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Geopolitics, energy prices and the inflation 

The Russian aggression against Ukraine is a fierce violation of international law and marks a paradigm 

shift for Europe. Since the breakdown of the Soviet Union, strong growth and rising global trade, as 

well as low and stable inflation characterised the global economy. Security concerns that had played an 

important role during the Cold War faded from the spotlight. Governments decreased expenditure on 

defence and allowed for more spending on social protection, education and healthcare. Businesses and 

consumers both in Europe and the United States have increasingly taken the peaceful environment, 

catering to global trade and investments, for granted. Recent events in Ukraine have led to a lasting 

change in this respect. Global cooperation will likely become more difficult in the future, and the recent 

geopolitical tensions in East Asia have shown that the global political fragmentation is not limited to 

Russian–Western relations. Against this background, the need for close European cooperation across 

all fields has increased considerably. Although current geopolitical developments, high energy prices 

and inflation are affecting us in different ways, we are facing very similar challenges and uncertainty. 

In times like these, close cooperation between the EFTA States and the EU Member States is crucial. 

In particular, as EFTA countries we unequivocally stand behind EU actions in support of Ukraine and 

the imposed economic sanctions against the Russian Federation.    

The prosperity and stability of the European economy is based on the functioning of multilateralism, 

the international rules-based order as well as on rules-based world trade. Latest geopolitical events 

undermine these relationships and institutions and, thus, jeopardise economic prosperity in Europe. The 

implications are manifold. In the short term, the economic consequences are particularly strong in 

energy markets, which in turn contributes to a spike in global inflation to levels not seen since the oil 

price shock in the 1970s. Military spending in western democracies is set to increase, as fears of 

widespread conflict have increased substantially. The military build-up will put a strain on public 

finances and will render prioritising with regard to fiscal policy decisions even more important. 

Additionally, global trade might decline as countries focus on enhancing strategic autonomy resulting 

in less international trade and cooperation leading to lower economic growth. Finally, the increased 

global fragmentation will weaken our ability as a whole to confront long-term challenges such as 

climate change. 

Against this background, European policy-makers are confronted with difficult choices. Rising energy 

prices and risks to energy supply require decisive and immediate action, while the credibility of climate 

policy must be maintained. Policy challenges vary substantially across countries, depending on the level 

of self-sufficiency of energy, the reliance on Russian gas and the energy intensity of the industrial 

sector. Governments across Europe have called on households and industries to save energy, especially 

during the coming winter months. To tackle affordability, households and businesses in many countries 
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receive support from the Government to dampen the effect of the extraordinary high energy prices. 

However, it is important that price signals are allowed to work to foster energy saving and efficient use 

of energy. Many power producers have faced an acute liquidity crunch on the back of sharply rising 

energy prices, which led to an abrupt increase in collateral requirements on the future exchanges where 

they hedge their supply contracts. Against this background, energy companies in many countries have 

turned to governments to bolster their liquidity reserves, to make sure that they are able to satisfy the 

rising margin requirements in derivatives markets and to secure their solvency in an environment of 

highly volatile energy prices. Of the EFTA States, so far, only Switzerland had to provide a 

precautionary credit line to ensure the liquidity of one major energy provider. During a potential energy 

crisis in continental Europe, close cooperation and strong solidarity among European countries is 

indispensable to cope with the potentially devastating effects, particularly in the upcoming winter 

months. It is of specific note, that one of the EFTA States, namely Norway, has stepped up to further 

supply Europe with natural gas underlying its status as a reliable energy partner.  

Regarding current developments in EFTA States, some policy challenges are similar, others are quite 

different across the four economies. In all countries, inflation has increased significantly in 2022 on the 

back of high energy prices and tight labour markets. With inflation in September amounting to 3.3% in 

Switzerland and Liechtenstein, 6.9% in Norway and 9.3% in Iceland1, price pressures remained 

somewhat lower in September compared to the euro area on the back of either an appreciation of the 

local currency (i.e. decreasing imported inflation) and/or smaller dependency on foreign energy 

imports. Still, central banks in Iceland, Norway and Switzerland reacted swiftly to rising price pressures 

by tightening their monetary policy stance. While growth remained relatively robust in the first half of 

the year, the four EFTA economies have lost steam over the course of the year – with the exception of 

Iceland thanks to a strong tourism sector along with the broad-based moderation in global economic 

activity, and current geopolitical and economic challenges render the development highly uncertain 

going forward.  

At present, all four economies expect a significant slowdown, but still positive economic growth in 

2023. Nonetheless, the challenging international environment is likely to exert increasing pressure on 

the more cyclical segments of export-oriented industries. Expectations for global demand have been 

lowered; in particular, growth in the euro zone, the United States and China is expected to be weaker 

than previously assumed. Notwithstanding the slowdown in growth, labour markets have remained 

 
1 These are country specific inflation measures and according to the HICP (harmonised index of consumer 

prices by Eurostat) inflation was nowhere as low as in Switzerland and Liechtenstein (3,3%). Iceland had the 

second lowest inflation (5,5%), with inflation in Norway amounting to 7,1% in September. 
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remarkably strong so far, with unemployment rates in EFTA States ranging from 1.3% in Liechtenstein 

to 3.8% in Iceland in the current year. 

Contrary to developments in inflation and growth, EFTA countries face rather different challenges with 

respect to energy policy. In terms of energy supply, Switzerland and Liechtenstein are heavily 

dependent on imports. Their economies would be severely affected if there were to be serious gas or 

electricity shortages in Europe. Such a negative scenario would likely lead to strong domestic price 

pressure and, at the same time, a downward trend in the economy. For this reason, the authorities have 

taken measures to strengthen energy supply and stepped up contingency planning. As for support to 

private households and businesses, Switzerland and Liechtenstein have so far not implemented any 

extraordinary measures. With headline inflation currently at 3.3%, price pressures appear to be 

manageable, although the situation will be closely monitored going forward.  

The situation in Iceland and Norway is somewhat different. Iceland is the world's largest green energy 

producer per capita and largest electricity producer per capita. Norway is a net exporter of green 

electricity and has been the third largest exporter of natural gas in the world, thereby putting large 

emphasis on being a reliable supplier of energy for its trading partners. Against this background, the 

direct effects of a potential energy crisis on the Norwegian and Icelandic economy will be less severe. 

However, the Norwegian electricity market is closely connected to that of continental Europe, and 

electricity prices have soared both due to high gas and electricity prices in Europe and little rainfall in 

Norway. In Norway, temporary measures have been implemented to support households because of 

high electricity prices. Furthermore, Norway has implemented a reduction in the electrical power tax, 

increased housing assistance, implemented efficient energy use initiatives, and increased support for 

the agriculture sector and the voluntary sector. The Norwegian government has also proposed temporary 

measures to help out businesses because of the high electricity prices.2 Iceland has implemented 

temporary measures to support vulnerable households most affected by high inflation. In addition, the 

Icelandic government has also announced that it will introduce measures to accommodate the impact 

of rising input prices on agriculture.  

Inflation has become a central concern of policymakers across EFTA countries. Price pressures already 

started to build up in the second half of 2021 but intensified because of the war in Ukraine and the 

resulting challenges in the energy markets. In general, both supply shortages and cyclical pressures have 

contributed to the surge in inflation. 

 
2 This proposal is due for parliamentary proceedings on the 27th of October. 
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With regard to the supply side, global markets were characterised by a steep increase in commodity and 

food prices emerging from the pandemic. The reasons are manifold. Supply chains have been 

interrupted by containment measures, factories closed due to lockdowns and there have been large 

fluctuations in the composition of household demand as circumstances temporarily required consumers 

to reduce spending on various services. The war in Ukraine has further reinforced this supply shock, 

particularly in the energy sector. The supply-side shortages caused by the COVID-19 pandemic are 

temporary, however, and the base effects will eventually lead to a decrease in inflation rates even if 

prices remain elevated (but do not increase further) as delivery times are shortening and shipping costs 

are moderating.  

Another component of increased commodity and food prices relates to cyclical price pressures, i.e. a 

disequilibrium between supply and demand because of a sharp rebound of demand, not least due to the 

spending of accumulated savings. Besides considerable inflationary pressure from tight labour markets, 

the cyclical upswing is also based on vast fiscal policy measures during the pandemic and expansionary 

monetary policy measures since the start of the pandemic and before having also put upward pressure 

on prices. It remains to be determined if the extensive monetary and fiscal policy support reasoned for 

during the pandemic was withdrawn too late. In this context, inflation expectations have increasingly 

gained centre stage. As the transition from low to high inflation tends to be self-reinforcing, e.g. through 

wage-price spirals, central banks put emphasis on bringing inflation down in order to make sure that 

inflation expectations remain anchored. 

