








‘-5Eﬁfthéfnew budget, the largest additions to expenditures are to support

w Eféte'programs, such as higher old-age pensions, increased children's

Qwaﬁﬁé i%pdﬂai& to,higher education; it is the latter, in the form df«ioaﬁf
w ﬁdgf£o,3tudénts, that will account for a large part of the governmeﬁtfénihu
 ¢¢?§6t§dwing requirements in the coming fiscal year,

The new borrowing requirements are the essential measure of the change

in the Swedisn budgetary position now being proposed. In the last three fiscal

; yggrs, the financing of higher pensions and enlarged social welfare programs;wés
,fmgﬁe possible by the very large revenue increases which followed the introductidn

; aiia,genetal sales tax in 1960; in these years, the budget outturn was favoréﬁle
enough to accommodate these higher expenditures and also provide for some reduction
3 of public debt. In the changing cyclical situation of the past three years, more-

over, the Swedish budget, with its new structure of indirect taxation and its - .

flexible public works programs, approached more closely the Swedish ideal of
maximum adaptability in fiscal policy for countercyclical purposes.

It is apparent that the new budget is formulated with an eye on the general
elections scheduled for the fall of this year, and that it is consequently politically
inspired to a considerable extent. Otherwise, it would seem, the emergence and
continuation of a general economic expansion at this time argues for a somewhat
less expansionary public policy. In his budget statement, the Swedish Finance
Minister indicated his awareness of this apparent conflict, but he defended his
budget principally on the grounds that there was no fear of any increase in
general inflationary pressure in the economy in 1964. He also defended the
large increase in anticipated borrowing requirements--recognizing that they appeared

excessive in the light of the general economic situation as well as in relation to

industry's requirements for investment capital--as justified from the standpoint of.



a1 éining:general economic equilibrium on the assumption of a "peaceful"
dpmegt of prices and incomes in the year ahead,

fiﬁtive,etgdit policy tightened

Throughout the fall of last year, following the discount rate increase

?Q{fﬁam‘3-1/2 to 4 per cent) in mid-June, the monetary. authorities pursued a re-

 strictive credit policy by relying primarily on moral suasion in their efforts to

restrain bank credit expansion. 1/ This policy maintained a tight rein on commercial
bank liquidity and resulted in some moderation of the pace of bank lending in the
final months of the year. However, on January 31 the Bank of Sweden moved to
tighten credit conditions further by raising discount rate from 4 to 4-1/2 per cent,
The action was followed by a corresponding upward adjustment of most deposit and
loan rates of the credit institutions and by higher rates on new bond issues
maiketed immediately afterward.

. Iﬁ his comment following the discount rate increase at the end of January,
the Governor of the Bank of Sweden made it clear that the move was motivated
essentially by two considerations. His general point was that a more restrictive
credit policy was required in order to moderate any tendencies toward strain
because of the continuing economic expansion, as well as to supplement budget
policy in order to maintain equilibrium in the economy--a point underscored by a
high Ministry of Finance official in his explanation of the discount rate increase,
In the second place, however, the discount rate increase seemed required for
technical reasons. During the fall, the Bank of Sweden had occasionally engaged

in open market purchases of bank-held government bonds in order to prevent a rise

in the long-term market rate of interest, despite the conflict between this open

1/ See "Economic Developments in Sweden: August-December 1963," December
.27, 1963, page 8.




;§§§ﬁthe-desire to hold down,credit expansion. In addition, -the central
pté“to hold down the long-term interest rate made it difficultkfdf,

e  : titutions to -sell bonds to the public, and prevented the orderly

Hnief commarcial bank building credits--which accounted for a’ 1arge share
/$t ¥§§;,s~credit expansion--into long-term mortgages. By raisingﬁthe~discount
;féhéﬁBénk of Sweden would seem to have recognized the necessity of permiﬁﬁing
/aome'upward adjustment in the interest rate structure in order to ease the position
5of the commercial banks by facilitating the transfer of building credits to the
'lqng4term capital market. The Governor of the Bank of Sweden explained that,
’from4the technical point of view, the previous restrictive policy had been carried
k:és far as possible ''on the basis of the interest rates ruling,” since "some rates
/¢ﬁeré-sticking and the bond market threatened to break down." He rejected further

open market purchases of bonds as conflicting with "the main object in view," and .

the "alternative of an increase in bank rate was therefore accepted."

Trade deficit reduced, reserve losses reversed

The closing months of the year witnessed a continuation of the trend
toward a lower foreign trade deficit. An unusually good export performance--
which exceeded somewhat the preliminary estimate in the November national budget
forecast-~more than made up for the losses sustained during the period of severely

unfavorable weather early in 1963. For the year as a whole exports rose by

9.5 per cent, outpacing the increase of 8.6 per cent in imports. This performace
reversed the earlier trend for imports to rise at a faster rate, and the 1963

trade deficit was moderately below that registered in 1962, (See Table 5.)
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Table 5, Sweden: Foreign Trade, 1962-63
{monthly a&er&ges, in millions of Swedish kromor)

Trade Surplus (+)

~ Imports Exports or Deficit (~)

1962 1963 1962 1963 1962 1963

‘1 , 1,361 1,342 1,178 1,138 =183 -204

IT 1,266 1,476 1,307 1,355 + 41 -121

II1 1,221 1,373 1,177 1,427 ~ 44 + 54

Iv 1,525 1,627 1,387 1,610 -138 - 47

 Annual totals 16,154 17,542 15,129 16,573 -1,024 -969

Sources: Monthly Digest of Swedish Statistics, December 1963; Bank of Sweden,
Cr tldniﬁgarna (daily press releases). Data are not adjusted for
seasonal variation.

As Swedish trade accounts improved, the earlier decline in gold and foreign
exchange holdings stopped and reversed. Between December 1962 and June of last year

reserves declined by SKr. 361 million ($69.7 millicn) but by the end of December 1963

reserves had risen by SKr. 214 miliion ($41.4 miliion), marking a net loss for 1963

of SKr. 147 million (28.4 millicn) ¢{See Table 6.) 1In January of this year combined
gold and foreign exchange holdings increased further by the rather respectable sum
of SKr. 236 million ($45.6 million) and were back at a level somewhat higher than

in October 1962, the peak reached before the 1962-62 phase of reserve losses.

Table 6., Sweden: Net Reserve Position

Commercial
Riksbank Baoks iotal Change

End of Period (in millions of Swedish kroner) imill, Kr.) (mill., $§)
1961 December 3,318 472 3.790 -- .-
1962 June 3,701 474 4,175 +385 + 74.4

October 1/ 3,891 332 4,423 +248 + 47.9

December 3,869 492 4,361 -~ 62 - 12,0
1963 June 3,809 191 4,000 -361 -~ 69.7

December 3.619 593 4,214 +214 + 41.4
1964 January 3,668 782 4,450 +236 + 45.6

1/ Peak level.
Sources: Monthly Digest of Swedish Statiscics, December 1963: Bank of Sweden,
Ur tidningarna.






