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Monetary Policy Report

The Riksbank's Monetary Policy Report is published three times per year. The
report describes the deliberations made by the Riksbank when deciding what
would be an appropriate monetary policy." The report contains a description of
the future prospects for inflation and economic activity based on the interest
rate path that the Riksbank currently considers will provide a well-balanced
monetary policy. Each report also contains a description of the new information
received since the previous report and an assessment of how the Riksbank
views the current economic situation.

The purpose of the Monetary Policy Report is to produce background
material for monetary policy decisions, and to spread knowledge about the
Riksbank's assessments. By publishing the reports, the Riksbank aims to make it
easier for external parties to follow, understand and assess its monetary policy.

The Riksbank must submit a written report on monetary policy to the
Riksdag (Swedish Parliament) Committee on Finance at least twice a year
(see Chapter 6, Article 4 of the Sveriges Riksbank Act (1988:1385)). In the
spring this takes the form of a report entitled “Material for assessing monetary
policy”. In the autum it takes the form of the Monetary Policy Report.

The Executive Board decided to adopt the Monetary Policy Report at its meeting
on 1 July 2009. The Report is available on the Riksbank's website,
www.riksbank.se. From this address a printed version of the report can be ordered
free of charge or the report can be downloaded as a PDF file.

To subscribe to the Monetary Policy Report, please contact the Riksbank.
E-mail: kontorsservicecenter@riksbank.se
Address: Sveriges Riksbank, SE-103 37 Stockholm, Sweden
Telephone: +46 8 787 00 00

Further information on the Riksbank can be found at: www.riksbank.se

1 See Monetary policy in Sweden on the following page for a review of monetary policy strategy and of what can be regarded as
an appropriate monetary policy.



Monetary policy in Sweden

MONETARY POLICY TARGET

According to the Sveriges Riksbank Act, the statutory objective of monetary policy is “to
maintain price stability”. The Riksbank has specified this objective in terms of an inflation
target according to which the annual change in the consumer price index (CPI) is to be
two per cent. The Riksbank has set a tolerance band around the target of plus/minus one
percentage point. This band draws attention to the fact that it is beyond the powers of
monetary policy to exactly attain the target all of the time. It also serves to underline that
excessively large deviations are unacceptable if the target is to remain credible.

MONETARY POLICY STRATEGY?

B Monetary policy is guided by, in addition to CPI, various measures of “underlying
inflation”. However, there is no single measure of inflation that at all times indicates the
proper stance of monetary policy.

B Monetary policy is normally focused on achieving the inflation target within two years.
This is partly because monetary policy has an effect on economic developments after a
time lag. The two-year horizon also gives the Riksbank scope to take into account real
economic developments (GDP growth, unemployment, employment and so on).

B The Riksbank's monetary policy decisions routinely take into account changes in asset
prices and other financial variables.

B The Riksbank's forecasts are based on the assumption that the repo rate will develop in
such a way that monetary policy can be regarded as well-balanced. In the normal case,
a well-balanced monetary policy means that inflation is close to the inflation target two
years ahead without there being excessive fluctuations in inflation and the real economy.
At the same time, it is important to point out that the level of output and employment in
the long term is not affected by monetary policy but is governed by other factors such as
technology and access to labour.

B Openness and clarity in monetary policy are prerequisites for the successful combination
of credibility for the inflation target and a flexible application of the target in the short
term.

DECISION-MAKING PROCESS

The Executive Board of the Riksbank usually holds six monetary policy meetings during a
year, at which it makes decisions regarding the repo rate. In connection with three of these
meetings, a Monetary Policy Report is published and in connection with the other three
meetings, a Monetary Policy Update is published. Approximately two weeks after each
monetary policy meeting the Riksbank publishes minutes from the meeting, in which it is
possible to follow the discussion that led to the interest rate decision and to see how the
different Executive Board members voted.

PRESENTATION OF THE INTEREST RATE DECISION

B The interest rate decision is presented in a press release at 9.30 a.m. on the day following
the monetary policy meeting.

B A press conference is held on the day following the monetary policy meeting.

2 A detailed description of the monetary policy strategy is available as a PDF file on the Riksbank’s website www.riksbank.se under the
heading Monetary policy/Price stability.
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B Monetary policy considerations
— a summary

The weak development of the economy requires a somewhat more expansionary monetary
policy. The Executive Board of the Riksbank has therefore decided to cut the repo rate by 0.25
of a percentage point to 0.25 per cent. The repo rate is expected to remain at this low level over
the coming year. At the same time there are several signs that economic activity will improve.

BN Deep economic downturn

Economic activity abroad is very weak and this hits Sweden hard. Exports have fallen substantially
and the situation on the labour market is continuing to deteriorate rapidly. The information
received in recent months points to the economic downturn in 2009 being somewhat deeper than
the Riksbank forecast in April.

HE Low repo rate over a long period of time

A lower repo rate and repo rate path are needed to counteract the fall in production and
employment and to attain the inflation target of 2 per cent. The Executive Board of the Riksbank
has therefore decided to cut the repo rate to 0.25 per cent. The repo rate is expected to remain
at this low level until autumn 2010. The Riksbank's assessment is that cutting the rate to 0.25 per
cent will not threaten the functioning of the financial markets.

The Riksbank's assessment is that after cutting the repo rate to 0.25 per cent it will have reached its
lower limit in practice, and that the situation on the financial markets is still not completely normal.
Supplementary measures are necessary to ensure that monetary policy has the intended effect. The
Executive Board of the Riksbank has therefore decided to offer loans totalling SEK 100 billion to
the banks at a fixed interest rate and with a maturity of 12 months. This should contribute to lower
interest rates on loans to companies and households.

H H Stable underlying inflation

Despite the expansionary monetary policy, production and employment will be lower than

normal over the next few years. Inflation will be kept up by weak productivity and a weak krona.
However, there will be large fluctuations in CPI inflation during the coming period. This is primarily
due to the fact that changes in the repo rate affect mortgage rates, which are included in the CPI.
The CPIF underlying inflation rate (the CPI with a fixed mortgage rate) will on the other hand
remain stable close to 2 per cent during the forecast period.

