report, 2008).

Reorganisation of na tional agencies involved in r egional development

has also tak en plac e in 2009. Thr ee agencies – t he Swedish Agency for

Economic a nd Re gional Growth (N UTEK), t he Swedish Na tional Ru ral

Development Agency and the Swedish Institute for Growth Policy Studies –

have been merged into two, the Swedish Agency for Economic and Regional

Growth (Tillväxtverket) and the Swedish Agency for Growth Policy Analysis

(Tillväxtanalys).25 Considering the importance of th ese agencies for r egional

development, th e merge is  likely t o have a  p rofound impact on t he way

regional policy is carried out by the national government.

There are several objectives for the  merger of agencies involved in

regional growth policy: i) develop a clearer government structure and reduce

overlaps ac ross agencies; ii) ensure greater cross-sectoral c ollaboration

across policies, in particular between the regional and rural development

policies; iii) enhance the fo cus on growth in the various territorial policies;

iv) clarify t he mandate of the d ifferent ag encies w ith a greater f ocus on

evaluation f rom t he Swedish A gency for G rowth P olicy Analysis

(Tillväxtanalys). It is too early to assess the outcome of the reorganisation, as

the new agencies were created on 1 Ap ril 2009. The se c hanges c an be

positive, provided they do not disrupt established networks and undermine

their d elivery of s ervices. I t seems that s o fa r, the n ew agencies a re

maintaining and building on an active co-operation.
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Other organisational changes are taking place in areas linked to regional

development, such as  infrastructure and t ransport. Sweden i s currently
moving towards a system where there is more strategic oversight of national

infrastructure i nvestment frameworks ( Chapter 2). T he government is
reforming the p lanning proc ess t o d esign m ore in tegrated regional
infrastructure plans, in which counties have a stronger say. The government

also p lans t o se t u p a  new traffic ag ency in  201 0 t o b etter c o-ordinate
infrastructure, environmental and regional d evelopment p olicies. This

approach will he lp to ensure that transport policies are based on  regional
priorities and set in line with other national priorities, including larger regions
and more inter-regional interaction, and that there is more consideration

given to inter-regional flows.

In addition, co-ordination with the ru ral strategy has improved at the

national level. In the past few years Sweden has made significant progress at
the national level towards adopting a cross-sectoral approach to rural policy

(Box 3.7) with a strong focus on growth assets in rural areas (Chapter 2). The
government’s intention is to inc orporate a rural perspective into all policy
areas to a greater extent than before and to create added value by ensuring

collaboration among different areas (Rural Development Strategy, 2009). Some
governance changes have been introduced to support this policy objective, in

particular: i) merging of agencies: part of the remit of the two new agencies is
rural issues in regional growth policy and industrial policy. In addition to the
merge, the Agency for Economic and Regional Growth has also taken over the

responsibility of developing strategies for p rovision of loc al and commercial
services in sparsely populated and rural areas from the Swedish Consumer

Agency.; ii) state secr etaries at the Ministry o f En terprise, En ergy and
Communications and the Ministry of Agriculture will head a working group
focusing on initiatives for rural development and support for other ministries

in their work on rural-oriented issues; and iii) greater Nordic co-operation on
rural issues is planned as part of the work of the Nordic Council of Ministers.

A working group for rural development has been set up, led by the Swedish
government offices.

Sweden has been moving in the direction of rural proofing at the national

level, which is a way to ensure that the impacts of a policy on rural areas are
considered well in advance of policy implementation and requires wider cross

sectoral co-ordination. However, the approach to rural development has in its
first s teps a r ather top-down approach and local governments –  inc luding
county councils – p lay a  very limite d role, in te rms of p olicy design, co-

ordination or implementation.26 This raises co-ordination challenges between
the regional and rural development strategies – challenges already important

in Sweden like in other EU countries due to the separate European policies on
cohesion and agriculture (and the related financial instruments – ERDF and
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Box 3.7. National co-ordination of Sweden’s rural 
development strategy, 2007-13

The responsible ministry is the Ministry of Agriculture. The national authority

in charge of implementation is the Swedish Board of Agriculture. The role of the

Swedish Rural Network1 is to reinforce the implementation of the Swedish Rural

Development Programme 2007-13. Other important authorities have included

the Swedish National Rural Development Agency (until 1 April 2009), which was

responsible for the LEADER+ programme (phased out), for monitoring of rural

and remote areas, and for achieving greater cross-sectoral co-ordination). In

addition, the Swedish Institute for Food and Agricultural Economics (SLI) was a

government agency commissioned to carry out advanced economic analysis in

the fields of agriculture, food and fishing, and rural development (it was closed

at the end of 2008). From January 2009 onwards, the Swedish University of Agri-

cultural Sciences and Lund University are to provide expert economic analyses

in the Ministry of Agriculture’s areas of responsibility, including rural develop-

ment. The Swedish Agency for Economic and Regional Growth deals with local

economic development and the social economy. Several other institutions and

perhaps other stakeholders such as t he Swedish Popular Movement’s Council

and the Royal Swedish Academy of Agriculture and Forestry are also involved.

The rural issue – like the regional one – has been much debated in Sweden

over the past few years. The committee appointed by the government in 2004

to discuss the future of rural policy concluded that rural development policy

required a bottom-up approach as w ell as a holistic perspective and c ross-

sectoral co-ordination. Since 2006, the government has worked to develop a

new strategy for rural development, which was finalised in early 2009.  The

elaboration of t he strategy took the form of a wide-ranging process of co-

ordination involving most government ministries. The rural development

policy aims to boost rural enterprises in an en vironmentally and resource-

efficient manner. It is being implemented largely through initiatives under the

Rural Development Programme for Sweden 2007-13, which is  co-financed by

the European A gricultural Fu nd fo r Ru ral D evelopment (EAFRD). Other

dimensions of rural development policies are also contained in the Regional

Development Programme: the European Union’s Structural Funds programmes

and the EU’s Operational Programme for the Swedish Fisheries Sector.2

1. www.landsbygdsnatverket.se/inenglish.4.677019f111ab5ecc5be80004860.html.
2. The R ural D evelopment P rogramme fo r Sweden 2 007-13 i s the p rime i nstrument f or

strengthening the development potential of rural areas. It will distribute approximately
SEK 35 bi llion in public funding plus some SEK 1 5 billion in priv ate funding. A furt her
SEK 700 mill ion in pub lic funding may be made a vailable from 2010 to meet  future
challenges. The Operational Programme for the Swedish Fisheries Sector will represent
approximately SEK 980 million in public funding.

Source: National Rural Development Strategy (2009).
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EAFRD. Enhanced co-ordination between regional and rural development

strategies would require a b etter integration of rural development in the
regional development work carried out at the regional level.

Co-ordination gaps in the governance of regional development

Although the Swedish “hourglass” system has changed since the late 1990s,
in particular with the innovative experience of p ilot regions and improved co-
ordination of r egional development at the “top”, the current governance

Box 3.8. Integrated governance approaches 
to rural development in OECD countries

Experience in OECD countries indicates that a b ody chaired by a s ingle

sector (in the rural area, agriculture) may have difficulty pursuing multi-

sectoral objectives and may hinder full involvement by other ministries in a

national rural strategy.

Canada’s “rural lens” aims to ensure that rural priorities are taken into

consideration in the development of government policy and that there is policy

coherence over rural objectives across ministries. The Community Futures

Programme promotes bottom-up economic development in rural areas.

Finland’s multi-year Rural Policy Programme also seeks to draw attention

to the specific needs of rural areas. “Broad” policies proactively integrate

these needs into central government decision making in different sectors.

“Narrow” policies specifically target rural areas.

Germany developed th e “ REGIONEN AKT IV” programme to  addr ess

inadequacies in existing agricultural and other sectoral policy approaches. A

number of small model areas (Regionen) were selected and local partnerships

established to improve the focus of public policy for the region.

In the United Kingdom, DEFRA (Department for Environment, Food, and

Rural Affairs) was created in June 2001 to broaden the focus of rural policy

and to eliminate policy “silos” by gathering under one department several

rural functions. The Rural Strategy, published in 2004, reinforced the change

to a  m ore broadly based a nd lo cally focused r ural po licy. Several recent

initiatives, including Rural Pathfinders and Local Strategic Partnerships

(LSPs), are piloting some of these changes.

The N etherlands’ “Agenda for a  Vital Countryside” p ublished i n 20 04,

introduced important changes in the Dutch approach to rural development.

While this document details the na tional policy targets and budgets for the

countryside, regional and local authorities translate these policies into action

and integrate them into local and regional development plans.

Source: OECD (2006).
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2010 205



3. RECONSIDERING MULTI-LEVEL GOVERNANCE ARRANGEMENTS FOR MORE EFFECTIVE REGIONAL 
framework for regional development leaves significant policy co-ordination gaps

at the regional (county) level, as well as across levels of government. The limited
responsibilities of county councils for regional development, combined with the
relatively small size of counties in some parts of the country, limit their ability to
implement growth strategies targeted to local needs (decentralisation issue). In
addition, policy synergies seem t o be insufficiently exploited by the national
administration at sub-national level (deconcentration issue). The main challenges

are examined in the following paragraphs. It should be emphasised that in most
cases, they do not concern pilot regions.

Box 3.9. Municipal co-operation in Sweden

Co-operation by municipalities and by county councils is a long tradition in

Sweden.

Since 1919 municipalities and c ounties have had t he opportunity to form

local federations to improve the cost e fficiency of service de livery. A  local

federation is a legal entity, i.e. a special local authority, to which members can

transfer the management of local government concerns. All  areas of local

competence, including the e xercise of legal powers, can be transferred to a

local federation. Lo cal federations h ave a dec ision-making b ody whose

members are elected by the assemblies of the federation members.

Since 1996 co-operation by municipalities and by county councils can also be

handled through a c ommon committee. As for a local federation, all ar eas of

competence can be transferred to a co mmon committee. However, a common

committee is not a legal entity. It is part of t he organisation of one  of t he

municipalities engaged in the co-operation. A municipal enterprise, however,

cannot exercise legal power. The establishment of a municipal enterprise does

not necessarily involve several local authorities. A municipal enterprise can also

be set up to handle specific activities for a single municipality or county council.

There are currently 95 local federations and 70 common committees which

handle a wide range of activities. The most usual activities are rescue

services (37),  education (23),  and environment/building (14),  which account

for 45% of the horizontal co-operation organised through local federations or

common committees.

There are few local federations and common committees compared to the

number of municipal enterprises, which number over 1 800.  Although this

includes enterprises serving a single municipality or a single county council,

it is likely that the municipal enterprise is the main organisational means of

handling horizontal co-operation. More than 70% of municipal enterprises

operate in housing, real estate, energy or other infrastructure.

Source: DEXIA (2008).
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Inter-municipal co-operation is not sufficient to tackle regional 
growth challenges

Sweden has been particularly active in supporting inter-municipal co-

operation for public service provision (through local federations and common
committees in pa rticular, s ee Box 3.11) an d t he amalgamation of

municipalities. The number of municipal governments dropped in 1952 from
2 498 to  1 337, and then to  278 between 1962 and 1974. There are today
290 municipalities in Sweden. Swedish municipalities are thus relatively large

by OECD standards (Figure 3.8). Sweden’s income-based tax system (on the
local and regional levels) affects inter-communal (regional) co-operation in

terms of ba lancing “competition” and “co-operation” among neighbouring
municipalities.

Following the economic crisis of the 1990s, inter-municipal collaboration
has increased, both in  number and in scope. Declining ta x incomes for
municipalities h ad fo rced them t o look o ut for n ew solutions. So me

municipalities turned from rather closed and independent units to some kind
of n etwork organisations27 (Westholm, 2005). In smaller municipalities,
collaboration has mainly occurred in services l inked to ed ucation, social

services or emergency services; while proximity based services such as elderly
care are more rarely a subject for collaboration (SALAR, 2009). 

A number of issues linked to regional growth – such as spatial planning,
public t ransports, labour market and innovation policies, require in  many

Figure 3.12. Average size of municipalities in selected OECD countries 
(thousands of inhabitants)

Source: OECD (2009a).
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cases a broader focus than that of the municipality. In principle, regional co-

ordination bodies would be an ef fective way to tackle common regional
growth challenges. As explained in Section 3.2, regional co-ordination bodies
were c reated in 14 counties t o en hance int er-municipal c o-operation on
regional development issues. The approach is clearly inter-municipal and has
the advantage of  broad r epresentation and c lear implication o f all
municipalities of a county.

However, r egional c o-ordination bod ies la ck a c lear ma ndate,
accountability mechanisms and suff icient resources to be fu lly effective.

Regional co-ordination bodies have a w eaker legal status and considerably
fewer n ational government r esources at th eir di sposal th an th e l ocal
authorities (SALAR, 2009). In addition, a  single municipality can block the
formation of such councils, and a county council can choose not to participate,
thereby limiting their credibility. It is not clear whether regional co-ordination
bodies are in a p osition to harmonise the positions of t heir members and to

deal with other partners (state agencies but also, very importantly, businesses,
NGOs and others). Regional co-ordination bodies lack the arbitration capacity
and enforcement tools to make regional strategies fully operational. In
addition, from a  democratic point of view, the creation of a second county-
level co uncil makes th e admi nistrative str ucture an d o peration less

transparent for ci tizens. Ultimately, i t may reduce voter control, which is
particularly tricky in Sweden, with one of the highest levels of loc al taxes in
the OECD area.

Sub-optimal size of counties?

Although the number of  municipalities has been drastically reduced in
Sweden, the n umber of c ounties (21) is a lmost the same as in 1634. 28 The
counties are relatively small by OECD standards and all are smaller in terms of
population than the O ECD average for TL3 r egions (Chapter 1). The c urrent
functional labour markets do not correspond to county limits. As explained in

Chapter 1, there are fewer but larger functional regions in 2005 than in 1970
(Statistics Sweden counted 82 local labour market regions in 2006, compared
to 18 7 in the 1 970s; NUTEK c ounted 72).  This is d ue t o the inc rease in
economic concentration in Sweden over the past decades. The small size of
counties raises issues of competitiveness and regional growth, as territorial
fragmentation can jeopardise the imp lementation of  ma jor investment

projects that are supposed to encourage growth when each local authority can
only define a partial strategy (OECD, 2006). 

The widening of labour market regions calls for greater horizontal cross-
sectoral co-operation by local governments and improved spatial p lanning
taking into account functional areas. The mismatch between administrative
and functional regions is not a specifically Swedish issue and is a challenge in
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all OECD countries. Indeed, there is  a natural mismatch between functional

areas, which constantly evolve temporally and spatially, and administrative
areas, which are set by constitutions and laws and are much more rigid. The
importance of the mismatch varies considerably from one region to another. It
usually presents a greater challenge in metropolitan areas than in rural areas.

Co-operation within functional labour markets does not occur automatically,
and public intervention is often needed to remedy market failures. Issues such
as spatial planning and transport infrastructure, housing and labour market
policies, business clusters or private sector interests require a b roader focus

than that of the municipality or the county and call for improved horizontal
collaboration across municipalities and counties.

The small size of counties also creates challenges in terms of equity and

efficient public service delivery. There is a long standing debate in Sweden on
the appropriate size of counties for efficient health service delivery, which is
their m ain devolved competence. County c ouncils own a nd ru n m ost
hospitals and spend more than 80% of their budget on health care. Some

analysts argue that many of today’s counties are too small to cope with the
complexity of health care provision and their number should be reduced
(Eklund, 20 07; Svegfors, 2 007). This was a lso t he off icial proposal of the
Committee on Public Sector Responsibilities in 2007 (see Section 3.2). There

are two distinct aspects to this debate: the size of the political units (counties)
and the size of individual hospitals or clinics. It is difficult to say what the
optimal size of a hospital or medical region should be, but the H ealth and
Welfare Board considers that an emergency hospital needs a catchment area

of at least 80 000 to 90 000 inhabitants. One in three emergency hospitals is
still under t his min imum safe s ize ( Box 3.10). Insufficient co-ordination
among counties also affec ts efficiency because of duplication (OECD, 2005,
OECD Economic Survey of Sweden).

Policy synergies little exploited at the regional level 

One of the key challenges identified by the Committee on Public Sector

Responsibilities relates to the fact that cross-sectoral co-ordination of policies
at the c ounty level is lim ited. However, policy synergies are needed at the
regional level to optimise their impact –  a  kind o f multiplier effect (OECD
Ministerial Report, 2009). This is particularly true for sectoral policies with

strong local externalities – such as transports, innovation or higher education.
The impact of infrastructure policy for example is l ikely to be higher at the
regional level, when combined with policies to develop human capital and
innovation, rather than in isolation (Chapter 2, and OECD, 2009). In Sweden,

several factors limit the potential synergies across structural policies at the
regional level: i) the first is the fact that territorialisation of policies differs
from sector  to sector; ii) the second is linked to the limited enforcement
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Box 3.10. Administrative reform and the provision 
of health care in Sweden

The main responsibility for health care lies  with th e 20 c ounty councils,

which own and run most hospitals and are responsible for the delivery of

primary and h ospital care, including public health and preventive care. The

counties are relatively small, with a median population of 275 000. Only three

have m ore than 5 00 0 00 residents. T hey usually f orm s everal he althcare

districts, each of which is run by an elected board. They are also grouped

loosely into six medical care regions which are designed to improve co-

operation for highly specialised care, research and training. Each region has a

population of 1-2 million and includes at least one university hospital. Long-

term ps ychiatric c are a nd c are o f th e eld erly and th e d isabled a re th e

responsibility of the 289 local authorities (municipalities).

Throughout the 1970s and 1980s health spending was much higher than in

almost any other country but it is now in line with the level expected given

the country’s GDP per capita. However, health spending is expected to rise by

more tha n the O ECD average over coming decades, at a tim e when local

government revenues are under increasing strain. Despite many strengths

(the high quality of the health system; a flexible and innovative system by

international standards) the health system faces challenges, among them to

improve the co-ordination and reduce the  fragmentation o f the  different

parts of the system.

It is unclear whether the current degree of territorial administration of the

health sy stem i s a ppropriate f or a  mod ern med ical sys tem i n w hich

“seamless” care, greater use  of expensive t echnologies and  enhanced

European integration will play increasing roles.

Dealing with these problems would be easier with fewer counties because

larger political units would probably be better able to rationalise resources,

for instance, by in creasing the am ount o f sp ecialisation am ong their

hospitals (and, in some cases, closing them). There is little co-operation when

it comes to  “ordinary” treatment an d day-to-day administrative m atters.

Other problems caused by the current fragmentation of the health system

include: waste through dupl ication (such as 21 pharmaceutical boards);

greater difficulty in r eallocating resources (progress in shiftin g resources

away from inpatient care in hospitals and towards outpatient and primary

care is s lower th an th e g overnment would li ke); i nstability in fu nding

(revenues o f small counties are mo re volatile); and gr eater dif ficulty in

reducing regional v ariations in  qua lity and m edical pr actice. These

challenges h ave prompted a n ational deb ate o n th e r ationale for th e

territorial organisation of the health system.