Bringing inflation under control comes at the cost of lower growth prospects in the short term. However, 

failing to bring down inflation now would entail larger costs later on. While safeguarding price stability 

is the responsibility of central banks, fiscal policy can play a supporting role. From a cyclical 

perspective, governments can support the fight against inflation by tightening fiscal policy, as currently 

being implemented in Norway and Iceland. Furthermore, fiscal policy can also help to determine how 

the costs of inflation are distributed within the economy. In any case, fiscal support measures have to 

be tailored to the country specific economic situation and structure and to the existing social safety net 

for individuals. Furthermore, fiscal support measures should ideally be proportional, targeted, limited 

in time and not distort price signals. Additionally, automatic stabilisers must be allowed to work in 

order to help absorb potential economic disruptions and smooth consumption. Policymakers should also 

analyse the expected effects of higher inflation and interest rates on the economy, the budget balance 

and the sustainability of public debt. While monetary and fiscal policies are at the forefront of the 

current policy response, structural policies to boost productivity and growth must also remain high on 

our agenda.   
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Annex 1: Iceland 

Economic situation and outlook 

The economic outlook in Iceland is less affected by high and volatile energy prices than in most 

European Economies. The economic recovery from a short but sharp recession in 2020 continues apace. 

A rapid recovery in tourism has driven growth in 2022 after a period of strong domestic demand. 

Economic growth is projected to be 4 to 6% this year which is well above the OECD average3 and is 

expected to slow to around 2 to 2.5% in 2023.4  

Tourist arrivals reached pre-pandemic levels this summer. The share of American and European tourists 

has increased as the number of Asian tourists has declined. Tourists in Iceland spend more and stay 

longer than before the pandemic. Recovery in tourism has been faster than expected and there are no 

signs of a serious slowdown despite the deteriorating global economic outlook.  

The number of employed persons has reached its pre-pandemic levels. Some reallocation of labour has 

taken place as employment has increased in health care, education, construction and advanced 

technology manufacturing and services. High demand for labour has partly been met with continued 

extensive migration to Iceland. Net migration reached an all-time high in the second quarter of 2022. 

This year, approximately a third of all immigrants are people who receive international protection, not 

least refugees from Ukraine and Venezuela. It is not clear to what extent and how quickly these people 

enter the labour market. Extensive migration to Iceland should reduce pressures in the labour market 

but may cause other challenges, including in the already strained housing market. 

As discussed in previous EFTA Ecofin reports, the fiscal support in Iceland due to the COVID-19 

pandemic was sizable and targeted and monetary policy was accommodative. Purchasing power of 

households grew in 2020 to 2021 due to increased transfers. Targeted support for heavily hit industries, 

especially tourism, helped to preserve production capacity and employment relationships. Labour force 

participation is back to its long-time average and heavily hit industries have reached or surpassed their 

pre-pandemic production levels. This indicates limited economic scarring. Even though the recovery 

has been widespread across industries, aluminium production and fisheries are especially benefitting 

from international price increases of those products.  

Following the economic recovery, from mid-2021, support decreased rapidly, and the forceful recovery 

allowed for the unwinding of COVID-related support. Fast improving employment and high 

 
3 OECD forecast, June 2022. 
4 Recent forecasts and statistics suggest that the economy will grow faster than 4.3% in 2022. Recently 

published forecasts from the Central Bank of Iceland expects growth to be closer to 6% this year. In the same 

way, it is likely that inflation will be higher than expected. 
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accumulated household savings resulted in strong demand. Inflation kept on increasing and was above 

target in 2021 (4.4%). In May 2021, the Central Bank of Iceland became one of the first developed-

economy central banks to start raising rates. It also introduced macroprudential measures mainly 

targeting the housing market. 

At first, much of the rise in inflation was attributed to temporary global supply disruptions and rising 

house prices [which are included in the domestic consumer price index (CPI)]. Rising commodity prices 

following the Russian invasion of Ukraine further raised inflationary pressures. 

Inflation likely peaked at 9.9% in July and has since then decreased to 9.3% in September. The decrease 

can mainly be attributed to a fall in the price of petrol and air fares which are thought to be volatile 

items in the CPI, but recently also due to a much-anticipated cooling of the housing market. Rising 

housing prices explain well over a third of inflation and petroleum still a tenth. Inflation is, however, 

low in an international context. In September 2022, Iceland had the second lowest inflation in Europe 

according to the harmonised CPI (5.9%).5 This is largely due to the limited impact of higher energy 

prices on Icelandic households where Iceland now benefits from plentiful renewable and reliable 

energy. Moreover, appreciation of the Icelandic krona (ISK) has dampened price increases on imported 

goods. It has been on average 4% stronger this year compared to last year. 

The general government recorded a deficit of 7.9% of GDP in 2021. The deficit is estimated at 4.9% in 

2022 and will fall to 2.5% in 2023. The primary deficit is estimated at 0.7% of GDP in 2023. The 

improvement in the fiscal balance represents fiscal tightening in both 2022 and 2023. Despite the 

tightening represented in the fiscal stance in both 2022 and 2023 in addition to a sizeable reaction of 

the Central Bank, inflation is expected to remain well above target in 2023 or at around 5%.  

Public debt as a share of gross domestic product is expected to decrease to around 50%6 this year and 

decrease again slightly next year. The Government also holds sizeable liquid financial assets and equity 

in financial institutions. Lowering public debt back to pre-pandemic levels is an important step to build 

up the resilience of government finances such that it will be possible to mitigate economic shocks in 

the future for households and firms. 

Challenges and opportunities 

Inflation in Iceland has picked up to levels not seen since the financial crisis 2008 to 2011. Even though 

the two periods have high inflation in common, economic conditions are very different in almost all 

 
5 Eurostat. Harmonised index of consumer prices (HICP). 
6 Maastricht definition of debt. 
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respects. During the financial crisis, inflation was largely driven by depreciation of the currency, which 

has not been the case this time around. 

Inflation expectations have increased by most standards and the Central Bank of Iceland has already 

increased rates 5.0 percentage points since May 2021 to the current level of 5.75%. The inflation outlook 

has improved recently, especially as house price appreciation has cooled. 

Due to rapidly increasing economic activity and high inflation, emphasis was placed on tightening the 

fiscal stance in the 2022 Budget as well as in the Financial Plan for the years 2023 to 2027. In addition, 

increased revenues due to rising economic activity were not spent but used to improve the government 

balance. Despite an overall tightening fiscal stance, targeted measures were introduced for the most 

vulnerable. In spring 2022, countermeasures were launched to reduce the impact of inflation on 

households most affected by rising prices such as the disabled, retirees, renters, and low-income parents. 

In addition, the Government announced that it would introduce measures to accommodate the impact 

of rising input prices on agriculture. Considerable fiscal tightening is included in the recently published 

2023 Budget proposal even though all benefits are increased in line with inflation. To accommodate 

shorter-term risks the Budget envisages larger buffers than in previous years. 

The key challenge in the short term involves the upcoming collective wage agreements. The current 

agreements are effective until 1 November 2022 and paid particular attention to improved wage terms 

for low-income workers. Trade union membership rate is very high in Iceland compared to most 

countries, or around 85%. Collective agreements are by law automatically binding for all workers and 

employers operating within trade unions’ occupational and geographical areas. 

Purchasing power of wages reached a peak in January 2022 after an eleven year continuous increase. A 

period of rising real wages has recently come to an end with rising inflation. At the same time the labour 

market is very tight. Seasonally adjusted unemployment was 3.3% in the second quarter and labour 

force participation is back to an historic average. A large share of companies intend to increase staff 

and job vacancies have continued to rise. A sizeable number of jobs are being filled by new immigrants. 

Even though there are signs that the tightness in the labour market has peaked, there are concerns that 

the current situation may lead to a wage-price spiral. The labour share of income in Iceland is high so 

it is unclear if firms have the space to not let higher wages increase prices. Lowering inflation to target 

is dependent on continued tight fiscal and monetary policy as well as sensible collective wage 

bargaining agreements. 

Even though inflation has not been higher for many years, Icelanders are better off than most Europeans 

due to Iceland’s precious uniqueness in the field of renewable energy. Iceland  is the world's largest 

green energy producer per capita and largest electricity producer per capita. Overall, 85% of the nation’s 
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primary energy supply comes from domestically produced renewable energy sources – mainly 

geothermal and hydro-electric. Geothermal energy provides about 65% of primary energy and the share 

of hydropower is 20%. The share of fossil fuels (mainly oil products for the transport sector) is around 

15%. Natural gas is neither used for electricity nor heating. Iceland is virtually self-sufficient in 

supplying energy for electricity and heating, but it still has a long way to go in decarbonising the 

transport sector. No electricity is exported. 

Icelanders spend little on heating, fuel and electricity relative to other countries (according to the 

harmonized European standard, HICP). Energy prices are determined in long-term contracts that reflect 

international prices for most large-scale power users, such as aluminium smelters while households face 

a domestically determined energy price. For households in Iceland the price of heating has increased 

by 7% in the last year and electricity by 7%. However, the price of fuel and lubricants has increased by 

30%. Iceland is fully reliant on imports when it comes to oil. No oil has been imported from Russia in 

recent years. More than half of all imported oil is from Norway with the US being the second largest 

supplier and Denmark third. In 2022, less has been imported from the United States, however, imported 

oil from Kuwait has increased to 12% of oil imports. 

The direct impact of high international energy prices is therefore not at the top of the agenda for 

Icelandic policymakers to the same extent as in most other European countries. The second round 

effects through a slowdown in Iceland’s main trading partners are of a more immediate concern, not 

least due to the extensive economic linkages with both the EU and the UK. 