HH Signs of a turnaround

In recent months there have been several signs that economic activity will improve. At the same
time, the financial markets in Sweden and abroad have begun to function more effectively, which
creates the potential for an acceleration in international and domestic demand. The low repo rate
and current fiscal policy will also contribute to the recovery. GDP growth is expected to be positive
in 2010, but the labour market will lag behind and employment will not begin to rise until 2011.

HE Considerable uncertainty

The economic outlook is still uncertain. When the turnaround comes, the upturn may be stronger
than in the main scenario. However, it could also be the case that the recovery will take longer
than expected. The future direction for monetary policy will therefore depend on how new
information on economic developments abroad and in Sweden will affect the prospects for
inflation and economic activity in Sweden.
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Figure 39. Repo rate
Per cent, quarterly averages

04 05 06 07 08 09 10 11 12

 Main scenario
 More rapid international recovery

Note. Broken lines represent the Riksbank's forecast.
Source: The Riksbank

Figure 40. CPIF
Annual percentage change
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Note. Broken lines represent the Riksbank's forecast.

Sources: Statistics Sweden and the Riksbank

Figure 41. Real repo rate
Per cent, quarterly averages
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Note. The real repo rate is calculated as an average of the
Riksbank’s repo rate forecasts for the coming year minus the
inflation forecast for the corresponding period. Broken lines
represent the Riksbank's forecast.

Source: The Riksbank

B W Weaker development of productivity will lead to higher
inflation

Another reason for inflationary pressure to be higher than in the main
scenario would be if the development of productivity continued to
be weak. This has now been weak for the last two years, which is an
unusually long period of time. The weak development of productivity is
largely assumed to be due to the fact that companies have neglected to
adjust the size of their workforces to an extent equivalent to the decline
in production, meaning a reduction in production per worked hour. In
the forecast, productivity recovers rapidly, as companies successively
adjust the size of their workforces to the lower levels of production.
However, there may be more permanent underlying reasons for the weak
development of productivity. If productivity continues to develop weakly,
the higher cost pressure may need to be counteracted by a higher repo
rate than in the main scenario.

In summary, there exist a number of circumstances that could result
in monetary policy taking a different form than that anticipated by the
main scenario.



B CHAPTER 3 — The current state of the economy

Conditions on the financial markets has stabilised
somewhat during the spring. However, the current
situation is still gloomy, with large falls in production
at the beginning of the year in many parts of the
world. The GDP outcomes for the first quarter
abroad and in Sweden were weaker than anticipated
in the April Monetary Policy Update. In Sweden
unemployment is now rising rapidly following on
from the historically large numbers of redundancy
notices given in the winter. Resource utilisation

has fallen and is very low. However, some signs of

a stabilisation in economic activity have now begun
to appear. For example, the purchasing managers’
index has risen in recent months and the figures

for consumer confidence are less negative. This
applies to Sweden as well as many other countries.
However, most indicators of economic growth are far
below what can be considered as normal levels. The
newly-received information is not on the whole very
surprising, but indicates all in all that developments in
the real economy, the labour market and inflation will
be roughly in line with the forecasts made in April.

H M The financial markets have stabilised

The financial markets have stabilised after central banks and
governments around the world have taken action to counteract
the immediate effects of the autumn's financial crisis. However, the
situation in the financial markets is still fragile, partly because there
is still uncertainty over how long it will take until economic activity
improves.

During the spring, the rates for government bonds with
long maturities have risen in the United States, the euro area and
Sweden (see Figure 42). This increase can be partly explained by
investors having begun to turn to higher-risk investments once
again. Moreover, the expectations that there will be large issues of
government bonds in the future when government crisis packages
need to be financed have also contributed to the rise in long-term
rates.

Interbank and mortgage rates with short maturities in Sweden
fell following the most recent repo rate cut. Since then they have
only shown marginal changes. The difference between interbank
rates and 3-month treasury bill rates, what is known as the TED
spread, has also declined over the period (see Figure 43). This change
reflects the fact that treasury bill rates have increased. However, the
difference between the interbank rate and the expected repo rate at
the same maturity, what is known as the basis spread, remains largely
unchanged since the April Monetary Policy Update (see Figure 44).
The level of the basis spread is now roughly the same as prior to
Lehman Brothers' bankruptcy in September. It is therefore possible to
say that in several aspects the situation on the financial markets has
stabilised compared with the situation at the beginning of this year.

HH Low policy rates in USA, Europe and Sweden

During the spring many central banks around the world continued to
cut their policy rates to counteract the effects of the financial crisis on
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Figure 42. Long term interest rates
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Figure 44. Difference between interbank rates and
expected monetary policy (Basis spread)
Basis points
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Figure 45. Monetary policy expectations in the
euro area and the USA
Per cent
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economies and to reduce the risk of deflation. However, the Federal
Reserve's record-low policy rate with a target interval of 0-0.25 per
cent has remained at the same level since December 2008. Forward
rates show that market participants are expecting the policy rate in
the United States to remain at this level for the remainder of 2009
and then to have been raised to 1 per cent during summer 2010 (see
Figure 45).

The European Central Bank, ECB, has cut its policy rate by 25
basis points to 1 per cent since the Monetary Policy Update was
published in April. Forward rates point to the market expecting the
policy rate to be cut during the autumn and to once again be at 1
per cent in spring 2010 (see Figure 45). The Bank of England has not
changed its policy rate of 0.5 per cent since March. Market pricing
shows that a cut in the policy rate is conceivable during the autumn,
but it will then be raised to 1 per cent in spring 2010.

The Riksbank cut the repo rate by 50 basis points to 0.5 per
cent when the Monetary Policy Update was published in April. Now
forward rates are indicating that the market is expecting the repo rate
to remain in principle unchanged until the end of this year and then
to gradually rise to 1 per cent in summer 2010 (see Figure 46). This
means that market participants’ monetary policy expectations are
approximately the same as after the April monetary policy meeting.

H E Central banks have purchased government and mortgage
bonds and carried out other measures

With policy rates close to zero some central banks have chosen to
conduct their monetary policy by means of other measures, such as
purchases of government bonds and mortgage bonds. In March the
Federal Reserve announced a plan to purchase government bonds in
the secondary market with maturities of up to ten years, to a value of
USD 300 billion. Government bond rate fell after the central bank’s
announcement, but since then long-term government bond rates
have risen (see Figure 42). Just over half of the amount announced
for the bond purchases remains to be used.

