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From the London End 

Swedish Experiments in Monetary Policy 
ECONOMIC theory and policy 

have always occupied an im
portant place in Swedish life and 
in a certain sense the rigour of 
Swedish theorising on al l economic 
matters continues to have a signi
ficant imprint on European policies 
and economic studies. It is there
fore well to examine briefly some 
recent Swedish developments in eco
nomic policy, the problems being 
faced by the Swedish economy and 
the controversies that have arisen 
as a consequence of different inter
pretations being placed on how , 
economic stability in Sweden can 
be maintained. In any such exami
nation however the international 
background cannot be overlooked. . 

Over the past twelve months or 
more, international business condi
tions have been subject to a set of 
contradictory trends, the like of 
which has not been experienced any 
time in the past. On the one hand 
the inflationary pressures have, con
tinued wi th such unrelenting inten
sity that most of the countries in 
the Western world have resorted to 
restrictive monetary policies, and 
in particular to upward shifts in 
interest rates. What is remarkable 
about the contemporary inflationary 
pressure is that it is being accom
panied by marked decreases in 
world commodity and raw material 
prices and in a deterioration in the 
terms of trade of most of the pr i 
mary producing countries of the 
world. In contrast to this infla
tionary trend, the rate of economic 
expansion in most countries has 
now either slowed down or stopped. 
In the United States, industrial pro-
duction is running at some 2 per 
cent below that at the end of 1956 
and the much publicised forecast of 
an upward swing in the Autumn 
has s t i l l not materialised. At the 
same time, a serious disequilibrium 
in the international currency mar
kets resulting from the sizeable 
surplus in the American and West 
German balance of payments, 
threatens the whole structure of 
Europe's system of trade and pay
ments. 

The developments in Sweden do 
not, however quite fit into this 
pattern. The post-war rate of ex
pansion in the Swedish economy 
shows no signs of having reached 
stagnation point. On the contrary, 

industrial production rose at a much 
faster rate in the first half of this 
year than it did during the corres
ponding period of 1956. The high 
level of industrial activity has, at 
the same time, occurred without 
any marked rise in prices. Whole
sale prices showed a downward 
tendency during the first eight 
months of 1957, and are now 
slightly lower than those of a year 
ago. Sweden's holdings of gold and 
foreign exchange have not declined 
to any marked extent in recent 
months, and there is no pressure 
on the Swedish balance of payments 
unlike most other European coun
tries. There is thus on the face 
of the Swedish economy an inter-
esting aspect of stability in a 
broader environment of uncertainty, 
and in a large number of cases, of 
difficulty. 

This, however, does not mean 
that there are no problems in 
Sweden. There is always the risk 
of a heavier rate of fall in that 
country's foreign exchange reserves. 
The more disturbing feature of the 
Swedish economy however is the 
state of its national finances. The 
1956-57 budget year closed wi th a 
deficit on the working and capital 
account of about Kr . 800m. com
pared w i th an original estimate of 
a surplus of Kr . 500m. The deficit 
has been financed by short-term 
borrowing and the Government's 
short-term debt now runs at a peak 
level. It is in this context that 
some interesting, though not very 
novel, changes in monetary policy 
have occurred. While all the' poli
tical parties in Sweden are in full 
agreement as to the general aims 
of the country's economic policy, i e. 
full employment, stable prices and 
sustained economic growth, each 
of them is by no means agreed on 
the means to attain these aims. 
Considerable surprise and doubt 
was generally expressed when the 
Swedish Central Bank raised its 
Bank Rate from 4 to 5 per cent 
on July 11 of this year. The raising 
of Bank Rate was conceived to re
present a far-reaching change In 
economic policy and it would appear 
that the Swedish Cabinet Itself was 
divided as to its efficacy and choice. 
Some members were opposed to 
the measure as such and others 
suspected that the Riksbank was 

pursuing a policy independent of 
what the Government and parlia
ment thought was necessary. 

It would appear that the Riks
bank in making this sharp move to 
bring monetary policy in Sweden 
into conformity wi th the general 
pattern of interest rates in Europe 
and in the United States, was more 
impressed by the budget deficit 
than by any other factor. It does, 
however appear that the Swedish 
Central Bank's monetary policy 
has for some years gradually mov
ed into line with what has happen
ed elsewhere, and the general ten
dency towards a tightening up of 
the money supply occurred soon 
after the Korean war. when various 
controls on the policy of commer
cial banks to provide credit were 
undertaken. In the early months 
of 1952, the Riksbank made an 
agreement wi th the banks to the 
effect that the latter should hold  
a certain proportion of deposited 
funds in the form of cash, sight 
claims on the Riksbank, or in gilt 
edged securities. At that time the 
purpose of the so-called "liquidity 
quotas" was to freeze the supply of 
ready cash in the banks and thua 
prevent it from being used to fin
ance fresh loans which would. 
owing to the then already excessive 
level of payments, have resulted In 
price increases and a change of ex
change reserves. 

