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Prevailing tight money policies--now in effect since about mid-1963--
were reinforced during most of 1965 by a movement toward surplus in the
cash budget and by an increase in currency in circulation. At the same
time the banks were faced by continued vagorous loan demand and bank credit
to the private sector increased by nearly 9 per cent in 1963, compared to
about 8 per cent in the previous year. (See Chart.) Bank liquidity was
under almost continuous pressure, as a result of which commercial banks
were seldom out of debt to the central bank, with a significant volume
of this borrowing reportedly at the prevailing penalty discount rate of
11 per cent. Moreover, tight credit conditions have kept market rates of
interest at historically high levels. With the discount rate increase on
June 10, the Bank of Sweden's penalty rate, currently applicable to com~-
mercial bank borrowing in excess of 25 per cent of an individual bank's
capital and reserves, moved up from 11 to 12 per cent. At the same time,
commercial and savings bank loan and deposit rates were increased by 1/2
of 1 per cent. As a result of these changes, the entire structure of Swedish
interest rates has shifted upward by two and one-half percentage points in
exactly three years. (See Table 6.)

As in past periods of monetary restraint, the Swedish authorities
have had to take special action to ensure the continued financing of housing.
In the falli of 1965 and the first quarter of this year short-term building
credits tended to be frozen in commercial bank asset structures because the
authorities would not permit the mortgage institutioms to market bonds at
prevailing terms, and the commercial banks were unable to continuc the aormal

financing of building activity. On two occasions--in October 1965 and
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March 1966--the Bank of Sweden gave permission to market mortgage bonds,
in return for agreements by the banks to grant new advances to the amount

of building credits converted into mortgages.

Table 6. Sweden: Selected Interest Rates, 1963-66
(in per cent per annum)

1963 1964 1965 1966
June Feb. Nov. Apr. Dec. Mar. June

Discount rate a/ 4.00 4.50 5.00 5.50 5.50 5.50 6.00

Penalty rate - .00 10.00 11.00 11.00 11.00 12.00
Security yields

Treasury bills b/ 4,846 4.76 5.76 - 5.78 6.09 n.a.

Gov't bonds ¢/ 4.96 5.60 5.87 6.27 6.38 g/6.55 n.a.

Industrial loans 5.97 6.14 6.40 6.80 6.82 g/6.91 n.a.

Posted loan rates
Commercial banks ¢/ 5.75 6.25 7.00 7.50 7.50 7.50 8.00
Savings banks e/ 5.25 5.75 6.50 7.00 7.00 7.00 7.50

Deposit rates £/ 3.75 4.25 4.75 5.25 5.25 5.25 5.75

a/ Discount rate was changed during months jndicated, except for December
1965 and March 1966.

b/ Rate on new issues, end of period.

/ Issues with 15 years to maturity.

d/ Three-month loans against security other than bonds and mortgages.

e/ Recommended interest rate on mortgages against agricultural and housing
propertv without fixed maturity.

£/ Six-month deposits at commercial and savings banks.

gl February.

The period under review witnessed the re-introduction of the
system of recommended investment quotas, previously in effect until early
in 1963, under which the life insurance companies place designated shares
of increased funds in priority investments. The current recommendation,
in effect since December 1965, is that l1ife insurance companies place at

least 70 per cent of increases in funds this year in mortgage bonds.
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Swedish budget continues to exert contractionary effect

The Swedish cash budget position continued to move into surplus
during the course of 1965, chiefly because of the effects of increased
taxes and high levels of economic activity. For the calendar year 1965
the combined current and capital budgets recorded a surplus of Skr. 245
million, compared to a deficit of Skr. 260 million in January-December
1964, marking a net improvement of about Skr. 500 million, or almost $100
million. This trend continued into the new year, and the combined accounts

for the twelve-month period ending in April showed a shift from deficit

to surplus of roughly the same proportions. (See Table 7.)

Table 7. Sweden: Budget Position, 1965-66
(in millions of Swedish kronor)

Year through April

1tems 1965 1966

Budget operations
Current budget +675 +1,365
Capital budget -931 -1,143
Balance -256 + 222

Financing

National debt +260 - 216
Cash position a/ - & - 6
Total +256 - 222

a/ Deposits of government departments and National Debt
Office, plus short-term loans; minus sign indicates increase.
Source: Bank of Sweden, Ur tidningarna.
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However, in the revised budget proposals presented to the Swedish
Parliament at the end of April, the Finance Minister estimated that the
budget for the current fiscal year will close with a combined deficit of
Skr., 200 million and that the accounts for fiscal 1966-67 will show a deficit
of Skr. 800 million. In the past, the authorities have quite consistently
underestimated receipts--especially in periods of expansion--and, as in past
periods, results may differ widely from the official forecasts. In general
terms, the authorities have indicated their determination to pursue re-
strictive spending policies but, in this respect as well, the budget is

best interpreted in large part as a politically-motivated document.

Import surge doubles foreign trade deficit

The deterioration 11 Sweden's foreign trade position, already
amply evident through the third quarter, continued into the end of the
year with some falling off in the rate of sales sbroad as demand weakened
for some staple Swedish products. For the year as a whole imports rose
by 13.6 per cent in value while export values increased by 8.1 per cent
and the trade deficit, at Skr. 2,097 million ($405 million), was more than
double the deficit of Skr. 932 million ($180 million) registered in 1964.