The ECB recently decided to purchase covered bonds to a
value of EUR 60 billion. These bond purchases will be made in
both the primary and secondary markets during a period of one
year throughout the entire euro area, starting from July. The ECB
has also lent EUR 442 billion at a fixed interest rate and with full
allocation over one year. The amount lent corresponds to almost 5
per cent of one year's GDP in the euro area. Full allocation means
that the lending volume is not determined in advance. As long as the
borrowers (the banks) can supply collateral, there is no ceiling as to
how much may be lent.

The British government has given the Bank of England a mandate
to purchase securities up to GBP 150 billion, and the Bank has
allocated GBP 125 of this to purchase securities with long maturities.
Less than half of the funds remain to purchase bonds with long



maturities, until the end of the summer. During the spring, the Bank
of Japan extended its purchases of government bonds with long
maturities. The Swiss central bank has also purchased government
bonds and covered bonds. The Bank of Canada has announced that
similar quantitative easing may be used to attain its inflation target. To
summarise, central banks around the world are still conducting a very
expansionary monetary policy with the aim of keeping down market
rates.

H B Stronger stock markets

Since the April Monetary Policy Update was published, stock markets
around the world have risen (see Figure 47). Government stimulation
packages, positive information on stress tests of US banks and
relatively strong forward-looking indicators and company reports
have led investors to conclude that the fall in economic activity has
come to a halt. This has meant that the willingness to invest in higher
risk assets has increased, which has caused stock markets to rise.

The Stockholm Stock Exchange has risen substantially recently, while
volatility has declined (see Figure 5). Especially, the share prices of
companies within the financial and energy sectors have increased.

H N Large difference between short and long mortgage rates

r

The Riksbank's interest rate cuts have had a full impact on households
variable mortgage rates during 2009. Since April the listed mortgage
rates have remained relatively unchanged at a level below 2 per cent.
On average, the difference between these mortgage rates and the
repo rate has been around 140 basis points during the period April to
the beginning of June (see Figure 48). Compared with the autumn'’s
interest rate differences, households are facing a more normal pricing
of mortgages, but the difference is still around 20 basis points higher
than the historical average since 1996.

Long-term mortgage rates have risen since the Monetary Policy
Update was published, which is linked to the fact that government
bond rates for the corresponding maturities have also risen (see Figure
49). The difference between mortgage rates and government bond
rates, what is known as the mortgage spread, has declined to on
average around 115 basis points with effect from April (see Figure
50). This means that the mortgage spread has fallen compared with
the final quarter of 2008. However, it is still higher than the average
difference of around 85 basis points during the first six months of
2008, and it is much greater than in the period before the financial
turbulence began in autumn 2007.

HE House prices have stabilised

During the first quarter of 2009 house prices fell in relation to the
same period in 2008 (see Figure 51). According to Statistics Sweden's
figures for house prices and Méklarstatistik (estate agents' figures),
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Figure 46. Monetary policy expectations in Sweden
according to money market participants
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Figure 47. Stock market movements
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Figure 48. Short-term interest rates in Sweden
Per cent
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Figure 49. Long-term mortgage rates in Sweden
Per cent
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the fall in housing prices has declined during the spring. Prices rose
by 1 per cent for both houses and tenant-owned apartments in April
relative to March. House prices continued to rise by 2 per cent in
May, compared with April, while prices of tenant-owned apartments
remained unchanged.

HE Bank lending increasing more slowly

Financial market statistics show that the rate of increase in lending
to households, measured as an annual percentage change, has
continued to diminish during 2009 (see Figure 52). The recent
slowdown is primarily due to mortgages increasing more slowly. The
reasons behind this may be stricter financing terms and the general
slowdown in the housing market.

The rate of lending to companies slowed down last year and
this trend has continued this year, which is linked to a large decline
in investment. The financial crisis has led companies to believe that it
has become more difficult to borrow. All in all, the available statistics
point to a lower rate of increase in bank lending to companies, but it
is difficult to see any broad credit tightening.

According to ALMI's loan indicator* for the second quarter, the
banks are expecting lending to both companies and households to
continue to increase. The indicator also shows that a majority of the
banks state their loan terms are unchanged or have been tightened
slightly compared with the first quarter. The National Institute of
Economic Research's survey of credit and financing terms and the
Riksbank's company survey indicate that companies' possibilities to
obtain funding have improved slightly in recent months, although
the possibilities for funding appear to be worse than before the crisis
erupted.

HE High lending to swedish banks but declining growth in money
supply and monetary base

Since autumn 2008, the Riksbank has taken a number of measures
to safeguard financial stability and to support the banks' credit
granting. The Riksbank has lent both Swedish krona and US dollars
to the Swedish banks, in all cases against collateral and at interest
rates determined in an auction. As a result of this increased lending,
the Riksbank’s balance sheet has expanded substantially. From the
beginning of September 2008 to the end of the year, the balance
sheet total increased from almost SEK 200 billion to SEK 700 billion
(see Figure 53). During 2009 the balance sheet has declined slightly,
but it is still very large from an historical perspective.

With effect from April 2009 the monetary base in Sweden
is defined as banknotes and coins in circulation, monetary policy
counterparties’ deposits in the Riksbank and claims on the Riksbank as

4 ALMI has carried out a quarterly survey called "Loan indicator” since September 2004. During the period
3-9 June it carried out telephone interviews with 150 randomly selected bank managers in Sweden. The
results were presented by ALMI on 26 June.



a result of Riksbank Certificates that have been issued. This definition
complies with the IMF's recommendations and is also used by the
ECB. During autumn 2008 the Riksbank's monetary base increased
substantially as the Riksbank lent out increasing large sums to the
Swedish banks (see Figure 54). During 2009, however, the monetary
base has declined slightly, but it is still more than twice as large as at
the same time last year.

The rate of increase in money supply measure M2 has slowed
down in 2009 and amounted to just under 9 per cent in May. The
growth rate in the broadest money aggregate, M3, has continued
to fall during the year. The slowdown in the growth rate is partly
because the general public has reduced its holdings of the money
market instruments with short maturities that are included in M3.
However, in May the rate of increase in M3 increased slightly (see
Figure 55).