Source: OECD (2005), OECD Economic Surveys: Sweden, OECD Publishing, Paris.
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capacity of counties; iii) the thir d is the limited enforcement c apacity of

regional development programmes (RUPs).

i) Territorialisation of policies differs from sector to sector. The overlapping of

administrative borders o f c entral government ag encies a nd st ate-owned

companies do not necessarily follow county limits. It is to some extent logical

that these differences exist, as many agencies try to provide services at an

optimal scale that differs per public service. Examples of the different scales of

territorialisation o f po licies are most obvious for in frastructure po licy

(although the government’s recent discussions about creating a new joint

traffic agency in 2010 might help better integrate infrastructure policies in the

future – see Chapter 2). The Rail Administration, for example, is organised into

five regional units with little if anything to do with the current 21 counties. It

only consults with the counties in the final stage of development of its plans

and these  can only be marginally rearranged on the b asis of the counties’

opinions (OECD, 2006a). The same is t rue of ot her national administrative

agencies (particularly those in charge of road networks and education), which

base their action on regional divisions other than those of the counties.

However, co-ordination is required to facilitate economies of scale and

exploit synergies across policies. In 1989, the c ounty administrative boards

were m ade re sponsible f or co-ordinating the  ac tivities o f sectoral state

agencies at the regional level. However, this extended mandate has not been

easy to implement (OECD, 2006a), as th e formal status of national sectoral

agencies has not changed, so that agency staff in local offices still report

directly to the natio nal government, rather than the c ounty administrative

board. In m any cases, the influence of t he manager of t he agency may be

stronger and their link to the government and its ministers closer than that of

the governor. Besides, the role of na tional agencies at the local level is often

ambiguous and overlapping (SOU, 2007).

ii) Limited enforcement capacity of counties. Counties l ack co-ordination

and enforcement capacity, in particular for spatial planning. As highlighted in

Chapter 2, municipalities have extensive planning authority, often referred to

as a “p lanning monopoly” (planmonopolet). At  the county level, the county

administrative board (CAB) has a special task monitoring of t he handling of

national interests in municipal planning.29 Although counties are encouraged

to develop spatial planning that encompasses physical and socioeconomic

developments, the r equirement fo r c onsidering a r egional plan when

preparing a municipal plan is rather lax. The county plan is not binding for

municipalities, and any change in land use must be based on a municipal plan

(OECD, 2006a). This creates an important challenge for the overall planning of

large fu nctional areas. Mo reover, heavy regulations ma ke the  land  use
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planning process a  very slow administrative procedure, with d etrimental

effects on the housing market and labour mobility (OECD, 2007) (Box 3.11). 

 The recent changes in the planning process for infrastructure and
transport (Chapter 2) promote a str onger role to  regional actors to  identify
their priorities, in co-ordination with national actors, which is a positive step.
The regions are called upon to prioritise action in both regional and national
networks. Regional actors (county council, regional co-ordination bodies,

county administrative boards) are supposed to establish their  pr iorities for
infrastructure development, for example to support enlarged labour markets.
The prioritisation is made on a consensual basis, and no regional authority
has a final arbitration capacity. The Swedish regions and traffic agencies are
supposed to present proposals for action in autumn 2009 and the Government
will dec ide on these proposals at th e end of 2009 or beginning of 2010.30

Box 3.11. Land use planning in Sweden

All municipalities must have a current comprehensive plan that covers the

entire municipality. The Municipal comprehensive plan is not legally binding

but is meant to form the basis of decisions on the use of land and water areas.

The comprehensive plan must be considered by the municipal council at

least once during each term of office (4 years). The Detailed development

plan is the le gally binding instrument. It is the most important instrument

for im plementing th e in tentions o f th e c omprehensive pla n. I t divides

obligations an d r ights between th e mu nicipality a nd the lan d owners. It

provides a strong protection of the r ights accorded by the plans to  land

owners during an implementation period that can vary between five and

15 years. Special area regulations are more simple planning instruments that

are al so bin ding an d are pr imarily used ou tside bu ilt-up areas  to  ensure

agreement with the comprehensive plan in certain respects.

For t he p lanning of  m atters co ncerning several m unicipalities the

legislation appropriates the instrument of Regional plan. The municipalities

concerned can make a j oint demand to the Government that a regional

planning body should be appointed. From then, planning in a municipality

that is a member of the regional planning body must agree with the regional

planning pursued by the that body. Currently, regional planning only exists in

the Stockholm and Göteborg areas. Environmental impact assessments (EIA)

also constitute an important instrument in municip al planning. They are

compulsory in several contexts and also have to form part of the basis for the

detailed development plans.

Source: BSR INTERREG III B project. “Promoting Spatial Development by Creating COMmon
MINdscapes”,  Planning Sys tem of  Sweden:  http: // commin.org/up load/Sweden/
SE_Planning_System_in_English.pdf.
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Although the reform is clearly positive, there may be a need to enhance the

arbitration capacity of one authority, as consensus may not always be easily

reached at the regional scale.

iii) Limited co-ordination role and enforcement capacity of RUPs. Regional

development programmes (RUPs31) play a limited role in t he cross-sectoral co-

ordination of policy areas, mostly because they lack enforcement mechanisms

across levels of government.32 However, in pilot regions, the RUPs seem to have

achieved greater coherence across public and private actors for implementation

and have proven to be stronger co-ordination tools than in other regions.

RUPs a re broad s trategies rather t han o perational to ols an d l ack

enforcement capacity. From 2008 and onwards, the RUP is the main document

in terms of guiding the work around regional development at the regional

level. They are intended to act as “umbr ella programmes” under which a

variety of existing programmes are brought together into a single coherent

strategy. They provide useful tools for regional actors in the sense that they

indicate pr iorities for investment and have proven to  be useful tools to

mobilise with t he impact of the c risis on Swedish regions. T he n ational

government is providing a few guidelines in the design of RUPs and the NSRF

provides guid ance concerning t he content. Tillväxtverket is sup posed to

assess how the work with regional growth strategies is working and to spread

good examples of successful methods.

However, o ne challenge co mes f rom the fact th at RUPs ar e b road

umbrella strategies, largely driven by the NSRF in their content; and that they

Box 3.12. Regional Development Programmes (RUP) 
and the Regional Growth Programmes (RTP)

The Regional Development Programmes (RUP) and the  Regional Growth

Programmes (RTP) have been the main instruments of the Swedish regional

policy since 2001 focusing on regional competitiveness (Chapter 2). They are

elaborated at the county level either by the County Administrative Boards or

by the Regional Co-ordination bodies when they exist and the new regional

self governments ( in Skåne and Västra Götaland). The timeframes for both

types of  programmes vary – R UP being more long-term oriented than RTP.

The RUP i s l ike an umbrella programme which covers var ious sectors and

acts as a basis for other strategies in regional development such as for RTP, EU

structural funds, transportation plans, environmental plans, etc. Operational

programmes for different areas are linked under the RUP.

Source: Answers to the OECD questionnaire (2009) from Local Team.
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lack enforcement tools. RUPs are not “contracts” as defi ned by the OECD

(OECD, 2007i), nor really “programmes” with an operational dimension as they
are not attached to a s ingle budget. Besides, the timeline across RUPs varies
significantly across counties, and is not linked to the timeline of the NSRF
(2007-13). For example, Dalarnas’ RUP is valid until 2016 and Västmanlands’
RUP u ntil 20 20. Th e RUPs’ recommendations must b e en dorsed by the
municipalities, but municipalities do it on a voluntary basis.

Concerning Regional growth programmes (RTPs); they play a limited role
at the c ounty level as they remain voluntary and largely driven by central

government objectives. RTPs are subsidiary programmes based on regional
development programmes (RUPs), financed by the public and private sectors,
and voluntary (Chapter 2). In 2009, 13 out of the 21 Swedish counties were
working with an RTP within the framework of  the broader RUP. Regional
growth programmes face the typical problem of (small scale) multi-objective
instruments: they are supposed to provide regional co-ordination bodies (or

county a dministrative boards) w ith a n instrum ent of their o wn (w hich
suggests that they have flexibility for adapting it to regional needs), but they
should also justify this type of policy by demonstrating its concrete results to
the national government, hence focusing on c entral government priorities.
This may partly explain why regional differentiation in investment priorities

across RTPs is rather l imited and that RTPs may not address each region’s
specific development opportunities (NUTEK, 2007).

“Regional co-ordinators” as a response to the economic crisis

 In  order to  strengthen co-ordination at  the regional scale, Sweden

appointed “regional coordinators” in early 2008 in Norrbotten and Gävleborg,
and then extended it to all counties when the crisis hit Sweden in fall 2008.
The aim is to facilitate and strengthen the co-ordination of local, regional and
national actors, policies and resources, at a scale that was considered by
national p olicy-makers c rucial to d eal w ith the c risis. The regional c o-

ordinators are the county governors and the political leaders of the county
councils or regional cooperation bodies. Their task is to co-ordinate initiatives
and measures in response to the crisis, report regularly to the government on
their county’s situation and identify the need for government intervention. To
some extent, the  crisis contributes to  reveal the ne ed for appropriate
coordination m echanisms at  th e r egional s cale t o im plement growth

strategies. The work initiated by the regional coordinators has also shown that
established regional partnerships and long-term strategies have been crucial
to speed up decision making at a time of crisis.

The global crisis has also highlighted the need for better co-ordination on
regional development issues at the national level. A n ational co-ordinating
group of state secretaries has been formed to facilitate closer contact between
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the government and the regional co-ordinators. Its task is to receive the regional

co-ordinators’ proposals for government action and to facilitate co-ordination

at the national level.

Conclusion

Sweden has consistently proven strong capacity to adapt its governance
structures and local welfare system to new challenges over the past decades,

and has developed innovative approaches to regionalisation, with asymmetric

decentralisation and pilot regions. Although s ignificant progress has been
made to better involve local governments in the regional growth agenda, co-

ordination gaps across levels of government and national agencies in the
governance of regional development remain important. Sweden needs to

further enhance the capacity of regional actors to be more involved in active

growth strategies, to b etter compete on the global scene with other regions.
The need for a ppropriate regional co-ordination has made itself fe lt more

acutely as a result of the global crisis. The following section seeks responses to
challenges for imp roving t he implementation of r egional policy, and t he

sustainability of the Swedish local welfare system.

3.2. Seeking appropriate responses to regional development challenges

The second section explores various policy options for i mproving the

implementation of r egional development p olicy objectives, i.e. enhanced
regional growth and sustained equity. It starts with the regionalisation debate,

which has been much discussed in Sweden in rec ent years, and the need to
pursue regional reforms, which has recently received greater attention from
the national government. It then analyses corollary reforms, i.e. the need to

enhance actors’ capacity to design and implement appropriate regional
strategies, in close co-ordination with private actors and national authorities.
Finally, it addresses the need to  co mplement ter ritorial r eforms with

innovative and cost-effective service delivery approaches, and to make further
adjustments in the local finance system.

Bridging co-ordination gaps at the regional level: Pursuing the reforms 

A developing consensus on three priorities for regional reforms

The various options for regional reform in Sw eden are a  political and
societal choice, rather than a strictly economic one. Regional reforms have

been implemented in a number of OECD countries in the past two decades,
and many options have been developed (Box 3.13 and Annex 3.A2). OECD
experience indicates that there is no “one size fi ts all” solution for regional

reform. Several unquantifiable parameters need to be taken into account, and
pros and cons need to be carefully judged by national, regional and local
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authorities. To design regional reform, it is important to adopt a “wh ole of
government” approach, as interdependencies among the various governance
elements are significant. Keeping this in mind, three priorities are particularly
important f or Sweden: i) th e fi rst is t he ne ed to en hance the room of
manoeuvre for regional actors to develop growth strategies that build on local
competitive advantages; ii) the second is the need to improve co-ordination

with the na tional administration at the  county/regional level; iii) the t hird
relates to the importance of taking into account various needs for regions. The
2009 government decision on the next steps of regional reforms reflects these
priorities, as explained in the following paragraphs.

i) Extending the pilot region model. Various a rguments call fo r greater

empowerment o f county councils in ter ms o f r egional de velopment
responsibilities, if this is accompanied by improved co-ordination tools across
levels of government. They are summarised in Table 3.2. After a  decade of
“experimentation” and “learning by doing”, the pilot region model appears to be
an effective solution, as th e results of experimentation are clearly positive.
Designing regional growth strategies targeting local competitive advantages

requires a clarification of the responsibilities of  county councils, as well as
increased resources and improved co-ordination with national agencies. The
2007 Committee on Public Sector Responsibilities has supported the extension
of the pilot region model to all  Swedish regions. In its co nclusions, the

Box 3.13. Experience of OECD countries for regional reforms

Many options exist in terms of regional reform and countries’ choices are

very much determined by their institutional/administrative context. OECD

countries h ave de veloped a number o f go vernance tools to adju st

administrative regions with functional ones, from “soft” co-operation tools

such as common d iscussion p latforms, to  a gencies with sp ecific c o-

ordination mandates in certain policy fields (such as transport), to creation of

new administrative regions. The last of these has been particularly important

in EU countries, partly owing to the rules for allocation of structural funds,

which a re ba sed on  st atistically d efined N UTS 2  r egional levels. The

regionalisation debate in Sweden and the creation of the two pilot regions in

the late 1990s should be analysed in this context. It should be noted that few

countries have succeeded in creating new layers of government through the

merger of existing administrative units. Denmark and the Czech Republic are

among the few recent examples. France, Italy, Poland created new regions

without suppressing lower administrative units (departments or provinces).

(cf. Annex 3.A2 for more detail on countries’ experience).

Source: Own material (2009).
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Committee suggested replacing county councils by six to ni ne larger regions

with directly elected regional assemblies with responsibility for health care and

regional development, following the model developed in Skåne and Västra

Götaland (Box 3.14 and Annex 3.A3). Although regional reform has to leave

some room for  potentially a symmetric d ecentralisation, the  directions

proposed by the Committee respond well to som e of the key governance

challenges discussed above, from both the equity and efficiency points of view.

Although the national government has mixed views over the reform, the

support to  the regional reform at th e municipal and county level is high

(Box 3.14) – which is rather unusual when compared to other OECD countries,

in which there are often important diverging views across local governments

Box 3.14. Conclusions of the 2007 Committee 
on Public Sector Responsibilities

The committee published its final report in February 2007. It observed that

responsibilities for regional development were spread over too many actors,

making co-ordination very diff icult, and that the division of tasks varied

significantly among regions. In addition, it argued that the current division of

regions was ill -suited t o eff ective regional development. Based on t hese

observations, the C ommittee c alled fo r a  b roader, mo re inter-sectoral

regional development m andate. This would in clude th e creation o f n ew,

directly elected regional authorities (Regionkommun), wh o would take over

responsibility for regional development as well as for health and m edical

care. The county councils would be replaced by these directly elected regional

authorities following the model of Västra Götaland.

Criteria for enlarging the regions (merging counties) would mostly be linked

to functional labour market regions, and regions would have a population of

between 1 million and 2 million inhabitants, with at least one university and

one regional hospital. Regions would gain n ew competencies for regional

development, such as the design and implementation of regional development

programmes, the management of  EU funding, the co-ordination of  rural

development (Table 3.2). As a corollary, the Committee suggested that national

government supervisory activities should be c onsolidated in the c ounty

administrative boards, and that only supervision requiring highly specialised

expertise s hould b e per formed by s eparate s upervisory agencies. The

Committee did not draw a new regional map but expected that the criteria they

presented would result in a division into between six and nine counties and

regional authorities. Finally, within this new structure, the responsibilities of

the county administrative boards would be reorganised and focus on national

government co-ordination, supervision and other advisory duties, as well as on

follow-up, evaluation and cross-sectoral knowledge building.
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on the des ign of reforms. This is pr obably linked to the large consultation

process that was conducted by the Committee, and to the way Sweden has

built reg ional re forms, i.e. on an “ experimental” basis in the fir st phase. A

mediator was appointed by the government to promote discussion across the

country on the regional reforms and to look after national interests in this

process. His report delivered in May 2008 confirm that 90% of respondents in

public hearings supported the proposal for new and larger regions, including

close to 100% of the municipalities, and a willingness to continue the process

was reported for almost all counties. Stockholm County Council is the main

exception (Björklund, 2008). However, a weakness in the consultation process

is that  citizens seem to  have been little involved and ther e is little insight

regarding citizens’ support to regional reform in Sweden today.

Although regional r eform ha s g ained br oad sup port in Sw eden –

especially ac ross local governments – the reform promoted by the 2007

Committee ( i.e. a limited number of regions, to be created by 2010) has no t

taken place as such. The t imeline has been delayed, as support for r egional

reforms has been somewhat mixed at the national level. However, bottom-up

demand for regionalisation has remained strong and has compensated for the

relatively weak leadership at the national level in th e 2000s. As explained in

Section 3.2, seven counties have recently submitted proposals for mergers.

The national government has in early 2009 made an impulse to clarify

further steps in regional reforms. This is an important step, as in essence, the

national government has made a choice among the different regionalisation

Box 3.14. Conclusions of the 2007 Committee 
on Public Sector Responsibilities (cont.)

The conclusions of the Committee on Public Sector Responsibilities have

gained broad support among public officials in Sweden. The process is an

example of consensus-building, as it was carried out through a comprehensive

and in-depth analysis, with the support of different sectors of Swedish society,

including SALAR and the main regional and local actors. In all, there were five

years of in-depth c onsultation and disc ussions throughout the country

involving thousands of people. Broad agreement was achieved on the analysis

and the way forward. The Committee’s report has been circulated for comment

and opinions have been r eceived from 543 consultation bodies (government

agencies, co unty co uncils, municipalities, S ALAR, regional co -operation

councils, etc.). The overall response from the consultation was very positive,

especially from representatives of the local and regional levels but also from

government agencies, as well as private actors and industry.

Source: Summary: Conclusions of the Committee Report (SOU 2007:10).
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Table 3.2. Main objectives of the Swedish regionalisation reform

Broad policy 
objective

Governance and management objectives Solve current challenges Counterarguments

Make economies 
of scale in public 
service provision

Improved efficiency of health system 
provision
Economies of scale in labour market 
services, public transport, infrastructure
Internalisation of spillovers, better 
quality public service provision
Improved co-ordination between 
counties and municipalities, better co-
ordination of hospital and social care

Fragmentation of responsibilities 
for public service delivery in many 
policy areas (infrastructure, 
transport, health care, housing, 
etc.)
Many of today’s counties are too 
small to cope with the increased 
future complexity of health care 
provision

Risk of creating clumsy constructi
Optimal size debate: very hard to id
an optimal size for efficient public 
service delivery
Efficiency-related counterargumen
presented by those who believe th
smaller units may be more efficien
less bureaucratic, since they have 
local knowledge, can choose meas
more adapted to the needs of their
clients, and are better able to adjus
service provision to variations in lo
demand
The expansion of administrative un
can also bring challenges, especia
remote areas with large distances,
complicating the provision of publ
goods and services. Besides, econo
of scale do not apply in the case o
“proximity public services”.

