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6 per cent bonds in order to mop up liquidity. In mid-April, the con-
ditions applying to commercial bank borrowing were further tightened by
reducing the basis of penalty-free borrowing from one-half to one-fourth
of a bank's capital and reserves.,

The continued very severe credit restrictions was reflected
in a noticeable slowdown in the pace of credit extension. According to
the regular semiannual survey prepared by the Swedish Bank Association,
commercial bank advances rose by 6 per cent in the six-month period
ending in May 1964, about one-half the rate of increase in the same
months last year. Data for later months--through the third quarter, at
least--show a continuation of this trend, which has been possible in
part by a definite slowing in credit granted to the industrial and trade
sectors. In fact, a very high proportion--about one-half--of all\credit
extended by the commercial banks has gone to finance the high priority
housing effort.

Throughout the summer and early fall months there was no
noticeable relaxation of the tight credit policies. Even in such periods
when commnercial bank liquidity is under severe strain because of tax pay-
ment dates, there was a noticeable absence of central bank relief; and at
times in the period under review there was reportedly some commercial bank
short-terﬁ borrowing sufficiently large to involve the Bank of Sweden's
penalty interest rate. Accordingly, the entire interest rate structure
has been under upward pressure. Thus, at the beginning of 1963, which marks
the end of the last period of relative ease, the general structure of

interest rates had been brought to a level more than a full percentage




elow January 1962. But since early 1963 the trend has been .

ely in the opposite direction; discount rate was raised on June 14
1963 vani at the end of January this year, bringing the entire- structure
back up to a higher level last seen in the 1961-62 phase of restrlctlve
monetary policy. (See Table 5.)

A further increase in the Bank of Sweden's discount rate had been
widely anticipated this summer and fall, but the action was evidently
postponed until after the September elections, and raised by 1/2 of 1
per cent to a level of 5 per cent effective November 6. In an accompaQYing
statemen:, Riksbank Governor Zsbrink pointed to the enlarged third quarter
trade de:licit, the drép in foreign exchange reserves in October and the
increased government &eficit as factors necessitating a move to tighten
credit further. Since the central bank's penalty interest rate of 5 per

cent remains in effect, the applicable rate for borrowing under the .

existing conditions is currently 10 per cent.




Table 5. Sweden:

_Interest Rate Trends, 1963-64

{in per cent per annum)

4 . 1963 , 1964 _ .
f,rltem; Jan. June. Dec. Feb. June Sept. Nov.
Discount rate 3.50 4.00 4.00  4.50 4,50 4.50 5.00
Security yields b/
Treasury bil}i/ 2,01 4.84 3.53  4.76 4.95 5.07 =2'5.76
Gov't:., bondS& 4.75 4.96 5,22 5.60 5.64 5,66 n. 4.
Industrial loan 5.31 5.97 5.77 6.14 6.13 6.14 n. a.
Posted .oan rates
Commercial banks  5.25 5.75 5.75  6.25 6.25 6.25 6.75
Savings banks 4.75 5.25 5.25 5,75 5.75 5.75 6.25
Deposit ratel/ 3.25 3.75 3.75  4.25 4.25 4.25 . 4.75

/ November 11.

and savings banks.

/ Issue rate, end of period.

/ Issues with 15 years to maturity.
/ Long-term deposits ("capital accumulation accounts'") in commercial

Source: Monthly Digest of Swedish Statistics;

OECD, Main Economic Indicators;

Bank of Sweden, Ur tidningarna

Export growth slows, third quarter deficit rises

Sweden's external position remains, as before, basically very

sound but the third quarter witnessed some deterioration in the foreign

trade accounts. (See Table 6.)

Under the influence of the general business expansion in

Western Europe, Swedish exports in the first six months of this year

registered an increase of more than 21 per cent over the comparable period

in 1963, while imports rose by about 16 per cent.