Any potential further escalation of the war in Ukraine could affect economic growth, including through 

effects on commodity markets. Supply chains could also be affected, potentially to a severe degree, 

should geopolitical turmoil increase elsewhere in the world, including in East Asia. Such scenarios 

would undoubtedly have economic consequences for Iceland, being a small open economy, as well as 

for its main trading partners. 

Further decline in the purchasing power in main trading partners could reduce demand for travel to 

Iceland. The extent of such effects on tourism is very uncertain but is likely to be much less than that 

induced by the COVID-19 pandemic. Less global demand could lead to lower oil prices which have a 

positive impact on inflation and the current account balance. The recent strengthening of the dollar will 

increase import prices in ISK but could lead to higher exports to the United States, including tourism. 

Finally, due to tighter monetary policy elsewhere, the interest rate differential vis-à-vis other countries 

could decrease. That could result in depreciation of the Icelandic krona and put upward pressure on 

prices of imported goods. 
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The way forward 

Economic developments are currently highly dependent on geopolitical developments. The 

Government of Iceland strongly condemns Russia’s war of aggression against Ukraine. The invasion is 

a serious violation of international law and its consequences are devastating for the civilian population 

of Ukraine. Iceland stands in full solidarity with its allies and close partners in supporting Ukraine and 

aligns itself completely with EU sanctions imposed on Russia in response to the invasion. Iceland 

supports United Nations agencies and other international organisations providing humanitarian 

assistance on the ground with financial contributions. Unprecedented steps have been taken in Iceland 

to welcome refugees from Ukraine.7 

Given the high inflationary pressures in Iceland, the priority of fiscal policy will be to protect the most 

vulnerable while pursuing a tight stance. Securing the alignment of fiscal and monetary policy in the 

fight against inflation could avoid overburdening monetary policy and the extent to which the Central 

Bank needs to increase interest rates. Moreover, fiscal tightening ensures that government debt reaches 

a declining path as a share of GDP. Lowering public debt will rebuild policy space that provides room 

to mitigate future economic shocks. 

The Government has an important role to play in reducing aggregate demand and lowering inflation 

such that the purchasing power of agreed wage increases in the upcoming collective agreements is 

protected. For continued improvement of living standards, the Government’s focus should now be on 

the supply side of the economy to lay the foundation for strong productivity growth. 

Structural adjustments are needed in transportation, both because of the situation in international energy 

markets and to promote climate goals. There have been incentives in place for the green transition in 

road transportation such as lower operating costs, no import fees, no VAT on purchase (up to a certain 

maximum), minimal vehicle taxes (applies also for other fuel efficient cars) and free public parking. 

Iceland had the second highest share of electric vehicles in national new car registrations in Europe in 

2020.8 This year nearly 75% of household’s newly registered cars have been electric (55% fully battery 

and 20% plug-in hybrid electric vehicle (PHEV)). 

The energy price shock increases operating costs of vehicles that burn fossil fuels and as such facilitates 

the transition to electric vehicles. Road transport is one of the biggest sources of emissions in Iceland. 

The electrification of the car fleet is going well but the government’s focus is also on decarbonising the 

 
7 More on Iceland‘s response to the war in Ukraine here: https://www.government.is/topics/foreign-affairs/war-

in-ukraine/  
8 European Environment Agency indicator here: https://www.eea.europa.eu/ims/new-registrations-of-electric-

vehicles  

https://www.government.is/topics/foreign-affairs/war-in-ukraine/
https://www.government.is/topics/foreign-affairs/war-in-ukraine/
https://www.eea.europa.eu/ims/new-registrations-of-electric-vehicles
https://www.eea.europa.eu/ims/new-registrations-of-electric-vehicles
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fishing fleet and heavy trucks. However, that development is heavily dependent on the global 

technological progress in the field. Less emissions from road transport are in line with the Government’s 

aims to achieve carbon neutrality before 2040 and to cut greenhouse gas emissions by 40% by 2030 

under the Paris Agreement. 

Rising social awareness on climate change has pushed many companies in Iceland into thinking about 

their carbon footprint and to set targets that help tackle climate change. Moreover, there is a rising 

number of innovating firms that are developing methods that work against climate change and its 

secondary effects. Carbfix is one such example, an Icelandic company that is gaining worldwide 

recognition. The company is developing technology for the permanent sequestration of carbon dioxide. 

The technology involves dissolving carbon dioxide in water and pumping it into the basalt bedrock, 

where natural processes permanently absorb the greenhouse gas through mineralisation. In this way, 

the carbon dioxide is permanently bound in the rocks deep in the bedrock, thus preventing its impact 

on the climate.9  In November 2021 Carbfix was granted EUR 3.9 million for further development by 

the EU Innovation Fund. Recently, the firm was granted USD 1 million as it was one of the winners in 

the XPRIZE Carbon Removal competition. International support and cooperation are immensely 

important for an innovative firm to continue its research and upscale its technology. Moreover, they are 

vital in the fight against climate change. 

 
9 Carbfix homepage: https://www.carbfix.com/ 

https://www.carbfix.com/
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Key figures for the Icelandic economy 

(Volume growth from previous year unless otherwise noted.) 

 2021 2022f 2023f 

Private consumption 7.7 4.3 2.6 

Public consumption 2.2 1.3 1.5 

Gross capital formation 12.3 4.6 0.9 

Exports 12.7 17.6 6.3 

Imports 20.3 14.3 4.1 

GDP 4.4 5.1 2.9 

Current account balance, % of GDP -1.6 -2.2 -1.2 

Unemployment, % of workforce 6.0 3.8 3.7 

Consumer price index 4.4 7.5 4.9 

General government net lending, % of GDP -8.7 -4.9 -2.5 

General government Maastricht debt, % of GDP 52.5 49.9 49.1 

2022 and 2023 values are forecasts. 

Sources: Statistics Iceland macroeconomic forecast, June 2022; Ministry of Finance and Economic 

Affairs, Fiscal Plan 2023-2027, June 2022 
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Annex 2: Liechtenstein 

Economic situation and outlook 

 

The rise in (energy) prices, fuelled in particular by the war in Ukraine and the disruptions caused by the 

COVID-19 pandemic, is weighing on the global economic outlook, with individual countries affected 

to varying degrees. Headline inflation in Liechtenstein, as measured by the Swiss national consumer 

price index (CPI), was 3.3% in September, and thus among the lower inflation rates in Europe. The hike 

in interest rates to fight inflation across the globe will negatively affect global economic growth, which 

will have considerable negative effects for a small open economy such as Liechtenstein.  

 

After a swift and strong recovery beginning in the second half of 2020, the business cycle outlook for 

the Liechtenstein economy in 2022 has recently worsened. Along with the broad-based moderation in 

global economic activity, the Liechtenstein economy has cooled down over the course of the year, and 

current geopolitical and economic challenges render the development over the third and fourth quarter 

uncertain. In line with these developments, quarterly estimates for Liechtenstein’s real GDP for the first 

and second quarter are below the 2021 average. The KonSens, a quarterly index calculated by the 

Liechtenstein Institute that summarises 16 data series, which are indicative for domestic business cycle 

developments, turned negative in the second quarter of 2022. The index fell from slightly above 0 to 

−0.6 in the second quarter, indicating an economic growth below the historic average. Liechtenstein’s 

economy is thus still quite robust in light of the worldwide down-turn and its usual sensitivity to 

international trade fluctuations. Goods exports, an important indicator for Liechtenstein’s economy 

because of the large industrial sector, remained relatively stable over the last quarters. At the same time, 

survey data capturing sentiment among consumers and producers fell markedly. Overall, signals from 

single business cycle indicators vary strongly, reflecting a large degree of uncertainty over current and 

future business cycles dynamics. 

 

Liechtenstein’s economy is characterised by a small domestic market and is therefore heavily reliant on 

exports. The most important product groups for Liechtenstein’s exports in 2021 were “Fabricated Metal 

Products” and “Machinery”. Another important export group were “Motor Vehicles, Trailers and Semi-

Trailers” as well as “Electrical Equipment” with a share exceeding 10% of total exports. Consumer 

goods only play a subordinate role. 

 

After significant losses in 2020 due to the COVID-19 pandemic, Liechtenstein’s direct goods exports 

(excluding trade in goods with Switzerland) recovered strongly, and moved above the 2019 level. In 

2020, goods exports dropped by 13.6% on the back of the global pandemic, before increasing again by 
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20.7% in 2021. However, exports in 2021, standing at CHF 3.49 billion, were still below the pre-

financial crisis level of 2007 (CHF 3.55 bn). On an aggregate level, Liechtenstein records a strong trade 

surplus standing at approximately 25% of GDP. Considering that more than half of the employees in 

Liechtenstein live outside the country, the trade surplus is not surprising.  

 

In 2021, the number of people employed in Liechtenstein increased by 2.5% to 41 352. This comes 

against the backdrop that the population in Liechtenstein has nearly doubled since 1970, to 39 315 

people, while employment has more than tripled during the same period. Since 2017, Liechtenstein has 

counted more employees than inhabitants with the ratio standing at 105.2% in 2021. In a similar vein, 

the number of companies increased by 2.6% to 5 179 (of which roughly 89% had less than 10 

employees, 9% had between 10 and 49 employees and 2% had 50 or more employees) in 2021. The 

average unemployment rate remained very low in 2021 and stood at 1.6%, compared to 1.9% in 2020.  