Enhance 
competitiveness 
and regional 
growth

Bigger regions would have higher critical 
mass, more resources to implement 
effective regional development 
strategies, the ability to foster intra-
regional co-ordination and to implement 
more integrated territorial planning
Need for increased co-operation: to 
respond to the widening functional 
labour market region trend
Need for improved spatial planning 
at the regional scale
Need for improved synergies across 
sectoral policies (e.g. infrastructure, 
innovation, higher education, housing, 
labour market)
Better access to local knowledge, remedy 
to asymmetries of information
Better target regional comparative 
advantages through access to local 
knowledge
For public goods with strong local/
regional externalities – related to regional 
development such as innovation, labour 
market policy as spatial planning and 
public transports – it makes sense for the 
regional government to have more 
responsibility for reasons of proximity or 
local knowledge and a better match of 
policies with functional areas. 

Co-ordination gap at the county 
level, across national 
administration at the local level, 
local governments and national 
agencies (see Section 3.3)
Little involvement of county 
councils in the design of regional 
strategies
Weak enforcement capacity of 
county policies, due to large 
competencies of municipalities 
(including for land use)
Co-ordination challenges across 
levels of government (design of 
regional programmes, etc.)

Local labour markets are sometim
smaller than individual municipalit
co-ordination challenges could be 
addressed by inter-municipal co-
ordination arrangements in some 
Risk of insufficient transfer of reso
and lack of regional capacities to 
conduct appropriate strategic plan
in remote regions
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options that were developed since the late 1990s in S weden. In its dec ision, the
government clearly supports the principle of extending the pilot region model to
all Swedish counties wishing to follow the way. The government consensus on
the next steps of the regional reforms includes four components (Box 3.15): i) pilot
regions made permanent and demand from Halland and Gotland validated;
ii) extension of the pilot region model to all counties; iii) agreement concluded on

the methodology to deal with application for mergers of counties; iv) inquiry set
up to review the regional level of central government administration.

By this  decision, the  national government i s confirming the d irection
followed since the late 1 990s, i.e. that r egionalisation has to emerge in a
bottom-up manner rather than to be imposed in a top-down way – which is
specific about Swedish regionalisation reforms. The major difference with the

previous years is that the government has clarified the “roadmap” for future
regional reforms and the methodology to follow (Box 3.16). In essence, the
government acknowledges that it will not have objection for other counties to
adopt the same competencies as pilot regions, i.e. that county councils will be

Table 3.2. Main objectives of the Swedish regionalisation reform (cont.)

1. In particular, there is a recent trend in OECD  countries suc h as Denmark, German y and No rway to recent
health care provision. This option was  also discussed in Sweden. The proposal was  that health care mig
reorganised, with primary care entrusted to municipalities and specialised care brought closer to research faci
This would mean the recentralisation of specialised health care. But Swedish regional reform does not move in
direction, although some options have been discussed.

Source: Own material and various reports inc luding Committee on Public  Sector Responsibilities (2007), Nordr
Malin Stegmann McCallion & Pontus Tallberg, 2008.

Broad policy 
objective

Governance and management objectives Solve current challenges Counterarguments

 For others national governments may be in 
the best position, for reasons of scale or 
capacity, to provide services efficiently.1

Co-operate with 
European regions 
and better 
compete on the 
global scene

Participate more actively in growing 
co-operation with other regions in 
Europe and the world; this requires a 
regional level with a clear mandate
Swedish counties are too small to be 
competitive in a globalised economy

Small size of Swedish counties 
in OECD perspective
Sub-optimal governance system 
for the management of EU funding: 
NUTS 2 level is promoted by the 
European Commission for the 
implementation of structural funds. 
In Sweden, NUTS 2 level is a 
statistical division (8 regions)

The literature and case studies abo
with arguments for and against a 
relation between size of population
territory and economic growth

Enhance local 
democracy

Enhanced local democracy and 
transparency in decision making through 
direct election of regional bodies

Enhanced involvement of citizens in 
policy making

Limits of inter-municipal co-
operation: horizontal co-operation 
comes at the cost of a less 
transparent decision-making 
process, as regional co-operation 
councils are indirectly elected, 
thus reducing voter control and 
transparency of the decision-
making process

No evidence of citizens’ support to
regionalisation reforms due to the
of consultation and the fact that cou
are very old territorial units, with a
strong identity
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fully in charge of regional development matters. Anyway, the demand has to
come from counties themselves and no institutional change will be imposed

by the government. Besides, the qu estion of competencies (for regional
development) and size of counties (mergers) has been distinguished, as a

specific process to deal with requests of amalgamations has been put in place
(Box 3.15). The 2009 decision goes in the right direction as it clarifies the next

steps of regional reforms. One challenge that remains to be addressed is the
question of how to better co-ordinate at the regional level (by county councils)
programmes linked to EU funds and rural development.

ii) Improving state co-ordination at the regional level. The se cond k ey
priority i s to  accompany the decentralisation o f regional development

Box 3.15. Next steps on the agenda for regional 
reforms: Four key points

Statement from the Prime Minister; the Minister for Enterprise and Energy,

Deputy Prime Minister; the Minister for Education; and the Minister for

Health and Social Affairs (Dagens Nyheter, 28 January 2009).

● First, in  an y futur e r egions, th e di visions o f po wer b etween c entral

government an d the regions will , in  pr inciple, fo llow th e pr esent

arrangements in Vä stra Götaland an d S kåne, i.e. a  responsibility f or

regional development and a p ossible responsibility for cultural matters.

Other proposals on transfers of power from central government to the

regions a re no t b eing c onsidered. S weden wil l ha ve th ree po litical

decision-making levels with  a r ight o f tax ation: central government,

regional authorities and municipalities.

● Second, the pilot regional authorities in Skåne and Västra Götaland will be

made permanent. Besides, the applications for conversions to  regional

authorities received from Halland and Gotland will be granted.

● Third, an  agreement w as ma de on th e way to deal w ith the applic ation

received from Norrbotten, Västerbotten, Västernorrland, Jämtland and the

Municipalities of Sundsvall and Ånge. This application will be referred to the

Legal, Financial and Administrative Services Agency (Kammarkollegiet).

Other applications will be dealt with in the same way.

● Fourth, i t is equall y important to  c larify the co-ordination between

national agencies at the regional level and across levels of government. An

organising in quiry has b een to r eview th e r egional level o f central

government administration (see above).

Source: Statement from F redrik Reinf eldt, Prime M inister; Mau d Olof sson, Minis ter fo r
Enterprise and Energy, Deputy Prime Minister; Jan Björklund, Minister for Education; Göran
Hägglund, Minister for Health and Social Affairs (Article, Dagens Nyheter, 28 January 2009).
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competencies w ith b etter state c o-ordination at the  r egional level (i.e.

de-concentrat ion) .  D econcentration r eforms (w ith sub- national
representatives not elected but appointed by and accountable to the national

government) should be c arefully d istinguished from decentralised reforms

(where local leadership is el ected by local c itizens). However, there is a
rationale in s ome cases for conducting bot h reforms simultaneously. A s

explained earlier, many sectoral policies – wh ich are not decentralised to
elected actors – nee d improved co-ordination at the r egional scale, among

county administrative boards, national agencies as well as local governments
– to  reduce overlaps across policies and exploit synergies. Several countries

(France, Poland, UK among oth ers) have conducted decentralisation and
deconcentration reforms ha nd i n ha nd, a s there a re c omplementary

objectives between the two policies. In Sweden, more efficient devolution
requires better clarification of the role of governors as the main co-ordinators

of national policies at the county (regional) level.

The 2007 Com mittee suggested that  national government supervisory

activities should be consolidated in the county administrative boards and that
only supervision requiring highly specialised expertise should be performed

by separate supervisory agencies. The Committee also believed that county
administrative boards should  be r eorganised int o a  considerably s maller

number of au thorities, as this would ma ke it easier to  take advantage of
administrative economies of scale, and to create scope for broader and more

in-depth expertise in different a reas. I n September 20 07, a nother report
“Consolidation of county administrative board activities” was presented to the

government. The report proposes consolidating activities in over 20 fie lds

under seven county administrative boards. Based partly on the Committee’s
criteria for a new geographical division of regions, the report considered that

seven county areas, each consisting of several counties, should be the starting
point for such a consolidation.

In its 2009 decision to further support regional reforms, the national
government has c learly highlighted that enhanced competencies for regional

development for county councils has to go hand in hand with improved co-
ordination of central government agencies at the regional level, as both reforms

are interlinked. The government has appointed a Committee which has, among
other tasks, to make proposals on h ow the structure of central government

regional administration can be made c learer, more co-ordinated and more
appropriate. Its conclusions should be known by December 2012 (see Box 3.16).

iii) Taking into account the regions’ various needs. The third pr iority is to

take into account the regions’ various needs, as there is no “one size fits all”

governance solution for al l regions wi th different structural conditions.
Demographic, economic or territorial differences across regions matter and
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Box 3.16. Objectives of the 2009 inquiry (2009-12) 
and the overall regional reforms

An Inquiry has been appointed to conduct a review of central government

regional adm inistration. T he In quiry is  to produce propo sals o n how the

structure of central government regional administration can be made clearer,

more co-ordinated and more appropriate.

The need for a review has been raised in connection with, for example, the

initiatives taken to change county council boundaries. The Government

wishes to stress how important it is that such changes proceed from local and

regional level. At the same time, it is important to gain an overall view of the

structure of central government regional administration and possible changes

to the county councils.

The national government wants to  ensure that future positions have a

well-considered basis. Alongside this review, the Government has submitted

applications from a number of county councils to alter existing boundaries to

the Legal, Financial and Administrative Services Agency for examination. In

order to make changes to county council boundaries possible, the Inquiry is

to present a proposal for an act on reorganisation delegates for county

councils. The Inquiry is also to present proposals on any consequent changes

to various statutes that the review and any amalgamations of counties or

county councils might entail.

The Inquiry is to: i) Submit proposals concerning changes to county

boundaries in those cases where changes to county council boundaries may

be considered; ii) conduct a  review of national government agencies at the

regional level (in cluding CABs); iii) submit proposals f or l egislation o n

reorganisation de legates for county councils, the possibilities for county

councils and municipalities to contribute financially to other municipalities

or county councils when preparing for amalgamations of cou nty councils,

and what consequent amendments to acts and ordinances changes to the

boundaries of counties and county councils may necessitate; iv) report and,

where necessary, submit proposals on  possible consequent changes to the

system of local government financial equalisation.

Main objectives of the review of state co-ordination at the regional level:

Look at how the role of the county administrative board as regional co-ordinator

for national government supervision can be developed. Proposals a re t o take

account of ongoing changes in the national government administration. For

the c ounty adm inistrative b oards, suc h c hanges c ould involve the

consolidation of c ertain ac tivit ies i n a smal l  n umber of  county

administrative boards.
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have to b e ta ken i nto c onsideration to d esign a n optimal governance

framework at the regional level. Sweden has developed innovative governance

approaches with the two pilot regions (which are among the most urbanised

regions in Sweden), and such an asymmetric approach is increasingly adopted

for various reasons in France, Italy, Spain and the United Kingdom. In many

cases, specific governance tools are developed for metropolitan areas. There

can also be other reasons for asymmetric decentralisation, such as the need to

take account of various territorial, political or cultural situations. For example,

Finland, France and Portugal have specific arrangements for the governance of

islands. The Council of Europe also acknowledges this principle: “the same

levels of local and regional administration need not exist everywhere in the

state; competences of local and regional authorities of the same l evel may

differ”.33

Box 3.16. Objectives of the 2009 inquiry (2009-12) 
and the overall regional reforms (cont.)

Co-ordination with regional bodies: Review the possibility of increasing the co-

ordination of ce rtain national government activities with county councils.

This appli es b oth to  c ases in  which county council b oundaries r emain

unchanged and those in which new boundaries are being considered.

County boundaries: The inquiry is to propose the form changes in the county

boundaries should take and how they should be implemented in cases where

changes m ight be c onsidered. T he inqu iry is to  pr opose na mes for the

counties that might be formed, as well as county capitals.

Citizen perspective: Proposals are to  incorporate a  customer perspective,

i.e. national government agencies should have sufficient local presence or

knowledge to  ens ure that c itizens, mun icipalities, county councils and

companies are offered good service. Furthermore, proposals are to be made to

bolster the conditions for growth and reduce sectorisation.

Fiscal i ssues: Submit proposals on possible consequent changes to the

system of local government financial equalisation.

Local politics issues: S ubmit proposals f or legislation on reorganisation

delegates for county councils, 

Submit proposals on the organisational form of the county administrative boards in

the c ounties c oncerned .  C hanges in t he o rganisation o f the c ounty

administrative boards are to be reported using an overall organisational plan

including the areas of activity affected, the distribution of resources and a

timetable for implementation.

Source: TOR (2009), Committee terms of r eference, Review of centr al government regional
administration, etc. Decision at a government meeting on 16 June 2009.
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The asymmetry pr inciple also applies to the questions of the size of

regions and the mergers of count ies. The question of size should be treated
with caution. Bigger regions do not necessarily lead to higher regional growth.
Analysis shows that in sparsely populated northern areas, the labour market
has not widened appreciably and distances are huge (Chapter 1), so creating a

large administrative region may not be the best choice. In any case, just as
competencies may vary across regions, the size of regions does not necessarily
have to be standardised in terms of population. Small regions (in this respect)
can coexist with large ones. The 2009 government decision to pursue the

regional reforms goes in that direction, as the Prime minister has insisted that
“in some parts of the country, large regions may very well be the best path to
take, while other parts may be best served by other solutions” (Statement by
the Prime minister, January 2009). The population criterion is important, but it

may be tempered by criteria such as the size of counties, access to markets,
etc. In-depth cost-benefit analysis is needed prior to a merger, and a broad set
of criteria must be taken into account, including questions linked to regional
identity. For example, in northern counties, the fact that two counties are part

of the Lapland macro-region may be an argument for  a merger (to promote
tourism and cross-border co-operation for example); but this should be
balanced against the costs of creating a very big region, one that would in fact
be larger than Australian states.

The case of the Stockholm-Mälar region

Contrary to some other reg ions, there i s a  c lear economic rationale for

merging counties in the Stockholm-Mälar region, to better match the borders
of the administrative region with the functional region, which covers five
counties, a ll c losely interrelated and interconnected on a functional basis
(Chapter 1). However, i t is diffi cult to ac hieve a perf ect match b etween

functional and administrative boundaries, simply because functional areas
evolve temporally and spatially. Besides, merging counties is not only a matter
of “economic rationale”, and political considerations clearly play a major role.

If merging counties may be a too sensitive political reform, there is room
of manoeuvre to im prove c o-ordination a cross the five c ounties in t he
Stockholm-Mälar region. So  fa r, Stockholm’s e conomic performance has
remained very good, with the fastest annual average growth rate in GDP per

capita (3.6%) over 1995-2005, and signs of diseconomies of scale are not yet
visible (Chapter 1). Although its economic performance is impressive, the high
degree of fragmentation of local authorities within the functional area and the
lack of c o-ordination in some c ases are ob stacles to e ffective st rategic

planning at the metropolitan level. For example, Chapter 1 highlighted that
there a ppears t o be room t o improve link ages b etween S tockholm and
Södermanland. Sustaining enhanced concentration of t he population in the
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Stockholm region (Chapter 1) requires governance adjustments at the

metropolitan scale.

Various positive governance initiatives have been taken wi thin the

Stockholm-Mälar a rea; but t he functional region st ill lacks g overnance

mechanisms with s trong decision-making capacity which a llows them to

arbitrate and to  develop an  e fficient l ong-term p lanning strategy. T he

Stockholm county council in particular has developed innovative governance

tools, such as ambitious development plans, with forward looking horizons up

to 2050. At the “macro-regional” scale, initiatives have been taken to promote

horizontal co-ordination within the functional region, such as the creation of

the council for the Stockholm Mälar Region (Mälardalsrådet), an informal non-

profit organisation to facilitate the voluntary exchange of information and

networking among the different jurisdictions. However, it remains weak in

terms of enforcement capacity and decision-making (OECD, 2006a).

The OECD Metropolitan Review of Stockholm recommended in 2006 a hybrid

solution to improve the governance of the Stockholm-Mälar region. On the

one hand, the functional labour market of Stockholm could be represented by

a directly elected regional body, following the Skåne and Västra Götaland

model, and by a merging of the two county councils Uppsala and Stockholm,

with possible adaptations to reflect the specifics of this metropolitan region.

On the other hand, it suggested that a lighter form of metropolitan governance

could be established for the Stockholm Mälar region, on the basis of the

existing Mälardalsrådet, with a mandate to co-ordinate efforts for a common

and shared vision of economic development and infrastructure planning.

Many OECD metropolitan areas such as London, Madrid, Paris and Seoul have

implemented or a re i n t he p rocess of implementing reforms to improve

governance tools at the metropolitan/functional level, often with a  s trong

hand from the national government.

Since 2006, the governance of th e Stockholm Mälar region has changed

little (see Box 3.17). Unlike the two other metropolitan areas, Göteborg and

Malmö, which are part of  the pilot regions, Governance changes in  the

Stockholm functional region are diff icult to introduce. Stockholm county

council is reluctant to merge with neighbouring counties. Any reform in thi s

area would have to consider the impact of mer ging of county councils on

equalisation. Uppsala’s request to merge with Dalarna and Gävleborg to form

a region has to be analysed in terms of the impact on the governance of the

broader functional Stockholm Mälar region.

Making regional reform happen

The challenge for Sweden is to find a balance between a bottom-up process

of reform, which has strong advantages in terms of consensus-building, and
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Box 3.17. Governance of the Stockholm Mälar region: 
Update since the OECD 2006 Review

Although the national government is now supporting the extension of the pilot regio

model to  other parts of Sweden, there has been no major change in  governance in  th

Stockholm Mälar region since 2006. No major initiatives have been taken, but a r athe

lively discussion and debate continues to take place on the matter. Other counties hav

been forming alliances and have applied to establish a new region, but no such initiative

have emerged from Stockholm and neighbouring counties. The Stockholm region has no

been able to reach a consensus on the best way forward. In the meantime Uppsala ha

formed an alliance with Dalarna and Gävleborg and has applied to form a region.

As an example of the practical and informal co-operation that takes place within th

broader Stockholm region, the rather ambitious process of  formulating a new regiona

development plan for Stockholm has been taking place in the pas t few years (the R UF

2010, Regional Development for Stockholm). The work has been co-ordinated by the Offic

of Regional Planning of the Stockholm County Council. The process has included hearing

and dialogue with a large range of local and regional actors both within Stockholm count

and in the broader Stockholm Mälar Region.

Another example is the development of a vision for the future Stockholm region, lookin

ahead to 2030. The Vision Stockholm 2030 project involved the City of Stockholm as we

as many different actors in Stockholm county. The project aimed at a  long-term, co

ordinated vision for sustainable development and a prosperous Stockholm. RUFS 2010 ha

a planning horizon of 2030 and even 2050 f or spatial pl anning issues c oncerning Eas

Cental S weden, which contains the count ies of Stockholm, Uppsala, Södermanland

Västmanland, Örebro, Gävleborg and Östergötland. The planning bodies of these countie

have taken part in the making of the spatial vision for 2050 and have expressed the nee

to further develop a truly united planning process in the coming years.