After this system had been in 
force for some three years, a new 
wave of inflationary pressures be
came evident in the early months 
of 1955, and again the liquidity 
quotas were tightened. Also the 
Riksbank raised the Bank Rate 
from 23/

4 to 34/
3 per cent—first 

substantial increase in interest 
rates since the War. In the Autumn 
of the same year these measures 
were supplemented by a more 
direct l imitat ion of bank credits. 

Independent Line of Riksbank 
It has been observed that for 

some years now the Riksbank has 
been developing an independent 
policy a policy designed, so it ap
pears, to counteract the more liberal 
features of the policies of the gov
ernment. The first major move in 
this direction was at the time of 
the Korean war. Then a number 
of measures designed to tighten 
the money supply was adopted wi th-
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out any apparent Government or 
parliamentary opposition. The ef
fect of the liquidity quotas fixed 
early in 1952 was to freeze the sup
ply or ready cash in the banks and 
thus prevent the financing of fresh 
loans, which in the then excessive 
level of outlays could easily have 
resulted in price increases and a fal l 
in exchange reserves. This system 
was as stated above kept in force 
for 3 years. And then in the early 
months of 1955, the liquidity quotas 
were tightened and the Bank Rate 
raised from 23/

4 to 33/
4 per cent. 

Measures taken later in the same 
year towards a more direct limita
tion of bank credit took the form 
of fixing a credit ceiling for every 
bank, except in so Far as banks 
provided credit for building pur-
poae.i and for loans to the State 
via the Treasury bi l l and bond mar
ket. These exceptions to the credit 
ceiling were largely in the nature of 
a compromise it would appear that 
the Riksbank wanted to avoid a 
head-on collision wi th the Govern
ment on questions of social policy 
(the construction of houses is a 
cardinal feature of this policy) and 
state expenditure. In the Spring of 
1956 the Riksbank reduced the 
commercial banks' lending activities 
further by calling for a reduction 
of the credit ceiling to a level of 5 
per cent below that ruling on the 
31st July 1955 and in November 
1956 the Riksbank made a token 
increase in Hank Hate of 1/

4 per 
cent. 

4 
In spite of there measures the 

volume of bank credits continued 
apace particularly in the two except 
ed sectors. Between July 1955 and 
July 1957 the commercial banks' 
holdings of government securities 
rose by over Kr. 1000m. and that 
of building credits by some Kr . 
600m. Other credits, on the other 
hand, fell by as much as Kr . 400m. 
thus indicating that the credit 
squeeze was being effective in the 
other direction. Rut apart f rom 
this, the credit policy of the Riks
bank was being neutralized by 
other developments. Industrial com
panies began by-passing banks 
and raised loans from each other 
and a "grey"' market for loanable 
funds was established. In the event 
the policy of the credit ceiling was 
seriously questioned and opposition 
to it grew increasingly stronger. 

In July this year the Riksbank 
found itself facing three crucial 
problems; (i) to replace the credit 

ceiling by some more suitable form 
of control; (ii) to strengthen mone
tary policy measures as a means of 
counteracting the reduced effect of 
fiscal policy; and ( i i i ) to guarantee 
the future financing of the building 
programme of the Government as 
endorsed by Parliament. The latter 
programme was in any event being 
stifled by the state of the capital 
market. The level of interest rates 
was not high enough to attract 
sufflcient capital in the market and 
the mortgage institutions were be
ing placed in increasing difficulties. 
Professor Er ik Lindahl, Sweden's 
leading authority on monetary 
policy, strongly advocated a rise 
in interest rates to enable the mort
gage institutions to float bond loans 
on the capital market. And this 
undoubtedly was the decisive fac
tor which, in a sense, forced the 

Riksbank to raise the Bank Rate by 
1 per cent in 1955 and allow the 
interest rate on bonds to increase 
by ½ per cent. 

Despite these accommodating ad
justments, the policy of the Riks
bank has been heavily criticized. 
Some members of the Cabinet have 
been severely critical of the Bank 
for not informing the Government 
in advance and may others have 
expressed doubts as to whether the 
economic situation justifies so 
sharp a rise In interest rates, A. 
deep and thorough review of the 
whole question of using interest 
rates as an instrument of economic 
policy is under way. On one thing 

' however all Sweden appears agreed; 
monetary policy cannot bear the 
whole burden and must be support
ed by a suitable fiscal policy. 
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