 

In the second quarter of 2022 the unemployment rate continued its downward trend to 1.3%. 

Furthermore, open positions in the Liechtenstein job market are (still) increasing. Neither construction 

industries nor the financial centre show any negative developments in terms of employment so far. 

Contrary to GDP, which is highly volatile compared to other countries, the labour market is 

characterised by a remarkable resilience, even in crisis times. During the global pandemic, this can 

partly be attributed to the well-functioning of the support measures, in particular the extended short-

time work scheme. It can be assumed that keeping well-trained workers, even in economically difficult 

times, is beneficial for companies, mitigating negative unemployment effects during the crisis. One 

plausible explanation for the stabilising role of the labour market over the business cycle is the structural 

shortage of skilled labour in a highly competitive economy.  

 

The financial and insurance sectors traditionally play an important role for the Liechtenstein economy 

and contribute around 12% of the country’s GDP. The structural characteristics of the Liechtenstein 

banking and financial sector are especially important for guaranteeing stability in times of crisis. In this 

context, Liechtenstein’s financial sector benefits from high capital and liquidity reserves that increase 

the loss absorption capacity in times of crises.  

 

The assets under management of banks in Liechtenstein collapsed in the wake of the financial crisis and 

subsequent far-reaching reforms of the financial centre. However, following the financial crisis, they 

have recovered and grown steadily to over CHF 424 billion (including foreign group companies) in 

2021 in light of strong market developments and exceptionally high net new money inflows. Due to 

market corrections since the start of the year, the value of assets under management has decreased in 
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the first half of 2022, while net new money remained positive. Overall, profitability in the Liechtenstein 

banking sector has improved relative to the previous year, with capital and liquidity indicators 

remaining at high levels. 

 

Public finances have remained remarkably sound in Liechtenstein, characterised by zero debt and large 

financial reserves. Sound public finances and the preservation of high financial reserves to cushion for 

unforeseen shocks to the economy are generally uncontroversial among all political parties in 

parliament, and the public budget has achieved continuous surpluses since 2014. For 2022, we expect 

a considerable financial deficit, however, in light of financial market turbulences and the related losses 

in financial reserves, while the primary deficit will likely remain in positive territory.  Government will 

propose a balanced budget for the coming years, which will be subject to uncertainty in light of the 

expected economic downturn.  

 

 

Challenges and opportunities 

High energy prices and ensuring the security of energy supply are currently at the centre of attention 

due to the war in Europe. Efforts are being made throughout Europe to reduce the dependency on 

Russian gas and to ensure sufficient gas for the coming winter. A gas shortage would have a significant 

negative impact on electricity supply. 

 

Electricity is the most important energy source in Liechtenstein with a share of 34%, followed by natural 

gas, which accounts for 22%. In terms of energy supply, Liechtenstein is heavily dependent on imports. 

Liechtenstein’s current level of energy self-sufficiency is around 13%. In recent months, Liechtenstein 

was able to reduce its dependence on gas imports from Russia from 43% to 21% for the winter of 

2022/2023. The volumes will be replaced by imports from Norway. 

 

Since last year, the gas price for customers has doubled and it can be assumed that prices will continue 

to remain highly volatile. So far, only part of the price increase has been passed on to customers in 

Liechtenstein. Electricity prices on international markets are equally at historic highs. In Liechtenstein, 

electricity prices for end customers will double in 2023. The government recently convened a task force 

to analyse the impact of rising energy prices on private households and businesses, as well as to evaluate 

possible measures to temporarily cushion the impact. 

 

Forecasts predict that prices for gas and electricity will remain high over the next few years. Against 

the backdrop of rising energy prices, measures such as saving energy, increasing energy efficiency and 
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switching to renewable energy need to be accelerated. It is worth noting that energy prices have an 

important steering effect on achieving the energy transition and climate targets. However, with regard 

to low-income households, the situation must be monitored closely, and appropriate measures must be 

taken if necessary. 

 

The outbreak of war in Europe has also increased the focus on the security of energy supply. In 

particular, measures are being taken to ensure sufficient gas for the coming winter of 2022/23, while 

simultaneously reducing the dependence on Russian gas. Gas imports are being diversified, storage 

capacities within Europe are being increased and coal-fired and nuclear power plants are reactivated in 

order to bridge possible energy shortages. For Liechtenstein, with a share of 22%, gas is the second 

most important energy source in the energy mix after electricity. Almost half of the buildings in 

Liechtenstein are heated with natural gas. In order to ensure the availability of gas in a severe shortage 

situation, a strategic gas reserve of two winter months’ consumption was established in Austria. 

 

Due to the imminent energy crisis, the Liechtenstein government introduced the "Energy Action Plan 

2022" in July. The Action Plan includes measures in cooperation with Liechtenstein's energy supply 

companies with regard to a possible energy shortage and an information campaign to raise public 

awareness. 

 

Due to the customs treaty, Liechtenstein is integrated into the energy emergency procedures of 

Switzerland and takes corresponding measures on a solidarity basis. Liechtenstein’s energy supply 

companies are involved in the competent organisations in Switzerland that are responsible for drawing 

up emergency plans in the event of a gas or electricity shortage. 

 

Property owners are encouraged to consider and implement the conversion to district heating. In 

addition, possible district heating connections for public properties are being worked on. The extension 

of the district heating grid has been accelerated. Furthermore, a bill has been submitted to parliament 

this autumn, according to which fossil heating systems such as oil and gas are to be banned for new 

buildings and for heating system replacements in order to accelerate the implementation of the climate 

targets. Existing gas and oil heating systems are to be replaced in the long term. The long-term goal is 

to switch completely to environmentally friendly heating systems such as heat pumps, pellets or district 

heating. 

 

Not only solidarity, but also a high degree of flexibility is required at this time. As a small country with 

a small administration, one of Liechtenstein’s great strengths is its high flexibility in times of crisis. 
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The energy crisis is accompanied by a high degree of uncertainty. It remains to be seen how the situation 

will develop in the coming months and years. 

 

Despite all measures and precautions, energy shortages cannot be ruled out in the coming winter. For 

Liechtenstein, the same applies as for any other country: the quickest and most cost-effective 

contribution to overcoming the current energy crisis is to save energy. Finally, the energy transition 

must be accelerated to reduce dependencies and achieve climate targets. 

 

High inflation around the world, and corresponding mitigation measures, will curb global economic 

growth, having a disproportionate effect on Liechtenstein due to its economic openness. As in previous 

economic downturns, however, Liechtenstein’s labour market will likely once again show strong 

resilience, with the stability of the labour market also facilitating the subsequent recovery.  

 

 

The way forward 

Liechtenstein priorities and the EU sanctions regime 

• The long-standing priorities of Liechtenstein's foreign policy are strong multilateralism and 

respect for and enforcement of international law. The swift autonomous and full 

implementation of the EU sanctions is also to be understood in the context of Liechtenstein's 

priorities and at the same time an expression of Liechtenstein's close economic and political 

relations with the EU. 

Humanitarian impact and international solidarity 

• After the outbreak of the war, the budget for emergency aid, refugee and migration aid and 

support for the documentation of war crimes was increased by 7.5 %. 

Economic consequences for Europe and Liechtenstein 

• Liechtenstein business location has so far benefited from its geographical position in the middle 

of a secure and stable Europe, from affordable energy and from trading partners with purchasing 

power. 

• Our prosperity and stability are based on rules-based world trade and thus on the maintenance 

of international order and functioning multilateralism. 

• Current geopolitical happenings are likely undermining these values. 
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Key figures for the Liechtenstein economy 

 2017 2018 

 

2019 

 

2020 

 

2021 

 

2022 

(second 

quarter) 

Direct exports growth (without Switzerland)* 0.5% 8.5% 1.1% -16.4% 18.4% -11.1% 

Direct imports growth (without Switzerland)* 1.1% 0.6% -1.8% -17.0% 9.1% 1.8% 

Gross domestic product (GDP), m CHF 6 452 6 725 6 643 5 740 6455  

GDP change from previous year 5.0% 4.2% −0.7% -10.9 +12.4  

Consumer price inflation10 0.5% 0.9% 0.4% -0.7% 0.6 3.3% 

Employment growth 3.2% 2.5% 2.6% 0.1% 2.5%  

Share of persons employed by economic 

sectors: 

      

- Agriculture and forestry 0.6% 0.6% 0.6% 0.6% 0.6%  

- Manufacturing 37.5% 37.4% 36.5% 36.1% 35.3%  

- Services 61.9% 61.9% 62.9% 63.2% 64.1%  

Unemployment rate 11 1.9% 1.7% 1.5% 1.9% 1.5% 1.3% 

Unemployed persons under 25 12 2.6% 2.1% 1.5% 1.8% 1.6%  

Public Surplus/ Deficit (+/-), million CHF 189 200 244 446   

Public Surplus/ Deficit (+/-), in % of GDP 3.1% 3.0% 3.8% 7.8%   

Public expenditure quota, in % of GDP 20.5% 20.4% 21.8% 26.3%   

 

Sources:  Office of Statistics Liechtenstein 

  Office of Economic Affairs – Labour Market Service 
 

 
* Nominal growth rates. / 2022 is QoQ. 
10 For 2017, 2018, 2019 and 2020: Annual average. For 2022: Second Quarter 2022: MoM. . 
11 For 2017, 2018, 2019 and 2020: Annual average. For 2021: Rate as of August 31. 
12 For 2017, 2018, 2019 and 2020: Annual average. For 2021: Rate as of August 31. 
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Annex 3: Norway 

General economic situation    

Growth in the mainland economy has been strong since containment measures were removed in 

February but has recently abated. However, unemployment is at historic low levels and many businesses 

struggle to fill vacancies. Inflation is at its highest level since the 1980s and wage growth is picking up. 