The Council for the S tockholm-Mälar region, Mälardalsrådet, still serves as a politica

platform for the greater Stockholm region, focussing on transport planning, the region

international competitiveness and m ore recently on the knowledge region. S ince 200

relationships and networking also with players from the business and academic secto

have been intensified. The council also serves as a co-ordination body of joint efforts suc

as th e long-term co-ordinated transport plan ning project En  b ättre sits, wh ich wa

initiated in 2 004. The work is proceeding and now looks ahead to the national transpo

plan 2010-21. In January 2008, each county was obliged to make a system analysis and offe

suggestions for the county’s transport and communication priorities. The counties in th

Stockholm Mälar region decided to  m ake a common system an alysis and invited th

county of Gotland to participate. Today, Mälardalsrådet has 56 municipalities and f iv

county councils as m embers. The municipalities of Linköping, Norrköping, Karlstad an

Gävle are associate members.

Source: Background Report, Sweden (2009).
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central l eadership in the process, to  avoid constantly delaying the reform

process. Maintaining incremental reform over an extended period requires

consistent leadership to c larify medium-term objectives and set p riorities.

Although the reform remains bottom-up driven, central leadership will have a

stronger role  t o p lay in the process i n t he c oming m onths, w ith the

examination of the m erger of c ounties; and th e r eforms of central

administration at the regional scale. So far, the timeline of refor ms remains

pretty open, as the calendar will also be determined by the conclusions of the

recently appointed inquiry to  review the national administration at the

regional scale, which will not be available before December 2012 a  rather

distant horizon, considering i ts close l inks with the regional reforms. For

mergers of counties, the n ational government insists on the need to avoid

fast-tracking changes and to analyse the pros and the cons in each case very

carefully (Box 3.16).

Lessons from OECD experience indicate that the creation of new regions

takes time and is p olitically very sensitive. Territorial reforms also oblige

policy makers to face the problem of  “ reforming the reformer”, since the

public administration must, in effect, design and implement its own reform,

imposing measures on itself that many officials, such as those who combine a

local mandate with a na tional one, may dislike (OECD, 2009). There are very

few examples of “radical” regional reform, in which new administrative layers

are created in a short time. Denmark, and to a lesser extent Poland, might be

among the few examples. In Italy, regional reforms went on from the early

1970s to 2001. In France they were discussed in the late 1960s, implemented in

the 1980s, reformed in 2003 and further reforms are currently being discussed.

In Portugal and the United Kingdom, attempts have been made to  create

elected regional bodies, but reforms have failed to take place following a

referendum to consult citizens (Table 3.3 and Annex 3.A2).

For the implementation of the territorial reform, OECD experience offers

the following broad recommendations:

● Leadership is critical. Virtually a ll assessments of the political economy of

reform point to the importance of strong leadership. Many also point to the

importance of g overnment cohesi on in s upport of t he reform:  if t he

government i s not uni ted around a  reform proposal, i t will send mixed

messages, and opponents will exploit its d ivisions; defeat is u sually the

result. Cohesion appears to matter more than factors such as the strength

or unity of opposition parties or the government’s parliamentary strength

(OECD, 2009d).

● Clear r oadmap. I t is i mportant for t he government t o d evelop a  c lear

roadmap with a path of change/calendar for reform. Leaving regional actors

in a si tuation of uncertainty is detrimental to relations across levels of
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government and sends mixed signals to citizens, for whom the reform path

is totally unclear.

● Set priorities. Regional reforms have many dimensions, and these do not all

have the same degree of priority. It is important for the government to

define the most pressing needs and priorities.

● Clearly identify winners and losers of regional reform in each case, and provide

compensation to losers, either financial incentives or greater autonomy in

certain policy fields. For example, in Switzerland’s equalisation reform,

winners and losers were clearly identified and the latter compensated with

enhanced autonomy in c ertain fields. Financial incentives may be n eeded

to balance the impact of amalgamation of county councils on equalisation.

● Maintain flexibility in implementation. Regionalisation is an evolving process. It

is not a policy outcome in itself but a governance tool to improve outcomes.

The system has to remain flexible and the boundaries of regions can always

evolve if they are considered less than optimal. In France, two decades after

regions were set up, there is some debate about further merging several

regions and moving from 22 regions to 16. 

● Follow-up implementation. Capacity for reform also implies the capacity not

only to launch the reform, but to follow up its implementation and provide

Table 3.3. Examples of regionalisation reforms across OECD countries

Type of regionalisation reforms Country

Consolidation of existing elected regions France (1986; 2000s)
Italy (1990s)
Spain (1990s-2000s)

Newly created regional levels (elected) Poland (1999)
Czech Republic (in 2000)
Slovak Republic (in 2002).
Denmark (2007)
Sweden (pilot experience in 2 regions since 1997)

Newly de-concentrated regional level Ireland (1994)
United Kingdom (in 1998 and 1999)
Greece (1987)
The Netherlands (city regions)

Attempts to create new elected regional 
level (under discussion)

Hungary: transformation of the seven existing statistical planning regions 
into local governments
Slovenia, with the creation of a second local public tier
Chile (ongoing reform to create a directly elected regional council)
Sweden (2007 Committee on Public Sector Reform)
United Kingdom: transformation of the eight regional development 
agencies into elected regional assemblies has been discussed for a long 
time

Failed attempts to create elected regional 
level (citizens voted no to the referendum)

Portugal (1999)
United Kingdom (2004)
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regular a ssessments. This may imp ly ent ities in c harge of moni toring

implementation or indicators to monitor the progress of reforms.

● Focus on communication on the outcomes of the reform. In the case of regional

reform, which is generally not of great importance to citizens (Swedish

voters are more concerned about unemployment and education for their

children), support has to be gained through clear indications and evidence

of improvements in serv ice delivery a nd the impact on r egional

competitiveness. Communication should focus in particular on the positive

lessons from Västra Götaland and Skåne.

● Exploit windows of opportunity, such as the current crisis. The crisis has both

revealed co-ordination gaps (the need  to create “regional co-ordinators”)

and an opportunity to accelerate changes in r egional development policy,

both at county and national levels. The momentum should be used to take

the next steps towards regional reform.

Further strengthening regional governance and enhancing 
public-private co-operation

Moving towards more proactive bottom-up regional policy in Sw eden

requires more than designing a new territorial administrative structure and

setting up new regions. Equally important is capacity building at the local and

regional level, so that public actors and a broad variety of stakeholders – private

actors, SMEs, u niversities, NGOs, citizens – ar e able to co-operate to design

regional and local development strategies that draw on untapped regional

resources. This is particularly critical at present, when it is important to

enhance the effect of fiscal stimulus packages. Although Sweden has better

developed public-private co-operation than some other OECD countries, there is

room for improvement in certain regional governance areas, especially if

Swedish regions gain new competencies for regional development over the next

few years. This section therefore focuses on the need for counties/regions to

further strengthen regional governance and involve private actors in policy-

making; a nd t he n eed to  r econsider c ertain m ulti-level governance

arrangements to improve the effectiveness of regional strategies.

Trust in public institutions: A key determinant of public-private 
co-operation

Among Sweden’s strengths are a very transparent policy-making process

and a high level of trust in public authorities, characteristics which facilitate

public-private co -operation. They play a k ey r ole in th e successful

implementation o f i nnovation p rogrammes s uch as the V INNVÄXT

programme, which is based on a “triple helix” model of collaboration by public

and private actors and universities (see Chapter 2). They also play a major role
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in bui lding social capital ( interaction among actors). For example, although

northern regions may be d isadvantaged be cause of  low agglomeration
economies and long distances to markets, they have strong social capital;
public and private actors co-operate relatively easily because they know – and
trust – each other. Such social capital limits the cost of co-operation and was
reported as a k ey f actor i n Norrbotten’s ability to  become a gl obally
competitive niche. For their part, urban regions such as Västra Götaland have

a very tight fabric of social capital at the local/regional level.34

Although the degree of public-private co-operation on regional policy or any

other policy is difficult to assess quantitatively, the contribution of private actors
to the financing of regional programmes or the level of absorption of EU funding
can serve as ind icators. For example, the implementation of co-financed EU
projects at the local level has helped to increase private actors’ participation in
regional policy. In 2008, the average of private financing in regional projects was
9% of the total (SEK 466 127 000). Moreover, firms contribute SEK 4.3 billion (20%)

to the structural funds programmes. A  further s ign of goo d public-private
collaboration is the high level of absorption of EU structural funds. At the end
of 2006, Sweden ranked third, having absorbed 76% of the EU funding for the
2000-06 period, above the EU15 average of 68% (DEXIA, 2008). Considering the key
role played by public-private collaboration at the lo cal level for absorbing the

funds, this helps to explain Sweden’s good performance in the area.

The role of counties/regions in stimulating public-private co-operation 

While private actors are clearly involved in the f inancing of regional
policy, their role in designing regional strategies app ears more limited,

although progress has been made with the implementation of the regional
growth p olicy. Former NU TEK, now Tillväxtverket, has p layed a  role in
stimulating co -operation wi th pr ivate actors in th e design o f regional
development and growth programmes (RUPs and RTPs), which encourage
counties to establish regional partnerships that include private stakeholders.

However, the participation of private companies in the design of programmes
remains limited (Tillväxtverket, 2008). This is p artly due to l ack of time  and
resources and the fa ct that they do not see the  benefits for themselves of
participating. Regional lea ders have a  c ritical role in en suring e nhanced
public-private co-operation on the design of  a  regional s trategy/vision for
regional growth (current RUPs), based on regional comparative advantages.

Positive lessons from pilot regions to stimulate public-private co-operation
indicate that regional elected actors have a key role to play. For example, Västra

Götaland has esta blished five platforms for co-operation with stakeholders
from industry, academia and municipalities to design a common vision for the
region, entitled “The Good Life” (see Box 3.18). When stakeholders are mobilised
behind an agreed strategy, they are more likely to co-operate when called upon.
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A good example is the r eaction of the Västra Götaland region when General
Motors announced in 2004 that production of medium-sized cars would take

place in existing plants in either Germany or Sweden. The fact that lead actors
were already co-operating allowed the region to reorient its investment strategy
towards building intellectual infrastructure and sophisticated R&D programmes
as a rapid and visible response to this potential crisis (Visanu, 2005, in OECD,
2007).

Overall, cou nty co uncils need to b ecome more i nvolved i n regional

innovation p olicy, which is now m ainly sha ped by na tional a gencies,

Box 3.18. Västra Götaland’s innovation and R&D strategy

The fo cus of Väs tra Gö taland’s Innovation a nd R& D s trategy is th e

stimulation of entrepreneurship and the development of start-ups and SMEs

as well as research-based clusters. The region and stakeholders from industry,

academia and municipalities have established five so-called “platforms”. They

are a vital means of putting this strategy to work to realise the region’s vision,

“The Good Life”, and they set the prerequisites for partnerships business,

universities, ins titutes a nd pu blic sta keholders o n both strategic an d

operational levels. T he pl atforms are located in  th e four regional n odes:

Göteborg (2), Trollhättan/Vänersborg (1), Skövde (1) and Borås (1) and are also

important hubs in the regional innovation system.

These platforms build on tradition and renewal. Borås (Espira) builds on the

textile history of the Borås area and combines this with close co-operation

with the local university college and local private actors in the area of “smart

textiles”. Si milarly, S ahlgrenska Sci ence Park w orks c losely with t he

University of Göteborg, the Sahlgrenska hospital and Chalmers in the area of

life science. Lindholmen co-operates with Chalmers, research institutes and

the automotive and ICT  indu stry as do es I nnovatum (located in the

Trollhättan/Vänersborg area). Innovatum has a strong focus on m edia and

film production. Gothia Science Park concentrates on information technology

and serious gaming and has links to agriculture, farms and related industries

through its co-operation wi th S LU (S wedish U niversity o f Agricultural

Sciences). Gothia a lso works c losely wi th the university college in  Skövde.

Gothia won the European Enterprise Award 2009.

These platforms place Västra Götaland on the European research map as a

region that is innovative, entrepreneurial and “thinks outside the box”. For

example, Innovatum supported business and academia participation in the

Joint Technology Initiative Clean Sky, and Lindholmen Science Park facilitates

test and demonstration initiatives related to sustainable transport within FP7.

Source: Region Västra Götaland, 2009.
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2010232



3. RECONSIDERING MULTI-LEVEL GOVERNANCE ARRANGEMENTS FOR MORE EFFECTIVE REGIONAL
municipalities, firms and universities/research centres. There are few example

of the involvement of counties authorities in the VINNVÄXT programme. Due to
its critical mass, the region is an appropriate level for developing innovation
strategies and an “enabling framework” for regional innovation, hence the
European Commission’s focus on regions in this respect. To optimise the growth
potential of each region requires tools that encourage public institutions and
local stakeholders (private actors, SMEs, universities, NGOs, etc.)  to work

together on the pr ioritisation of public investment. The key is to m aintain a
focus on regional comparative advantages rather than target fashionable
objectives, such as c reative industries or biotechnology. To better involve the
regional level in regional innovation policy, national agencies could support
counties’/regions’ development of their own “regional innovation strategy” and
encourage an outward focus and links w ith the sit uation in other r egions.

France recently developed a toolkit to help regions work out their innovation
strategies (see Box 3.19).

County councils/regional coordination bodies also need to have a greater
role in fostering inclusive regional strategic planning. Here again, the example

of pi lot regions is important, as they consider that their spatial planning
processes have improved and resulted, among others, in improved public
transport systems. Pilot regions have developed strategic planning around a
regional vision and growth programme, infrastructure planning and the EU

Box 3.19. Regional innovation strategies: 
Toolkit for French regional authorities, 2007

When applying for structural funds, French regions prepare documents on

their development strategies and forward them to the EU Commission. Brussels

often considered that such papers lacked coherence and that the policy analysis

could be more robust. The French government therefore decided in 2007 to

create a guide that would help regions to assess their strengths and weaknesses

and would also  im prove th e dec ision-making process. T he g uide was

completed in November 2007 after discussion and consultation with several

pilot regions. It has now been communicated to all regions.

The guide provides an overview of the main factors determining regional

growth in modern economies. I t describes the overall components of the

innovation system and indicates a number of regional indicators to calculate

as well as  ben chmarks to  c onsider. It provides methodological k eys for

establishing a regional strategy based on the diagnosis. Priorities are selected

according to a number of criteria. Programmes are monitored through the use

of appropriate indicators and references.

Source: www.diact.gouv.fr/.
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Cohesion Policy. Counties/regions could encourage municipalities to co-

operate on the design of integrated spatial plans, as was done in S kåne and
Västra Götaland. The issue is not to make regional plans binding but to be able
to prepare them in a more inclusive way, to design better planning strategies
on the basis of stakeholder’s more comprehensive knowledge, and to ensure

the greater legitimacy of county spatial plans. Regional strategic plans should
be better connected with sectoral and local plans. They should also adopt a
cross-border perspective to better exploit functional linkages across areas and
policy synergies.35 Improved land use planning may also require removing

some obstacles to public-private co-operation.

Implementing strategies: Removing obstacles to public-private co-operation

Swedish local governments have made a particular effort in the past few
years to  remove obstacles to  p ublic-private c o-operation. According to  a
survey by NU TEK, in 20 03, 71%  of  the municipalities were developing
programmes aimed at improving or sim plifying the p ermitting process for

business (OECD, 2007e). However, challenges remain, linked to the fact that
Swedish municipalities are not yet part of Better Regulation processes (OECD,
2007e). Although this is beginning to change, the process of integrating this
level of go vernment into B etter Regulation need s to b e formalised a nd

accelerated (OECD, 2009). Areas in which administration simplification could
be improved a t the  local level a re procurement and land p lanning. Land
planning in Sweden is slow; which contributes to increase the rigidity of the
housing market (see Chapter 2 and Box 3.20). Private developers should for

example be allowed to go to court to challenge a negative municipal decision
and municipalities could process cases more rapidly (OECD, 2007 OECD 2007g,
OECD 2008a).

Public/private partnerships (P PPs) could a lso fa cilitate collaboration
between public and private actors. PPPs are rarely used at the regional and
national level, but Stockholm has been an innovator at the municipal level (a
good example is the Arlanda express train that links the airport to the city

centre, and which is the only example of PPP in transport investment so far in
Sweden). For roads PPPs are not used. The concerns are that the cost of capital
is high (the government can borrow at lower rates) and that long-term
contracts remove part of th e potential for annual b udget prioritisation.

Currently only a few regions are wi lling to use PPPs; an  example i s the
construction o f a  hosp ital in the S tockholm region (Karolinska). At the
national level there seems to be increasing interest in PPPs. The government
recently instructed Banverket, the S wedish Road Administration and the

Transport Research Institute, to study the legal, f inancial and technical
prerequisites for PPPs in the road and rail sectors.36 Although PPPs should not
be considered a “magic tool” and should be used with caution, they sometimes
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provide in teresting op tions for lo ng-term in vestments, e specially in
infrastructure (Box 3.21). They can also provide interesting financial solutions
for coping with the fiscal challenges created by the crisis.

Enforcing strategies: Reconsider multi-level governance arrangements 

i) A stronger “contractual” dimension to regional development programmes.

With county councils gaining new competencies for regional development,
means of co-ordination across levels of government could be reconsidered in
order to r emedy gaps in regional policy co-ordination between national and

Box 3.20. Challenges for municipal land-planning
processes in Sweden

Land planning processes are slow because of counties’ and municipalities’

complex administrative mechanisms. As a large majority of new apartment

construction requires changing the local development plan before building

can commence, the role of municipalities is central (Konkurrensverket, 2006).

Prior to granting a building licence, the municipality must establish a general

plan (designating residential, commercial and industrial areas) and a detailed

plan (defining the type of building). The process of developing or changing a

detailed p lan ca n b e l ong an d te dious. In a ddition, ap pealing d etailed

building plans can take up to 3.5 years. This makes a swift response

to c hanges in  de mand qu ite difficult (M cKinsey, 2 006). The county

administrative board can be called upon to challenge a negative municipal

decision. This raises the broader issue of a po tential conflict of interest for

county administrative boards as they act both as a court of appeals and a s

representatives of the national government.

The slow land-planning process, heavy regulations, and the fact that

municipalities have few incentives to issue more land (see  Section 3.1) are

among the r easons f or S weden’s rigid ho using market (O ECD, ECO/

WKP(2007)37 2007), which also l imits overall labour mobility.1 Moreover,

Swedish housing prices are diverging, with metropolitan areas registering the

strongest increases and rural areas (apart from the seaside) falling somewhat

behind. The metropolitan areas of Stockholm, Malmö and Göteborg have all

had s lightly fewer building permits relative to  house pr ice increases when

compared to  other parts of the country. One reason why some urban (and

high i ncome) municipalities provide fewer permits m ay be t hat c urrent

residents fear that further const ruction could dampen the prices of  the

existing housing stock (Finansdepartement, 2003, in OECD/ECO 2007).