A very large part of the increase in imports in 1965 reflected
anticipatory buying in advance of the increase from 6.4 to 9.1 per cent in
the retail sales tax that became effective on July 1. On the basis of
seasonally adjusted data, import growth moderated in the second half of
the year. (See Table 8 and Chart.) Among exports, there was some decline

in sales of wood products and of chemical pulp; exports of engineering
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products matched the annual increase in total exports, while sales of Swedish
ships rose by about 25 per cent, an impressive gain. Of the annual export
gain of 8 per cent, about 3 per cent reflected higher export prices.

Table 8. Sweden: Foreign Trade, 1964-66
(monthly averages, million of dollars, seasonally adjusted)

Trade Surplus (+)

Period Imports Exports or Deficit (-)
1964 I 311 290 -21
11 317 308 - 8
II1 324 295 -29
IV 329 322 -7
1965 1 358 339 -19
11 364 323 =40
11X 380 328 -51
v 361 340 -21
1966 January 367 319 -48
February 362 307 -55

Source: OECD, Main Economic Indicators.

The unusually severe winter was the principal factor respunsible
for continued sharp deterioration in Sweden's foreign trade in the first
three months of this year. Each year exports are much more adversely
affected than imports because the major ports (Stockholm,Gothenburg and
Malm®) are ice-free or can be kept open whereas Sweden's major exports--
forest products and ores--cannot be moved to port. These effects were
intensified in January and February and while there was some return to
more normal conditions in March, the unadjusted trade data indicate that

imports rose by 8 per cent and exports by 4 per cent in the first quarter,
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and the trade deficit increased to Skr. 1,023 million ($198 million), up
32 per cent from a deficit of Skr. 772 million ($150 million) registered in
January-March 1965, These trade results were affected, on the import side,
by larger than normal requirements for fuels and by the inclusion, in March,

of the cost of the M/S Kungsholm, Sweden's new flagship liner.

Deterioration in current account continues

As before, the customary surplus on non~-trade items in the balance
of payments has been less of an offset to the larger trade deficit than in
preceding years. HNet income from shipping was little changed, on balance,
but the deficit on other current account transactions rose from Skr. 716
willion ($138 million) to Skr. 983 million ($190 million). About 60 per
cent of this subtotal is the net deficit on tourism, which has been rising
steadily in recent years, and amounted to Skr. 587 million ($113 million)
in 1965. (See Table 9.)

Tight dowestic credit conditions continued to encourage a consider-
able amount of short-term borrowing. Much of this capital inflow is in un-
recorded forms, and appears to be part of the explanation of the substantial
increase--from Skr. 768 to Skr. 1,060 million ($148 to $205 million)--in

the residual item in Sweden's balance of payments. (See Table 9.)

Deterioration not mirrored in reserve position

The significant increase in 1965 in capital inflow--in recorded
and unrecorded forms~-served to prevent any loss in foreign exchange reserves.
The Bank of Sweden's gold and net foreign exchange holdings and net exchange

reserves of the Swedish commercial banks rose by $22 million in 1965.
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Table 9, Sweden: Balance of Payments, 1963-65
(millions of Swedish kronor)

ltem 1963 1964 1965
A. Current transactions
Exports, f.o.b. 16,568 19,014 20,554
Imports, c.i.f, -17,552 -19,946 -22,651
Trade balance - 984 - 932 - 2,097
Freight earnings, net 1,465 1,540 1,590
Others - 616 - 716 - 983
Goods and services,
balance - 135 - 108 - 1,490
B. Capital transactions
Official transactions 73 123 42
Security transactions - 117 - 40 - 47
Private loans - 254 476 522
Direct investment 125 - 280 - 78
Other private transactions 4 5 42
Capital account,
balance - 169 284 481
C. Residual item 187 768 1,060
D. Banks' external position
Bank of Sweden - 251 857 - 269
IMF position, net 26 181 284
Commercial banks"
exchange 104 - 19 102
Commercial banks' food
position 4 - 75 - 66
Total change in foreign
exchange - 117 944 51

Source: Bank of Sweden, Ur tidningarna.
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Moreover, reserves showed a further net increase of $4 million by the end
of April as an increase of $35 million in the first three months offset a

decline of $31 million in April. (See Table 10 and Chart.)

Table 10. Sweden: Net Reserve Position
(in millions of U.S5. dollars)

End of Bank of Commercial
Period Sweden Banks =~ Total Changes
1964 TDecember 953 111 1,064 al +204
1965 June 1,026 88 1,114 + 50
December 955 131 1,086 - 28
1966 March 990 131 1,121 + 35
April 999 91 1,090 - 31

2/ 1Increase during 1964 includes increase of $88 million in IMF
position, first included in Bank of Sweden statistics in November 1964.
Source: Bank of Sweden, Ur tidningarna.

The authorities anticipate a balance of payments deficit this year
of about 1 billion kronor, or about the same as in 1965, and are prepared for
some decline in reserves. Despite the evident deterioration in Sweden's
foreign trade position last year, reserve growth has been favorable for at

least three years and the reserve position is strong enough to sustain some

loss of earlier gains.