There is a substantial risk of enduring high inflation. The Norwegian Central Bank has increased their 

policy rate and has announced further rate hikes. Growth prospects are deteriorating somewhat, but it 

is unclear how much and how fast the economy will cool down.  

A strong increase in demand for goods during the pandemic combined with supply side bottlenecks 

contributed to increases in the prices of internationally traded goods. Inflation is now markedly higher 

than both the Ministry of Finance and other forecasters projected only a short time ago. In September, 

headline inflation was at 6.9%, while underlying price growth reached a record high of 5.3%. Initially, 

price increases were highest for imported goods, but in recent months, inflation in domestically 

produced goods and services has accelerated and is now higher than for imported goods. Going forward, 

even more of the inflation impulses are expected to come from domestic conditions, including higher 

wage growth. 

The labour market is tight, and unemployment is very low. After falling significantly through the first 

half of this year, registered unemployment was 1.6% in August, its lowest level since 2008. The 

employment rate has increased substantially in the last half a year and there are a record number of 

vacancies. Employers report major problems in recruiting within several professions, and short-term 

immigration is significantly lower than before the pandemic. This may have made it more difficult to 

fill vacancies.  

The latest survey of Norges Bank's regional network shows that activity in the Norwegian business 

sector is still very high and that labour shortages are the main factor limiting production. However, the 

survey also indicates that growth in production may be decelerating. Several industries expect lower 

demand to lead to a fall in production in the next six months. 

After two years of infection-prevention measures and historically high savings, household consumption 

increased rapidly as measures were eased. Going forward, consumption growth is expected to moderate, 

partly as pent-up demand is gradually being depleted and partly due to higher prices, higher interest 

rates and increased economic uncertainty. Households' assessment of their own financial situation has 

fallen to historically low levels recently, both in Norway and abroad.  
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Norwegian households have high debt levels and spend a relatively large proportion of their income on 

servicing interest and repayments. Measured as a share of income, debt has reached a very high level 

and higher than in most other OECD countries. In addition, floating interest rates on mortgages are far 

more common in Norway than abroad. Overall, this means that the effect of interest rate increases for 

Norwegian households has increased and is greater than in most other OECD countries. The 

normalisation of interest rates and the further increases that have been projected by Norges Bank will 

contribute to a significant increase in monthly mortgage payments.  

Higher interest rates also contribute to greater uncertainty about future developments in the housing 

market. House price growth was strong throughout the pandemic but slowed through the autumn of last 

year. Price growth has again been high so far this year, partly due to a low supply of housing. Low 

supply is probably linked to the new Disposal Act, which imposes stricter requirements on condition 

reports for property sales. 

Overall, activity growth in the Norwegian economy, measured by mainland GDP, has moderated 

recently after a strong recovery at the beginning of the year. Growth in the non-oil economy is 

nevertheless estimated to remain somewhat higher than the estimated trend growth of around 1.75%. 

Global growth is expected to slow considerably over the next year and the risk of a sharp drop in the 

activity of our trading partners has become greater. If the tightening needed to curb inflation weakens 

global growth substantially this would also impact the Norwegian economy.  

Although the economic development in Norway is similar to our trading partners, we forecast that the 

Norwegian economy avoids a marked setback and a significant increase in unemployment. Norges Bank 

raised the policy rate before many other central banks and is now well on its way to tightening monetary 

policy. In the proposed budget bill for 2023, the government has proposed to reduce spending in order 

to help ease pressures in the labour market and contain inflation. Further, as Norway is a net exporter 

of energy, high gas prices will, in isolation, contribute to increased activity in the petroleum sector and 

significant revenue for both energy companies and the state. Conversely, periods of large falls in energy 

prices hit the Norwegian economy harder than other countries, as witnessed during the oil price declines 

of 2014.  

Uncertainty about future economic developments is unusually high. The economic slowdown may 

come sooner than projected in the National Budget. Very weak consumer confidence and downwardly 

revised expectations from the companies in Norges Bank's regional network suggest that economic 

growth may already be slowing, while labour market pressure remains high. Unemployment is 

estimated to remain very low in the future, and many employers will still have great difficulty in 

recruiting labour.   
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Macroeconomic policy framework    

The Norwegian fiscal policy framework underpins stability in an economy with large and fluctuating 

petroleum revenues. By transferring all government revenues from petroleum activities to the 

Government Pension Fund Global (GPFG) and over time aligning withdrawals with the expected real 

return on the Fund (estimated at 3%), the fiscal budget is better protected from fluctuations in petroleum 

revenues. It also ensures that current spending of petroleum income over the budget can be sustained.  

The fiscal guidelines place emphasis on stabilising economic fluctuations. Importantly, the automatic 

stabilisers are allowed to function, since petroleum revenue spending is measured by the structural, 

rather than actual, non-oil budget deficit. The guidelines also allow the fiscal budget to be used actively 

to stabilise the economy. In any given year, fiscal policy shall be tailored to the cyclical situation, and 

spending of petroleum revenue can thereby deviate from 3% of the GPFG’s market value. Further, the 

guidelines specify that the impact on government spending of major changes to the Fund capital shall 

be evened out over several years.  

Economic policy must now be tightened, to reduce inflationary pressure and to help maintain 

employment at a high level. The Government therefore proposes to reduce spending from the fund in 

next year’s budget. Measured by the structural non-oil fiscal deficit, spending from the Government 

Pension Fund Global will be reduced by NOK 18.3 billion in 2023 compared to 2022, to NOK 316.8 

billion. As a share of economic activity, spending from the fund will be reduced by 0.6 percentage 

points from 2022 to 2023, implying a negative fiscal impulse.  

Spending from the fund, measured by the structural non-oil fiscal deficit, is projected at 2.5% of the 

value of the fund at the beginning of 2023. A spending substantially below 3% of the fund’s value in a 

situation with high economic activity is in accordance with the fiscal guideline. Spending from the fund 

measured as a share of the mainland economy is projected at 8.8% for 2023. 

When calculating the structural non-oil fiscal deficit, tax revenues are normally trended. Most 

expenditure items – including the different electricity support measures – will however have a direct 

effect on the structural deficit. This implies that government revenues and expenses related to the 

electricity price will be treated differently when calculating spending from the fund. To ensure better 

alignment between how the high electricity prices affect the revenue and expenditure side of the 

structural fiscal balance, the Ministry of Finance has made a temporary adjustment to the calculation of 

the structural deficit. This is a change from the Revised Budget for 2022. Seen in isolation, the 

adjustment contributes to reduce the structural deficit with NOK 40.4 billion in 2022 and NOK 34.9 

billion in 2023. 



Ref. 22-3056 

 

 

21 

 

 

Financial stability and financial market policy   

Norwegian banks are well capitalised. Since the global financial crisis in 2008, Norwegian banks’ 

common equity tier 1 (CET1) capital ratio has more than doubled. Norwegian banks have also become 

less dependent on short-term market funding in recent years and have built up considerable liquidity 

buffers in line with the liquidity coverage requirement (LCR) introduced in the wake of the financial 

crisis, and net stable funding ratios (NSFR) are well above requirements. 

Banks recorded healthy profits and return on equity in 2021 and the first half of 2022. In recent quarters, 

rising interest rates have led to an increase in banks’ deposit and lending spread. If interest rates continue 

to rise, profits could increase owing to higher net interest income. Parallel to this, however, higher 

lending rates and elevated inflation will have a negative impact on many borrowers’ finances. While a 

higher interest rate level may improve bank profitability in the short term, increased interest rates and 

elevated inflation could result in heightened credit risk.  

Norwegian banks are highly digitalised, and their cost level is low compared to European peers. Low 

costs, limited loan losses, and increased net interest income explain banks’ profits. Banks have 

preserved their solvency levels and meet current capital requirements by a significant margin. 

Norwegian insurers and pension funds are affected by increased market turmoil stemming from the war 

in Ukraine and rising inflation. Life insurers’ and pension funds’ results weakened in the first half of 

2022. Solvency positions remain strong however, with an increase in the second quarter of 2022. 

Norwegian non-life insurers had strong profits and maintained largely unchanged solvency positions.  

 

Elevated real estate prices and high household debt are among the most important vulnerabilities in the 

Norwegian financial system. A number of measures have been introduced in recent years to limit the 

risks. In addition to the general strengthening of capital requirements for banks, the capital requirements 

for residential mortgages have been raised. Moreover, the countercyclical capital buffer requirement, 

which is intended to strengthen banks’ resilience to absorb loan losses, is set to increase to 2.5% as of 

March 2023. A borrower-based mortgage regulation includes caps on the loan-to-value ratio and debt-

to-income ratio. The regulation expires at the end of 2024, with an evaluation this fall.  