1. Exceptionally high costs of construction in Sw eden (OECD, 2007) ha ve slowed residential
investment for m ost of th e las t dec ade, www.olis.oecd.org/olis/2007doc.nsf/LinkTo/
NT00004292/$FILE/JT03232591.PDF.

Source: ECO/WKP (2007; OECD (2007e), Regulatory Review of Sweden, OECD Publishing, Paris.
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regional actors. As regional development programmes (RUPs) a re the main

strategic tools for regions (regional growth programmes are not mandatory), a

greater role could be devolved to these programmes, to g ive them stronger

enforcement tools, and clarify the financial f ramework in which they are

Box 3.21. The case for PPP for sub-national investment

P/PPs are c ontractual agreements between a public  agency and a priv ate

firm. Through these agreements, the public and private sectors share their

skills an d a ssets to  de liver a  service o r fac ility for th e g eneral pu blic. In

addition to the sharing of resources, each party shares in the potential risks

and rewards. From the public sector’s point of view, there are two ma jor

attractions. F irst, P /PPs en able an  au thority to lever ad ditional f inance

without recourse to fiscal means. Second, the costs and risks of projects are

split between the public and private sectors. Third, they tap into expertise

and economies o f scale available in the private sector which are rarely

exploited by pu blic po licy. T he key iss ue in  as sessing the  use of P/P Ps is

whether they increase efficiency and effectiveness.

At the same time there are certain risks, which call for appropriate safeguards to

protect the public interest. In particular, there are likely to be asymmetries of

information and of commitment between t he di fferent p arties. It  is

important to take into account more “inclusive” P/PPs, to which various local

stakeholders o f t he development pr ojects, pr ofit an d n on-profit, m ay

contribute. Private partners need to participate at as early a stage as possible,

so th at th ey c an s uggest in itial in frastructure de velopment pl ans o r

alternative plans. On the other hand, early participation of the private sector

may create transparency and ac countability problems. Plans pr oposed by

firms m ay concentrate on th eir own returns rather t han on th e region’s

overall socioeconomic benefits. It is therefore important for policy makers to

ensure procedures to enha nce projects’ po sitive ex ternalities without

sacrificing private innovations. The public sector should set a priority list of

infrastructure projects and undertake feasibility studies for each project

before deciding whether the project should have private participation.

A cost-benefit comparison of P/PPs versus t raditional procurement needs to be

rigorously conducted, and P/PPs should be subjected to at least the same scrutiny as

traditional expe nditures in the budg et process. Local public authorities need

guidance and, as f ar as p ossible, standardised processes for selecting and

operating P/PPs. This c oncerns no t o nly c ompliance wi th c ompetition

regulations but also the steps to follow to identify the best partner, evaluate

the effectiveness of the P/PP option, and the ability to negotiate the contract

and diffuse information to other local jurisdictions.

Source: OECD (2009a).
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operating. At  present, the timeline of  the  various RUPs is different, which

makes cross-learning across regions and overall evaluation at th e national
level difficult. The timeline and functioning of RUPs could be standardised
across Swedish counties. Besides, the timeline could be aligned with the
timeline of E U programmes in t he next financial period (2014-20), to ensure
greater co-ordination with the EU cohesion policy.

 The enhanced role devolved to regional development programmes could be
inspired from the functioning of state-region contracts in other OECD countries
(France, Italy, Spain, see Box 3.22). A “contract” is the bilateral agreement between
national and sub-national governments concerning their mutual obligations,
i.e. assignment of powers of decision, distribution of contributions (including

financial commitments), and contract enforcement mechanisms (OECD, 2007i).
Contracts facilitate territorial cross-sectoral co-operation at both national and
local levels and enhance the accountability of regional actors, to address agreed
targets and support capacity building at the local level. Contracts are tools for
dialogue, experimenting and clarifying responsibilities and thus for learning, in a
multi-year budgeting perspective. The effectiveness of this type of agreement is

highly dependent on the enforcement structure and specific clauses regarding
violations on the part of one of the parties (OECD, 2007i).

Sweden has already had an experience of regional contracts, with the
Regional Growth Agreements in the mid 1990s. There is also some experience of
contracts within the policy for urban development, which ta rget specific

deprived district area.37 In Regional Growth Agreements, economic resources
from the structural funds were combined with both regional and local resources
as well as national funds from governmental agencies operating on the regional
level in order to create a pool of resources available for regional development
strategies. The experiment was not pursued in part b ecause regional growth
agreements were largely centrally defined and failed to respond to regional

needs and r equests. At pr esent, RUPs are designed by regions – which is a
positive step – but lack standardised enforcement mechanisms across counties.

The functioning of RUPs could be strengthened if it is accompanied by
clearer governance mechanisms ( i.e. standardised timeline across counties,

alignment with structural funds programmes, well-defined pools of resources). A
greater role and corresponding resources for RUPs would also help ensu re that
the focus on health care would not completely absorb the attention and capacity
of county councils. The dr awbacks of R egional Growth Agreements would be
avoided as RUPs ar e designed by regional actors and not by central agencies. A
stronger “contractual” dimension to RUPs would also have the advantage of

greater inter-ministerial collaboration in  the  design of the contracts and
counties’/regions’ greater accountability for programme implementation. It
would specify the resources allocated to counties for regional development and
would require an increase in the sp ecific earmarked grants to c ounties/regions
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Box 3.22. Example of contracts: France, Italy and Spain

Contrat de Projet État-Région (CPER) in France

The Contrat de Plan État-Région (n ow Contrat de Pr ojet État-Régions) h as

become a key tool of French regional policy. The CPER became the strategic

instrument for regional development policy in 1984,  only two years after it

was created by the law of 29 July 1982 on planning reform. These contracts

have been negotiated with all regions since 1984, for periods of five to seven

years (the current contract runs from 2007-13). These are detailed documents

that present all the programmes and measures that will be carried out over a

given per iod. The central government and the r egion co-finance projects

defined in them: the most recent contracts may call for contributions from

other local governments and from the European structural funds as well.

They in clude a financial appe ndix specifying eac h par ty’s finan cial

commitment for the period involved. The CPERs do not necessarily imply

budgetary transfers between central and sub national governments; rather,

they generally focus on the responsibilities and commitments of each party,

while providing a detailed description of the purposes of each measure.

While the first contracts were essentially devoted to infrastructure projects

and industrial modernisation, those of the three subsequent generations

have a ddressed a  much broader range of qu estions, in cluding grants for

regional innovation and economic development and incentives for territorial

initiatives. S ince the 199 0s, the b udget allocated to  these c ontracts h as

jumped spectacularly by more than 45% for each new generation of contracts.

Thus, the amount for the 2000/2006 CPER was triple that allocated in 1984/

1989.

Implementation of the contracts requires participation by different agents:

the central, regional and local authorities, their representatives, and some

intermediation bodies. Nearly 20 ministries participated in the previous

generation of CPER (2000-06), and all contributed to varying degrees. The

ministries that contributed the most  to regional programmes under these

contracts we re the Ministry o f I nfrastructure, Transport a nd Housing,

followed by the Ministry of Education and the Ministry of Agriculture.

Co ordination of t he v arious m inistries’ a ctions i n r egions i s t he

responsibility of both the inter-ministerial role of the DIACT (Délégation Inter-

ministérielle à l’Aménagement et la Compétitivité du Territoire, under the authority

of the Prime Ministry) and the “prefect” role of negotiator of the contract (the

other party is the president of the regional council) who refers to the variety

of ministries who are stakeholders of the contract (with the participation of

their deconcentrated services in regions).
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for regional development to be used with conditionalities, possibly combined
with EU funds. Strengthening the contractual dimension of R UPs would also
facilitate the evaluation of regional programmes, as the agreement needs to

define how follow-up and evaluation are to be accomplished.

ii) New co-ordination tools at national government level. Although it  is  too

early to assess the functioning of new bodies – regional co-ordinators and the

Box 3.22. Example of contracts: France, Italy and Spain (cont.)

Italian contracts for regional development

Italy’s regional development policy has a m arked contractual nature. The

emphasis on participatory forms of territorial development planning and on

recourse to  contractual forms of multi -level governance can be considered

the outcome of at least three factors: i) the influence of foreign experience;

ii) a country-specific need for procedural and decision-making simplification;

iii) the s trong influence of EU territorial development policies. Indeed, the

shift towards instruments of a predominantly contractual nature is part of a

process that dates back to the mid-1980s and is partially modelled on foreign

experience (in par ticular, the Br itish “culture of public-private partnership”

and the French “State-Regions planning contract” of the early 1980s). This

influence, along with the country-specific need for simplification that was at

the b asis o f the fir st ex periences with  th e “contractualisation” of pu blic

programmes notably the institution of the accordi di programma (programme

agreement) and the conferenza dei servizi (service conference), which primarily

aimed at overcoming bureaucratic inertia and veto power and thus speeding

up the decision process. The choice of contractual instruments as a strategy

for co-ordinating development policies involving multiple public and private

actors, complex decision making and the unified management of financial

resources da tes b ack to the m id-1990s an d go es un der the n ame of

“negotiated programming” (Law No. 662/1996).

Contracts for co-operation in Spain

The logic is to  jo intly run str uctural po licies: despite the  recent strong

decentralisation, many policy domains require co-operation. Contracts are a

way to manage these interdependencies and the strong antagonisms that

characterise the implementation of decentralisation in Spain, towards more

co-operative practices. As an ill ustration, the number of  “ convenios de

colaboracion” (contracts for co-operation) signed has increased enormously

over time, from only 14 in 1980 to approximately 800 in 2004 (as indicated by

the “Registro Nacional de Convenios”, Ministerio des Administraciones Publicas).

Source: OECD (2006), Territorial Review of France and OECD (2007i).
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co-ordinating group of state secretaries – created in the wake of the crisis, many

positive results have already been reported and the question of how these short-
term institutional responses to the crisis could be made more permanent is open.
In particular, the national group of state secretaries can facilitate synergies
among regional development policies at the national level; this is particularly
important in transport, spatial planning, the labour market, higher education and
innovation. Given the marked need for co-ordination in Sweden, owing to the

large number of sectoral agencies involved in policy making, such initiatives at
the national level should be strongly encouraged. Co-ordination and arbitration
on regional development policy at the national level is a challenge for all OECD
countries, but some options have emerged. The Canadian and UK experiences of
“regional ministers” may prove interesting to Sweden, as well as the innovative
governance tool developed in the Netherlands to support the development of the

capital region – Randstad (see Box 3.23).

Box 3.23. Innovative governance approaches 
to cross-sectoral co-ordination of regional development

Canada’s regional ministers

Canada has a system whereby certain ministers also have responsibility as a

province’s or a region’s regional ministers. Beyond their specific departmental

responsibilities, regional ministers represent the political interests of their

respective region in the Cabinet. Regional ministers are designated by the Prime

minister and play an i mportant role “in co-ordinating regional or pr ovincial

issues with the federal government’s activities”. Departmental ministers are

expected to consult with regional ministers on issues pertaining to  their

portfolio. Regional ministers also have a t wo-way communication role. In

addition to influencing federal spending and programming to take account of

regional dimension and concerns, they also communicate the decisions and

views of the centre (i.e. the Cabinet) to the regions.

Historically, Canada’s regional minister “system” has had v arying degrees of

visibility and diff erent supporting structures (regional committees, regional

offices, etc .). On issues pertaining to the Province of Quebec the regional

minister’s role is that of “Quebec Lieutenant”, and is usually a me mber of

parliament appointed as a senior advisor by the Prime minister. Historically, this

is an influential position in Canadian politics, given Quebec’s impact on national

politics. Regardless of the nature and prominence of political issues at a given

time, the influence of regional ministers, whether implied or explicit, is  an

effective and integral component of federal policy and programme development

and decision making. Regional ministers “exercise a great deal of influence by

exploiting the opportunities that often exist in the interstices between various

government programs and jurisdictions”.
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iii) Developing appropriate skills in regions. Designing and en forcing

regional strategies also requires regions to have the sk ills necessary to manage
complex development programmes at the municipal or regional level. Sub-
national governments have advantages in terms of local knowledge, but a lack of
human and institutional capacities can affect their performance. In most OECD
countries, even federal ones, the na tional government often works to enhance
the capacities of sub-national employees through a f ocus on staff mobility,

training and performance management. The right balance is not easy to find: too
much involvement will d iscourage local governments from learning and

Box 3.23. Innovative governance approaches 
to cross-sectoral co-ordination of regional development (cont.)

Regional ministers and government offices in the United Kingdom

There are government offices in each of the nine English regions. These

offices bring together the interests of 11 departments of national government

in each region and articulate the needs and interests of the regions back to

the n ational g overnment. The G overnment O ffice N etwork i s a  key

mechanism for ensuring that  national policies and  p rogrammes meet

regional needs an d that implementation reflects local conditions. More

recently, this capacity has been enhanced through the appointment of nine

regional mi nisters, w ho c ombine t his r ole w ith t heir d epartmental

ministerial duties.  Regional m inisters have a greater voice thr ough the

Council of Regional Ministers.

The Netherlands: National co-ordination for the implementation 
of the Randstad programme

Following the OECD Metropolitan Review of the Randstad, published in

2007, the Dutch national government decided to produce a Randstad urgency

programme, with actions for the short and longer term. Key themes on the

Randstad agenda are accessibility, economic dynamism, quality of life and

sustainability. The national government’s Randstad programme stresses joint

responsibility for implementation of the actions. Instead of trying to change

government structures, such as creating a Randstad province, it aims at

finding governance partnerships that can achieve results. A n ew way of

creating political commitment for implementation proposes responsible

“duos” for  each project. These duos consist of on e national government

minister or state secretary and one regional politician. The duos are made

responsible for progress on par ticular projects. Fun ds have b een made

available for 33 projects. A minister for the Randstad has been appointed and

will hold the 33 duos accountable for progress on their projects.

Source: Various sources including ACOA (Canada) (2009) and OECD (2007), Metropolitan Review of
the Randstad Region.
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diminish incentives for effic iency, and local governments may b lame

substandard performance on national government actions (OECD, 2008). Yet lack

of involvement can undermine the decentralisation process and increase

disparities in managerial capacities between rich and poor regions.

In municipalities and regions in northern Sweden, the main challenge is

to attract experts and experienced managers. This staff shortage problem will

only worsen in the coming years, with the ageing trend. The problem of skills

shortages in local public employment in remote areas is also connected to the

issues of inter-municipal co-ordination and regionalisation. According to

SALAR, horizontal co-operation and l arger municipalities make it easier to

recruit managers, as job satisfaction also increases. France has also developed

a pro-active strategy which plans how to adapt staffing needs to public policy

objectives and which takes into account the ageing of the population and of

public servants (the GPEEC, introduced in the early 1990s). GPEEC planning is

currently being implemented at t he regional level, by means of regional

conferences which assemble al l the actors in  the f ield so  as  to  draw up

territorial employment and training plans (OECD, 2007).

Incentives are needed to enhance mobility among regions, reward work in

remote reg ions, or facilitate exchanges of staff for certain periods of time.

Canada’s “interchange” policy to promote mobility of public sector employees is

a good example (Box 3.24). Another way to addr ess employment or skills

shortages in peripheral regions is to move national agencies to these areas.

Sweden has been active in this field some years ago.38 Canada has also been

active in this field.39 Finally, given Sweden’s cross-border co-operation needs in

certain policy fields (such as transport, innovation or environmental policy), it is

important to ha ve a “macro-regional” dimension in t raining programmes. It

might be possible to develop joint training programmes in the Baltic Sea region,

to take account of complementary needs across the different regions. In a very

different context, Australia and New Zealand developed such a joint approach

at the Australian New Zealand School of Government (ANZSOG) (see Box 3.26).

Enhancing cost-effective local public services 

Territorial reforms are likely to have a positive impact on the efficiency of

public service delivery, owing to the potential economies of scope implied in the

new territorial organisation and to the fo cus on growth, which may generate

more resources to finance local services. However, this will not suffice to meet

the fiscal challenges that local governments will increasingly face in the coming

years. Other reforms are needed in the medium term to enhance the cost-

effectiveness of local public services, particularly in rural areas.

Sweden has developed many initiatives in this area over the years,

following the crisis of the early 1990s and in view of issues linked to an ageing
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population. For example, it has made major changes in education, health and

care services, notably the voucher system, which allows choice of schools, and
the design of user charges in health. Sweden has also been at the forefront in
supporting local governments to develop sustainable and “green” services, in
the area of transport for example. In  many respects, Sweden is  a  model for
OECD countries for  its ability to provide cost-effective local services, with a
strong focus on anticipating long-term challenges. However, further initiatives

will be needed. This  section addresses the needs to:  i) pool services in rur al
areas and develop innovative services, with increased opportunities for direct
and indirect employment; ii) focus on performance monitoring of local
services; and iii) diversify sources of local revenue to  address long-term
challenges.

A relatively recent trend in service delivery in Sweden, as in a few other

OECD countries, is a move towards individualised services, whether these are
delivered physically or digitally. That is, the citizen is at the centre and the
administration is organised around them instead of the reverse.40 This is a

Box 3.24. Interchange Canada

Interchange Canada is a national programme that involves the temporary

assignment of employees from one sector to another, including the federal

public service, o ther levels o f government, private-sector organisations,

academic institutions and non-profit organisations. These assignments serve

to st rengthen policies, programmes and services, share expertise and best

practices, and  encourage employee development in l ine with s trategic

organisational needs.

Interchange Canada encourages emp loyee assignments between the

federal public service and organisations in other sectors both within Canada

and inter nationally. By tak ing as signments in a n ew sec tor, em ployees

develop personally and professionally and their organisations benefit from

new skills, knowledge and approaches. Interchange Canada has the following

characteristics:

● Employees are sponsored by their organisation. During the assignment, they

work on si te with the host organisation but remain employees of  the

sponsoring organisation. At the end of the assignment, they are expected to

return to their sponsor. An assignment can be for a period of up to three years.

● Employees m aintain th eir cur rent pay an d b enefits, a nd th e s ponsoring

organisation continues to p ay t he participant’s sal ary and benefits.

Normally, the host organisation reimburses the sponsor for these costs;

● The host pays for initial inter view expenses as well as  job-related travel

and training during the assignment.
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Box 3.24. Interchange Canada (cont.)

● Possible c onflict o f i nterest situations ar e examined. P articipating

organisations are responsible for ensuring that there is no possible conflict

of interest or that the risk is not significant.

Interchange Canada is open to employees in all groups and at all levels of

the federal public service an d to employees in business, other levels of

government, Crown corporations, unions, ac ademic institutions and non-

profit organisations both within Canada and internationally.

Executives participating in the programme promote linkages between the

federal government and organisations in the private sector or other levels of

government, both within Canada and internationally. Because these leaders

influence an organisation at its highest levels, the knowledge, innovation and

cultural changes that result from their assignments are long-term and can

help enhance stakeholder relationships.

Source: ACOA; the Canada Public Service Agency; the Public Service Commission Advisory
Council of Canada.