HH The krona remains weak, but has appreciated during the spring

Since the financial crisis worsened in September 2008 the Swedish
krona has weakened substantially, while the foreign exchange market
has been very volatile (see Figure 56). The worsened financial crisis
and the global economic downturn during the autumn have led to a
flight from smaller to larger currencies that are considered “safer” and
more liquid.

At the beginning of 2009 the krona was around 17 per cent
weaker in trade-weighted terms than six months previously. At most
the TCW index amounted to over 156 at the beginning of March
(a higher index means a weaker krona). Since then the krona has
strengthened almost 6 per cent (see Figure 10). However, the day-
to-day fluctuations have at times been substantial. For example,
the krona tends to weaken tangibly when there is negative news
regarding economic developments in the Baltic countries. The
exchange rate was almost 1 per cent stronger in the second quarter of
2009 than was forecast in April.

H H Interest rate differentials between European government bond
rates have declined slightly

In autumn 2008 the uncertainty on the European financial market was
further manifested in an increase in the differences between the rates
for the different euro countries' government bonds. The difference in
rates between, for example, ten-year German and Greek government
bonds was relatively stable up to the beginning of 2008 and
amounted at most to just over 0.3 percentage points (see Figure 57).
At the beginning of February 2009 this difference had increased to
almost 3 percentage points. Since mid-March interest rate differences
have declined, but they remain at unusually high levels.

The fact that government bonds in some countries in the
euro area are higher than others has been linked to concerns that
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Figure 50. Mortgage spread
Basis points
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Figure 51. Housing prices
Annual percentage change
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Figure 52. Lending to Swedish households and non-
financial companies
Annual percentage change
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Figure 53. International comparison between
central banks’ balance sheet totals
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Figure 54. Monetary base
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Figure 55. Money Supply
Annual percentage change
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government budget deficits will increase in the future. The decline in
differences since last winter is a sign that this concern has lessened
somewhat. However, the difference between the Swedish and
German ten-year bonds rates has not changed as much in 2009.

To summarise, developments in the financial markets point
to some stabilisation having occurred and to expectations of
a turnaround in the world economy. However, there is still a
considerable amount of uncertainty.

H W Some stabilisation in world trade

During the spring there have been signs that the heavy fall in

world trade has come to an end and that there has also been some
stabilisation here. The world trade monitor index, which measures the
total export and import volumes in the world, fell heavily at the end
of 2008 (see Figure 58). World trade has continued to fall this year
but at a much slower rate. Another positive sign is that international
prices of ship freights have risen substantially in recent months (see
Figure 59). Statistics on foreign trade from countries in both Asia and
the euro area also indicate that the downswing in exports has slowed
down (see Figure 60).

HE Signs of improvement in Asia

There are signs that the downturn in Asia’s growth economies
bottomed out during the fourth quarter of 2008. Extensive fiscal
policy investments have been made in several countries and these
now appear to be providing results, particularly in China. Retail sales
and fixed gross investment have increased at a faster rate in April
and May there than in previous months. The increase in Chinese
industrial production in May was the highest since October 2008. The
purchasing managers' index fell slightly in May compared with April,
but is nevertheless at the next highest level since May 2008.

In China, South Korea and India GDP growth was positive and
higher during the first quarter of 2009 than in the fourth quarter
of 2008. The decline in industrial production compared with the
beginning of last year has slowed down in several of the countries
(see Figure 61). Exports to China from other countries in the region
have also risen. In Japan GDP fell heavily during the first quarter of
2009. The decline amounted to a good 14 per cent, calculated as
an annual rate. The main reasons for the fall were weak exports and
private investment. However, the most recent statistics indicate that
the fall in exports has slowed down.

H H Indications that the fall in the us economy has slowed down

GDP growth between the fourth quarter of last year and the first
quarter of this year was -5.5 per cent when calculated as an annual
rate, which was in line with the forecast in the April Monetary Policy
Update. Household consumption rose after two quarters with large



falls. On the other hand, investments, public sector consumption

and stocks contributed to a decline in demand. In April household
consumption fell, despite tax cuts and increased transfers contributing
to a significant increase in households' disposable income (see Figure
62).

Sales of existing homes rose both in April and May, while sales of
new homes have been relatively unchanged in recent months. There
may have been some stabilisation in sales as the level was around the
same as at the end of last year. The number of months taken to sell
both new and old homes fell in May, but it still takes longer time than
normal. According to the Case-Shiller index, house prices have now
fallen by around 30 per cent since the peak in summer 2006.

The labour market has continued to weaken, although the
decline in employment slowed down in both April and May. However,
when compared with the same month last year the fall was substantial
(see Figure 62). Unemployment has risen and was just over 9 per
cent in May, which can be compared with 5 per cent last spring. The
rising unemployment has contributed to a worsening in households'
payment problems. In the first quarter of this year the percentage of
households experiencing problems in paying their mortgages was the
highest measured since statistics began to be kept in 1991. The figure
was close to 8 per cent, which can be compared with around 1.5 per
cent prior to the start of the decline in the housing market. During
the first quarter, the number of hours worked fell in nonfarm private
sector by 9 per cent when calculated on an average annual rate, and
productivity rose by 1.6 per cent in the first quarter compared with
the previous quarter. This means that productivity has been stronger
than during previous recessions. To summarise, a number of indicators
point to the fall in the US economy having slowed down. Both
consumer confidence and companies’ expectations improved during
the spring (see Figure 63).

H W Historically weak first quarter in the Euro area

The assessment in April was that the first quarter of this year would
show the largest fall in GDP and that the pace of the fall would then
slow down. Although the outcome during the first quarter was clearly
weaker than anticipated, otherwise the assessment of developments
in GDP still stands. Companies have now adjusted their stocks levels
to the weaker demand. The negative contribution to GDP growth
from stocks in the first quarter is expected to cease in the second
quarter. Forward-looking indicators and also some published statistical
outcomes point to a cautious stabilisation of economic activity in April
and May.