As a consequence of the EEA Agreement, Norwegian financial market regulation is developed in line 

with new EU requirements. Nevertheless, there will always be a backlog of legal acts not yet 

incorporated into the EEA, due to structural factors as well as capacity limitations. Norwegian 
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authorities put much effort into both the incorporation of legal acts outstanding into the EEA 

Agreement, and the implementation of acts into Norwegian law.  

Developments in the financial power market are closely monitored 

Due to high and volatile electricity prices, electricity producers and others who hedge prices in the 

electricity derivatives market must provide more collateral to meet margin requirements. The electricity 

derivatives market in the Nordics is closely integrated and is mainly based on infrastructures in Norway 

and Sweden, including a central counterparty in Sweden. To avoid defaults from solvent electricity 

producers due to a lack of liquidity, the Swedish Government has announced a guarantee scheme for 

loans to electricity producers. The Finnish and Danish Governments have also announced separate 

schemes for electricity producers. The Norwegian Government stated in a press release 4 September 

that it is closely monitoring developments, and that there is no need for Norwegian measures at this 

time. The Government further stated that the need for measures is assessed on an ongoing basis, also in 

the case of any individual solvent participants who may face liquidity challenges. 

 

The Norwegian Government Pension Fund Global 

The global financial market has in 2022 been characterised by high inflation, rising interest rates and 

falling equity markets. The turmoil has greatly impacted the value of the Government Pension Fund 

Global, with negative returns both in the bond and the equity portfolios. In the first half of the year, the 

return of the Fund was -14.4% measured in the currency basket of the Fund. This equals -1 680 billion 

Norwegian kroner. Due to high prices for oil and gas, the capital inflow to the Fund in this period was 

about 360 billion Norwegian kroner. Taken together, the international purchasing power that the Fund 

represents, fell roughly 1 300 billion Norwegian kroner. The market turmoil also effected the currency 

market, and, despite rising prices for oil and gas, the Norwegian krone depreciated. This has no effect 

on the value of the Fund measured in international currency but limited the reduction in the Fund’s 

market value when measured in Norwegian kroner. This taken into account, the market value of the 

Fund fell approximately 680 billion Norwegian kroner. In isolation and according to the fiscal rule of 

only using 3% of the Fund’s value annually, the reduction in the Fund’s market value contributes to a 

reduction of about 20 billion Norwegian kroner per year to cover the non-oil deficit in the national 

budget. So far in the second half of 2022 the global financial market has moved laterally. The inflow to 

the Fund is on the other hand expected to increase somewhat compared to the first half of the year. 

 

Geopolitics, energy prices and the inflation - special theme 
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The unlawful and unacceptable Russian invasion of Ukraine has created the worst crisis in Europe since 

the Second World War, most of all for Ukraine and the Ukrainian people, but the invasion also poses a 

threat to European security and European economies and values. Tight energy markets, and the 

associated high energy prices, are posing difficult challenges in many countries. 

Norway stands together with the EU and its partners in confronting the Russian aggression with 

powerful economic sanctions. In addition, Norway has provided ample support to Ukraine in the form 

of economic and humanitarian support and the delivery of military equipment. The Norwegian 

Government also supports measures that will improve Europe's resilience to the negative consequences 

of the Russian invasion of Ukraine and collaborates to safeguard the energy supply in the short term, 

while addressing the challenges in the energy sector in the future for the fulfilment of our climate change 

goals.  

Norway as a large and reliable energy producer  

Norway puts large emphasis on being a reliable supplier of energy. Norway has been the third largest 

exporter of natural gas in the world. In recent years, Norway has supplied between 20 and 25% of the 

combined imports of gas to the EU and United Kingdom, but this share has increased further this year. 

Norwegian gas exports thus play a significant role in safeguarding European energy security. In 

response to the current energy situation in Europe, Norway is doing what is necessary to enable the 

companies operating on the Norwegian continental shelf to maintain their high level of production and 

export. The companies on the Norwegian continental shelf are producing at near full capacity and gas 

deliveries are anticipated to be 122 billion cubic metres this year. This is an increase of around 100 

TWh of energy or 8% from 2021 to 2022. At the same time, Norway is in a green transformation 

focusing on among other things on CCS, offshore wind and hydrogen. 

Why is inflation so high? 

Inflation has picked up to historic high levels in Norway as in most other OECD economies. Electricity 

and fuel prices have been important drivers of growth, even though a government support scheme that 

compensates households for high electricity prices (see explained below, Statistics Norway) contributes 

to lower headline inflation (CPI growth was 6.9% in September and would have been 9.0% without the 

support scheme). Futures prices indicate that electricity prices will remain well above the current price 

floor for the support scheme through next year.  

The increase in CPI inflation is broadly based. In fact, core inflation, measured as the 12-month change 

in CPI adjusted for tax changes and excluding energy products (CPI-ATE), was 4.7 in August, which 

is the highest level on record. For instance, food prices, that have a weight of 11%  in the CPI, increased 

by more than 10% August 2021 and August 2022. The prices of meat, dairy and cereals have been 
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particularly important contributors to the price hike. Further, the last few months, inflation has shifted 

from being primarily driven by imported goods to being domestically driven. The increase in inflation 

is related to a rapid increase in demand both at home and abroad after the pandemic and supply 

constraints. 

Government measures directed at households and businesses and for energy security  

The unprecedented high electricity prices have called for extraordinary government measures. Norway 

is a net exporter of electricity in most years and is physically linked to the Nordic and European grid 

and fully integrated in the European market coupling. Hydro power counts for 90% of the electricity 

generation in Norway, and Norway counts for 50% of the hydro power storage capacity (reservoir) in 

Europe. Through the last year we have experienced record high prices for electricity, especially in the 

southern part of the country. The extreme rise in electricity prices is high on the political agenda.  

For Norwegian households most of the heating demand is covered by electricity. The majority of the 

hydro power capacities are publicly owned, and the Government earns high revenues from ordinary tax 

and resource rent tax on hydro power production.  

Last year an electricity support scheme was implemented as a temporary measure to households set to 

last from December 21. When monthly average electricity price reach 70 øre/kWh, the price that 

exceeds this ceiling is partly compensated up to a monthly power consumption of 5000 kWh. In the 

National Budget of 2023 the government has proposed to extend the scheme to last through 2023, with 

a compensation rate of 90% in the first and fourth quarter and 80% in the second and third quarter of 

2023. The scheme is designed to keep some incentives for energy savings. The government has focused 

on contributing to predictability for all Norwegian households in terms of their electricity bill expenses.  

The household support scheme is one of several temporary measures intended to help end-users of 

electricity. In 2022 it has implemented a reduction in the electrical power tax and increased housing 

assistance and efficient energy use initiatives, amongst others. In addition, certain agriculture sectors 

(greenhouse sector inter alia) and the voluntary sector have received electricity support. In the National 

Budget of 2023, the government has proposed to prolong the electricity support schemes for certain 

agriculture sectors and the voluntary sectors, as well as for households. In addition, the government has 

proposed increased support for energy efficiency measures for rental and student housing, and care- 

and nursing homes. 

In 2022 the government has also proposed temporary measures to help out businesses because of 

the high electricity prices. The proposed measures take form of a subsidised loan guarantee scheme for 

power intensive businesses, and a grant scheme which shall cover both parts of electricity costs of 
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businesses and stimulate investments in energy efficiency measures. The schemes are subject to 

approval from the EFTA Surveillance Authority (ESA).  

To facilitate fixed price agreements for electricity for end users the Government has decided to adjust 

the resource rent tax on hydropower production. The general rule in current tax rules is that the 

gross income from hydro power production is based on wholesale spot prices. The proposed changes 

introduce a new exception to this general rule for certain standard fixed price agreements for electricity. 

In the National Budget of 2023 the Government has also proposed reduced taxes on fuel. The biggest 

change is a reduction in the taxation of red diesel. 

Several of the redistributive measures mentioned above increase budget expenditures. To finance such 

measures the Government has also introduced measures to increase tax revenues. In the National Budget 

of 2023 the Government has proposed an additional production tax (high-price contribution) on 

revenues from power production (hydropower and wind power) exceeding 70 øre/kWh. This measure 

contributes to the redistribution of the current extraordinary high profits in power production, just like 

the cap (180 euros/MWh) on market revenues from inframarginal technologies introduced in the EU. 

In the 2023 budget the Government has also proposed an increase in the effective resource rent tax rate 

on hydro power production from 2022, from 37% to 45%, and the introduction of a resource rent tax 

on onshore wind power production from 2023. These measures make sure that local communities and 

society as a whole receive a fair share of the value created from power production based on natural 

resources. 

Longer term solutions for the green transition  

The electricity consumption in Norway is expected to increase substantially in the coming years, due to 

electrification of transport and industrial processes etc. To meet the challenges, this May, the Norwegian 

Government announced a major initiative to promote offshore wind power. By 2040, our ambition is to 

award areas for offshore wind power production with installed capacity of 30 gigawatts. In addition to 

meet domestic demand, the offshore wind production in Norway could contribute to the green transition 

in Europe as a whole.  

In June, we launched a road map for a green transition in industry and presented a national strategy for 

a sustainable, competitive battery value chain. We are also preparing a national strategy for a sustainable 

mineral industry. 
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Main aggregates for the Norwegian economy. Percentage volume change from the previous year, 

unless stated otherwise. 