Box 3.25. The Australian New Zealand School 
of Government (ANZSOG)

The Australian New Zealand School of Government (ANZSOG) is unique for its

intergovernmental approach to public sector learning. ANZSOG was established

in 2002 through the collaboration of  major Australian and New Zealand

universities and the Governments of the Australian Commonwealth, States and

Territories and of New Zealand. Its focus is on educating public-sector leaders,

building new pu blic po licy r esearch and m anagement c apability, a nd

encouraging pub lic-sector in novation. To promote “ learning across

jurisdictions”, all students come from the pub lic sector of the participating

governments. An interactive learning model creates the opportunity for public-

sector managers t o c ompare various approaches b eing t ried by other

jurisdictions. As participants come from various departments and agencies, they

bring comparative k nowledge and  experience to  ANZSOG’s c lassrooms.

Participants work collaboratively on team projects. This encourages knowledge

sharing, relationship building and the creation of  lasting networks across

governments. The sc hool also has an alumni association which facilitates

continued networking and information sharing between participants after they

have completed their studies.

Source: OECD (2009e).
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challenge in S weden, gi ven a h ighly de centralised an d de legated

administration with each public body targeting a single type of need, whereas
citizens fr equently ha ve m ultidimensional nee ds t hat c all for t he
simultaneous or at  l east co-ordinated application of different measures
(Rexed, 2000). Although co-ordination problems persist, there are a number of
successful local pilot projects and positive initiatives to draw on.

Pooling services in rural areas and focusing on innovative services 

The cost of  d elivering p ublic services i n r ural areas w ith a n ageing
population in northern Sweden will continue to increase in the coming years.
According to S ALAR’s 2009 Ec onomy Report, municipalities and  county
councils will have to choose among improving efficiency, reducing services
and in creasing taxes in th e c oming y ears. T he 20 09 S wedish rural

development st rategy puts s trong emphasis on imp roving service delivery
with a  focus on preserving territorial coverage of ser vices. Which services
must be provided in rural regions no matter the cost has not been determined,
and is a p olitical/social choice rather than a strict economic one. To best
combine equity and regional growth objectives, public actors need to facilitate
the pooling a nd rationalisation of s ervices and go beyond th e view th at

“elderly” means less productivity and build instead on this population as an
asset (Cha pter 2). Thes e two d imensions ne ed t o b e c ombined in ru ral
strategies (Box 3.26).

Box 3.26. OECD lessons for rural service delivery strategies

A modern rural service delivery strategy requires appropriate analytical

tools to determine the right mix of services for a g iven region – e ssential

public goods or competitive public goods. It must consider efficiency/equity

tradeoffs and be coherent wi th the overall regional st rategy. I t also means

mobilising local resources to  recalibrate the urban-rural contract. E ffective

rural service delivery also involves encouraging an approach that is less about

spending and more about long-term investments, one that builds on local

preferences a nd r esources a nd b oosts confidence in  th e r egion. M ore

importantly, ru ral s ervice delivery c alls f or an  ad aptable g overnance

framework that embraces the shifting roles of  stakeholders at  all levels,

improves the c apacity o f local authorities, facilitates par ticipation, a nd

introduces mechanisms to e nsure p roper hori zontal and v ertical co-

ordination as well as knowledge and resource pooling.*

* www.oecd.org/dataoecd/14/42/41063088.pdf.

Source: OECD (2007), Proceedings of Cologne Conference, Germany.
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i) Facilitate the pooling and rationalisation of services. Co-operation needs

will continue to increase for public service provision and the specific needs of
rural areas have to be taken into account, most obviously for health care and
elderly care, but also for all public services that benefit from economies of
scale (e.g. water, sewage, waste disposal, parks, ICTs, etc.) which often requires
a broader focus than municipalities. The “traditional” governance tool for
achieving economies of scale in s ervice delivery and joi nt p roduction of

services i s municipal mergers or c o-operation. Many OECD countries have
adopted a top-down incentive policy to  encourage municipalities to  co-
operate, and even to amalgamate, to achieve economies of scale in service
provision, with mixed outcomes (OECD, 2006) (e.g. Finland, Denmark, Japan).41

Sweden has also developed over the past dec ades active po licies for
mergers and strong inter-municipal co-operation tools (see Section 3.3), and
the margin for further amalgamation is relatively limited. Besides, there is
little evidence that merging of smaller municipalities helps smaller, sparsely
populated municipalities to r each cost benefits in a ll services, particularly
services where geographic proximity is essential; like homecare for elderly

people or childcare. Enhanced co-operation across municipalities needs to be
supported,42 and it is important for the system of financing, in particular the
grant system, to be neutral with respect to the organisation of horizontal co-
operation. In particular, cost equalisation should not act as a disincentive to
exploit economies of scale.

Different types of co-operation between service providers in rural areas
have been tested in Sweden for a long time, but in a rather small scale. Sweden
may go even further in co-ordination of both public and commercial services
and implement this way of pooling services in all sparsely populated areas. In
order to  use government subsidies in a mo re holistic perspective and with
more local anchorage, the county administrative boards in Sw edish regions

are co-ordinating regional partnerships to mobilise local and regional players
such as l ocal development gr oups, municipalities an d pr oviders of
commercial services, to participate in common measures for strengthening
existing services and to develop new multi-service solutions. The government
emphasise the need for increased co-ordination between different types of
services, and will intensify efforts in this area. It would have the advantage of

addressing two big challenges in sparsely populated areas: i) improving access
to and quality of the public administration’s services by allowing customers to
carry out several transactions in one visit; and ii) responding effic iently to
public-sector productivity programmes to avoid deterioration of access to
public services in remote areas.

Pooling of public services has also been used in OECD countries such as
Australia, Canada and Finland. Co-location of services can be built around a
family of s ervices ( e.g. Australia’s Rural Transaction C entres; t he Citizen
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Service Office in Finland) (see Box 3.27). Such structures can also host very

different public services (post offices, community services, health care and
social services) or even co-host services with the private and the voluntary

sectors. Experiences from OECD countries have shown good results, but they

have also shown that th ese mechanisms require strong man agement,
expertise and planning to operate effectively.

Rationalising local labour services is particularly critical at a time of rising
unemployment. This d oes not  o nly c oncern ru ral a reas, bu t sinc e

unemployment rates are highest in  the sparse ly populated regions of
Gävleborg, Norrbotten and Västernorrland (Chapter 1), improved labour

services are particularly essential in  these regions. Local labour services are
currently fragmented among several authorities, and there are problems of

co-ordination between national agencies and municipalities. In early 2009, the
Public Employment Service, the Swedish Social Insurance Administration and

the Swedish Tax Agency established joint local service offices with a view to
improving service provision. “New Start Offices” (Nystartskontor) – a service

providing in dividually tailored gu idance to  new entr epreneurs – were
established in 2009 in se veral places43 and shou ld be extended in the f irst

quarter 2010 to more than 200 places. In addition, a proposal made by SALAR
for a “one-stop shop” for labour market issues is being discussed (One-Door-In

for job seekers) (see Box 3.28). The example of Service Canada is interesting in
terms of improving the delivery of individualised services, in particular related

to employment (Box 3.29).

ii) Innovative service delivery approaches. Sweden has increasingly used

ICTs to d evelop inn ovative s ervice delivery approaches, in p articular for
remote areas. The 2008 United Nations e-government survey ranked Sweden

as the world’s leader in providing web-based services and applications for its
citizens and the leading country for e-government. The report notes that

Sweden does particularly well at the national government level.44 At the local
government level, the pic ture is a bit mixed. SALAR plays a k ey role in

promoting e-government tools in municipalities. I t runs an e-government
project that aims to integrate e-government issues into the regular business

development, processes and governing models of its members, and it has
helped to develop the e-health strategy. Sweden has made significant progress

in e-health services; these help to achieve better service provision, shorter
delays and better cost-efficiency. The main idea is to use ICT as a strategic tool

in all areas of c are to provide safe, accessible health and social care of high

quality.

However, space for improvement remains, especially in the use of e-health

tools for eld erly care in smaller municipalities. To achieve maximum benefit
from the National Strategy for eHealth, work must proceed concurrently and be
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Box 3.27. Multi-service points: The experience 
of Australia and Finland

Australia’s Rural Transaction Centres (RTC) programme is  a government

initiative that assists people living in smaller rural towns to gain the same

access to basic services as people in larger towns. The objective is to enhance

or complement existing government and commercial services and businesses.

The programme’s focus was on rural communities with populations of less

than 3 000. Applicants included local government, community groups, and

Chambers of Commerce. The services provided in the RTCs are determined by

the communities themselves. Among the most common are: basic private and

government transaction services such as  personal banking, some business

banking, postal services, medicare, phone and facsimile, library services,

printing and secretariat services, and tourist information. The government

committed up to AUD 70 million over five years to help rural communities

establish their own RTC. The programme funded 239 RTCs and the installation

of 141 Rural Transaction Centre Electronic Point of Sale facilities. Funding was

available until 30 June 2005. A report by the Parliamentary Joint Committee on

Corporations and Financial Services in 2004 highlighted the RTC programme’s

significant p rogress in restoring e ssential s ervices t o rural and remote

communities. The report acknowledged that RTCs can be a means of renewing

confidence and promoting local enterprise.

Finland has accumulated significant experience in multi-service points

since 1993. Currently, there are about 207 c itizen service offices in Finland.

Their functions differ widely, ranging from handing out forms to providing

full service. T he cit izen service offices deliver services (whether public,

private, non-profit or mixed) from a  single outlet. They a lso a llow holistic

customer service, which is easier to provide at a single point. This system has

had a positive impact in terms of improving access to certain services in rural

areas, where c itizens typically have to travel to  service delivery s ites. The

objective of the citizen service offices system is to offer a single outlet for

services that can be managed jo intly, i.e. municipal, district court, tax and

work administration, National Pension Institute, and other regional and local

authorities. The services provided through c itizen service offices include

reception and handing out of documents, advice concerning the institution of

proceedings and processing of matters, and support in the use of electronic

services. The aim is to ensure a sufficiently high-quality service network, to

increase the productivity of the local service network, and to reduce costs

through joint, customer-oriented service and ef ficient use of information

technology.

Source: Australia: Australian Government, Department of  Transport and Regional Services.
Finland: OECD (2008), Rural Policy Review of Finland. OECD, Paris.
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co-ordinated among the diff erent actors. All county councils have formally

adopted the National Strategy for eHealth and drawn up a joint action plan for

its achievement.45 However, less than half of all municipalities had adopted or

applied the eHealth strategy in t he autumn of 2 008. I t is primarily the large

municipalities that are clearly moving in this direction. There is a  clear

connection between a municipality’s size and its ability to adopt and integrate

eHealth solutions into its operations. Best practices in municipalities and

counties need to be promoted, such as tho se of Norrbotten county (see

Box 3.30). In Germany, the AGnES programme works to im prove healthcare

Box 3.28. Improving local labour market service 
delivery in Sweden

“New Start Offices”

New Start Offices (Nystartskontor) – a service providing individually tailored

guidance to new entrepreneurs – w ere established in spr ing 2009. Special

attention is given to individuals who are long-term unemployed or excluded

from the labour market. The aim is to bring together public agencies as well as

private and non-profit organisations. Reactions so far have been positive, from

citizens a s well as  involved mun icipalities, pr ivate o rganisations a nd

government agencies. More than 200 offices will be available, [during first

quarter 2010] run jointly by the Public Employment Service, the Social Insurance

Agency and the National Tax Board Agency. The service can also be accessed on

the Internet and po ssibilities for telephone services are being investigated. An

inquiry has been set up to support and expand these offices and other initiatives

involving co-operation or integration, e.g. with municipalities and voluntary

organisations. As a r esult of the inquiry’s interim report, the government has

presented proposals to the Riksdag on a simplification of the law that regulates

this type of co-operation, the Integrated Services Act.

One-Door-In

The Board of the Swedish Association of Local Authorities and Regions

(SALAR) decided at its meeting in April 2009 to support the principles of One-

Door-In for job seeker s and f urther d iscussions ar e p lanned w ith t he

government.

One-Door-In would inc lude mun icipalities’ economic assistance office,

labour market units and activities related to the reception of refugees, as well

as representatives of the national insurance office and the employment

agency. A  pilot ex perience m ay st art in  the coming m onths. T he b asic

principles would be: i) all job seekers of working age should have one access

point at the local level; ii) a c ommon approach to the service needs to be

developed with a stable long-term organisation; iii) services rendered by the
OECD TERRITORIAL REVIEWS: SWEDEN 2010 © OECD 2010 249



3. RECONSIDERING MULTI-LEVEL GOVERNANCE ARRANGEMENTS FOR MORE EFFECTIVE REGIONAL 
Box 3.28. Improving local labour market service 
delivery in Sweden (cont.)

employment agency and the national insurance office should be a vailable

across the whole county; iv) co-ordination needs to be extended to financial

aspects as well. A common instrument which is recognised by all parties

involved must be developed for assessing employability.

This rationalisation could be beneficial to job seekers, who could deal with

a single contact point, and would facilitate the labour market integration of

migrant workers. It c ould also contribute to  savings, as  it w ould eliminate

some duplication of tasks across agencies.

Source: Answers to the OECD questionnaire (2009), Swedish Local Team.

Box 3.29. Improving the delivery of individualised services 
in Canada: The example of Service Canada

Service C anada pr ovides o ne-stop access to the ser vices o f Human

Resources and Social Development Canada and a nu mber of other federal

departments. It builds on over a decade of work to improve the delivery of

service to individual Canadians. The Service Canada delivery network has

close t o 62 0 p oints o f s ervice in c ommunities throughout C anada. A

national telephone s ervice pr ovides Canadians with in formation about

federal government services and 23 other networked call centres, benefits

processing infrastructure and, a range of on-line services are available at

www.servicecanada.gc.ca/en/home.html. 

Its mandate is  to  work in  collaboration with federal departments, other

government units and community service providers to offer services and

benefits through a single service delivery network. Service Canada’s over

620 points of  servi ce reach t he 9 5.4% of  Canad ians who reside w ithin

50 kilometres of a Service Canada point of service.* A Service Canada Centre

(SCC) is a  fu ll s ervice o ffice, a nd a n outreach s ite is  s ervice p rovided in

communities by Service Canada employees on a scheduled basis, but not full

time ( i.e. o fficials travel to the community one day a  week). Community

offices are sites managed by third parties and offer only information services

on programmes and services; they do not process transactions.

Service C anada c an act as  receiving ag ent fo r C anadian passport

applications, deliver employment insurance benefits, and help Canadians

find jobs through initiatives such as Job Bank and the Aboriginal Job Centre.

* Human Resources and Social Development Canada’s 2007-08 DPR.

Source: www.servicecanada.gc.ca/en/home.html.
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delivery in rural areas by encouraging the decreasing number of general

physicians to delegate home visits, where appropriate, to qualified community-
medicine nurses (OECD, 2007, Cologne). It is important to ensure that innovative
service delivery schemes are not just one-time investments but provide
opportunities for scale-up. The UK national strategy for building e-government
capacity at the sub-national level succeeded in putting all government services
on line between 2001 and 2005.46

Policies targeting the ageing population should go be yond the view that
elderly means decreasing health and less productivity and build instead on this

population as an asset. This is linked  to the ne ed to ma ke the regional labour
force more entrepreneurial, as  explained in Chapter 2. For example, the
experience of SeniorPolis in Finland is that the elderly population is “a resource,

Box 3.30. E-Health in Norrbotten County

Norrbotten county offers a practical example of the benefits of e-health in

providing m ore effi cient, c ost-saving h ealth s ervices. A ccess to  h ealth

services in remote, large and spa rsely populated regions lik e Norrbotten

involves challenges for both the patients and health care professionals: long

distances to get medical attention and high cost per patient (the large share

of elderly people in the population means a low per capita tax base and high

spending needs). I n this r egard, No rrbotten has b een a pio neer in

implementing and getting results from e-health services. Videoconferencing

is used i n several servic es:  ne onatal c are; psyc hiatry; pat hology;

haematology; physiotherapy; t ransmission of r eal t ime u ltrasonographic

examinations. I t allows for: daily videoconferences between hospital and

local psychiatric units; planning of  care activities; information on patients

needing specialist in-patient treatment. Nurses taking care of old people can

perform basic exams, send the results via the Internet and discuss them with

a doctor who is far away. This way, the care provided by nurses is much more

efficient an d th e pa tient is m oved to  a h ospital only wh en necessary. In

addition a r emote controlled “robot” has been developed for examining

patients suffering from a heart condition. With the robot patients can be

examined with the use  of video, ultrasound images or a r emote controlled

stethoscope. Doctors 200 km away can partly monitor their patients. Finally,

peripheral countries and municipalities ca n engage in t ransborder co-

operation in e-health services, as in the Torne Valley between the health care

providers of Norrbotten and North Finland. Benefits reported for the county

include: better access to health services; fewer visits to the doctor and fewer

stays in hospital, savings of time and private and public resources; access to

specialist competences throughout the county; and reduction of pollution

due to less travelling.
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not a burden”. In the remote region of Kainuu, the small municipality of Ristijärvi

turned its image of “Senior Citizens” village to promote itself as a unique place for
senior citizens to live. SeniorPolis is a network that collects, promotes co-
operation, combines and integrates activities and operations involving senior
citizens. As a  small enterprise cluster, it is active in car e, real estate, transport,
nutrition, entertainment, recreation and travel services.

Box 3.30. E-Health in Norrbotten County (cont.)

Norrbotten is investing heavily in e-health with the purpose of meeting the

needs of  citizens, patients, relatives, care personnel, care providers and

decision-makers and to b enefit th e car e sector and pr omote r egional

development and growth. This includes further development of the existing

centre of competence in distance-spanning health and medical care, CDH,

into an intensified e-health initiative, and inter national policy work as well

as work with strategic development projects. The further developed centre

of competence is to act as a powerful motor in an innovation system for

e-health in  th e r egion, an d t o in crease c ompetitiveness a nd gr owth in

Norrbotten through the commercialisation of new products and services

within e-health. A clear and early committed business-oriented structure is

linked to support this development.

The County Council, municipalities, university and the business sector are

mutually dependent in  the development of health and medical care. The

business sector plays a central role in developing innovations, services and

products, together with care providers and the university, and in introducing

new processes in health and medical care. Close dialogue between the parties

is prerequisite to a  well functioning innovation system. Collaboration with

care providers enables an  inventory of  need s and  id eas w hich can be

developed to simplify the introduction of i nnovations, from companies or

other organisations, within the framework of the care providers’ activities.

The Norrbotten County Commissioner chairs the Assembly of  European

Regions e-Health Network. The purpose of Norrbotten’s involvement is to build

strategic alliances and strong networks, to link up with collaboration partners

and to secure funding and participation in E U programmes, environmental

surveillance, acquire and share skills and to position Norrbotten as a reliable and

successful player in eHealth, nationally and internationally.

Norrbotten is  a  p artner a nd a  p ilot i n S wedish Patients S mart O pen

Services, sepSOS, in European Patient Smart Open Services, epSOS, as well

as in Renewing Health, all  major large-scaled projects initiated by the

EU-Commission.