GDP in the euro area fell by 9.7 per cent calculated on an
annual rate in the first quarter of this year. Compared with the same
quarter in 2008, GDP declined by 4.8 per cent (see Figure 64). At
the same time, the figures for GDP outcome during the second half
of 2008 have been revised down. Companies reduced their stocks
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Figure 56. Exchange rates
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Figure 57. This spread between German government
bonds and bonds issued by various countries
Percentage points
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Figure 58. World Trade Monitor Index
Index 2000 = 100, seasonally adjusted data
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Figure 59. Transport costs indicator
Baltic Dry Index, 1985 = 100
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Figure 60. Exports in Asia
Index January 2007 = 100, USD current prices
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Figure 61. Industrial production in Asia
Annual percentage change
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substantially, and this accounted for almost half of the fall in demand.
Sharply falling exports and investments also contributed to the deep
recession. The decline in consumption has been slowed down by a
rise in car sales and by employment so far having been maintained
relatively well in the euro area as a whole.

The aggregate purchasing managers' index rose in June, for
the fourth month in a row. The largest upturn has been noted for
manufacturing in recent months (see Figure 65). The upturn was
subdued slightly in June, compared with earlier, and in the services
sector the index fell slightly. Although the index is still at a level
indicating shrinking production, the outcomes indicate that the
largest GDP downturn has passed. The European Commission’s
Eurobarometer survey also supports this assumption. However, this
has shown an upturn although the upturn has not been as large as
that in the purchasing managers' index. The aggregate sentiment and
confidence indicator for the euro countries, the ESI, also continued to
rise in May compared with April. It was primarily a clear improvement
in confidence in the retail trade that contributed to this.

The apparently improved demand led to some stabilisation in
industrial production in March, but the decline continued in April (see
Figure 66). In Germany, which was hit hard by the downturn in global
manufacturing activity, the steep fall in orders to the manufacturing
industry has come to a halt and an upturn has occurred in March
and April. However, the large decline in orders in previous months is
expected to burden industrial production even in the coming months.
According to the European Commission’'s Eurobarometer, capacity
utilisation is expected to be around 70 per cent during the second
quarter, which is the lowest level ever measured (see Figure 67).

Retail trade turnover rose by 0.2 per cent in April, compared with
March. In the same month, car sales increased by almost 4 per cent.
Car sales have been stimulated by the fact that several countries,
including Germany, have introduced what is known as a scrap
premium to those buying a new car. There were also some signs of
stabilisation in exports in March. However, exports fell again in April.

As a result of the weak economic developments, unemployment
in the euro area continued to rise during the spring, and was at 9.2
per cent in April. This is the highest level measured since September
1999. Spain accounts for a large share of the upturn and had
the highest unemployment percentage — 18.1 per cent - of the
euro area countries. When economic activity was at its peak in
2007, unemployment was at its lowest level just below 8 per cent.
Employment in the euro area fell by 0.8 per cent in the first quarter,
compared with the fourth quarter of 2008.



Bank lending to the private sector in the euro area continued to
slow down in April. Now it is also possible to see a clear slowdown
in lending to companies. The annual rate of increase in lending to
companies fell to just over 5 per cent. Lending to households has
fallen over a longer period of time and in April lending was in principle
unchanged compared to the corresponding period in the previous
year.

The ECB's Bank Lending Survey from April shows that the banks
continued to tighten their loan terms for companies and households
during the first quarter of this year. The primary explanation was a
deterioration in economic prospects. However, the percentage of
banks stating that they had tightened loan terms fell compared with
the previous quarter. The survey points to banks expecting to tighten
loan terms even during the second quarter of this year, but to a lesser
extent than during the first quarter.

H B Mixed signals in the rest of Europe

In the United Kingdom GDP fell by a good 7 per cent during the first
quarter of 2009, when calculated as an annual rate. This was a larger
fall than during the fourth quarter of last year. However, confidence
indicators point to both companies and households having become
more optimistic in recent months. For example, the purchasing
managers' index for industry rose to 45.3 in May (see Figure 68).
Industrial production also rose slightly in April relative to March. This
was the first increase since February 2008. Moreover, there are some
positive signs regarding the situation for households. Retail sales rose
in the spring, but fell back slightly in May compared with the previous
month. House prices have stabilised and have recently risen slightly.

In Norway GDP fell by almost 2 per cent during the first quarter
of 2009, when calculated as an annual rate. The Norwegian economy
has shown stronger development than most other industrial nations
over the past few quarters. One explanation is that economic activity
in sectors linked to the production of oil and natural gas has been
relatively good. This has been reflected in both industrial production
and retail sales, which are only slightly lower than one year ago.
Employment has slowed down somewhat in recent months, but is
nevertheless higher than one year ago. Unemployment was 2.6 per
cent in May, which is a low level in historical terms.

Denmark’s GDP fell by just over 7 per cent in the fourth quarter
of last year, when calculated as an annual rate. As in most other
countries, both companies and households have recently become
slightly more optimistic with regard to the future. However, other
statistics point to a continued weak development. Both industrial
production and retail sales have fallen heavily over the past year,
although industrial production rose in April. Exports rose slightly
in March, but are much lower than they were one year ago.
Unemployment is still relatively low, but has risen rapidly and was 3.3
per cent in April.
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Figure 62. Employment and private consumption in the
United States
Annual percentage change
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Figure 63. Consumer confidence in the USA,
(University of Michigan Consumer Sentiment Index)
Index, December 1964 = 100
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Figure 64. GDP
Annual percentage change
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Figure 65. Purchasing managers’ index in the euro area
Index, seasonally adjusted data
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Figure 66. Industrial production
Annual percentage change
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Figure 67. Capacity utilisation in the
manufacturing industry in the euro area
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Many of the economies in eastern Europe showed very heavy
falls in GDP during the first quarter. Industrial production and exports
have also developed very weakly during the spring. In Russia GDP fell
by 9.5 per cent in the first quarter of 2009, compared with the same
period in the previous year. Industrial production rose by 8.1 per cent
in April compared with the previous month. However, exports fell by
more than 46 per cent in April compared with the same period one
year earlier. GDP in all three Baltic countries fell by more than 10 per
cent in the first quarter, compared with the same period last year. The
fall was largest in Latvia, where GDP fell by 18 per cent, which was
mainly due to a strong weakening in domestic demand. Poland was
one of few countries in eastern Europe where GDP rose during the
first quarter compared with the previous quarter. Following upturns
during the previous three months, however, industrial production fell
in May relative to April.