Most of the export

increase through June--unusually large even when allowance is made for

the fact that the comparison relates to a period when exports were depressed

because of severe weather conditions--reflected volume gains, but about
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oﬁe-;'sv,ix't11 of the increase mirrored the effect of higher prices. In .
addition, export prices rose somewhat more than import prices, and
Sweden's terms of trade improved by about 1 per cent. In any event,
Sweden's foreign trade deficit for the first half of 1964, at SKr 758
million ($146 million) was about 12 per cent below the deficit of SKr
972 million ($188 million) registered in January-June of 1963,

Normally, Swedish imports and exports both decline in July
and August and it is not unusual for Sweden's foreign trade to show small
surpluses in this two-month period and sometimes for the entire third
quarter. 1In 1963, for example, the July-August surplus amounted to SKr
116 million ($22.4 million) and totalled SKr 162 milliom ($31.3 million)
for July-September. This year, however, exports tapered off in July and
August and fell more than imports, resulting in a combined deficit of
SKr 120 nillion ($23.2 million) for the two months. This development .
reversed the earlier tendency toward a smaller annual deficit. Even so
the excess of imports in the first eight months was still a bit smaller--
by 2 per cent--than the January-August 1963 figure. Exports recovered
somewhat in September but imports spurted ahead. The resulting deficit
of SKr 120 million matched the July-August results, doubled the deficit
for the quarter, and lifted the cumulative deficit for the first nine -
months tc SKr 970 million ($188 million), up 18 per cent over the figure
of SKr 822 million ($159 million) registered in the January-September

1963 period. (See Table 6.)
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v Table 6. Sweden: Foreign Trade, 1963-64
(monthly averages or total values, millions of Swedish kroner)

Trade Surplus (+)

Year and Quarter Imports Exports or Defieit (-)
1963 I 1,342 1,138 -204
IT 1,476 1,355 -121
III 1,373 1,427 + 54
v 1,657 1,610 - 47
1964 I 1,622 1,396 -226
IT 1,655 1,629 - 26
1II 1,544 1,463 - 81
Compare:
Jan. -8ept. 1963 12,572 11,750 -822
Jan. -Sept. 1964 14,436 13,466 -970

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

The unexpectedly favorable foreign trade performance earlier
this year soon rendered forecasts out of date and, as in the case of in-
dustrial%production, required a general lifting of official sights., The
January (preliminary) national budget envisaged a growth in export volume
(exclusive of ships) of about 5 per cent this year; now the projected
gain has been put at 10 per cent in the October report of the Economic
Research Institute. Similarly, imports were to grow by 5-1/2 per cent
this year, according to the forecast prepared in January, and the increase
now envisaged is in the order of 11-1/2 per cent. But these forecasts
must be considered debatable, having been constructed before imposition

of import surcharges by the new British government,

Reserves dip slightly from record levels

Sweden's total gold and foreign exchange reserves rose fairly

steadily--except for moderate declines in March and April--through the




,dgquaxter of this year, continuingvthe«bniLd—upvthat,begf o

. The combined holdings of the Bank of Sweden and the;SWédlihy

- commercial banks reached a peak level of SKr 4,900,millionw($947,

on September 30, having risen by SKr 686 million ($133 million) fro

the beginning of the year. (See Table 7.)

Table 7. Sweden: Net Reserve Position
(in millions of Swedish Kroner) e
Comm. Change =

End of Period Riksbank Banks Total (mill. Kr.) (mill. $)
1962 December 3,869 492 4,361 - --
1963 December 3,619 575 4,214 -147 8.1
1964 March 3,626 802 4,428 +214

June 3,812 788 4,600 +172

September 4,224 676 4,900 +300

October 4,148 662 4,809 - 91

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

Sweden's reserves dipped by SKr 91 million ($17.6 millio{nyr).""'?i‘n .
October, probably because of the adverse trade outturn in September.
Clearly, however, Sweden's holdings on October 30, amounting to SKr
4,809 million ($930 million), are more than ample to meet any foreseeable

reserve needs.
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