Source: Norrbotten County Council; Swedish Strategy for eHealth (2009).
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Monitoring the performance of sub-national service delivery

 Monitoring the performance of services delivered by local governments
is another key d imension in the search for cost-effective local services.
Sweden has a strong tradition of performance monitoring, especially in th e

health and educ ation sectors. In return for greater f lexibility in agency
operations, more emphasis has been placed since the 1990s on reporting on
performance. This  objective i s achieved through the production of a nnual
reports th at em phasise r eporting an d as sessment o f ag ency o utputs.
Performance monitoring is principally conducted at the national level, mainly
by national agencies such as th e Nati onal Board o f Health and Welfare

(Socialstyrelsen) and the Swedish National Agency for Education (Skolverket),
which follows up the results of pupils in different municipalities. Sweden has
increasingly moved to the use of output and outcome indicators in the field of
health and education, rather than just inputs (see Annex 3.A4).

Local governments have be en mor e involved in t he p erformance
monitoring process s ince 2 003, mainly t hrough t he ac tive role p layed by

SALAR and the Council for Local Government Analysis.47 Since 2006, SALAR
has worked towards access to comparable information on quality, results and
costs of activities for which municipalities, county councils and regions are
responsible. The so called “Open Comparison project” aims to promote
comparison and increase transparency, in p articular on t he cost  of ser vices
(Box 3.31). The Council for Local Government Analysis is also responsible for a

database on the costs, volumes and quality of municipalities’ and county
councils’ services. There has been some improvement in the co-ordination of
performance monitoring between national agencies and local authorities, in

Box 3.31. SALAR and the Open Comparison project

The Open Comparison (OC) project aims to encourage comparison and

increase transparency.

Within this project networks of five to ten municipalities have been set up. A

total of approximately 200 municipalities (out of 290) participate. The networks

develop new methods for comparing costs and results in terms of quality in

order to work towards concrete operational improvements. Unlike many other

networks, the focus is on finding links between cost and quality. Another aim

is to present good examples. Thus, new measures of the quality of results will

be developed and tested by the networks. These measures can then become

regular instruments in performance management. In a longer run the aim is to

develop these into national quality indicators. SALAR also has a development

project called “Measure to Lead” together with the county council of Jönköping.

The aim is to teach how to go from measurement to action.
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particular in the health area. For example, the 2007 report “Open comparisons

of the quality and efficiency of health care” was the first to be produced jointly

by SALAR and the National Board o f Health an d Welfare and provides

57 indicators of health care by county.

Although performance monitoring a cross levels of government has

recently made significant progress, certain issues need to be addressed. First

of all, many indicator systems currently exist at the national, regional or

municipal levels, with little cross-sectoral co-ordination among the various

indicator systems across agencies at the national level. In addition, at the local

level t he sy stem c ould be  ext ended s ystematically t o a ll Swedish

municipalities and all public services. So far, about one-third of municipalities

do not participate in the Open Comparison project. In addition, much of th e

information collected concerns the health and education sectors – the object

of most local expenditure – but little information is collected on other policy

areas, such as services for regulatory performance (OECD, 2007); support to

entrepreneurship or economic development. The Norwegian KOSTRA system

is interesting in this respect (see Box 3.32).

Adjusting equalisation to new challenges 

The issue of financing local services in the longer term is linked to the

sustainability of the equalisation policy. There are several areas of concern in

this respect: i) the equalisation system is  very complex, despite attempts to

clarify the cost-equalisation system; ii) relatively recent challenges such as the

Box 3.31. SALAR and the Open Comparison project (cont.)

An OC is based on indicators of quality, results and costs. They should be

relevant and of good quality, be possible to measure at local/regional level, be

influenced by the municipality/county council/region; and be evaluated in a

way that cannot be contested. On the basis of the outcome a ranking is made.

Comparisons are published with a view to eliciting an informed debate and

thus contribute to  increased c itizen confidence. SALAR has published nine

OC reports on health care, medical care, elderly care, comprehensive schools,

upper secondary schools as well as security and safety.

Future plans for the O C programme include more and deeper analysis as

the supply of outcome measures improves. OC may also be extended to new

areas, such as  public health, individual and fam ily care, c limate, business

climate and physical Accessibility to markets. Data availability will pla y an

important role.

Source: Background report from Sweden, 2008-09.
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integration of immigrants in the Swedish labour market may need to be better

taken into ac count; and iii) the question o f l imiting the  po tential fiscal

disincentive effect of equalisation and whether the income equalisation

should be made slightly less ambitious remains open.

i) Enhance transparency of equalisation. The complexity of the equalisation

system may make financing and delivery of services non-transparent and reduce

accountability. Even Swedish public officials consider the system difficult to

understand. The 2005 fusing of equalisation and general grants (into a vertical

system) makes the system, and the amounts actually gained or lost by sub-

national governments, less transparent (OECD, 2006a). It obscures the real net

contribution of a given municipality or region, making it difficult to see who gains

from and who contributes to equalisation and by how much. Income equalisation

would be more transparent if it was institutionally or statistically separated from

general grants. On the side of cost equalisation, progress has been made on

increasing the transparency. The formula has been revised a number of times in

order to reduce the n umber of factors involved and m ake the r esults more

transparent. This goes in the right direction, as extensive fine-tuning would only

make the formula more complex (Chernick, 2009).

ii) Cost equalisation and new challenges. Equalisation policy has a  role to

play in the integration of migrants in the labour market, to complement active

Box 3.32. The Performance Indicators System 
developed in Norway (KOSTRA)

The Norwegian KOSTRA system is an OECD-area best practice in terms of

performance monitoring of local services. It is an electronic reporting system

for municipalities and counties. It can publish input and output indicators on

local p ublic services and f inances a nd p rovide o nline publication o f

municipal priorities, productivity and needs. KOSTRA integrates information

from local government accounts, service statistics and population statistics.

It inc ludes indicators of production, se rvice coverage, n eeds, quality an d

efficiency. The information is easily accessible via the Internet and facilitates

detailed c omparison o f the per formance of lo cal go vernments. T he

information is fr equently used by the local government themselves and by

the media and researchers. Although individual local governments could use

KOSTRA more efficiently (e.g. by systematic benchmarking), the system has

helped facilitate comparisons o f municipalities thereby promoting bench-

marketing or “bench-learning”. 

Source: OECD (2008).
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labour market policies as described in Chapter 2. A review of cost loading for

the foreign b orn co uld be co nducted i n o rder to determine whe ther
municipalities with higher concentrations of foreign born are adequately

compensated for the extra costs this represents. Education is a particularly
important area for such a review. Sweden has a separate grant programme for
children with foreign backgrounds. The net amount for this programme was

SEK 466 million in 20 08. Under this programme 25 municipalities receive a
supplement and 265 receive a deduction. In addition, extra structural costs are
recognised for compulsory school and pr e-school classes, elder ly care, and

individual and family care. Given the slow rates of absorption of immigrants
into the labour market, there is some question as to whether the weighting for
foreign born immigrants in the cost formula for education is sufficient.

iii) Limit the potential fiscal disincentive effect of equalisation. To limit the
potential fiscal disincentive effect of equalisation, a set of phase-ins and lags
could be built into the system. Even if the disincentive effect remains limited

so far, and has been further attenuated by the 2005 reform and the reduction
in the n umber of m unicipalities c ontributing, the net  sub-national
contributors to the income equalisation system (currently 11 municipalities

and one county council), have little to gain in fiscal terms from increases in
their tax base above 115% of the national average (110% for county councils).

To further attenuate tax disincentives, a set of phase-ins and lags could be
built into the system, so that only a portion of the increase in the fiscal base
would be taxed initially. While this would reduce the insurance benefits of

equalisation, it might lead to enhanced fiscal performance (Chernick, 2009).

The question of whether in come equalisation should be  slightly less

ambitious remains open. To provide more funds for regional development, a
slight reduction in the rate o f the income equalisation grant could be
envisaged, say from 95% to 90% of the national average tax rate, and also in the

equalisation charge, say from 85% to 80% of the fiscal base above the threshold
level. Moreover, the implicit tax rate on the Stockholm region could be reduced
by increasing th e cost loading for hig her wage costs. The  parliamentary

committee currently examining the equalisation system and its pitfalls will
provide answers to these challenges by 2012.

Diversifying local revenue sources to sustain long-term challenges

Finally, financing a high level of p ublic services in the longer term may

also r equire d iversification of loc al r evenue sources. A s exp lained in
Section 3.1, local governments rely on income tax as their main source of
revenue and they do not enjoy a local property tax. Property taxes are in fact

considered by the OECD to b e among the least harm ful for growth (after
corporate taxes, personal income taxes, and consumption taxes) (OECD, Tax
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and Growth, 2007), and there is rationale for having it at the local level (OECD,

Fiscal Network, 2007). Reinstituting a property tax as a sub-national tax would
help smooth out local revenues and facilitate local economic development

decisions. Considering the r ange of decentralised task s in S weden, the
property tax alone would not be a sufficient source of sub-national financing,
but it c ould partly replace the sub-national income tax (OECD, 2006a). This

would make sub-national revenue sources more stable. The introduction of a
local real estate tax akin to the ta x levied by local authorities in D enmark

would also probably help to  set the r ight incentives for improved land-use
planning. However, the design of such a tax is essential: rather than being a
property-related charge, it should take land size and value into account, which

does n ot go  in  t he direction of t he recent Swedish ref orms (H üfner a nd
Lundsgaard, 2007).

To sustain long-term challenges such as ageing, Sweden may need to
consider making more use of certain market tools. Sweden ranks at the top of

OECD c ountries in terms of p rivate p rovision a nd c ontracting out,  a s
highlighted by the 2008 OECD Economic Survey of Sweden, but it  ranks around
the middle for the extent of user choice and competition in local government

service provision (O ECD, 2008a).  The u se of interna l c ompetition and
contracting out of services, most notably in the health area, was considerably

extended in the 1990s. Citizens’ right to choose schools and primary health
care has been established by law. Contracting out is also increasingly used for
elderly care services. In c ertain areas, the elderly can choose whether they

want their home help or sp ecial housing to be  managed by public or p rivate
operators. Although market tools should be used with care to avoid potential

adverse effects on equ ity, long-term challenges may call for greater use of
certain tools, such as user choice. User fees at the local government level are
used moderately compared to other OECD countries (OECD, 2008). There are a

number of  areas in which further user charges c ould b e considered, in
particular for transport. The recent government Bill for infrastructure seeks to

supplement public funding with various forms of co-financing, such as user
charges and congestion charges. Currently known co-financing for the period
covered by the plan ( i.e. 2010 to 2021) exceeds SEK 30 billion.48 Co-financing

solutions will be actively sought during action planning.

Local governments have recently developed new fiscal instruments, to

better s upport en vironmental ob jectives – a nd in directly r egional
development, through increased focus on public transport. Sweden is one of
the few countries wi th carbon emissions below the  level recorded in  1990

(OECD, 2009g). One of the best-known examples is Stockholm’s congestion tax,
implemented in 2007, which has decreased traffic to and from the city centre

by 20%. Combined with many other proactive policies to c ombat c limate
change, this has made Stockholm one of the most advanced cities in terms of
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climate change policies; it w as named European Green Capital 2010. 49 The

national government also provides financial support to local governments to
manage emissions and to adapt to  c limate change. Through the KLIMP
programme (Sweden’s Climate Investment Program), which started i n 2003
and will operate until 2012, local governments can apply for national subsidies
which can be used to promote local investments to reduce greenhouse gases
emissions (OECD, 2009g).

Conclusion

Enhancing the effectiveness of regional policy requires going beyond the
regionalisation debate, and taki ng into acco unt a wh ole-of-government
approach an d th e i nteractions across the di fferent types o f r eforms
conducted. To best combine equity and growth objectives in the longer term

for regional development, Sweden needs to enhance the room of manoeuvre
for regional actors to develop growth strategies that build on local competitive
advantages. I mproved regional strategies require greater d evolution of
regional development co mpetencies to county councils, e nhanced co-
ordination among the different types of regional programmes and improved
co-ordination of structural policies at the county level. Besides, such reforms

need to be a ccompanied by improved tools of  co-ordination across levels of
government, through a greater r ole devolved to  regional development
programmes for ex ample, and matching t ransfer of r esponsibilities with
adequate financial resources. It implies building capacities for regional actors
to design appropriate strategies and strong involvement of private actors.
Sustaining a high level of welfare services at the local level will also imply

further enhancing cost-effective local public services and adjustments in the
local finance system.

To ma ke multi-level governance refo rms h appen, Sweden h as key
strengths linked t o it s i nclusive pol icy-making process, i ts capacity t o
introduce innovative governance approaches (such as pilot regions) and high
trust among public and private actors. Further adjustments in  multi-level

governance reforms, combined with strong potential for growth in both urban
and rural areas – as highlighted in Chapter 1 – will optimise Sweden’s capacity
to remain among the best performers of the OECD in the longer term.

Notes

1. The to tal cost o f el derly care i n Sweden i n 2 005 w as S EK 8 0.3 b illion and w as
mostly financed by municipal taxes and government grants. Only 4% came from
patients’ charges.

2. Public employees have the same s tatus as  private em ployees, as  defi ned in
collective agreements.
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3. Municipalities also own several companies (1 416 in 2003), mainly in housing and real
estate. The scope of the public enterprise sector is among the broadest in the OECD.

4. Since 2002, c eilings have been int roduced o n m aximum charges for  p re-school
and elderly care. The ens uing decrease in fee r evenue was compensated for by
transfers from central government.

5. At present, for municipalities, nine services are included in cost equalisation. For
county councils, three services are included. The main factors in the cost formula
are work-load factors, particularly those related to the age distribution of the
population.

6. The o ther 19 c ounty councils al l r eceive a gr ant. The l argest gr ants go  to  the
southern c ounties o f Sk åne (S EK 2.4 billion) a nd V ästra G ötaland (a lmost
SEK 2.5 billion). The la rgest pe r c apita g rant g oes to Go tland in th e sou th
(SEK 5 287 per resident) and two counties in the north, Norrbotten (SEK 4 300 per
inhabitant) and Jämtland (SEK 4 113) (2006).

7. For two municipalities, one with 82% of the nati onal average fiscal capacity and
one with 120%, prior to income equalisation, taxation at the national average rate
would in 2008 lead to a gap of more than SEK 14 000 per capita between the poorer
and the richer municipality. After equalisation, the difference in taxes, including
income equalisation, would be less than SEK 1 000 per inhabitant (Chernick, 2009).

8. In 2008 hal f o f the c ounty councils had a de ficit. SALAR’s fo recast i s that, as  a
group, they will report negative net i ncome of about SEK 1.4 billion in 2009 and
financial balance in 2010. However, achieving this will require both tax increases
and vigorous action to moderate cost rises, including staff reductions, according to
SALAR.

9. The Lo cal G overnment Ac t ( 1992) r equires s ound fi nancial m anagement. Al l
municipalities and county councils are to state their financial objectives in light of
sound financial management. A rule of thumb is that the result should be in the
vicinity of 2% of the sum of taxes and general grants from the central government.
The Local Government Act also states that municipalities and county councils are
to have b alanced b udgets, that i s, revenue i s to exceed expenditure. Sound
financial m anagement, however, ta kes precedence over the balanced budget
requirement. There is a possibility for municipalities with good financial status to
break this rule in case of exceptional reasons. Local government activities will
have to become more efficient if sound financial management is to be achieved at
a constant tax take.

10. Sweden had a real estate tax until the end of 2006. The reform of 2008 abolished
the state housing tax. I t was replaced by a municipal fee of SEK 6 000 for one
family houses and SEK 1 200 per d welling in multi-dwelling h ouses, w ith the
restriction that the fee cannot exceed what the state housing tax would have been
under the previous system. The first changes (due to new production of real estate
and changed assessed value) will not be felt by municipalities until 2011, as  tax
assessment of real estate lags by two years.

11. Figures fo r the l ast ten y ears ( 2000-09), the di sincentive eff ect app ears to  b e
limited. Some of the richest municipalities had tax base increases much below the
national average (this was the case in Täby, Sollentuna and Lidingö), but they were
higher than t he average in other net c ontributors (such as Vaxholm, Nacka and
Danderyd).

12. The constituency m ay ac cept a fiscal zer o-sum game ( in whi ch ther e i s an
increase of total disposable income, even i f additional tax revenue is equalised
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away) if firms grow, new residents settle in the jurisdiction, people get jobs, or if
the sub-national governments’ political support and reputation increases.

13. The increase in the territorial variation of tax bases as a result of ageing will raise
the burden of the income equalisation. The cost equalisation is self-financing, and
in this ca se la rger grants to northern Sweden will be  f inanced by in creased
charges for other local authorities.

14. This i ssue has  not r eally b een i nvestigated s ince 1994  when Professor Lars
Söderström wrote the report “Utjämning och kommunala incitament” SO U
1994:144, bilaga 8. In this report he discusses fiscal federalism and the role of
municipalities, as a separate object as well their role as a part of the public sector.
In the end he concludes that municipalities can be seen as small extremely open
economies and that it is not municipalities that have the leading part in order to
make the tax base to grow. For instance, if a municipality invests or subsidises the
building of a factory within its bor ders. It  is not certain that the benefits of this
factory reach the municipality in which it is located. The workers might choose to
reside in  a  n eighbouring mu nicipality thus enabling th e tax ba se in the
neighbouring municipality to increase; while the municipality where the factory is
located is left with the cost.

15. The hi ghest d ecision-making p olitical o rgan i s the Regional Co uncil wi th its
149 members in each region who are elected every four years.

16. The h ealth a nd m edical ca re sy stems in  the municipalities of Gö teborg a nd
Malmö, w hich w ere not previously under co unty co uncil control, wer e
incorporated into the newly formed county councils.

17. Since 20 08, the following c ounty c ouncils have as ked to  fo rm a single county
council: 1) Norrbotten, Västerbotten and parts of  Västernorrland 2) Gävleborg,
Dalarna and Uppsala have asked to form one county council 3) the county council
of Jämtland together with the municipalities of Ånge and Sundsvall.

18. Considering the r egional r eforms under way, the pi cture m ay al so b e s lightly
different.

19. Västra Götaland contains 49 municipalities (or local authorities) and Region Skåne,
with the same governance model as Västra Götaland, has 33 municipalities.
Normally, a Swedish county has 10-15 municipalities.

20. www.coe.int/T/E/Clrae/_5._Texts/3._Reports_country_by_country/
Part_II_CG_12_7_Sweden_E.pdf?L=E.

21. For regional policy, three agencies have played a key role: the Swedish Agency for
Economic a nd Regional Gro wth (NU TEK), t he Swedish Na tional Rural
Development Agency (Glesbygdsverket), and the Swedish Institute for Growth
Policy Studies (Institutet for tilväxtpolitiska studier) (currently merged into two,
Tillväxtverket and Tillväxtanalys). For economic development, the Mi nistry of
Enterprise, Energy and Communications has responsibilities through its agencies:
Tillväxtverket, V innova, ISA , etc . Planning r esponsibilities f or tr ansport
infrastructure are shared by the state authorities (National Rail Administration
and National Road Administration) and agencies (maritime and air transport).
Other central state actors with important roles in planning include the National
Board of Ho using, B uilding and  Pl anning and  the En vironmental Protection
Agency (Chapter 2).