H B Commodity prices have begun to rise again...

Oil prices have fallen heavily over the past twelve months, but are
now beginning to rise again. The oil price was almost USD 60 per
barrel in May, which was an increase of almost 15 per cent on the
previous month. When compared with the same period last year,
however, oil prices have fallen by around 45 per cent (see Figure 8).
Forward prices for oil have risen since April and are now expected to
be around 15 per cent higher on average during the forecast period
(see Figure 8). Commodity prices (metals, foods and other agricultural
products) have also risen in recent months (see Figure 69). The
increase in commodity prices could be due to signs that economic
activity is improving.

HM...but inflation abroad has continued to fall

In the United States the inflation rate has fallen since the end of 2008
and was -1.3 per cent in May (see Figure 70). What is known as
underlying CPI inflation, adjusted for energy and food prices, was 1.8
per cent in May (see Figure 71). HICP inflation in the euro area fell

to 0.0 per cent in May (see Figure 70). This was a decline compared
with April, when the inflation rate was 0.6 per cent. HICP inflation
excluding energy, food, alcohol and tobacco has also fallen, but at a
slower rate, and was 1.5 per cent in May (see Figure 71).

The inflation rate in the United Kingdom has fallen in recent
months, and was 2.2 per cent in May. In Norway, inflation has been
stable since the end of last year, but rose slightly to 3.0 per cent in
May. Inflation in Denmark has fallen from just below 5 per cent in the
middle of 2008 to 1.3 per cent in May 2009. In Asia, too, inflation
has slowed down during the spring. China had an inflation rate of
-1.4 per cent in May. In India the inflation rate fell substantially during
the spring and was 0.5 per cent in May. In Japan the inflation rate
was slightly negative in April.



To summarise, inflation has fallen further abroad since the April
Monetary Policy Update. It is primarily lower energy prices compared
with the same period in previous years that explains the downturn.
The consumer price index adjusted for energy and food has stabilised,
however, or even risen slightly in many countries. The outcomes for
inflation abroad are in line with the forecasts in the April Monetary
Policy Update.

MM Fall in Swedish GDP slows down

GDP in Sweden fell by almost 4 per cent in the first quarter of 2009,
when calculated as an annual rate (seasonally-adjusted). When the
National Accounts for the first quarter of the year were published,
Statistics Sweden announced a change in its method for making
seasonal adjustments. This led to earlier outcomes being revised (see
Figure 13).° This method change meant that the fall in GDP during
the fourth quarter of 2008 is now much greater than was reported in
the first publication in February. Developments earlier in 2008 have
been revised slightly upwards. The level of GDP in the first quarter
was lower than expected in the Riksbank's most recent forecast,
which means that GDP for the whole year 2009 is now expected to
fall more than was forecast in the April Monetary Policy Update (see
Table A6).

In recent months several indicators have risen slightly from
historically low levels. The National Institute of Economic Research's
Economic Tendency Surveys, which summarise companies’ and
households' views of the Swedish economy, rose in May and June
(see Figure 72). Confidence indicators in the business sector also imply
some recovery (see Figure 73). The purchasing managers' index has
risen for several months (see Figure 74). However, the levels of most
indicators are still way below what can be described as normal.

The Riksbank's company interviews in May largely confirm the
picture painted by the other indicators. Companies state that there
has been a slight improvement compared with the situation prevailing
during the winter. A majority of companies now consider that the
situation for their own company will not deteriorate further, which
was not the case in the survey carried out prior to the February
Monetary Policy Report. However, there is still concern among
companies that problems with funding may curb both their own
investment and a coming economic upturn.®

All'in all, the indicators of GDP developments in the second
quarter have been largely as expected. GDP is expected to fall by a
good 1 per cent during this quarter when calculated as an annual rate
(see Figure 13). In the third quarter of 2009 GDP is expected to fall by

5 For further information, see the notification on Statistics Sweden's website (in Swedish)
http://www.scb.se/Pages/Standard 273778.aspx.

6 See also the publication "The Riksbank’s company interviews", which was published on 22 June 2009. It
can be downloaded from www.riksbank.se under the heading Press & Published/Reports.
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Figure 68. Purchasing managers' index in the
manufacturing industry in United Kingdom,
Norway and Denmark

Index, seasonally adjusted data
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Figure 69. Commodity prices
USD, Index 2000 = 100
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Figure 70. Consumer prices
Annual percentage change
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Figure 71. CPI excluding energy and food
Annual percentage change
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Figure 72. The Economic Tendency Indicator
Index, mean = 100
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Figure 73. Confidence indicators in the business
sector
Seasonally adjusted net figures
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almost 0.5 per cent when calculated as an annual rate, which entails

a marginal upward revision compared with the assessment in April. It
is primarily forward-looking indicators, such as orders and signs that

developments abroad are heading for a turnaround that point to the
fall in Swedish GDP slowing down.

HE Some recovery in household consumption

Household consumption fell by 3 per cent in the first quarter of 2009,
compared with the corresponding period in 2008 (see Figure 75). As
in recent quarters, it was household expenditure on motor vehicles
and transport that fell the most. The outcomes for retail sales in recent
months show some recovery for consumption. In April consumption
of retail goods increased by almost 4 per cent (figures not calendar-
adjusted). However, cyclically-sensitive car sales have continued to
develop weakly in recent months.

Several factors have contributed to the weak development in
consumption. For instance, the situation in the labour market has
deteriorated. This, together with a general uncertainty regarding
economic developments, leads to households saving an increasingly
large share of their incomes. Households saved on average just over
7 per cent of their disposable incomes over the past four quarters,
which is high in an historical perspective.” The last time saving was
at similar levels was in the period following the economic crisis at the
beginning of the 1990s (see Figure 76).

The National Institute of Economic Research's Consumer
Tendency Survey shows that households are still pessimistic both with
regard to economic developments in Sweden as a whole and with
regard to their own finances, although there has been some upturn
in expectations in recent months. The consumer confidence indicator,
CCl, has risen in recent months but is still at a very low level (see
Figure 77). All in all, however, indicators and outcomes imply that
developments in consumption during the second and third quarters
will be slightly stronger than was forecast in April.

