


until October 31 authorities in southern and middle Sweden would have to
meet specilal conditions before they would be authorized to begin new

housing starts. The five northern provinces were exempted.

Mounting strains not reflected in prices and wages

So far, these strains and pressures have not been reflected in
Swedish price indices, which have remained remarkably stable or continued
to move up only marginally through April of this year. (See Table 2.)
It is likely that the price indices, especially the consumer price index,
will continue to move upward because of higher costs, especially for services.

Table 2. Sweden: Price Movements, 1962-64
(Indices, 1949=100)

Year and Consumer Wholesale Export Import

month Prices Prices Prices Prices . .

1962 December 172 156 142 124 ;.

1963  June 175 159 143 128 |
Oct:ober 176 161 144 129 7
November 177 163 146 131 ]
December 178 163 147 131 :

1964  January 178 163 147 132 ;
February 178 164 147 133
Mar-ch 179 164 148 133 1
April 179 164 148 134 .

Source: Monthly Digest of Swedish Statistics; Bank of Sweden, Ur tidningarma.

For the time being, however, the authorities are assuming that the develop-

ment of prices--and of wages--this year will coatinue along "calu' lines.
The current official forecast is for a 3 per cent increase in consumer

prices this year, or by somewhat less than in 1963.

Through February, the latest period for which wage data have been

published, the rise in wages has not been excessive. On a year-to-year .
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baSisgfhoarly,earnings in February showed an increase of 4.6 per cent for
male and 5 per cent for female industrial workers. However, this movement
appears to have moderated since last fall.

Central wage agreement maintains industrial peace

The important wage settlement finally reached in this period
will have a significant impact on wage trends. A central wage agree-
ment was concluded in early April but only after protracted negotiations,
a stalemate between negotiating parties and the efforts of a government-
appointed mediation commission. The settlement itself is for the two
year period which has become customary, contrary to e#pectations that
an agreement covering more than one year could not be concluded. 1In
general, the settlement--which covers the major portion of Swedish industry--~
provides for rather modest gains in contractual wages in 1964; the major
emphasis is on various non-wage benefits, such as higher employer pension
contributions, higher severance pay provisions, additional vacation time,
and the like. The agreement also established conditions for preferential
treatment of low wage groups in the industry-wide negotiations which began
as soon as the central agreement was concluded. The agreement provides
for an increase of 1.3 per cent in contract wages this year and for a
rather higher increase (3.4 per cent) in 1965. The agreement was
generally hailed for its restraint; but the actual course of wages in
1964 will depend upon upward "wage drift,"” which in recent years has
added an average of 3 per cent in extra-contractual increases to Sweden's

industrial wage bill.
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Revised fiscal 1965 budget still expansionary

The government's recent budget proposals for fiscal year 1965,
revising earlier estimates presented to the Swedish Parliament in January,
are still heavily expansionary and still project a sizable increase in
government borrowing requirements. So far, apparently, the authorities
are holding to their earlier assumption that prices and wages will not
develop along inflationary lines this year. In addition, since an
expansionary budget is to some extent a political necessity in this
election year, chief reliance will have to continue to be placed on
restrictive central bank credit policies.

Revenue projections in the revised budget proposals may be more
than customarily understated; should Swedish economic activity continue at ‘I’ ii
current high levels, the budget outturn could develop far more favorably
than is now projected, But the official assumption of non-inflationary
price/wage developments this year may contain more than a dose of wishful
projection. For this reason, a high Ministry of Finance official is on ;
record as stating that a tightening of financial policy would have to |
be seriously considered should the assumption of a "calmer" development
of incomes prove over-optimistic.

Credit policies further tightened

The period under review witnessed some further tightening of

credit policies, following the increase on January 31 from 4 to &4-1/2

per cent in the Bank of Sweden's discount rate. At the end of February, 1

the Bank announced imposition of a penalty interest rate of 9 per cent




on commercilal bank borrowing in excess of one-half of an individual bank's
capital and published reserves, a device which was previously in effect
from May 1961 to January 1962. In a complementary move, the central bank
simultaneously announced that it would sell three-year 6 per cent bondsg-~-
the highest interest rate on government loans since 1921-~in an unlimited
amount. The bond was also designed to appeal to the general public, being
available in denominations as low as 1,000 kronor ($193). By the first
week in March, sales had amounted almost to SKr 450 million ($87 million).
liven though the rate of increase moderated, commercial bank
lending continued to increase. Consequently, the conditions applying
to commercial bank borrowing were further tightened in mid-Aprii by
reducing the basis of penalty-free borrowing from one-half to one-fourth
of the bank's capital and reserves.

International position continues strong

Sweden's international position is basically strong. This is
the period of seasonal deficit in Sweden's foreign trade. Nonetheless,
the exchange rate for the Swedish krona unexpectedly rose in che period
under review. In March, tight domestic money market conditions created
by the central bank's restrictive credit measures led to some repacriation
of foreign assets by Swedish commercial banks. The krona-dollar rate
increased from a February average of 19.29 U.S8. cents to 19.43 U.S. cents
for March, and has since remained at about this level. The Bank of Sweden
has not intervened, presumably in order to prevent a further increase in
commercial bank kroner holdings, and in order to reinforce its tight

credit regime.
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Trade deficit rises slightly, reserve changes minor

The strengthening of the Swedish kronma in exchange markets

obviously reflected monetary policy factors rather than any underlying
change in Sweden's balance of payments. The external position is funda-
mentally sound even though Sweden's usual seasonal first-quarter trade
deficit rose from SKr 204 million ($39.4 million) in 1963 to SKr 226
million ($43.7 million) this year. (See Table 3.) The modest increase
in the trade deficit reflected a bulge in the deficit in January, when
imports rose to an all-time high. 1In the average of the first quarter,
both imports and exports were up one-fifth over the comparable period
last year. (See Table 3.)

Table 3. Sweden: FPoreign Trade, 1963-64

(monthly averages, in millions of Swedish kronor) .
Trade Surplus (+) f
Year and Quarter Imports Exports or Deficit (-) ;
1963 I 1,342 1,138 -204 ffl
11 1,476 1,355 -121 |
III 1,373 1,427 + 54 |
Iv 1,627 1,610 - 17 :
1964 b 1,622 1,396 -226

Source: Monthly Digest of Swedish Statistics; Bank of Sweden, Ur tidningarna.

Sweden's total gold and foreign exchange holdings rose by
$46 million in January and $16 million in February. The foreign exchange
holdings of the commercial banks declined by nearly $40 million in March
and April, evidently because of repatriation of short-term funds held
abroad. Official reserves however, showed little change and, at the end

of April, total holdings were $43 million higher than at the end of last .

year. (See Table 4.) At this level, the holdings were also still just a
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bit over the previous peak of Skr 4,422 million ($855 million) at the

end of October 1962.

End of Period

1962 December

1963 June
December

1964  January
February
March
April

Table 4. Sweden:

Commercial
Riksbank Banks Total
(in millions of Swedish kronor)
3,869 492 4,361
3,809 191 4,000
3,619 595 4,214
3,668 782 4,450
3,670 860 4,530
3,626 802 4,428
3,666 662 4,438

Source: Monthl

Net Reserve Position

Change

(mill. kr.)

(mill. $)

<361
+214
+236
+ 80
-102
+ 10
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Digest of Swedish Statistics; Bank of Sweden, Ur tidningarna.