22. Betänkande av Styrutredningen (2007): Att styra staten – regeringens styrning av
sin förvaltning (2007:75). English summary, pp. 313. www.regeringen.se/content/1/c6/
09/15/18/9b69d35c.pdf.
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23. Slutbetänkande av Ansvarskommittéen (2007). Hållbar samhällsorganisation med
utvecklingskraft. SOU 2007:10.

24. In particular, goals that are formulated with an accompanying demand to report
results in a policy area structure (vertical) do not, in some areas, reflect the real
linkages b etween d ifferent a gencies ( OECD, 200 9, Performance B udgeting i n
Sweden).

25. Most of NUTEK’s activity will  be tr ansferred to  the ne w a gency fo r s ustainable
growth and regional competitiveness together with parts of the Swedish National
Rural Development Ag ency. An ag ency fo r evaluation and  a nalysis o f growth
policy will include the current activity of the Swedish Institute for Growth Policy
Studies, parts of the Swedish National Rural Development Agency, and possibly
also some of NUTEK’s activity.

26. This is planned to be introduced in a second step.

27. There might be different reasons for municipalities giving up some of their formal
independence –  one is to keep (quite a  antagonism) independency and local
influence over r esources. To gai n ec onomic b enefits, s trengthening the
competence and knowledge base (i.e. by recruiting experts) within certain service
functions, improvements in service-accessibility would be some other examples.

28. However, the organisation of individual counties has greatly changed; since the
1862 reform counties have had an elected council which is independent from the
national government.

29. The CAB is also the first appeal instance when a municipal planning decision is
appealed by someone entitled to do so; and it can revoke the decision.

30. www.regeringen.se/sb/d/10434/a/112504.

31. Developed by regional co-ordination bodies, county administrative boards (in five
counties) and pilot regions.

32. NUTEK’s annual evaluation report of 2007.

33. Recommendation Rec(2004)12 of the Council of Europe’s Committee of Ministers
to member states on the processes of reform of boundaries and/or structure of
local and regional authorities.

34. Business leaders are educated in the same universities (e.g. Chalmers), and such
networks are very regionally embedded. The large industrial groups remain in
Göteborg mostly because of personal attachments and personal reasons, the scale
of the r egion (not to o small, not to o big), a goo d business climate, availability of
strong competencies and strong universities.

35. More c o-ordinated planning w ith a m acro-regional perspective w ould be
particularly useful for cross-border sections of roads and railways, not least in the
future revision of the TEN Guidelines.

36. A working group examined whether PPPs could be more widely used for road and
rail. It considered PP Ps a  l ogical next s tep s ince performance requirement
contracts (extended guarantee period) were already in use and performance
requirement contracts with complete maintenance and operation responsibility
were being tested. It developed criteria to pinpoint projects best sui ted for PPPs
and suggested four specific projects as suitable for PPPs, and another eight that
could be pr ocured and o perated a s PP Ps. In  J une 20 07 th e Swedish Ro ad
Administration pr oposed an  i nvestment pl an tha t fo llowed th e gr oup’s
suggestions.
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37. Local Development Agreements target specific deprived district area focusing on
measures to improve inclusion of segregated residents in the labour market.

38. For example, parts of Swedish Public Employment Service, the Swedish National
Institute of Public Health and the Swedish Environmental protection agency were
located to  Östersund. Nat ional agencies such as The Nat ional Safety Board and
Swedish Consumer Agency were located to the region Karlstad/Kristinehamn.
Swedish National Heritage Board and Swedish Travelling Exhibitions were located
to Gotland. Parts of the Swedish p ublic Emp loyment Service and  the Soc ial
Insurance in Sweden were located to Arvidsjaur. Some of the agencies concerned
by this reformed have later been further rationalised or no longer exist.

39. In term s of specific m easures o r policies to  addr ess em ployment o r skills
shortages in peripheral r egions, Canada c an p oint to  various national
administrative services that ha ve been m oved to  regions. Examples include the
seven federal tax  centres located throughout Canada (St. John’s, Newfoundland
and Labrador; Summerside, Prince Edward Island; Jonquière, Quebec, Shawinigan,
Quebec; Sudbury, Ontario; Winnipeg, Manitoba; and Surrey, British Columbia),
Public Works a nd Government Services Ca nada’s Superannuation, Pension
Transition and Client Services Sector located in Shédiac, New Brunswick, and the
Royal Canadian Mint’s facility in Winnipeg, Manitoba.

40. This i s ex emplified b y an i ncreasing n umber o f countries ( e.g. Denmark,
Netherlands, and N orway) evaluating, being in the process of implementing, or
having implemented “pe rsonal In ternet pages” which present individualised
information and data from different public authorities across the public sector in
one place.

41. It is difficult to measure the importance of economies of scale and hen ce the
optimal siz e of su b-national jurisdictions. As al most al l sub- national
governments ar e mu lti-functional, d ealing w ith ed ucation, health c are,
sewage, utilities, etc. it is unlikely that the same size will be “optimal” for all
functions. For m unicipalities, t he evidence indicates t hat s ize var ies
considerably from one country to the next, mostly because of the differences in
the distribution of competencies, and over time because of technical progress
or new regulation (OECD, 2006). Studies on the optimal size of municipalities
were condu cted r ecently in  s everal cou ntries, with some times d ifferent
methodologies, but with mostly very heterogeneous results. The sizes are as
follows: 150 000 inhabitants in Japan, between 10 000 to 50 000 in Canada, from
20 000 to 40 000 in Denmark, between 10 000 and 20 000 in Switzerland, around
10 000 in Norway, and around 5 000 in Spain (OECD, 2006).

42. A more original form o f co-operation between municipalities, one which is not
common in Sweden, is linked to specialisation. For example, in Switzerland some
cantons d o n ot pro vide ce rtain pu blic se rvices (n otably hospital ca re and
university education) but they guarantee their citizens access to these services in
other cantons (against financial compensation) (OECD, 2006).

43. The project is run by the Swedish Agency for Economic and Regional Growth, the
Swedish Public Employment Service, the Swedish Social Insurance Agency and
the Swedish National Tax Board together with the municipalities Stockholm,
Göteborg, Malmö, Södertälje, Botkyrka, Landskrona, Strömsund, Vilhelmina and
Haparanda.

44. Including c ounty adm inistrative b oards. S ee the e xample o f the p rogramme to
provide web-based systems for permits (LITA).
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45. Representatives o f the M inistry o f H ealth and S ocial Affai rs, the S wedish
Association of  Local Authorities and Regions (SALAR), the National B oard of
Health and Welfare, the National Corporation of Swedish Pharmacies and Carelink
drew up the National Strategy for eHealth that was adopted in the spring of 2006.

46. The transfer was not only of competence – the provision of e-services – but also of
fiscal resources. The funding structure was a f lat-rate, grant-based model that
rewarded smaller municipalities. Funds were allocated over a five year period, and
receipt of  funds from year to year depended on the results obtained from the
implementation of the e-government services.

47. The Council is an association between the national government and SALAR.

48. www.regeringen.se/sb/d/10434/a/112504.

49. Stockholm has reduced carbon emissions by 25% per resident since 1990, and the
city aims to become fossil-fuel free by 2050.
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ANNEX 3.A1 

Main Components and Characteristics 
of the Swedish Equalisation System

Income equalisation aims at evening out differences in local authorities’
tax base. The  in come eq ualisation grant is calculated on the ba sis of  th e

difference b etween th e local a uthority’s o wn ta xable i ncome and a t ax
equalisation b ase th at co rresponds to  1 15% o f th e na tional a verage ta x
capacity for municipalities a nd 1 10% for county coun cils. T hrough i ncome

equalisation the national government transfers grants to municipalities with
a per capita income tax base smaller than 115% of the  average tax base. The

grant compensates 90% of the difference between what a county council gets
and 95% of what a municipality gets from its own local income tax (using the
national a verage tax rate in 200 3) a nd the r evenues de rived b y le vying an

average ta x rate (2003) on a ta x base tha t is 115% of the  average p er capita
income. M unicipalities w ith a  ta x b ase b igger t han 11 5% (1 10% f or c ounty

councils) of the average will have to contribute 85% of the revenues they get
from having an above-average tax base (supposing again that they are using

the average tax rate).

Cost e qualisation e vens out  st ructural d ifferences t hat c an a rise for
providing services that are mandatory for municipalities and county councils.

These differences are of two k inds. O ne i s that t he n eed f or l ocal s ervices
varies; f or example, mu nicipalities wi th m any o lder residents h ave greater

need of elderly care. The other is that the cost of producing a particular service
varies; f or e xample, s chools may c ost m ore in sparsely populated

municipalities, as teaching may be done in smaller classes and pupils more
often need school transport. Cost equalisation covers age structure, ethnicity,
socioeconomic c onditions a nd g eography. As  of 2008, c ost e qualisation for

both m unicipalities an d coun ty coun cils al so ta kes acc ount of s tructural
differences in wages that affect the cost of operating in different parts of the

country. C ost e qualisation ha s a ho rizontal ba se: municipalities w ith a
calculated structural per capita cost above the national average receive a grant,
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while those with costs below the national average pays a fee to the national

government. Therefore, the system is neutral in terms of national government
finances, as total grants and charges are equal in size and cancel out.

Structural grant: The parts of the pre-2005 cost equalisation system that
had to  do with regional policy are now included in the present system as a
separate structural grant alongside cost equalisation. The structural grant is
intended t o r einforce m unicipalities a nd c ounty c ouncils w ith a  sma ll

population and/or labour market problems. It also compensate municipalities
and county councils whose revenue loss exceeded a set level due to changes
in the equalisation system from 2005.

Transitional grant: When the system came into operation in 2005, the
revenue of many m unicipalities a nd c ounty councils c hanged. A special
transitional gr ant i s pa yable du ring 2 005–10 t o mo derate r edistributional

effects for local authorities whose revenue decreases.

Finally, an adjustment gr ant an d an  adjustment charge ar e u sed t o
ensure that the government has control over the total cost of the equalisation
system a nd t o m ake f inancial a djustments for c hanges o f responsibility
between the local government sector and the national government.

Source: Swedish Association of Local Authorities, 2008; Chernick, 2009.
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ANNEX 3.A2 

Regionalisation Trends in OECD Countries

Types of 
regionalisation

Key characteristics Country experiences

Creation of a new 
directly elected 
regional level
Czech Republic, 
Denmark, France, 
Italy, Spain, Poland; 
two Swedish regions 
since the late 1990s

Clear competencies and 
accountability mechanisms 
vis-à-vis citizens

In Italy, regional reforms have taken place in several waves, 
from the early 1970s to 2000s (“Bassanini” reforms). They are 
characterised by broad allocation of competencies to regions, with 
the possibility to design differentiated autonomy for regions with 
an ordinary statute. In 2001, a constitutional reform markedly 
widened the competences of the regions, in particular concerning 
legislative powers, and abolished most state controls

In Denmark, a general reform of sub-national authorities was 
carried out in 2007. The number of municipalities was reduced 
from 271 to 99. At the same time, five new regions replaced 
14 former counties. The main objective of the reform was to 
produce efficiency gains based on economies of scale and to offer 
better and more specialised public services. Regions do not have 
many instruments to encourage municipalities to co-operate in 
implementing a vision for the region. It remains to be seen 
whether regions have enough sticks and carrots to encourage 
municipalities in their region to help implement the regional 
visions

In France, regions were created in 1982 with a specific focus on 
regional growth issues.

In Poland, regions were created in 1999 with the mandate to 
manage part of the EU funding and to elaborate regional 
development programmes

Creation of a de-
concentated regional 
level, not elected
Greece, Ireland, 
Portugal, United 
Kingdom; Sweden 
to some extent 
since 1989

Responsibilities to enhance 
co-ordination in specific 
areas across the national 
government and local 
authorities

The United Kingdom has developed a mixed option. This hybrid 
structure is based on a Regional Development Agency (RDA), set 
up and funded by the national government and overseen by a 
board of directors from the region and led by the private sector; 
and a regional Assembly, comprising about 100 people from local 
government, academic institutions, business and voluntary 
organisations
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Source: Own material, 2009.

Creation of 
functional regions, 
with spatial planning 
functions
Korea

Focuses mainly on spatial 
planning issues; has not led 
to the creation of a new layer 
of government

In Korea, there is a strong regionalisation trend, but it focuses 
mainly on spatial planning issues and has not led to the creation of 
a new layer of government. In 2008, the Korean government 
announced so-called “5 area-wide economic blocs” which divide 
the whole territory into five sub-economic blocs (except for two 
regions, the mountainous northeast area and Jeju Island). Each of 
these regions, with a population of more than 5 million, covers 
two or three provinces (or provincial cities) which share a similar 
historic, economic and social context. In order to guide co-
operation among provinces in the same bloc, an autonomous 
regional headquarters, rather than a permanent supra-province 
body, will be installed in each region. This autonomous 
organisation will create a regional development plan for each bloc 
and promote horizontal co-operation among local governments in 
general.

Types of 
regionalisation

Key characteristics Country experiences
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ANNEX 3.A3 

Criteria for Enlarging Regions 
as Defined by the 2007 Committee

Source: Conclusions of the 2007 Committee on Public Sector Responsibilities.

Criteria for enlarging regions New set of competencies

• A common county and regional authority division that, 
as a rule, regionally divided sectoral agencies must also 
follow (as a result regional co-operation councils would 
disappear)

• A standard population size of between 1 million and 
2 million inhabitants and only in exceptional 
circumstances below half a million inhabitants

• Every regional authority must have its own regional 
hospital or, if this is not possible, institutionalised 
co-operation with a regional authority that does

• Every regional authority must have at least one 
university with significant permanent research 
resources

• The labour market regions, as they are expected to look 
in 2030, should form the building blocks of the division 
into county and regional authorities and should not be 
divided unless very strong reasons exist

• Counties and regional authorities should be defined in 
such a way that the “citizens can feel a sense of 
belonging”

• In some cases, a local referendum may be necessary to 
determine to which county a particular municipality 
should belong. However, the final division into counties 
and regional authorities should be decided by the 
Parliament and the government.

• To draw up and decide on a regional development 
programme for the county

• To draw up proposals for regional programmes under 
the EU’s cohesion policy and by 2014 take over the task 
of preparing and deciding on applications for grants 
from the Structural Funds programmes (by 2014 the 
structure of programmes should be adapted to regional 
divisions)

• To decide on the use of the regional development 
appropriation proposed to replace the county 
appropriation

• To lead and co-ordinate the work on regional growth 
programmes

• To co-operate with the county administrative board to 
ensure that rural policy is integrated with regional 
development work
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ANNEX 3.A4 

Examples of Indicators Used by 
OECD Countries to Measure 
Sub-central Service Delivery

CATEGORY EXAMPLES COUNTRY/SYSTEM

CO
N

TE
XT

Demographics • Population, gender, age, marital status, births, deaths

Service context • Irregularities in water distribution
• Per capita average expenses for theatre and concerts
• Air pollution due to transportation

Italy (regional policy)

IN
PU

TS

Materials • Municipal nursing home beds Finland

Staff • Number of required staff for the service
• Numbers and qualifications of teachers

Turkey/BEPER
Finland

Finances • Net operating expenditures
• Education expenditures
• Deflated expenditures and revenues

Norway/KOSTRA
Finland
Netherlands

Policy effort • Capital expenditure by level of government and sector
• Preparation and approval of territorial and landscape 
programming documents

Italy (regional policy)

O
U

TP
U

TS

Policy outputs • Number of inhabitants served
• Amount of solid waste collected
• Visits to physician, dental care visits
• Building permits issued
• Number of passports, drivers licenses issued

Turkey/BEPER

Finland
Australia
Netherlands

Service coverage • Per cent of aged inhabitants receiving home services
• Per cent of children enrolled in kindergarten
• Recipients of social services as per cent of the population

Norway/KOSTRA

Efficiency • Government funding per unit of output delivered
• Spending efficiency: Achievement of payment level equal 
to 100% of previous year’s financial appropriation

• Children 1-5 years in kindergartens per full time equivalent
• Number of children per teacher
• Cost per user

Australia
Italy (regional policy)

Norway/KOSTRA
Sweden (education)
Sweden (elder care)
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Source: OECD (2006c), “Workshop Proceedings: The Efficiency of Sub central Spending” GOV/TDPC/
RD(2006)12; 20 07 OECD  Fiscal Network que stionnaire, quo ted in  “Promoting Performance: Usin g
Indicators to Enhance the Effectiveness of Sub Central Spending”, COM/CTPA/ECO/GOV(2007)4.

O
UT

CO
M

ES
Policy outcomes • Education transition rates

• Response times to structure fires
• Improved language skills of immigrants

Norway/KOSTRA
Australia
Netherlands

Effectiveness • Effectiveness of outputs according to characteristics 
important for the service (e.g. timeliness, affordability)

• Disease-specific cost-effectiveness measures
• Passengers
• Share of completion of students in secondary schools

Australia

Finland (hospitals)
Netherlands (transport)
Sweden (education)

Equity • Geographic variation in the use of services
• Units per 1 000 members of target group
• Recipients of home based care as of share inhabitants in 
different age groups

Finland (hospitals)
Germany (Berlin)
Norway/KOSTRA

Quality • Number of days taken to provide an individual with needed 
assistance (e.g. youth)

• Number of different caregivers providing elder home care to a 
single individual

Netherlands

Denmark

Public opinion • User satisfaction with local services Netherlands

CATEGORY EXAMPLES COUNTRY/SYSTEM
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The Swedish combination of growth and equity objectives reveals a strong regional 
scope. The three largest regions of the country accounted for 51% of the national 
population and 57% of the national output in 2005, and contributed to 70% of the 
national output growth during 1995‑2005. At the same time, regional disparities in GDP 
per capita remain the lowest in the OECD due to Sweden’s comprehensive welfare 
system and ambitious fiscal equalisation system. However, pressure from demographic 
ageing and the current global economic crisis calls for more cost‑effective delivery of 
public services and stronger efforts to fully exploit regional growth potential.

Sweden has recently renewed focus on promoting development opportunities in all 
regions and has introduced a gradual regionalisation process with a strong bottom‑
up approach. Yet challenges remain, particularly concerning knowledge diffusion and 
urban‑rural linkages. Further efforts to achieve critical mass and improve co‑ordination 
can help better address local needs.

Reforms to capture complementarities between growth and equity at the regional level 
will, in the longer term, reinforce Sweden’s capacity to remain among the OECD’s best 
performers. Sweden’s inclusive policy‑making culture and the high level of trust among 
public and private actors and citizens are major assets to make reforms happen. This 
Review explores the potential for enhanced innovation and entrepreneurship in both 
urban and rural areas and provides recommendations to strengthen Sweden’s regional 
development strategies through improved governance mechanisms, both regionally and 
across levels of government.
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