HE Continued rise in public sector consumption

Public sector consumption increased by 1.5 per cent in 2008 and
continued to increase during the first quarter of 2009 (see Figure
78). The increase during the first quarter was largely due to the
privatisation of parts of the Swedish National Road Administration,
which entailed certain one-off costs. The trend towards an
increasingly large share of local government services being produced
in the private sector is continuing, but does not affect the level of

7 The saving ratio is calculated excluding occupational pension saving. During the first quarter of 2009 the
household saving ratio including pension saving was around 16 per cent.



public sector consumption. Production and employment in the public
sector are declining, however, as a result of this, while production of
private services and employment are being maintained. The strong
outcome for the first quarter means that the forecast for the whole
year is revised up compared with the forecast in the April Monetary
Policy Update.

HH Investments falling heavily

Total investment fell by just over 14 per cent in the first quarter

of 2009, compared with the same period in the previous year.
Housing investment, which accounts for almost 20 per cent of total
investment, has fallen over the past year and the fall continued

in the first quarter (see Figure 79). The number of apartments on
which construction began in the first quarter declined by more than
40 per cent compared with the corresponding period last year. This
is probably because demand for new tenant-owned apartments in
particular has fallen, at the same time as construction companies are
experiencing greater difficulty in funding new projects, which is born
out by the responses to the Riksbank's company interviews.

Business sector investment also fell heavily in the first quarter.
Previously the developments for leasing machinery, for instance, have
been relatively favourable, which may be connected to the fact that
many companies have not wanted to make large investments in new
machinery. The weak demand and low capacity utilisation may have
contributed to companies now terminating their leasing contracts,
which has direct effects on business sector investment. During the
first quarter, however, public sector investment developed strongly,
increasing by just over 6 per cent compared with the same period in
the previous year. This was mainly because local governments had
many large investments in schools and the infrastructure, for instance
Citybanan (the City Line) in Stockholm.

Statistics Sweden's investment survey regarding the business
sector's planned investment for 2009, which was published at the
end of May, together with information obtained from the Riksbank’s
company interviews, points to a continued gloomy development in
total investment during the remainder of 2009. Total investment is
expected to fall during both the second and third quarters of 2009.
Compared with the forecast in April, the forecast for the third quarter
has been adjusted down slightly.

HHE The fall in exports and imports will slow down
in the period ahead

The sharp fall noted in monthly statistics on foreign trade in goods
in spring 2009 was confirmed in the National Accounts for the first
quarter. Total exports fell by just over 15 per cent, compared with the
corresponding period in the previous year. Exports of goods fell by
over 20 per cent. A large percentage of Sweden's exports of goods

CHAPTER 3

Figure 74. Purchasing managers’ index in the
manufacturing industry
Index, seasonally adjusted data
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Figure 75. Retail sales and household consumption
Annual percentage change
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Figure 76. Disposable income and savings
Annual percentage change and per cent of disposable
income
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Figure 77. Households confidence indicators
Net figures
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Figure 78. Government consumption
Annual percentage change
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Figure 79. Gross fixed capital formation
Annual percentage change
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consists of intermediate and investment goods, for instance machinery
and motor vehicles, where demand has fallen sharply as a result of
most of the world suffering an economic decline at the same time.

Like exports, total imports fell heavily during the first quarter.
Imports of goods fell more quickly than imports of services, which
is linked to imports of goods being hard hit by reduced investment.
The large fall in exports also affects imports as many export products
contain goods that were first imported to Sweden and then exported
in a refined form.

Developments during the second quarter are expected to remain
weak. Both exports and imports will fall further, but not as quickly as
in the first quarter. This picture is supported by statistics for foreign
trade in goods up to the end of May (see Figure 80). Orders from
the export market have recovered slightly in recent months from the
historically low levels prevailing at the beginning of the year (see
Figure 81).

The fact that the Swedish krona has remained weak during
the spring can indicate that Swedish manufacturers have some
advantage over competitors in other countries. Some companies
confirmed in the Riksbank's company interviews that they now
preferred to locate production to Sweden than to countries in the
euro area and that competitiveness had improved. At the same time,
the general impression in these interviews appears to be that a more
stable exchange rate would be preferable, as it would provide better
conditions for long-term planning.

The Riksbank's forecast for exports and imports for the second
quarter of 2009 has been revised down slightly compared with
the forecast in April. However, the revision is marginal compared
with what occurred at the end of the previous year and in the early
spring. The export forecast for the third quarter remains unchanged,
while imports are expected to fall slightly more than was previously
expected, primarily due to weaker developments in investments.

H E The situation in the labour market is continuing to deteriorate

The decline in the number of persons employed which began in the
third quarter of 2008 has continued (see Figure 82). According to

the labour market surveys, in May the number of persons employed
declined by 107,000 compared with the same period last year. During
the same period the number of persons in the labour force increased
by 50,000, which means that the number of persons unemployed
increased by 157,000 (see Figure 82). The labour supply has
developed more strongly than expected, which has led to an upward
revision in the forecast for the labour supply.



Public sector employment has been declining since the middle
of 2007, partly as a result of local governments to an increasing
extent outsourcing services or taking on temporary staff. This has also
contributed to keeping up employment in the private services sector.
The fall in employment in the business sector in recent quarters is
almost entirely explained by the fact that the manufacturing industry
has cut the number of employees.

Labour market indicators point to a rapid weakening. The
competition for jobs is stiffening as the number of newly-registered
vacancies declines. Over the past year the number of job vacancies
has halved, at the same time as the Swedish Public Employment
Service's follow-up on the redundancy notices given in the autumn
now shows that an increasing number of people are becoming
unemployed. While in recent months the number of persons
given notice of redundancy has actually declined, the number of
redundancy notices is still at a historically high level (see Figure 83).
Almost 9,000 persons were given notice of redundancy in May and
about 7,500 persons during the first three weeks of June, which
means that a total of almost 143,500 persons have been given notice
of redundancy since last September.

Statistics Sweden's economic statistics regarding job vacancies
show that recruitment in the business sector has declined rapidly
over the past year. According to the Economic Tendency Survey, the
share of companies with a shortage of labour is now very low (see
Figure 84). The business sector's expectations of future employment
levels also remain very pessimistic, although the confidence indicator
in May was slightly less negative. Employment in the business sector
has declined and companies' plans for the coming months indicate
continued staff cutbacks although at a declining rate (see Figure 85).