 

1 Provisional figures from the national accounts in current prices. 
 2 Excluding inventory changes.  
 3 Assumption used in calculations based on forward prices. 
4 Positive figures indicate weaker NOK. 

Sources: Statistics Norway, OECD, IMF, international central banks, national sources, Norges Bank, the 

Norwegian Labour and Welfare Administration, Reuters and the Ministry of Finance.  

 

  

 Billion NOK1     

 2021 2021 2022 2023 2024 

  Private consumption ................................................  1,616.0 4.9 5.9 1.4 2.3 

  Public consumption .................................................  968.3 3.8 0.0 1.3 . 

  Gross investment in fixed capital ............................  960.5 -0.9 2.3 0.3 3.5 

  Of which: Petroleum extraction and pipeline transp. 178.7 -2.7 -4.5 -2.2 7.8 

              Businesses, mainland Norway .....................  353.5 2.2 6.8 0.3 4.1 

              Housing .......................................................  206.5 0.6 -0.7 1.6 0.3 

              Public sector ................................................  219.5 -4.0 3.2 0.8 . 

  Mainland demand2 ...................................................  3,363.8 3.4 3.7 1.3 2.1 

  Exports ....................................................................  1,721.9 4.7 2.1 5.6 2.3 

  Of which: Crude oil and natural gas ........................   861.7 2.8 1.6 8.3 2.0 

              Mainland exports ... .....................................  717.7 4.9 1.5 4.1 3.5 

  Imports ....................................................................   1,214.2 2.3 8.3 1.1 3.2 

  Gross domestic product ...........................................   4,141.9 3.9 2.7 2.8 1.9 

  Of which: mainland Norway ...................................   3,267.4 4.1 2.9 1.7 2.0 

Other key figures:          

  Employment, persons ..............................................    1.2 3.3 0.8 0.3 

  Unemployment rate, LFS (level) .............................    4.4 3.2 3.2 3.4 

  Unemployment rate, registered (level) ....................    3.1 1.7 1.7 1.9 

  Annual wage ............................................................    3.5 3.9 4.2 . 

  Consumer price index (CPI) ....................................    3.5 4.8 2.8 2.4 

  CPI-ATE .................................................................    1.7 3.2 3.1 2.8 

  Crude oil price, NOK per barrel (current prices) .....    609 986 912 845 

  Crude oil price, USD per barrel (current prices) ......   71 103 91 85 

  Three-month money market rates, %3 .....................    0.5 2.1 3.7 3.6 

  Import-weighted exchange rate, annual change.4....   -5.7 1.5 1.7 0.0 

Structural non-oil fiscal deficit as % of mainland GDP  10.5 9.3 8.8  
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Annex 4: Switzerland 

Economic situation and outlook (as of September 20, 2022) 

Switzerland's GDP grew by 0.3% in the second quarter of 2022, following an increase of 0.3% in the 

first quarter. The value added of the services sector increased considerably following the lifting of the 

pandemic restrictions at the beginning of April. Private consumer spending showed strong growth.  

The accommodation and food services sector (+12.4%) achieved the strongest growth. Inbound tourism 

in particular continued to recover with a marked increase in overnight stays. The value added by this 

sector in the second quarter was nonetheless around 10% down on pre-crisis levels.  

The lifting of restrictions also contributed to an increase in value added for the arts, entertainment and 

recreation sector (+3.2%); however, adjusted for sporting events it was still 13% below pre-crisis levels. 

Increased mobility among the population brought transport and communication (+4.4%) into positive 

figures, exceeding the pre-crisis levels by around 3%. 

Only two service sectors saw a decline in value added in the second quarter: financial services (–1.5%) 

and trade (–2.1%), the latter mainly attributable to food retailing and wholesale trade. The relatively 

broad-based growth of the services sector was accompanied by rising services exports (+5.0%).  

With the lifting of the pandemic restrictions, private consumer spending (+1.4%) picked up strongly 

after a subdued 2021/22 winter half-year. In particular, households increased their consumer spending 

on hotels and restaurants as well as other services. Investment in equipment (+2.6%) also rose 

significantly after a negative previous quarter. Overall, domestic demand saw robust growth, 

accompanied by a sharp rise in imports (+2.1%). Construction investment (–0.2%) was the only 

component of domestic demand to contract again, in line with the downturn in the construction sector 

(–1.7%). 

In manufacturing (–0.5%), value added declined slightly after seven quarters of strong, above-average 

growth. This was mainly driven by the chemical and pharmaceutical industry, which was confronted 

with declining exports. However, the other industrial sectors, which are typically more sensitive to the 

economic cycle, recorded modest growth. Exports of goods (–11.5%) also fell sharply overall on the 

back of a sharp contraction in transit trade. 

The current economic indicators present a mixed picture. Favourable employment data should continue 

to prop up consumer spending, given that inflation in Switzerland remains modest by international 

standards. The consumer price index (CPI) fell by 0.2% in September 2022 compared with the previous 

month, and was up 3.3% compared with the same month of the previous year. Parts of the domestic 

economy should therefore continue to recover.  
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Nonetheless, the challenging international environment is likely to exert increasing pressure on the more 

cyclical segments of export-oriented industries. Expectations for global demand have been lowered; in 

particular, growth in the euro zone, the United States and China, Switzerland's key trading partners, is 

expected to be weaker than previously assumed. Overall, Swiss economic growth is expected to lose 

momentum in the near term. 

The sharp drop in Russian gas flows and the limited availability of French nuclear power stations have 

raised the risk of energy shortages in Europe. However, European gas storage facilities have been 

swiftly replenished so far, and various energy-saving measures by households and companies are set to 

lower energy consumption considerably over the coming months.  

Under the assumption that there will not be a severe energy crisis with widespread production 

stoppages, economic growth in Switzerland is forecast to reach 2.0% in 2022 (GDP adjusted for sporting 

events). The downward revision since the June forecast (2.6%) is partially due to the recovery in 2021 

being stronger than initially thought, thereby leaving less catch-up potential overall. 

For 2023, the GDP growth forecast has been lowered to 1.1% (adjusted for sporting events; forecast 

from June: 1.9%). Foreign demand is likely to expand less than assumed in the June forecast. Moreover, 

rising energy prices mean that Switzerland can also expect higher inflation rates than originally 

projected (upward revision of the inflation forecast to 3.0% for 2022 and 2.3% for 2023).  

In turn, this is likely to result in a cooling of domestic demand. Following a strong first half of the year, 

employment growth is expected to wane in line with the economic slowdown, with unemployment 

starting to edge up in the fourth quarter. The average annual unemployment rate is projected to come in 

at 2.2% for 2022, followed by 2.3% in 2023. 

Risks to the Outlook 

The Swiss economy would be severely affected if there were to be serious gas or electricity shortages 

in Europe with large-scale production stoppages and a marked downturn. Such a negative 

scenario would likely lead to strong domestic price pressure and, at the same time, a downward trend 

in the economy. 

Due to rising interest rates, the risks associated with the surge in global debt are intensifying. There is 

an increased probability of financial market corrections. In real estate, too, risks remain both in 

Switzerland and abroad. At the same time, there is the danger of inflation proving more persistent than 

previously assumed. This could make it necessary to adopt a tighter monetary policy internationally. 
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Pandemic-related setbacks cannot be ruled out, for example as a result of new virus variants. In 

particular, China's economy could be further weakened by ongoing strict containment measures, with 

repercussions on the global economy. 

It is also possible, however, that the economy will fare better than projected. This could be the case, for 

example, if the energy situation eases. Such a positive scenario would likely mean lower inflation rates 

and more robust demand at home and abroad. 

 

Budgetary situation and the federal debt  

2022 

Based on the extrapolation of the June 2022 figures, the central government is expecting a financing 

deficit of CHF 5.0 bn for 2022. The deficit is due to extraordinary expenditure, currently estimated at 

CHF 7.4 bn Some CHF 6.5 bn of this amount will be needed to deal with the COVID-19 pandemic 

(additional spending on social welfare, including the extension of the short-term working scheme and 

a subsidy scheme for hardship cases, as well as health expenditures for tests and vaccines). Around 

CHF 0.9 bn will probably be required for assistance to refugees from the Ukraine. According to current 

estimates, the Confederation expects a financing surplus of CHF 0.7 bn in the ordinary budget.  

2023 and beyond 

In 2023, the federal budget is in balance in accordance with the debt brake. However, this is only 

because expenditures that may arise in connection with the war in the Ukraine (CHF 1.7 bn) are treated 

as extraordinary expenditures. From 2024 onwards, the budget is expected to be out of balance and 

debt-brake requirements will not be met due to unfinanced additional expenditure, for example for the 

Swiss army or climate policy measures. The required budgetary adjustment amounts to several billion 

Swiss francs per year. Uncertainties about the actual additional expenditure remain large. 

Corona debt 

In September 2022, the Swiss parliament approved the dispatch on the reduction of the CHF 26 bn 

Corona-related debt at the federal level. This debt accumulated because of the high extraordinary 

expenditures to cushion the economic consequences of the corona pandemic and is to be reduced with 

future financing surpluses. In combination with the additional profit distributions by the Swiss National 

Bank, the COVID-19 shortfall will be made up within 11 to 13 years. The parliament therefore extended 

the repayment period to 2035. 

Long-term sustainability of public finances 
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While the corona crisis can be tackled, in the long run, ageing will remain a key challenge for Swiss 

public finances (see below). Demographic change will burden public finances due to increased 

expenditure for the old-age and survivors' insurance (AHV) and healthcare. In both areas, reforms will 

be required. Another potential burden for the public finances is climate change – lower revenues, e.g. 

from mineral oil tax, and additional expenditure to remedy climate damage are likely to result in the 

long run. Therefore, it is important to take these effects into account in decision making and to use the 

most effective possible economic policy instruments to achieve climate goals. 

 

Economic Policy – Recent Developments and the Way Forward 

General 

The pandemic and Russia’s war on Ukraine demonstrate the importance of pan-European coordination 

and cooperation. Acting cooperatively and keeping markets open will be central and in the interest of 

both Switzerland and the EU in order to overcome the economic fallout. From this perspective, the 

Swiss Federal Council in 2022 has also set out guidelines for a negotiation package with the EU to 

consolidate and further develop the bilateral path, including market access. In terms of domestic policy, 

Switzerland’s effective system of automatic stabilisers, including short-time work compensation, 

unemployment benefits and cantonal transfers (including social assistance) continues to apply in this 

challenging economic environment. 

Sanctions 

The Swiss Federal Council decided on 28 February 2022 to apply sanctions against Russia in line with 

the European Union. The sanctions include travel bans, asset freezes, financial and trade measures.  

Energy supply security 

Currently, Switzerland‘s energy supply is secure, but monitored closely. The Federal Council is taking 

a number of measures to strengthen energy supply: 

• Hydropower reserve for winter 2022/2023: Requirement for power plant operators to 

retain a certain amount of energy that can be drawn on in case of need. 

• Reserve power plants as an additional insurance against energy shortages: Eight mobile 

gas turbines have been procured.  

• Emergency Power generators: There are about 300 such generators in Switzerland that 

are normally used to help service the energy system but could be used as reserve power 

plants.  
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• Increase grid capacity: Potential bottlenecks in the grid may be alleviated through 

increasing the operating voltage. The voltage of several main transmission lines could be 

increased from 220 kV to 380 kV.  

• Gas procurement: Switzerland covers its gas needs through imports. The Swiss gas 

industry has been permitted to pool procurement in order to secure supply and storage. 

Also, the industry has been mandated to secure additional storage capacity in 

neighbouring countries.  

• Solidarity agreements with neighbouring countries: Switzerland is negotiating such 

agreements with Germany and Italy. 

• Voluntary energy savings target: The Federal Council has decided on 24 August on a 

voluntary gas saving target of 15% for the period October 2022 to March 2023, in line 

with EU plans. Given Switzerland’s dependence on gas imports, shortages in Europe will 

have direct effects on Switzerland and on its ability to call on gas deliveries purchased 

abroad. As other countries, Switzerland wants to help avoid shortages by adopting 

voluntary measures.  

• Public campaign: "Energy is short. Let's not squander it": this is the slogan of the savings 

campaign that was launched on 31 August 2022. The aim is for as many people as 

possible to take part – and thus contribute together to preventing a shortage. 

• Contingency planning for gas or electricity shortages: If the private sector is unable to 

deal with shortages on its own, the federal government steps in. There are multi-stage 

escalation plans in place to direct energy use and supply which can result in rationing 

and/or shutdowns.  

• Liquidity support for electricity providers: On 5 September 2022, the Federal Council 

decided to activate the rescue mechanism for the electricity industry and to grant Axpo 

(one of the largest suppliers) a CHF 4.0 bn line of credit. With this support, the Federal 

Council wants to prevent Axpo from running into liquidity problems that could 

jeopardise Switzerland's energy supply in the worst-case scenario. On 5 September 2022, 

the Finance Delegation of the Federal Parliament approved the urgent supplement of 

CHF 4.0 bn and an urgent guarantee credit of CHF 10.0 bn for subsidiary financial 

assistance to rescue system-critical companies in the electricity industry. The credit 

guarantee has been approved retroactively by the Federal Parliament. 

• Medium and long-term measures: Even before the Ukraine war, the federal government 

has adopted measures to increase energy security. On June 18, 2021, it adopted a draft 

law to increase domestic renewable energy production. In addition, there is a need to 

accelerate public approval procedures for energy projects. The Federal Council has 

proposed to streamline and pool procedures, including for large wind and hydro projects.  

 

Support to private households and businesses 

The latest annual inflation reading stands at 3.3% and price pressures in Switzerland appear to be 

manageable for private households and businesses. Nevertheless, the Federal Council is monitoring the 

situation closely. Regular social security and disability benefits (Old-Age and Survivors' Insurance, 
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OASI) will be raised on 1 January 2023 to fully account for inflation. The level of supplementary 

benefits may be adjusted as well.  

Beyond that, the Council currently sees no need for further compensatory measures. Given the high 

uncertainty and risks to the outlook, further measures cannot be excluded. Such support will be guided 

by the three Ts: Compensatory measures would have to be timely, temporary, and targeted. In addition, 

they should have as little distortionary or negative side-effects as possible. Interventions in markets 

through price caps or similar measures should therefore be avoided so as not to blunt price signals and 

cause the misallocation of resources. Also, permanent price increases of fossil fuels – especially relative 

to the prices of other energy sources – are in line with Swiss energy and climate policy which aims to 

increase incentives to decarbonise the economy. Moreover, broad measures, such as stimulus checks 

for the population as a whole, should be avoided as they are not targeted and tend to push up inflation. 

Other structural policies 

OECD minimum taxation: The Federal Council decided to implement the minimum tax rate agreed by 

the OECD and G20 member states by means of a supplementary federal tax based on a constitutional 

amendment. Based on that decision, a temporary ordinance should ensure that the minimum tax rate 

comes into force on 1 January 2024. The law will be enacted subsequently in the conventional manner. 

According to the Federal Council proposal, the Confederation should receive 25% of the receipts from 

the supplementary tax. The remaining 75% would go to the cantons and communes. As global minimum 

taxation challenges Switzerland’s competitiveness, there is substantial uncertainty regarding additional 

tax revenue and the reaction of multinational enterprises (MNEs). In any case, additional tax receipts 

are to be primarily used to safeguard the attractiveness of Switzerland as a business location. 

Screening of foreign investment: Parliament has instructed the Federal Council to draft a legislative 

basis to introduce a process to screen foreign direct investment in Switzerland. The Federal Council 

recently carried out a public consultation on a legislative proposal and is currently evaluating the results. 

The Council has advised against introducing new legislation as it considers the cost/benefit ratio to be 

unfavourable and the existing regulations to be sufficient. 

Long term fiscal sustainability: On 25 September 2022 the Swiss electorate voted on the Supplementary 

financing of OASI by increasing the Value Added Tax and amending the Federal Act on Old-Age and 

Survivors' Insurance (OASI 21). The financial stability of OASI is at risk because baby boomers are 

reaching retirement age and life expectancy is rising. In a few years, OASI's revenue would have been 

no longer sufficient to finance all its pension payments. The reform now adopted is intended to 

guarantee OASI pensions for the next ten years or so. It provides for both savings and additional 

revenue. A uniform retirement age of 65 will apply for both women and men. Additional revenue will 
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come from an increase in VAT: the reduced tax rate will be increased from 2.5 to 2.6%, the standard 

rate from 7.7 to 8.1%. 

Productivity improvements: Private households and businesses deal best with challenges such as the 

loss of purchasing power due to high energy prices through increasing energy efficiency and improving 

productivity. For this reason, the Federal Council promotes the transition to renewable energy use and 

the exploitation of efficiencies. Also, the Federal Council continues to promote measures to improve 

Switzerland's long-term growth potential by exploiting the opportunities of digitisation (through the 

Digital Switzerland strategy) as well as implementing other measures to improve the economic 

framework conditions. 

 

Key figures for the Swiss economy (as of 20 September 2022) 

(% volume change from previous year) 

 
20211 

CHF bn 
2020 2021 2022 2023 

Private consumption* 

Public consumption* 

Construction investments* 

Capital investments* 

Exports (without valuables)* 

Imports (without valuables)* 

366 

89 

66 

129 

376 

344 

-4.1 

3.5 

-1.0 

-4.3 

-2.9 

-6.2 

1.6 

3.5 

-3.0 

8.1 

12.9 

4.5 

4.0 

0.3 

-2.2 

1.7 

4.0 

5.6 

1.4 

-2.5 

-0.2 

1.7 

2.0 

2.4 

GDP* (sport event adjusted) 732 -2.4 4.2 2.0 1.1 

Inflation (Consumer Price Index) - -0.7 0.6 3.0 2.3 

Unemployment rate (ILO definition), % 

of labour force 
- 4.8 5.3 - - 

Overall financial balance of the central 

government in % of GDP 
- -2.3 -1.6 -0.7 0.1 

Central government debt in % of GDP - 13.7 13.6 13.5 12.8 

* National accounting data are expressed as the y-t-y percentage change in prices of the preceding 

year (real values) 
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1 Level at current prices 
 

Sources: State Secretariat for Economic Affairs (SECO), Federal Statistical Office (FSO), Federal 

Department of Finance (FDF). The grey shaded values are forecasts. 

 