The weak GDP outcome for the first quarter is expected to affect
the number of hours worked with some time lag. At the same time,
the number of hours worked has been weaker than expected in
recent months. All in all, this indicates a heavier fall in the number of
hours worked in 2009 than was assessed in the April Monetary Policy
Update. Falling demand for labour and agreements between the social
partners regarding reductions in working hours are also expected to
lead to a fall in average working hours.

HE Continued weak labour productivity

Labour productivity in the Swedish economy has now fallen during
more than two years, which is an unusually long period (see Figure
20). However, it is normal in an economic downturn that growth

in labour productivity declines, as companies adjustments to their
labour force and the number of hours worked come later than the
adjustment to production. It was therefore expected that the outcome
for the first quarter would be weak. Productivity fell by more than

5 per cent compared with the corresponding quarter in the previous
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Figure 80. Foreign trade with goods in fixed prices
Three-month changes in per cent calculated in
annualised terms, seasonally adjusted data
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Figure 81. New export orders
Net figures and annual percentage change
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Figure 82. Employment, labour force and unemployment
Thousands, 15-74 years and per cent of the labour force,
seasonally adjusted data
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Figure 83. New and unfilled vacant jobs and
redundancy notices
Thousands, seasonally adjusted data
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Figure 84. Proportion of firms reporting a shortage

of labour
Per cent, seasonally adjusted data
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Figure 85. Employees in the business sector
according to the Economic Tendency Survey
Net figures, seasonally adjusted data
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year. This was 1 percentage point more than was forecast in April.

As the economic downturn continues, it is probable that labour
productivity will recover as companies reduce their labour forces.
This also entails increasingly negative effects for the labour market,
with falling employment and rising unemployment. The forecast for
the rate of productivity growth has been revised up for the coming
quarters as a result of the downward revision to the forecast for the
number of hours worked.

H E Resource utilisation is at a low level

There is no simple way of measuring resource utilisation in the
economy. The Riksbank studies a number of different indicators and
also uses several statistical methods to assess resource utilisation. The
total picture shows that resource utilisation has fallen rapidly and is
very low.

The rapid fall in production that occurred during the autumn
and winter has led to companies having substantial spare capacity.
Capacity utilisation in the manufacturing industry has fallen to
historically low levels (see Figure 86). The demand for labour has also
fallen rapidly and there are few companies stating that they have a
shortage of labour (see Figure 84).

Resource utilisation in the labour market as a whole is also falling
rapidly, which is clearly indicated by the rapid rise in unemployment
and falling employment rate. One can also use several statistical
measures to estimate resource utilisation in the economy. Figure
21 shows the estimates of deviations in GDP, the number of hours
worked and employment from their respective trends, produced by
means of what is known as an HP filter. The size of these gaps is
affected by the method used and should therefore be interpreted with
caution, but even with these measures resource utilisation is falling
rapidly.

HE Wages held back

According to the short-term wage statistics from the National
Mediation Office, wages throughout the economy increased by 4.3
per cent in 2008. The statistics do not include retroactive payments
for the last nine months of last year, but these are expected to be very
small and should not have any tangible effect on developments for
the year as a whole.

According to the short-term wage statistics, during the first three
months of this year wages in the entire economy have on average
increased by 2.9 per cent, compared with the corresponding period
in the previous year. The definitive outcome is expected to be 3.3
per cent if retroactive payments are taken into account, which entails
a downward adjustment to the forecast made in April. There may
be several reasons for the fact that wages are rising more slowly
than expected. One reason may be that the downward adjustment



in wages is happening sooner than the Riksbank was expecting in
April, as a result of the weaker labour market situation. The low wage
outcome so far could also be partly due to changes in the sample for
the short-term wage statistics.®

HH Low rate of wage increase in manufacturing so far this year

Although the preliminary wage outcomes for this year will be revised
upwards, wage growth is remarkably low in many sectors.

The rates of wage increase for manufacturing and transport
workers were relatively low during the first quarter of this year, and
amounted to 1.1 per cent and 0.9 per cent respectively. The low
rates of increase can be partially explained by a decline in overtime.
If one instead uses a wage measure excluding overtime supplements,
wages have increased by 2.0 per cent and 1.8 per cent respectively
for manufacturing and transport workers. The reduction in overtime
entails a rate of wage increase approximately 0.6 percentage points

lower for workers in the business sector in the first quarter of this year.

For the economy as a whole, the reduction in overtime has an effect
on the rate of wage increase of almost -0.2 percentage points so far
this year, according to the short-term wage statistics.

Wages in the public sector have increased slightly more quickly
than wages in the business sector so far this year (see Figure 87).
During the first quarter of 2009 wages in the public sector increased
by just over 3 per cent compared with the same period last year. For
the manufacturing industry and retail trade wages have increased by
1.7 per cent and 2.2 per cent respectively so far this year (see Figure
88). This means that the rate of increase in wages over and above the
centrally-agreed increases (or what is known as wage drift) in these
sectors has been negative so far this year. The definitive rate of wage
increase in the economy as a whole is assessed to be 3.2 per cent
in 2009, according to the short-term wage statistics. The centrally-
agreed wage increases in the economy as a whole will be 3.0 per cent
this year, according to the National Mediation Office, which means
that wage increases over and above the central agreements will be
at their lowest level since the short-term wage statistics began to be
compiled in 1992.

H B Continued rise in unit labour costs

According to the National Accounts, hourly wages in the economy
as a whole increased by 2.8 per cent in the first quarter of this year
compared with the corresponding period in the previous year. This is

8 In 2009 the size of the sample used in the survey of the business sector is being changed from around
7,800 companies last year to around 5,600 companies this year. A new branch breakdown will also be
introduced into the statistics. This new breakdowns means that the percentage of companies replaced
in the selection in 2009 relative to 2008 is greater than normal. Variable supplements, such as holiday
supplements, are included in the measure of wages used in the forecasting work. As the Easter holiday was
in March last year and in April this year, there will also be a calendar effect on the wage statistics.
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Figure 86. Capacity utilisation in industry
Per cent, seasonally adjusted data
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Figure 87. Wages
Annual percentage change
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Figure 88. Wages in the business sector
Annual percentage change
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